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AGRICULTURAL REFORMS IN CENTRAL EUROPE
AND THEIR STRATEGIC IMPLICATIONS

Allan N. Rae*

Abstract

The paper discusses post-1989 agricultural reforms in Poland, Hungary,
CSFR and the former GDR. Impacts of the reforms on domestic
production, consymption, prices, trade and farm structure are presented.
The paper then considers possible future developments and ends with
discussion of issues of a strategic nature tt . may determine the nature
of Australasian agribusiness responses to the perceived cpportunities
and threats,

*Director, Centre for Agricultural Policy Studies, and Head, Department of Agricultural
Economics and Business, Massey University, Palmerston North, New Zealand.

Paper presented to the 37th Annual Conference of the Australian Agricultural
Economics Society, University of Sydney, 9-11 February 1993.



Historical Background'

Farming was largely a private pursuit in all study countries prior to ‘World War il.
Family farms predominated in Czechoslovakia® and the former GDR, while Hungarian
and Polish agriculture exhibit. d a feudal system. While large landowners predominated
in Poland, many farms were less than 5 ha in area. Poland was a major European
agricultural producer and exporter, and the GDR a\d Hingary were also net
exporters of agricultural products. '

The agricultural sector was devastated in all study countries during World War I, with
a substantial reduction in its productive capacity. The collectivisation of agriculture
followed in each case, as the socialist governments assumed power.

In Czechoslovakia, land formerly owned by German or Hungarian nationals was
transferred to small farmers but more ruthless methods were adopted fohuwing the
communists’ seizure of power in 1948. By the end of 1952 one-third of all farm land
had been collectivised, rising to 88% by 1961.

Hungary attempted land reform in 1945, and one-third of arable land was divided up
to the benefit of landless peasants. Agricultural collectivisati. . sas pursued from 1949
but by 1953 only ona-third of peasant farmers had joined the collectives and forced
collectivisation was ended. People were free to leave the farm cooperatives and many
did, resulting in a resumption of forced collectivisation in 1955. The economic and
political reforms of 1956 assisted in tt.e raising of private farmer living standards to
equal those of industrial workers but the Soviet reprassion of these referms later that
year lead to a new collectivisation effort in 1958 and by 1962, over 90% of the arable

' More detailed histories are found in Walholf (1891 a and b), Castaneda and Harold.

?  This former country will often be referred to as the CSFR although it was split into separate

Czech and Slovak Republics from 1 January this year.
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| land area ﬂad been soc:ahsed impertantly, peasants were ailowed to keep avery
small area of 5and nearby the:r home, N '

Land reform in eastern Germany betWeen 1945 and 1949 focussed on the seizure of
land held by Nazi or absentee’ landlords, and farms over 100 ha in size, and the
redtstnbutlon of this !and to farm workers ‘and refugees, Collectivssatlon efforts
accelerated in 1952. While the system was voluntary at first, a res;stance to
collectivisation lead to land owners being given no choice - they sither gave their
land, or were forced to relocate. As a result almost all farms were collectivised and
over 80% of farmers belonged to collectives., Between 1952 and 1966 the average
farm size tripled.

Land reform was promoted by the new communist govemnment in Poland in 1944. This
affected all landowners with more than 50 ha to the benefit of landless rural families
and smallholders. Following Stalinisation, efforts were introduced to force smallholders
to merge their plots with the cooperatives, but were strongly resisted by the peasants.
Following riots and Stalin’s death, agricultural collectivisation ended. Therefore the
Polish structure of land ownership was unique in Eastern Europe, with nearly 80% of
farm land remaining in private hands, the majority of which was in farms of less than
5 ha in size.

Generally, the state farms and cooperatives in each country were at least initially
characterised by low and falling output and productivity, poor leadership, demoralised
workers, input shortages, state direction of input and output planning and lack of price
incentives. These reflected the official emphasis given at the time to the development
of heavy industry, at the expense of the agricultural sector. In Hungary, the private
farms and household plots continued to produce proportionately more than the state
farms and cooperatives.

The leaderships of Hungary and Czechoslovakia, in particular, recognised the above
problems and took new directions in agricultural development during the 1960s. Such
reforms dated from 1968 in Hungary and some elements of a market economy were




introduced Many commodnty pnces were freed from central contro! cooperatwes
were gwen greater freedom in thear decrsron-makmg, and mcentwes to export were
introduced. Several years of rapld growth followed with gram output a!most doublmg
during the 19705 aliowmg the country 10 aqam become a net exporter of this
commodrty A key Io the relative success of the 1968 reforms was the government's

oﬁrcual reoogmtron ofthe rmportant role of the household farming qector and the gains
to be realised through its integrahon into. the cooperatwe system This mtegratron was
achieved through the creation of access to the cooperatwes mput and output
distribution networks, and the introduction of a 48 hour working week in the
cooperatives. The household plots concentrated mainly on fruit, vegetable and
livestock production, leaving the State sector to focus on grain ‘prodUc:ﬁon. |

