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PREFACE 

This study was conducted in accordance with the terms of reference for the restricted 

tender no. IV/96/29 of the Directorate-General for Research, European Parliament. 

The full project title is “The Situation of the Agro-food Sector in the Countries of 

Central and Eastern Europe Associated with the EU - The Effect of Agro-food 

Policies - The Problems of Applying the Acquis Communituire - The Social, 

Economic, and Financial Consequences of a Future Accession of these Countries to 

the EU - The Options Available.” The geographical coverage of the study was limited 

to the countries addressed in the European Commission’s White Paper on Enlargement 

(COM (95) 163 of 3 May 1995), i.e. Bulgaria, the Czech Republic, Hungary, Poland, 

Romania, and Slovakia. 

A number of publications have addressed the state, prospects, and implications of 

European Union enlargement to Central and Eastern European countries in the field of 

agriculture. Different aspects of the integration process have thereby been emphasized. 

It was the objective of this project to develop a synthesis of the available studies on the 

subject, rather than to undertake a new investigation. An effort was thereby made to 

provide a comprehensive, yet concise summary of the work that has been carried out 

to date. 

Several people have provided valuable information for this report. The author would 

especially like to thank Mr. Kaj Fiihring Mortensen and Ms. Mariella Cantagalli 

(Directorate-General for Agriculture, European Commission, Brussels), Dr. Ferdinand 

Kuba, Dr. Andrzej Kwiecinski, and Ms. Natacha Pescatore (Economies in Transition 

Division, Organisation for Economic Co-operation and Development, Paris), Prof. 

Monika Hartmann (Institute for Agricultural Development in Central and Eastern 

Europe, Halle/Saale), and Prof Timothy E. Josling (Institute for International Studies, 

Stanford University, Palo Alto/California) for their assistance in data and information 

collection. Ms. Margret Schelling provided for a superior backstopping within the 

Directorate-General for Research. 
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EXECUTIVE SUMMARY 

The European Union (EU) has repeatedly expressed its intention to offer membership 
to several Central and Eastern European countries (CEEC). Association agreements 
(“Europe Agreements”) have been signed with Bulgaria, the Czech Republic, Hungary, 
Poland, Romania, and Slovakia between December 1991 and March 1993. The 
European Council agreed at the Copenhagen Summit in June 1993 that “the associated 
countries in Central and Eastern Europe that so desire shall become members of the 
European Union.” A timetable for the prospective accession of the CEEC has not been 
decided yet, but it seems reasonable to assume that several East-Central European 
countries will have joined the EU by 2005. 

The Eastward enlargement will entail far-reaching changes in the political and 
economic setting of the EU. Agriculture is thereby seen as a particularly problematic 
sector. This sensitivity stems from the relative size of the agricultural sector in the 
CEEC and from the substantial agricultural production potential that the countries 
would add to the Union. Accession of the CEEC to the EU is bound to lead to severe 
strains for the Common Agricultural Policy (CAP) in its current form. 

Agricultural Situation in the CEEC 
Compared with the EU, the CEEC are poorer and relatively more agricultural in terms 
of contribution to GDP, land resources, employment, export share, and food 
expenditure (see table). The agricultural sector is particularly important in Poland, 
Romania, and Bulgaria. 

During the first years of transition, agricultural output declined substantially in the 
CEEC. Reasons for this development were the price/cost squeeze that farmers 
experienced, uncertainty over property rights, and adverse weather conditions. The 
output reduction was particularly pronounced for livestock products. 
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In part as a result of depressed levels of domestic production, the agro-food trade 
balance in the CEEC deteriorated in the early 1990s. The disruption on traditional 
export markets in the former Soviet Union and the strong import demand for branded 
food products from the West have also contributed to the reduction of the trade 
surplus of the CEEC. In fact, all CEEC except for Bulgaria and Hungary had turned 
from net-exporters into net-importers of agro-food products by 1994. 

Real agricultural producer prices fell by 30 to 50 per cent in most CEEC during the 
first years of transition. They thereby amount to 40 to 60 per cent of EU wholesale 
prices for most major commodities. Only pork prices in the CEEC reach about the 
same level as in the EU. 

Although recovery is under way, farm production in the CEEC is not expected to have 
reached its pre-transition level by the year 2000. According to projections by the 
European Commission, only oilseed and cereal production will reach their 1989-levels 
by the end of the decade, while especially livestock production will continue to fall 
short of historic output levels. 

All CEEC have launched programmes of land reprivatisation and farm restructuring. 
The process has been slower and more difficult than initially expected, though. 
Nevertheless, a shift from collectivised agriculture towards private farming can be 
observed throughout the region. In the medium run, most CEEC are however likely to 
maintain a mix of large corporate farms, new farming co-operatives, and private family 
farms. 

Improvements in agricultural production have often been frustrated by the 
inefficiencies of the agro-processing sector in the CEEC. The restructuring of 
downstream industries is still incomplete and foreign direct investment has 
concentrated on high value added activities rather than on the processing of bulk 
commodities. 

After price liberalisation, governmental involvement in agricultural markets and 
protection for farmers declined markedly. Later, policy makers reintroduced market 
support policies for major commodities. In the Czech Republic, Hungary, Poland, and 
Slovakia, the support mechanisms intervention buying, border protection, and export 
subsidies often resemble the operation of similar policies under the CAP. The main 
non-CAP instrument widely used are credit subsidies. 

Compared with the EU, agricultural protection in the CEEC is still low. Moreover, 
international trade agreements, notably the Central European Free Trade Agreement, 
the Europe Agreements, and the Uruguay Round Agreement, prohibit any substantial 
increase in protection in the future. Some CEEC right even have to liberalise their 
agricultural policies in order to comply with their Uruguay Round commitments on 
domestic support and subsidised exports. 
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Pre-Accession Agicultural Intearation between the CEEC and the EU 
Soon after the breakdown of socialism in Central and Eastern Europe, the EU 
established an institutional framework to support the countries in transition. The most 
important parts of the Union’s pre-accession strategy concerning agriculture are the 
Phare programme, the Europe Agreement, and the initiative for legislative alignment. 

Phare provides technical assistance and since 1993 also investment finance to the 
CEEC. Until 1994, it had made available ECU 4,25 billion to its partner countries. 
Poland, Romania, and Hungary have been the biggest beneficiaries. 

Assisting the agricultural restructuring process is one of the key areas of activity within 
Phare. About 10 per cent of total fùnds have been devoted to agricultural projects. 
Phare has financed input supply programmes, rural banking development, land 
cadastration projects, development of market information and extension services, farm 
and enterprise restructuring programmes, and economic policy studies. Over time, the 
share of Phare-fùnding for agriculture has declined. This is partly related to a shift of 
focus from input supply programmes to less capital intensive support for land 
cadastration, extension service development, and policy advise. 

The Europe Agreements are intended to establish free trade areas between the EU and 
the CEEC over a transitional period lasting no more than 10 years. For agricultural 
products, fidl liberalisation was considered impossible in view of the support and 
protection measures under the CAP. Instead reduced-tariff quotas for CEEC exports 
to the EU were established. 

During the first years of the Agreements, the CEEC have not been able to fill their 
quotas. The main reasons for this under-utilisation of trade preferences have been 
supply shortages in the CEEC, problems in meeting Western European quality and 
health standards, and lack of experience in dealing with unfamiliar administrative 
procedures. 

Despite the trade concessions in the Europe Agreements, the agro-food trade balance 
of the CEEC with the EU has deteriorated over time. A l l  CEEC, except Hungary, have 
become net-importers of agro-food products from the EU. The product category in 
which the CEEC have the biggest trade deficit with the EU is processed foods. 

In June 1995, the European Commission presented a White Paper dealing with the 
preparation of the CEEC for integration into the internal market of the EU. The 
document identifies key measures in each sector of the common market and suggests a 
sequence in which approximation of legislation should be tackled. 

Aspects of agricultural policy and legislation that have a direct impact on the internal 
market are veterinary and phytosanitary standards, as well as food quality and product 
labelling requirements. Concern with respect to the CEEC centres not so much on the 
countries’ willingness to align their agricultural law with EU legislation, but on their 
ability to implement and enforce the new legislation. 



V 

Agricultural Implications of CEEC Accession to the EU 
The prospective eastward enlargement will provide a major challenge for both the 
CEEC and the EU. Agricultural issues are particularly sensitive, because of the 
importance of the agricultural sector for the CEEC economies and the high price 
support currently enjoyed by EU farmers under the CAP. 

In view of international trade commitments and the detrimental effects that higher 
agricultural prices would have for consumers and food-processors, the scope for 
market support policies in the CEEC during the pre-accession period seems limited. 
Agricultural policy in preparation for EU membership should, therefore, focus on 
fostering the farm restructuring process and on developing viable market institutions. 

Upon accession, CEEC producers would enjoy prices considerably higher than those 
currently received. This is likely to trigger a positive supply response that could turn 
the CEEC into large net-exporters of agricultural products. The impact could be 
somewhat dampened and postponed through transitional arrangements that face in the 
higher CAP prices gradually, but ultimately the CEEC are likely to show substantial 
increases in agricultural output. At the same time, higher food prices will tend to 
depress consumption, hrther contributing to the region’s surpluses. 

These surpluses are bound to put pressure on the support mechanisms under the CAP. 
Larger quantities of agricultural produce would have to be exported with subsidies, 
thereby drawing on budgetary resources. Estimates of the additional CAP outlays due 
to enlargement vary widely. The European Commission put the budgetary cost of 
CEEC accession at ECU 12,2 billion, or nearly 30 per cent of the current annual 
agricultural budget. 

Increased surpluses in an enlarged EU could in the medium term also lead to problems 
of complying with the EU’S Uruguay Round commitments. The provisions regarding 
domestic support and import access thereby appear less stringent than the constraints 
limiting subsidised exports. Even without enlargement, the EU might have problems of 
complying with its export commitments by the year 2000 under current policies. Any 
additional agricultural surpluses that the CEEC would generate after accession would 
under these circumstances force policy changes on the EU. 

Given the budgetary and trade policy problems, the European Commission stated in an 
Agricultural Strategy Paper published in November 1995 that the status quo of the 
CAP was untenable. The document also highlighted the drawbacks of policy options to 
increase supply management measures or to hl ly  liberalise the CAP and argued instead 
for a continuation of the 1992 reform process of compensated price cuts. The 
MacSharry reforms would be reinforced and extended to sectors not reformed before. 
The lower internal price level would reduce the need for export subsidies, while farm 
income losses would be compensated through direct payments. 

In the long term, the CAP might have to be liberalised iùrther in order to cope with 
additional challenges besides enlargement. Growing imbalances of supply and demand 
for major commodities on the domestic market, the next Round of GATT/WTO 
negotiations starting in 1999, and the need to address environmental and social 
problems in rural areas will keep the CAP on the reform agenda. 
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l. Introduction 

The European Union (EU) has repeatedly expressed its intention to offer membership 

to those Central and Eastern European countries (CEEC) with which it has association 

agreements. The European Council agreed at the Copenhagen Summit in June 1993 

that "the associated countries in Central and Eastern Europe that so desire shall 

become members of the European Union." During subsequent Summits, the European 

Heads of State have reaffirmed their aspiration for an Eastward enlargement. A 

timetable for the prospective accession of the CEEC has not been decided yet, but it 

seems reasonable to assume that several Central European countries will have joined 

the EU by 2005. 

The Eastward enlargement will entail far-reaching changes in the political and 

economic setting of the EU. Agriculture is thereby seen as a particularly problematic 

sector. This sensitivity stems from the relative size of the agricultural sector in the 

CEEC' and from the substantial agricultural production potential that the countries 

would add to the Union (Figure 1.1). 

Figure 1.1: The CEEC in Comparison with the EU 
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Agriculture is a relatively large sector in all CEEC, both in terms of production output 

and production factor use. At the current state of development, the six CEEC would 

add only about 3 per cent to the EU’S GDP upon accession, while they would 

contribute about 7 per cent to gross agricultural product. Eastward enlargement would 

increase the Union’s total area by 27 per cent, yet its agricultural area by 38 per cent. 

But most remarkably, while the total labor force would grow only by 22 per cent, the 

size of the agricultural labor force would increase by 1 11 per cent after enlargement. 

The importance of agriculture in the CEEC is partly related to the lower level of 

development as well as to a heritage of agricultural overexpansion under state 

socialism. Some decline of the relative size of the agricultural sector can therefore be 

expected as the CEEC recover from the transition slump and hrther liberalize their 

economies over the next years. Nevertheless, accession of the CEEC is bound to lead 

to severe strains for the Common Agricultural Policy (CAP) in its current form. 

1.1 Agricultural Situation in the European Union 

For decades, agricultural policy has arguably been the most integrated policy area in 

the EU. The CAP, based on the principles of market unity, Community preference, and 

financial solidarity, provided for common market organisations and uniform 

agricultural policy prices across all Member States. Market price support as the central 

CAP instrument was successful in inducing remarkable increases in agricultural 

productivity and in helping farmers participate in the rising prosperity of the overall 

economy. On the other side, the CAP has always been criticized for favoring large over 

small farmers, for stifling competition, and for burdening consumers. During the 1980s 

additional problems with the Community’s agricultural policy mounted. Increasing 

production surpluses had to be disposed of at considerable cost to the common budget, 

expanding volumes of subsidized exports provoked international trade tensions, and 

intensive farming practices led to detrimental effects on the environment. Changes to 

the CAP became inevitable. 
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Following several minor policy adjustments in the ¡ate 198Os, thz 1992 reforms of the 

CAP represented a fùndamental change in the conduct of agricultural policy. The 

reform package sponsored by Mr. Ray MacSharry, then agricultural commissioner, 

reduced prices in the cereal and beef markets and introduced set-aside requirements, 

while compensating farmers through direct payments. These changes gave new 

flexibility to Community policy-making and broke the link between price support and 

farm income. 

Further reforms are currently being considered. Policy changes are likely to be 

necessary as a result of the EU’S commitments under the Uruguay Round Agreement 

(URA). It is, in particular, questionable whether, with current policies and prices, the 

EU can reduce its subsidised exports sufficiently to meet all its export volume 

constraints by the year 2000. At about the same time, the first CEEC might join the 

EU and put fùrther reform pressure on the CAP. 

1.2 Legislative Background for Relations with the CEEC 

The reíations between the EU and the CEEC are based on association agreements 

(“Europe Agreements”, Table 1.1). Article 238 of the EEC-Treaty allows the EU to 

enter into agreements with non-member states to establish a closer relationship with 

associated states in preparation for future membership. Such association agreements 

have to be ratified by the European Parliament and by national assemblies. 

