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L. GENERAL INTRODUCTION

The main aspects investigated in this research projects are:

a)  Describing and analyzing the Polish agricultural situation

b)  Comparing trends and measures of PAP and CAP,

¢) Evaluation of possibilities to implement market orientated
measures into the Polish agricultural policy.

d)  Analyzing the effect of harmonization to the Polish agriculture

and the Polish food markets.

When formulating the introductory remarks to the contribution by the participants, two
aspects deserve attention on the research project: its importance both in the academic sense,
as well as practical, combined with the complexity of the descriptive sphere - explanatory, as
well as the normative sphere - policy oriented. The importance of the issues subject to analysis
may be indicated by the fact that the association and integration of Poland with the European
Communities is viewed by the decision making centers, responsible for programming
economic policy as the determinant of the strategy of development of Polish agriculture. The
complexity of the research process, evaluation and formulation of particular conclusions is the
result of two sets of premises:

- the premises arising from the absence of coherence in the past system of the centrally
planned economy of Poland and consequences for the funtioning of Polish agriculture in the
economic system of the European Communities;

- the premises arising as effect of the lag-behind distance of the level of economic
development of Poland, Polish agriculture in relation to the EEC countries.

In this sense the process of integration of Poland with the EEC will no doubt be more
complex than was the case in the past with the enlargement of the EEC, and the experience of
the integration of Greece, Spain and Portugal with the EEC may be of limited use for Poland.

The analysis of premises, both the absence of coherence in the Polish economic system with
the EEC and the lag-behind distance of Poland’s development, the agricultural sector
constitutes the subject.



When completing the Terms of Reference of the Project, the progress report defines the
following issues:
- Assessment of Polish agricultural policy;
- Interval of performance of Polish agriculture in comparison
with the EEC.

The Report is as a result of the effort of the following team:
Prof. Dr. Tadeusz Hunek, Rural and Agricultural Development Institute /RADI/ of the
Polish Academy of Sciences

- co-author of research performance concept,

- co-author of the written Report,

- coordinator of the Polish contribution to ACE Research

Project,
- co-partner of the main coordinator of the Project.

Prof. Dr. Wlodzimierz Dzun, RADI,
- statistical macro-economic analysis of the Polish
agriculture performance.

Dr. Walenty Poczta, Agricultural Academy, Poznan,
- collecting and processing statistical data of EEC and Polish
agriculture performance.

Dr. Tomasz Lone, Agricultural Property Agency of the State Treasury,
- translation into English the Polish part of the Report,
subject consultation.

Bs Monika Dobrowolska, RADI,
- PC processing.
Bs Thomas Horne, University of Hohenheim,
- organization and reporting of introductory ACE team meeting, Warsaw, May 1992,

Prof. Dr. Susan Senior-Nello, University of Siena,
- co-author of the written report.

Prof. Dr. Yves Leon, INRA Rennes,
- co-author of the written report.



Prof. Dr. K.H. Kappelmann, FH Nuertingen, -
- macro-economic analysis of protection effects on different
markets.

Prof. Dr. Werner Grosskopf, University of Hohenheim,
- co-author of research performance concept,
- co-author of the written report,
- coordinator of the Project.

Within the framework of the general terms of reference the various contributions are
organised in the following manner. |

The first section presents overall reflections of the structure of Polish market and credit policy
from the perspective of harmonisation and the Polish economy as a whole. There is special
consideration of the proposal that there should be a market situation characterized by a low
level of protection. Particular attention is also paid to the question of avoiding a mere
technical imitation of the EC model, and instead building a platform for EC integration on
the basis of a healthy and dynamic economic structure.

In the second section the issues of income, finance and tax are discussed on the basis of a
presentation of the situation in the EC. Some conclusions are drawn about possible changes in
the Polish policy of credit and taxation in the light of the EC experience.

The third section deals with the issue of agricultural trade between Poland and the European
Community. In particular the questions of the appropriate level of protection for Poland, the
claim of EC protectionism and possible Polish trade strategies are discussed.

The Polish contribution presents the present situation of the agro-food sector in the Polish
economy. This could essentially be described in terms of the large quantity of resources
devoted to agro-food production. Structural adjustment in the Polish agro-food sector is
following the model of EC countries, though at present efficiency is much lower than in the
community. The process of reform and transformation towards a market economy creates a
sound basis for harmonization with the common Agricultural Policy. A simulation model
shows the potential and constraints of agricultural policy harmonization from a micro-
economic perspective,

The research team would like to express their deep gratitude for being granted the
opportunity to carry out this research in the context of the ACE PHARE Programme.



The thanks of the research team are justified on three grounds:

from a scientific point of view; :

because of the possibility of providing inputs to Polish
policy-makers directly involved in the process of
integration with the EC,

and third, because of the convergence created and
cemented among the participants in the project.



II.  Adaption of Polish Agriculture in European Integration

8 Situation at the beginning of the 90’s

Poland is undergoing a fundamental economic and political transformation
process, which started ten years ago. It seems that this process has now reached its
turning point by overcoming the main general difficulties any transition has. The
first hopeful signs are an able-bodied parliament and government, elected on a
democratic basis, an increasing rate of the GNP as well as in international trade
and the nearly total convertibility of the currency.

However this transition requires courage as it is still unprecedented in scope and
in its impact. Many details should be clarified at once and there is still much
uncertainty regarding the future. The pressure for structural adjustment is strong
and even increasing, especially concerning the food and agricultural sector.

The food sector in Poland engages more than one third of the work force, here of
more than 20 percent in the agricultural production, and around 40 percent of the
production assets. Until 1990 the expenditure for food comprised around 40
percent of the average family budget.

Overall, if you calculate the production costs, Polish agricultural production
processes have a high level of international competiveness. Knowing the problems
of the cost-of-production studies and their international comparisons, there are
some reasons for assuming, that the long-term world market prices will cover the
costs of agricultural production in Poland:

(a) Polands favourable climate and natural conditions in growing northern
agricultural products,

(b) the low labour costs,

(c) the low prices or rents of land.

Seen from this angle, the Polish agricultural sector is within a more competitive
international scheme than most of the Polish manufacturing industries, including
the food processing industry,



The weakness of Polish agriculture lies
a) in higher input prices, as a result of weak competition,

b) in the structural disadvantages, represented by smaller units and higher
labour input per unit of land, and

¢) inthe less developed and inefficient situation of the service as well as of the
food processing sectors, depending on the lack of competition and the long
period of high subsidies.

Actually Polish agriculture has to fight against a fall in domestic demand for
foodstuffs and against a cutback in the demand of the former socialist countries,
with the result of declining profitability and growing competition from imports of
processed food.

2, Long term objectives of integration

The first step in the long way to EC-integration can be seen in the "1991
Agreement of Association", which Poland, together with other middle European
contries, signed with the EC. Poland’s interests centre on economic development
and increasing wealth by division of labour and additional international trade (free
trade) and by taking part in the process of distribution of income within EC-
regional and structural policy. The EC-members have an analog view. They are
interested in the enlargement of their markets for different industrial sectors.
Additionally, the general safety policy may play a role for both sides.

From a pure economical view this means, that Poland should adapt its production
structure to become more competitive in relation to other international suppliers
and increasing its purchasing power. This would make it a more interesting market
for the European countries. '

In the above mentioned treatment it is planned to create a free trade zone for
most of the manufactured goods within the next ten years. There are however
some restrictive exceptions for the so called sensible goods like steel, coal, textiles
and even agricultural products. Normally there is a longer period of adjustment
needed for these products within the process of EC-enlargement. Portugal was,



and still is, a good example for this.

Both the EC and Poland, are in a general sense self-sufficient with regard to food.
The northern EC-members and Poland produce the same pattern of agricultural
products. The structure of crops planted in Polish agriculture is rather close to the
respective structure of EC agriculture.

If you compare the share of employed labour or of the total GNP between Poland,
the EC and even the less developed EC-members, the macro figures show the
difference in the development level.

Share of cmploymentl) Share of

in agriculture the GNP
Poland 244 13.1
EC 6.9 2.6
Greece 24.5 11.
Portugal 17.8 4.1

If you take the average farm structure figures you have some similarities with the
mediterranean countries. Poland seems to be near the situation of the three new
EC-members, when one compares structural and efficiency indices.

average Farm
size in ha
Poland 6,3
ELC 16,5
Greece 5,3
Portugal _ 8,3

In Spain or Portugal you have also larger farms of some thousand ha like in the.
Eastern part of Germany.

It shouldn’t be forgotten however, that in south European agriculture the growing
of fruits, vine and vegetables dominates, which means smaller farm size with often
quite reasonable income situations. '



Nevertheless, given that the domestic demand in Poland continues to stagnate or
grow only slowly in the medium term, maybe by 1.5 percent p.a., the pressure on
producers to export agricultural products will have to increase. Today the
framework within which a growth in exports to the EC might take place is defined
by the Agreement of Association. Given the low shares of Poland in EC
agricultural trade, this potential for growth can be described as moderate. The
thesis that Poland has an important export potential in the short-term, should be
seen relatively. There exists, no doubt, in some parts of agricultural production
considerable potential to increase efficiency, especially in crop production.
Whenever not this latent production potential could and will be activated, depends
on prices as well as on the general economic development around the agricuitural
sector. The price level for agricultural products depends on the impact on
agricultural policy and on the efficiency of the food sector in total. So we should
centre our view on both aspects.

3 Adaption of what?

It is often said that the agricultural policy in Poland has to come close to,
sometimes it even is discussed, that it has to follow the CAP to ensure EC-
integration. It is difficult to agree on this opinion, because the CAP itself is moving
presently very fast within the own reform process to a new shape. It is too early and
also too costly for Poland to try to adapt its own policy measures to the CAP. The
present structure of the CAP is not an optimal basis for pushing the development
of Polish agriculture. It is still oriented too much to preserve structures instead of
strengthening structural changes. And again, the CAP of today may be quite
different from the CAP of the end of this decade.

Speculating in following trends you can argue that in five to eight years the
internal-prices of the EC and the prices on the agricultural world markets, at least
for the main products, except milk products and sugar, will be on a similar level.
The average farm size then will have at least doubled. 40 percent of the arable
land will not be used for the production of food. Half of the average income of the
full-time farmers will have its sources in different measures of agricultural policy
concerning direct transfers of income. The self-sufficiency rate may lie around 100
percent, or slightly lower,



Being convinced of the important role the development of agriculture plays in
Poland for the economy as a whole, an agricultural policy should be installed that
is centred on increasing efficiency which will allow the agricultural sector of
Poland to adapt to the situation of EC-agriculture at the end of this decade, If the
CAP regulations are adopted to form a new polish agricultural policy, the effect
will be the oppbsite; the process of structural adjustment will slow down and the
opportunities of a fast EC-integration will decrease.

At present, the main discussions and efforts in the field of agricultural policy
centre on the problems of the privatisation of land in the Middle and Eastern
countries. This is still an important aspect, with an impact on internal politics and
is influenced by emotional and ideological standpoints. However this process
should be started knowing that it takes time. The best way to find out what a good
farm structure could be for the future is the way of competition between the
different kinds of farming. It is true that the state owned farms should be divided
into smaller units of around 1000 - 3000 ha. Step by step these units could be let to
get resources for financing the structural adjustment of the private farms,
cooperatives as well as the individual ones. For the development of the
cooperative farms it is important that they have the chance to exist, but also that
the individual farm member has a fair chance to leave the cooperation, should he
so wish, getting his share of land and investments. It is not easy to define these fair
chances, but it is a political must to further development of the farm sector.

4, The policy structure®

Generally there are four most important aspects for the adjustment of Polish
agriculture to the EC standard and for the maintanance of international
competition.

These are:

1. A migration of labour from agriculture not less than 4 percent p.a. on
average (1970-1989: 2.1 percent).

2. A credit programm to increase the working capital in agriculture by more
than 3 percent yearly (1970-1990: 2.4 percent)
If you follow the general observations, that the capital intensity increases in

1) compare the graph next page.
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the development process and simultaneously the average productivify of
labour also increases with the same rate as the capital intensity, there might
be the opportunity of a pronounced increase in the average farm income, if
there is a migration of 4 percent and an increase of capital of 3 percent.

3.  Increased competition in the service sectors.
4.  Increased efficiency in the food processing sector.

Taking these four goals, there are some ways come close to them. If you take the
efficiency of the whole economy, the global costs and benefits as a measure, it
seems important to set a wide framework of agricultural policy in which the
individual incentives could be fruitful, for the individual farmer himself as well as
for the economy in total.

First of all it is important, that the producer prices for the main agricultural raw
products, like grain, sugar, oilseeds, meat, fruits and horticultural products, should
be without political influence and therefore similar to the world market prices.
This proposal is not only a question of the financial basis of agricultural policy, but
more particularly a suggestion to strengthen the sectoral development and to avoid
the retarding impact of price protection.

Intervention measures on the domestic market as well as export subsidies should
not be installed. A possibility is the establishment of an import protection on a
moderate level. This would ensure a certain degree of stabilization on the
‘domestic market should the world market price be on a very low level for a short
period. The minimum import price, for example, could be orientated on the EC-
intervention price minus X per cent.

Consequences of such a "price policy" are however, that the profitability of
agriculture remains low and inspires farmers, especially younger ones, to look for
employment in non-agricultural sectors. The supply of farm land increases, and the
price of land continues to stay on the present low level. The remaining farms can
grow. The labour supply from agriculture as well as the moderate food prices
guarantee low wages in the whole economy, a basis for investment and
development.

To support this process, an agricultural credit programme is absolutly necessary. It
allows farmers to invest in modern technology and to increase the animal
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production. The 1993 Budget for Agricultural Policy supports this idea, but on a
very low level (1.5 - 3 Bill. Zt). The financial sources for the adjustment process for
agricultural policy must be strengthened. The above mentioned "letting" of a part
of state farms could be one possibility. The customs regulations, mentioned in the
following point, could be another alternative.

Summarizing, migration from agriculture is necessary. It has two further important
aspects for the overall development. It helps to keep down the wages in the non-
agricultural sectors so that foreign investments will find the way to the Polish
economy. And the "wages" per unit of farm land can continue to stay on a
moderate level, because the average farm income per capita can increase by
growing farm sizes labour productivity. Both effects are very important for the
level of international competition, in manufacturing as well as in agriculture.

Subsidising petrol or fertilizer seems less effective than supporting investments. All
farmers benefit from input subsidies. Investment subventions help mostly the
better and more efficient farmers. The first measure prcschfes the farm structure.
The last one pushes the structural change especially, if it is used in a selective way,
Agricultural inputs like fertilizer, crop protection and machines are international
traded goods. If the imports as well as the domestic trade and production come
under the pressure of competition, there will be an efficient supply to the farm
sector. Therefore, governmental measures should pay high attention to the
guarantee of a distinct degree of competition on these input markets. This will be
the best way to get those input prices other competitors on the world market have.

At least we have to stress the necessity of strengthening the food processing sector.
The present situation is, and this will be the same for further years, that in Poland
the costs of agricultural products in general are lower than in the EC, probably less
than the average world market prices. An analysis of the cost situation of prepared
food complying with EC-standards, (i.e. a special quality degree), the costs are
higher than in the EC. This may be one explanation, as to why you can presently
observe increasing food imports from western countries to Poland. This situation
causes one to think about the role of an "adapted custom regulations” for imports
of prepared food. This means that Poland should impose duties for an exactly
defined period with a stepwise reduction modus for food products of a high, strictly
defined quality. The background of such a suggestion is different. A first point is
the necessity to give Poland the chance to develop its own high values oriented
food secto_r. This is insignificant if the essential investments are financed by Polish
or foreign investors. Secondly it seems important to widen sources for financial



_13._

potentials, in order 1o build up a strong selective credit programm for agriculture.
A third point is, that the food industry is relatively labor-intensive. It’s
development could lead to a decline in the unemployment. And lastly, should
Poland at the time of the EC-entry be an equal competitor not only in agricuitural
raw products but also in high quality processed food. This would have a 30 percent
value duty for the next four years, with a reduction to 15 percent for a further four
years. Besides such a system is also a point of countervailing within the
negotiations of EC-enlargement.

5. How could the EC support the integration?

Although the transformation of the system will primarily be the task of Poland
itself, assistance can be provided by the EC-countries. The main help the EC can
offer to Poland, is the opening of its markets for agricultural products step by step.
The framework within which a growth in exports to the EC migh take place is
defined by the agreement of association. Given the low share Poland has in EC
agricultural trade, there is some potential for influencing the process of
agricultural adjustment in Poland in a positive way. This could be done by
increasing the number and also the volume of agricultural products which are
allowed to be exported to the EC. If the EC is serious about opening up towards
Poland, then it should be prepared to make further concessions within the scope of
its own agricultural policy reform, especially in view of the export potential this
would bring, and the fact that agricultural imports from Poland are relatively
insignificant. In 1990, imports from Poland represented only 0.6 percent of all
agricultural imports of the EC. They were not only restricted by so called "non-
tarif' conditions like packaging and labeling requirements or sanitary regulations.
The scale of import quotas and tarif barriers Polish exports to the EC have to pass,
are the main impacts on the EC-Poland trade in agricultural products. The EC is
not absolutly free to arrange these conditions concerning the internal problems of
the adjustment of its own farm sector; but within the CAP reform and the GATT
adoption the role of imports from Middle and Eastern European countries should
be taken into consideration, too.
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1. Polish Agriculture Facing EC Agriculture Trends:
Incomes, Tax and Finance

INTRODUCTION

To define the ways of harmonisation of the Polish zgricultural policy with the Common
Agricultural Policy of the EC needs a considerable amount of analyses and reflections, of
which the basis should be zn extensive knowledge of the respective characteristics of both
policies znd of the situztions of agrculture in both zones. The aim of this contribution is to
present a synthetic view of the situaticn and trends of zgriculture in 1he EC as regards
agricultural incomes, tax and finance. However, 2s a part of 1he work carried out by the ACE |
Project tezm, this presentztion hzs a limited scope (Grosskopf et 2, 1992), It brings a pariizl
view of the gap existing between Polish znd Europe'zn‘Ccmmunii).a agricultures, so that its

conclusions should be considered and discussed in link with these cf the other pareilists.
onclusiens sho P
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Our approach is based on an analysis of past trends and current situations and does not
explicitly take into account the inflections in both the CAP and the Polish agricultural policy,
that can have been induced by the new links existing between Poland and the EC. Moreover,
our insufficient knowledge of Polish agnculture realities introduces an imbalance in the way in

which we deal with the issue of harmonisation.

Besides that, the following development will show that harmonisation between EC and
Polish agricultural policies should not be discussed without thinking of the noticeable intra-EC
differences which exist now in EC agriculture. They concern some crucial issues, which partly
depend on macroeconomic policies. Taxation and financing are among these issues which
deeply influence the CAP and are far from being harmonised at the level of the EC itself.

In the first section of this contribution we present the current trends of agricultural
incomes, in the second and the third sections, we discuss some important characteristics of tax

and financing in agriculture.

SECTION 1. THE TRENDS OF FARM INCOMES INTHE EC

In the perspective of harmonization it seems that several issues are of interest : (i) the
past trend of agricultural income in the EC, (ii) the disparities between countries, (iii) the
relative position of agricultural income compared with income in other industries, (iv) the share

of farm income in the total income of farm households.

1.1. The long run trends at EC Ilevel (1981 - 1990)

In this subsection, the analysis is based on the first indicator of income proposed in the
Economic Accounts for Agriculture (EAA), i.e. Net value added at factor cost in real terms
per annual worker units Eurostat, 1992, Terluin, 1991). This indicator is an aggregate built at
the branch level. It concerns only farms and do not provide any information on total disposable
income of farm households. It is preferred to the other indicators given by EAA (Net income
from agricultural activity of total labour input and of family labour input), the evaluation of
which needs reliable figures on rents, interest payments and the breakdown of labour force
between family and non-family workers. These figures are not completely available at the EC

level,



Major features along the "1981 - 1990" period !

Net value added per worker grew at an average annual rate of 1.6 %6. This change can

be explained by several factors :

- the growth in agricultural productivity (technical change combined with
intensification) Jeaded to an average annual increase of final production by 1.3 %%,

- such an increase resulted in imbalances on markets due to difficult supply-demand
adjustments. As a consequence, real production prices declined by 3.0 % p. vear, while final

production real value decreased by 1.7 % p. v,

- CAP was significantly adjusted during this period to limit supply and budgetary

expenses,

- changes in intermediate consumptions prices resulted in an upward shift of the

output / intermediate consumption prices ratio (in nominal terms).

With other inputs tzaken into account, real net value added declined by 1.5 % p. y., real

net income by 1.7 % p. y. and real net family income by 1.8 % p. y.

Decrease of labour input went on during the reference period (total labour : - 3.1 %
p y., family labour input : - 3.3 % p. y.) so that income per worker slightly increased.

Agricultural income

Net value added per worker increased by 1.6 % p. y. from "1981" to "1990", i.e., by

18.2% over the period with some fluctuations shown on table 1.

Table 1. Change in Net value added per AWU in real terms
("1981" - "1990" (in % per year))

Periods NVA per AWU
"1981" - 1984" 1.8
"1984" - "1987" 0.0
"1987" - "1990" 3.5
ll1981ll-l11190" 1.6

Source ; Eurostat, 1992,

1 "1981" = (1980 + 1981 + 1982)/3 and "1990" = (1989 + 1990 + 1991)/3.
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Movements of Net income per worker and Net famuly income per worker were
comparable to those of NVA per worker in spite of more marked annual fluctuations. This
observation is not surpnising because of the building of these two indicators. As income
variability essentially comes from supply and prices changes, their effect is proportionally

bigger on measures in which proportion of supply is important. However, the general

tendencies are similar (Figure 1).

Three distinct stages can be observed in income change. During the first subperiod
("1981" - "1984") the noticeable increase in income is due to two complementary movements
slight slow down of the fall in real prices and output / input prices ratio and sharp increase in
supply. Subperiod 2 ("1984" - "1987") is characterized by permanent imbalances on
agricultural markets, which resulted in supply management policy implementations, and income
stagnation. Finally, the combined effects of restricted supply and more buoyant markets leaded
1o an increase in agricultural income during the last subperiod ("1987" - "1990").

Analyzing the changes observed in the two components of NVA per worker shows that
NVA in real terms steadily declined for the period, as well as total labour input. However, the
latter decreased faster than NVA so that NVA per worker grew. In conclusion, NVA per

worker rise seems only due to the decline of labour input.

1.2. The intra-EC disparities at the member states Jevel

In this section we compare NVA per worker levels between member states and the
changes in NVA per worker relative levels. The comparison is done on the basis of three year
averages ("1990" for current values comparisons, "1985" and "1981" for level changes). Data
in nominal values and national currencies have been converted in Ecu and SPP using current

exchange rates (Eurostat, 1992).

Some methodological remarks previously made should be reminded to introduce the
following comparisons :

- data concern only income from agricultural activity,

- using other indicators like Net income per worker or Net family income per worker

could lead to other conclusions about the relative position of member states,

- EAA are currently under scrutiny from both methodological and statistical points of
view. It is likely that this investigations leads to modifications that should more affect absolute

levels evaluations than annual variations ones,

- data in AWU on labour force are not yet completely harmonized at EC level.
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Whatever the shortcomings of the companson are, considerable income disparities
appear among member states (Figure 2 and Table 2). On the other hand, the relative positions

remain more or less the same during the period.

Table 2. Indexes of NVA at factor cost per AWU in "'1981", "19835"
and "1990" in ECU and SPA (EUR 12 = 100)

EUR

B DK D GR & F IRL 1 L NL B UK 12

"1981"PPS [213,9 [157.7 |100.7 {888 [69.7 [1300 [68.1 |107.8 [119.9 |223.9 [31.4 |168.6 |100.0
“1985"PPS | 216.1 [192.5 |98.2 |87.9 |[796 |[1292 |70,9 [958 1318 |241.0 [31.4 ({1649 |100.0
“1990" PPS |224.2 |162.0 |101.5 |95.9 |90.7 [130.7 [838 839 |1328 |264.1 {278 |141.2 |100.0

Source : Eurostat, 1992,

Evaluating "1990" incomes in PPS, the Netherlands and Belgium are at the top level
with indexes more than twice the Community average.- Then come Denmark, United Kingdom,
France and Luxembourg (from 30 to 60 % above the average). Greece, Germany, Italy and
Spain are in a middle position. In Portugal income seems much lower reaching only 28 % of
the average. A comparison using ecu instead PPS would have given slightly bigger gaps
between member states with an improved position of the top countries and a worsened one for

Portugal.

Looking now at the changes in relative positions of member states during the decade, it
appears that incomes in the Netherlands, Spain, Ireland, Luxembourg improved significantly
while the contrary was observed for UK and Italy. In member states where income level was
under the Community average positions improved clearly (cases of Greece, Spain and Ireland).

Portugal income position remained stable.

1.3. Relative agricultural income

Following Terluin, we define the relative agricultural income as "the ratio of income
from agricultural activity per AWU te income in the rest of the economy per worker". Some
methodological difficulties arise to find similar income concepts for agriculture and the rest of
the economy, due to the specific nature of agricultural activity and the mixed character of farm
income, which rewards both family labour input and own capital. Terluin proposes two
assessments of the relative agricultural income. The first one is based on the ratio of NVA in
agricuiture and NVA in the whole economy. Using NVA instead of Gross Value avoids
distortions due to the inclusion of depreciation. The second one is based on the ratio of Net
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income in agriculture to NVA in the whole economy. In this case the author aims at avoiding
the distortion caused by the inclusion of rents and interests in agricultural NVA, which are
generally paid 1o the rest of the economy and actually cannot be considered as a pant of

agricultural income (Terluin, 1991, p. 98).

However, these two ratios follow a similar trend at EC as well as national level during
the period studied by Terluin : 1973-1987. Therefore, our presentation is based only on the
latter one (Table 3).

Table 3. Relative agricultural income in the EC, based on net income from
agricultural activity (ratio of net income {rom agricultural activity of total labour input
per AWU to NVA in the whole economy per worker, current prices

ELR|EUR

D 5 1 | NL}! B L |UK|IRL|DK|GR | E ¥ 11 ¢ 12
19731051066 (057 (085/092]041|055]0.55|0.50/0.58{0.33 0.4 :
1975/ 048 [ 0.54({052(0.731075(038({0.83(051(034|056{028] : [043]| :
1980(029({043{039[0.521060/0.34{0.631030(0.21]0.59|028]025(0.55|0.33
1985|026 {042 036[065{0.64,045]055|031]0.46(0.64({0.29]0.22|0.36|0.34
19871025{041)034]066(059({04710.59|0.36|029[065]|0.30|0.21]0.35]0.33

Source : Terluin, 1991,

On the whole, relative agricultural income tended to fall from 1973 to 1980 from a
level of about one hazif the income in the whole economy to one third in 1980. Then it remained
stable until 1987. This average trend is confirmed when examining the case of the member

states.

1.4. Total income of agricultural households

Total income of farmers is not well known at the level of member states as well as at
the EC level. Nevertheless, scientific work on this issue is in progress and some general
remarks can be done (Hill, 1992). First, agricultural households benefit from large off-farm
incomes ; on the average, non-farm incomes account for one-third of the total income of farm
households. Second, due to the disparities in fiscal and other compulsory charges between the
member states, with a comparable total income the levels of disposable income can differ.
Third, it seems that on the average agricultural households have larger disposable income than
other households. Nevertheless, their relative position seems to have worsened during time.
Fourth, the total income of agricultural households is more stable than their farm income.




- 20 e
1.5. Are there relevant lessons in a perspective of harmonization ?

The analysis carned out above stresses the complexity of the income issue as far as
harmonization of agricultural policies is concerned. It seems clear that a direct comparison of
income situations between the EC and Poland is not possible. Nevertheless. lessons are to be

drawn from the aforementioned developments.

First, in the EC, during the last ten years, there was a long run drop in the agricultural
net value added at the aggregate level due to the imbalance between supply and demand. On
the contrary, the figure per agricultural worker grew because of the decline in the agricultural
labour force. It seems reasonable to suppose that Polish agriculture will face the same kind of
difficulties as EC agriculture on commodities markets. Consequently, a long run increase of
income per worker will depend on a substantial fall in labour force. Such a statement has
obvious consequences on Polish structural and regional policies, given the high number of
small holdings and the existence of productivity gaps between agricultural regions. Second,
although an aim of equity had been stated by the CAP since its origin, the income per worker
in the whole economy remains significantly higher than the same in agriculture and the trend is
not in favour of agriculture (from twice in 1973 to three times in 1987). Otherwise, agricultural
households in the EC benefit from large off-farm incomes which allow them to earn a higher
total income than other households (Hill, 1992). Although this last result is still to confirm, it
means that, on the average, in European market-onented economies the income panity between
farmers and other workers depends deeply on the availability of non-farm incomes for the
farmer, As a result, if an income parity policy between farm households and other households

is considered as desirable, it should be thought in the framework of global economic policy and

regional policy measures.

SECTION 2. FINANCING POLICY IN EC AGRICULTURE
2.1. An overview of intra-EC national specificities

The financing of agriculture vary considerably from one EC country to another, Six of
them : Denmark, France, Germany, Ireland, the Netherlands and United Kingdom are studied

here.

Two distinct credit approaches are found in these countries. In Denmark, Ireland, the

Netherlands and United Kinedom eovernment intervention in the credit system is limited, i.e.
g g ¥ W -
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credit management is essentiallv under banks respansibility, which implement an economic and
commercial policy in agricultural financing. On the contrary, government's regulation is much

heavier in France and Germany and banks act more as government agencies.

Some important features proceed from this fundamental distinction. First, let us
examine the case of the Northern group of countries (Denmark, Ireland, the Netherlands and
United Kingdom). There, farms are considered like the enterprises of other sectors and in
principle do not deserve any specific treatment. More specifically, government interventions
are limited as regards to lending policy. As a consequence this policy may be characterized by :
(i) low or not subsidized loans, (i) interest rates at the same level as in other industries. They
depend on market, are ofien varizble and to some extent may be fixed under mutual agreement,
(iii) possibility of contracts adjustment before term of the loan exists. On the other hand,
lending policy is generally based on a overall financial approach of the enterprise, ie., the

business's overall financing needs are considered, and there exists an actual partnership

between the bank manager and the farmer.