Sectoral development priorities also were redirected in Czechoslovakia during the
1960s, with investment priorities shifting away from heavy industry towards agriculture
with the aim of food self-sufficiency. Agriculture entered a growth period which saw
grain output almost double and collective farm workers reach a standard of living
comparable to that of urban workers. The 1968 Dubcek *Prague Spring" saw farm
managers given more autonomy, the freeing of some commodity prices, and
cooperatives able to enter other areas of activity such as processing and distribution.
These reforms were short-lived, however. The 1970s saw an emphasis on farm
consolidation, and the number of state farms and cooperatives fell sharply as their
average size increased. Livestock self-suificiency was achieved and grain imports
declined. Further freedoms in managerial decisionmaking were granted the state farms
and cooperatives during the 1980s.

Despite the isolation of the GDR from the West, the economy and agriculture entered
a period of growth during the 1860s. Improved technologies and farm scale
advantages allowed the country to :becomev almost self-sufficient in grain production,
and food exports to COMECON countiies increased significantly.

In Poland the lack of incentives to increase production lead to food shortages and
price rises, accompanied by riots and strikes becoming a feature of Polish life during



o the ‘19705 Gram prodUctnon, however, exhabnted strong growkh durmg the 1980s

| Production Wuhm the soc:ahstno agncultures of Hungary and Czechoslovakia appeared
1o be reaching |ts llmits duﬂng the 19803 Tha eﬁects A;,f contmumg poor Ieadersh:p,
an aging workforce, shortages of capntal and forexgn exchange, outdated equspment

: and input shortages all took their toll, Of all the Central European countnes, Hungary
had proceeded furthest in terms of mtegration w:th the West andin 1988 a bxlateral
-agreement to reduce trade barriers was SIgned ‘with the EC But Hungafy’s economlc
reforms were hampered by the lack of polmcal reform T‘lus the fall of the commumst
regimes in all the study countries at the end of 198¢, the subsequent e!ecnon of
govemments committed to market-oriented ‘econcmies in Hun‘gayryt,ﬁ Poland and the
Czech and Slovak Republic and the integration of the GDR with the Federa! Republic
o”f Germany provided the opportunity for the much needed modemisation of
agricultural production, processing and marketing.

The Agricultural Situation Prior to the Reforms
Food Consumption

In contrast to elsewhere in East Europe, food availability was generally not a problem
in the study countries, aithough food quality was. As shown in Table 1, average daily
per capita consumption of calories, protein and fats was roughly comparable to that
in West Germany. Over 1986/88, calorie consumption levels exceeded those in West
Germany in each country with the exception of Poland, and protein consumption
exceeded the West German level in the CSFR and the GDR. The consumption of fats
was only slightly below that of West Germany in Hungary and the GDR. At least on
a calorie/protein/fat basis, human diets in the GDR appeared very similar to those in
West Germany and not too dissimilar in the other three countries. Livestock products
have become increasingly more important in the diets of Central Europeans relative
to those in West Germany. Per capita consumption of fats has increased more rapidly
in Hungary, Poland and the CSFR than in West Germany over the last two decades,



‘and the: propomon of protem consumedvsourced from annmai products has mcreased
more raptdly in Hungaty, the CSFR a the GDR than ln West Germany but sml
f 'Aren*amed below the leval in the !atter country ‘

At the commod:ty ievel per caplta consumpﬂon m the late 19803 in the study counmes
exceeded that in West Germany for wheat and also for tota! meats w;th the exception

of Poland. Pork was the most :mportant meat inVconaumptuon in each study country,
'wath besf being the second most important in each country except Hungary where
poultry consumptnon ranked second. ConstJmption of daary products in the GDR and
Poland was greater than in West Germany, but ‘was less in the cases of the CSFR
and especially Hungary. Fruit consumption in West Germany was conslderab!y in
excess of that in the study countries, and was particularly low in Poland.

Agricultural Production

Table 2 contains production data for the period just prior to the reforms in Central
Europe, and puts the size of agriculture in the latter region in context. Central Europe
was a relatively important producer of apples, pork, milik and wheat, accounting for
8-9% of total world output of the first three commodities and 5% of the world wheat
crop in 1988-89. Central European production as a proportion of that in the EC-12 was
40% for apples and pork, a third in the cases of milk and wheat, and one quarter for
beef and wool. Both sheepmeat and wool are relatively minor commodities in the
agriculture of Central Europe. For each commodity shown in the Table, Poland was
the major producer in Central Europe,

During the 1980s in all study countries, wheat production trended upwards, especially
in Poland where output more than doubled over the decade. Besf production trended
upward slightly in both the CSFR and GDR, downward in Hungary and was rather
unstable about a static frend in Poland. Milk production showed modest growth in all
countries except Poland where output tended to fluctuate. Cheese production showed



" s. A P‘B productmn showed httla i? any '
growth m any of the four countriesd‘, ng the _,805, and was panicu!arly unstable m
- Poland. A : A .