The Europe Agreements call for a closer political and economic cooperation between 

the EU and the CEEC. The ongoing reforms in the CEEC are supported through 

technical assistance in the process of creating new structures and institutions as w-ell as 

through the establishment of mutual trade preferences. All trade barriers for industrial 

goods between the EU and the CEEC are supposed to be phased out by the end of 

2005. Trade in agricultural goods is going to be partly liberalized, based on mutual 

tariff concessions (see chapter 3.2). The ensuing institutional alignment and economic 

integration between the EU and the CEEC is intended to prepare the CEEC for 

accession to the EU. 
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Table 1.1: Dates of Europe-Agreements and of EU-Membership Applications 

Europe-Agreement Membership Application 
(Signed) (in Force) 

January 1996 December 199 1 February 1995 Czech Republic 
December 1995 March 1993 February 1995 Bulgaria 

(Submitted) 

Hungary December 199 1 February 1994 March 1994 
Poland December 199 1 February 1994 

June 1995 December 199 1 February 1995 Slovakia 
June 1995 February 1993 February 1995 Romania 
April 1994 

membership applications also. 
Source: European Commission (1996a). 

) Estonia, Latvia, Lithuania, and Slovenia have signed Europe Agreements and submitted EU- 

In May 1995, the European Commission presented a White Paper on the preparation 

of the CEEC for integration into the Union (European Commission, 1.995a), in which it 

provided guidance to the associated countries for getting ready to operate under the 

EU’S internal market. Later that year, the Commission released an Agricultural 

Strategy Paper (European Commission, 1995c) based on several country and sector 

studies produced in collaboration with scientific advisors. The Paper highlights the 

main challenges of an EU-accession of the CEEC for the Common Agricultural Policy 

and draws up policy options for enlargement (see chapters 4.2 & 4.3). 

By January 1996, all six CEEC had formally applied for EU membership (Table 1.1). 

In April 1996, the Commission sent a series of factual and technical questions 

concerning their societies to’ the applicant countries. Replies to these questionnaires 

were received in July 1996. Based on analysis of these replies, the Commission is 

preparing opinions on individual country’s membership application, which will then be 

forwarded to the Council of Ministers and provide the background for the accession 

negotiations. The latter are scheduled to start six months after the conclusion of the 

Intergovernmental Conference (Amsterdam Summit, June 1997), i.e. at the beginning 

of 1998. 
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1.3 Outline of the Project Report 

This report provides a synthesis of recent studies that have investigated the state, 

prospects, and implications of integration between the EU and the CEEC in the field of 

agriculture. A considerable number of publications have addressed the issue from 

differing viewpoints and with varying emphasis. It is the aim of this report to provide a 

comprehensive, yet concise summary of the work that has been carried out on EU- 

CEEC agricultural relations. The report provides consistent data for the first five years 

of transition up to 1994. 

The main body of the report falls into three parts. First, an overview of the agricultural 

situation in the CEEC is provided (chapter 2). The transition of agriculture is thereby 

discussed both in its structural and political dimensions. Second, the relations between 

the EU and the CEEC during the pre-accession period are described (chapter 3). This 

covers technical and financial assistance provided by the EU for agriculture in the 

CEEC, as well as existing agreements to liberalize agro-food trade between the EU 

and the CEEC and to align agricultural law in the CEEC with EU legislation. Third, 

the prospective implications of the Eastward enlargement of the EU for the Union and 

for the acceding countries are discussed, and alternative policy scenarios evaluated 

(chapter 4). Finally, some general comments on the future of the CAP in an enlarged 

Union conclude this study. 
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2. Agricultural Situation in the CEEC 

M e r  the Second World War, most countries of Central and Eastern Europe followed 

the Stalinist model of agricultural collectivisation'. In order to create large-scale 

farming units, farmers were expropriated or forced into co-operatives. This process 

involved huge immediate losses in physical and human capital, but also impeded the 

subsequent development of the agricultural sector. In particular, farm workers had 

little incentive to improve productivity and to use production inputs efficiently, so that 

agricultural production costs were relatively high (Johnson, 1992). 

The state controlled input supply, agro-processing, and food distribution sectors 

aggravated the inefficiency of the agricultural sector. Lack of competition, misguided 

investments, and a strong focus on satisfjing quantitative production targets led to 

wastage of resources and poor quality of food products. Moreover, the failure of the 

agricultural economy was generally accompanied by degradation of the environment. 

Per capita consumption of food in Central and Eastern Europe was relatively high. 

Consumption of meat, in particular, exceeded that in many Western European market 

economies. This consumption pattern was the result of distorted prices. Retail prices 

for food changed little in nominal terms for several decades, despite increases in 

production cost. The growing gap between costs of consumption and production was 

covered by government subsidies. The latter, in turn, created an increasingly 

unsustainable burden on state budgets (Brooks et al., 1991). 

Following the breakdown of socialism in the late 1980s, the CEEC embarked on far- 

reaching agrarian reforms. Comprehensive institutional changes were initiated to create 

new agricultural and agro-industrial structures based on private ownership and a 

market economy. Although especially the early stages in the transition have been 

painhl, considerable progress has been made towards transformation of the 

economies. 

The cxception is Poland, where most land remained in the hand of private farmers 
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2.1 Agricultural Markets 

The CEEC have a combined population of 9 5 6  million people, they cover an area of 

88,3 million hectares, and they produce an aggregate annual output of ECU 172,5 

billion (Table 2.1). This corresponds to 26 per cent of EU population, 27 per cent of 

EU area, and 3 per cent of EU gross domestic product. On average, the CEEC are 

slightly less densely populated than the EU. Area per capita varies widely, though, 

from 0,77 ha in the Czech Republic to 1,3 l ha in Bulgaria, corresponding to 

population densities of 130 and 76 inhabitants per square kilometre, respectively. Per 

capita incomes also show considerable variation, ranging from ECU 961 in Romania to 

ECU 3.150 in Hungary. The average GDP per capita in the CEEC of ECU 1.804 

thereby corresponds to only 11 per cent of the EU per capita income of ECU 15.972. 

Taking the differing purchasing power into account, though, gives the CEEC an 

average annual income of about 30 per cent of the EU'S per capita average. 

Table 2.1: Basic Economic Indicators 

Population 
('O00 Persons) 

Bulgaria 

10.300 Hungary 
10.300 Czech Republic 
8.500 

Poland 38.500 
Romania 22.700 
Slovakia 5.300 
CEEC-6 

369.700 EU- 15 
95.600 

' ) Data for 1993. 

Total Area 
('O00 ha) (ha P.C.) 

11.100 1,3 1 
7.900 0,77 
9.300 0,90 

3 1.300 0,8 1 
23.800 1,05 
4.900 0,92 

88.300 0,92 
323.400 0,87 

GDP 
(Mill. ECU) (ECU P.C.) 

9.400 1.110 
26.700 2.586 
32.500 3.150 
73.400 1.907 
2 1.800 96 1 

8.700 1.643 
172.500 1.804 

5.905.100 15.972 - 

I Source: European Commission (1995b). 

The CEEC took dissimilar approaches towards policy reform and are at different 

stages in their transition towards market oriented economies. The Czech Republic, 

Hungary, Poland, and Slovakia are thereby generally considered to be more advanced 

in transforming their economies than Bulgaria and Romania (World Bank, 1996). All 

CEEC economies, though, have been showing signs of recovery over recent years, 

after having experienced significant contractions in output during the first years of 

transition. In fact, all CEEC enjoyed positive economic growth rates by 1994 (Table 
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2.2). Moreover, inflation has been brought under control, although remaining high 

compared to Western Europe (OECD, 1996a). Overall, the macroeconomic 

environment in which CEEC agriculture operates has become more accountable in 

recent years. 

Table 2.2: Change in Gross Domestic Product, 1989-94 
(in Per Cent) 

- 1990 - 1991 - 1992 1993 1994 

-26,5 -9,l -1 1,7 -5,7 -42 L4 Bulgaria 
1989 1989 1990 1991 1992 1993 
1994 

Czech Republic -1,2 -14,2 -7,l -0,9 2,6 - 19,9 
Hungary - 3 3  -1 1,9 - 4 3  -2,3 23 

-22,l -2,5 -14,5 -7,O 4 1  478 Slovakia 
-20,9 -5,6 -12,9 -8,s 1 9 5  3,9 Romania 
-7,9 -1 1,6 -7,O 236 3 3 8  572 Poland 
-18,5 

CEEC-6 
EU- 12 

-15,l -7,l -10,4 -2,6 0,s 3Y9 
7,s 239 L7 1,o -0,5 225 

Source: European Commission (1996d); OECD (1996a). 

Aariczrltural Economv 

Agriculture is a relatively more important sector in the CEEC than in the EU. The 

share of agriculture in total employment, total land use, and total output value lies 

above the EU average for every single CEEC (Table 2.3). On average, CEEC 

agriculture employs 22,7 per cent of the total labour force, uses 58,3 percent of total 

area, and generates 7,s per cent of total gross domestic product. The corresponding 

figures for the EU are 5,4 per cent of employment, 42,7 per cent of surface area, and 

2,5 per cent of GDP. 

I 
1 ) Data for 1993. 2 ,  Gross Agricultural Product. 

, Source: European Commission (1995b). a- 
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Romania and Bulgaria are the countries most dependant on agriculture, with GDP 

shares of 20,2 and 10,O per cent, respectively. The Czech Republic, on the other side, 

is quite close to the EU average with an agricultural GDP of only 3,3 per cent of total 

national income (Table 2.3). Generally, the share of agriculture in GDP has been 

declining in the CEEC since the beginning of transition, as input prices have risen 

faster than output prices, thereby reducing value added in the sector. 

Romania and Poland both have more than 3,s million people employed in agriculture 

and show the highest shares of the labour force employed in farming with 35,2 and 

25,6 per cent of total employment, respectively (Table 2.3). Polish agriculture is 

thereby much less productive relative to other sectors in the economy than agriculture 

in other CEEC or in the EU. In Poland, 25,6 per cent of the labour force produce 6,3 

per cent of national income, while 5,4 per cent of EU employees generate 2,5 per cent 

of EU gross domestic product. Were Poland to achieve the same relative agricultural 

productivity as the EU, almost half of its agricultural labour force would become 

redundant. The situation in other CEEC is less dramatic, although it is likely that 

agricultural employment will generally fall as the economic transformation in Central 

and Eastern Europe continues. Economic diversification in rural areas is, therefore, 

going to be a major task for the CEEC in coming years. 

Agricultural - Output 

All CEEC have experienced a sharp decline in agricultural output during the first years 

of transition. Hungary was most severely affected with a cumulative drop in 

agricultural output of more than 36 per cent between 1989 and 1994. Only Romania 

had recovered completely from the output contraction by 1994, while, on average, 

agricultural output levels in the CEEC were still more than 17 per cent lower in 1994 

than during the pre-transition period (Table 2.4). 
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I Table 2.4: Change in Gross Agricultural Product, 1989-94 
l (in Per Cent) 

1991 1992 1994 

-6,O -0,3 - 12,o - 18,2 275 Bulgaria 

1994 

-30,9 
1989 1990 1991 1992 1993 1989 

Czech Republic 
Hungary 

-28,2 -2,3 -8,9 -12,l -2,3 -6,O 
-4,7 -6,2 -19,9 -9,7 -1,l -36,l 

Poland 

-24,O -6,7 -7,O -12,s -7,2 833 Slovakia 
130 -2,9 078 -13,3 12,s 5 s  Romania 

-20,o - 5 3  -1,6 -10,7 870 -10,s 

CEEC-6 
577 230 2,6 222 -2,6 1 3 5  EU- 12 

-17,l -4,4 -2,l -13,2 3 s  -1,9 

Source: European Commission (1996~); OECD (1996a). 

Several factors were responsible for the fall of agricultural production in the CEEC 

during transition (European Commission, 1995~): 

Internal demand for food products in Central and Eastern Europe dropped, as 

consumption subsidies were abolished and consumer incomes were hit by 

recession. Moreover, external demand decreased also, after traditional eastern 

export markets got lost upon the disintegration of CMEA. As a result, a surplus 

situation for food products on the domestic market emerged, that led to cuts in real 

prices of food products. Further pressure on food prices came from increased 

imports in the wake of trade liberalisation. 

In addition, the wedge between consumer and producer prices expanded, as price 

liberalisation tended to precede demonopolisation of supply and processing 

industries, giving the latter the opportunity to extract monopoly rents in the form 

of bigger marketing margins. 

While producer prices fell, production costs went up, as input prices for energy and 

fertiliser, which used to be artificially low in the past, were raised to world market 

price levels. 

Furthermore, production in general was negatively affected by uncertainty 

surrounding the process of decollectivisation and privatisation. 

Finally, adverse weather conditions, especially the drought in 1992, contributed to 

a reduced production of field crops. 
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The price-cost squeeze, policy uncertainty, and bad weather translated into poor 

financial results for farming enterprises. Many farms experienced operational losses 

and, in consequence, shortages of working capital, increasing debt levels, and even 

bankruptcy. 

The drop in agricultural output in the CEEC has been most pronounced for livestock 

products. By 1994, livestock output was on average about 20 per cent lower than 

during the pre-transition period. The abolishment of relatively high consumption 

subsidies for livestock products and the problems associated with the transformation of 

very large livestock farms into smaller, more efficient production units caused this 

sharp decline in output. Crop output has fluctuated in response to changing weather 

conditions, but has overall remained closer to its pre-transition level. 

Despite the considerable decline in output, agriculture has fared relatively well in the 

transition process in most CEEC. Industrial output, in particular, has fallen even more 

than production in agriculture. In fact, in Bulgaria and Romania the share of 

agricultural production in total output expanded by more than a third during the first 

years of transition. From this perspective, CEEC agriculture has coped more 

successfùlly with the fùndamental changes of system transformation than other sectors 

in the economy (TangermandJosling, 1994). 

Apo-food Trude 

The importance of agriculture for total trade varies among the CEEC. The share of 

agricultural exports in Hungary is more than twice as high as in the EU (Table 2.5). In 

Bulgaria and Poland exports of agricultural products are also relatively high, while the 

shares of agro-food exports in total exports in the Czech Republic, Romania, and 

Slovakia are below the EU average. Agricultural import shares are roughly in line with 

the importance of agro-food imports into the EU. 
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~~ 

Table 2.5: Share of Agriculture in Total Trade, 1989 & 1994 
(in Per Cent) 

1989 ' 1994 
Exports Imports Exports Imports 

Bulgaria 
7,s 9,0 479 14,3 Czech Republic 

16,l 897 10,5 731 

Poland 10,o 14,3 10,2 10,5 
Romania 690 8,s 
Slovakia' 4,9 14,3 577 13,O 

H u F Y  20,3 733 21,3 838 

CEEC-6 
824 11,9 8,7 12,9 EU- 12 

11,l 9,4 

' ) Average for 1987-89. ) Data for 1989 refers to Czechoslovakia. 
Source: Karp/Stefanou (1994); European Commission (1996b); Frohbermartmann (1996). 

Looking at developments over time, agricultural export shares have increased in nearly 

all CEEC during the first years of transition, while agro-food imports have lost in 

importance relative to other imports. This suggests that the agricultural sector might 

not have been hit as badly by recession as industry. 