The German situation is comparable to the current French one. Several banks are
involved in agricultural lending programs granted with government funds. To be eligible 1o
subsidized loans, the farmers have also to fulfil stnct conditions, although soundness and
liquidity of enterprise influence the loan characteristics. Unlike to France, subsidization leads 10
reduce the loan rate by a fixed proportion, i.e., the interest paid by farmers vary with the

market interest rate.

The above analysis contrasting the national situations may be summarized using a
financial risk approach. With the organization existing in Denmark, Ireland, the Netherlands
and United Kingdom banks play in agniculture the same role as in other industries. They lend
money 10 enterprises on economic and financial criteria. Profitability, solvency and liquidity of
farms determine the kind of loan they can be eligible to. Government influence seems marginal
unless the case of financial crisis and its policy is implemented essentially through direct
subsidies to farmers and loan guarantee funds. In so doing, farmer is considered as a manager,
whose job includes some economic risks. In those countries level of risk run both by bank and
farmer can be high. On the contrary, the approach prevailing in France and Germany minimizes
the financial risks taken both by banks and farmers at the expense of farmer's liberty of choice
in matter of finance. In both countries government exerts more influence on farmers' decisions

in counterpart of financial risk it takes, especially in France.

2.2. Adegquarion between credit policy and economic situation of agriculture

The relevance of both approaches of credit policy that we have just presented depends

largely on the development stage of the industry evaluated through economic results of farms
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(Blogowski et al., 1992). If adequacy seems correct in United Kinoedom and the Netherlands,
serious difficulties appeared in Ireland and Denmark's agriculture during the 80's. In both
countries, where farm structures and profitability do not provide as high incomes, farmers

faced a severe financial crisis when interest rates grew considerably at the beginning of the

decade.

In comparison, although French farms have on the average a profitability comparable to
the Dutch farms, they-benefit from an highly risk-protector credit system. Its current change to
a more risky one should not actually jeopardize French agriculture (Figure 3). The picture
appears different for Germany farms, the lower profitability and the higher financial burden of

which may justify keeping the existing system to some extent.

Consequently, given the stage of development of Polish agriculture, a state-regulated
financing policy seems desirable, at least in the mid-term period. Such a policy should mix
various tools and particularly ; (i) the stabilization of interest rates to minimize the financial
risks run by farmers and banks; (ii) a moderate subsidization of equipment loans; (iii)

eligibility rules directed towards viable farms.

SECTION 3, SOME FEATURES OF INCOME TAX AND FARMS TRANSFER TAXATION

3.1. Income tax in France, Germany, Italy, The Nethcrlands, United Kingdom

As regards the income taxation regimes a distinction between two groups of countries
should be made . In France, Germany and Italy, in which the majority of farms is small-sized
from an economic point of view the predominant system is founded on a standard method of
taxation, specific to agriculture. On the contrary, the prevailing system in the Netherlands and
United Kingdom is based on the assessment of actual profit of enterprise, like in other

industries.

’ In these two countries farmers are charged at a progressive rate ranging from 35 to

60 % of their actual profit (Netherlands) and 25 to 40 % (United Kingdom). Although the tax
level seems lower in the latter country it is noteworthy that some reliefs tend to alleviate the

burden of the Dutch farmers. They are eligible for various deductions in so far as self employed
workers. Obviously, the British and Dutch regimes are well-adapted to large farms with

detailed accounts. Accounts-keeping is mandatory for farmers in both countries.



This system of taxation contrasts with the ones which are in force in the other
countnies. Actually, the French, German and ltalian regimes reflect an opposite conception of
agniculture, the particulanties of which deserve a specific treatment in matter of taxation. The
major concern in organizing taxation regimes seems to have been alleviation and simplification.
Alleviation comes from the underestimation of the taxation basis (assessment of the "taxable
profit” in France, the "unit value" in Germany, the "agncultural return” in Italy) allowed by the
absence of accounts-keeping obligation. Simplification is the consequence of using standard
references, which do not reflect the actual economic results of the farms. German and Italian
taxation systems give a good example of this conception with standard assessment bases even
for large farms. Moreover, in Germany tax is related to an assessment of the farm value and
not to its actual or even standard results. Situation is changing in France with the current

development of the normal regime based on the taxation of actual profit at a progressive rate.

Although such systems aim at alleviating the tax burden of small farmers, it is by no
means obvious that this is the case everytime. A detailed companson between countries should

be conducted to make this point clearer.

3.2. Patterns of taxation of farms transfer in the EC -

Taxation requirements vary considerably among member states as far as holdings
transfers are concerned. Consequently, govemment's levies have different effects on
management when transfer is prepared and completed. On the other hand, taxation disparities

can be high according as farm is inherited or purchased (see Danish case).

On the whole the comparison of the various regimes shows :

(1) countries in which the levies are low : Germany, Netherlands and Italy. In Ireland
the taxation is alleviated for small holdings,
(ii) countries in which the transfer of farms does not deserve any specificity. Levy is

often heavy : the case of Belgium and France.

To give a picture of this conclusion one can consider the following companson. It
concerns a 300 000 ecus holding transferred in 1986 to two children in France, Germany and
Italy under the standard taxation regimes existing in these countries. Taken into account the
national specificities, the rate of taxation is 13,4 % in France, 8,5 % in Italy and 4.4 % in
Germany. Consequently, the taxation burden is three times heavier in France than in

Germany 2.

2 This example is detailed in Perrier-Cornet et al., 1991,
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3.3. Are there any prospects of harmonization within EC ?

The harmonization of the fiscal policy (apart from the case of indirect taxes) is not vet
on the agenda of the European Single Market. Consequently, it seems improbable that national
taxation systems change in the near future. Nevertheless, the above description of both income
and farm transfer taxation organisations shows that (i) a possibility of harmonization of income
taxation exists, at least for several member states, (ii) the gap between the member states is

likely to be difficult to reduce with regard to farms transfer taxation.

Concerning income tax, the accelerated adjustment of agriculture in EC may induce the
development of the pattern of taxation encountered in United Kingdom and the Netherlands,
i.e. the implementation of common law to agriculture. France is on this way. It is likely that
such a change occurs slower in Southern member states as well as in Germany. However, the

harmonization of Polish income taxation system could be tought on that basis.

The spectrum of taxation in the case of farms transfer in EC is paricularly large and

until now, no perspective of harmonization seems to be envisaged.

However, from an international competitivity of farms perspective, the current
reflections on farmland ownership in Poland should take into account the modes of
transmission of farm and their taxation. Indeed, the above mentioned example shows that their

consequences on financial position of farms are by no means negligible.
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Figure 3. Sensitivity of some European agricultures to financial burden (1986/87)

Financial burden Sensitivity Profitability
Interests Interest rate Hich Economic return (1)

NVA Total assets

38 9.8 DK 9,4

-

18 4.6 D 10,5

16 14.8 IRL 6,6

16 11.0 UK 8.5

14 6.5 NL 12.3

10 6,7 P 135

Low

(1) Economic return = NVA - Rent - Wages + Depreciation.

Source : Eurostat, 1992 and CEC, 1990.



IV. Protectionism in Polish-EC Agricultural Trade

1. Introduction

The aim here is to examine the nature and level of EC agricultural
protectionism in order to draw certain conclusions and policy
prescriptions for Polish agriculture. Though the main emphasis is on trade
policy, the very nature of CAP mechanisms renders a watertght separation
of domestic and external impljcatiogs impossible.

In discussing the level of EC protectionism, distincdon should be made
between policy measures aimed specifically at Poland, and those
influencing agricultural trade with third countries in general. It is also
necessary to distinguish between the policy implicatons for Poland in the
short to medium term, before accession to the EC, and the longer run
adjustment to EC membership, though the two overlap. The EC Commission is
still considering Polish accession to the Community as an "end of century”
question, and it seems probable that the process of enlargement will
proceed simultaneously for the members of the Visegrad Groupl. It also
seems likely that, as in the case of the EFTA candidates for EC membership
(Sweden, Austria and Finland, probably soon to be joined by Norway), the
Communirty will insist that a large part of the adjustment to the CAP occurs
before accession. ‘

Following a brief discussion of the nature and level of EC protection, there
will be an indication of likely developments in EC agricultural trade policy
prior to Polish accession. and of certain consequences «f EC enlargement
for agriculture. Finally, attempt is made 0 draw policy prescriptions.

2. Agricultural Protectionism in EC-Polish Agricultural Trade

The basis of the claim to EC agricultural protecticnism is that the
Communin:

a) renders it more difficult for Polish producis to compete on world
markets, in particular because Poland cannot afferd export resdiutions on
the scale practiced by the EC

b) boosts Community exports to Peland, and

C) restricts access to EC markets.

With regard to the claim that the CAP renders it more difficult for Polish
products to compete on world markets, the longer Report here includes a
sunvey of measures of EC agricultural protectionism, and of the results of
models attempting to measure the impact of the CAP on the level and
variabiline of world prices.

IPoland. Hungary and the Czech Repubiic and Slovakia
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One of 1the most widely accepted measures of agriculiural protection is that
of PSE's or producer subsidy equivalents. PSE's can be defined as the
subsidy that would be necessary to replace all the agricultural policies used
in a country and leave farm revenue unchanged. The measure can be
expressed in direct money value, or as a percentage of value of production
at farm gate. According to the OECD, the total PSE for the EC fell slightly
from G8 billion ECU in 1990 to 67.6 billion in 1991, a figure which includes
the former GDR. The percentage PSE remained unchanged at 49% over the
same period.

Allowing for the difficulties, if not impossibility of making comparisons,
the results of all the models attempting to estimate the impact of the CAP on
world prices considered here indicate that CAP liberalisation would raise
world prices and reduce their variability. The studies generally suggest
that the greatest price increase would occur for dairy. products (with
estimates varying from 7.5%-10.5% (Matthews (1985) to 31.6% (Roningen
and Dixit (1990)) for unilateral EC liberalisation. According to the studies,
large price increases would also occur for beef and sheepmeat, sugar,
wheat and coarse grains.

These studies therefore lend support to the claim that importing countries
have been able to benefit from the lower prices on world markets as a
result of the CAP, while exporting countries have suffered from a
combination of lower prices and greater instability on world markets. The
results also suggest that countries exporting meat and livestock, such as
Poland (see Table 1), may have been able to benefit from lower prices and
feedstuffs as a result of the CAP, but this advantage was generally more
than offset by the even greater reduction in prices for meat products. It
does however ernerge2 that EC protection of pigmeat, which is of particular
importance to Poland, is less than for many other products.

Table 1: Polish Production and Trade of Principal Agricultural
Products in 1991
Thousand tonnes

Production Trade balance*
Wheat 9170 50
Coarse grains 18,395 -50
Qilseeds 1128 2060
Beef & veal 726 "6
Pork 1910 50
Sugar 1900 32

*exporis-imports
Source: USDA

Hamilton and Winters (1992) have used a modified version of the model
developed by Tyres and Anderson to assess the consequences of the
liberalisation of Central-East European trade; a successful conclusion to the
GATT Round. and the integration of the smaller Central-East European
countries into the Community. Central-East Europe is defined as Poland,
Bulgaria, Czechoslovakia, Hungary, and Romania, and the reference
scenario assumes a situation of no liberalisation in those countries. The
two authors stress that the actual numbers should be treated with caution,

though they believe "the basic message robust”.

ISee in particular the results of the QECD 11987) and Matthews (1985) studies




Assuming a “conservative” increase in agricuitural productivity of some
13% and an increase in GDP of 10% in Central-East Europe, the two authors
estimate that trade liberalisation of Central Europe in an unchanged world
trade regime would lower the world prices for wheat (-5%). beef (-1) and
pork (-1). In contrast there would be a 10% increase in world prices for
dairy products.

According to Hamilton and Winters, the combined effect of a successful
GATT Round and the liberalisation of Central-East European trade would
lead to increases. in world prices for wheat (16%), dairy products (80%),
beef (48%}) and pork (10%) in comparison with the reference scenario.

The third simulation considers the impact of integrating a liberalised
Central-East Europe into the Community. This involves making the
extremely restrictive assumpton that to avoid bankrupting the EC budget,
the combined net export volume of each commodity from Central-East
Europe and the Community is the same as in the reference scenario, so that
world prices remain constant. According to this scenario Central-East
European farmers would enjoy price increases of 41% for wheat, 16% for
dairy products, 85% for beef and 32% for pork. This would induce Central-
East European farmers to increase their supply by between 26% (dairv
products} and 78% (beef). As a resuit these countries would increase their
export volumes (by between 15% and 85%, depending on the product), but
consumption would decrease by 13% for pork, 23% for beef, 2% for wheat,
and would remain unchanged for dairy products. The issue of integration
into the EC will be taken up again below.

As the authors point out, the reasons for the assumed productivity increase
varies according to the Central-East Furopean country in question. In the
case of Poland it would arise because inefficient distribution of inputs and
outputs and the under-capitalisation of private agricuiture kept vields low.
Cochrane {1990) estimates that by 2000 productivity gains in Polish
agriculture could close the gap with Western Furope by a half. However
fragmentation is also a major factor contributing to jow vields, and it is
uncertain how quickly the structural shortcomings of Polish agriculture
can be overcome.

According to Hamiiton and Winters, consumers' demand is determined by
long-run price and income elasticities of demand and by population
growth. However, in the case of economies in transition it is essential to
take into account the correction of distortions arising from the previous
price system; and the reduction in both waste and the hoarding (also on the
- part of households) endemic to a shortage economy.

With regard to the claim that Poland cannot afford export restitutions on
the scale practiced by the EC, both the May 1992 CAP reform, and an
eventual successful GATT agreement would reduce EC spending on export
subsidies. However the additional burden to national budgets implied by
greater reliance on direct income supports is likelv to be of concern 1o
Poland on accession 10 the Communirty.

Turning to the question of EC agricultural exports to Poland, according to
Furostat data, these increased from 346 million ECU in 1988, to 784 million in
1939, and 628 million ECU in 1990. Over that period there was an increase in
EC exports to Poland of fruit (43%), cereals (20%), but a reduction in EC
exports of meat (-50%) dairy products (-40%) and sugar (-199%).
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It scems probable that. at least initially. hiberalisation of Polish trade caused
an overreaction on the part of Polish consumers. convinced of the
“inferior qualin™ of Polish products. and in particular of processed foods. It
also seems likelv that the quality gap can be narrowed relatively quickly
for many agricdltura,l products. Joint ventures with Western agribusiness
firms could play a crucial role in this context.

As part of the PHARE Programme of aid to Central-East Europe, the
Community granted food supplies to Poland worth 336 millicn ECU in 1989,
and a further 200 million ECU in 1990. There has been criticism of this
measure as causing market disruption and being more tailored to EC than
Polish needs. The food aid came from EC intervention stocks or preventative
withdrawals which would otherwise have been destroved, as in the case of
citrus fruit, and, for instance, the Polish Government announced that it
had less need of olive oil in the second delivery. The aid also occured at a
time when reduced losses and the collapse in intra-CMEA trade led to the
emergence of a Polish agricultural surplus.

During 1990 Poland introduced a very liberal trade policy. reducing tariffs
and other import barriers. The impact of this liberalisation was
compounded by the unintended consequences of the combination of a fixed
nominal exchange rate and higher than expected inflatiion. In 1991 this
policy was modified, and relatively high customs duties were introduced, in
particular for many agricultural products. From August 1991 duties on
imports of live animals, and meat ranged fom 10-33%, on dairv products
from 35-40% and on many processed products from 30-30%. From 1992
import licensing was introduced for dairy products3,

The introduction of such measures owes much to the Polish farm lobby.
Moreover justification could be found in the rather controversial proposal
of, the Polish/EC/World Bank Study (1990), which suggested that the Polish
government should use "all tyvpes of border measures including
quantitative restrictions”, as well as a system of import taxes and subsidies
to support the domestic prices of cereals.

The argument in favour of agriculturzl protectionism was that it is
practised by evervone else. and Poland could not place itself at a
disadvantage vis a’ vis other agricultural exporters such as the EC. In
addition, infant and senescent industny argumerits could be drawn on in
favour of protection. Against this. however, Polish agriculture has an
urgent need for structural reform and modernisation. and excessive
protection could reduce the incentive for such changes. Furthermore,
temporary protective measures tend 1o become permanent, and, as Section 4
below shows, farm lobbies are particularly effective in pursuing their
interests, often at the expense of the general public.

Turning to the question of access to the EC market, EUROSTAT data indicate
that EC agricultural imports from Poland increased from 801 million ECU in
1988 10 1003 million in 1989 and 1242 million in 1990. In particular there
were increases in FC imports of dairy products (213%), live animals (33%),
fruit (29%) and sugar, but a 25% fall in EC cereal imports from Poland.
However. in absolute terms the trade was relatively low at the beginning of
the period, and the Polish claim is that the increase should have been more
rapid.

3Gawnlikowska-Hueckel and Zielinska-Glebocka (1992)
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3. Likely Developments in IC-Polish  Agricultural Trade

The main deyclopments likely to influence access to the EC market before
Poland joins the Community can be summarised as follows:

EC measures specifically aimed at Poland:

i) The Association Agreement and the possibility: of obtaining further
concessions in the context of the Association Council;

i) Triangular Arrangements;

iii) the PHARE Programme.

The implications of the CAP for trade with all third countries:

i) The consequences of the May 1992 reform;

i) the likely introduction of further CAP reform;

iii) the implications of a possible successful outcome to the Uruguay Round;
iv) rthe impact of the Single Market Programme from January 1993.,

v) possible changes in EC policy as a result of the enlargement to include
EFTA countries.

Table 2 sets out some of the agricultural wrade concessions granted to Poland
under the Association Agreement. These concessions are frequently
criticised as being inadequate in Polish quarters, and it should be pointed
out that that the beef quota for the first yvear amounted to only 7.3% of
Polish exports, that of swine and pork to 11.4%, and that of burtter to 10%.
Moreover, Article 21 of the Agreement states that, despite the concessions,
if imports cause serious disturbance of markets, there should be
consultations between the two parties, and pending a solution "the Partv
concerned may take the measures it deems necessary’.

However, it has to be recalled that negotiation of the Association
Agreements temporarily broke down on the issue of agriculture in
September 1991. This was ostensibly due to protests on the part of French
farmers, but farmers in other EC countries, such as Denmark, Ireland and
the UK were equally opposed. Moreover, EC producers maintain that in
some cases, such as for certain types of soft fruit and live animals,
increased imports from Central-East Europe have led 1o market disruption
by depressing internal EC prices.

The Europe Agreement also stated that Poland and the Communin should:

“examine in a regular basis in the Association Council, product by product
and on an orderly reciprocal basis, the possibilities of giving each other
further concessions™.

Table 2Z: Selected Quotas for Polish exports to the EC under the
Association Agreements subject to levy and duty reductions*

First year Fifth yvear
onnes tonnes
Beef 4000 5.600
Swine and 8000 11,200
pork
live sheep 6600 9000
and goats
skimmed 3000 4100
milk powder
Butter 1,000 14,00

* These reductions amount to 20% in the first year, 40% in the second year
and 60% in successive vears




The "triangular arrangements” were a response to the collapse in intra-
CMEA trade, but they were also conceived as a way' round the impasse in
negotiations of the Europe Agreements. They too are frequently criticised
by EC farmers as running counter to Community interests. The triangular
arrangements entail using EC export credits to help the former Soviet
Republics buy foodstuffs from the smaller Central-East European countries,
including Poland. In October 1991 a Community contribution of up to 730
million ECU was agreed for this purpose The deliveries under triangular
arrangements would reduce the import quotas granted by the EC.

In the context of the PHARE programme, GSP (General System of
Preferences) treatment was extended to Poland in 1990. Inter alia this
entails the reduction of EC import levies on fixed quotas (or in some cases
total imports) of various agricultural products. However, the existence of
seasonal restrictions and supplementary levies at times limits the effect of
the concessions. Moreover, under pressure from EC producers, the final
GSP concessions are generally less generous than the EC Commission's
original proposals. In particular, a number of products of particular
importance to Hungary and Poland were included in the 1989 list, but not

that of 1990+,

The May 1992 reform introduced fundamental changes in certain CAP
mechanisms, but left continuing overproduction, and excessive budgetary
spencing in the dairy, sugar, fruit, vegetable and wine sectors. There is
also an urgent need to deal with the growing surplus of beef. Without
further reform of the CAP, the provisions for agricultural spending set out
in the Delors 1I package on EC financing will prove patently inadequate. In
part the budgetary situation has deteriorated due to the operation of the
agrimonetary system (and in particular, the switchover system) in a time
of currency turmoil, but at a more fundamental level, effective CAP reform
has to be extended to all sectors.

This is not the place for a detailed discussion of the implications of a
successful conclusion to the Uruguay Round, particularly as the present
French and Italian opposition to the November 1992 agreement between
the US and EC Commission on agriculture does not augur well for the
outcome of the GATT negotiations. However if agreement were reached,
Polish agricultural exports would benefit from higher, and more stable
agricultural prices on "world" markets, improved access to the EC and the
greater transparency implied by tariffication.

On possible implications of the Single Market. Central-East Furopean
countries appeared particularly concerned with changes in standards and
health regulations. Cooperation, exchange of information and joint
ventures would seem the best means of addressing these questions.
Moreover, as also mentioned in the Association Agreement, Poland may
have an advantage in certain types of nature-friendly agriculture,.
Traditionally there has been much lower use of pesticides than in Western
Europe, though this advantage may have been offset by industrial pollution
in certain areas.

As a result of all these developments, when Poland finally joins the
Community, it will find a very different CAP. Furthermore, it seems

For example, the conditions were rendered less favourable for jam,
boarmeat, honey and mushroons.




unlikely that the CAP could survive unscathed from being eviended to large
agricultural exporters such as Poland and Hungary, The main pressure for
reform of the CAP arises from its unacceptable burden on the EC Budget and
from the protests of other agricultural exporters, in particular in the GATT
Round. Pressure for change from both these sources will increase with an
enlarged Community'.

As mentioned above, in connection with the Hamilton and Winters study,
the accession of certain Central-East European countries to the EC will alter
production and consumption both in those countries, and existing EC
members. If, as seems likely, EC prices remain above "world" levels,
consumption could be discouraged to such an extent that it might even be
necessary to install a system of social transfers to enable households in
Central-East European countries to meet their food bill (as occured in the
case of East Germany).

The May 1992 CAP reform marked a step away from heavy reliance on price
mechanisms and towards direct income supports in the Community, at the
same time shifdng part of the financial burden of agricultural policy back
to the national budgets of EC member states. If this trend continues, the
additdonal burden to national budgets could weigh heavily on the Central-
East European countries likely to join the Community.

4. The New Political Economy Approach to explaining
protectionism

It is sometimes argued that the reluctance of the Community to grant
agricultural trade concessions to Poland is the result of Poland's weak
bargaining position. However, it must be pointed out that a similar
reluctance is evident in, for instance, the EC stance towards the US, even
when the outcome of the Uruguay Round is at stake. Repeatedly the
discussion here has returned to the resistance of EC producers to
agricultural trade concessions, and this question will now be taken up. The
aim here is not to justifv EC agricultural protectionism. but the New
Political Economy provides a framework ° which helps to explain the
strength of the EC farm lobby and why the EC decision-making process
attaches so much importance to farmers interests.

The basis of this approach is the application of economics to politics: voters.
elected representatives and the bureaucracy (the so-called "iron triangle™)
are all assumed to act in the interests of rational self-interest. according to
the behavioural postulate of homo oeconomicus. For instance, Mancur
Olson (1965) has shown how the costs and benefits of membership and
participation in the activities of pressure groups, mayv explain how farm
groups may be more effective in exerting political pressure than larger,
less organised groups such as consumers and taxpavers. The possibilities
for "exit" are limited so farmers turn to "voice" or protest (Hirschman
(1975). EC farmers are frustrated in terms of economic rent-seeking so may
turn to political rent-seeking (Buchanan, Tollison and Tullock (1980),
Krueger (1974)). Regulation theory and the economic theories of
democracy, bureaucracy, constitutions and asymmetric information
illustrate how costly information, and the self-interest of decision-makers

SFor more complete discriprions of this approach see, for example, Senior
Nello (1984, 1289), Moyver and Josling (1989), Petit et al (1986), and Karp and
Stefanou . -




may ead 1o biases in political systems. causing decision-makers to favour
the interests of a particular group, such as farmers.

In applying all these approaches, specific account also has to be taken of
the EC decision-making process. Decisions on the CAP are generally taken
by the Council of Agricultural Ministers, concerned to get a "good deal” for
their farmers. The principle of financial solidarity of the CAP induces a
"restaurant effect”: there is an incentive to order the most expensive
dishes, knowing that the bill will be shared. The complexity and lack of
transparency in CAP decision-making creates opportunities for favouring
special interests.

This type of approach may prove useful, not only in explaining what
Poland is up against in negotiations of agricultural questions with the EC,
but also in understanding Polish policy formation. The initial liberalisation
of Polish wade during 1990 probably reflected an ideclogical commitment
to free trade, but the rapid reintroduction of protectonist measures could
reflect the strength of the agricultural lobby and a new awareness of the
importance of the farm vote. This factor should not be underestimated,
given that agriculture accounted for some 28% of employment in 1987, a
figure rising to 31.4% if the food industry is also considered. The high
propoertion of household income spent on food is also likely to ensure
special consideration of agricultural interests.

The Hirschman approach may also help to explain the form of protest
chosen by Polish farmers: the opportunities for finding alternative
employment limit the possibilities for "exit" so farmers turn to "voice" or
protest, including hunger strikes.

Kornai {1980, 1986) has described "the relation between the paternalistic
state and firm which is its client” in the context of the former non-market
economies. Though the Polish farm sector was fragmented, and
predominately private, this was not the case up- and downstream in the
food-processing industry and the production of farm inputs. There is a
certain amount of continuity, particularly of personnel, between the
Centrally planned and transitional economy, and old habits die hard. There
may therefore be a risk of a network allowing privileged access in
lobbying and rent-seeking activities remaining in place.

5. Conclusions -

From the discussion here it is possible to formulate certain policy
prescriptions for Polish agricultural trade policy. Though some of these are
obvious. it is worth repeating them here in order to provide a more
complete picture.

i) The New Political Economy approach helps to explain the strength of the
farm lobby in resisting agricultural trade liberalisation, and a realistic
approach to trade negotiations requires understanding of the internal EC
factors which have so frequently limited the scope for granting
concessions.

i) Though the Polish/EC/World Bank Study was probably right in
concluding that Poland could not pursue an extremely liberal trade stance
in isolartion, the danger that protection might slow the process of
maodernisation and structural change has to be constantly borne in mind.
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iii} The Association Council and THARE programme offer ongoing
opportunities for discussion of trade problems and granting of ncw
concessions.

iv) Great effort should be devoted to market research and targeting 1o
capture particular market niches. In particular there may be scope for
increased exports of environmentally-friendly products, and specialised
products such as certain processed meats.

v) Consultation and cooperation with EC authorities on questions of
standards and health regulations, and encouragement of joint ventures
could help speed up the process of overcoming the quality gap.

vi) Poland stands to gain not only from EC accession, but also from a

successful conclusion to the Uruguay Round, and should push for such an
agreement in the GATT negotiations.
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V. Structure of Polish agriculture, its adaption possibilities and their influence
on profitability of production

The aim of this paper is 0 present iie structre of Polish 2gricuiture from the
perspeciive of EEC member stztes and 0 indiczie pessibilites of harmonizavon of ks
structure with thet of the EC countries izking inio sccount the course of privatization
processes. An atiempt wiil also be mace io simulaie profiability of producton of mazjer
farming produce zssuming aiternative adzplation scenzrics. In order {0 reach the zssumed
objecives, the paper first discusses the siructure of priveie fzrms and then examines the role
and imporiznce of large farms in EC countries and in Polend. This s ‘oilowed by a
progriosis of hew io improve the structure of farms in Poland t2king into considerztion the
effect of varying pace of the aczptztion process of farms on the profitzbility of some celecied
major larm procuce.

Fer reaching and subsizntial changes ook place, efier the Second World War, in the
|

ferm zgrarian swucture of the countries which now form the Common Marker. Those
chznges hed a significant impact on the current structure of zgriculiure in these counTies.

It is womh remembering thzt changes ia the ezgrerien strucnure were comrelzied with

Giversificztions in 'abour &nd capilzl resources encouraging permanest oniimizaton of
relatonships detwesn produciion resources et ihe level of a production unit (fzrmsiead).
Teble ] shows the present fzrm acreage sunuciure i EEC couniies and in Poland. Only
oriveiz farms zre compered. Mean zrea oOf en averzge fzrm in Peoland, t2ing imo

. -

censicerztion only fzrms zbeve 1 ha of egricuiturally utiized zrea (AUA), wes 5.2 ha of
AUA while in EEC it was cver 2.5 umes more and znounted o 16.5 ha, Smailer mezn
AUA of farms can oaly te Jound in Cresce (3.3 ha), and similer, though bigzer, inTzly (7.7
he) and Porrugel (8.3). In the remaining couniries ithe mezn AUA of fzrms was severzl dmes
Sigger then in Peiand. It is true that the fzrm 2area zione does not prejucge its production
poteniiais, it Coes, however, 10 a consicerzdbie degree, Cetermine it. Moreover, the zrea has
a decisive influence on ihe erffectiveness of lzbour 2nd capiial utilizztion and on the
magnitude of income. Consecuendy, small average area of ferms in Poland, when,
additicnally, zccompanied Dy the struciure of production similer to that in North Europezn
EC countries where farms ace much larger, puls our zgrniculture at a compettve
disaCvantzge. Therefore, on the one hand, it will be recessery to strongly enccurage
concentrzton processes in Polish agricuiture which would help develop a group of farms able
to cempete with EC agriculture. Cn the other hand, hewever, no erfons should be spzared 1o
expand and promote the aiternative model of pan-ume farming.