Agricult'u‘rél,‘rrade |

Poland, the CSFR and tha GDF‘\ were all net amporters of wheat during the 19805,
especially Poland whose net 1mports equaﬂed around 20% to 30% of domestic‘
production towards the end of the decade. In contrast Hungary exported up to 25%
of her wheat crop during the late 1980s. :

For the livestock products and apples, each country was Jgeneraliy a net exporter
particularly Hungary. An exception was butter in w’hich;product Foland and Hungary
became minor net impo 2rs towards the end of the decade, Hungary's exports of
sheepmeat (or live sheep), beef, poultry and apples accounted for around 85%, 55%,
50% and 85% of production, respectively, during the late 1980s. For the three
remaining countries, exports or imporis rarely accounted for more than 15% of
domestic production or consumption respectively during the 1980s, reflecting their
self-sufficiency poiicies. One exception was Poland which regularly exported 20-33%
of her sheepmeat production.

Hungary's dominance as an exporter from the region is probably due in part to her
longer history of at least partial market reform and contacts with the West. For all
countries, the former USSR and other East European countries were the major trading
partners, which markets were to be largely lost following the 1989 reforms.

The Reforms

Foliowing integration with West Germany, the agricultural sector in the former GDR
was subject to the Common Agricultural Policy from July 1980 with consequent price
adjustments as producer prices fell to CAP levels and consumer subsidies were
removed. Much of the former East German economy was revealed to be



- Govemment rest
 was created to manage

~ «uncompehtwe

WIth thawe‘“ nd p}an "’8“"95 and h!gh unemploymen esulted. ‘The"_ i

prwatisationo he la _and aasetsc hefistate farms and o

‘ :cooperataves. inc!uding the 'eturn of the cooperatwes !and to th e‘,;gprevious ownars e

‘The cooperatwes were abo:ished at the end of “!991 and have been converted 1o
prwata forms of ownership Modemisa'tion of the: eastem economy as a Whoie is: now
recognised to probably take tonger, and be more expens /e, 'ihan many original!y*
ihought Aiready since 1990 the fotmer FRG has transferred. ‘almost DM’400 btmon,

or DM25,000 per person, to eastem Germany L ‘ .

Policy reforms in the CSFR, Hungary and Poland were rather sumilar but dlﬁered in
extent and speed of implementatton At the macro level the need to reduce budget
deficits saw the reduction of farm subsidies and the removal of consumer food
subsidies, along with the raising of prices of some state-provided goods and services.
Monetary policy was concerned with the control of inflation, :especia‘llyic;Poland where
inflation fell from almost 600% in 1990 to around 50% in 1992, Associated increases
in interest rates lead to widespread bankruptcies and unemployment. In some cases,
debt restructuring funds have been created. Currency devaluations were undertaken
to preserve competitiveness and steps towards at least intemal currency convertibility
have been introduced.

Microeconomic reforms in the above three countries fell into four groups - the
legalisation of private enterprise, price liberalisation, restitution of past ownership rights
and the privatisation and removal of monopoly powers of the former state-owned
enterprises. Consumer subsidies on food were removed and prices liberalised to
reflect market forces. This was accomplished particularly quickly in Poland, but recall
that Hungary had introduced at least a degree of market liberalisation during the
previous two decades, International trade barriers including monopoly rights of state
trading enterprises were reduced oreliminated. Producer subsidies were also reduced
and redirected toward less direct means of support (such as credit subsidies), market
support or export subsidies. Laws in relation to land restitution and the privatisation
of state-owned farms, processing and distribution enterprises have been passed in



», .each csuntry They have reveuled extre‘
 and while progress has been made i 1)
areas of busmess 0 'er policy ofo "dOpted by at,least‘ some'ofth ‘se“countnes
include set-asnde leg;slat;on, envaronmental presewatuon especially In relation to
livestock ra:smg, rasearch and edueat:on, and structura ,,pb!;cass almed for example,
at famaly farm encouragement. new technology adopnoh and rural banking
development,

The experience since 1990 has lead to an upsurge in. oppositron to market-opening
reforms, and tariffs and quantitative restncnons have in some cases been increased
or reintroduced recently. Currently, the leve! of protection of ‘agnculture is probably
highest in the CSFR and lewest in Poland, but in each ~coUn‘t’ry lower than in the EC®.
The re-emergence of protectionist sentiments lead also to the creation of market
intervention agencies and funds to stabilise markets through market intervention
activities and minimum prices, although there has so far been insufficient funding
available to make any significant impact on levels of protection. The lack of market
power of producers is becoming recognised also, with concerns expressed about the
supposed deleterious effects of multiple exporters (for example, 100 Folish companies
are involved in dairy product export). In Hungary, producer councils exist and
legislation is being introduced to convert these into marketing boards while 'single
exporter systems' have been discussed in Poland.