Nevertheless, the CEEC balance of trade in agricultural and food products deteriorated 

during the first years of transition (Figure 2.1). The aggregate CEEC trade surplus in 

agro-food products fell from ECU 2.743 million in 1989 to only ECU 36 million in 

1993. This deterioration in the balance of trade was mainly caused by a drop in exports 

from ECU 7.147 million in 1989 to ECU 5.184 million in 1993, although increasing 

imports, after a temporary drop in 1990, also contributed to the shrinking CEEC trade 

surplus in agro-food products. In 1994, the downturn in net-exports was stopped, as 

the recovery in exports outpaced the continuing increase in imports (Tables 2.6-2.8). 
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Figure 2.1: Aggregate Trade Balance for Agro-food Products, 1989-94 
(in Million ECU) 

I Source: European Commission (1 995b). 

Bulgaria, Hungary, and Poland have traditionally been the major agro-food exporters 

in Central and Eastern Europe. But while Hungary and Poland have maintained their 

export levels during the transition, Bulgaria’s exports fell dramatically from ECU 

2.180 million in 1989 to ECU 762 million in 1994, i.e. by more than 65 per cent (Table 

2.6). On the other hand, Slovakia experienced a continuous increase in its agro-food 

exports during 1989-94. 

Poland and the Czech Republic were the biggest importers of agrofood products 

among the CEEC in 1994 with imports of ECU 2.006 million and ECU 1 .O90 million, 

respectively (Table 2.7). A l l  CEEC except Bulgaria had higher agro-food imports in 

1994 than in 1989. In fact, the increase in their imports during 1989-94 turned Poland 

and Romania, the two biggest agricultural producers in the region, from net-exporters 

into net-importers of agricultural and food products (Table 2.8). The surge in agro- 

food imports was driven both by depressed levels of domestic production and by 

strong demand for branded food products from the West. 
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Table 2.6: Agro-food Exports, 1989-94 
(in Million ECU) 

1989 1990 1991 1992 1993 1994 1989-94’ 
Bulgaria 

670 65 9 47 1 5 70 584 874 864 Czech Republic 
1 .O64 2.180 1.601 609 603 629 762 

Poland 1.706 1.504 1.998 1.490 1.403 1.751 1.642 
Romania 

22 1 80 165 216 234 300 330 Slovakia 
266 479 81 199 223 28 1 334 

HwwY 1.965 2.043 1.831 2.185 2.057 1.697 1.976 

CEEC-6 5.828 7.147 5.653 5.777 5.191 5.184 6.017 
IEU-12 I 36.078 35.186 35.985 38.776 41.833 45.187 I 38.841 

) Average. ’ ) Extra-EU Trade. 
Source: European Commission (1995b, 1996~). 

Table 2.7: Agro-food Imports, 1989-94 
(in Million ECU) 

1989 1990 1991 1992 1993 1994 1989-94’ 
Bulgaria 

782 957 598 513 65 8 877 1.090 Czech Republic 
43 1 925 45 1 269 206 349 386 

Hungary 709 546 571 542 689 91 1 66 1 
Poland 

2 74 187 164 146 156 483 509 Slovakia 
663 333 880 622 76 1 826 556 Romania 

1.493 1.293 526 1.685 1.524 1.924 2.006 

I CEEC-6 I 4.404 3.165 3.806 3.847 5.148 5.458 I 4.305 
EU-12 I 57.603 55.889 56.867 56.872 54.402 64.521 I 57.692 

1 ) Average. ) Extra-EU Trade. 
Source: European Commission (1995b, 1996~). 

Table 2.8: Trade Balance for Agro-food Products, 1989-94 
(in Million ECU) 

I 1989 1990 1991 1992 1993 1994 I 1989-94’ 
Bulgaria 

1.334 1.285 1.614 1.525 1.008 1.065 Hungary 

-3 O8 -127 58 -74 -3 -225 Czech Republic 
1.255 1.150 339 397 28 1 376 

Poland 413 978 3 13 -33 -520 -255 
Romania 146 -799 -423 -538 -545 -222 
Slovakia -106 l 70 78 -183 -179 
CEEC-6 2.743 2.488 1.971 1.344 36 559 

1.304 

-397 
-5 3 

IEU-12 I -21.525 -20.703 -20.882 -18.096 2.569 -19.334 I -18.851 I 
I ) Average. ’ ) Extra-EU Trade. 
Source: European Commission (1995b, 1996~) .  
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The shifts in the agro-food trade balances of the CEEC are closely linked to 

íùndamental changes in the pattern of trade. Following the breakdown of CMEA, trade 

flows needed to be redirected away from traditional markets in the Soviet Union and 

towards new markets in the West. While before the start of the transition more than 30 

per cent of CEEC agro-food exports went to the Soviet Union, only 18 per cent of 

total exports went to the Newly Independent States in 1994 (Table 2.9). During the 

same time, the share of CEEC agro-food exports to EU and EFTA countries increased 

from 39 to 50 per cent'. Countries highly dependent on the Soviet Union, notably 

Bulgaria, saw their export markets vanish and had to find new customers for their 

products in the West. The problems associated with establishing new trade relations 

can partly explain the poor Bulgarian export performance since 1989. Poland and 

Hungary, on the other side, had always shipped a major share of their exports to 

Western Europe and could, therefore, continue to supply their established markets 

after 1989. 

Table 2.9: Regional Breakdown of Agro-food Exports, 1989 & 1994 
(in Per Cent) 

1989 1994 
EU&EFTA CEEC MS Other 

20,6 4,l 3 5 3  39,s 7,9 13,6 63,l 15,4 Bulgaria 
EU & EFTA CEEC NIS Other 

~ - _ ~ ~ .  

1989 1994 
EU&EFTA CEEC MS Other EU & EFTA CEEC NIS Other 

39,s 
Czech Republic * 

17,7 61,s 13,l 7,4 38,7 10,9 12,3 38,l Slovakia 
33,l 10,s 21,3 34,s 33,9 21,7 24,2 20,2 Romania 
68,l 2,9 18,7 10,3 72,6 1,4 6,3 19,7 Poland 
54,9 9,6 22,6 12,9 45,7 6,2 21,6 26,5 Hungary 
43,s 5,9 14,7 35,6 38,7 10,9 12,3 38,l 

CEEC-6 49,5 8,9 18,2 23,4 39,2 8,7 30,s 21,3 
I ) Or latest Available. * ) Data for 1989 refers to Czechoslovakia. 
Source: Kuba (1 995). 

Imports of agro-food products from the Soviet Union had traditionally only been of 

minor importance for the CEEC (Table 2.10). The dissolution of the CMEA, hence, 

did not disrupt import flows to the same extent as exports. Nevertheless, an increasing 

share of CEEC imports has been procured from EU and EFTA countries, as the 

additional import demand for temperate climate food products after 1990 was satisfied 

from Western Europe. 

1 A detailed analysis of CEEC trade in agricultural and food products with the EU is presented in 
chapter 3.2. 
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Table 2.10: Regional Breakdown of Agro-food Imports, 1989 & 1994 
(in Per Cent) 

1989 1994 ’ 
EU &EFTA CEEC NIS Other 

54,7 5 3  1,0 38,s 24,2 18,9 3,l 53,s Czech Republic 
63,7 5,2 7,l 24,O 22,5 6,O 3,9 67,6 Bulgaria 

EU & EFTA CEEC NIS Other 

Hungary 23,2 7,4 7,7 61,7 54,6 5,3 4,7 35,4 
Poland 60,O 1,7 2,l 36,2 

34,3 43,4 1,6 20,7 24,2 18,9 3,l 53,s Slovakia 
37,5 10,5 7 3  44,5 23,4 18,O 7,5 51,l Romania 
67,4 3,5 3,6 25,5 

CEEC-6 5 5 3  9,3 2,2 33,O 34,7 8,6 4,O 52,7 
’ ) Or latest Available. ) Data for 1989 refers to Czechoslovakia. 
Source: Kuba (1995). 

Slovakian trade shows an extraordinary pattern, with a very high share of agro-food 

imports and exports from other CEEC. This is partly due to the country’s central 

location in the region, but mostly to its close relation with the Czech Republic. 

Commoditv Situation 

Total Area in the CEEC amounts to 88,3 million hectares (Table 2. l), of which 42 per 

cent is arable land and 17 per cent is permanent pasture (Table 2.11). The share of 

arable land in total area in the CEEC is thereby considerably higher than the 24 per 

cent in the EU. In fact, all CEEC show a percentage of arable land that is higher than 

the EU average. 

Table 2.11: Land Use, 1994 
(in Per Cent of Total Area) 

I Arable Land Permanent Pasture 1 Non-Agricultural Land 
Bulgaria 

34,4 50,5 15,l Hungary 
45,6 4O,5 13,9 Czech Republic 
44,2 36,O 19,s 

Poland 45,7 13,7 40,6 
Romania 39,l 22,7 

5 1,O 30,6 18,4 Slovakia 
38,2 

CEEC-6 
57,3 23,8 18,9 EU- 15 
40,s 42,O 17,2 

Source: European Commission (1995b). 

Cereals are the most important arable crops in the CEEC. On average, 61 per cent of 

arable land is cultivated in wheat, barley, rye, oats, and maize (Table 2.12). Cereal 

area, indeed, exceeds the EU average of 45 per cent in all CEEC. Romania and 

Hungary show thereby the highest shares of land devoted to cereals with 68 per cent 
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and 62 per cent, respectively. Oilseeds and sugarbeet, on the other side, are not as 

widely cultivated in the CEEC as in the EU. Only Bulgaria and Hungary devote a 

higher share of their arable land to oilseeds, and only the Czech Republic and Poland 

have relatively more arable land in sugarbeet than the EU. Apart from a slight increase 

in cereal acreage over time, this land use pattern has been stable since 1989 (European 

Commission, 1995b). 

Table 2.12: Arable Land Use, 1994 
(in Per Cent of Total Arable Land) 

Cereals Oilseeds Sugarbeet 

25,4 62,4 10,o 2 2  Hungary 
33,s 55,4 7,9 279 Czech Republic 
3 1,8 55,7 12,3 092 Bulgaria 

Other 

Poland 59,3 274 2 3  35,3 
Romania 67,8 4,4 194 24,2 
Slovakia 33,9 58,O 599 232 
CEEC-6 

44,3 45,l 8,O 2,4 EU- 15 
30,7 61,O 632 271 

Source: European Commission (1995b). 

Crop production in the CEEC has generally fallen between 1989 and 1994. In response 

to substantial price increases for production inputs like fertilizers and pesticides, 

farmers cut back on the application of yield enhancing inputs. This resulted in lower 

yields across commodities (Table 2.13), which, at virtually unchanged acreage, 

translated into reduced production output (Tables 2.15-2.17). The reported magnitude 

of the yield and output changes between 1989 and 1994 should be interpreted with 

care, though, since differing weather conditions affect crop production. 

Table 2.13: Crop Yields, 1994 

Average Yields (TonskIectare) Change 1989-94 (in %) 
- 

-12,8 -25,O -8,9 4,l 2,1 3 4 3  Czech Republic 
-3 1,s -33,3 -1 1,l 330 1 2  19,s Bulgaria 

Cereals Oilseeds Sugarbeet Cereals Oilseeds Sugarbeet 

Hungary 3,9 1,6 32,7 -29, l -20,o -4,4 
Poland 236 2 9  29,4 

2,9 1,2 18,4 Romania 
-18,8 -28,6 -19,j 

-17,3 -21,7 -1 1,l 4,3 L8 34,6 Slovakia 
-6,5 20,o -10,o 

CEEC-6 
6,5 -16,7 5,6 4,9 2,o 50,7 EU- 15 

-18,4 -16,7 -10,5 331 1 s  30,3 

Source: European Commission (1 995b). 
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Cereals production in the CEEC dropped from 82 to 69 million tons between 1989 and 

1994 (Table 2.15). Domestic use fell even sharper, though, mainly due to reduced feed 

demand, turning the region from a net-importer into a net-exporter of cereals. 

Production of oilseeds and sugar, on the other side, declined more drastically than 

domestic demand, so that the overall supply balance for these two products 

deteriorated during the first five years of transition (Tables 2.16 & 2.17). 

In contrast to the crop sector where the agricultural production base, i.e. arable land, 

remained almost unchanged, the livestock sector in the CEEC experienced a 

considerable liquidation of herds during the first years of transition. Especially the 

stock of cattle was reduced dramatically (Table 2.14). In Bulgaria, Hungary, and 

Romania, the number of pigs also fell sharply, but in the other CEEC pig numbers held 

up more steadily. Dairy cows were on average least affected by the herd size 

reductions. 

I Table 2.14: Livestock Numbers, 1994 

Livestock ('000) Change 1989-94 (in %) 
cows Cattle' Pigs cows Cattle' Pigs 

Bulgaria 
Czech Republic 
Hungary 
Poland 
Romania 
Slovakia 

419 750 2.071 
830 2.161 4.071 
420 999 5.001 

3.866 7.270 17.422 
1.500 3.597 9.262 

3 86 993 2.179 

-35,3 -53,6 -50,O 
-33,5 -3 7,9 -13,l 
-26,l -40,9 -39,9 
-20,9 -30,O -7,5 
-12,o -43,9 -353 
-32.0 -37.7 -19.2 

ICEEC-6 
I I 

7.421 15.770 40.006 I -22,9 -37,4 -24,6 
EU- 15 I 33.617 78.747 110.937 1 -6,6 -8,3 829 
' ) including cows. 
Source: European Commission (1995b). 

Production of milk, beef, and pork in the CEEC declined between 1989 and 1994 

roughly in correspondance to the magnitude of the decrease in livestock numbers 

(Tables 2.18-2.20). And since the rebuilding of animal herds takes time, livestock 

production is likely to remain below its pre-transition level for some time. 
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Table 2.15: Cereals Supply Balance, 1989 & 1994 

Bulgaria 
Czech Republic 
Hungary 
Poland 
Romania 
Slovakia 

(in Thousand To 
1989 

Production Domestic Use Surplus 
9.484 10.681 -1.197 
7.793 7.840 -47 

15.388 13.033 2.355 
26.958 29.315 -2.357 
18.309 17.551 758 
4.249 4.239 11 

ICEEC-6 I 82.181 83.658 -1.477 
I ~~ 

]EU-15 I 188.506 159.300 29.206 
I Source: EuroPean Commission (1995b). 

1994 
Production Domestic Use Surplus 

6.919 6.902 17 
7.210 6.793 417 

11.569 11.085 484 
2 1.764 22.225 -46 1 
18.184 17.150 1.034 
3.700 3.637 64 

69.346 67.791 1.555 

Table 2.16: Oilseeds Supply Balance, 1989 & 1994 
(in Thousand Tons) 

1989 
Production Domestic Use Surplus 

Bulgaria 
339 339 O Czech Republic 
480 54 1 -6 1 

Hungary 915 87 1 44 
Poland 1 S86 1.096 490 
Romania 987 964 14 
Slovakia 147 121 26 
CEEC-6 

11.636 24.646 -13.010 EU- 15 
4.445 3.93 1 5 14 

1994 
Production Domestic Use Surplus 

604 5 04 1 O0 
5 12 462 50 
756 555 20 1 
75 6 685 71 
78 1 966 -205 
155 154 1 

3.544 3.325 219 
12.497 30.300 -17.803 

I Source: European Commission (1995b). 