Calculadons also revealed that, in comparison with the majority of EEC
countries, the siruciure of Polish farms is bad and that the structure of land utlizaten within
individual zrea groups is even worse. Competitively spealing, the latier correlation seem
'0 se more impenart because a large number of farms using a small proporton ¢f land has
a mzrginzl ‘nrlvence on the average econcmical conditions of production in a given country.
The situation, Sowever, becomes dramatically different 'when, zs is the case in Polard, ihe
iatercependences are different. If, on the basis of the average fzrm area in EEC couniries,
we seeept os small farms of ©p to 10 ha AUA, then ey corstinite up 10 66% of ail farms
in EEC countries but enlize only 14.1% of towd AUA. In Peland such farms consiiiue

W)
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32.6% of ail farms but uthze 57.3% of AUA cwned by the orivate secior. On the other
hand, 'arge farms (over 20 ka in EEC and over 13 ha in Polanc) make up 20.5% in EEC and
6.1% in Poland of 2i] farms and wtilize, respectively, 74.3% and 20.3% of 'znd. The zbove
comparison clearly shows ifat the majority of AUA in Poland. unitke in EEC. is owned by
smail and medium size ‘arms providing a major cause of e low efficiency of !abour znd
cepital.

Some suggestions concerning the speed of concentration in Polish zgricuiture can be
inferred {rom cata in Table 2. It is evident {Tom this ‘able that the rzte of strucrural
transformations in Poiish agriculture was cenmitely siower itan in EEC counttes. From
1960, the number of farms in EEC-9 decreased by ebout 0% znd in Poland by about 27%
(concerns farms above 1 ha AUA). The slower raie in the reducton of farm ..Lmoer in
Poiand, combined with the ransfer of land io the sizte sector. contributed to the fzct that,
while the average area of farms in the Common Market in the discussed period increased bv
54.4%%, in Poland ihe corresponcing increzse was only 6.8%. In other wo,—cfs. T —
gverage increate of the fzrm zrea in EEC counines amounied 10 1.62% co spom ng 10
0.25 ha AUA, while in Poiand the maie of iiis increase was only 0.22% znnually,
corresponding mereiy 10 0.01 ha AUA. It caa be easily ceiculated that the & mean annuel
increasa of e zrea of the zverzge farm wes 25 times siower in Poland than in the counties
of EEC-9. From the examined countries, cnly It2ly shcwed a similer but still higher increzse
of the fzrm zrea.

Sezning n ornd 2l he dl :'r' TENCES e_zd Decuiizrites of el Polish 2 agricuiture as weil
zs current economical ;}roc,e of our country, the .esporc.: e, long term policies of the

I concent or1 of the farm zrea, as this

P
oy

consegy er..lv “"y o y an ,rrpor'.: t rele in the rarmonizztion of Poiish and EEC
zgricuinures and affect competitveness of Polish agriculture produce.

2.Recommended reconstruction procedures of state-owned agriculture

This part of the paper zitempts 0 anziyze the cesiradle
of stzte run ag ‘-]“ure in Poiand mr_‘l the view of integrafiag our agriculture with the
agricuiture of the member siztes of EEC. It may w eil be assumed that the integration process
(which, presum Diy, will be most painful in the zgriculiure sec .or) wiil be enhanced by
structurel similerities. Therefore, it is extemely important o asceriain even direcdonzl
possibilities of improving tie stucrure of Polish agricuiture in order to recuce dangers of
head-on ceilision iater on.

In tis paper the an \s* s has been performed 1n two siess - first, we ciscuss the roie
big farms play in the agricuiture of the EEC cou"tres; secordly, we attempt o recommend
struciural improvement fr‘ 2rms in Poland through the reconsiruction of the siate sector

directions of reconstmucton
o
3

2.1. The role of large farms in the agriculture of EEC countries

One of the essential prodlems in this iype of consicerztions is the zdoption of m
‘analviical cross-section’ which will enable us 'o disii g qsh the group of "large farms'
Bearing in mind the reed to moke [Teguent comparisons wita Pelish agricuiture, we hc.ve



celined "zrge fzrms” 2s those whose agricuiurcily ‘:.,zea zrea {AUA) exceeds 100 ha.!
This ares hgp‘_;)e s 10 coincicde aimost per'e..dv with the division of farms in Poland into
private’ and “sizie’ znd so will make the 2ntire analysis easier. it may oe acced here that
farms larger that 100 ha AUA zre consicered as i gc 1 EEC countries.

Table 3 presents basic information 2bout fzrms in the EEC countries with the ¢

&rea
‘arger than 100 ha and compares ihem with the state o,\red farms in Poiand. "'here are 147.6
thousand {arms of :his tvpe in EEC and they constituie 2.1% of ail farms (with the area
above 1 hz). However, they vnlize over 29 miilion ha of land which makes up almost 23 %
of ail zgricultural 'z2nd in the Common Market {this is almost the same zrea zs of the state
owned land in Poiznd). However, the imponiance of ‘large farms’ in individuzl EC member
siates varies. Their role is highest in British agniculture where they tzke up more than 57%
of 'and, tien in Spain, Portugal, France and Denmark. The role or Ta: ge farms is smaller in
Greece, Beneiux countries and in Germany (they utilize from 3 - AUA).? The averzge
farm acreage in ihis group in EEC couniries is 158 Za AUA t s cu‘.c clear from diese
introduciory remarcks that there zre numercus similasities beraesn fzrms above 100 ha in
EEC and sizie cwned farms in Poland. The main difference, zpart Som the form of
ownership, es in the organizetonal structure of stzie adminisiered zgriculivre. The form
of farming compiexes and muiti-farm establishments resuits in 21 excepdorally big averzge
acrease of such fzrms. But despite c..l these discrepancies, there are simizrites with Aega:d
o the aCresges structute berwesn steie adminisiered agricuiture complexes and large farms
ZEC. On :he basis of the performed arzlysis, it can 2e concliuded that universal *a.r:ei}:rg
QUL Of sizte farms »ou'd be more likely 1o move us further awzy raiher than bring closer ‘o

ithe EEC agriculture. Likewise, iotzl sale-out of the lznd adminisiered Dy the siate weuld not
‘Cn the btasis of EEC siatisiics. s possidle o adopt a different way of fzrm

¢ r.g inio consicerzuon Lhe s qd rd agricuitural income per farm, or stancdard
agirect income (both are calcuizted as analytical sections for siztistical purposes)

*se2 : Thiede G., Lancwirischeitliche Bewriebe iiber 100 ha in der EG, Agrarwinschait
Hert 7, Verlag Alfred St rothe, Frenkiurt am Main 1891,

‘Judging from the progress of privatization in former East Germany, it can be presumed
that the role of these rarms wiil surely increase 1n Germany. In 1097 the average acreage of
farms and agricelturzl complexes obtaining state financial support. i.2. these which zre either
being resiruciured or where the process has already been compieted (they comprise 83%
AUA in e ‘ormer DDR) was as follows (in ha of AUA):

- subsistence individual farms (less than Z0% income from farming) - 69.2
- farms where the income from fzrming exceeds 30% - 1346
- 397.7

- pParnersnizs
cooperztives (from 1.01.1691 they funciion on the basis cf West Cerman

legislation ‘rom before unification) - 13217
- limited lizhilily companies - 5.6
- ‘cint-siock companies and imited parinerships - 1281.2

3
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remedy the situation of incividual farmers. It ‘oilows that the best solution would e o re-
siruciure the ex:sqr;g staze farms. The existence of multi-farm esizblishmenis need not
necessarly hincer :he process: (0 Whe contrary, this should ailow a cerzin zamount of

manoeuvre. Depending on specific concitions, such estzbiishments could be left as they are,
some parts could be separzied rom them, or they could be disengzged into separzie, single
La.I'I"l;"JU yniis.

Additeonal suggestons as ‘0 the direction of ransiormations in the state zdministered
agniculture can be gathered irom the analysis of agricuitural producton (Table 4).* A large
majority of farms above 100 ha AUA (about 90%) carries on their zciivities on arzble ‘ard
and 90% cf tiem have cereais in their cropping system. Those farms which do sow cerea!
sow whem on zppreximately 88 ha. Sugar beets are grown only by 17.5% of the discu a,d

arms, but the cuitivation of sugar beets sesms !0 vbe very imporant for these farms because
the zverage area of piznwztions amounis 10 28 ka. Mzny of these large farms (21‘3") have
permarnent planiztions and iheir average area is 37 ha. Permarent plantatons are pardeuiarly
popular in EEC ccuniries in the south of Europe. They can be :"cx..:d 1 47% of iarge farms
in Itzly, 78% in Gresce, 42% in Spain and 47% in Portugel and the averzge zrea of such
plantations is, respecively : 29, 5, 49 and 47 ha. Nearly three founths of large farms
(73.7%) meise f=rm animals. The most f-eguent ypes of znimal producrlm are sheeg,
sleughter carde end poultry. Sheep bresding is most imporiant in Great 3ritzin and the L'"s‘l
Rep“biic zs weil 2s in the scuth of Europe (1n Cresce - goat srocuction). The m0st ImpOrtar

animel preducton in large farms of northern EC is slaughter canle and pouitry. O-lly gdcut
one iiih of farms ¢ver ,»CO na in EEC countries are engaged in milX proguccon and fzitening
of pigs. It is, however, wor‘-"‘ aciing thai nerds are very numerous and, ia the czee of dairy
they averzge 59 znimais. On the tasis of the avallable czia it can be concluded that
ricviturael producton in lzree farms Is highly specialized and focuses ¢n large scale
oc¢ucton wilhin specializaton.

La:ge scale producton and its specialized character allow for a much lower
empicymert level in comparicon with the average employment in EEC zgricuiture (Tzb.3).
‘Jv.;eq caley ‘azed er 100 ha AUA, it amounts io 1.8 fully employed persons and is almest
thres tmes iower then the average in the Common Market. Very high level of emzleyment
in Polish state run agriculture in worth notung in this context. It can, therelore, be concluced
nere that zdapizton processes in Polish sizte owned agricuitire must include simplification
of production axd s C’unc it reducton of empioyment.

2.2.Prognesis of improvement of the farm acreage struc‘ure in Poland taking into
account privatization of the state run sector

W, Zietama ‘ound ihat even if, theoretcally, the total area of state farms were sold (o
individual farmers, this would not improve ihe relationship between labour and land - the
AUA 2¢r 1 persen empleyed in agriculture would only increase by 0.3 ha, ffom 4.2 10 4.5
ha; Zietara ., Ownership ransiormations :1 stale farms (prospects and restrzinis), Wie§

1 Pafstwo 2/1992

‘Becayse, ‘or watistical surnoses by Ewosiat (EEC Staustical Oifice) farms are grouped
differently than in ihis peper, the analysis of tie size and swuctere of producton must be

Nmied.




All znalvees of the sirucnure of acreage in Polish agricviture have so fzr been [jmit
0 individual farms and have ignored siate mun agriculure. The orocess of restructuring of
tis sector of zznicuiture shouid resuit in e fuil integration of zgricuiture into one Sranch
of national ecoromy. Only hea wiil it be possible 1o work out 2 consisient evaluation of the
entire agn’cuizue This part of the pzper wiil ztiempt 10 analvze possidviiities of Impreving
the acreage siruciure of farms in Peland. The znalysis has been sizdorated with the help of
the prognesis prepared by Z. Grochowski.* However, imporiant assumpdons and
modifications have been inwoduced:
1.The prognosis assumpron that the AUA in tie state owned secior will increase b
500 thousand fa by 2010 has besn rejected
2.0t has been assumed that in the wake of privatizzton processes in the siate
administered agriculture up o 700 thousand ha of AUA wiil move over <0 the private secior
3.1t has fumher been assumed that almost the total of the 700 thousand ha wiil be
‘-B_'\C'T Over Dy Jarmers who own more than 13 Ba AUA, and only a smail fraction A’i_II find
its way 10 farms of 10 - 135 %2 of -\IJA There should be no problem with rezch ing this
larget, proviced that in the course of the privadzation process marke! principies are appiied.
4.7t 825 Yeeq assumed et Hc transier of land from agricuiture to other seciors of
national ecoromy (including afferesizzon) will proceed along one of the followi INg rouies:
&) revte | - (based on Grocheowska’s prognosis) pregdicis reducton of AUA in
Poland by the vezr 2000 1o e level of 18,350 :..L‘Cm_..-cf'd na AUA

D) route il - ia witch it hes been essumed that, in the result of the hcﬁon of
markel mechanisms. an accitonal 350 - 200 tieusand ha of the poorest AR

wiil fall out of zgicuimurzl tse and most of his erea will come from the
*oCay’s siate keld 2nd.” The bess sojuticn would e if this land was used only
“or efforestation purposes because of its poor quality. Fallowing will probadly
3.The number of farms In the year 2000 has been sdepied afier Z. Grochowski
reducing it by zpproximatelv 100 thousand, maindy in the grou _:) of ferms with the area over
10 ha, This wes due 10 ihe fact that this peper zoplies . UA and sot total zrea. Moreover,
in route |l a further decrease, Hy zbout JO ousznd, of the numbter of farms in the acreage
group 2-10 ha has been predicied.
6.1t fas been assumed :her by the yezr 2000 the current sizte agricuiture will be
replaced bv the estzblishment of zoproximately 10 thousand farms of the size more than 100
na AUA owned by both legal and narurel persons.
Table § shows the prognosis of ine distnbution of land resources urdl the vear 2000,

*Grochowski Z., Prognosis of the development of agnculture (synthesis) in: Prognosis
of the development of agriculiure and food industry untl the year 2010: coilective publication
edited by Z. Crochowskd, PAN. Commiitez for Prognostication of the Development of e
Country "Poland 2000, 1920.

" Expert opinions indicate that. because of low quality and  noilution, respectively 1.5
and 0.3 ha of AUA in Poland shouid be zbandored from agricuiural wtilizaton; Wos A.,
Zegar J.S.. Agricuitural poiicy 0 the end of XX century, IERIGZ, Warszawa 1691, an d
Haman J., Leopold A., Roie of ::rc situral sciences and civilization challenges of the XXI
century (selection of papers), voi..V., Progresis Commission Polarnd ia the XX cenrury,

PAN Warszzwa 1961,



Depencing on the choice of the route, ihe zcreage saould diminish 1o the level of 18.35 -
18.0 maul. ha AUA, of which 1 mil. ha wouid remain in the hands of smail- holders with
‘arms of tpio | 2a ALA or e utlized 25 alloiments of different inds. The remaining 17.9

b m

10 17.3 il "a AUA wouid constitute famms digger than | ha, of which 13.3-13.9 mul. ~a
would be cuned dy private ‘armers and 3.2 - 3.4 mil. ha AUA would de zarm.d Dy
restruciured pLol i s&clor’. ]
Cn the Sasis of ihe above presented assumptions and Jorecasied changes in the AUA
resources, it aas possible io0 cne'npt a simulation of structural changes in farms above 1 ha
AUA, inciuding he privatized state run sector (T2b.7). Depencing on the zdopted variant,
the number of famzs -would dec*e,ase from 2,138 thousand in 1690 10 1.7 - 1.65 mil. There
won.id be a significent deciine in the number of smail acrezge farms so that in the groups 2-5
and 3-10 ha their nzmber would drop by 45 and 25%, respectively, while the sumber of 1-2
ha farms is predictd <0 f2il by 15%. Cn the other hand, the number of medium-sized farms
wouid increase by :proximately 11-12% in the group 10-15 ha and by 23% ia the group of
arms 2bove i5 ha Besices, an entirely new group of about 10 thousand farms in enviszged

to zppezr formed fom former swate farms. Their share in the siucture of farms would be
no more than 0.5%, Dut they would utilize almost 20% of AUA in ail Hypes of farms. All
ia ail, Earger :’"r“s, 1.8 in Pol sh conditens fazms cover 10 ha AUA, would etilize 70% of
AUA. Assuming 2t the mzin land transfer rom soth the state sector and smail farms would
concern primesily Zrms from the group of 15 ha and more, it Is obvious that this group of
farms wouid vidmeely utiize zbout 30% of AUA. and their averzge zrea wouid increzse by
zbout 30% rom 0.9 ha AUA in 1990 0 abeit 20 ha in ihe vear 2000. These farms,
together with tie fams cevelcped frem today’s sizte secior, might be fuily competitive with
the zgricuiture of EEC countries. T1ey weeld, however, occupy only *0 5 or -\UA of &l

farming land. Co*W° irive perspectives of farms of 1C-15 ha, wh ich obtain their main income
from agricuiture, wil depend on the develcpment of economical and marker sitzadon on the
demesiic ar.-d orid zgricvinure market. Eowever, ‘hey se2m ‘0 %2 doomed in long-term
perspectve. T}' t,.g ©Qomy forecasts concern agricuiture farms. Judging from the size of the
currént E‘zg‘ui\ : rs;v srogucton (horocuiture proguct ceriain fypes of zgriculture
producticn, iniensive animal producton in farms with hmc or no zgnicuitura] iznd) as well

as p’au.c.ho!e sshilities of its intensification, it can be anticipaied that about 200 thousand
arms couid. up o J,P vear 2000, successfuily compeze on the market and earn the living of
Lhe farmer’s “amily aad ensure the growth of ike farm.

All in zll, i comparisen with 1,358 thousand farms in 1988, in the vear 2000 there
would remain oniy about 630 thousand farms abie 10 support themselves exciusively or
mainly from agricuiture (Ted. 8).

nis mearns thiat the majority of today’s 10 ha rzrms obtaining thelr incor:e pr 'maﬁly
from agricuiture will either have 1o become part ime, Cr cease 1o exist (as pregicied in
prognosis).

Stumming vp, t can be concluded that the incorporation of state farms into market
ecenomy may :g wica ndy impreve the economical condition and structure of agncy siture.
Large scale hreakizg up of the siate farms or their bulk sale (especially, with the zim of

upgrading the smai-hoiders’ farms) is not recommendabie. What is neeced is restructuring
combized with srivetazation, and that need not recessarily entzil bulk sale of assets, dut



mainly land.® The existing relztonship between land and labour in state agricuiture, which
is 100% Seuer than in private farms, Hut which must siil be improved, as weil zs relatively
good copital resources constitute f2vourzble conditions for successful and rztornal
restruciuning of the state secior, Funthermore, it is predicted that a significant improvemest
of labour-land reiationships wiil be accomplished much fasier in farms and farming
establishments creaied from today’s state ‘arms thzn in private agriculture. It is, therefore,
feasible 10 assume (provided restructurization of ihe state run sesior wiil be achieved
applying economiczl criteria} hat staie agriculture may give rise 10 2 new segment of Polish
agriculture which wiil be wholly competitive with its EEC counterparts.

3. Effect of simulated readjustments of farms

Since the beginning of 1990, i.e. when Polish economy entered its Jong and painful
road of adaptation 10 market economy, 2 number of causes have emerged which led 0 2
significant deterioraton of the economical condition of agriculture. Worthwhileness of
agricultural producton was worst aifected by quickly detericrating price relations.’
Simuitzneously, Polish agricuiture was faced with the income barrier on the domestic market
and cerain protecionist actons in internatioral trace which mace ail anemp:s o relieve the
demesic market or secure more favourable prices futile. On top of that, it is worth
remembering that the entire price adjusiment operation takes place in conditons of
economical recession.’® There is, however, 10 retura o the price relztionsiips om before
1590 for agricuiture, so the only solution for Polish agricuiture is 10 pursue zctive zdaptation
Srocesses {0 aGiust (0 the changing economical conditons. This part of the znelvsis attempts
t0 cetermine the manufacture economics of main ggricultural procuce at different vanants

of price levels znd zdopdng different variants of ferm zdepation procedures. Model

*The problem of privatization of the sizie secier in agriculture is inkerently connected
with an urgent and conclusive sofuton of re-privatizztion. Lack of settlement of this problem
has a delayin.g influence on the entire process of restructuring of state agnculture. According
10 W, Zietara, ownership claims are estimated to concern 1.4 mil. ha, which corresponds to
about 20% of the totz] area of land in staie hands (Zigtara Y., Ownership transiormations. ,
op. cit.)

*In 1990 the index of price scissors of sold agriculture produce to prices of purchased '
goods and services decreased 0 49.3, and in 1991 0 75.3 after adopting the appropnate
figures from the previous year as 100: consequently, when we compare 1991 with 1989 this
index was only 37.3: Staustical Yearbook GUS; Analysis of production and economiczl
situation in agricviture and foed industry ia 1991, IER:GZ Warsaw 1992.

% Mechanism of adaplaton changes in the ‘ood sector in 1990-1991 ard its future
perspectives was presemed by Wos A.: Agricuiiural policy in conditions of market
nberalizztion (16S0-21). Mechanism of aceptat:on changes, in : Analysis of production and
ecorcmical situation in agriculture and food indusiry in 1691, IERIGZ, Warsaw 1692,




calculztion simulations were periormed on Uie basis of empirical studies.”! They comprised
private, siate and cooperative farms which achieved very zood and good production ard
economical resuits. The main premise for selecting better than average farms was the
assumption thzt they are deuer sulied for integrauon conditons with EEC and world
agricuiture. The inciusion of sizte farms aimed at gathering informaticn about possibilities
of wheir restructurization during :he process of privatizztion. Because the cevelopment of a
mocel is easier and closer o reality if it refers to a specific object, we selected one private
and one state farm which achieved producticn and economical results approaching average
and, 2t the same tme, were characterized by average, for tie examined set, resources of
production faciors.

it seems that ccspue significant differences betwesn the examined farms in
comparison with the situation in :gncuhure in general, the resuvits of the analysis ailowed ‘o
arrive at cerzin conclusions which make it possidle to come up with a number of
recommendations concerning imporiant adzptation procedures for Polish azriculture.

3.1. Model assumptions

The mdx-‘s of the current state of affairs an d he elzborzzon of model simulatiors
are based on dzma from a single Jzrm in 2 stzie agricuiturel complex in Poznai voiv odeship
and one private farm in Leszno voivodeship.

The siziz fzrm selecied ‘or modelling worked on 787 ha AUA and employed 74.2
persons (afier conversion into fuil ime werkers and 2Gcing an 2pproprizte number of persons
empioved in ‘.c:‘.;msa.-aror*) Out of ithe ozl number of e:n:)'ox ess, 39 persons worked in
the piant production, 5 ia the caitle barn and 8.3 in swine fariening. This calculetion 2lso
tzkes into account persons who were invoived in ihe zcivides of the zbove mentoned
branches of :Jrnc‘”ct‘m only indirectly as well as propordonal share of techniczl znd
administraton sz:f. The remzaining emploveses worked in other fieids not included ia this
analysis,

The ‘arm had medium quality soil but achieved very good resulis in cerezl and repe
producton and good in sugar best procduction. The principal branch of 2nimal production wes
swine faitening (3.200 stands with stand vtilization coefficient - 2.2 pigs/stand/year). Miik
production wzs of !ess imporznce - ihe average number of cows on the farm was 30, and
their milk yield was about 3000 kg/cow.

The private farm cuitivated 19 ha AUA of mosily good quality land and emploved 2.2
full dme persons. Like the swzte farm, it achieved. very high yields in plant pxoducnon. its
main animal producton focused on milk (14 dairy cows with annual yleld of 5730 kg) as
well as swine fattening (130 stands with stand vnlization coefficient - 1.8 pigs/stand/year).

Model ccnsiderations were based on the current siteaton (year 1961) and they
comprised curreat structures of organization and production as well as resources of

" Siudies were carmied out zccording 0 methods worked out in te Chair of Farm
Organization a2t Hohenheim University, Germany in collaboration with the Chair of
Economics and Organization of Agriculture at the Agricuitural University in Poznad, The
latter was invohved in dzta coilection from large private farms, stale and cooperative farms
in 1991 in Pozrait, Leszno and Kalisz voivodeships. The results have already been published
in Germany; Schile H.: Struktur. Winschaitlichkeit und Entwicklungsmoglichkeiten der
Lanc¢winschast ia Polen, Stuiizart- Hehenheim, 1992



Jrocucion “aciors. their exoencitures, producton restits and prices. The mocel aralysis
zhes inio account two levels of prices - world and EEC. 9 The prices tzken for analysis
were from Cermany and were reguced Dy 10-"+1%. Labour expenses zdopled in this variant
2re simiizr ‘o the levels ‘ound in southem EEC countries. These cosis. azart rom base pay,
2150 incluce sacial security insurance and the valve of farm products znd, in the state farm,
also social security benefits. They do '10!, however, contzin the aiternztive income of the
orivaie fzrmer derived from living in his own house. Tzble 9 shows ihe essential information
about prices of the anzlyzed fzrm produce, imporiant expenses and vaiue of fixed assets. In
the world orice variant, the vaive of machines and equipment was iixed on the basis of
Cermen prices reduced by 20%, and the value of buildings according to Polish prices; in the
EEC price variznt the value of both machines and buildirgs was fixed on the basis of German
orices. Ail e e:.alvz..d scenarics ¢copt a 10% straight-ine depreciation for machines and
equipment .—.ﬂa 2.3-10% depreciziion for buildings (depencing on their type). The interest on
~orking and fixed capital was assumed at a rezliste ior sizble economy rate of 8%, while
the depreciziion rate was assumed at 30%.
The next step in the construczion of the model was the adoptien of different adaptzton
scenarics. However, each variant ziso ackncwiedged options without zrny aC:.\DtaDOI'l.
Two basic scenzrios were acopted for plant production in the siate farm:
~ seenanio 1 3dapt3uon of labour resources and capital™). Within the framework
or Ulis scenzrio ihe present farm and production swuctures would remain intact, while ihe
machine eguinment 2nd the level of employment wouid be zéjusied to the essental producton
requirements of the farm. These reguirements were cetermined on the basis of the cumrent
ff:-_uior: nt 2ad sizncdard demand for ‘2bour as weil 2s standard machine erfficiency zpproved
rizie Cerman instdtuzons (XTBL).7 It is obvious from this anaiysis that, without
"%'ec:i:‘;g =.!:-e size znd siruciure of producdon, machine eguipment can be reduced by 30%
h rkforce by zbout 20.5% of fuily employed (i.e. by almest 50%).
- scens-‘io il ("change of ihe farm organization"). In this scenario the present fzrm
crganizzticn is changed. A far-reaching spec 2l unm wowd ve introduced and cropping
i ( merked decrease of nxed
cosis. Labour gxpenses were &..C"'Eaﬂ:d on the bw.s Of “stzndard demand for lzbour in
conditions of modern manufzciuring :echnologies in plant production (KTBL, 1991). In both
these scenzrios management and sdministraon workjorce has besn included to calculate
lzbour expenses. Mazchine egquipment was restricted 0 the nesds of intensive plant
oroduccon.
T‘Ls scenzrio has besn expanded by 2 { sub-scenzrio “or the variant with world prices.
Its main fezture is a significant reducton of wheat and repe production. Current German
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21t may be assumed that from the point of view of possible integration of Poland with
the EEC, the variant with world prices has a higher cognitive value. 1992/93 marks the
Seginning of imponant changes in the EEC pricing policies. The aim of the operation is to

uce purchasing prices of agricuitural produce to the level of world prices (for example,
x.e:e:u prices are 10 drep by 35%). Farmers are {o 2et Zppropriale compensations. See:
Poczta W.: Agricuitural interventionism of the future, Zycie Gospadarcze N° 17, 1992,

PKTSL (Kurztorum fir Techmk und Bauwesen in der Landwirischaft), 12 Azflage,
,\‘Iﬁns!er-Hihmp 1691. ¥TBL: \Mzkost, EDV-Progmmm 2ur Maschinerkos:cnkajkuiadon,
Darmstadt 1989,



siucies have indicaied that there is 30ing 10 De a considerzble cut in nirogen fertlization -
66% in :he case of wheat and 0% in the case of rzpe, addidoraily accompanied by the
reducticn in the number of plant protection applicaiions. These mezsures would resuit in a
20 duha c‘ec,—f;_se in the vieid of wheat and 3 ¢tha Cecrease | in the yie] d of rzpe.™ Only one
zdaptztion scenzrio was elahora‘en (adaptation of 'adour *esources) or he animal producdon
in the swtate farm. Using German sandarcs (KTL3, 1991), it was oredicied that the
employment in the czitle barn would be reduced ‘o 3 fuil ime workers and in the pig house
to 4.8 workers (i.e. by about 40%).

With regard to the privaie farm, one scenario ("adaptation of land resources”) was
acopied for plant 2nd dairy producton. According :o this scenario. the acreage of the farm
is to double (38 ha AUA) allowing the reduction of the charge of production by capital by
about ¢0%. The analysis for swine fatiening was coniined to diiferent price variants.

3.2. Methods and results of model calculations for some selected farm produce.

In orcer 10 improve calcuiaton znalyticity, &l procducticn ccsis were divided into
three groups. By tzking them into account in later calcuiztion, it was pessible o distinguish
three cifferent income categories which, in furn, ailowed to estumate the degres of production
prentebility.

The first group of cosis were proportional special costs. They comprised primarily
variabie cosis. In pfaﬁi oroducdon, for example, they included, among others, costs of seed

fe'"..l mineral ferulizers, plant protection chemica.'s. variadle cosis of machine application
"-1d nierest on working c:-.pital. Variable cosis of machine utiiizaton comprised costs of
o»erhadis ivels and lubricants. Costs of repairs were celculaied on the basis of Polish
norms” and price cr machines in 1991, With regard :0 animal production (mainly swine
fartening), the principel item on the list of pronom'onal <">e~al costs were fesdstulis.
Roughages used by dzirv canle were also inciuced in this group. The difference betwesn the
value of produciion and proportional special cosis constituies 2n income caiegory knewn &s
gross zrofit (direct ine com ;e). The gross proiit shouid be high enough 0 cover expenses of
subseguent cest groups. '

“Zeddies J.: Rzpsanbau nach dem neven Olsaztenbeschiuss, Hzrnoversche Land-und
Forstwinischaitiche Zeitung 1/1991; Fuchs C. zand Schanzenbicher B.: Produkuon,
Okologie und Wirischasilichkeit ausgewahler Kérnerfruchte, Agrarwirischart, Heft 1, 1952.
In these experiments, on the basis of empirical data, values of one factor function of
production in different natural conditions and at varying leveis of producdon intensity were
esimated. B

“The method employed was that worked out by M.A. Jerzak, Appiication of standard
costing in agricuiture economics and advisory services, doctor’s disseriztion, Main Library
of AR in Pcznzd, Poznan 1988.