impacts of the Reforms

The sgricultural sector generally contracted, sometimes drastically, in each study
country following the reforms (Table 3). There were several reasons for this, many
common to all countries. They included the loss of Eastern markets and the difficulty
in replacing them with markets in the West which lead to temporary surpluses; the
worsening of output-to-input price ratios due to market liberalisation, the opening of

* USDA give producer subsidy equivalents (PSEs) for 1989 of 20% (CSFR), -3% (Hungary) and -
36% (Poland). Forthe sameyear OECD give PSEs of 41% (EC), 29% (USA), 10% (Australia) and 5%
{New Zealand),



' 'bordsrs and the removal of mput subsidtes‘ il*ereduction |n domestzc demand due to
the removal of consumer subsid;es, the decline in tea! income’_. d ‘the; shift in
praierences to smported products whlch exacerbated domestic price falls' lo ‘g?»solatlon
from market-based management and dacusuon-makang, and slow progyess in
establishing rep?acement systems following the breakup of the former cornrnand
processing and distribution systems: meant that farmers lost buyars and markets. Slow
progress also in structural reforms created uncertaintaes over property nghts which
affected the rate of new investment within both farming,a‘nd processing, ‘and
contributed to production declines. These dev,e!opmer;ts, ,Acbupt’ed» with high retes of
inflation and interest, lead to severe financial problems and widespread bg.gkrumgéiaa

On production

in the former GDR, introduction of the CAP in July 1990 lead to an immediate
reduction in producer prices of 50-70%, which added to the general effects noted
above. Since then, the livestock sector has been almost halved in size due to
unprofitability and the need to generate cash {with a flow-on effact on the feed-grain
sector), cattle and sheep numbers had fallen by about 17% and 50% respectively by
1991, 20-30% of cropland has been takeh out of production, and eastern Germany's
agricultural self-sufficiency fell from around 100% to 30% within one year cf integration
with the West.

In Poland, production surpluses arose soon after liberalisation, and a Market
Intervention Agency was set up to purchase these with the aim of market stabilisation.
Subsequent output declines and the 1992 drought (total agricultural output fell 8% in
1992 compared with a year earlier) have meant that Poland is now an importer of
several items, including beef, dairy products and grain. Over the three years since
liberalisation farm real incomes have dropped by 33% which lead to a 50% decline in
investments and almost a similar decline in demands for inputs. Fertiliser and pesticide
usage, for example, fell by 60-70% over that period. Production of wheat fell by 17%
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(although area pianted mcreased by 5%) area planted in coarse gratns fell by 10%,
cattle and sheep numbers fall by 23% and 40%, and the output of malk and beef were
down by 13% and 10% respectively, :

Also in the CSFR and Hungary, an early consequence of markst-opening was the
emergence of food surpluses and the consequent contraction of both the crop and
livestock sectors. In the CSFR areas planted in wheat and coarse g’iains both fell by
12% between (989 and 1992. Over the same period cattie numbers probably fell
about 25% and beef and milk production by 20%, and 12% respectively. Production
trends in Hungary between 1989 and 1992 were indicated by a decline of 34% in the
area planted in wheat (but a rise of 15% in the coarse grain area), a 20-25% fall in
cattle and sheep numbers, and at least a 10% decline in milk production. Fertiliser
usage per hectare has fallen by two-thirds over the five years since 1986, Total food
industry output has probably fallen by 10-13% in each of the 1891 and 1992 years.

On the positive side, the increase in competition from imported food products has
forced an improvement in the quality of domestic-produced foods, and a quite
remarkable improvement in product variety and differentiation, packaging and
appearance largely assisted by foreign investment in the processing and marketing
sectors. Producers have also adopted modern crop varisties, replantings of fruit
orchards to modern varieties has begun, and some efforts are being made to upgrade
livestock breeds, for example from all-purpose cattle to specialist breeds.

On consumption

The immediate effect of the reforms was a substantial increase In retail food nominal
prices. Rates of increase varied between countries and commodities, but in many
cases were less than the general rise in prices. Therefore it was the fall in real
incomes, coupled with often high unemployment, rather than rises in real food prices,
that in general was the principal cause of the consumption slump. Preference changes
were another factor behind the decline in food consumption with an immediate shift
to western products for quality reasons, and the appearance of previously unavailable
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substitutes for dcm}estic produce fsuéh« ~as exotic aﬁd | etroﬁkgal, fruits - and
margarine-based dairy spreads. Western firms that had taken over local retail outlats
gave preference to western-sourced goods, at least in eastern Germany where after
unification only 5% of food consumption was ,p.rodt_i‘ced in ihat region (this share has
since risen to nearer 30%).