Bulgaria 
Czech Republic 
Hungary 
Poland 
Romania 
Slovakia 

74 
567 
540 

1.730 
778 
188 

Table 2.17: Sugar Supply Balance, 1989 & 1994 
(in Thousand Tons) 
1989 S 994 

Production Domestic Use Surplus I Production Domestic Use Surplus 
13 127 -1 14 

375 413 -3 8 
456 467 -1 1 

1.329 1.155 174 
350 700 -350 
S22 239 -1 18 

CEEC-6 
15.402 12.717 2.685 15.881 13.616 2.265 EU- 15 
2.644 3.101 -45 7 3.877 3.774 103 

Source: European Commission (1995b). 

381 -307 
495 72 
444 96 

1.703 28 
483 295 
268 -80 
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Table 2.18: Milk Supply Balance, 1989 & 1994 
(in Thousand Tons) 

Bulgaria 
Czech Republic 
Hungary 
Poland 
Romania 
Slovakia 
CEEC-6 

1989 1994 
Production Domestic Use Surplus Production Domestic Use Surplus 

2.135 2.135 O 

820 1 .O68 -24 8 2.055 1.446 609 
3 .O00 3.019 -19 3.323 3.329 -6 

1 1.920 12.320 -400 16.404 15.741 663 
2.000 2.060 -60 2.862 2.806 56 
3.197 2.589 608 4.991 3.570 1.421 
1.135 1.135 O 

3 1.770 29.027 2.744 22.072 22.191 -1 19 
EU- 15 I 127.032 119.002 8.030 I 120.002 113.957 6.045 
Source: European Commission (1995b). 

Table 2.19: Beef Supply Balance, 1989 & 1994 
(in Thousand Tons) 

1989 1994 
Production Domestic Use Surplus Production Domestic Use Surplus 

Bulgaria 123 138 -15 

80 95 -15 114 91 23 Hungary 
184 165 19 272 254 18 Czech Republic 
97 106 -9 

Poland 637 69 1 -54 450 464 -14 
Romania 220 252 -32 266 27 1 -5 
Slovakia 73 64 9 147 79 68 
CEEC-6 

7.857 7.725 132 8.298 8.136 162 EU- 15 
1.150 1.165 -15 1.512 1 S04 8 

Source: European Commission (1995b). 

Table 2.20: Pork Supply Balance, 1989 & 1994 
(in Thousand Tons) 

1989 1994 
Production Domestic Use Surplus 

465 480 -15 552 543 9 Czech Republic 
214 217 -3 412 409 3 Bulgaria 

Production Domestic Use Surplus 

Hungary 1.014 SS2 132 600 59s 2 
Poland 1 .S54 1.866 -12 

172 177 -5 274 232 42 Slovakia 
739 65 7 82 800 766 34 Romania 

1.609 1.705 -96 

CEEC-6 
. 16.010 15.029 98 1 15.238 14.676 562 EU-15 

3.799 3.834 -35 4.906 4.698 208 

Source: European Commission (199%). - 
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In comparison with the EU, cereals are the relatively most important agricultural 

commodity group in Central and Eastern Europe. In 1994, total CEEC cereals 

production amounted to 40 per cent of EU output (Figure 2.2). Oilseeds and sugar 

production in the CEEC reached 29 per cent and 17 per cent of EU output, 

respectively. For livestock, the relative share of CEEC production was in general lower 

than for crops. CEEC milk, beef, and pork output measured 18 per cent, 15 per cent, 

and 26 per cent of EU production, respectively. 

Figure 2.2: CEEC Commodity Production in Comparison with the EU, 1994 

EU-l5 = 100 
............................................................... 
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Source: European Commission, 1995b. 

Agricultural Prices 

Poland was the first country among the CEEC to liberalize its agricultural and food 

prices. It removed all price controls in October 1989. Other countries in the region 

followed more or less swiftly, with Romania being the last country to complete its 

liberalization programme in May 1993 (Table 2.21). 
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Table 2.21: Timing of Food Price Liberalisation 

First Liberalisation Full Liberalisation 
Bulgaria February 199 1 February 199 1 
Czech Republic' January 1991 July 1990 
Hungary January 1990 

October 1989 Poland 
January 1990 

May 1993 September 1992 Romania 
October 1989 

~Slovdia' July 1990 January 1991 
1 ' ) Czechoslovakia. , Source: Swinnen (1994). 

As mentioned before, agricultural output prices declined relative to farm input prices as 

a result of liberalization. In 1990-91, output price indices in the CEEC fell by 30 to 60 

per cent relative to input price aggregates, with Hungarian farmers experiencing the 

least, and Polish farmers the most severe deterioration of their price-cost ratios (Figure 

2.3). After the initial drop, output and input prices moved rather closely together. 

Romania showed a somewhat different development, with output prices strengthening 

relative to production cost over time, but then it had price controls in effect until 1993. 

Figure 2.3: Agricultural Output/Input Price Ratios, 1989-94 
(1989 = 100) 
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Iource: OECD (199.k). 
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Real agricultural producer prices, i.e. nominal farm gate prices deflated by the 

consumer price index, fell in most CEEC by 30 to 50 per cent during the first years of 

transition (Figure 2.4). Bulgaria and Romania showed developments differing from the 

general trend, with Bulgarian farmers experiencing a particularly drastic price drop, 

while Romanian farmers actually saw their output prices strengthening over time. 

These extraordinary trends should be interpreted with caution, though, because both 

Balkan countries had very high and fluctuating rates of inflation since 1990, making 

price measurement difficult. 

Figure 2.4: Real Agricultural Producer Prices, 1989-94 
(1989 = 100) 
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Source: OECD (1995a). 

Agricultural producer prices in the CEEC are close to world market price levels. They 

thereby amount to 40 to 60 per cent of EU wholesale prices for most commodities 

(Figure 2.5). Only oilseed and pork prices in the CEEC reach about the same level as 

in the EU. 
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Figure 2.5: Agricultural Producer Prices in the CEEC relative to EU, 1994 
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Source: European Commission (1995b). 

Food Consumption 

Corresponding to their lower income levels, the share of household income spend on 

food is much higher in the CEEC than in the EU. It ranges from 22,3 per cent in 

Hungary to 60 per cent in Romania (Table 2.22). Developments in the first years of 

transition have shown no clear trend of food expenditure shares. It has dropped in the 

Czech Republic, Hungary, and Poland and increased in Bulgaria, Romania, and 

Slovakia. For the region as a whole, the share of household income devoted to food 

purchases fell slightly from 35,O per cent in 1989 to 33,7 per cent in 1994. It seems 

that as a wider selection of non-food goods has become available, consumers in 

Central and Eastern Europe have decided to spend a smaller share of their income on 

food. 

I Table 2.22: Average Share of Household Income Spent on Food, 1989-94 

1989 1990 1991 1992 1993 1994 
(in Per Cent) 

Bulgaria 

2S,4 24,9 21,s 21,2 2 1,7 22,3 Hungary 
32,9 3 1,7 34,O 32,8 32,l 32,O Czech Republic 
29,5 28,s 39,6 37,l 36,O 3 9,O 

Poland 36,9 33,9 32,4 30,O 30,O 30,3 
Romania 48,O 48,6 50,3 s4,3 58,O 60,O 
Slovakia 35,4 34,l 36,5 35,6 3S,8 38,O 
CEEC-6 

20,2 21,7 19,4 19,6 19,6 EU-l2 
35,O 33,s 3 3 3  32,5 32,9 33,7 

Source: Kuba ( 1  995); European Commission (1 996c); OECD (1996a). 
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After price liberalization, food prices in most CEEC fell by 10 to 20 per cent in real 

terms (Figure 2.6). Bulgaria experienced a more drastic price drop of about 50 per 

cent between 1989 and 1994. These food price reductions are smaller than the drop in 