“Neoative eross income denotes excessively ‘ow production proiitzbility and, practically
speaking, excludes its continuation, Studies of several farms revealed an average slight
negative gross profit only in e case of rye produciion. In this arziysis, hcwever, rye
procducticn was 'eft out as it occupied a marginal posit:on in the exarired farms and so could
have a negative effect en profitability of this production.
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The second group of cesis were fabour covL... depreciation costs and other overhead
expenses including tax, The income category which remains arfe subcracunb hese costs
from gross pTO'l[ czn be referzed 10 as financial resuits echieved in a given acziviry, Negative
velue means ihat either lzbour couid not be fuily paid or deprecizticn was not subtrzcied and
SO a segative e:roducum of the propeny assels ook piace.

The third group of cesis were interests on ﬁ\ed capital and land. Fuil costs of
proc'Lcu'on indicating the cegree of uiliizztion of ail producton faciors, include 21l the thres

groups of cosis. In other words, ail the production factors zre fuily naid for only in the case
Whe') the vaiue of production covers production costs calculated in this way. Possible surplus
(ret income) makes expanded reproduction of capitzl fezsible, It is, however, commen
knowledge that it is elmost impessibie 1o obtain full interest on 21l resources in agriculture.,
It can, therefore, be assumed that development is already practiczdie if positve Snancial
results zre zchieved (producton valve minus two Srat SroUDs ).

Resuits of model calcuiztions according 0 the acopied sssumptions 2nd methods are
oresesied in Tedles 10 -13. Since calculziions for individual produc:s were performed on the
basis of the same method, detziled calcuiziions are ziven only for winter wheat.

Production economics of winter wheat

Our caiculations revezled that both the swate Zarm and ihe private farm zchieved
positive gross profit of 100 ECUsha and 30 ECU/ha, ‘es;ec:i\‘e.’v "Tab. 10 and 11). In the
siate Tarm, the sarmed gross profit zilowed o cover lzbour cosis, iaxes, overhead expenses
and orcy zbout 2053 of seal depreciztion cosis [(200 - 58 <313 32 % ‘OO]. Similer proportion
of Cepreciztion costs could be covered in the private farm. However, this unpaid depreciztion
Um 2§ mueh higher in the czse of the pnivaie thea the stewe fzrm (- 215 ECU/ha zgainst -
1 ECU ka). Significant negzative financial resul's in the private farm resuited from the fact
that piant procucdon was heavily charged with depreciation costs czused by machine over-
equipment in relztion 10 needs and size of producton (the szme probiem a:ppez-:ea in the case
of interest on fixed capitai).’” It would e a misizke, however, !0 say that good machine
eguipment interferes with proper funcioning of the farm. In short and medium perspective
of integrztion with EEC agricuiture this wiil rather make the proc&s easier. However, the
results of our calculetions demonstrate that, at current price relatonships, resdnution of
machire capizl resources wiil not be possible. i

Ia conditons of world prices and with no zdzptztion processes in sight, despite
ignificant increases in gross profit both in the swie and privaie farms, the negative Fnancial
esuits even intensified pnmanly due ‘o the increase in depreciation costs (in the result of
new, higher valuation of machines and eampmem). The implementation of the first stage of
rezdjusiments in the state farm, i.e. down-sizing of the labour and capital resources, would
ailow to obtain positive financial results in wheat production of the order of 52 ECU/ha. The
second, more dramatic stage of adaplation involving changes in the orgznization of the farm
and production intensificaten should almest double financial results i0 100 ECU/ba and
should aiso creazz favourable circumsiances conducive, in conditions of world prices, o the
net profit of 21 ECU/sha. This means that all the procducton faciors involved in the
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“The problem of “machine over-ecuipment” occurred in ail analyzed nrivate farms.
Ud% ng from sifistical daia. it can be assumed that it concerns a considerable majority of
g 2rd 200d farms in Peland.
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procuctivn process would be paid for. The implementation of adzpiziion procegures in the
priv"e farm (readjusiment of '.md resources) would sigmificanty reduce regative financial
resulis f1om -266 10 - 74 ECU/ha. So such =adjusiments would not solve ihe probiem, yer
they wouid form founcations for subseguent sz2ges of adzplation (further increzse of land
resources or farm reorientetion which wouid allow its efficient operation at jower "machine
saturztion” thanks o mechanization services or by joining "machine communes” 2:c.).

In conditions of EEC prices pesitive financial resulis in the state farm would be
achieved cven without implementation of adagation procedures, but their introduction would
improve these results considerably. Without zadjustmerts, net profit would not be -eachable,
while impiementation of successive stages of aCaptation would make it artainzble. As o0 the
privaie farm, positive financial results in cozditions of EEC prices could be achieved only
after implementadon of the planned adaptatiots, though even then the f2rm would not zchieve
net pront This mezns that even the zdoptien, for our considerations, of very high EEC
purchase piices, would not allow to pay fuily ail resources of production fzctors gathered at
the analyzed farm. It seems thet this thesis aplies o the majority of Polish ‘zrms.

Profitability of rape and sugar beet production

E“* ton of rape and sugar beet procucton profitability in the analyzed models
reveals siy .,lar tendencies. However, general dZiferences hetween the stzte far'n znd privaie
farm, zs Jzscribed above when discussing wheat producton, are mainiained (Teb. 12).
in Polish concitions and in concidons of worid prices rzpe producten in the stae
farm brings lower gross profit than wheat production. This producton becomes com;\eiri\-e
with whezt when high EEC purchase prices e adopted for analysis. Pos; ive financ: ai Tesuits
in e sxie farm could only be achieved afier iniroducdon of the rzdical variant of
acap"'w 1, but even then it would not be possible 10 earn net profit. With reference o the
private {o:m, as it was the case with whea, 2nd for the same rezsons, it would zot be
possibie ‘0 accomplish at world pq’ces positive '-mﬁnc*:.l results , 2nd even iess so net proiit.
Converscly, high rape purchase prices in EEC' mazke it possible that even without
introductica of any readjustments the state farm would achieve positive financial resuits and
net proiit in the analvzed model. It foilows duat the implementacon of such rezdjustments
would improve the achieved results very sgmificandy. In the case of the privaie farm,
positive financial resuits could only be reacted arter full implementiation of the zdzptaton
scenario. Qur calculations show that, practicaily speaking, fuil payment of the iand 2nd fixed
czpital weyld e pessible ( the loss calculatedin the model would zmount to only 1 ECUr/ha).

Similar promability tendencies of sugzr Deet and rape cuizvaton (at the zdopted
calculaticn scerarios) result from similar rizZonships betwesa Polish, world and EEC
purchase prices between these crops. The main difference lies in the fact that in Poland
(particularly in the case of the state farm) suger best production is charged with very heavy

/-.

1691 was the last year in which EEC farmiers were paid such high prices for repe. An
agreement was reached during GATT regodations ("Oilsceds Panel”) whereby EEC has
consented io recrient iis oilseeds market so dat their prices wiil be compamc,e with world
purchzse prices and EEC producers wiil be paid appropriate compensatons; \hnexlungen der
Kommusior an der Rat und an das Europiishe Parlamert - Die kiarige Entwiklung der
gemensaren  Agzrarpoiiik,  Brissel 1681, also el Poczta, W. Agricuitural
inierventicnism.... op.cil.



production cesis. This explains why, in conditers of world prices, despite relatively high
gross profit, lesses in sugar beet cuiivaton in the state farm without introducton of
adaptation procedures are higher in comparnison with wheat. Reduction of the number of
workers and :heir replacement by seasoral workforce (calculated in the model) markedly
improved economics of sugar beet cultivation, but only iotzl reorganization of the state farm
and complete eiiminaiion of the hand lzbour would create conditions for achieving net profit.

In conditions of world prices, moderate labour costs of sugar beet cuitivation in the
privale farm, in contrast with rape, created possibilides of achieving sositive financial results
after adaptavon of land resources. However, heavy charge of czpital eliminates any chance
of net profit.

In condidons of very high purchase prices of sugar beets in EEC (the high price is
paid only for part of the producdon)®®, net profit would be achieved in all scenarics in both
models. Naturaily, readjustments would considerably improve the economic efficiency.

The performed anelysis of plant producton profitability revealed inappropriate
relationships berwesn resources of fixed czpital and jand and indirectly - and this is cerzinly
more important - it brought to light low productvity of capital. In iong term perspective, the
problem wiil become particularly zcute in Poland in farms which are now considered as large
but which, in future, wiil be trezaied as medium sized. Bearinz in mind the existing acrezge
structure of Polish zgriculture, it would not be realistic to expect radical area increases of

average farm. It follows that perspectives for complete simple reproduction of property
assets wiil remain blezk. This means that sigrificant part of machine work in plant
production wiil have to be done by machines {fom 'ouiside’. This predicted development of

the economicel sitvation in Polish agriculture, aithough unweicome for mzany fzrms, is
= N '

oe

rational and will creaie conditons for reducdon of producton cosis.

Profitability of milk and pork production

The analyzed types of znimal production do not give much room for consmucton of
theoretical adjustment simulztions. As for the state farm, the adaptation scenario was
restricted by emplovment (existing labour organization in the object zdopted for modelling
was already g0od). The adaptation scenario for the privale farm zdjusted land resources in
miik production by reducing costs of roughage production. In the case of animal producton,
the czlculation results were affected more markedly than plant production by the price variant
adopted for predictiors. '

Milk production in the variant with 1991 prices was more profitable for the private
farm. This was caused mainly by about 15% higher milk yield of cows and jower labour
costs at only slighdy higher level of other costs. The value of milk production in the private
farm covered the proportioral special coss, costs of roughages, labour and depreciation costs
and there was even a small profit which, however, did not cover interest of the fixed capital.
Miik production gave negative financial results in the state farm.

In conditons of world prices, without applicaton of adaptation procedures, milk
production profitability plunged in both types of farms. Implementation of adaptation
programmes would, however, significantly improve profitability of its producton - in the

“There are srict quota regulations in EEC (A, 3. and C). Thre price acopted for model
calculztion was that for A quota, i.e. the mghest.



private farm, even a net profit should be ezrned (afier interest on fixed capital), while in the
staie farm the less would be negligible. High miik purchase orices in EEC would ensure net
profit even without application of readjusiments.™ However, implementation of adaptztion
scenanios would markegly increase income. paricularly in the sizie farm,

Simulated results of caiculations for swine fauening prontzbility differ considerzbly
when compared with mocels for other hypes of production. As regards the state farm, the
highest profit was achieved at price relationships which occurred in Poland in 1951. In the
case of the private farm, because of the siightly different structure of costs, the profit was
a little higher in conditions of world and EEC prices. High profiability of this branch of
arimel producdon in Poland resulted directly from the relatonship between the sale prices
of slaughier animals and prices of feedstuffs (primarily cereals) which constitute the main
component of production cests. This reladonship was more favourable in Poland than in the
world and EEC markets. Nevertheless, implementation of adaptation procecures in the state
farm would reduce production cesis by 1.5 ECU/animel in conditions of world pricss, and
by 3.5 ECU/enimel 2t EEC prices. These are reserves which could be achieved through
retonalization of employment. These cziculations confirmed goed profitabiiity of swine
fanening in Poland. However, these fzvourzble relztionships will deteriorate as Polish
agricuiture becomes closer integrated with the world and EEC zgriculnure.™ Negative
erfects of the deteriorating reizConships on swine fanening profiabuity wiil be feit much
sionger ihan in e presented models because farms used for this study menzged this type
of production much better than average.

Conclusions

The performed calculatons show that, with the exception of swine fanening, zt orice
relationships from 1591 and at the existing relationships betwesn production faciors, there
Was 10 possibiiity to achieve profit which would fully pay all the involved production factors
(including interest on land 2nd fixed capitzl ). Leaving interest on land and property assets
out of cost components (which zllowed the establishment of financial resuits in the analyzed
branches of production) ailowed to achieve stil a small profit in the case of milk producton
in the private farm. This means that the remaining branches of production led to
cecapitalization of property (depreciaticn was not fully realized). Ia conditons of world
prices without implementation of adaptation procedures (with the exception of swine fariening
in the private farm) economical resuits became markedly worse - losses increzsed irrespective
of whether inierests on land and materizl resources were left out or not. However,
implemenwation of edaptation scenarics in conditions of world prices effectively improved
ecoromicel resulls - losses were significantly reduced or even possibilities of earning a small
surplus appeared. Economical results in the studied models were very good in the varant
with EEC prices. But even here the resuits were much improved if rezdjusiments were

*Milk production in EEC is controiled by quotas. Restrictions of production would
increase fixed costs and, in this way, reduce profitability. Moreover, milk prices in EEC will
decrease foilowing future reforms of market policies which will cut purchase prices on butter
ard Mk powcer.

“These relztonships worsened in Poland 2lready in the autumn of 1992 in the resuits of
poar harvest caused by drought.




._52.-

applied. Economical "opening’ of Polish economy means that the scenario referred to in this
analysis as "economical activity in conditions of world prices” is becoming more and more
realistic. On the other hand, from today’s perspective, the vaniant with EEC prices does not
seen relevant for Polish agricuiture. Furthermore, it can be predicied that it will not be
important for Polish agricultural producers even in future, after Poland hzs joined the EEC,
since agriculture policies of the Common Market are ciearly aiming at reaching the levels
of world prices. Consequently, readjustment scenarios for Polish agricuiture should be
“world price oriented”. This analysis showed that world price relationships are often less
'friendly’ than those which occurred in Poland in 1991. It can, therefore, be concluded that
without important changes in relationships between producdon factors, implemeatation of
adaptation processes in Polish agriculture will be very limited leading to serious reducton
of competitiveness of Polish zgricultural produce on the worid market. This means that there
is an urgent nesd for 20 emergence of a group of efficient farms which will be strong encugh
{0 begin 1o play a dominant role in Polish agriculture and, at the same time, withstand
international compettion.? The performed analysis 2iso showed that rational privatization
and restructuring of the state zgricultural sector may help this process.

2T, Hunek estmates that today approximately one third of farms in Poland may have
economical and social premises which qualify them to become “resilient, economically
aggressive sector of 'purely’ agricuitural, dynamic, highly efficient farms”,; Hunek T..
Long-term economical, social and cultural aspects of modernization of villages and
agriculture; in Socio-economical changes in the process of modernization of villages and
agriculture, PAN IRWIR, Warsaw 1991.
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Tob | Agnculture farms and Innd utilization according to aren - 1987 r."

Counines Farms including acrenpe provps (%) Aver. farmn Plots below | ha | Average farm Percent of Ml
a-nimber ncreage shave n number (thous,) |acreape incl, sizel furmy o
{thousands) 1 ha AUA h-nereage AUA 1 ha ploty farms ahove
biarek nvtliow 1-5 ha 5-10 hin | 10-20 ha | 20-50 ha [50-100 ha | 100 ha and (ha AUA) (Uhous.hn) {(hn AUA) I hn AUA"
snnds more (%)
Germany A 670,7 294 17,7 22,1 24,8 a2 0.8 17.6 34.4 16,8 53.2
b 11826 41 0% 183 43,3 19.4 7.4 18.0
France . 911.8 18.2 11,8 19,2 32,8 13.6 4.4 30,7 70,0 28,6 62.7
b 28024 i3 2.8 9.4 J4.3 30,0 22,0 34,0
Ialy " 1974,0 67,9 16.8 8.7 1.6 1.3 0,7 7.7 810,0 5.6 57.1
h 15141 20,1 15,0 154 17,9 122 19.4 404,0
Halland A 1172 24.9 18.4 25,0 27.3 4.0 0.4 17,2 14,8 14,9 80.5
b 017 3.8 7.8 21,1 47,7 14,6 5.0 7.0
Delginm/ )
Luxcniburp a 82.6 2710 53,7 239 24.4 5.7 1.0 18,0 14,3 15,4 66,1
b 14R9 4,0 7.4 20,2 41,7 19.5 T2 7.0
Great ]
Britnin " 2429 13.5 12.4 153 254 17.5 15.9 68.9 172 64,4 54.5
b 16746 0,5 1] 3.2 12,2 17.9 6.9 4,0
ireland A 2169 16,1 15.2 29,2 30,6 70 I.6 227 0.1 22,6 64,1
b 4916 2,0 5,0 18,6 41,2 21.3 , 14 0,0
Denmark » 86,0 1.7 16,3 252 39,4 13,8 3.6 32,5 1.0 32,2 945
b 2798 0,2 3.6 1.7 N7 219 18,3 0,0
Greece A 1.5 69.4 20,0 1.6 2.5 0.4 0.1 52 249 .8 4.0 70.8
b 3722 32,0 25,5 19,0 13,1 5.4 5.0 121.0
Spain a 1539.9 53.3 19.0 123 9.4 .6 2.4 16,0 251.9 13,8 39.1
24681 1.9 B.1 10,6 18,0 154 40,0 115,0
Partugal  » 3840 2.5 15.0 1.2 3.4 0,9 1,0 8J 251.4 5.2 115.6
b 3202 19,6 12.3 11.6 12,0 T3 17,0 128,0
EEC-12 s 6929.6 49,2 16.8 13,5 12,7 4.7 2.1 16.5 1715.0 12.4 59.2
b 114562 7,0 7.1 11,6 25.1 19,3 29,3 8390
Poland 10-15 hin | 15-50 ha
(1990) =
Private A 2138,0 52,8 29.8 113 6.0 01" 0.0Y 6] 1691,0 ) 3.7 50,0
[arms
h 13400 29,1 34,2 1 22,4 20,3 874 e

1/The daa used come fram 1987 becauace it was the Iast year in which they carricd oul analysis of furm structure in BEEC;  2/Included are [arins oblaining more than 50% profit fiom
agriculture produktion; 3/Estimate from dala from 1987;  d/Including persons raising animals without agriculture land (46 thous. in 1988)

Source: Cumatat 5, 1990, Luxemburg, CECA-CRR-CEUA, Nrisacl-Luxcmburg 1991: Agriculiure nmd food ceonomy 1986-1990, GUS Warszawa 1992; Rocznik Stalysiycrny Waje-
whadziw, GUS Warszawa 1990; own calculntions
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Tab. 13 Profitability of milk and pork production

¢

[

ltem

Unils Present World prices LELEC prices
situntion
(1991) No Adnplation of labour No Adnpuation of labour
adnapintion resources (land)!’ adapiation resources {land)”
1. Milk production
1.Slalc [arms
-gross profit ECU/cowlycar 129 213 24] 752 795
-linancial rezully . -4() -108 20 139 374
-ncl profits . =70 -145 =17 52 247
2.Privale farms
-gross profit ¥ 138 253 329 936 1049
-linancial rerules - 3 0 76 437 523
-nct profits " -7 -4 K 39 405
11.Park production
1.51ate fsrms
-gross profit ECU/fatiener 25 19 19 33 a3
-financial rczulls - 19 10,5 2 17 20,5
-ncl profis - 15 B,5 10 12 I5.5
2.Privale farms
-gross profit N 28 32 x 48 Y
-funancial rezulls N 22 23.5 X 30 x
-nel profits a 19,5 20,5 x 225 x

L Adaptation of Inbour resourcea in state Inoins and Innd resources in privale fnrins

Source: Own calculations
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Talr 12 Profiability of rape and sugar heel produktion (ECU/hn)
ltlem Present World prices ERC prices
situation
(1991) No Adnpintion of Changes in laan No Adapiation of Changes in farm
adaplation Inbour resources organization adnplation labour resources organization
and capital (lnad)" and capital (Innd)"
I Rape
i.State farma
-gross profit 72 172 172 190 581 581 581
-financial rezulls -4 -119 -25 48 170 313 3194
-net profils -116 -217 -107 -3l 39 197 282
2.Privatc arms .
-gross profit 55 148 148 x 551 551 X
-Ninancinl rezulls -238 -439 -16i X -12 196 x
-net profil -388 -585 )18 =306 -1 X
11.Sugar beels
1.Sulc farms
-grass profit 166 346 346 346 1533 1533 15133
-Npancial rezully -4 -105 66 18O 826 1109 1310
-nct l)roﬁu -95 =203 -6 101 695 993 1198
2.Privalc farms
-gross profil 170 362 362 - x 1514 1514 x
-financial rezully -162 =232 5 x 759 1061 x
-nct profits =312 -4806 -152 x 465 864 x

1/Adaptation of labour resources and capital in statc farms ond land resources in private farms

Source: Own calculations
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Tab.2 Farms (above | ha AUA) - structural changes

| 8

Cowntlres

Number ol farms

Number of Avernpe annunl Average farm nerenge Acrenge Ratc of in- Avernge
(thous.) farins in 1987 reduction rale of {ha AUA) in 1987 crease of farm annunl in-
(1960 =100) farm number (1960 =100) acreape crcase of farm
1960-1987 1960-1987 acreage
1960 1937 (%) 1960 1987 (%) (ln AUA)
Gennany 13852 G670,7 AR 4 -2,65 9.3 17,6 1892 2,39 0.31
France 1774,0 911.8 51,4 -2.43 15,7 30,7 195,5 2,51 0,56
by 2756,3 19740 71.6 -1.23 6.8 1.3 113,2 0,46 0,03
Holland 130,23 173 509 -2,47 9.9 17,2 173.7 2,07 0,27
Belgivm/Luxemburg 209.1 82.6 39.5 -3,)8 B, i8,0 2i4.3 2.86 0.26
Gireat Drinin 43,1 2429 8 2,20 22,0 68,9 2152 2,88 1,37
Ireland 00,0 216,90 4.8 ~1,07 17,1 2.7 111,7 1.08 0.11
Denmark 1923,7 86,0 44 4 -2.96 20,7 32,5 157.0 i,68 0,44
EBC <9 7281.8 4302.2 591 -1.23 i2.5 19.3 154.4 1.62 0,25
Poland (private farms) 2937 3Y 2138.0¥ 72.8 -1,17 59 6.3" 106.8 0,22 0.01
flelationship
Moland and BEC - 9
(%) 40,3 49.7 X 00,0 49,6 31.6 X 13.6 4,0

I lncluding farmy frain 1 lia AUA;

21 1990

Zr6dlo: Curosiat 5, 1990, CECA-CEE-CEEA, Drisscl-Luxcmburg 1991;
Dic Lage der Landwirtschall in der Gemeinschall, Dericlt 1991, EGKS-EWG-PAG, Drisscl-Luxcinburg 1992;
Statistisches Jahrbueh Gber Branihring, Landwirtsehnft und Porsten | Londwisschallsverlag, Minster-Hiltrup;
Agricultural Sutistical Yearbook 1945-1965, GUS Warszawn 1965

Own calculations

95
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Tab.3 Farms above 100 ha AUA in EEC (1987) and state farme in Polish rgriculture (1990)

f Counties | Number of Procent of AUA in farms | Percenrge of Avenage
farms wath ol farms bigger than wul area of farm
| over above | 100 ha farms zbove scrcege
100 ha AUA L ha ALUA {thous . ha} 1 ha (%) (ra ALA)
%)
Germany” 3600 0.8 712.8 6,0 128
France 40300 14 5951.6 19.3 148
I Taly 13200 0.7 14008 8.1 106
Holland 200 0,4 97.7 43 195
Belgium 700 0.9 55,7 7.0 137
Luxemburg 80 2.8 8,7 7.0 109
Great Britain 38600 15.8 10675.5 574 277
lreland 3500 1.6 542.9 9.5 155
Denmark 3100 3.6 441.0 183 142
Gresee 000 8.1 187.6 50 208
Spain 37100 24 £236,1 30,4 22
Porwgal 3800 1.0 B78.2 9.4 225
EEC - 12 147600 2.1 29228.6 123 158
Polznd:

State farms (MRIGZ) 112 X 32510 18,4 2924

inciuding:
sizts farm complexes S50 0.23 3251.0 18,4 630
olier state farms 1128 0.05 2580 1.4 208
Cooperztives 2229 0,30 656.0 3.9 211
Agrcultural cireles 131 0,01 4.0 0.3 412
Total 8515 0.:0% 42200 24.0 258Y

1/ Without formes Ezst Germany:
Y Including estimated 3000 farming complexes in sizle farms of MRIGZ.

Source: Eurostat, Landwirschaft 5A, CECA-CEE-CEEA, Brissel, Luxemburg 1951:
Thiede G.: Lendwirschafiliche Seiriekic Gber 100 ha in der EG. Agarwirsehoft, Hea 7,
Y. Alfred Stothe, Frenkfurt am Main 1991
Statistical Yeardook GUS, Warszawa 1991,




Tab § Emplayment pec 100 ha (ealculated as fully employed) - 1990

J

= —

ltem Germany France ltaly Holland Helgium Fuxeminig Grent Irelnnd Denmack Gicece Spain Forugsl EEC-12 Poland
Hrilmin

Total agriculluse 6,5 4,4 12,8 11,7 6.7 6,7 2,4 4,3 3.3 14,2 5.4 19,7 6.8 Ly

frarine above X e AUA 2.2 2,0 2.2 2.1 I.R 2.5 | 8. 1.9 2.0 1.2 1.6 3.1 1.R L

1/ Withiout agnculinee aervizes,
2/ In wate farme supervised by MRIGZ snd governors

Source: Die Lage der Landwinschafl in der Gemeinchafl, Bericht 1991, EGKS - EAWG, Drissel-Luksemburg 1992
Thiede Q.: Landwictachaflliche Betdiehie Gher 100 ha in der EG, Agrarwinschafl, Tlef 7/1991;
Statistical Yearhook GUS, Warszawa 1991;

Own calculations
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Tah 4 Agnculiural production in farms over 100 ha AUA

(

ltem

Ger-

France Iialy Holland Bel- Luxem- Greal lreland Denmark Greece Spain Portugal EEC-12
many pivm burp Itritain
Nuinber of farms (thous) 5.0 40,1 13,2 0,3 0,7 0,08 38,6 1.5 3.1 0.9 37.1 1.9 1416
including farma with sreahle ;
land (thous) 58 390 10,6 0,5 0,7 0,08 34,3 2,7 3,1 0,7 3.7 1.8 112,9
Percentage of [arms xpecializing in
plant or animal peoduction (%):
cereslaV 96,4 96,4 84,9 30,0 100,0 L0010 R1.7 74,1 96,8 57,1 911 RY,S 90,6
-eupar beeta' 50,9 25.2 13,2 R0,0 R5.7 : 12,5 IB.5 22,6 . R.2 : 17.8
“livestck 718.6 76,7 60.6 40,0 5,7 10,0 85,7 97.1 71,0 83,9 58.2 au.? 73,7
-dairy eattle 25,0 24,1 21.2 20,0 28.6 750 24,1 34 25,8 11,1 R9 20,5 03
-swine 35,7 174 25,0 14,} 25,0 o) 2,9 38,7 1,1 3.7 4).6 18.4
Concentration of produktion’
~cereals (lia) RS 1158 7 70 [(A} 9 100 40 94 09 103 10 RA
~supar beets (ha) 26 15 34 27 30 i 35 iR 26 % 15 i 2R
~dairy caitie (heads) 62 42 63 160 76 73 16 78 Rl 24 12 26 69
-awine (heards) 474 R8s 241 163 1R} 919 1000 &0 20 123 1100 PLE

17 In relstinn 1o faema wilh srable Innd;
2/ Calculated pes farma wilh » given production.

Source: Thiede G.: Landwinschallliche Betrichic Gber 100 ha in der EG, Agrarwirtschall, liell 7/1991;

Own calculstions,

6%




Tab.7 Pognesis of changes in the stucture of farms sbeve 1 AUA

Ya Varant Acreage groups (ha AUA)
wial 1-2 2-5 5-10 10- 15 above ahove 100 ky
15 ha from formes
state run
Number of farms (thovs.)
1990 2138 T3 751 637 242 130 "
2000 I 1700 330 430 500 70 160 10
il 1630 320 410 480 270 160 10
Farm structure (%)
1690 100 17,7 35,1 29.8 1.3 6.1 X
2000 [ 100 19.4 5.3 29,4 15.9 9.4 0.6
I 100 19.4 24.8 291 16.4 07 0.6
Agricultural land (thous.ha)
1920 13400 564 2536 4591 2956 2713 x
2000 I 17340 440 1450 3550 3300 4560 3420
i 17 440 1200 3500 3500 4960 3200
Structure of land utilizatdon (%)
1990 100 42 18.9 343 224 20.2 X
2000 1 160 2.5 8.4 20,5 20.2 28.6 19,8
i 100 2.6 £2 20.6 20.6 292 18.8
.Avc:-agc farm area (ha AUA)
1699 53 1.5 3.4 .3 12,4 20,9 X
2009 I 102 13 J4 4l 13.0 31.0 3430
n 10,3 1.4 14 7.3 13.0 31.0 320,0




Tah.6 Prognasis of apricultural land resources

J

<

ftem

Acreage of AUA

i 1990
(thous.hn)

Reduction of Uic ncrenape
of AUA by 2000 in thows. ha

Varinnt |

Inter sector
trnnsfer by
year 2000

Land resources in year 2000

in thous . hn AUA

Varinnt 1l (Nous.lia AUA) Variant | Variant [l

Swlc run scclor 4240 -100 -340 =700 440" 3200"
wcl:

sate wrms of MRIGZ 3251

other stale [arms 239

cooperalives 696

ngricullural circles 54
Privaic [arina ) ) ha AUA 13400 4700 13900 13800

-270 -JB80

Privaic farms ( 1 ha AUA, allotments,
other AUA 1080 1010 1000
Total reduklion X -370 =120 X x x
Total AUA acreape 18720 18350 18000 x 18350 18000

i/ Farmerly state run aflce privalization Unnsfonnations

19
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Tab.& Farms obuining towa] or mznty of income frem tgiculure produkiion

I 1988V 2000 (Forecsst)

! :‘Cmgc s Farms (thous) Ferms 2nd mainly agri-
I {ha) culturz] farms together
I agriculunml mainly {thous)

\ agriculturz]

| 05-2 27 9

i 15 81 223 200¥

‘ 5-10 174 343

| zbove 10 175 76 A0

l Total 1358 640

1/ Daa from 1588 refer 10 tota] farm zrea, heace the sigaificant cilference despite the pessage of only two years in
corrparison with Tzb. 7;
2 Abewe | ha AUA

Scurce: Deta Tom the Census, afier Frenkel 1., Demegrephic situztion and structurs of employment of villzge popula-
ton in Poland, Wied i Rolnictwoe N° 3, 1991
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Tab.9 Prices of some selected imporznt farm products end means of production as well 28 the velue of capiizl
szsources {in the discussed objecis)”

liem Uris Present situation Level of Level of
{i991) word prices EEC prices

Wheat ECU/dt 5,65 10,10 15.00

Sugar bee's ECU/dt 1,i8 2,00 4,83

Rzpe ECU/dL 10.20 17.50 32.50

Milk ECU/dt 0.09 0,15 0.20

Pork meat ECU/dt 0.79 1,05 1,20

Minerai ferilizers (pure component)

N ECU/kg 0.20 0.45 0.53

P.O, ECU/g 0.35 0.:0 0.58

K.0 ECU/kg 0.20 0.24 0.2

Monthly wages in a siat= farm (including

insurzncs)

- plant producton ECY 122 289 338

- anime] producticn ECU i£2 331 538

Consumption inceme (lzbour payment)

in a privaie farm ECUM 0.63 1.57 3,14

Intesest on land ECUfha 7.5 37.5 51.00 |

Fixed 2sseis:

Sute Bem:

- piaat produkticn ECUMa 616.0 i526,5 i017,5

= mZX produciion ZCU/iplecs 7490 - 9100 2I64.5

- swine procueticn ECU/pizecs %40 104.5 272.0

Private frms

- plant produktion ECU/ha 5083,5 1877.5 6092.5

- mik producion ECU/place 1009.5 11000 lccp

- swine production ECU/plece 117.5 135,0 3410

1/ Bezause the objective of the paper is 1o determine adapiation possibilicies of Polish agricuiture W EEC conditons, 2l
the calculations, 21l the calevlations are in ECU. When calculacing from German sources, the raie of exchange wes
1 ECU = 2.05 DM. At the me 1 ECU = 1.29 USD.