Statistics on food consumption levels in recent years are unreliable and incomplete,
due to the apparently wide incidence of 'car trunk' trade across borders, the increase
in consumption of food produced in home gardens and the trend toward direct sales
from producer to final consumer. None of these product flows is likely to be included
in the official statistics. In Hungary one view is that food consurnption fell 25% to 30%
since liberalisation, although the decline in consumption of all dairy products of 18%, ‘
despite the increase in dairy prices being amongst the most severe , casts some doubt
on this. Also, consumption declines are believed to have been most severe for dairy
and meat products and less in the case of cereals. In the Czech Republic, food
consumption may have contracted 20% since 1989, including a 20-25% fall In dairy
product consumpticn and a halving in the case of beef. Consumption patterns
sometimes algo changed, in favour of cereal-based products and cheaper meat cuts.
From a nutritional point of view however, these trends may sven be desirable (see
Table 1).

On prices

The dismantling of market-insulating policies in the CSFFR, Hungary and Poland since
1989 has meant that domestic prices now better reflect market forces, though poor
market information services and distribution systems still produce distortions. Prices
paid to producers in these countries, at least during 1990-91, were well below world
prices for beef, milk and wheat, and often below the '~vorid wheat price adjusted for the
EEP subsidy". Producer prices in these countries now reflect world market trends,
currency realignments and domestic demand/supply balances. While an Intervention

¢ The comparisons are with fob, not cif, prices, Perscnal communication, OECD.
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Agency has been established in Poland wit_h minimum fpricié's for some Comquiﬁes,
these ‘prices have so far ygen,erally been set below market prices. In east Germany
prior to unification, producer prices were generally much higherthan at retail {by 160%
in the case of milk). Producer prices fell substantially (around 70%) when CAP pricing
regimes were introduced and Ostmarks were converted to Deutchmarks at a
one-for-one exchange rate, and consumer food subsidies were removed.

Since 1989, producer prices in the CSFR, Hungary and Poland have declined by 40%
to 50% relative to the general price level (Tangermann), and real producer prices also
fell in east Germany. Although specific data are sketchy, prices of industrial inputs to
agriculture rose 200% between 1989 and mid-1991 in Czechoslovakia while output
prices were virtually unchanged (Agra Europe June 1992). And in Poland between
1989 and early 1992, increases in the major farm production inputs rose between
3000% and 6500% compared with increases in crop and livestock prices of the order
of 1000% to 2500%°. However during 1992, real producer prices in Poland had begun
to rise.

Retail food prices have trended upwards at rates more in line with general inflation
than producer prices. This reflects the escalation of input costs within the processing
and distribution sectors, as well as remnants of monopoly power.

On trade

Trade liberalisation in Poland, the CSFR and Hungary resuited in a marked upsurge
in agricultural and food imports, especially from the EEC including dumpings of
subsidised products. At first, domestic consumers displayed a preference for western
products which were perceived to be of better quality arnd much more attractively
packaged. In some cases preferences are now swinging back to domestic products,
but local producers face a battle in regaining market share.

¥ Perscnal communication, Agricultural Office, US Embassy, Warsaw.
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Coinc;dent with the Central European reform, of course was the dtsmtegrat;on of the
former USSH Thxs resulted in a major setback to Central Eurcpean trade snnce the
USSR was a maijor tradmg partner. While ‘some trade has been diverted to the west
to the extent that the EC in now the major tradmg partner of the three countries,
market access in the west and the EC in particular has not expanded at a rate
required to absorb the displaced trade with Soviet Europe. Even if it had, each country
would still have faced the problem of upgrading product quality and ~resentation
whose standards at the time had been fashioned by Soviet preferences. Therefors in
many cases the rapid growth in imports far outstripped any export growth.

The post-reform trade performance of Hungary, which during the communis! era was
the most export-oriented of the study countries, is noteworthy siice her ag "icultural
trade balance increased from 1990 to 1991, and agricuitural expoits to the *C were
expected to reach a record level in 1992,

The expansion of trade with the EC will have been assisted to some extent by the
Association Agreements signed between the Community and each of the three
countries. Starting from March 1992 and using average annual volumes exported to
the EC over the period 1988 to 1990 as the base quota®, these quotas were to be
increased by 10% per year for five years and the duties paid on that quota volume are
to fall in three reductions of 20% between the starting date and 1994, Any quantities
exported wver the quota attract the full duty. In return the three Central European
partner countries also increased access to EC products, but to a lesser extent.
Hungarian exports to the Community have grown particularly rapidly over the first six
months of the Agreement, by around 30%. A preliminary estimate of the value of the
Agreements to the target countries is given in Tangermann, while Balogh and Halmai
discuss both the Agreement and CAP reform in relation to Hungarian agriculture.
Assuming that increased returns due to the preferences flow entirely to Cantral
European exporters, Tangermann concludes that in the first year of the Agreements
agricultural expont revenues would increase by between 3 and 5%, but between 7 and

® Therefore concessions given in the Association Agreements apply only to products actually traded
during those years.
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,22% four years later. Each of the three countnes is also attemptmg lo establlsh
b;iateral and multilateral trade agreements w:th the EFTA countries aithough the usual
problems with 'sensitive’ agncultural products have been snf‘oumered

The domestic market impacts of the- rapldly expandmg trade in iargely dumpad imports
have produced the inevitable reaction, especyauy in Poland That country has felt
compelied to abandon its original concept of near total trade hberahsabon by doubling
many import tariffs during 1991, introducing import permits for dairy products in March
1992 and a general variable levy system was to have been introduced by the end of
that year. In the CSFR, import tariffs were increased in 1992 to something
approaching EC levels under a GATT waiver and a form of variable import levy
introduced on selected products to provide some protection for the newly-forming
family farms, and there has been talk about a variable levy system for Hungary.