agricultural producer prices, though, implying that the processing and marketing 

margin have expanded during the first years of transition. 

~~~ ~~ 

Figure2.6: Real Food Prices, 1989-94 
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Source: OECD (1995a). 

Per capita food consumption is relatively high in the CEEC. Consumption levels for 

several staple food items even exceed the EU average (Table 2.23). This is remarkable 

since consumers in the CEEC have much lower incomes than EU citizens. Lower food 

prices and traditional consumption habits can explain these high consumption rates 

I 
I Table 2.23: Food Consumption, 1994 

Czech Republic 

85,2 12,o 33,O 103,O 14,5 34,4 Slovakia 
176,9 12,o 28,9 1 10,3 7,o 23,7 Romania 
197,O 12,o 46,4 122,o 12,s 41,3 Poland 
159,7 992 58,2 110,o 39,7 Hungary 
76,5 16,O 46,4 60,5 14,5 40,O 

- 'EU-15 * 71,o 18,O 32,O 114,O 20,8 403 

, Source: Kuba (1995); European Commission (199Sb. 1996~) .  

CEEC-6 157,8 12,2 42,8 114,2 3 3 3  

1 ) Or latest data available. ) Data on bread, vegetable fats. sugar, and milk for Gcrmany. 
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Per capita food consumption has fallen during the first years of transition for nearly all 

commodities in the CEEC. The consumption drop was particularly dramatic for milk, 

beef, and pork (Figure 2.7). These commodities used to receive high price subsidies, so 

that the pre-accession consumption level of dairy and meat products in the CEEC was 

exceptionally high. Consumption fell to about Western European levels as prices were 

liberalised. 
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Figure 2.7: Change in Per Capita Food Consumption, 1989-94 

(Per Cent) 
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Source: Kuba (1995); European Commission (1995b, 1996~). 

9zrtlook for Agriculture in the CEEC 

In 1995, agricultural output recovered throughout the CEEC. The grain harvest was 

good and aggregate cereal output increased by 6 per cent. Livestock production also 

experienced a turnaround with total meat production up by 4 per cent compared to the 

previous year. The agricultural trade balance remained largely unchanged in the 

aggregate, although individual countries experienced diverging developments. Agro- 

food imports grew faster than exports in the Czech Republic, Poland, Romania, and 

Slovakia, while Hungary’s agricultural trade balance improved substantially (OECD, 

1996a). 
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In the medium term, the recovery of agriculture can be expected to continue. CEEC 

economies have stabilized and begun to grow again. Rising incomes should boost food 

demand and thereby strengthen prices for agricultural products. This together with 

adjustments to the new economic environment in the agricultural sector itself should 

lead to increases in agricultural output. According to projections by the European 

Commission (1995b), though, farm production in the CEEC will not have reached its 

pre-transition level for most commodities by the year 2000 (Figure 2.8). 

Figure 2.8: Production Prospects for Major Commodities l 
Ei Output Change 1989-1994 

69 Output Change 1989-2000 (Projection) 
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Source: European Commission (1995b). 

Only production of oilseeds is expected to rise above its 1989 level by 2000. Cereal 

output will be close to its pre-transition level, while sugar and livestock production will 

continue to fall short of their historic output by the end of the decade. 

2.2 Agricultural Restructuring 

Pre-transition CEEC agriculture was characterised by a dual production structure. A 

small-scale private sector based on small private gardens and plots existed alongside 

very large collective and state farms. The share of the different sectors differed 

considerably between countries. In Poland, agriculture was never collectivised, so that 

the majority of farm production came from the private sector. Former Czechoslovakia, 
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Hungary, and Romania had a majority of co-operative farms, while Bulgarian 

agriculture was highly concentrated in state farms. Temporarily during the early 1970s, 

Bulgaria even attempted to consolidate state farms with input supply and food 

processing industries into huge agro-industrial complexes. 

Farm workers in all CEEC were allowed to have a small garden or private plot where 

they could grow crops and rear livestock according to their own needs and wants. 

Private farming thereby engaged in a symbiotic relationship with collective and state 

farms. The small-scale farmers obtained production inputs and services from the 

collectivised sector, while themselves providing breeding animais, for example, to the 

bigger farming units. Overall, private agriculture achieved a relatively high level of 

productivity and commanded a substantial market share for labour intensive food 

products, like fruits, vegetables and poultry. 

Farm workers in collective farms held the title to their land, while the collective as a 

whole owned the non-land assets. The farmers were remunerated at the end of the year 

according to their share of inputs and the performance of the whole farm. Farmers in 

collective farms used to enjoy somewhat more autonomy than their collegues in state 

farms, where all assets, including land, were owned by the state and farm workers were 

employees with fixed wages and no enterpreneurial responsibility. But over time, the 

differences between collective and state farms vanished more and more, as the share of 

remuneration based on land ownership and farm performance fell. Moreover, both 

types of farms were subject to production plans established by state authorities and 

both were protected from bankruptcy by soft budget constraints, so that collective and 

state farms acted under very similar conditions. 

Land Reform and Privatisation 

One of the main objectives of reform during transition was to de-collectivise 

agriculture and to re-establish private property rights. All CEEC had passed legislation 

regulating land reform .and agricultural privatisation by mid- 1991 (Table 2.24). Also, 

commissions and agencies to handle the administrative procedures have been created 

throughout the region. In the Czech Republic and Slovakia, each co-operative and 

state farm has elected a transformation board to handle the privatisation ofthe farms. 
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Bulgarian state farms have been placed under the management of liquidation councils, 

that are responsible for transition management and asset privatisation. In addition, 

municipal land councils handle claims from former land owners. Similar institutions 

exist in Romania. Hungary has ordered state and collective farms to draw up 

restructuring plans, while a central state property agency handles the compensation of 

previous owners. In Poland, the administrative process is most centralised with the 

agricultural property agency responsible for state farm management and privatisation 

(Swinnen, 1994). 

Table 2.24: Legislation on Land Reform and Farm Restructuring 

Bulgaria 

Land Law (May 1991, Feb. 1992); Czech Republic' 

Law on Ownership and Use of Land (Jan. 1991, March 1992). 

Law on Ownershp Transformation (Oct. 1991). 
Privatisation Law (July 1990); Poland 
CoFeratives (Jan. 1992, April 1992); Land Law (April 1994). 
Compensation Law (April 199 1); Law on Transformation of Hungary 
Law on Transfomation of Cooperatives (Dec. 1991). 

Law on Transformation of Cooperatives (Dec. 1991). 
Land Law (May 1991, Feb. 1992); Slovakia' 
Law on Agricultural Companies (April 1991). 
Land Fund Law (Feb. 199 1); Romania 

............................ 

""""""""""""""- """""""""""" 

""""""_ """""" """"""_ """""" 

""""""""""_ """""""""""""""" 

""""""""_ """" "" """"""""""" 

l ) Czechoslovakia. 
Source: Swinnen (1994); Csaki/Lerman (1996). 

The legal recognition of private land ownership did not meet with strong opposition in 

the CEEC, but enjoyed the support of the majority of people. Differences with respect 

to the treatment of previous land owners and other stakeholders exist, though (Table 

2.25). Bulgaria has tried to return particular pieces of land to the heirs of the original 

owners, which has proven to be cumbersome and time consuming. In the Czech 

Republic and Slovakia, co-operative farms have to meet the claims of previous owners 

to "the extent that this is possible" (OECD, 1993a). State farms have been transformed 

by transferring non-land assets into private ownership, but keeping the state owned 

land and leasing it. In Hungary, all previous owners receive compensation in the form 

of vouchers, up to a maximum ceiling. These vouchers can then be used to purchase 

land, but need not be. Poland has had a dominantly private agriculture all through the 

years of socialism, but small-scale farmers are offered to enlarge their holdings by 

purchasing state farm land that is put up for sale. Romania decided to distribute a 
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limited amount of land of up to 10 hectares to the previous owners as well as to 

current users. 

Table 2.25: Treatment of Stakeholders in Land Privatisations 

Former Owners Farm MembersNorkers 
Bulgaria 

Receive Land Shares in Former Restitution through Hungary 

Tenancy Right for Current User; Restitution of Land, if Possible. Czech Republic 

Land Leases to Users. Restitution of Land in Original 

Comgensation Vouchers. Collectives with Right to Exit. 
Poland 

Boundaries or Substitution. 

User has Preemgtive BuyingRight. 
"" - - "-. 

""""""" """"". "~"""""""L""""" 

Most Land already Privately Owned. t""""- """""""""" """"_"""""" 
Romania TRestitution of Limited Amounts branted Land in Ownership 1 

"""_ """""" """""""""-" t of Land in OnJinal Boundaries. 
Restitution of Land, if Possible. t Tenancy hght for Current User; 

IUser has Preemptive Buying Right. 
Source: Swinnen( 1994); CsakiLerman (1996). 

Overall, agricultural restructuring has been slower and more difficult than initially 

expected. The complexity of the administrative procedures has been underestimated. 

The political decision-making required much time because of the sensitivity of the 

issue, the inexperience in introducing market regulating legislation, and the intricacies 

of the technical matters involved. The problems multiplied at the executive level. 

Trying to value assets, to assess the validity of land and asset claims, and to develop 

voucher schemes and auctions did prove to be a very difficult process. None of the 

CEEC had any experience with privatisation and land reform programmes and the 

inherent difficulties of the procedures have lengthened the transition period. Moreover, 

the complex and controversial issues involved have often led to intense political 

fighting over the path of reform (Swinnen, 1994). 

Nevertheless, a shift from collectivised towards private agriculture can be observed 

throughout the whole region. In all CEEC, agricultural land used by state farms had 

fallen between 1989 and 1994 (Table 2.26). Similarly, collective farms have generally 

lost in importance. Bulgaria, where many state farms were transformed into co- 

operatives, represents an exception. The share of land used by private farmers, on the 

other hand, has increased in all CEEC. The Czech Republic and Hungary have thereby 

seen the sharpest increase in private agriculture. 
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Table 2.26: Agricultural Land Use by Type of Farm, 1989 & 1994 
- (in Per Cent) 

1989 ’ 1994 
State Collective Private 

3 48 49 38 61 1 Czech Republic 
40 41 19 90 10 Bulgaria 

State Collective Private 

Hungary 14 80 6 7 55 38 
Poland 19 4 77 

Source: European Commission (1995b). 
’ ) “Pre-Transition.” ) “Current.” 

16 63 13 26 68 6 Slovakia 
14 35 51 14 61 25 Romania 
18 4 78 

The emerging private farms are relatively small, though (Table 2.27). Only the private 

agricultural land holdings in the Czech Republic come close to the average farm size of 

16,4 hectares in the EU. Fragmentation of land holdings is a particular concern in 

Romania, where more than half of the agricultural land is held by private farm that 

have an average size of less than 2 hectares. However, all the CEEC show a 

convergence in farm size. The large state and collective farms are split into smaller, 

more managable units, while private farms are growing in size. The structural duality 

of the farming sector is, therefore, eroded from both ends. This tendency can be 

expected to continue in the fùture and to contribute to increased efficiency as the 

larger units reach more manageable proportions and the smaller ones grow in size to 

benefit from economies of scale. 

Table 2.27: Average Farm Size by Type of Farm, 1989 & 1994 
(in Hectare) 

1989 ‘ 1994 
State Collective Private 

498 1.430 16,O 6.261 2.561 420 Czech Republic 
1.100 75 O 026 13.000 - 0,4 Bulgaria 

State Collective Private 

Hungary 7.138 4.179 0,3 1.976 1.702 1,9 
Poland 3.140 335 6 6  

2.002 170 1.8 5.001 2.374 125 Romania 
2.000 400 637 

Slovakia 5.162 2.654 0,3 I 2.455 1.665 190 
I ) “Pre-Transition.” * ) “Current.” 

I Source: European Commission (1995b). 
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In the medium run, most CEEC are however likely to maintain a mix of large 

corporate farms, new farming co-operatives, and private family farms'. The initial 

constraints for farm workers to leave a state or collective farm in order to set up on 

their own are still strong. Farm workers often lack the general management skills 

necessary to run a farm, after having performed very specialised tasks on the 

collectivised farms. Moreover, uncertainty concerning property rights is still pervasive 

and private farming in the CEEC often promises only a relatively modest income 

compared with the risks involved. 

The people that have nevertheless set up their own private farms share several 

characteristics (CsakiLerman, 1996): 

The overwhelming majority of private farmers in the CEEC are former co- 

operative members or employees of state farms who have left the large unit with 

land or have expanded their household plots. 

The private farms in the CEEC are basically family enterprises, relying on the 

labour of one or several families. Family members often hold off-farm jobs to 

supplement their income from agriculture. 

The production structure of private farms reflects the traditional production of 

household plots. 

The private farms have been set up mainly with the family's own savings and suffer 

from shortage of capital. 

The financing of agriculture during the transition is a crucial problem for the entire 

agrofood sector in the CEEC. Virtually everywhere a rural network of banks is missing 

and the creation of new financial institutions takes time. Moreover, existing banks 

prefer to give short term credit to traders and service providers rather than longer term 

credit for agricultural investments. It does not help either that farmers can often not 

provide the necessary collateral for loans, because they lack well defined property 

rights to their land. 

1 Such diversity with respect to farm types has established itself already in Eastern Gcrmany 
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Up- and Downstream Industries 

Agro-industry used to be highly concentrated in the CEEC. Large state monopolies 

were responsible for agricultural input supply, agro-processing, and food distribution. 

These industries were often poorly managed. Bodies concerned with the supply of 

material inputs to agriculture often produced and delivered goods other than those 

actually needed by farmers, so that agricultural production was frequently held back by 

a lack of necessary inputs. Moreover, poor storage and distribution management led to 

substantial losses of agricultural goods before these even reached the processing stage. 

Processors themselves used mostly outdated technology in their operations and had 

little concern for product quality, since excess demand for food prevailed at prices 

dictated by state authorities. In consequence, marketing margins were high and final 

products did often not correspond to consumers’ preferences. 

Privatisation and de-monopolisation of agro-industry became an absolutely necessary 

condition for an effective reform of the agro-food sector. Without a more efficient 

allocation of inputs and a competitive, less wasteful, and more quality oriented 

processing and distribution sector, reforms in the production sphere would not have 

been reflected at the retail level. 

Most CEEC started by successhlly reducing state influence in the retail sector. The 

privatisation of the food processing industry has proven more difficult. In general, 

sectors producing high value finished products, such as vegetable oils, confectionary, 

tobacco products, and beer were restructured quite quickly, but progress in staple food 

production areas, like grain milling, and meat and dairy processing, has been markedly 

slower (see Table 2.28 for the state of agro-food privatisation in Hungary). 
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1 Table 2.28: State of Privatisation in the Hungarian Agro-food Industry, 1994 
(in Per Cent) 

State Owned Privatised New Firms Co-operatives Other 
Milling 35 10 53 2 
Bakery 
Meat 
Dairy 
Poultry 
canning 
Distilling 
Sugar 
Wine 
Brewing 
Confectionary 
Vegetable Oil 

1 ) Joint Ventures 
Source: OECD (1 

45 3 1  22 - 2 
31 41 21 7 1 
49 22 3 2 24 
2 36 48 13 1 

13 70 O 16 1 
13 85 2 - - 

1 99 - - - 
40 27 26 7 - 

- 44 56 - - 
- 81 18 1 - 
- 92 8 - - 

)r Greenfíeld Investments. 
95a). 

One reason for the faster progress in restructuring high value added food production 

facilities is the stronger interest of foreign firms to invest in these industries. An 

estimate by the European Bank for Reconstruction and Development of the sectoral 

breakdown of foreign direct investment @DI) in all the European countries in 

transition shows over 400 projects in the agro-industrial sector started or announced in 

the period 1991 to 1994 (Table 2.29). This represents over 10 per cent of all the FDI- 

projects recorded over that period. By far the most agrofood-FDI thereby went into 

the CEEC and here particularly into Hungary and Poland. 

Table 2.29: Foreign Direct Investment Projects in Eastern Europe, 1990-94 

Sector 
Electricals, Electronics, Computers & Telecommunications 
FOOD, BEVERAGES & AGRIBUSINESS 
Oil, Gas, Mining & Metals 
Automotive, Aircraft, Railway Manufacture & Shipbuilding 
Services 
Chemicals, Plastics & Glass 
Engineering & Heavy Machinery 
Building Materials & Construction 
Textiles, Fashion & Footwear 