Source: Toepier Internaticnal, 1991:
Agrarwirschaft 12/1991;
Own caiculsbors
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Tab.10 Profiability ol wintcr wheat production - state farma (model)

liem Units Present Warld prices EEC prices
siluntion
(1991) No ndap- | Adaptation of Changes in No adap- [ Adaplation of Changes in
Intion Inbour resour- furm talion lshour resour- farm
ces and enpitnl arpganization ces and capital organizaion

Yicld dU/him 65 65 45 65
Price ICUAR 5.65 10,0 10 15
Value of production RCU/dt 367 650 450 975
Secd maltcrial ECU/hin 20 33 33 45
Fertilization RCU/ha 113 139 43 16]
Plant prolection ECU/ha 38 100 42 101
Variable costs ECU/ha 59 83 52 a2
Interest of working capital and other variable coats ECU/ha 37 42 35 12
Proporuonal special cocts - tolal ECW/hn 267 397 205 433
Gross prafit IPCU/ha 100 253 245 542
Labour coxls ECU/ha 58 126 66 18 234 123 48
Depreciation IECUMIn 52 143 103 95 162 122 113
Remaining overhead expenses + tax ECU/hn 3 32 32 n 32 32 n
Financial results ECU/Mn -4l -48 52 100 I4 265 349
Land inlcrest ECU/n 27 3 31 3 51 51 51
Interest on the fiacd capital CU/Ma 25 6l 45 42 R0 65 61
Overhiend expenses RCU/ha 4160 796 GRO 429 992 826 738

LECULN 7.08 12,25 10,46 9,53 15,26 12,71 11,35
Nct profil/lnss ECU/hn =93 -146 -30 2] 17 149 237

ECUM ~1A4D 2,52 -0.46 0,47 0.26 2,29 .65

Source: Own caleulations
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Tal 11 Profiability of winter whent production - private farms (inodel)

lem Units Present situation World prices EEC prices
(1991)
No adaptation Adnpintion of No adaplation Adaptation of
Innd resources land resonrces
Yield duhe 65 65 65
Price BCU/KI 5.65 10,0 15,0
Vnlue of production ECU/dL aa7 650.0 TS
Sced malerial ECUW/ha 24 39 59
Fertilization ECU/hn 120 148 172
Plant protection ECU/hna al 86 86
Variable cosls ECUMa GO 84 R4
Interest of working capiial and other varinble costs ECUW/ha 52 56 42
Proportional special cocls - total ECU/ha 287 413 - 484
Grosa prafit [ECU/ha 20 237 191
Labour costs ECU/Ma 12 a0 24 60 47
Depreciation ECU/hn 78 463 217 503 302
Remaining overhiead expenscs 4+ 1ax ECU/lin 10 10 10 10 10
Financial resulis ECU/Ma 215 2266 -74 -R2 132
Land intcrest ECU/lin 27 37 Y § 51 51
Interest on Uie fixed capital LECU/ha 123 199 120 243 146
Overhead expenscs RCU/Mn 732 1152 BRI 1351 1040
ECU/dL I1.26 17.26 13,55 0,78 16,00
Net profivloss CCU/ha -365 -363 <231 -376 -65
BCW/dt -5.62 -5.62 -3,55 -5,78 1,00

Source: Own calculalions

S9
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VI. EVALUATION OF THE POTENTIAL TO IMPLEMENT MARKET
ORIEETED MHEASURES IHNTO POLISH AGRICULTURAL POLICY

In the numerous available analyses of the condition of
Polish agriculture, attention is as a rule concentrated on
underlining recession phenocmena, while the evaluation of the
economic condition of the food sector is most often based on the
80 called extrapolation of trends, which comes down to a simple
continuation of the situation recorded in the 1980°’s. Starting
with the basic principle of the then agricultural policy - that
is maximization of the rate of growth of farm production - very
detaled calculations are made, to assess which part of farming
output has dropped or what was the decline in the cattle or
sheep numbers. All in all, a catastrophic vision of the
condition of Polish agriculture dominates with warnings of
"imminent danger of famine" in Poland not unusual.

Cne would 1like to make the following observations in
relation to such evaluations of the present condition of Polish
agriculture:

- firstly, it is not justifiable to affirmatively view as
optimal the condition of ©Polish agriculture in the past half
century. This would not be justified by the past effficiency of
Polish farming or Dby its dynamism nor the fulfilment of the
expectations of agricultural producers nor of consumers.
Calculations by J. RAJTAR 1/ show that demand for food
products as a rule exceeded supply by about {0 percent, but in

some periocds - for example the end {970’s and early 1%880°’s -
this figure was between {5 and 20 percent. The fact that a
system of food rationing - through coupons, had to Dbe

introduced, indicates that the past situation can hardly be
considered as a positive Dbenchmark for the evaluation of the
.'esent 3tate of Polish agriculture.

= secondly. an asseasment of the state of Polish
agriculture in the 1989-1991 period seen as a gimple
continuation of past trends, must be described as a
nisunderstanding. Agriculture finds itself today a part of a

7ery specific stage of transformation from the past system of a
entrally planned economy, towards a market oriented system,
~espectively from an autarchic economy tc an open one, linked to
.nternational marketa. This means for Polish agriculture a
tituation of transition conditions, thus premises related to the
vast aystem are no longer in force, while new ones are in statu
rascendi. Clearly one observes that the new principles of
gricultural policy, A new instrumentarium for support and
egulation of the agricultural sector are yet to be fully
efined, thus their recognition and acceptation by agricultural
roducers are very limited.
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All in a11, Polish agriculture finds itself in the course
>f a4 proceas of departing from an "0ld"” towards a new philosophy
> development, sector management and fun?tioning, thia
oncerning rather the whole food sector than agriculture alone.
he market and its forces and their inter-actions constitute the
>asic determinant for the formulation of this new philosophy in
he development of the agricultural and food sector. This new
Shiloseophy will be as well decisive for the success of Polish
2conomic reforma in general, their capacity to resolve the
country“‘s principal social and economic problems. These issues
ire the subject of this paper.

1. The Theoretical Framework for the "Harket" Category

In 1its everyday use the category of "market" appears to be
inderstoeod in a most simplified manner. As a rule it is brought
wn to single sell-buy transactions. This simplified view of
=& market category gives ground to extreme attitudes - from
.-raditional glorification of the "invisible hand of the market"
quoting Adam Smith) to total nonchalance and discarding the
>ositive attributes of the market. Within the framework of the
eoremma of rational expectations 2/, the understanding of the
liarket at present in Poland is rather in terms of naive
:Xpectations than rational ones.

wWhat in fact is the market ?

To use the most universal definition, the market may be
escribed as a multi factor, many sided, multi subject PROCESS,
ith many premises and conditions. Let us accent the word
process”, thus the continuous motion, fluctuations, superficial
<sorder and change, while in fact subordinated to clear logic
-1 cause and effect relations. In the market process we see a
lace for the scaling of arguments, notions, both related to the
ubject in question and not related directly, of the conditions
nd expectations of the buyer and the supplier. In effect, the
uying - selling price is an outcomme of the filtration effect
confrontation) of particular positions, thua it becomes a
arameter besgt expressing the costs on the one hand, the
enefits on the other. In effect, the market is the best system
or s8ocial verification of the social value of goods, services,

nd indirectly of producers and buyers, and further - of
ranches of the national economy, and in relation to the global
ystem - the economy of a particular country. As the history of

>dern economy shows, outsaide the market system it has not been
’33ible to construct another agystem of evaluation equally
fficient.

The market process through its multi-plane confrontation of
1 notions of the buyera and of the sellers, through price
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ompetition and also non-price competition is by its very nature
>f self-correcting character. One may indeed speak of market
cerfectionism. In turn, in technical and economic categories the
>ptimization of market relations is perfect. This however
orings forward the practical gquestion whether in social
categories it is possible to accept the "pure’ market results ?
>r might M"softening" actions be necessary, to make this pure
narket evaluation result more acceptable ? If this is the case,
.hen this opens up the road for specific actions, to
intervention systems affecting the market.

In the sphere of social market consequences in general the
rendency dominates to decrease the impact of the price, as
jictated by the aforementioned market perfection, thus the
ypecific intervention actions will "amend" the results of the
narket evaluation. This 1is supported and parallel to specific
_.deologies, such as that of a social market economy.

ki Another area of market imperfection is the difficult to
~esolve dilemma of the usefulness of the market or lack of it in
.he implementation of long-term development programs or of large

icale investment preojects. Thus the view dominates that the
l1arket as such 1is not capable of creating the required, long
.ime horizen, development models, investment projects or

ducational undertakings preparing the public for the future.

All in all, the actions undertaken within the framework of
conomic policies, aimed at ‘"softening” the impact of market
erification and the imperfections of the market, viewed as a
ool for creating the long-term form of social and economic
evelopment, are frequently found at the very foundations of

roadly conceived interventionism, principally state

ntervention. This concerns as well, perhaps first of all, the
»d sector.

[

when demonstrating the premises of this interventionism,
1e cannot but remark that an important premise is also shortage
f knowledge - or to put more bluntly - ignorance of the part of
icision makKers in the realm of economic policy. This consists,
1 one hand, of yielding to pressure of often transitional
1bliec wecational interest groups, on the other - short skills
» avoiding making decisions, not 1locking ahead to complete
rsults of intervention actions, in particular in the long run.

Ho doubt as a classical example in this respect one may
ote the intervention programmes o©0f the Common Agricultural
licy of the European Communities. Broad price intervention on
ricultural markets, subsidies to farm production, to supply of
rm inputs, elimination of competition coming from
ternational agricultural products markets - all these have
deed permitted to fulfil many demands on the part of farmers
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in Western Furope but Iin effect have as well caused a very
expensive and at the same time difficult to resolve problem of
surpluses of farm products, coupled with relatively high social
costs of food proeduction, huge costs of financing the
intervention policies in question. On the one hand, the problems
of the agricultural sector which were the original reason to
undertake the intervention - have remained unsolved, these being
respectively the Ilower productivity of the agricultural sector
in comparison with the balance of the national economy,
excessive production potential involved in farming, too many
farms, etc. The proposed programa of radical reforms for EC
agriculture may be viewed as an essay to finally perform the
execution, the "sentence" announced by the market years ago.

An important attribute of the market is uncertainty. In
fact, this uncertainty, defined as the potential possibility to
achieve different results as effect of particular undertakings -
constitutes the principal factor of economic life in general.

=

when analysing the category of uncertainty on the market,
one Trecords two types of this uncertainty; first that arising
from the morphology of the market as a procesas, second that
induced by particular economic policies. Financial policies
affecting agriculture, as well as structural policies, import
and export policies etc., all exert upon the agricultural
narkets to greater degree uncertainty rather than stabilization,
the latter however Dbeing as a rule given as the reason and
justification for the introduction of particular policies. In
fact ©policies affecting the size of the farm, the supply of
igriculture with inputs, the income situation of agricultural

xroducers, all these remain in conflict with parameters
ietermined by the market, constituting in the final effect
irtificial systems, which -~ in @particular in the long run -
hemselves become factors causing increased uncertainty,

KR1llowed by destruction.

At this point it worth to relate to the very often
resented demands presented by agricultural producers, supported
Yy the farmer based political parties, that stabile rules should
e established, thus a specific freeze of conditions for farm
roduction or more broadly - for farm management. Such effortis
imed at stabilization of conditions of agricultural production,
2ing contradictory to market leogic, further, being in
sntradiction te the logic of development, cannot be efficient
ad thus in the long run must bring about negative results, of
>urse 1in contrast to the original expectations, which were
siented at stabilization of farm production conditions.

The level of uncertainty in farm management, in addition
d parallel to the still continuing strong impact of natural
nditions, is a direct function of ignorance, lack of
cognition of premises, conditions, both in macro and micro
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scale, by agricultural producers and by politicians alike. Thus
the most certain and efficient way to reduce this uncertainty is
to work towards improving 1the kKnowledge and recognition of
bremises and conditions of farm management and of the very
norphology of the farm markets functioning, of the market
“ocnasidered as a process.

2. The Market in the Process of Reforms

A foundation of the ambitious program of reforms and
ransformation of the past system of command allocation in the
’01ish economy is the opening up of the economy to international
ompetition, this including the food sector.

ﬂ The creation of the aystem of a market econcmy proved
L /ever to be a difficult process, generating many conflicts,
laking its way with difficulty, having to fight the almost half
century tradition of discrediting market rules, facing social
.abits, adjusted to well practiced rules of behavior in the
ast, artificial economic system. To obtain an understanding of
his process, to undertake specific actions to affect its course
equires however recognition of the specifics of the very
roceas of economic reforms, of ita dynamics in particular.

One may say that always risky and socially costly reforms
re firat undertaken, later accelerated as result of two types

f premises, conditionsa: social desperation and social hopes.
1e . desperation resulting from the declining standard of living
£ the principal pepulation groups, as result of the

2teriorating situation in the national economy; further the
oy lining technical and economic efficiency, the dwindling
amics of the economy and the entry into the stage of

:cession, to put it in general terms - the "folding up" of the
itional economy, collapse of the organization of social life,
.screditing of the dominating ideology, in effect, the

.smantling of the former social and economic system. The social
‘speration 1is thus based on the experienced deterioration of
.2 standard of living on one hand, on the other on the dim or
ne at all prospects for improvement of the situation of the
milies, of social groupa. The hope, often of romantic
aracter, is Dbased on belief that the commencement of the
ocess of reforms will serve to reverse the degressive trend in
e economy, which should result in an immediate, rapidly
ticeable improvement of the welfare of the society.

Thisg atate ,Giveg ground to pu_blic expectations and/or
ceptation to the necessity to introduce the important changes,
insformations, thus reforms, so0 as to counteract the
jression and to formulate the path of hopes for the future. An
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imperative thus become such reforms of the economy that it will
become competitive on international markets; that the national
markets are balanced in terms of supply and demand; that the
public is guaranteed a satisfactory level of social and economic
security. In the post-socialist countries an additional,
autonomous, goal of the Treforms appears, this Dbeing the
"dismantling" of the ©past system of the socialist economy and
the construction, to replace 1it, of a new economic system,
defined as capitalist, market oriented. In order to achieve
these goals the reforms make use of a specific instrumentarium.
The basic elements of this. instrumentarium are as follows.

- Reduction of the state budget deficit, through blocking
the outflow of empty money, as effect of strenghtened fiscal
discipline, a growth of state budget revenues from taxes and
through privatization realized through sale of state
enterprises.

- Achieving equilibrium on the market of consumption goods,

is achieved through reduced conirol by the state or

yiberalization of prices, reduction or abandoning subsidies to
prices, lastly through liberalization of imports and exports.

-~ Setting into motion mechanisms to eliminate inefficient
enterprises, through bankruptcy, anti-monopoly action,
recognition of unemployment as a natural consequence of the
restructuring of the national economy, of re-organization of the
national and of particular labor markets,

- Rationalization of the process of investment through
organization of the market of investment goods, of capital and
labor marketa and through support of direct investment by
foreign capital 3/.

In each concept of the strategy for reforming the economy

e category of the social costs of the reforms play a major

i%f! In general terms these may be defined as a decline of

consumption levels (standard of Livinhg]) . inflation,

inemployment, temporarily inefficient allocation of capital and
>f labor.

In the context of the social costs of reforms, the
‘ollowing issues appear to be of basic importance:

- is it indeed necessary to bear the social costs in the
ourse of the reforming the economy or is there a real
0saibility to resolve this issue, following the path of the so
alled Czech velvet revolution. All Trecorded experience of
eforms under way indicates that avoiding the social costs
nvolved is not possible. As this has Dbeen indicated the reforms
f the economy are undertaken as result of the downward curve of
he level of social incomes and o0f the standard of living.
evertheless, the curve of destruction of the past system
inefficiency, indebtedness, destruction of the natural
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:nvironment) takes a much more dramatic course. The introduction
>f reforms (liberalization of prices, reduction or elimination
>f 3subsidies, opening up to competition of external markets) -
:his Dbecomes the literal hour of truth, coupled with bringing
:he social incomes and Trespectively consumption down to the
level of actual social productivity in terms of creation of
rational income. As a 1rule this means further decline of
onsumption. of the standard of living levels, thus more acute
social costs of the implementation of reforms;

- one asks thus whether the Key target for the strategy of
~eforming the economy should perhaps be the minimalization of
:he social costs of the reforms. The experience so far, in
>articular of the reforms which ended in success, rather clearly
-ndicates that the answer to such a question is negative. The
yptimum category for the reform strategy is not so much the
ainimalization of the social costs of reforms but rather
ichieving success of transformations of the economy since

lestructed, through equipping it with characteristics of
lynamicas and rationality, through c¢reation of a new economic
(_tem. In the reform strategy one may distinguish three
yptions:

1/ a radical shock therapy, resulting in high social costs,
. rather acute decline of the social incomes as well as
ronsumption but lasting a relatively short time, after which the
‘eformed economy acquires dynamism and permits to rebuild the
ast level of consumption and further on, a "healthy” economic
‘evelopment. In this model the social costs are high but they
e experienced in a short period of time. This model, strategy
1ay however Dbe implemented only when there is social and
wolitical support for it, while, parallel, the standard of
iving prior to the reforms permits its lowering without
ndangering the biclogical existence of major social groups;

2/ a strategy of gradual reforms, extended in time. This is
. 8trategy characterized by comparatively higher social costs
;) as the experience of Hungary and Czecho-Slovakia shows, more
Ztended 1in time. Furthermore, this strategy has nowhere yet
een crowned with succesas;

3/ a strategy of maintaining the status guo - abandoning
bhe reforms of the economy or even a return to the past model of
be economy. This strategy variant will entail the highest

ocial costs and will constitute in the future a major barrier
0 undertaking reforms, thus adding to the already high social
osts.

When analyzing the process of reforming the economy one
1ould in particular astress the following apparently optimal
:quence for implementation of reforms during the period of
articular strategic options:

- radical, jump start and implementation of the first stage
f reforms. This means that such decisions as liberalization of
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prices, in whole or in part, elimination and radical reduction
>f subsidies to particular sectors of the economy, real interest
rates charged on credits, convertibility of the national
surrency - all these ought to be implemented at once and should
apply to all sectors, to all entities in the national economy.
Juring this period there is no room or opportunity for special
treatment of any of the sectors, e.g. agriculture;

- transfer from the period of shock reforms to a period of
3radual actions, spread out in time in such domains as creation
o ¥ 3 market structures and institutions, privatization and
commercialization of the former state sector, creation of new
legal systems. It is in this period that the possibility
appears, or even the necessity to differentiate the approach
towards particular sectors, for example agriculture. The first
3tage had in fact permitted to set into motion the market
nechanisms, which further on may be supported or corrected
through state intervention.

~

If one was to essay definition of the logic of processes of
~reforming the economy, then this could be attempted as follows:
>ne should set into motion in the national economy on the
roadest possible scale spontaneous market processes, natural
rconomic forces at play - thus permitting the objective
»rocesses to materialize, to gain public acceptance, then,
‘ollowing the defined model of the new system, the state may
indertake in proper time and form corrective actions, as well as
.ctions supporting spontaneous market processes. As experience
.23 shown, at the basis of success of the undertaken reforms
ies the collaboration of the state with the spontaneous market
ased economic processes, rather then attempting their
Aajorization or replacement with non-market regulations.

- 3. The Agricultural Sector within the Polish Economy
Reforming towards the Harket System

The reforming of Polish agriculture in the direction of
iving it a market orientation started on a marked scale in
288, The market economy principles introduced assumed allowing
21 f-regulatory mechanisms, starting with free (not controlled)
~ices for farm products, nevertheless guaranteeing to farmers
‘nimum prices, further prices for farming inputs to he
igotiated and free prices for food products, although for some
‘oducts prices remained controlled by the state.

The introduction of market mechanisms into the food
oducing sector as a whole assumed the extension of the market
sed philosophy of management in agriculture, in the particular
rms and in their environment, this composed of the farming
puts industry, food and farm products processing etc. This
sumption proved to be not a realistic one in the practice
herited from the socialist economy.
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The cause for this was the result of the weaknesses
demonstrated by the agricultural sector when confronted with the
other components of the food economy and with the
non-agricultural parts of the national economy. The economic
bargaining power of agriculture, the organization of farm

producers, the effectiveness of the agricultural lobby - all
these failed to face the challenge of market competition or the
dictate of the monopolistic organizations raling the

respective markets.

The experiment with introduction of market mechanisms to
the food economy did not last long. In {990 the Solidarity based
Sovernment introduced the comprehensive program of reforms in
the naticnal economy, to replace the former command allocation
system by market principles and regulations, the past socialist
nono-centre society by a democratic system.

The above resulted in new premises and conditions but also
¥ challenges for the agricultural sector. The priority targets:-
I the process of economic reforms were moved from the
agricultural sector to the national economy as a whole; success
in reforming the national economy became the main goals, to
#xhich the goals of particular sectors were to be subordinated.
Mis was the reason why in the strategy of reforms, in
2articular in the period of stabilization of the economy, there
vas no possibility to offer special, preferential treatment for
igriculture.

The implemented program of reforms assumed that after 2-3
‘ears of the  stabilization period the principal components of
he new economic system in three key areas will be formed:

- property relations, through privatization,

cmmercialization ({(through the creation of communal property,

sperative, workers participation programmes) of the basic part
- the so far state production assets;

= market mechanisms and institutions, through their

ttension and expansion and their recognition as the basic

:gulation instrument of economic processes, both in the sphere
production and in the sphere of distribution;

- tazmation regulations, the financial system as well as
nking and convertibility of the Polish currency and
constrained import and export opening of the Polish economy to
ternational markets.

The introduction into 1l1life of the aforementioned system
eated a diametrically different situation for the agricultural
ctor ~ both at the level of the farma, ags well as in the
ctor‘s external relations. Agriculture faced the necessity to
ipt to the new philosophy of the country’s economic life, to
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adjust to the new exXternal parameters for agricultural
management. The ppincipai determinants 0of this new situation

2PPear to be as follow3a:

- Eztension and expansion of market based determination of
pPriceas for farm products and for farming inputs, which meant in
effect that the factor actually defining the levels of prices
became the relation between supply and demand but at the same
time, for the time being, a role of importance was to be of
intermediaries, the latter often with a monopolistic position.
The bargaining position of agricultural producers was clearly
weakened - prices were no longer the subject of negotiations in
the former underatanding of the word (since the guaranteed
minimum prices for farm products were eliminated) but were
determined by the results of commercial bargaining alone.

~ Reduction of elimination of subsidies to food products
and to farming inputs has resulted, in the opinion of consumers,
in food products becoming expensive, which in turn caused a
er level of demand. This has resulted in the principal
c iJplex component of the situation of agriculture in the course
o £ the transformation process. The clearly unfavorable
proportions, determined historically, in the distribution of
1ational income into individual incomes and accumulation and
oublic consumption, have resulted in traditionally low wages and
1igh share of expenditure on food in the average family
1ousehold budget. This resulted in a low income elasticity of
.ne demand for food. The growtlhh of wages was in turn slowed down
Yy the slow improvement of economic productivity of the outside
tgriculture sectora and by fears to "fuel”" the inflation.

- Reduction of the past preferential credit and
azxation schemes for agriculture, which brought about particular
ifficulties for those wishing to start a new farm or to
ncrease the production potential of an existing farm.

D. - Convertibility of the Polish currency, opening up of the

"ish economy to global markets meant in effect for the Polish
armer the necessity to compete with American, West European or
oviet farmers.

All in all, at the very threshold of the undertaken reforms
E the national economic system Polish agriculture faced the
mmerous dilemmas of the transformation.

The three years passed of reforming the economy permit an
jsay at evaluation of the behavior of the agricultural sector
i the course of reforms. In categories of agricultural policy
tis was a far {from uniform period: the years 1989 to {990 were
periocd of rather consequent introduction of market principleas,
th in the domestic agriculture sector and in the sense of its
ening up to international competition; the yearsa {991 to 1992

turn were a period of domination of the pelicy of state
terventionism and of autarchic content in foreign relations,
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Ag witnessed for example by the very concept of "blocking
tariffs on imports”. Further in this evaluation one may
distingusih clearly two dimensions; in the real sphere, the
technical and economic Tresults of agriculture during recent
years (1990 to 1991) and in the sphere of social reflections, in
the evaluating opinions of agricultural producers and by farmer
political organizations. '

If one will relate the principal technical and economic
criteria of the production situation of Polish agriculture in
the vyears 1989 to 1991 to the longer term development trend of
the 1980-1990 decade, then we see that the situation is as
illustrated in figures

F a pr.am production; Farm production in its prin-
~ipal categories (final production sold, production sold andd
1et production) were maintained at the high level of the 1986 to
ﬂ& period.

Inputs for farm Production; A drop
vas clearly recorded of the material outlays for production and
‘or services. Use of labor and amortization of fixed assets were
1aintained at the same level. In total the outlays for farm
sroduction were markedly decreased by about 10 percent.

E £ffectivenesas o f f arm Prroda c -

i © nj Full efficiency of of farm management, measured as the
‘atio of final production to the input of production factors,
a8 been characterized by important growth. It ias a matter of
ispute to what extent this improvement was caused by system
hanges and what part was of an incidental nature (short
inancial resources for purchase of production inputs),
evertheless this is indication and measure of the fact that the
gricul tural sector in the new economic conditions functioned

iatively better compared to the outside agriculture sectors.

one takes into account the conditions and starting point of
olish agriculture, as dominated by the private farms sector, in
articular the functioning of the mechanism of the farmer
>usehold, then in fact in the aprearing new market principles
1is situation c¢ould not be different. Furthermore, one may
>iuntarily formulate the thesis that in the years 1890-1991,
iriculture and the food sector as a whole were an important
ictor for the rationalization of the whole economy. This may be
.tnessed by the following indicators:

- the return to a relatively high level of farm production
rmitted to rebuild already in the first half of 1991 the level
food consumption to its volume prior to the reforms;

= a high rate of growth of food and farm products exports
d a positive exports and imports balance became an important
urce of accumulation of financial means for the national
onomy ;
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~ the relatively lower in the period under discussjion rate
f growth of prices of farm and food products in comparisoen to
he growth of prices of non-food products constituted an
mportant factor to dampen inflation.

A 11 of the above may be recognized as unquestionable impact of
‘he market mechanisms set into motion, oriented at the process
f reforms and transformation of the national economy.

At the same time in the sphere of publiic opinion the
 ituation in agriculture 1is described - to use the results of
‘esearch by Professor D. Gataj - as catastrophic 4/. This is a
henomenon well known throughout the world. In Polish conditions
wo additional factors exert an influence.

- The great expectations found among farm producersa of the
os8itive results already to appear in the very first stages of
ntroduction of market mechanisms into the food economy. These
F’mctations, as we have tried to show, could not be fulfilled.

- The "heating up" of the alarmist opinions on the
ituation in agriculture Dby the farmer, peasant political
rganizations. A review of the programmes of these organizations
ermits to understand the premises and reasons for such
ttitudes. The peasant/farmer political organizations are satill
riented at the "peasant getto”. Such an orientation, even if
egarded in the light of the incorporation of agriculture into
ne national economy as a whole, must lead to incorrect
valuations and misguided programs for development of
iriculture and countryside. Wwhat more, the fragmentation and
"eat number of peasant/farmer political organizations leads to

particular form of bidding as to who better represents the
iterests of farmers - the starting point in this respect is the
rgative assesament of the existing state of things. Finally,
le farmer political organizations are dominated by political
dgets, which in fact may be of benefit only for their
itical leaders and related groups.

Starting with 1992, agricultural policy gradually 1is
coming dominated not so much by the real sphere, by the market
gic of the atate and development of agriculture but rather by

[ 7

2 optics of "social" reflection of the market of politicas.

The conaiderable dynamics of the 1990 to 1991 period of
justment processes, in reaction to the new external economic
iditions, have diminished. We observe a marked change in the
.entations and attitudes of agricultural producers, from an
.itude aimed at improving productivity and better management,
tieving higher incomes while using the available production
‘tora, this to improve or at least maintain the present income
uation, towards an orientation concentrating on demands to
rease farm products prices, expectations of intervention
ernment actions, such aa those concerning preferential terms
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of credits, minimum (but profit bringing) guaranteed prices,
"blocking import tariffs” for food products, etc.