On the structure of farming

The privatisation and land restitution processes will continue to result in a reduction
in the average size of farms in the former GDR, Hungary and the CSFR, but an
increase in the average size of Polish farms. Apart from Poland, average farm sizes
will remain well in excess of those in most countries of the EC.

Part way through the privatisation process, average farm sizes in 1992 for eastern
Germany were 1500 ha for cooperatives, 950 ha for private company farms, 135 ha
for full-time private farms, and overall an average of 254 ha. Average sizes of State
farms and cooperatives in the Czech Republic are 4700 and 2800 ha respectively, but
eventually the majority of farm land could be in private farms of between 100 and 1000
ha in size. In many instances individual land restitutions are too smali to be viably
farmed and are being sold or leased to other private farmers or cooperatives, and
cooperative farming is likely to continue where it has been the tradition, so small-scale
fragmented farm structures are not likely to arise.

The situation is somewhat different in Poland, where prior to the reforms private farms

15



accounted for over 75% of farmland and Sia!e farms most of ths remamder Despite
the removal in 1990 of the 50 ha ceahng on the sxze of private farms, the state of the
agncultura! economy has dlscouraged any rapsd mcrease in average farm size.
However the State farms are in the process 6 pnvatcsatuon and some !arger-scaie
prwate farms have ,began. estabhshed, This process will continue.

Posslible Future Developments.
Demand vs supply expansior:

Whether or not agricultural supply growth will outstrip that of demand in future in
Central Europe is of critical strategic importance. Current indicators point to production
growth exceeding consumption increases in the long run, resulting in smaller net
imports or larger net exports and perhaps even these countries becoming competitive
intemational exporters especially of arable crops.

On the demand side, per capita consumption levels are already not too far below, or
similar to, those of the much-higher income countries of Western Europe. Recent
buyer behaviour suggests that future income growth will result in increased demand
for food processing and marketing services rather than for the farm-produced
component of food, and for non-food items relative to food.

With regard to production, farm productivity has already shown gains resulting from
quite large reductions in the use of labour and intermediate inputs with little impact on
yields. Provided that continued adoption of improved varicties, breeds and
technologies can be encouraged by an improving rural economy and international and
national assistance, coupled with improvements in managerial skills and the incentives
of private farming, productivity should show further gains in future. Another factor that
will probably result in productivity gains is the regional re-allocation of preduction that
is taking place. The former command systems often required self-sufficiency on a
regional basis, resulting in a sub-optimal geographic distribution of production. Thus
marginal lands could be released for pasture development and subsequent adoption

16



of extenswe systems of cattie and sheep producﬂon for example Whn!e producuvuty ¢
gains may’ not resulti sn output growth there is also the capacaty for areas sown and |
:!nvesiock numbers to increase in future and thns could occur as uncertamtces over‘ o
property nghts are resolved. s

Competitivenass

Central Europe"s competitive advantage is likely to be in cereal production, It would
appear that future farm structures will ensure the retention of séa!e‘ e‘cohomiés.'
modern cropping technology is already applied in some regions and managem'ent will
be improved. Estimates of domestic resource costs in Hungary for 1980, for ﬁe,xamp'te‘,
indicate comparative advantage in arable crops such as wheat, barley and sunflower,
but not apples, sugar or livestock production’.

Trade agreements

Future trade agreements among the Central Europeans themselves, perhaps also
accommodating the Baltic countries, could further rationalise produntion patternsin the
region and lead to the creation of new trade opportunitiss. Thus far, these countries
would appear to have been pre-occupied with their relationships with the Waest, in
particular the EC, but such a localised trade grouping could be a part of the transition
process to eventual EC membership. Should such a trade arsa result, benefits could
be also captured by those foreign firms already domiciled in the region.

The Association Agreements with the EC go through until 1997, at which time
Community membership of any of the Central European contenders is unlikely. What
is likely is that another Agreement giving further concessions wil! be renegotiated at
that time. Further tariff reductions could even be negotlated during the course of the
first Agreement.