Miscellaneous Services 
Miscellaneous Manufacturing 
Total 
1 ) Completed and Announced Projects in the Period 199 1 ?O March 

# of Projects 
472 
426 
389 
373 
340 
188 
180 
165 
157 
90 1 
544 

4.135 
994. as Reportt 

Per Cent 
11,4 
10,3 
9,4 
920 
8 2  
425 
424 
420 
3,s 

21,s 
13,2 

1oc.0 
in the Press. 
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Overall, less than half of the total foreign investment thereby went into industries that 

could be characterised as producing staple foods (meat, dairy, flour, bread & pasta, 

potato products, etc.). Impulse foods (ice cream, snacks, biscuit & cakes, and 

confectionery), stimulants (coffee and tobacco), and alcoholic beverages (beer, wine, 

and spirits) attracted about 15 per cent of total FDI each, while so!? drinks (juices and 

lemonades) and ready meals (soups, pizza, baby food) obtained about 6,s and 2,s per 

cent of the foreign capital, respectively (Table 2.30). 

m e  2.30: Foreign Direct Investment in Agro-food Industry by Subsector I 
(in Million ECU) 

Staple Ready Impulse Stimulants Soft Alcoholic 
Foods Meals Foods Drinks Beverages 

Bulgaria 

Hungary 
46 3 28 - - 1 1  Czech Republic 
49 - - - 20 19 

395 8 90 32 18 99 
Poland 233 22 203 203 48 5 
Romania 34 - - - 25 126 
Slovakia 4 6 - - 3 - 
CEEC-6 I 761 39 22 1 235 114 260 

) All Projects Completed between January 1990 and June 1996, as Reported in the Press. 

Total 

47 
88 

642 
714 
185 

13 
1.689 

I Source: Josling et al. (1996). 

The share of investments going towards convenience food production is thereby much 

higher than the sub-sector’s share in total agrofood GDP. So investors seem to express 

a preference for ventures in subsectors where agricultural raw material accounts only 

for a smaller share of production costs, rather than in the simple transformation of 

agricultural commodities. This foreign interest, in turn, has helped to accelerate the 

privatisation and restructuring of high value added food production industries. 

2.3 Agricultural Policy Developments 

In the first years of transition, agricultural policies in the CEEC have been rather 

incoherent. Upon price liberalization (Table 2.21), governmental involvement in 

agriculture and with it protection and support for farmers declined markedly. 

Subsequently, policy makers aimed to solve the most immediate problems of system 
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transformation through ad hoc decisions. Sometimes policies even contradicted each 

other or ran contrary to longer term objectives (Swinnen, 1994). 

Later market support policies were gradually (re-)introduced for major commodities. 

In the Czech Republic, Hungary, Poland, and Slovakia, the support mechanisms 

intervention buying, border protection, and export subsidies thereby often resemble the 

operation of similar polices under the CAF'. The protection granted to agricultural 

producers is still considerably below EU levels, though. Average producer subsidy 

equivalents (PSE) in the Czech Republic, Hungary, and Poland amounted to about 20 

per cent in 1994, compared to 50 per cent in the EU (Table 2.3 1). Pork is the only 

major commodity where the three CEEC have a higher PSE than the Union. 

Table 2.31: Producer Subsidy Equivalents, 1994 
fin Per Cent) 

Wheat Oilseeds Sugar Milk Beef Pork All Products 
Bulgaria' 
Czech Republic 

20 -9 -5 35 43 16 29 Hungary 
20 4 2 -3 34 27 14 

Poland 7 38 9 11 -7 36 21 
Romania' .. 
Slovakia' 
EU- 15 50 57 57 59 63 60 10 

1 ) PSE Data not available. 
I Source: OECD (1996a, 1996b). 

In Romania and Bulgaria, protection of consumer interests and food security has been 

a major concern in the first years of transition. Agricultural producer prices have 

remained under state control for longer than in the other CEEC. Also, international 

trade has been managed in an interventionist way. Agrofood exports have been 

restricted, while imports have been facilitated in order to ensure plentifù1 food supplies 

on the domestic market. 

Most CEEC have set up specialised agencies offering preferential credit to agricultural 

producers.This is done either in the form of loan guarantees (Czech Republic) or 

through direct credit subsidies. Given the lack of a functioning commercial banking 

system, there seems to be some justification for governmental involvement in the 

agricultural finance sector. Nevertheless, expert opinion on the effectiveness of rural 
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credit subsidies varies. Karp and Stefanou (1 994), for example, see governmental 

provision of subsidised capital in the CEEC as a superior policy to price support in 

overcoming the current economic problems of the agricultural sector. Calomiris 

(1993), on the other side, stresses the poor record of subsidised rural credit in 

achieving its objectives in many countries in the past. Credit subsidies generally run the 

danger of reducing productivity in the long run by encouraging investments whose 

return lies below alternative uses of capital in the economy. 

Swinnen (1996) expects rising political pressure for increased agricultural support in 

the CEEC as the transition progresses. Land privatisation and farm restructuring are 

creating an expanding group of people with strong, vested interests in agriculture and 

rural support policies. At the same time, economic growth in the overall economy will 

open more employment opportunities for farm workers outside agriculture, thereby 

reducing the number of people that need to be supported by an income transfer policy 

favoring agriculture. Also, rising household incomes as a result of economic growth 

will tend to lower the share of income spend on food, so that consumers might be 

more willing to tolerate higher food prices. 

Several international agreements limit the scope of agricultural protection, though. 

These are described in the following. 

Regional Free Trade Agreements 

Following the division of Czechoslovakia, a customs union between the Czech 

Republic and Slovakia came into force in January 1993. Although the two countries 

are important trading partners for each other, there have been a growing number of 

trade problems arising between them. Efforts to co-ordinate policy and harmonize 

market regulation, as would be needed to make a customs union work, have been 

proving difficult (OECD, 1995a). 
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In December 1992, Czechoslovakia, Hungary, and Poland signed a Central European 

Free Trade Agreement (CEFTA), which entered into force in March 1993’. Slovenia 

became a member of CEFTA in January 1996. The agreement immediately liberalised 

trade for a number of manufactured products and outlined steps to achieve free trade 

for the remaining, more sensitive, manufacturing goods until 2001 in the latest. 

Agriculture was treated differently from manufacturing. Each signatory country 

maintained the right to protect its agricultural sector. Tariffs on agricultural products 

were gradually reduced, but only for designated products and subject to quantitative 

limits. In fact, only about one-quarter of trade in agricultural and food products was 

initially covered by CEFTA, and the tariff and quota concessions were moderate. In 

1994 and 1995, additional tariff reductions were negotiated on a slightly increased 

range of products. A more substantial tariff cut by on average 50 per cent was 

implemented in 1996. Moreover, agricultural ministers have agreed to eliminate tariffs 

on mutual agricultural trade altogether by January 1998. 

Under CEFTA, agricultural products can be divided into three groups (OECD, 1996a): 

For the first group, comprising about 14 per cent of the value of agricultural trade, 

duties are set at zero. Most of the products in this group are either not produced in 

the CEFTA countries or are considered as not being “sensitive”. Examples are 

coffee, tea, citrus fruit, fish, breeding cattle, seed potatoes, and soya oil. 

0 Duties for the second group, that represents 3 1 per cent of the value of mutual 

trade, have been reduced to an average of about 14 per cent. The group includes, 

for example, cereals, beef, pork, poultry, eggs, and milk powder. 

The third group comprises “sensitive” goods, like dairy products, chocolate, wine, 

beer, and potatoes, that are not covered by CEFTA. Instead, these products are 

often dealt with in separate, bilateral agreements. 

CEFTA represents an achievement for the participating countries, even though the 

coverage of the agreement is less than comprehensive. Their geograhical proximity 

1 The countries had already adopted a joint declaration on a regional free trade area at Visegrád, 
Hungary, in February 1991. Sometimes CERA is, therefore, also refered to as the “Visegrád 
Agreement”. 
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makes the countries natural trading partners and the similarity of their agricultural 

protection levels should safeguard against major disruptions from enhanced trade on 

their domestic markets. Furthermore, the participation in a wider market is likely to 

improve the competitiveness of their agricultural sectors. 

The four Visegrad countries, Czech Republic, Hungary, Poland, and Slovakia, have 

implemented multilateral free trade agreements with all EFTA countries since autumn 

1993. Agricultural trade is not covered by these agreements, but instead relegated to 

bilateral agricultural trade agreements. After Austria, Finland, and Sweden joined the 

EU in January 1995, their preferential trade agreements with the Visegrad countries 

were replaced by the relevant Europe Agreements. Hence, the importance of EFTA- 

Visegrad free trade agreements has declined as the EFTA group was reduced to only 

three countries, Iceland, Liechtenstein, and Switzerland. 

The Europe Agreements, signed between the six CEEC and the EU between 

December 1991 and March 1993, contain comprehensive provisions for liberalising 

East-West agricultural trade. These are discussed in detail in chapter 3.2. 

Urufftray Rotrnd Agreement 

The Uruguay Round Agreement (URA) of GATT negotiations extended the 

framework of multilateral trade liberalisation to agricultural products. The 117 

signatory countries reached compromise on measures to make agricultural trade 

restrictions more transparent and to lower trade barriers. They in particular agreed on 

commitments regarding domestic support, market access, and export competition 

(Josling et al., 1994). 

The Czech Republic, Hungary, Poland, Romania, and Slovakia are original signatories 

of the U R A .  Bulgaria joined GATTWTO in December 1995. The implications of the 

URA for CEEC agriculture can be viewed from two perspectives. First, the CEEC 

have to comply to commitments .they themselves made during the Uruguay Round. 

And second, adjustments by the CEEC’ trading partners will have consequences for 

the CEEC by affecting their trade opportunities. 



As part of the Uruguay Round outcome, domestic support for agriculture, calculated 

as aggregate measure of support ( A M S ) ,  has been limited. The resulting commitments 

may become constraining for some CEEC. The Czech Republic, Hungary, and 

Slovakia, for example, have bound their A M S  commitments in national currencies and 

have already accumulated additional support over the base period just as a result of 

inflation. Poland, on the other side, tied its A M S  in US dollars and is unlikely to find 

its commitments binding with current policies. Romania represents an exception in as 

far as it does not have an A M S  commitment. The country is instead allowed to have a 

level of support not exceeding 10 per cent of agricultural output value. But even if the 

A M S  limits may not become constraining for current agricultural policies, the 

introduction of new support measures to protect domestic agriculture is restricted in all 

CEEC (OECD, 1995a). 

Regarding import access, the CEEC were allowed. to offm tariff bindings essentially 

unrelated to base period tariff equivalents. Their bound rates are, therefore, very high 

compared to previous tariff levels. It should be borne in mind, though, that these 

bindings represent upper ceilings for tariff rates and governments may decide not to 

increase actual protection to the limit. 

The Czech Republic, Hungary, and Slovakia have generally bound tariffs at a level 

significantly below that of the EU, except for oilseeds where the EU has maintained its 

zero tariff binding (Table 2 . 3 2  & 2.33). The Bulgarian, Polish and Romanian maximum 

tariffs are much higher than those in the other CEEC, and for many products even 

higher than those in the EU. 
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Table 2.32: GATT Tariff Bindings' for Selected Crop Products, 1995 & 2000 
(in Per Cent) 

Wheat White Sugar Rapeseed 
1995 2000 1995 2000 1995 2000 

Bulgaria 126 84 138 50 
Czech Republic 

294 264 Romania 
136 80 Poland 
47 32 Hungary 
24 21 

24 21 Slovakia 

71 60 

198 188 48 38 
202 144 42 27 

78 68 O O 
68 60 

68 60 71 60 
EU- 15 78 54 I O 0 1  200 140 
' ) Ad Valorem Equivalent, Maximum Bound Rate. 
Source: European Commission (1995b). 

I Table 2.33: GATT Tariff Bindings' for Selected Livestock Products, 1995 & 2000 I 
(in Per Cent) 

Butter Pork Beef 
1995 2000 1995 2000 1995 2000 

Bulgaria 
45 39 40 34 79 68 Czech Republic 

120 120 171 95 120 60 

Hungary 149 102 105 72 

Romania 
113 76 299 174 150 102 Poland 
59 52 

45 39 40 34 79 68 Slovakia 
366 348 311 265 245 220 

EU- 1 5 81 47 177 103 168 123 
' ) Ad Valorem Equivalent, Maximum Bound Rate. 
Source: European Commission (199Sb). 

Potentially the most constraining of the URA commitments for the CEEC will be the 

limitations for subsidised exports. Hungary, in particular, could encounter binding 

constraints for several commodities in volume terms or with respect to maximum 

budget outlays. The Czech Republic and Slovakia, that like Hungary have bound their 

export subsidy commitments in national currencies, could also face difficulties and 

might have to alter their agricultural policies in order to reduce the need for subsidised 

agro-food exports. 

As a general outcome of the URA, all signatory countries will increasingly have to 

open their domestic markets to imports and, on the other side, will face binding 

constraints on the volume of their subsidised exports. In consequence, world market 

prices for agricultural products can be expected to strengthen over the URA 

implementation period. This will be beneficial for countries that are predominantly 
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exporters of agricultural products, like the CEEC. However, the positive effect on 

export earnings is not going to be very large, because the world market price impact of 

the URA-liberalisation is likely to be only modest (Valdez'McCalla, 1996). 

A second indirect benefit for the CEEC stems from the fact that the EU'S minimum 

access quotas for some products under the URA are significantly larger than the 

concessions made in the Europe Agreements. This is the case for some pork products, 

butter, cheese, and eggs. For these commodities, increased export opportunities for the 

CEEC exist although in competition with other agricultural exporters (OECD, 1995a). 
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3. Pre-Accession Agricultural Integration between the CEEC and the EU 

Soon after the breakdown of socialism in Central and Eastern Europe, the European 

Union established an institutional framework to support the countries in transition. In 

1989, the Phare programme (Poland-Hungary Aid for the Reconstruction of the 

Economy) was created to first assist the early reform countries Poland and Hungary 

and then other CEEC also in their transition towards democratic, market based 

societies by providing technical assistance. The Europe Agreements, developed in 

1990 and then signed with individual CEEC in the following years (see Table 1. l), 

complemented Phare by establishing a comprehensive framework for EU-CEEC 

relations regarding trade, economic co-operation, and political dialogue. The 

preambles of the Agreements recognise that membership of the European Union is a 

final objective for the associated countries. 

In December 1994, the European Council, meeting in Essen, adopted a pre-accession 

strategy that is designed to bridge the gap between the political, economic, and legal 

systems in the CEEC and those in the EU. The strategy has three main elements: the 

Phare programme, the Europe Agreements, and the Structural Dialogue. The latter 

provides for regular meetings at ministerial level between the EU and the CEEC to 

discuss issues of common concern. Furthermore, the European Commission, in 

accordance with the conclusions of the Essen summit, presented a White Paper on the 

preparation of the CEEC for integration into the internal market of the EU in June 

1995 (European Commission, 1995a). It thereby lay out a series of steps to align laws 

in the CEEC with legislation prevailing in the EU. 

This chapter provides an overview of the most important issues for agriculture in the 

pre-accession strategy. The agricultural components of the Phare programme, of the 

Europe Agreements, and of legislative alignment are thereby discussed. 
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3.1 Phare Programme Funding for CEEC Agriculture 

The EU is the most important financial contributor assisting the CEEC in their 

transition. During 1990-94, the EU and its Member States provided ECU 3 8.745 

million to Central and Eastern Europe. This amount represents 68 per cent of the total 

assistance provided by the G-24 countries. In agriculture and rural development, EU 

assistance amounted to ECU 578 million, which corresponded to 81 per cent of G-24 

assistance to the sector (European Commission, 1995~). 

The Phare programme is the main instrument of technical and financial co-operation 

between the EU and the countries in Central and Eastern Europe. The programme, that 

has been in operation since 1990, is intended to support the process of socio-economic 

reform in its partner countries' by promoting economic restructuring and the 

development of the private sector. The ultimate aim is to help the CEEC in their 

transition towards market based economies and democratic societies, and to prepare 

them for future membership in the EU. 

Phare provides grant finance for selected projects in Central and Eastern Europe. Until 

1994, Phare had made available ECU 4,25 billion to its partner countries. Key areas of 

assistance are public sector reform, private sector development, infrastructure 

improvement, environmental protection, and agricultural restructuring. Decisions on 