As result the dynamics of growth of prices of food and farm
products are slowly beginning to run ahead of the growth of
households’ incomes, which means that the food sector is
becoming an inflation generating factor, in fact destroying the
whole system of the naticonal economy.

A. Market Determinants of the Food Consumption Hodel

The level of food consumption was always a central issue of
social and economic policy in the period of the centrally
planned economy, this both for Poland and for the other
countries of Central and Eastern Europe. The matters related to
i.eding the nation always remained in the center of the state’s

. terest. This interest in the sphere of the strategy of
development of the national economy was at first transmitted
into the principle of food self-sufficiency, later food

security, to be realized on the particular countries’ scale. In
affect, a complex asyndrome of making the country’s economy
iependant on food requirements evolved. Itas effect was the
:¥pansion of the food sector, to constitute up to 30-40 percent
»f the country‘s whole economic potential. This resulted in a
1igh level of supply of food products and their consumption,
vhen related to the overall level of the country’s social and

rconomic development. The supply with food products, when
‘eckoned in such basic parameters as daily intake of calories,
'rotein intake, fats etc. was in Poland in the period prior to

‘eforms comparable with the level in West European countries.

.t the same time other indicators, characterizing the standard
i living, demonstrated a drastic discrepancy between Poland and
2 aforementioned group of countries, which not only continued

1n time but as a matter increased. It is reasonable to ask for

he justification of such a state of things. As the principal
remises one may assume the following:

- the long term demand trend for food which in its graphic
orm represents a shape close to the letter "3". This means that
n the early stages of economic development the demand for food
ncreases at a moderate rate, while in the intermediate stage of
avelopment thi: demand for food products increases dramatically,
ien in the stage of advanced development the dynamics of growth
f the demand for food start to decline, finally in the stage of
' ad advanced economic development the dynamics of demand for
»od approach =zero. Poland 18 at present in the intermediate
.age of economic development, thus witlh characteristic high
mamics of growth of 1t1he demand for food; the food products
irket always was in Poland a "hot political issue”. It was the
mndition of the food products market which would be decisive
1 the social acceptation for the political regime and would
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iictate social peace or tensions;

- the public in the sccialiat syste, "liberated" from the
investment outlays for production inputs, constmiction of
qousing, costs of schools, medical care - since all this was
zuaranteed by the State, could earmark the principal part of its
incomes (50 to €0 percent) for spendings on the food products
narket. The level of food consumption was an important parameter
>f the standard of living, determined not only by the incomes of
the particular family (food was relatively inexpensive) but

~ather by the ability to "procure"” food;

- Poland, same 28 the other countries of post-socialiat
Turope was implementing the model of an egalitarian society. The
spread  of incomes, measured by the relation of the level of
incomes of the 5 percent of tlhie households with the lowest
incomes to that of the 5 percent of the households with the
1igheat incomes, amounted in Poland to approzimately 1:3, while
in Latin America this was about 1:20. The egalitarian tendencies
‘Ire an important factor serving to increase the demand for food
> Jducta;

- the Polish society 1is in the course of the process of

irbanization. This transition proceas from a rural to an urban
jociety, manifests itself through a high rate of consumption of
‘ood products. The process of profound transformations of the

‘conomy in the course of reforms could not remain without
mpact, neutral as concerned the level of nutriticn of the
cciety. To ©present this 1in the form of conclusions, the
rincipal determinants for the consumption of food products in
he process of reforms, are as follows:

L In the period of introduction of the basic rule of
arket economic reforms, i.e. the release of prices, the
limination or radical limitation of subsidies in the economy,
ae commercialisation of credit, national currency
Mevertibility - a marked decline 1i3a recorded as concerns

chase of food products, a a smaller drop in fcocod consumption,
1is made possible as effect of using up stocks. This is however
periodical collapse of the level of consumpticn, lasting about
.X months, followed by a relatively rapid reconstruction of the
:vel of consumption.

2. The phenomenon of defending tlhie past relatively high
vel of consumption has manifested itself in full extent. This
8 taking place at the expense of limiting the non-food
mponents of consumption and earmarking the principal part of
e incomes of the family household for purchase of food. About

percent of the housc¢holds total number would in the years

90 and 1991 earmark 70 percent and more of their incomes for
rchase of food.

= After the short term fluctuations, the level of food
1sumption Treturns to the general tendencies and regularities,
>5e being a declining share of expenditure on food in the
srall spendings of the households, further upgrading and
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3ophistication of the model of food consumption; a growing
lifferentiation of the food consumption models in, respectively,
less and more affluent families and households.

4., The reconstruction of the level of foocd consumption
vas first a constraint, later served to eliminate the demand
>arrier for products offered by domestic agriculture and food
industry, which appeared in the first stage of reforms, mainly
in the year 1990.

2 The reconstruction of the level of consumption, the
iifferentiation of the diet into the "poor" and the "rich”
raused a strong pressure on imports of food. This is rather
mderstandable if one considers thiat the affluence of the WwWest
Turopean grocery and table as concerning the varieties of
sroducts, brands etc. was on the average two- threefold greater
han in Poland.

" 6. The model of food consumption to a large extent was
: rject to "westernization”, which may be recognized within the
rconomic development strategy, in particular in the process of
.ntegration of Poland with the European Economic Community, as
:n important factor favoring this integration.

The broad impact of the market mechanisms in the sphere of
he food sector in the course of the process of reforms resulted
n a short period in marked, not to say, basic changes in the
a2rket based model of food consumption.

First of all, the econcomization of the food products market
as effected. The elimination of the system of subsidies, both
or Pproducers and for conswmpers of fcod, made the market
ransparent. The category of so called empty demand for food
gﬁsed to exist. The food products market became an important

'vrce of parameters (signals) for specific behaviors, both on
ue part of food consumers as well as producers.

Secondly, as result of the market evaluation of the food
~oducts, as effect of shaping of real relations between the
~ices of food products and thie incomes of the particular groups
£ households, further as effect of elimination of the
1certainty in the supply with food - a broadly understood
itionalization of the food consumption model had place. This
rans an important premise for the overall improvement of the
itionalization of the social and economic functioning of the
untry as such.

Thirdly, the process of privatization and in principle the
193 introduction of market mechanisms and institutions in the
od sector, markedly decreased (i.e. through the elimination of
tioning, queues etc.) the social costs of the functioning of
13 sector.
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Fourthly, the process of introduction of market mechanisms
into the food sector, as well as the food consumption model,
caused an unusually favorable Phenomenon, consisting of
destroying the myth of the food products market category - food

roducts have ceased to be a special, an extraordinary group of
gcods. The ease and continuity of supply with food producta, the
potential possibility to compensate through imports the lack of
stability of the domestic production of food, made food products
a standard, normal category of market pProducts, completely
comparable aa concerns rank with the other than food products

and services.

The general conclusion which aprears when analysing the
market determinants of the model of food consumption, may be
rhrased as follows: a fully real demand for food products has
been c¢reated; its reality 1is determined both on the domestic
market as well on international markets scale through txe
convertibility of the Polish currency. Real demand, which

stitutes a stabile and at the same time hard parameter for
£ ad producers, constitutes at the same time a strong
motivation, incentive to asatisfy the demand, this reing an
incentive both for domestic and for external producers. In this
sense the traditional concern of the State to cover the rezl
demand for food 1s practically no lenger relevant. The rezl
demand will always result in the reguired production. It remains
- in an open economy - a matter of competitiveness, efficiency,
guality and range of food products offered, this including farna
management, as well as the extent to which the real demand for
food products will be covered Dby domestic producers and ths
extent to which external suppliers will participate. In this wavy
the introduction of market determinants into the food sector in
the process of reforms of the Peolish economy permitted to define
the Dbasic premise {principle) of permanent validity for the
development and modernization of Folish agriculture.

5. HMarket Intervention Policv in Polish Agriculture

1 E3iea] policy impiemented in Poland in the
92 two clearly counteracting tendenciss were

- actions in favor of liberalization of markets; these were
characteristic for the 1989 to (S50 perivd;

] in favor of subsidizing agriculture and
farm production; these were recorded mainly

- action
protecting dJdemeatic
1994 to {888 SY.

1o theE ygaps
1The year 1992 one may recognize as being dominated by tendencies
e increasing intervention Dby the state. The practice of
SRea Ldideen Aand PrOteEt ioen of Polish aygriculture were implemented

1y Lha Bt lowing ways:
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farm products prices

Determination of

Prage enough in accordance with the accepted system
rinciples, the State gave up direct determination of the prices
f farm products but it did keep in its power the mechanisms for
uch an indirect influence, this mainly through the intervention
ctivities of the Agricultural Market Agency (in Polish: Agencja

'yiku Rolnego).
This Agency announces for public notice the foreseen

ntervention prices and this very fact by itself exerts a
ertain influence on the actions of particular subjects on the

arket , this including also an influence on prices. The
ctivities of the Agency are oriented at stabilization of
rices. They are of course not as effective as the farmers had
xpected them to Dbe. In this sense the effectivenesa of the

gency activities was low Dbut one cannot negate the impact
ompletely. It is very probable that without these stabilization
chemes by the ARR Agency, the price and income effects of the
'kket transformi tions would be even greater.

In 1991 the aggregate index of prices received by farmers
or their products was 130. If one considers that the index of
nflatien was in the same period 170.3, then one must observe
hat the real level of farm products prices dropped by 34
ercent. This was one of the major factors affecting the weak
usiness conditions in agriculture. This statement is in fact
alid for ~all farm products, theugh obviously in a differing
gtent.,

The price indexes for the major farm products in comparison
.thh 1990 were as follows:

tal grains ‘ - 96,0 cattle - 136.8
yheat - 97.2 swine - 1232.0

~“ye - 79.3 milk - 1850
tatoes - {97.9

Hinimum prices

The issues related to prices creation did not in 199t go
rond discussions and political conflicta. The broadly
lerstood agricultural lobby clearly opted for the
.ablishment of minimum prices, in particular for grains and
 mille. The Government decision in this respect was made in
"2y The minimum prices for grains and for milk are seen
‘ever only as the bottom 1line for the intervention prices
rectional), which are established every year by tlie ARR
icultural Harket Agency. “when prices drop below this
acribed level, intervention actions by the Agency are set
o motion. Thus the Government was not inclined to offer price
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guarantees or to guarantee Procurement of farm products at
pre-determined prices. This divergence of positions was of a
rather fundamental nature. In 1991 this conflict was not
possible to resolve or to overcome and the issue remains open.
In beginning of 1992 this conflict went into a stage of final
decisions, +this being an obligation imposed upon the Government
by a decision of the Polish Parliament - Sejm of 3 October 199i4.

) while there is no doubt that State intervention is
necessary  in the direction of stabilization of agricultural
markets, farm prices and farmer incomes, then it is little
probable that these actionas would lead to guarantees of farm
products procurement. The minimum prices for the principal
products (grains, milk) are established on the basis of the
current market situation, not on the level of incomes, which
might be guaranteed to farmers in advance. In this concept the
minimum price is the directional price determined by the
ai;icultural Harket Agency and the approach of current prices

rket) to its level sets into motion obligatory intervention
& tivities by the Agency. Thus, in practice the market price
should never reach the level of the minimum price, although
theoretically this is possible. The heart of the matter is not
so much the determination of the minimum price but alsc, perhaps
firat of all, the choice of such a strategy of the Agency which
would stabilize the market and not permit the market prices to
drop below the threshold price (minimum}.

The mechanism of minimum prices cannot operate alone and
iutomatically. The principal decision, which in fact determines
:he scale of intervention, is made in fact by the Parliament -
:he Sejm in the course of the procedure of acceptaing and voting
:he State budget. It is in fact a decision on the re-transfer of
.ncomes and it i3 only repeated on the market and determines the
icale of intervention of the ARR Agency., thus also the level of

iceas offered to farmers. The level of minimum prices depends
the State budget decisions, not on the a priori established
1ules for the establishment of minimum prices. Even if these
dinimum prices would be established, it would remain doubtful if
hey could brihg about greater effecta than the present
ctivities of the Agency, provided that there is no further
ea-transfer of incomes from the budgel to agriculture.

Credita and Interest Charged

The c¢crediting of the fecod scctor has been demonopeolized to
large extent. The Bank for Food Economy (in Polish: Bank
yspodarki Zywnosciowej) lost its former monopolistic position,
1is is true as well of the cooperative bankas, which
tvertheless control 85 percent of the lcans offered to the food
ictor. New Dbanks have made their appearance, offering more or
'35 attractive conditions of credits and deposiis. The domestic
rket has also received some foreign credits, with a number of
nKks from Western Europe and USA starting operations.
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The domain of state intervention were credits offered on
preferential terms, to Dbe used for the financing of: (1)
procurement of agricultural raw materials and stocks from the
{990 and 1991 crops; (2) Dbiological progress in agriculture
/purchase of seed and breeding material/; (3) purchase of
farmland; (4) purchase of mineral fertilizers; (5) adapting of
the farms to requirements of ecological farming methods and (6)
purchase of wheelchairs for the handicapped. The engagement of
the State budget in the financing of development of agriculture
and of food industry in 1991 was as follows:

PLZ ECU
million
- credits for purchase of mineral 850,000 53
fertilizers and crop protection
chemicals
~ credits for investment related 295,000 i8
Gi to modernization and restructu-
ring of agriculture
~- credits related to investment 16,000 i
in restructuring the food pro-
cessing industry, feed industry
and rendering
-~ credits for procurement of farm 200,000 1F

farm products and their storage

If one was to relate the scale of the credits granted to
he wvalue of the agricultural commercial production in 19914,
hen one has to recognize the intervention activities through
hese credits as relatively smzall, both as concerns the process
f farm production, as well as the structural transformations of
‘lish agriculture.

Intervention Procurement

A number of companies are involved with procurement of farm
roducts but intervention activites of the market ars conducted
1ly by the Agency of Agricultural Markets. Its mandate
resees: (1) procurement of surpluses of products in periods of
W prices, (2) stocking of reserves and sales of surpluses
.ncluding exports/ in periods of high prices, (3) imports of
irm  and food products, depending on the needs, (4) offering
.arantees and collaterail for loans, (5) performing current
alyses of the market situation and elaboration of forecasts.
e Agency conducts a policy of indirectly exerting an impact on
riculture, The scale and effectiveness of this impact to a
cisive degree depend on the Dbudget of the Agency. The
sources of the Agency are composed of revenues from its
rrent operations and of a State budget subsidy. In 1991 this
baidy was 1,865 thousand million PLZ (i.e. 116 million ECU),
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while the revenues of 1the Agency obtained as result of
previously purchased and stored farm products - amounted to
{,500 thousand million PLZ (94 million ECU); the latter were
mainly used in 199z2.

The Agency purchased from the 1991 crop some 1,736 thousand
tons of grains (which represented 51.8 percent of the total
procurement of the grain crop), of which 790 thousand tons was
wheat. In addition to this credit guarantees and collateral were
offered for the total amount of some 600 thousand million PLZ
(i.e. 37 milion ECU), these loans being used by the PZZ State
Granary to Dbuy some 900 thousand tons of grains. The Agency’s
share in the grains market in the year 1991{/92 is assesaed at 65
percent, thus a weighing one.

In {991 some 37.5 thousand tons of meat were purchased by

the Agency, of which 28.9 thousand tons was pork and 8.6
ghousand tons beef. This however represented only i.i percent of
e overall production of meat, which in {99f totalled 3,350
taousand tons (in unchilled post-slaughter weight, including

Fatag) . For these activites the Aygency engaged financial
resources amounting to 485 thoasand million PLZ (30 million
ECIE) . The presence of the Agency on thhe meat markets was

marginal, if one would measure it by the share of intervention
procurement in total production.

In all o5 1991 the Adency purchased 7.9 thousand tons of
buttexr, this representing 4 percent of the annual output,
spending for this purpose about {00 thousand million PLZ (6
nilion ECU). All of the butter procured was moved to increase
3tate reserves.

Ii Protectionist Practice on Ayricultural Harkets

The 1mwmost important protectionist steps were taken in the
@mpoert policy. As result of the pressure of agricultural groups
n May asnd August 19914 important changes were introduced,
ncreasing  the level of tariffs imposed on imported food
rocucts, which is illustrated by the diagram below.

The increased tariffs are meant to counteract the imports
these product groups which are produced in Poland and which,
1 addition, benefit from subsidies in the exporter countries.
. was recognized that this is a form of unfair competition with
ylish  agriculture. The increascs of tariffs were high - and as

appears - on some markets they resulted in a drop of imports.
t particular a. far reaching decline of imports of meat
'oducts was recorded; in the Janovary to August 1991 period on
e average some 5HS.223 tona of meat were imported per month,

L]
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while in the September to Hovember {991 period these imports

went down to 1,842 tons per month, to increase to 3,737 tons in
December {991.

In the final effect the import tariffs imposed on farm and
food products were increased to a very high level. The intention
of such action was to arrest the flooding of the domestic market

Level and changes of import tariffs for food and farm products
in 1991, tariffs as percent of the product value

— i — i — i — o — o — T — o — T — o — " ——— —— — o — | —, i ot oy oy o . i e

S5tate as of As of As of
{ January {591 i1 May 1991 i August 1991

Beef with bone 5

] -—-- 20 -—— 30
&af without bone 10
Pork (carcasses
and half-carcasses) S 20
Pork elements: § === 30
- ham and shoulders 10 o
- other elements 5 eq
utter 10 30 40
‘ottage 20 295

§ ] === 35
g‘d cheese 20 25
onsumption milk 0 30 40
ugar {0 30 40

ith imported food products, the latter being subsidized by the
:st European exporters.It "was also a target to expand the
irket for sale of domestic products. From such a perspective
& «cEnnet state that this target has Dbeen achieved. True
rough, the import tariffs are high and are of a blocking
iaracter but it has not been observed that the demand would as
‘sult Dbe moved to domestically produced products, despite the
bt that indeed imports have declined. In fact, the whole
ercise was paid for by the consumers, since the higher import
riffs were incorpeorated into retail prices of food products.
om the point of view of agriculture the effects of the tariffs
eration discussed, at least for the time being, are not too
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visible. ©One must s8stress here that at present Polish import
tariffs are high and there are in fact no further posasibilities
to increase them more, this both in view of the EEC regulations
as well taking into account ithe interests of the Polish food
sector which should not be artificailly isolated from foreign
competition. In the future one may rather exzpect the necessity
to lower the import tariffs.

Exzchange rates

During all of 1990 a fixed exchange rate of the Polish
currency was maintained, with {1 USD = 9,500 PLZ. This policy was
continued until Hay of 1991.

This exchange rate, as this was correctly believed, was
very favorable for importers Dbut at the same time not very
favorable for the exzporters of food and farm products. With the
relatively low import tariffs, such an exchange rate preferred
the import of food and created difficult conditions for the

lish exporters. To prove 1his one may indicate that in the
Lr-riod January - September {991 the exporta of farm products
declined by 30 percent, while imports of farm products went up
by 156 percent, while imports of products of the food industry
increased DLy (35 ©percent in comparison with the respective
Period of the preceding year.

In May 1991 the process of changing of the national
currency exchange rate policy was started. On 17 Hay a "basket”
>f currencies was introduced and it was in relation to this
structure of 5 principal currencies, corresponding to the
composition of ©Polish foreign trade, tliat the Polish zloty as
ievalued by 16.8 percent. The value of the basket was
s3stablished at {1,000 PLZ. On {4 Octoberr 1591 a further step was
nade, thus the decision to chinge Llhe mechanism of devaluation
yf the Polish currency. It has been decided that the value of

5 currencies mix will Dbe increased from its established
..arting point at a rate of 9 PLZ per day, with the per month
‘evaluation not exceeding 1.8 percentl.

It is not however yet possible to respond in a univocal
anner whether the modifications of thie currency exchange rate
ave ezxerted an impact on exports and imports of food and
gricultural products, since - in addition to the exchange rates

an important role is played by numerous other factors, in
articular the terms of trade Deinyg favorable for Poland -
iriffs, compensatory paymenlts and Laes.

All in all, in the years (560 Lo 1992, despite periocdical
inrctuations, the voilume 3 .F Tood and farn products exports
iceeded  the imports of food and agricultural raw materials. In
115 sense Poland in  the period of transformation not only
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remains a country self-sufficient in food products but, further,
the surplus in foreign trade in food and farm products
constituted an important factor in the gtabilization of the
economy.

Tazation Policy

The taxation policy, same as in the preceding period, was
passive and did not play a role of importance in the regulation
of farm production. An exception was the dividend (special taxz
to the State Budget) paid by state enterprises - taxation of
fixed assets, which was a fiscal measure. In the State farms it
proved to be a very strong instrument, negatively affecting the
incomes of this group of farms.

-~
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VII. COEDITIORALITIES OF HARMORIZATICH

1. Introductory Remarks

Poland as well as the other Central and East Europe
countries (CEE)' for three Yyears now are undergoing a complex
process of reforms and system transformations, from 1real
socialism and a centrally planned economy to a system of
parliametary democracy and a market based economy. This process
of reforma and transformations is taking place in many fields
and dimensions. The principal ones are:

- the political sphere, this consisting of reversal of the

Communist ideology, discarding the doctrine of monopoly of power

. 0f the Communist party, these 1o be replaced by a system of

ﬁparliamerntary democracy and pluralistic political power of many
parties;

- the economic sphere, which comes down to replacing the
past central planning system, the isolated from the rest of the
world "economy of shortage”™ witlhh a markets oriented economy,
open to international trade;

- the social sphere, this ccmprising the effort to replace
the simplified understanding of the doctrine of equality and
social justice, which created in effect "homo sovieticus", that
is a member of the society deprived of all production inputs,
totally dependent on the state, Initer alia, expecting the state
to cover hias needs, his life aspirations; this state is to be
replaced by a citizen’s socliely, where each member 1is
individually responsible for his own fortune, his family, the
local community and lastly, the country.

. :

The Processa of reforms and iransformations has its own
dynamics, a specific course to ¢un. It includes components which
support reforms but also brings about scvcial tensions, conflicts
of interests of particular public groups etc. 1.5

The three years - {989 to {1991 - 0of the process of reforms
and transformations Of the CZE countries demonstrate clearly
both the apparent progress in many areas as well as the numerous
conflicts and 1in some c¢ases reversals of the reforms. All in
alil, 38 one was to evaluale the progress of the transformation
process in the political, ececnomic and social spheres, then one
#ould Dbe correct to observe that in none of the CEE countries
the progress cf reforms has S50 far passed the point of no
~eturn, beyond which the chanyges taking place would become
.rreversible. This is not a threat of a return to the former
iystemm of "real socialism” but rather the possibility, at times
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juite probable, of creation of a "nasty hybrid" - something in

etween socialism and capitalism and stopping the reforms
xidway. )

The discussed transformations taking plade presently in the
ountries of Europe 1in guestiona have a point of reference, a
vattern they refer to; this Dbeing the model of the national
conomy, 1he model of the political system as well as the model
f organization of public life +typical for the countries of
/estern Europe 2/. This model ia the final outcome of the
rocesses of change, it constitutes the foundations of the
ransformations and incorporates the rules and isntruments of
ocial and economic life, characteristic for Western Europe,
hich are to be implemented in Poland and the other countries of
lastern and Central Europe. In the starting period of the
ransformations discussed, essays were attempted at finding a,
o called, third way, something in between socialism and
rﬁitalism but these were given up in favor of full acceptation
~. the model of Wesatern Europe.

As a consequence of the above, the expectations of the
‘eforming countries of the CEE region, in relation to Western
urope, in particular to thie European Communities, are great, at
imesa Dbordering on Utopia. This may Dbe comprehended if the
cllowing assumptions are taken into account:

- the course of reforms and the transformations so far have
learly shown in the CEE countries that without multi-lateral
fternal support, the success of the reforms undertaken will not
> possible - at least in the foreseeable time horizon. This may
~ing about the appearance in this part of Eurcope of the "nasty
brid” mentioned earlier:

- - in the CEE countries we find a very high level of
ntifieation of the public with "being European". An
pression of this may be a specific over-reaction of the public
Poland, Hungary or tlhe Baltic countries to the slogans of
2turning to Europe" - the counter-argument was as a matter a
at presented, that "we never left Burwovpe, have been a part of
always";

= thie evident closeness in terms of culture and
v7ilization of Eastern and Western Burope; the universality of
Y renessaisance of the Buropean aystem of values. All in all,
.er a half a century of division of the continent and as a
1sequence the isolation of the CEE countries, nevertheless
3 region has remained Iin the HMediterranean sphere of
tuare and civilization;

= tha period after wWorid war Two lhas supplied enough
Jdence of univocal and conseqguent support by Western Europe of
resistance against the Conmunist system; Lhils support became
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in @particular evident in the ({989-1950 revolutions in the CEE
countries;

- the bringing down and the fall of the socialist system in
the CEE countries took place at very little "cost" to Europe and

the world. Evidence o0f this may be the Czecho-Slovak velvet
revolution or the "disappearance” of the super power, which ihe
Soviet Union no doubt was. One may view this as wonderful

presents which humanity received on the way to progress. At the
same time one cannot completely disregard such voices which
point out that if the Dbringing down of socialism had cost
theousands, millions perhaps, of victims, great material losses,
then certainly the world 2as well as the societies of the CEE
countries would more value the transformations taking place in
this part of Europe;

- one must lastly note that, when applying in the process
of reforms in the CEE regicn the models of Western Europe, this
is taking place with full awareness of the great economic and

cial success of the latter part of the continent. The fact
w1at  the EEC is the world’s biggest trading block ({or was prior
to the HAFTA trade association of the United States, Canada and
Mexzico) brings about expectations of specific responsibility of
wWestern Europe as regards the success of the processes of
reforms and transformations and to a particular extent the whole
future of the CEE countries.

The aforementioned premises, which could easily be expanded
ind more could be found, lead to the conclusion that the broadly
tonceived relations between the reforming countries of the CEE
~egion and Western Furope are and for a long time will remain
-he fundamental determinant bothh of the European scene and in
.he global developments,.

= This relation may also Le presented 1in categories of
~portunity. we see now a chance to build a new economic,
olitical and social order fur the continent of Europe. This is
s well a chance to resolve and eliminate the premises for
urcepean conflicts: A chance for new dynamism in making Burore
ne cente2r and leader in global development and giving it new
mpetus to become more competitive when facing the other regions
f the World. All the phenomena discussed lhiowever are only a
otential chance, which will Dbear fruits in the future; the
resent period of reforms c¢alls first of all and mainly for
cecific costs and efforts, as well as giving up things taken
»r granted. Thus we witness a dilemma of importance, the ordeal
iich the "European spirit” is Lo face.

In guch circumstances the political classes instinctively
arch for support of the great econemic block of the EEC. 'The
aécration, te be followed by membership in the EEC are thus
& key targets of the leading political forces in each of the
I countries.
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The race to associate with the EEC 1s run individually by
the particular countries. Cnly Poland, Hungary and
Czecho-Slovakia were Aable to establish a joint position in the
negotiations of association status with the EEC; nevertheless
the documents stating the association agreements were initialled

separately by each country.

Cne should mention at this peint that, first the
association, further the integration with the European
Communities are understood in this part of Europe in a quite
"romantic" manner. For decades the downfall of socialism was
awaited and the "rejoining"” of Weatern Eurcpe in order to
achieve the latter’a standard of living, its social and economic
model. In practice, it has Dbeen zfound that this procesas of
integration brings with it a chkallenge whichh large segments of
the public find difficult to face. The European Community is an
integration group formed on the basis of priority of pragmatic
economic reason and firm political will to remove barriers
T’apering market exchange of goods, services and capital as well
.3 labor. The applicaticn of these principles in the economic
practice of the post-socialist countries is taking place slowly
and encountering considerable resistance. What is lacking in the
process is public consent, over time, to experience acute social
costs when restructuring the principal sectors of the economy,
i.e., industry, farming as well as whole regions of the country.
There 18 also lack of agreement whether market pressures should
vield to state intervention, lastly to what extent beyond this
state decisions and regulations wiil be acceptable. In this part
of the continent the traditional concept of sovereignity of
particular countries commands a great value.

Despite the aforementicned reservations, the new challengs
are gradually gaining social acceptation and the will to face

them 1is to Dbe found. But at the same time, as a veritable
l'&—product" of this process, in particular segments of the

ciety most pessimistic attitudes, resentment and the
characteristic "justified special cases” which would permit to
aaintain the so far jobs, 1life styles, habits - but at the same
:ime would permit a better standarxrd of living - are sought
ifter. What 1is reguired is time and constructive action,

iupported by evidence of successes 0oi the new order, which would
sermit the public to ascertain which part of its expectations is
wyth and which may become true.

The discussed social attitudes, whiclh at times become of
ignificance, are prime yground for the creation of Utopian
oncepts, an illustrative exzample medy be Lhe recent idea of the
EC-bis model in Central and Eastern BEurope B s

On the other hand the position of the European Communities
n issues of ity integration withh Eaastern and Central Europe may
it described as careful. It appears that the overruling
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3juideline which the EEC follows in this field is that "in order
to expand the Community, you must first of all integrate it in
its present form".

As justification for such statlement, the following premises
ire presented:

- it is recognized that the Community which would group
:wenty or more countries could in no way be managed with the
resent organization and administration structures. This would
>ntail the need to change a whole series of rules and
institutions of the Community; an example might be the need to
"hange the voting procedures from unanimous vote to a majority
rote: changed rules for Presidency of the Community; increased
>rerogatives of the European Parliament; a reduction of the
umber of languages used for formulation of official documents,
i 5 -

-~ - it 1is stressed that financial problems could become a
ierious issue for the Community. At present already the payments
‘equired for running the institutions o¢f the Community
ronstitute §.2 percent of the Gross Domeatic Product of the
:ember countries. After the inclusion of the poorer countries,
hese payments would have to increase considerably, which would
:0 doubt result in resistance of the richer countries;

- it ias foreseen that the planned association of the EFTA
cuntries with the EFuropean Communities after 1995 will reqgquire
ime for the integration process involved, thus the Community in
he near future will be occupied wainly with the "dealing with"”
he EFTA countries;

- there 1is rather wide spread opinion that the issues of
griculture in the Community will become a growing problem; the
ssues of surpluses of farm products, the high costs of the

on Agricul tural Policwy, lastly "the need to end the
..1sensical protectionist race in the world’s agriculture”, in
nich race EC agriculture ig a leader for years, will become
>re acute. The joining of the EFTA countries, to be followed by
e C=ER countries would make tlie resolving of the problems of
IC agriculture much more difficult.