T Personal communication, Prof. S. Meszaros, Research Institute for Agricultural Economics,
Budapest.
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Poland Hungary‘ and at least the Pzech Repubhc wnll become members of the EC,
perhaps thhin 10 years, -and mdeed this is signalled in the preamb!e to the :
Agreementsn By that tame some of these counmas ~are hke!y to be modem, targe scale
and efficient producers of hngh-quahty food products, and thau' entry to the EO is

. bound to add to the polmcal pressures on third country suppﬁers such as New. Zea!and G

and Australia. A point of some interest is the extent to which the CAP might contmue,
to be reformed, and the direction of future reforms m Centra! Euro;:e, in order to'
accommodate such an expansion from an EC budge‘ary viewpoint. The latter
countries ‘appear to be basing their agricultural policies and support institutions on
those of the EC, no doubt to ease the transition to future membership. f,Sd far this
includes set-aside, quotas, market intervention buying, variable levies, export subsidies
and producer councils and boards.

Tangermann predicts the implications of this expansion in membership will be much
less pronounced due to the recent CAP reform, and was in retrospect an important
reason for the reform. Munk suggests that the shift from price support to direct income
support in the CAP will, in 10 years, see Community prices of cereals and
cereal-based livestock products reduced to world levels. Therefore support-induced
supply expansion within Central Europe on adoption of the CAP, as predicted in some
trade analyses®, is not likely to arise to quite the simulated extent. At the time of their
accession to the EC, the three new members could likely be required to produce
arable crops, pork and poultry at world prices and restrict their output of the more
highly protected products, such as milk, sugar and perhaps beef, by quotas (see
Munk). Munk concludes that this accession will be achieved at low budgetary costs
and will not therefore exert further pressure on the CAP, but his conclusion is based
on the assumption that the new members will be uncompetitive at world prices and will
be essentially self-sufficient at the time of accession. Some of the arguments
presented earlier question this assumption. The study countries could be net exporters

® Ses Glackler for one example.
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ﬂ,of cerea!s. but «, suppo of?tthese products in the CAP wnli Iargely disappear : :
anyway But if ‘ihey are eﬁscient net exporters of some astorat veStock products. .
accession problems' ay arise i |
'm the CAP To what extent the EC wﬂ! requxre pahcy-enforced‘ setf-sufﬁcxency as a’
ptecondxtlon for membership ramains to be seen i

! lx

Strateglc 1ssues fa?=‘Au3tral’l'a!$ian= Agﬁ bué’!‘nesss
Business opportunities

In the short run, business opportunities e‘kist in a number cf areas in which jAustralian
or New Zealand firms ought {o be competitive. They include the :sél'e“ of farm and
processing inputs and technical knowhow (especially pasture-based/ill country
livestock systems, and meat and dairy processing and marketing) to Central Europe,
joint venture investment opportunities in the above areas, and consultancy
opportunities where Australian and New Zealand experiences would be relevani such
as:

- education reforms at all levels

- privatisation of former state institutions

- reform of agricultural research, training and extension

- institution-building, such as markets, distribution systems, market intalligence,
and rural banking.

Market positioning for EC penetration

Taking a longer view, Australasian firms can prebare for the eventual EC membership
of Poland, Hungary and at least the Czech Republic through the taking of appropriate
positions within the Central European food production, processing and distribution
systems. This could include activities as diverse as sheep farming, meat and dgairy
processing and the distribution of locally-produced foods. Laws regarding foreign
investment are quite accommodating, and while it is often difficult or impossible for
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’ ;;,'.,,d‘processors

Recovsr‘yaftﬁe? fonnerSowet cqaf:ifrieéf .

Lookmg even further ahead the emergenca of Russia as a major food consumer and :

ctive p ocassing‘

the Ukraine asa sigmﬂcant producer, could ba of even gfeater strategtc signifucance f v

to Australia and New Zealand than the Gt mral European reforms‘ Howaver, ﬂrms in
the latter countries have historical c:ommardaf connectsons into. couratries ofthe fcrmar :
USSR and the formation of strategic alliances w;th such com:pantes would see
Australasian firms well placed to enter thosi markets when growth returns, |

Relative risk assessment

New Zealand and Australian agribusiness also faces opportunities with shorter-term
payoffs and almost certainly less cost and risk, in the 'Asia/P_a,ciﬁc region. Investments
in Central Europe face instability and uncertainty with respect to the macroaconomic,
po!iﬁcal and legal environments with long- rather than short-term payoffs. The
institutional and legal structures that are a normal part of westem market economies,
for example institutions that ensure the proper functioning of commerce and of the
price system, are still largely missing or in an early stage of development. Individual
firms will have to ascess, relative to their own strategic objectives, the merits of
involvement in Central Europe versus business activities elsewhere in the world.