how funds are allocated among these sectors are made in close co-operation with the 

individual partner countries. This is intended to ensure that Phare hnding is compatible 

with each country's own needs and priorities. 

Objectives and Means of Assistance 

Phare provides technical assistance and since 1993 also investment finance to the 

CEEC. The programme is supposed to promote a market oriented economy as well as 

1 In addition to the six countries covered in this report, Albania, Estonia, Latvia, Lithuania, and 
Slovenia.are Phare partners. The German Democratic Republic received Phare assistance in 1990, and 
the countries of former Yugoslavia have been getting humanitarian and food aid under the Phare 
programme from 1990 onwards. 



45 

an understanding of democracy by creating links and lasting relationships between 

organisations in the partner countries and their counterparts in the EU. 

Technical assistance is provided to the CEEC as a transfer of know-how. Most of the 

expertise comes from public and private organisations in the European Union, but 

efforts are being made to find local skills that can be combined with Western 

experience to provide appropriate solutions to problems in the partner countries. The 

know-how transfer takes different forms: 

Policv advice is provided mainly in the fields of economic policy formulation and 

government organisation. New legal and regulatory frameworks, for example, have 

to be created to manage the privatisation process. Phare provides a channel 

whereby the partner countries can benefit from the lessons learned by EU countries 

in this area. 

Advisorv and consultancv teams are send to partner countries to offer expertise to 

public organisations or enterprises there. Such expert teams are in particular 

involved in the process of creating institutions to support market-oriented, 

democratic societies. Banks and banking systems have to be restructured, 

employment offices and social service institutions have to be set up, and training 

centres and custom facilities have to be upgraded. The partner countries generally 

lack sufficient experience operating these institutions and, therefore, benefit fiom 

know-how transfer through the EU programmes. 

Training is offered to people on the spot to enable them to participate actively in 

the work undertaken and to continue the projects after the Phare teams have left 

the country. In addition, academic exchanges between EU and partner country 

universities are encouraged through the Tempus Programme. 

Studies are hnded to evaluate the feasibility of investments or the impact of 

governmental policies in the partner countries. The created background 

information is also used by other national or international donors to evaluate 

investment projects and to direct investment capital to the best possible use in the 

CEEC. 
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Since 1993, Phare also provides investment finance to the CEEC: 

Investment support is given through capital grants and credit guarantees to Phare 

partner countries. Specific projects have included the supply of essential goods to 

countries facing exceptional difficulties as a result of the reforms, or credit schemes 

for farmers and small businesses. 

Infrastructure finance is used to Co-finance transport, energy, and 

telecommunication projects that support the integration of the CEEC with the EU. 

Phare funded, for example, the upgrading of the railway link between Warsaw and 

the German border which is part of a major European transport artery, linking 

Paris, Brussels, Berlin, Warsaw, and Moscow. 

Phare also operates multi-country programmes. These are supposed to solve problems 

that are the same for several countries or that require co-operation between a group of 

countries to achieve a significant impact. Examples range from the improvement of 

trans-national infrastructure links to the support for regional co-operation in 

environmental policy. 

Over time, Phare adjusted its means of assistance to the economic environment and the 

state of reforms in its partner countries. Phare thereby developed a range of 

approaches which match the various stages a country will pass through during 

transition. For countries in the first stage of reform, Phare provides support through 

basic macro-economic stabilisation, humanitarian assistance and the supply of basic 

imports necessary to sustain industry and agriculture. In the second stage, Phare 

assistance covers broad-based sectoral assistance, largely in the form of know-how, 

designed to put in place the necessary structures for a market economy. The third 

stage concerns consolidation, where the supply of know-how becomes more tightly 

focused, in particular on areas of public administration and the mechanics of 

government. The fourth stage, finally, involves substantial support for the preparation 

for EU accession, in the form of infrastructure development and legal harmonisation 

with the EU’S internal market. 
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In March 1997, an even stronger orientation on accession was approved for Phare. 

The programme is to concentrate on the two main challenges facing the countries in 

Central and Eastern Europe in preparing themselves for membership in the EU. These 

are the strengthening of public institutions and the financing of infrastructure, 

environment, industrial modernisation, and regional co-operation projects. 

The European Commission on behalf of the EU is responsible for the ongoing 

management of the Phare programme, including overall direction and implementation. 

The operations of the programme are part of the Directorate-General for External 

Af€airs involving its services in Brussels and the European Commission’s delegations in 

the partner countries. 

Distribution of Assistance across Countries and Sectors 

The allocation of Phare hnds to individual countries is based on population size and 

income level, as well as on qualitative criteria, such as commitment to reform. Poland, 

Romania, and Hungary have been the biggest beneficiaries of the Phare programme, 

receiving ECU 1 .O12 million, 542 million, and 491 million, respectively (Table 3.1). 

These amounts do not include benefits from the multicountry programmes. On a per 

capita basis, Hungary enjoyed the highest Phare support among the CEEC-6 with ECU 

48 per inhabitant, while Bulgaria was the country where Phare assistance was most 

important in relation to gross domestic product. The ECU 394 million received during 

1990-94 correspond to about 4’5 per cent of Bulgarian GDP in 1994 (European 

Parliament, 1996a). 

Table 3.1: Phare Funding by Country, 1990-94 
(Million ECU) 

1990 1991 1992 1993 1994 1990-94 
Bulgaria 393,5 24,5 122,o 76,s 85,2 85,O 
Czech Republic 
Hungary 
Poland 
Romania 

20,4 59,4 60,O 60,O 60,O 
490,s 89,s 119,5 9 7 3  99,O 85,O 
259,8 

541,7 15,5 138,3 148,O 139,9 100,O 
1.011,6 180,8 197,O 200,O 225,O 208,s 

Slovakia ’ 173,2 13,6 39,6 40,O 40,O 40,O 

Other Countries 65,2 23,l 211,s 166,O 189,O 

4.248,4 495,7 797,7 993,9 997,s 963,3 Total Phare 
722,7 85,9 98,s 159,s 182,7 195,5 Multicountry Programmes 
655,l 

) Funding for Czechoslovakia during 1990-92 ascribed to CR and SK according to the ratio 60:40. 
- Source: Europezn Parliament (1996a). 

CEEC-6 2.870,6 344,6 675,s 622,3 649,l 578,s 
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According to sectors of funding, public sector reform, private sector development, and 

infrastructure improvement accounted for ECU 1.038 million, 932 million, and 588 

million, respectively (Table 3.2). These three sectors thereby received about 60 per 

cent of total Phare funding. Agricultural projects were funded with about ECU 400 

million during the first five years of Phare, which corresponds to 9,5 per cent of total 

disbursements. The sectoral distribution of funds in different countries varies quite 

considerably, depending on the country's stage in the transition process, the 

importance of individual sectors for the economy, and the political priorities (see 

European Commission, 1996a). 

1 Table 3.2: 

Public Sector Reform ') 
Private Sector Development 
Infrastructure Improvement 
Environmental Protection 
Agricultural Restructuring 
Other Sectors 
Total Phare 

Phare Funding by Sector, 1990-94 I 
(in Million ECU) 

1990 1991 1992 1993 1994 I 1990-94 
49,s 202,O 223,9 269,3 283,3 

587,5 7,3 50,O 88,9 114,9 326,4 
931,6 71,O 220,5 236,2 254,5 149,4 

1.038,3 

1023 100,O 87,3 34,l 773 

4.248.4 495.7 797.7 993.9 997.8 963.3 
889,l 129,l 136,2 277,7 246,4 99,7 
400,5 136,O 89,O 80,O 78,5 17,O 
401,4 

1) including Education, Health, Training, Administrative Reform, and Social Development. 
Source: European Parliament (1996a). 

Phare Activities in the Field ofArniculture 

The programming and implementation of assistance in the agricultural sector follows 

the general principles of Phare. Each year the priorities of assistance are determined by 

the national authorities concerned in consultation with the European Commission. 

Individual sector and cross-sector programmes are subsequently designed in detail. In 

general, these programmes vary according to the pace of reform in each country, the 

priorities for change, and the availability of other sources of external assistance. 

The assistance to agriculture has been declining between 1990 and 1994, both in 

volume and in relative terms (see Table 3.2 and Figure 3.1). In 1995, agricultural 

hnding increased again from ECU 17,O to 40,6 million and from 1,s to 3,5 per cent of 

total Phare commitments (European Commission, 1996a), but it seems evident that 

assistance to agriculture is losing in importance within Phare. This development is in 
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part due to a switch of emphasis from the supply of agricultural inputs to the provision 

of know-how, which is less capital intensive. 
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Figure 3.1: Share of Agriculture in Total Phare Funding, 1990-94 
(in Per Cent) 

t" 
1990 1991 1992 1993 1994 

I Source: European Parliament (1996a). 

Poland was the biggest individual beneficiary of Phare agricultural hnding, followed 

by Romania, Hungary, and Bulgaria (Table 3.3). These countries are also the ones that 

have received a higher than average share of their Phare assistance as aid for 

agricultural restructuring, while little of the Phare fûnds was directed towards 

agriculture in the Czech Republic and Slovakia. This reflects the low priority for 

agricultural support from Phare in the two countries. None of the multi-country 

programmes within Phare had an agricultural component during 1990-94. 

Table 3.3: Phare Funding for Agriculture, 1990-94 
(Million ECU) 

1990 1991 1992 1993 1994 1990-94 

Bulgaria 5 1,0 16,O 25,O 10,o - - 
Czech Republic - - - - 475 4,5 
Hungary 20,o 13,O 570 30,5 - 68,5 
Poland 

890 - - 320 520 Slovakia 
71,O - 34,O 32,O 530 - Romania 

167,5 100,o 17,O 18,O 30,O 275 

Other Countries - 15,O 10,o 5,o 30,O 
CEEC-6 370,5 136,O 89,O 65,O 68,5 12,o 

Multicountry Programmes 
400,5 136,O 89,O 80,O 78,5 17,O Total Phare-Agriculture 

- - - - - 

(Source: European Parliament (1996a). 



Looking at the type of agricultural assistance, several different programmes can be 

distinguished (European Commission, 1994): 

Input S U D ~ I V  programmes have provided animal feed ingredients, crop protection 

chemicals, and farm machinery. The hndamental objective was to assist the partner 

countries in their efforts to sustain essential minimum levels of production and 

consumption during the initial periods of disruption of the economy. As far as 

possible non-state organisations have been involved in the first-hand importation 

and internal distribution in the partner countries to help develop private enterprise 

in agriculture. In a number of cases, public auctions or open tenders were 

organised to give possible private entrepreneurs an opportunity to compete. The 

local-currency counterpart hnds generated through the sales of the supplies on the 

domestic market were frequently used to pay for local expenses of programmes or 

to alleviate adverse social consequences of reforms, 

Rural bank development was fostered by providing technical assistance on how to 

operate agricultural banking systems in a market environment as well as through 

financial assistance in the form of rural credit guarantees (“capital assistance”). 

These guarantees are intended for medium and long-term loans to private farmers 

and agri-businesses who lack sufficient collateral and do not possess reliable 

accounting and performance records. The objective is to promote private sector 

development in agriculture by facilitating the mobilisation of capital assistance for 

small and medium-sized enterprises in farming and related sectors. 

Land cadastration was supported through the provision of equipment, advice and 

training. The objective is to assist the partner countries in accelerating the 

redistribution of land through privatisation or restitution of formerly collectivised 

land by speeding up the process of land registration and land title creation. Modern 

equipment and on the job training were provided to enable the partner countries to 

survey, map and register agricultural land. Complementary, advice is offered on 

how to overcome legal constraints and gaps in legislation, particularly in relation to 

land-lease law, land valuation methods, land consolidation, and land sales policies 

‘ 0  Market information and extension services have been developed to improve the 

dissemination of farming know-how and public information about agricultural 
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markets. This is particularly important, since the owners of newly established 

private farms often lack the experience and knowledge of operating in a market 

based environment. 

Farm and enterprise restructuring proarammes received fbnding from Phare to 

prepare valuation and management reviews, to draw up business plans, and 

generally to design measures to improve profitability. A restructuring of state agro- 

food enterprises before privatisation is especially necessary in sub-sectors with high 

degrees of concentration in order to avoid the conversion of public monopolies 

into private ones, and in industries with over-capacities to ensure that the least 

efficient firms are closed down and not the better performing ones. 

Economic policv studies have been financed to help the partner countries formulate 

initial reform strategies for their agricultural sectors. External advisory teams 

joined national experts from agricultural ministries and agricultural research 

institutes in the analysis of agricultural commodity markets and the design of 

institutional reform options for agriculture. The basic objective was to help 

establish a national policy capability to manage the transition to a market-oriented 

agricultural sector. 

During 1990 to 1994, Phare spent 33 per cent of its agricultural hnds for input 

supplies, 25 per cent for rural bank development, 13 per cent each for land 

cadastration and enterprise restructuring, 7 per cent for extension and information 

services, 6 per cent for farm and agro-industrial restructuring, 5 per cent for 

agricultural policy advice, and 8 per cent for other types of assistance (Table 3.4). 

Table 3.4: Phare Funding for Agriculture by Project Type, 1990-94 
(Million ECU) 

1990 1991 1992 1993 1994 1990-94 
Input Supplies 131,l 84,6 34,O 12,5 - - 
Rural Bank Development 40,7 103  20,5 24,3 2 s  98,5 
Land Cadastration 230 lo$ 13,5 15,7 i 1,5 53,3 
Market Information 
Farm Restructuring 

27,4 173 930 10,7 475 L9 

Source: European Commission (1 995b). 
400,5 136,O 89,O 80,O 7 8 3  17,O Total Phare 

43,7 5,6 8,1 8,1 21,5 074 Other 
21,7 1,s 9,6 3 3  5,s  037 Economic Policy Shldies 
24,8 7,2 10,9 6 7  - 
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The structure of Phare assistance to agriculture, has changed considerably over time, 

reflecting improvements in the general economic situation of the agricultural sector as 

well as the strengthening of administrative structures in the partner countries. The 

provision of basic agricultural production inputs to overcome immediate supply 

bottlenecks, for example, accounted for about 60 percent of the total Phare agriculture 

budget in 1990, but had shrunk to zero by 1993. In parallel, technical assistance in the 

form of support for land cadastration and extension service development has been 

commanding a bigger share of the total Phare commitments. Given the importance of 

agriculture in the accession process, projects intended to harmonise food and 

veterinary standards with laws in the EU, policy convergence, and other measures to 

prepare the CEEC for the common internal market have been becoming more and 

more important in Phare budgets. 

3.2 Europe Agreements and EU-CEEC Agricultural Trade 

Between December 199 1 and March 1993, the European Union (then European 

Community) signed Europe Agreements with the six CEEC (Table 1.1). These 

association agreements aim for the establishment of a free trade area, economic, 

financial, and cultural co-operation, and political dialogue. The provisions concerning 

political dialogue required ratification by the European Parliament as well as by 

national assemblies, which took some time. The first Europe Agreements with 

Hungary and Poland entered into force in February 1994. 

However, trade relations are fùlly the responsibility of the EU, so that national 

parliaments are not required to rat@ EU agreements on trade. Ratification by the 

European Parliament is sufficient. It was therefore possible to implement the trade 

provisions more rapidly through “Interim Agreements”. These took effect in March 

1992 for Czechoslovakia, Hungary, and Poland, in May 1993 for Romania, and in 

December 1993 for Bulgaria (Maddison, 1994). 

The Agreements are intended to establish free trade areas between the EU and the 

CEEC over a transitional period lasting no more than ten years. The free trade areas 
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are to be achieved through stepwise reductions in trade barriers. The degree and timing 

of liberalisation is thereby asymmetrical in favour of the CEEC. In fact, for many 

industrial products, the EU abolished duties immediately on entry into force of the 

Agreements. 

As a general rule, no new customs duties may be introduced, nor existing duties 

increased. Similar rules apply to quantitative restrictions. Fiscal discrimination between 

domestic and imported products is also prohibited. Furthermore, fairly complex rules 