As result of the delineated assumptions of the process of
itegration of both parts of Eurcpe, defined on one side by the
yforming CEE countries, on tlhie other by the EEC countries, one
iy essay to clarify two principal options:

- on the side of the CEE countries the dominating part of
= palitical class reprasents a position oriented at
Ati-facet association with the EEC, this association to Le
plemented in the shortest possible time. This option, clearly
pported by the majority, is neverilheless acccompanied by
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>rientations directed at the Community-bis concept or at a
rather slower process of assvciation and integration with the
TEG;

- on the EEC side one may observe that signals dominate
#hich might be interpreted as reserve both as concerns the scale
and the rapidity of the integration with the CEE countries. If
integration is mentioned, then its time horizon is distant and
vague. What further, recently more and more popular is a option
coming down to the concept that the CEE countries in the process
>f their integration with the EEC should first of all create
something of a joint policy in their region, develop their own
sconomic cooperation and only then integrate with the EEC, thua
18 an economically and institionally developed (integrated)
segment of Europe.

Thus on the one hand, the dynamic forces, on the other the
>locking forces, determine the present level of integration
. ween the East and the West of Eurocope, despite all, speaking
wﬁgh considerable reserve, one may state that the beginnings of
fast-West integration have been laid out. This process is
srogressing and appeara to become more and more dynamic. One may
:hus speak of three aspects of the progressing integration
JPOCeSsSs:

- the conceptual frameworKk of the integration process has
reen formulated 4/

-~ the political will to support the process of integration
1as been on a number of occassions declared by the Governments
f both parts of Europe, as well as by such organizations as the
B2C, QECD, FAOD;

- an important step forward has been made in the direction
f practical realization of European integration, this through
initialling of the Association Agreements between the Czech
. the Slovak Republic, Hungary and Poland and the European
ommunities. '

| S

For .the integration processes to take a dynamic course the
olitical will of bothh sides is reguired, lhence very important
s the assessment of the discussed documenta by the Western
ide. We present below ithe opinions by two senior exXperts on the
ubject; A. HMayhew: Fact Sheet on Agreements, incorporating
lements of Evaluaticon and A. Winters: Conclusion of Briefing
>te for the Association.
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Fact Sheet on the Association (European) Agreements
between the Czech and Slovak Federal Republic, Hungary
and Poland and the European Community 6/

These Agreements were negotiated during 1991 and were
initialled in Brussels in December 1991. The trade part of the
agreements enters into force on March { 1992, though there must
be some guestion about the legality of this in one or other of
the Central Eurcpean European countries. The full agreements
must await ratification in the 115 national Parliaments
concerned, before they can enter into force. These agreements
follow the treaties on trade and commercial and economic
cooperation which were signed with the three Republics in 1990.

The Preamble of the Association Agreements is important for
two main points:

'ﬂ) - it introduces a sort of coenditionality for the Agree-
ments by re-affirming commitments to pluralistic demo--
cracy, based on the riale of law and to the market
economy; it says that Hungary’s and Poland’s objective
is to become members of the Community;

-it does not say that the Couwmunity recognizes this or any
right on the part of the Central European countries to
join at a later stage.

The Political Dialogue. The European Agreements introduce
for the first time a structured political dialogue between the
countries concerned and the Eurcpean Community.

= This dialogue was established within the Association
'ﬂyncil, which meets at Hinisterial level and the Parliamentary
Association Committee for the Parliaments. The significance of
this political dialogue wili depend essentially on the
activeness of the Central Europe countries in putting political
iialogue high on the agenda of their relations with the
community.

The Stages of Associatiuvn. The process of association is
{ivided into two stages, each of five years, the first stage
starting when the Agreements enter into foce. Passage from the
‘irst stage to the second involves further conditiconality, based
N proyress to a market econcmy. The atage approach deoes not
tpRly to the free movement of goods.

Free Hovement of Goods. A free trade area will be created
rithin 10 years of the entry inteo force of the Agreements.
‘ariff reductions will be applied to the tariff rates in force
Rhe dJday before thie date of entry of the agreements discussed
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Jite life. Customs duties on most industrial goods originating
‘rom the three countries will be abolished over a period varying
>etween two and five years. Quantitative restrictions (QRs) on
-he productas will bpe abolished on the entry into force of the

\greements. The three countries will abolish customs duties on
pdustrial products over a period ranging from four to ten
rears. QR3 will be abolished in ten years at the latest. These

:hanges do not affect the sensitive sectors of textiles,
>lothing, iron and steel or agricultural products, where special
Males apply. In textiles import duties will be eliminated over a
>eriod of Dbetween 5 years and half the period agreed in the
Jruguay Round for phasing out the MFA, if the latter is longer.
jafeguard Clauses are included Dbut there is a guarantee that
ifter 10 years these products will not Dbe given different
:reatment in comparison to the balance of industrial products.
Tor iron and steel improved VERS have been arranged and all QRs
¥ill be removed from Harch 1992 (for Hungary and Poland). In
igricultural products previous concessions will be consolidated
and there will be reciprocal concessions for specific products.

In general, no new customs duties or quantitative
~estrictions can be introduced after the signing of the
igreements. There 1is an exception under strict limitations for

:he Central European countries in the case of infant industries
ind sectors undergoing restructuring.

Anti-dumping protection and a general clause in the case of
lomestic industry Dbeing seriously injured are included. These
:ases will e discussed in the Association Council; action
.gainst the offending imports can however be take unilaterally
efore a decision has been reached.

Hovement of Workers, Estabiishment and Services. The three
.hntries and the Community will provide treatment for the other
_fties’ workers legally resident in their territory roughly
quivalent to the treatment each gives its own workers
insurance, pensions, family allowances etc.j.

The Community will not guarantee any access to workers from
1e three countries to its labor market beyond that what is
1aranteed bilaterally by its members states.

Cn establishment there are some important differences
rtween the three Agreements, depending on the concerns of the
idividual countries. However, in general thie two parties agree
» give the others’ enterprises the same Llrealment as its own
'mpanies or nationals. Exceptions to this rule of temporary
.ture permit Poland for instance lo delay giving the right to
rchase land automaticalyy to foreign enterprises for a period

ten years. Freedom of establishment can be limited if it
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affects restructuring efforts, infant industries or could create
social problems in the three countries.

Freedom of establishment is however 1limited Dby the
restriction on the Community side, placed on free movement of
labour, e.g8., a Hungarian transport form may be established in
the Community but must employ., with only a few exceptions staff
recruited within the Community.

Competition Policy. The Treaty of Rome 1legislation on
competition will Dbe introduced into the three countries within
three years of th entry into force of the Agreements. The basis
of judgements on competition will Dbe the practice of the
Community competition and legal instances, since the Treaty of

Rome was signed. Over the first three years GATT rules will
apply. For the first five year period the three countries will
b regarded as an area identical to those areas described in

M %icle 92.3/a/ of the Treaty of Rome, i.e., backward areas
Wubre some relaxation of competition rules 1is allowed. The
Association Council can proleong this period for a further five
years, Competition or state aid disputes will be submitted to
the Association Council but protective measures can be taken
unilaterally within one month of the notification to the
Counecil.

Technical Cooperation. Teclhinical cooperation is agreed for
a very long list of subjects. This is only relevant in the sense
that 1if the three countries carefully and systematicalyy demand
that all of the promised cooperation is realized, the Community
nay need far more resources than are available in PHARE to meet
the demands.,

" Financial Cooperation. The Community refused to include a
t.nancial protocol as 1is usual in Association or Cooperation

\greements. All that is promised 1is temporary financial
1ssistance which will be covered until the end of 1992 by PHARE
ind accesa to the EIB. In addition, the Community agrees to

ronsider further assistance, if necessary, for the support of
ronvertibility or for econcmic restructuring and the balance of
>ayments.

Briefing Note for "The Association Process; Making It
Work for Europe” TS

The year 1991 offered the EC the chance to make a major and
maginative contribution to the emergence of the transitional
conomies from their years of economic twilight. Having been in
he  forefront of the supporters of the revolutions in 1989, but




- 48 -

r1aving taken upon itself the leading role in coordinating the
5-24 response to those events, ©being geographically and
‘ulturally the closests major economic block to Eastern Europe
ind Dbeing the world’s largest trading block, the EC had perhaps
the greatest responsibilities in this regard. These have been
recognized in detail and the formality of the Europe Agreements,
>ut not unfortunately, in their content.

Throughout the Europe Agreements one finds the stamp of the
*C’s powerful internal enemies of change. Despite the parlous
state of the Czecho-Sloval, Hungarian and Polish (CHP)
2conomies, the EC will maintain agricultural protection, keep
juantitative import restrictions on textiles and clothing for
six years, leave chemical and iron and steel producers free to
larass the suppliers in question through anti-dumping laws, keep
tariffs on sensitive labor-intensive products for five years and
iiscourage the CHP suppliers processing inputs from other
;n%ntries. In the meantime it will impose its competition and
L. cellectual property laws on CHP and encourage explicitly and
implicitly (through technical assistance Programmes) the CHP to
idept all the rest of the EC’s commercial infrastructure. It
v1ll ensure its rights to establish firms and provide services
tn CHP; it will permit highly skilled residents of CHP to move
vestwards, 1if only temporarily but will egqually effectively
:msure that CHP’s currently abundant factor - labor can neither
e efficiently utilized in producing exports to the EC nor
.mprove its productivity by moving directly to the EC. The
“estrictions in the EAs threaten the recovery of the CHP
rconomies and ultimately even their reform programmes. They also
iowever penalize EC citizens: new generations of workers will be
irawn inte low-teclhh dead-end jobs, exporters will face weaker
iarkets, investors will miss profitable opportunities, and,
bove all, EC consumers will e denied cheap supplies from CHP.
Tie Eas are indeed a missed opportunity for doing well out of
ming good but in fairness we must recognize that great, though
-ﬁs responsibilities are towards Eastern Europe, they are not
nigue. In particular the U3SA »nas considerable commercial
Prortunities in that region; botlh it and Japan should aim to
'2dacn  cooperation agreements with the transitional economies
uickly. One Iiopes that such agreements will be more liberal
han the Europe Agreements, for it would bde a double tragedy 1f
e  Europe Agreements supperted other countries’ conservatism
nd timidity.

. dhe Polish foeod and agro. sector in the process of integration

The process of harmonization and later integration of the
2lish food and agro sector witlh the European Communities is
played” at two levels:
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- in the asphere o0f Political will or, to put it another
way, the determination of the political class both on the part
of the Furopean Compunities and of Poland, to dynamize the
integration processes and their "hardening” as well as setting
into order; -

- in the sphere of efficiency to manage the econcmic
potential for the complementarity and also competitiviness of
the Polish food and agro sector in the integration process.

Let wus develop the first group of issues, i.e., concerning the
political will.

An important benchmark will be the Agreement between Poland and
the European Communities, initialled on 15 Hovember and signed
on 15 December 1991. This Agreement has been ratified by the
Polish Parliament on 4 July 1992.

£

.

In the economic part the Agreement presents three targets:

- supporting the development of trade and harmonization of
the economic relations between the sides, for the purpose of
favoring the dynamic development and welfare in Poland;

- creation of foundaticns for financial support and
technical assistance by the European Communities for Poland;

- creation of proper framework for the gradual integration
>f Peland with the Communities.

The Agreement 1is a provisional period regulation, by
convention assumed for ten years, divided into two guinguennium
>eriods.

-

o

The Agreement in its part on trade is aimed at
tiberalization of the trade in goods and services, performed
isymmetrically - in favor of Peland, tlhwus in effect to create a

ree trade zone.

As concerns the food and farm products the Agreement
roresees the following forms of liberalization of trade:

.+ Reduction of gquantitative restrictions and increasing limits
‘or imports from Poland into the Communities;

B Recduction of the level of compensatory payments used by the
‘ommuanities;

Lowering or giving up the collections of tarrifs fees.

All in all, the compensatory payments for goods imported
rom Poland into the EEC will decrease by one third. There will
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be a marked increase ©f 1he profitability of food and farm
products exports. All these reductions will permit Polish farm
exports to increase by about 100 to 150 million USD per year. In
particular possibilities for exports of pork, poultry, fruits
and vegetables will increase. _

The Agreement as it concerns agriculture and the food and
farm products processing sector and cooperation between Poland
and the EEC in this area, has as its purpose improvement of the
productivity of these sectors, that is:

- development of private farms as well as market
infrastructure;

- modernization of the rural infrastructure (transport,
water supply. telecommunication);

- s8patial planning in the countryside, this including
construction and urban planning;
‘! - improvement of efficiency and technological progress in
nanufacture of products;

- development and modernization of the processing plants
ind marketing technigues;

- better harmonization of agricultural policies;

- support for cooperation in industry and in agriculture
ind exchange of KkKnow-how in order to improve the sanitary
ronditions of production, gradual raproachement in the field of
wormalization and quality standards.

For the purpose of implementing the above targets the
‘ommunity will offer to Poland techmical assistance.

) It is an obvious matter that an undertaking of such a scale
s the association and later the integration of Poland with the
EC brings with it chances but also dangers. The presentation
learly speaks in favor of the chances. This is expressed by the
eport of the Polish Government Plenipotentiary for European
ntegration. Starting with the yvear 2000 Poland will achieve the
ocllowing benefits; gradual reduction of tariffs, decrease of

ompen=atory payments, gradual elimination of quantitative
astricticns in trade, reduction of barriers in access to EEC
arkets, uniificdatrtion of teclhmnical standards and increased

inancial assistance by the Communities for Poland. In case of
2signation frem the association, one may expect a decline of
i€ CGross Domestic product by about 4.6 percent, an increase of
1employment by about 600 tlivusand persons, a growth of
1flation by about 2.5 percent, decreasing revenues from foreign
‘ade by some 500 million USD and an increased budget deficit by
rout {.6 percent of the Hational Product.
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One should however Vvery clearly stress that the Association
Agreement between Poland and the European Communities represents
an opportunity for Poland, for Polish agriculture but only in a
potential sphere so far. The translation of these potential
pPossipilities into real Dbenefils may take place as result of
Adjustment processes in Poland’s food and farm sector and
improvement of its competition potential.

An  expression of very serious approach to the matter of
integration of Poland with the European Communities is the
Program elaborated by . the Polish Government of adjustment
actions, corresponding to the requirements of the Furopean
Agreement. The principal assumptions of this Program may be
characterized as follows 5/:

The decisions in the European Agreement do not constitute
any constraint of importance on the shaping of Polisn
macro-econoemic policy, in the national interest. Both sides of
1 Agreement are declaring that they will cooperate for the
L, Lo pose of securing for Poland permanent economic growth
{Article 7L} . The decisions of the Agreement create an
oppertunity to accelerate the growthh of the Polish Gross
National Product. They also create a framework for conduct of
@conomic policy which will lead to accelerated integration of
Foland with the European Comrunities, and in Perspective full
membership.

The Agreement creates many chances for Poland, this
including improved access to the markets of the EEC countries,
facilitating the flows of modern technologies, incentives for
foreign investors, possibilities to benefit from the financial
support of the EC and improved vision of the Polish economy
throughout the world. This may constitute a tool for support in
the short run of the process of economic reforms as well as a
mamework for a policy of economic advancement and civilization
.. ogress for Poland.

The Agreement foresees a period for the conduct of the xey
structural changes in the economy. This is not an unilimited
ceriod of time. The restructuring puolicy must thus be conducted
uickly, efficiently and in a consegquent manner. The Agreement
L3 at the same time the first step to secure for Poland and the
communities the four econcimic freedoms on which the Communities
ire Dbased: unrestricted flow of goods, services, people and
rapital,

In the period of Poland’s association it will be obliged to
ecure freedom of currency flows as concerns capital (I.e. only
tireot investment - Article 60). This 1is a necessary condition
o encourage foreign capital to invest in Poland. These
bPligaticns will be in force however only in tlie second stage of
he association, that is five years irom the date of entry of
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the Agreement into 1ife.

The Agreement leaves the fredom for Poland to conduct a
national agricultural policy., equipping it with the proper tools
(Article 25). Thus it 1is necessary to develop and implement
such a policy, a comprehensive and logical entity. This
agricultural policy will serve the implementation of precisely
determined economic and 8social targets of farm and rural
development as well as the restructuring and modernization of
agriculture, with a minimum burden for the other sectors of the
national economy. The introduction of such a policy should be
consulted with the EC (Article 20).

In the field of macro-economic policies the adjustment of
the Polish economy to the regquirements of association will be
implemented through the continuation of the process of
privatization of the economy , intensive support (with
fﬁ;participation of external financing) for the small and medium
saZed enterprises, improving the management of the public sector
enterprises and further development and improvement of the
market institutions.

The perspective of full membership of Poland in the
European Communities (which in accordance with the Preamble the
association it 1is to serve) requires the establishment of
priorities in macro-econcmic policy in the long run. The tasks
necessary f{for this may well go Dbeyond those which directly
result from the Agreement.

The rules 0f evaluation of the development of the Polish
economy , proposed by the Polish Government to the European
communities (in the context of applying for full membership) may
tﬂ\ruwught down to four parts:

- s5tability of macro-economic policy and control of the
rate of inflation; '

- macro-economic liberalization;

- liberalization of external relations, including the
convertibility of the Polish currency;

- privatization and structural changes in the economy.
The philospohy of such an apprecaclhh may be brought down to.

Jhether the economy of the country applying for membership in
he Communities is a healtlhy one, rather than a rich one.

The macro-economic policy to Dbe conducted by Poland in
yrder  to achieve in the year 2000 perspective full membership
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should be based on the following six principles:;

- need to gradually reduce inflation (through continuation

of the policy of money control, a safe budget deficit and a
careful policy of public debt});

- need to enter a path of Dbalanced growth (through
restructuring of production, development of infrastructure,

favorable conditions for domestic and external investors,
gradual reduction of interest rates, control of labor costs and
division of accumulation, respecting the principles of

ecological growth);

- necessity to mainatin external equilibrium (through the
exchange rate policy, a safe level of foreign currency reserves,
reduction of the debt with the Paris and the London Clubs,
sfficient service of the remaining debt and improved
creditworthiness) ; '

"y - necessity to change the ownership structure (through
Mntinuation of the process of privatization with parallel
increase of the efficiency of the public sector);

- need to build market institutions (more efficient
perations on the stock market, improvement of the financial
sector, Dbetter legislation on markets, a policy supporting
competition and counteracting monopolistic practice);

- need for continuing actions to improve the portrait of
’oland as a candidate for member of the Communities (stability
yE macro-economic policy, a careful policy of gradual
ippreciation of the Polish currency. an agricultural policy
ierving the reduction of the gap between Polish agriculture and
hat of Western FEurope, a policy increasing the engagement of
‘oreign investors in Poland, proper use of the high quality
uman resources available, access to foreign markets).

&=,

)

L™

'asks for the HMinister of Agriculture and Food Economy

The Agreement regulates trade in farms products which will
e subject to selective liberalization (some artlicles are
ncluded) as well as limited in scope {trade barriers will be

ased 1in a different extent for particular products). As
oncerns the particular products, other market regulation tools
ay be used, such as for example minimum prices, o

orresponding tools for regulation of foreign trade.

The Agreement at the same time permitas Poland to introduce
1 autonomous agricultural policy in consultation with the
>mmunities., This policy is to permit the restructuring and
oproved productivity of Polish agriculture.
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The tasks of the Ministry of Agriculture, arising from the
introduction of the Agreement are as follows:

- promotion of exports of Polish farm products, in
particular the processed groups, permitting full utilization of
the concessions granted by the EC;

— harmonization of quality standards for farm products;

-~ an active policy for increasing exports through finding
30 called export niches;

- improved functioning of the market of farm products;

- monitoring of the impact of liberalization of the imports
>f farm products on the domestic market;

- elaborating a 1long term strategy for modernization,
~estructuring and development of Polish agriculture.

The program of actions by the Hinistry for the -
.mplementation of the decisions of the Agreement includes:

- regular information and many sided promotion of ezports
yf Polish farm products;

- promotion of ecological farm products (healthy foodO;

- legislation action aimed at harmonizing Polish quality
‘tandards with those of the EC;

- support for development of infrastructure and services
ector for agriculture and countryside;

- support for the creation of an institutional system for
| =) farm products market and the creation of the food economy,
1. support for cooperatives, commodity markets, credit system;

~ concluding the process of restructuring of state
wnership on agriculture;
L
- current protection of the interests of Polish farm
roducers against unfair competition;

- developing strategic goals for Peolish agriculture in the
zdium and in the long run;

- selection of taska, instruments and principles of a
itional agricultural policy, securing a desired structure and
svel of the farmer population incomes and improved
~oductivity;

- introduction of a national agricultural policy, the
irget of which would be achieving a high level of harmonization
.th the Common Agricultural Policy.
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3. Productivity of Polish Agriculture -

The process of development of agriculture, its
transformations have their general tendencies, an "iron clad
path" of convergence, uniformization of the production systems.
The basic factor tracing this typical path of development,
indicating similar directions of development of agriculture is
the criterion of preoductivity. The maximization of productivity
(effectiveness) of all productiocn factors, thus - the
minimalization of their use per unit of production, constitutes
the essence of rational management and at the same time a source
of dynamism of agriculture. Thus the observation of this rule is
the basic social reguirement formulated 1in relation to the
farmers, and more broadly towards the fcocod sector.

~

This concerns as well, or in particular, the case oOf
Poland. The other principal criteria according to which the
efficiency of Polish agriculture might be evaluated, such as
food securdity, a satisfactory standard of living of the
agricultural producers, profitability of farm production,
development dynamism, all these cannoet be fulfilled without the
marked improvement of the productivity of agriculture. Thus this
improvement represents the kKey to the success of the process of
reforms and transformations of Polish agriculture and the
positioning in the new, emerging economic system, in particular
in the integration with tlie Eurcopean Communities.

Thus when analysing the criteria of productivity of Polish
agriculture, we relate this productivity to that of the
%gﬁculture of the countries in the Buropean Economic Community.

In the historical aspect tliis means a comparison of the
sroductivity of agriculture operating in the market economy
iystem {this despite the develcoped protectionism) with the
reductivity of agricultupre operating in a command allocation,
rtificial economic system 8/, in which all of the parameters
f farm management (demand, supply, Pprices, interest rates
harged on credits as well 48 extensive doctrine Dbased
egulations) were arbitrarily determined by the Center,
xcluding market determinants.

In the aspect of integration of Poland with the EEC the
ense of such a type of comparisons consists of showing the
istance (the delay) in the levels of productivity, which - as
ne may believe - will constitute a basic premise also for the
ntegration processes of Polish agriculture with that of the
KA S
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The results of analyses discussed in this part of the paper
»riginate from the Mid-term Progress Report - Polish
Jontribution, Part I11I.

Productivity of the principal production factors in the
agriculture of Poland and the EEC

OCverall rate of Rate of growth Rate of
growtith of the of agricultu- progress
ountries sum of agricultu- ral net final {(improve-
ral production prroduction ment of pro
factors -ductivity

‘RG - 0.29 1.44 { .73
“‘)nce § o i 2.14 0.63
taly 1.44 1:56 Q.52
lolland £.T8 3.66 {.88
lelgium 0.24 .42 i.18
'reat Britain 0,00 i.44 1.44
reland ol 2.6D 0.42
enmark .32 2«04 1.69
oland 1.91 O v —-0.76
ote: The category of "Sum of production factors", as a measure

f the production potential of agriculture, includes: farmland,
arm employment, livestock numbers, mineral fertilizers, draft
ower.

‘\ The data presented may Dbe interpreted on one hand as an
sJdicater of the scale of delay., lagging Dbehind of Polish
¢riculture, the dimensions of 1oslt benefitas but at the same
ime this may mean important potential for accelerated growth of
~roduction in the future - the latter should be in particular
tressed in the context of Poland’s integration with the EEC.
pL=] introduction into agricuiture of modern production
rcliniques and intensive forms of organizations of farm
“oduction with the available resources of production factors,
1y vyield 1in effect considerable acceleration in the sphere of
iprovement of productivity in farm production.

When relating the increasing distance during the past
.arter of a century Dbetween the productivity of Polish
riculture and West European agriculture, one cannot avoid the
estion, whether the increase of this distance would be
asible in a situation when thie market determinants in
velopment of Polish agriculture would be effective -4 the
onomic isolation would not have pldce.
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with a substantial dose of obviousness the answer to such a
query 1is negative. The increasing distance between Polish and
West European agriculture was the result of an artificial
system, in which the sector functioned and the absence of market
based determinants, both in the agricultural sector as such and
more broadly in the food producing sector.

In particular the following factors and premises were of
importance:

- continuing pressure on agriculture to maximize the growth
of farm production, regardless of the costs involved;

- adjustment of the behavior of the agricultural
environment to the petrified, low efficiency farming,
instead of forcing an improvement of its efficlency;

-~ the domination in agricultural policy of ideological
- criteria or the doctrinal type of superiority and
preferences for the socialized farming sector, with
incomes parity for the private farms sector;

- autarchic concepts of the understanding of the country’s
self-sufficiency.

All in all, assuming that if Polish agriculture had been
>perating in the market sphere philosophy and regulations, open
0 1international markets, then we would have at present a more
) less balanced level of productivity of agricultural actvities
n Poland in comparison with the agriculture of Western Europe.

The issue of the 1level of productivity of Polish
tgriculture in relation to the agriculture of Western Europe has
Mo its perspective aspect. This will be the basic barrier in
. process of integration of Polish agriculture with the
uropean Economic Community. It is specifically this distance
hich brings about the lack of system coherence of Polish
griculture and West PEuropean, which constitutes an important
remise (barrier) for the; integration process., This is becoming
learly apparent when comparing the relations of the parameters
hich are the condition for development of agriculture; the
esources of the principal preduction factors, agricultural
roduction, productivity of the sum of production factors in
pland and the EEC countries.

when analysing the shaping of the Dbasic parameters of
iriculture in the EEC countries after World War Two, we note
1@ following categories of tendencies.

1e tendencies in change of the resources of the basic
‘oduction factors (I):
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a/ a growth téndenCY: when the sum of production factors
is subject to growth;

b/ a static tendency, when the sum of factors remains
unchanged with modification of its structure;

c/ a decreasing tendency., when the sum of production
factors is subject to decrease.

he tendencies 1in change of volume of agricultural production
{I1}: : ' ‘

a/ growth tendency;
b/ static tendency;

¢/ decrease tendency.

r

(he tendenciesa of the rate of improvement of the productivity of
:he total sum of inputs of the principal production factors
(IXX}):

a/ a regressive rate, meaning on the average a growth of
inputs per unit of production;

b/ a rate of moderate improvement, meaning decreasing
inputs per unit of production;

c/ a rate of marked improvement of productivity, based on
non-tangible "free" progress, based on knowledge and
scientific and technical information, improved techno-
logies and organization of production.

|9
For gspecifically defined time periods the relations of

hese tendencies for the agriculture of Poland and the EEC-9
ountries were as follows:

1til the end of the 1960°s:

[
- EEC-9: Ia ---> IIa ---> IIIa - resources are increasing,
production is increasing; regressive productivity;

- Poland: Ia ---> Ila ---> IIla - resources are increasing,
production is increasing; regressive productivity;

te 1970’8 and 1980’3 period
- EEC-9: Ib ---» IIa ---> IIID - stagnation of resources,
production increases, moderate rate of preductivity
increase; -

- Poland: Ia --=> Ila ---3 IIIb - resources are increasing,
production increases, regressive productivity;
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the 1990’3 and the assumptions of the plan of CAP reforms
- EEC-12: I¢ ~--->» IIb/IIc - /HcSharry Plan/ ---> IIlc -
resources are decreasing, production is stagnating,
a marked rate of the improvement of productivity;

- Poland: /19%90-18G6i/: I¢c ---> IIb =---> IIIb - resources
are decreasing, production stagnates, a moderate rate
of productivity growth.

In the context of the positive impact of agriculture on the
growth of the national economy and the integration of Polish
agriculture with the EEC, the desired relations should be shaped
as follows in the coming years:

Ib ---> IIa =-=--> 1IIIc - production resources should
manifest a declining tendency; agricultural production
sbould increase; the rate of growth of productivity should
be clearly marked, constituting the principal moving force
of the development of Polish agriculture and its rationali-
zation.

Such a scenario in the specific c¢onditiona of Polish
conditions and its international environment includes
considerable realism but its indispensible condition is the
basing of the development of agriculture, of the food sector on
market determinants and in a broad extent the setting into
motion of the processes of integration of Polish agriculture
with the EEC,

4. The Consequences of Adjunstment of Polish Farms
to Principal Parameters of European Communities

4‘ Agriculture and International Harkets ;
Hicro - Economic Approach - Simulation calculations x/

The simulation of model calculations was performed on the
basis of empirical research 9/. In the research private, state
and cooperative farms were considered, achieving very good and
300d production and economic 1results. When including in the
research project farms Dbetter than average, it was basis the
iassumption that they Dbetter correspond to the conditions of
integration of Polish agriculture with that of the EEC and with
jlobal agriculture.

The inclusion of state farms in the research was aimed
idditicnally at obtaining information en the possibilities of

AL

&/ Researchh within the ACE Research Project was conducted by:
Walenty Poczta and Heinrich Schule.
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their restructuring within the process of privatization. In view
of the fact that the construction of a model is simplier and
better corresponds to reality when it concerns a specific
object, from among the farms analysed, one private and one state
farm were selected, whichh achieved production and economic
results representative for 1the average figure typical for the
sample researched and had at their disposal production factoras
as well average for the sample.

It appears that despite the important differences which
characterized the researched farms in relation to the situation
of the average farms in the agricultural sector, the obtained
results of analyses permit to formulate some general
propositions as to the scope of the necessafy adjustments in
Polish agriculture.