Influencing of policy

At a political level, every effort should be made to assist especially the Polish and
Hungarian administrations in adhering to their open economy abjectives, and recent
movements towards agricultural protectionisin were noted abovs. This couid include
the facilitation of Poland's membership (Hungary already belongs) of the Caims Group,
which organisation hopefully will continue beyond the current GATT Bound. The EC's
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| ‘farmzng had bea’

set-as\_}das,

‘ .llowad:‘ﬁ bacome non~threatenmg and pinned ,dcwn by quotas and
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| 77""'9 1 c°mP°smon f Central European Diets Priortothe Reforms,

Daily Consumptlon per. Caplta 1988-83 ‘ K
Calories Protein Fat % Protein
{No) (gms) “(gms) from animal
; -products
Hungary 3635 103 149 53
Poland 3434 103 123 B85 .
CSFR 3541 107 136 80
East Germany | 3855 114 150 61
West Germany | 3528 104 152 64
Source: FAO Agristats
‘ : -
Table 2;: Central European Farm Production Prior to the Reforms - 1986/89  ('000 mt)
Mitk Beef Pork | Sheepmeat | Wool | Apples | Wheat
(clean)
Central 7
Europe 9354 465 1435 26 8 727 3588
E. Germany
CSFR 7032 416 925 11 3 510 6452
Hungary 2868 150 1064 20 4 1045 6783
Poland 16018 740 1814 40 10 1353 8022
Total 35272 1771 5238 97 25 36356 24845
EC - 12 109219 7474 13089 1047 108 8914 77006
USA 65636 10588 7082 160 2% 4308 52376
Australasia 13902 2134 348 1325 831 680 14261
World 468411 51646 67256 9060 1968 41875 | 524337
Central Europe 8 3 8 1 1 9 5
as % world
Source; FAO, Agricultural Trade Statistics.
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| Tabte 3: Central European Production Adjustments Sirce the Reforms

‘Change as

(Source) | 1989 | 1990 1991 1902
‘ % 1989
East Germany 1 (M

Wheat area 777 | 759 789 +2
Total grain area | 2459 k 2478 2131 - -13
Wheat prodn. 3477 | 4189 | 4721 . +36
Total grain prod. 10814 | 11833 | 10150 -
Total catile no's 5724 4927 4750 . =17
Milk cows 2000 1685 1400 -30
Sheep no's 2603 1448 1300 -50
Beef 402 522 418 +4
Milk deliveries 7776 7248 4986 -36
to dairies

Cheese 243 139 60 -75

CSFR (Source)

Wheat area {2) 1238 1237 1204 1089 -12
Coarse grain area 2 1219 1144 1174 1078 -12
Wheat prod. @) 6356 6707 6205 5240 -18
Coarse Grain Prod 2 5588 5696 5485 5020 -10
Total Cattle No's (6) 5100 4900 4300 3800 -25
Sheep No's (3) 1047 1051 1087 1087 +4
Beef @) 488 454 391 390 -20
Milk 3) 7031 6861 6400 6200 -12
Butter 2 156 159 150 145 7
Cheese 2 233 234 220 -6
Wool (Clean) 7) 2.7 29 29 +7
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| Table 3: Central Europoan Production Adjustments Since the Reforms ..(Cont'd)
| | N P~1989 1 1996— :19'9"{' , v“:l.99'2 | ‘JCi"nﬂanQefas
, ) % SR L ' % 1989
Hungary _ lowee) | | | ‘ L
|| Wheat area l@ | 1242 | 1121 | 1150 | e20 | -as
|| Coarse grain area (2) , 1506 1519’ 1581 | 1725 +15
| Wheatprodn. | @ 6500 | 6161 | 5954 | 3400 <48
Coarse Grain Prod. | (2) | 8401 | 6050 | 9421 | 7520 | <10
Total cattle no's" (2) | B 1598 1571 | 1420 1207 | 24
Dairy cow no's @ s67 | s55- | 490 | . -14
Sheep no's @) 2216 | 2060 | 1865 | 1723 | .22
Beef @) 18 | 1o | 111 | 100 7
Milk @ 2779 | 2763 | 2566 . -8
Butter @) a8 38 29 | 26 32
Cheese 2 53 64 50 . -6
Wool (clean) @) 37 34 3.4 . -8
Poland {Source)
Wheat area 2 2195 2281 2437 2300 | +5
Coarse grain area (2) 6181 | 6250 6279 5539 -10
Wheat prodn. @ a6 | 9026 | 9270 | 7000 47
Coarse grain prodn. | (2) 18496 | 18988 | 18541 | 12200 -34
Apples P 1310 | 810 | 1150 | 1450 +11
Tolal cattle no's (5) 10143 9024 8030 7800 -23
Dairy cow no's (5) 4900 4707 4363 4300 -12
Sheep no's ) 4196 | 3798 | 2900 | 2500 -40
Beef ) 602 692 600 | 540 -10
Sheepmeat (5) 22 28 33 17 -23
Mitk (5) 16372 | 15801 | 14906 | 14300 -13
Butter ) 325 300 | 220 | 250 -23
Cheese ) 130 126 106 115 12
Wool (clean) (7) 8.6 81 | 65 . 24
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Notes to Tablo 3

Units:

Cropareas.  '000 ha
Livestock no's '000 head
Production '000 tonnes

a. 1931 is from source (6), while source (2) predicis & 15% decline during 1992.
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