Assumptions of the Hodel

' The foundation for the analysis of the current situation
and for the elaboration of the model simulations were the data
from a single plant, constituting a part of one of the state
farm combines in the Poznamn region and from one private farm in
the Leszno region.

The state farm used in the construction of the model had an
agricultural area of 787 hectares, it employed 74.2 persons when
converted to fully employed (this figure including an estimate
>f the staff employed at the combine administration level). Of
:he total employment figure some 39 persons were employed in
:rop production, in c¢cow barns five persons, in fattening of
iwine 8.3 persons full time. This calculation takes into account
Ll1so the persons indirectly working for +the @particular
yroduction sections and a proportional share of the technical
R4 engineer workers and of the administration staff. The

lance of the employed were working in other sections, not
ncluded in the analysis.

In crop production, with soils of medium quality very high
ields of grains and rapeseed were achieved and a good vield of
ugar beets. In livestock production the principal role was that
f swine fattening (3,500 pens witlh 2.2 heads per year).

f lesser importance was milk production - the average number of
ows was about 80 head, with the milk yield of about 5000
ilograms.

1ie private farm had an area of {9 hectares of as a rule good
1ality, employing 2.2 persons full time.

yme as the state farm it achieved very high yields in crop
~oduction. Livestock production was compused of milk production
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with {4 cows with annual milk yield of 5,730 kilograms per year
and swine fattening, with 130 pens breeding {.8 head per year.

As the basis for the model considerations the current
situation, that is 1991 data were assumed. Thus the current
preoduction and organizational structure was assumed; this
concerned Dboth the resources of production factors, their use,
production results and prices. In the analysis of a model
character two levels of prices were taken into account -
international markets and EEC prices {0/. In the case of EEC "
prices the actual prices used were some {0 to 20 percent lower
than those recorded 1in the FRG. The costs of labor were
considered in the wvariant corresponding to their level in the
southern countries of the Community,. In the labor costs in
addition to the basic wage also tlhie social security system
payments were considered and payments in kind, while in the
state farm also the social services offered to workers, while no
alternative income was considered in the private farm as effect

living in the farmer’s own house. The basic information on
the development of prices of the analysed products and the major
inputs and the value of fixed assets are presented in Table {.
In the variant of international prices the value of farm
machines and equipment were valued according to German prices,
decreased by 20 percent, while the value of the buildings was
taken in Polish prices; in the EEC prices variant both the wvalue
of machines and of buildings was assessed on the base of FRG
prices. In all scenariog analysed we have assumed 1linear
amortization amounting to 10 percent for machines and equipment
and 2.5 to 10 percent for buildings, depending on the type of
buildings.

e interest rate charged on circulating (working) capital and
fizxed capital was assumed al a level real for a stabilized
conomy of 8 percent. At this point a 50 percent
lecapitalization of the fixed assets was assumed.

-—

The next stage in the construction of the model was the
issumption of wvarious adjustment scenarios. However in each
rariant it was also assumed that no adjustment at all may take
’lace in one extreme case.

In crop production in the state farm two basic adjustment
cenarios were distinguished:

- Scenario I /"adjustment of labor and capital resources"/.

his scenario foresees maintaining the so far structure of the
arm and composition of production. The egquipment with machines
nd equipment and the number of staff employed would however be
ubject to adjustment, to levels necessary for the production
equirements of the farm.
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hese needs were defined starting with the actual equipment and
ytandard requirement for work and the standard performance of
nachines, as determined Dby specialist German institutions
'ETBL./ i1/. These figures have shown that it is possible
vithout any impact on the size and structure of production to
‘educe the number of machines by about 30 percent and the labor
o land ratio down to @&0.5 persons fully employed per {00
1ectares.,

- Scenario II /"change of farm organization"/

. e e e e e e e e e e e e ———————

'n this scenario a change of the 380 far organization of the farm
s foreseen. It was assumed that far reaching specialization
yould be introduced and a simplified composition of the
ylantings (reduced to grains, rapeseed and sugar beet), which
rould result in a marked decrease of the fixed c¢costs of

roduction. The input of labor was determined on the basis of
he standard demand for labor with modern technologies in crop
>duction (KTBL, 1991). Hevertheleas 1in this scenario of

ajustment, same as in the preceding one, in the calculation of
abor inputs, also the share of management and administrative
ork  taken into account. The machine park was reduced to the
.eeds of commercial crop production.

In this scenario a sub-scenario was also considered for the
ariant of international markets prices. This consisted of
ecreasing the intensiveness of cultivation of wheat and of
apeseed. On the basis of results of research by J. Zeddies and
y C. Fuchs and B. Schunzenbacher 2/ it was foreseen than in
>mparison to the present situation fertilizer use under wheat
>uld be reduced by about €6 percent, under rapeseed by 50
arcent, with the use of crop protection chemicals being reduced
1 well, the effect of which would be a reduction of the yields
¥ wheat by about 20 dt per hectare and of rapesed by 5 dt per

tare.

i livestock ©production in the state farm only one adjustment
enario was assumed (adjustment of labor resources). On the
gis of German standards (KTBL, 1991) it was foreseen that the
sources o¢f labor would be reduced to 3 fully employed persons
the cow barns and 4.8 persons in the fattening of the swine.

In the private farm £for crop production and in milk
soduction one adjustment scenario was assuwed ("adjustment of
rmland resources®). Under this scenario it wasa assumed that
2 area of the private farm would double tv 38 hectares, which
11d permit to decrease the Dburden of capital on the production

about 40 percent. In swine breeding the analysias was limited
iy to various price variants.

A5
7

-~ : S =S
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Method and Results of Hodel Calculations for Selected Products

In order to improve the analysis of the calculations, all
costs of production, feollowing the practice used in this type of
calculations so far, were divided into three groups. Considering
the particular production <costs in the calculations of the
successive groups of permitted to define three incomes
categories, allowing to asses the 1level of profitability of
production.

The first group of production costs were the proportional
special costs. These 1included mainly the variable costs. For
example 1in c¢rop production these included, i.a., costs of the
seed material, of mineral fertilizer, c¢rop protection chemicals,
variable costs of machines use and interest on working capital.
The variable costs related to use of machines were composed of
repairs and of fuels and of oils and lubricants. The costs of
™ pairs were calculated on the basis of standards, as defined
tur Polish conditions 13/ and the prices of machines of 1991.
In the case of livestock production (mainly swine fattening) the
principal item of the proportionl special costs was the cost of
feeds. In this same group of costs the roughage feeds for milk
oroduction were included. The inceme category constituting the
iifference Dbetween the value of production and the proportional
special costs is the gross profit (direct income). The achieved
iross profit should be big enough in order to permit to cover
:he successive groups of costs 14/. ;

The second group of costs were the costs of labor, the
'osts of amortization and the balance general costs, together
rith taxes. The income calegory remaining after subtracting
hese costs from the gross profit may be defined as the
‘inancial result achieved from the particular activity. A
™gative value of this result indicates that either the labor
-d not receive the full due remuneration or the amortization of
he fixed assets could not be written off, which meant negative
eproduction of the fixed assets.

The third group of costs was the interest on fixed capital
nd 1land. Only all three groups of costs may be considered only
s the full costs of production, which show the use of all
roduction factors. This means that only in case when the value
i production covers the costs of production, calculated in the
2scribed manner, then one may speak of complete remuneration of
11 production factors. The potential surplus (net income) only
~eates the basis for expanded reproduction of the capital. The
~oblems of agriculture in achieving full interest on all
1gaged production factors, in particular farmland are well
iown and recognized. One may thus assume that in practice
yssibilities of development appedar only in case of a positive
nancial result (value of production minus the first two groups
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of costs). And this 182 in moat casea the situation in
agriculture.

This doea not change the fact that from the point of view of
classic economy we face here a faulty allocation of capital -
rart of the capital doea not bear intereat. Another problem, of
a typically practical nature, is as a rule frequently lack of
possibility to sell the assets in posession and the transfer of
capital to economic activities with a higher rate of profit. In
another way one may state that agriculture is often forced to
operate in conditions of mnot full revenue accruing to all
rroduction factors. Thus in our considerations we may assume
that a asituation satisfactory from the economic point of view
will have place in case when a positive financial result is
achieved in the particular activity, while not performing
evaluation of its dimensions from the point of view of securing
the development potential of the farm. The situation will be
good and desirable when the net income will be earned.

“  The results of model <calculations on the basis of
assumptions made and the methods used are presented in Tables 2

to&

Economic competitivity of winter wheat production

The calculations performed show that both the state farm
and the private farm have achieved a positive gross profit,
imounting in the first case to {00 ECU per hectare, in the
second to 80 ECU per hectare (see Tables 2 and 3). The achieved
iross profit permitted to cover on tlie state farm the costs of
.abor, taxes, general costs and only about 20 percent of the
tost of factual amortization (/100-58-31/:52%x1{00). A similar
thare of amortization could be covered in the analysed private
E{m. However the unpaid figure for amortization, as which

> negative financial result may Dbe considered, was in the
'rivate farm much greater than in the state farm (respectively -
45 ECU/hectare, compared to - 41 ECU/per hectare). Such a
onsiderable negative financial result in the state farm may
1so Dbe the result of considerable burden on crop production of
mortization costa, whichh was in turn the result of the out of
roportion big number of machines in relation to the needs and
ize of ©production (the same problem appeared in the case of
nterest due on fixed capital {57

cod equipment with agricultural machines cannot however be
iewed a3 an element making difficull the functioning of the

arm. In the context of the future integration with the EEC
ountries agriculture in the short and the medium run this will
@ an clement facilitating adjustment. The results of

1lculations show however that witly the present price relations
t will not be poasible to replace the stocks of machine
P £l .
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In conditions of international markets prices without any
adjustment, both on the state farm and the private farm, despite
the considerable increase of the gross profit, the negative
financial result underwent further deterioration, first of all
aa result of the costs of amortization (as effect of the new -
much higher than before valuation of machines and equipment).
The intreduction of the I stage of adjustment. in the state farm,
that is reduction of the resources of labor and capital
would permit to achieve a positive financial result in wheat
production, amounting to about 52 ECU per hectare. The second,
drastic stage of adjustment, consisting of changes in the
srganization . of the state farm and the extensification of
production would in turn lead to almost doubling of the
financial result to {00 ECU/ha, and would additionally create
the possibility to achieve, in conditions of international
narkets prices, a net profit amounting to 21 ECU/ha. In such a
situation all of the engaged production factors would be

~emunerated.

o The performed adjustment in the private farm (adjustment of
-ne resource of farmland) would lead to a marked reduction of
:he negative financial result, thus from - 266 to - . T4 ECU. In
:ffect the adjustment processesg would not wholly resolve the
sroblem but would create an opportunity for the succesive
tdjustment stages (further increase of the resource of farmland)
' a re-organization of the farm permitting its operations with
‘ewer machines, use of the machine services available locally,
oining an agricultural circle, etc.

In conditions of EEC prices in the state farm in turn we
ould {find a positive financial result in wheat production even
'ith no adjustment processes but the introduction of the latter
ould clearly  improve the financial result. Lack of adjustment
ould however exclude the possibility to obtain a net profit,
hich would nevertheless be achievable after the successive
Pages of adjustment. In the private farm it would be possible
« achieve a ©positive financial result in conditions of EEC
rices only after the performing of the assumed adjustment. It
ould not however be possible to achieve a net income. This
eans that even when taking in the calculations the very high
rocurement prices of the EEC, it would not be possible to fully
eminerate all resources of production factors accumlated in
he farm analysed. It appears that this thesis c¢ould be
eneralized for a major part of the farms in Poland.

Economic¢ competitiviness of rapeseed and sugar beet production

—— e = —— — o ey g s i L e i O A O | O . ) . i s s s . il s s

In the case of evaluation of the profitability of
1ltivation of rapeseed and sugar beet in the models analysed,
.milar tendencies appear, while in general maintained are the
. fferences between the state farm and the private farm, as
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jescribed in the part concerning wheat production (Tables 4 to
7). Both in Polish conditions, as well pasis international
rarkets prices the production of rapeseed in the state and in
the private farm yields a lower gross profit than the production
>f wheat. Only when basing the analysis on the high prices of
rapeseed in the EEC, it becomes a competitive crop in relation

to wheat. Achieving a positive financial result in the state
farm in conditions of international markets prices would be
possible only after conducting the radical variant of

ad justments, this would not however permit to manage a net
income .

[n the private farm, identically as with the cultivation of
vheat, for the same reasons it would not be possible to achieve
1 positive financial result, when assuming international markets
>rices as well, what is obvious, net income.

fn contrast to this situation the high procurement prices of
~apeseed in the EEC 16/ result in the state farm achieving a
>ositive financial result and net income, in the model analysed,
n without introduction of any adjustments. Of course after
..2 adjustment the surplus to be achieved would be maltiplied.

‘n the private farm to obtain a positive financial result would
e possible only after the implementation of the proposed
idjustment scenario, at the same time it would in principle be
>os3ible to fully compensate the use of farmland and fixed

‘apital (the 1loss <calculated 1in the model would be only - |
Ty .

Similar tendencies in profitability of sugar beet
ultivation in relation to rapeseed (under the assumed

alculation scenarios) are the result of similar proportions
etween Polish, international markets and EEC procurement prices
or these products. An important difference is found only in the
eavy cost of labor with the sugar beets (mainly in the state
Efm). This causes in the conditions of international prices,

3ite the relatively high gross profit, 1losses in the
ultivation of sugar beet in the state farm, when adjustment is
ot performed, higher than those 1in wheat production. The
eduction of the number of workers employed and replacing them
Y seasonal hired labor (as considered in the model) leads to a
ecisive improvement of the economic of sugar beet production
nt this is possible only after a basic re-organization of the
tate farm and total elimination of labor, which opens the
os8sibility to achieve a net income.

1 the private farm the limited labor costs in cultivation of
igar beet result, in contrast to rapeseed cultivation, in
>tential positive financial result in conditions of
iternational prices, after adjustment of farmland resources.
>wever the high burden of capital would exclude the achievement
f net income.
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vfter using in the calculations the very high procurement prices
y£ sugar beet in the EEC (obvicusly possible to cobtain only for

L part of the production) 17/ in each of the scenarios in the
10del net income is possible to achieve, which would mean full
rompensation of all production factors, Of course the

mplementation of adjustment in each case would affect the size
v# the economic asurplua.

The performed analysis of the profitability of crop
sroduction indicates the incorrect proportions between the

‘esources of fixed capital and farmland resources, while
ndirectly - what more important - the low productivity of
tapital. This problem in a longer time horizon will be acutely

‘elt in the farms presently considered in Poland as toco big and
hich in the future at the very most may be recognized as medium
rized. Taking into account the present area structure of Polish
‘arming it is difficult to expect a radical growth of the
verage area of a farm and one should rather expect short
wssibilities of full, even simple reproduction of fixed assets.

Tis means in effect that a2 large part of the machine work in
rop production will have to be performed using machines and
quipment from outside the farm. Such a foreseen development of
he economic situation in Polish agriculture, despite the fact
hat it will be painful for many farms, has the traits of
‘ationality and will create conditicons for lowering the costs of
Toduction.

conomic competitiviness of milk and pork production

In the analysed directions of livestock production one
inds only a limited poasibility to build theoretical adjuatment
imalations. In the atate farm the posasibility of adjustment
cenario was exhausted by the proposed reduction of employment

this was relatively small, since in the farm which was the
asis for the construction of the medel the work organization
as already good. The adjustment scenario in the private farm
as limited to indirect impact of the "adjustment of farmland
esources” on milk production, this through decreasing own cosats
n production of roughage fodder. Thus greater impact than in
he case of crop producticn was eXxerted on the model
alculations by the assumed prices variant.

The production of milk when assuming the prices variant of
991 was characterized by higher profitability in the private
arm. This was caused mainly by the some 15 percent higher
roductivity of the cows and lower labur costs, with a slightly
igher 1evel of the other costs. Thie value of milk preoduction in
he private farm covered tlie proportional special costs, the
osts of roughage feeds, casts of labor and amortization of
ixed assets, with a small profit remaining, which however did
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not cover the interest on fixed capital. In the state farm in
this 1line of production, a negative financial result was
recorded.

In conditions of international markets prices, with no

adjustment taking place, in both types of farms the
profitability of milk production would undergo serious
deterioration. The - conduct of adjustment actions would however
rather seriously affect the improvement of profitability of
milk production - in the private farm a net income should be

achieved including the interest of fixed capital, while the
losses in the state farm would be minimal. The high prices of
nilk in the EEC would guarantee achieving net income even
without the implementation of the adjustment program 18/.
However the introduction of the adjustment program would lead to
substantial increase of incomes, in ©particular in the state
farm.

™ The simulated results of calculations concerning swine
>reeding differ basically from those obtained in the models for
:he other products. Hamely, in the state farms the highest
_ncomes were obtained with price relations recorded in Poland in
951 in the private farm as effect of a somewhat different
ytructure of the costs, the income was slightly modified in
ronditions o0f international markets prices and EEC prices. The
tigh profitability of swine fattening in Poland is a direct
lerivative of the relation between the price of slaughter
mimals and the price of feeds (first of all grains), which
‘onstitute the principal element of the production costs. This
‘elation is in Poland mach more favorable in comparison with the
nternational marketas and the EEC market (see Table 1{).
evertheless, the implementation of adjustment in the state farm
culd result in the conditions of international prices in a drop
f the costs of production per head of about 1.5 ECU, and in
onditions of EEC prices by 3.5 ECU respectively. These are the
M erves which could be achieved as result of the
acionalization of employment.

te performed calculation of the profitability of swine
Attening has confirmed the opinion abocut the high profitability
f this 1line of farm productien in Poland. However as the
ntegration of Polish agriculture with international markets and
jriculture and with EEC agriculture increases, one may expect a
aterioration of these relations. A negative impact of these
2lations for the profitabilily of swine breeding in Poland will
> much more marked than it is apparent in the presented models,
ince the swine breeding in farms which were the basis for the
imalation was performed better than the average.
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Conclusiona

The performed calculations indicate that excluding fattening
of pigs, with the price relations of 1991 and with the existing
proportions between production factors, there was no possibility

to achieve an income, which would fully compensate the
engagement of all preoduction factors {including interest on
farmland and fixed capitall}. If one omits from the costs

components the interest due on farmland and fizxed assets (which
would permit the determination of the financial result for the
analysed production lines) provea that aside from the
aforementioned fattening of swine, a4 SsSmall income could be
acieved only in milk production in the private farm. This means
that economic activities in the case of the other products were
actually leading to decapitalization of the fixed assets (since
amrotization was not fully realized). The assumption of
international markets prices, without introduction of adjustment
processes, would lead, again with the exception of fattening of
;u;ne in the private farm, to a clear deterioration of the
. Adieved economic results - the losses were greater both when
taking into account and when not taking into account in the
zalculations the interest due on farmland and fixed assets.
Jowever, if the adjustment processes assumed in the model would
>e introduced, in conditions of prices of international markets,
this would lead to a clear improvement of the financial results
-  the loases would be subject to considerable decrease or even
aind economic surplus could be managed.

Decisive improvement may be expected in the variant using
SEC prices for the model calculations. However also in this case
:he realization of the adjustment actions foreseen in the model
vould lead to a marked improvement. The economic opening of the
0lish economy results in the scenario described in the
>resented model calculations as "management in conditions of
.ﬁgernational markets prices” becoming more and more relevant.
contrast the scenaric¢ using EEC prices from the present point

»f view is for Polish agriculture of little relevance.

One may also expect that it will not be of signicance for
e Polish agricultural producers in the future, after Poland’s
tcceas to the EEC, since the agricultural policy of the
ommunity clearly is orienting itself at moving the principal
‘arm products prices to the level of international markets. Thus
he adjustment of Peolish agriculture should orient itself first
f all at international pricea.

The performed analysis indicates that the price relations
2 international markets aAre frequently leas favorable than
hoase to be found in Poland in 1991. One may thus conclude that
ithout important changes in the proportions between the
actors of production, the adjustment processes in Polish
griculture will be taking place at a very limited pace and
Htent which will result in decreasing comeptitivity of Polish
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products on international markets. WwWhat further, the performed
analysis indicates that rational privatization and restructuring
of the state farms sector may represent an opportunity to
create a large group of farms which will be able to well face
the international competition.
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0. One may expect that in the context of the possible
integration of Poland with the European Communities of greater
ognition wvalue will Dbe the variant of international prices.
3ince 1992/93 the EEC has started a gradual process of reform of
:he farm prices policy, which as effect should 1lead to a
.owering of the level of procurement prices for farm products on
.he Community markets to a 1level closer to that of the
.nternational markets (e.g. the prices of grains will decrease
'y 35 percent).

‘ompensation ia foreseen for the losses the farmers will auffer.

ee: Poczta W.: Interwencjonizm rolny przyszlodci {(Agricultural
nterventionism of the Future), Zycie Gospodarcze no. {7, 1992.
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‘tschaftlichkeit ausgewahler Kornerfruchte, Agrarwirstchaft,
a¥t i 41/1992. In this research on the basis of empirical data
hhe value of single factor production functions were estimated
n different natural conditions, witlx varied level of production
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3 The methods developed Dby H.A. Jerzak were used, as in:
astosowanie rachunku kosztéw normatywnych w ekonomice rolnictwa
doradztwie relniczym, praca doktorska, {Standard
asts calculations in farm economics and advising; Pha.D.
issertation); Biblioteka Gildéwna AT w Poznaniu, 1988.

. Hegative gross income means extremely low profitability of
~oduction and -in principal excludes 1its conduct in any
snditions. In the twenty or so farms researched such negative

icome was found in aome cases in rye production. We have
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owever ignored this =aince I'Yeé was a crop of marginal importance
nd could not affect the overall econcmic performance.

5. The problem of excessive mechanization appeared in all of
he private farms researched. On the basis of available
tatistical data one may assume it concerns the majority of
igger and better farms in Poland.

6. 1991 was the last year in which the EEC farmers have
btained such high prices for their rapeseed. The EEC had given
greement during the work of the special GATT 0Oilseeds Panel to
e—-orient the oilcrops market and have their prices approach the
evel of international markets, in exchange for direct
ompensation for the producers.

itteilungen der Kommisionen an der Rat und an das Europaische

‘arlament - Die kKunftige Entwicklung denr gemeinsamem
rFrarpolitik, Brussel, 1991. See also Poczta W.: Interwencjonizm
iaiy OPs GL% .

7. Production of sugar in the EEC is subject to quotas (A, B
nd ks In this model we have used prices for sugar beet under
uota A, i.e., the highest.

& In the EEC gquotas for milkx production are in force which
imit ita volume. Possible reduction of production volume would
esult in growing fixed costs, in effect reduced profitability.
irther within the framework of the EEC market policy it is
roposed to decrease the institutional prices for butter and
>wdered milk, which will also cause a decline of milk prices.
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‘2b.1. Prices of some selected imporwant farm products ‘and means of production as well as the vajue of capital
resources (i the discussed objscts)

Item | Units { Preseat situation Level of Level of
1 | {1991) word prices EEC pricss

YWheat ECU/dt 5,63 10,10 15,00
Stgar besls ECU/dt 1,18 | 2,00 483
Rape ECU/dt 10,20 17,50 32,50
Mitk ECU/dt 0.09 0,15 0,30
Pork meat t ECU/dt 0.79 1,05 1,40
Mineral fertlizers (pure component) ‘

N ECU/kg 0.40 0,45 0,53
P.O, | ECU/kg . 0,35 0,50 0,58

K0 ECU/kg : 020 | 0.24 0,28

Monthly wages in a state farm (ncluding

insuranes) ‘ )

- plant preduction ECL ‘ 132 % 289 538

- animal preductien ECU 152 331 638
/-\

Consumption income (labeur peyment) .

in a private farm { ECUM | 0.63 | 157 3,14
Interest on land ECU/ha 215 7.5 51,00

Fixed assets:

State f2rm: .

- plant produkton | ECU/ha 616.0 15265 2017,5
- mitk production ECU/place : 749.0 910,0 21645
- swine production ECU/piacs 84,0 104.5 272.0
Prvate farms:

- plant predukion ECU/ha I 5082.5 | 49715 6092.5
- mik producton ECU/place 1009.5 11000 2937.5
- swine production ECU/placs ‘ 1175 _ 155.0 241,0

cause the objective of the paper is w0 determine adaptaticn possibilities of Polish agriculture to EEC conditens, zll
. calevlztions, all the caleulations are in ECU. When calculating from German sources, the rate of exchange was
1 ECU = 2.05 DM. At the time | ECU = 1.29 USD.

wree: Toepfer Intemational, 1991
Agrarwirtschaft 12/1991;
Own calcvlatons




Cee ke biesiIy UL WHIHEE WhREAT produchion - stale fnnms (i )) )
llem Unils Present World prices EEC prices
silunlion
(1991) No adap- | Adaptation of Changes in No adap- | Adaptation of Changes in
tation lnbour resour- lurm lation labour resour- farm
ces and enpitnl organization ccs and capital organiznlion

Yicld dUha 65 G5 45 65
Price ECU/d 5.65 10,0 10 15
Value of production RCU/dt 367 650 450 975
Sced material ECUN 20 33 33 45
IFertilization LECU/ha 113 139 43 163
Plant proteclion BECU/ha 38 100 42 101
Varinble cosls ECU/ha 39 43 52 82
Interest of working capital and other varinble cosls ECU/ha 37 42 35 42
Proportionsl specinl cocls - lolal ECU/ha 267 397 205 433
Gross profit ECU/ha 100 - 253 245 542
Labour costs ECU/hn 58 126 66 18 234 123 48
Depreciation ECU/Ma 52 143 103 95 162 122 113
Remuoining overhicad expenses + lax ECU/ha 3l 32 3z 32 32 32 32
Financinl results RECU/Mhn -41 -48 52 100 114 265 349
Laud inlerest ECUW/ha 27 37 .74 37 51 51 51
lnterest on the fixed capitnl ECUfMa 25 6l 45 42 80 65 61
Overhead expenses ECU/lin 460 796 680 429 992 826 738

ECU/d 7,08 1225 10,46 9,53 15,26 2.7 11,35
Nct profi/loss ECU/ha -93 -146 -30 21 -17 149 237

ECu/dt -1,43 <2,52 -0,46 0,47 0,206 2,29 3.65

Sourcc; Own calculations

ZA



’ )

Tab, 3 . Profitability of winter wheat production - privale farms (model)

SZ1

liem Units Present siluation World prices ERC prices
(1991
No adapiation Adaplation of No adaptation Adaplation ol
lond resources land resources

Yield dUlis 65 65 65
Price ECU/dt 5,65 10,0 15,0
Value of production ECU/d 367 G30.0 0975
Seed nalerial ECU/ha 24 39 59
Pertilization . ECU/ba 120 148 173
Plant proleclion ECU/ha 31 86 86
Variable cosls BCU/ha 60 84 84
Interest of working capital and olher variable costs ECU/ha 52 56 82
Praportional special cocls - lolal ECU/Mha 287 413 5 3 484
Gross profit ’ ECU/Mna 80 237 491
Labour cosls LECU/Ma 12 30 24 60 47
Depreciation [:CU/ha 273 463 277 502 gL
Rempining overhend cxpenses 4+ (ax ECU/Ma 10 10 10 10 10
Financial results BCU/ha -215% -266 -74 -82 132
Land inlcrest BECU/ha 27 a7 a7 51 51
Inlcrest on the fixed capital ECU/hn 123 199 120 242 146
Overhead expensces ECU/ha 132 1152 881 1351 1040

' BCU/ 11,26 17,26 13,55 20,78 16,00
Net profitloss ECU/ha -365 -3G5 -231 -376 -65

BCU/dL -5,62 -5,62 -3,55 -5,78 1,00

Source: Own calculstions



Tab. It . Prafitability of rape and supar beel produktion (ECUfha)

lem Present World prices EEC priccs
situnlion
(1991) No Adaptation of Changes in arm No Adaplation of Changes in farm
adapintion Inbour resources organization adaplation labour resources arganizntion
and capilnl (land)" and capital (Innd)”
I. Rape \
}.State farms
-gross profit 72 172 172 190 581 581 581
-financial rezults -G4 -119 -25 48 170 313 394
-nel profils -116 =217 -107 -3 39 197 282
2 Private [arms
-gross profil 55 148 148 x 551 551 X
-financial rezults -238 -439 -161 X -12 196 X
-net prolils -388 -585 -318 -306 -1 X
1i.5nugar beels
1. Stle farms
-gross profit 166 346 346 346 1533 1533 1533
-financial rezults -43 -105 66 180 826 1109 1310 ¢
-nct profits -95 -203 -10 101 695 993 1198
2.Private furms
-pross profit 170 362 362 X 1514 1514 X
-financial rezulls -162 -232 5 X 759 1061 ®
-ncl profits =312 -486 -152 X 465 BG4 X

1/Adnpiation of Inbour resources and capital in stale farms and land resources in private farms

Source: Own calculstions

9¢1



Tub. 5. Profiability of milk and pork production

licin Units Present World prices ELC prices
sltuation
(1991) No Adnptation of Iabour No Adaplation of labour
adaptation resources (land)Y adaplation resources (Innd)"
I AMilk production
1.51ate (nrms "
-gross profit LCU/cow/year 129 213 241 752 195
-linancinl reszults " -40 -108 20 139 174
-nel profils : * -70 -145 -17 52 287
2.Privale farms
-gross profit ‘ - 138 253 329 936 ) 1049
-linancial rezults * 3 0 76 437 523
-nel profis : -37 -44 32 319 405
I1.Pork productlion
1.Sinte farms '
-gross profit BECU/futiener 25 19 19 i3 33
-finnncial rezults 5 . 19 10,5 12 17 20,5
-net profits ¢ Y15 8,5 10 12 155"
2. Privatc farms
-gross profit 2 " 28 32 X 48 X
-finnncial rezults - 22 23,5 X 30 x
-net profits . 19,5 20,5 X 22.5 X

LZ1

|/ Adaptation of labour resources in stale farms snd land resources in privalc farms

Source: Own calculations