of origin ensure that tariff reductions only apply to qualifying products from the EU 

and the CEEC (Maddison, 1994). 

The management of the trade provisions of the Interim Agreements was carried out by 

a Joint Committee, which was replaced by an Association Council once the Europe 

Agreements were implemented. 

Aariczrltural Provisions 

For agricultural products, full liberalisation was considered impossible in view of the 

support and protection measures under the CAP. Instead, special arrangements were 

made. For most items, it was agreed to progressively reduce import levies and duties, 

subject to quantitative limits. The concessions are again asymmetric in the sense that 

the tariff reductions granted by the EU are more far-reaching than the ones by the 

CEEC. It should be noted that the establishment of reduced-levy import quotas does 

not prohibit additional quantities to be imported at the normal duty. 

The agricultural trade concessions ofthe EU can be summarised as follows (Maddison, 

1994): 

* Reduced-levy and reduced-tariff quotas for agricultural products were based on the 

average level of imports from the CEEC during a reference period. The latter was 

1988-89 for Romania, 1988-90 for Czechoslovakia, Hungary, and Poland, and 

1989-9 1 for Bulgaria. 

0 As a general rule, basic quantities were increased by 10 per cent per annum for 

each ofthe first five years covered by the Agreement. If, far example, the basic 
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quantity was 1 .O00 tons, the tariff quota would be 1,100 tons in year 1, 1.200 in 

year 2, 1.300 in year 3, 1.400 in year 4, and 1.500 in year 5 (see Table 3.5). 

The general pattern for levy and tariff reduction is for these to be in three annual 

stages of minus 20 per cent, minus 40 per cent, and minus 60 per cent. 

Subsequently, tariffs are to be held constant. 

I Table 3.5: EU Preferential Quotas for Selected Agro-food Products 
(in Tonnes) 

I Wheat ’ Pork Butter 
Year 1 Year 5 Year 1 Year 5 Year l Year 5 

Bulgaria 1.600 2.200 - 

170.000 232.000 Hungary 
3.140 4.270 650 910 10,000 13.500 Czech Republic 

150 200 

- - 22.000 30.000 
Poland 3.200 4.350 

1.560 2.130 350 490 10.000 13.500 Slovakia 
9.000 12.270 - - 14.400 19.640 Romania 
7.000 9.800 1.000 1.400 

’ ) Wheat flour in the case of the Czech Republic and Slovakia; Buckwheat for Poland. 
’) Includes live pigs in the case of the Czech Republic and Slovakia. 
Source: Maddison (1994). 

The use of trade figures from recent reference periods to establish the initial tariff 

quotas has fhdamentally influenced the character of the preferences. Imports into the 

EU of products which were already in surplus in the Union, like cereals, sugar, beef, 

and dairy, used to be very low and the trade concessions granted to the CEEC are, 

therefore, rather modest. Unfortunately, most of these sensitive products also tend to 

be those for which improved market access would most greatly benefit the CEEC 

(Tangermann, 1993). On the other side, the EU’S concessions for products, which are 

not covered by extensive common market organisations and which are not likely to 

have an impact on politically important producer groups in the EU, are more generous. 

Examples are pigmeat, poultrymeat, and fruit and vegetables. 

The economic gains from the trade preferences for the CEEC can be approximated as 

the mathematical product of preference margin, i.e. the levy or tariff reduction 

expressed in unit value, and preference volume. The size of the preference margin is, 

however, subject to actual EU market price levels. If this level falls below the threshold 

price, the preference margin is reduced by the amount of the price decline. Price 
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depressions in EU agricultural markets can result from an increase in domestic 

production, an expansion of agrofood net-imports, or a decline in internal demand. 

As the reduced-tariff and reduced-levy quotas have been increased over time, CEEC 

export revenue from preferential trade with the EU expanded. But an increase in 

export revenues does not imply an equivalent increase in net economic gains, since the 

expansion of exports to the EU as a result of EU preferences could result from an 

increase in CEEC domestic production or a reduction in CEEC domestic consumption 

which both tend to raise economic cost. Export expansion to the EU could also result 

from a contraction of exports to other countries which would reduce export revenues 

from these countries (Frahan, 1994). 

Tangennann (1 993) estimates the benefits of the potential increase in agricultural 

exports to the EU over the period 1990-96 for Czechoslovakia to be 73 per cent of the 

value of its 1990 agricultural exports to the EU. For Hungary and Poland the estimated 

increases in agricultural export values are 44 per cent and 19 per cent, respectively. 

These estimates represent an upper limit for the potential benefits for the CEEC, 

though, since it was assumed that the CEEC would always fill their export quotas. 

Also, because the import quotas or licences are issued to EU importers, the economic 

benefits from the lower levies might accrue to EU importers, rather than to CEEC 

exporters that are the intended beneficiaries ofthe measures. Moreover, it might be 

difficult for the exporters to negotiate a fair share of the economic rent with importers, 

since they often do not know who holds the import licences. 

Quota Utilisation 

Under-utilisation of quotas under which concessionary tariffs apply has been an issue 

during the first years of implementation of the Agreements. While some export quotas 

were fùlly used by the CEEC in 1992 and 1993, others were very little used. Utilisation 

was generally greater in 1994, helped by the krther reduction in duties to 40 per cent 

(Table 3.6). 
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I Table 3.6: Preferential Quota Utilisation for Selected Agro-food Products I (in Per Cent) 

Czech Republic 
Hungary 
Poland 
Romania 
Slovakia 

Wheat ’ 
1/93-6/94 1/94-6/95 7/93-6194 1/94-6/95 

Butter f 
070 

12,o 100,o 
239 24,2 

070 
0.0 

- - 
100,o 

100,o 100,o 

100,o 

- - 

- - 

E l  Pork 

I I 

) Wheat flour in the case of the Czech Republic and Slovakia; Buckwheat for Poland. 
*)  Includes live pigs in the case of the Czech Republic and Slovakia. 
Source: European Commission (1995b). 

Several reasons have been advanced to explain the under-filling of quotas (OECD, 

1995a; FrohbergkIartmann, 1996). The CEEC 

faced shortages of supplies, as agriculture contracted during transition, 

had problems of meeting Western quality and health standards, and 

0 lacked experience of dealing with unfamiliar administrative procedures. 

The mechanism for the allocation of licences is also thought to be a factor. Many EU 

importers consider the obligatory security deposit a high risk that is compounded by 

the significant delay between application and the use of the licence. Some importers 

even prefer to make arrangements outside quotas that have not yet been filled (OECD, 

1995a). 

East- West Apicultural Trade 

The EU is the most important agricultural trading partner for the CEEC. In 1994, the 

EU accounted for about 44 per cent of CEEC agro-food exports and for about 70 per 

cent of CEEC agro-food imports. Conversely, the CEEC absorbed about 6 per cent of 

EU exports and provided about 4 per cent of total EU imports of agricultural and food 

products (European Commission, 1996a). The EU is, therefore, a relatively more 

important agricultural trading partner for the CEEC than vice versa. 

The agricultural trade balance of the CEEC with the EU has deteriorated between 

1989 and 1994 (Tables 3.7-3.9). CEEC agricultural exports to the EU have remained 

at the pre-transition level, while imports of agro-food products from the Union have 
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increased. All CEEC, except Hungary, have turned from being net-exporters of 

agricultural and food products to being net-importers. If the aim of the Europe 

Agreements was to boost CEEC agro-food exports and improve their agricultural 

trade balance, then the results have been disappointing during the first years. 

A commodity breakdown of agro-food trade flows between the CEEC and the EU 

reveals that animal products have been the main export items for the CEEC (Table 

3.10)'. In 1994, this product group accounted for export revenues of ECU 772 million, 

or 27 per cent of the total. Fruit and vegetables were the next biggest commodity 

group with earnings of ECU 597 million, corresponding to 21 per cent of total export 

earnings of the CEEC. 

Major CEEC imports from the EU are fruit and vegetables (ECU 506 million, or 18 

per cent of total imports from the Union), livestock products (ECU 476 million, or 17 

per cent), and food products (ECU 284 million, or 10 per cent; Table 3.11). Processed 

foods is the product category in which the CEEC have the biggest trade deficit with 

the EU (Table 3.12). Consumers in the CEEC seem to have expressed their preference 

for the higher level of quality, packaging, and presentation that is associated with food 

products from Western Europe. 



58 

Table 3.7: CEEC Agrofood Exports to the EU-15,1989-94 
(in Million ECU) 

1989 1990 1991 1992 1993 1994 1989-94l 
~Bulgaria 

950 910 867 1.089 1.005 865 964 Hungary 
267 286 295 326 27 1 3 05 Czech Republic 

199 160 182 223 2 14 198 217 

Poland 979 1.198 1.174 1.032 896 959 1040 
Romania 120 49 90 91 97 119 

267 286 295 326 52 62 Slovakia 
94 

ICEEC-6 I 2.436 2.582 2.871 2.668 2.379 2.626 I 2.594 
1 ) Average. ) Data for 1989-1992 for Czechoslovakia. 
Source: European Commission (1995b). 

Table 3.8: CEEC Agrofood Imports from the EU-15, 1989-94 
(in Million ECU) 

Czech Republic 
Hungary 
Poland 
Romania 

1989 1990 1991 1992 1993 1994 

1 O08 826 678 1.104 1.037 1.196 1.207 
303 151 155 216 299 439 556 

191 174 306 486 483 627 
173 112 98 166 142 239 279 

1989-94' 

84 280 260 352 342 203 254 
191 174 3 06 486 13 1 149 

1.364 1.385 2.052 2.316 2.830 3.021 2.161 
' ) Average. ) Data for 1989-1992 for Czechoslovakia. 

I 

Source: European Commission (1995b). 

I Table 3.9: CEEC Agrofood Trade Balance with the EU-15, 1989-94 - 
(in Million ECU) 

1989 1990 1991 1992 1993 1994 1989-94' 
Bulgaria 26 48 84 57 72 -41 -62 
Czech Republic 76 112 -1 1 -160 -212 -322 
Hungary 759 712 873 706 426 408 

76 112 -1 1 -160 -79 -87 Slovakia 
-159 36 -23 1 -170 -26 1 -245 -84 Romania 

32 153 520 70 -5 -300 -248 Poland 
647 

CEEC-6 432 1 .O72 1.197 819 352 -45 1 -395 
) Average. ) Data for 1989-1992 for Czechoslovakia. 

Source: European Commission (1 995b). 
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Table 3.10: CEEC Agrofood Exports to the EU by Product Group, 1994 
(in Million ECU) 

Field Meat Fruit Food Beverages Other 
Crops & Dairy & Veg. Products 

Total 

Bulgaria 

877,5 134,8 383,6 148,l 4,O 26,4 180,6 Hungary 
435,6 25,5 68,8 61,7 3Y7 3 1,4 244,5 Czech Republic 
222,5 974 65,9 35,6 078 42,8 68,O 

Poland 23,7 186,5 315,5 299 672 571,9 1.106,7 
Romania 795 4 3 3  26,6 096 97 1 42,7 

91,l 579 23,8 9.8 O, 1 O 7 3  5 1,2 Slovakia 
130,O 

CEEC-6 2.863,4 206,8 772,l 597,3 12, l 116,2 1.158,9 
) Fish, Tobacco, Animal Feed, Natural Rubber, Textile Fibres, etc. 

Source: European Commission (1996~). 

Table 3.11: CEEC Agrofood Imports from the EU by Product Group, 1994 
(in Million ECU) 

Field Meat Fruit Food Beverages Other Total 
Crops &Dairy & Veg. Products 

Bulgaria 

462,l 59,5 136,3 57,8 56,l 20,5 131,9 Hungary 
614,5 56,3 66.9 152,7 62,2 3 1,4 245,O Czech Republic 
251,2 14,8 27,3 48,7 21,3 37,2 101,9 

Poland 93,2 212,5 198,O 96,6 26,3 541,4 1.168,O 
Romania 28,8 20,o 15,8 37,8 9 3  82,7 

142,7 18,5 12,6 33,o 10,2 621 62,3 Slovakia 
194,9 

CEEC-6 2.833,4 271,l 475,6 506,O 284,2 131,3 1.165,2 
) Fish. Tobacco, Animal Feed, Natural Rubber, Textile Fibres, etc. 

Source: European Commission (1996~). 

I Table 3.12: CEEC Agrofood Trade Balance with the EU by Product Group, 1994 
(in Million ECU) 

Field Meat Fruit Food Beverages Other 
Crops &Dairy & Veg. Products 

Total 

Bulgaria -5,4 38,6 -13,l -2O,5 5,6 -33,9 

415,4 75,3 247,3 9O,3 -52:l 5,9 48,7 Hungary 

-1 78;9 -30,8 139 -91 -58,5 O -0,5 Czech Republic 
-28,7 

Poland -69,5 -26,O 117,5 -93:7 -20, l 3 0 3  -61,3 
Romania -2 1,3 23,5 10,8 -37?2 -O,7 -40,O 

-5 1,6 -12,6 11,2 -23,2 -10.1 -5,8 -1 1,l 'Slovakia 
-64,9 

LCEEC-6 30,O -64,3 296,5 9 1,3 -272,l -15,l -6,3 
~ ' ) Fish. Tobacco, Animal Feed, Natural Rubbcr, Testilc Fibres, etc. 
1 Source: European Commission (1996~). 
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3.3 Alignment of CEEC Law with EU Legislation 

At the Cannes European Summit in June 1995, the Commission presented a White 

Paper dealing with the preparation of the CEEC for integration into the internal market 

of the EU (European Commission, 1995a). The White Paper identifies the key 

measures in each sector of the internal market and suggests a sequence in which the 

approximation of legislation should be tackled. In addition, the Paper stresses the 

importance of establishing adequate structures for implementation and enforcement of 

legislation. While the responsibility for alignment with the internal market rests with 

the CEEC themselves, the Commission promised enhanced technical assistance for 

legislative and institutional approximation through its Phare programme. 

Aligning with the EU’S internal market legislation aims to facilitate the integration of 

the transition economies in Central and Eastern Europe with the industrial market 

economies of the EU. Alignment should thereby be started early, because it will take 

time not only to legislate but also to build the institutions necessary for the actual 

implementation of new laws. Without institutional changes, the adoption of internat 

market legislation could result in a merely formal transposition of r u l e s .  This. would not 

be an adequate basis for the mutual confidence between ail participants on which the 

internal market depends. Nor would it achieve the real economic benefits that the 

CEEC are seeking. 

The internal market of the EU is an area without internal frontiers in which the 

movement of goods, services, persons, and capital is ensured, active competition is 

encouraged, and social protection is provided. Internal market law is defined by the 

Treaty of Rome and by secondary legislation, i.e. Community regulations and 

directives. At the Community level, it is the responsibility of the Commission and the 

Court of Justice to ensure the enforcement of Community law, but the actual 

implementation in the Member States is based on the existence of appropriate judicial 

and administrative bodies at the national level. For its fùnctioning, the internal market 

also relies on a high level of mutual trust and on equivalence of regulatory systems, 

standards, and certification methods in the Member States. 



61 

The White Paper covers only measures concerning the internal market. It thereby 

leaves out areas of Community legislation that are not directly related to the four 

freedoms of movement or to fair competition. Large parts of social, environmental, 

and agricultural law are, therefore, not discussed in the context of legislative alignment 

of the CEEC. Alignment has, hence, to be distinguished from accession to the EU 

which will involve acceptance of the acquis communitaire as a whole. 

EU agricultural legislation accounts for around 40 per cent of total Community 

legislation. But although the extent and means of support for agriculture have an 

impact on the internal market, they are not essential for the purposes of achieving and 

maintaining free movement of goods. Aspects of agricultural policy and legislation that 

have a more direct impact on the internal market are laws concerning veterinary and 

phytosanitary controls as well as agricultural market provisions setting quality 

standards and labelling requirements. The White Paper identifies a total of about 1 .O00 

legal measures, of which about 200 have been identified as key measures of 

approximation (European Commission, 1995a). 

Veterinay and Phytosanitaty Standarh 

All the CEEC have to differing extents been conducting discussions with the 

Commission designed to lead to equivalence agreements in the fields of phytosanitary 

standards, veterinary controls, and public health. Although technical knowledge and 

expertise in these areas are good in the CEEC, some problematic issues still have to be 

resolved (European Commission, 199%). 

The situation in the plant sector is unlikely to pose major difficulties. Plant quality 

legislation is in many cases already aligned with the EU, e.g. in seed certification. 

Pesticide handling is also not going to be a problem in the medium term, although 

administrative structures and trained staff are often lacking to implement EU type 

registration schemes. 
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The livestock sector provides for more concern. In the veterinary field, the Community 

policy is based on non-vaccination and eradication, i.e. stamping out infected herds and 

flocks and controlling the movement of live animals, animal products, vehicles, and any 

substances likely to harbour the disease agent. In the CEEC, on the other side, 

vaccinations against swine fever, for example, still occur in some countries and 

diseases which are largely eradicated in the EU are still prevalent. Moreover, imports 

of live animals and certain animal products from countries of the former Soviet Union 

in connection with poor border controls pose a serious thread to animal health in the 

CEEC. 

Food processing is another problem area. Hygiene and public health standards are 

adequate at only a small proportion of slaughterhouses, dairies, and other agro- 

processing establishments. Inspection systems and supervision arrangements are also 

often below EU standards. Substantial improvements are necessary to meet CAP 

requirements. 

Most of the CEEC appear to have sufficient numbers of technical personnel, e.g. 

veterinarians, to implement EU legislation. However, satisfactory supervision and 

control may prove to be difficult. Management arrangements have to be improved and 

considerable investments in technical support facilities are required. Generally, it 

appears that the CEEC are much hrther ahead in adopting an improved legal 

framework than in developing the necessary administrative structures for its 

implementation (European Commission, 1995~).  

Aaricult~rral Market Leaislation - 

In some sectors of agriculture, the free circulation of products is subject to the rules of 

the relevant market organisation within the CAF’, i.e. compliance with various quality, 

sizing and packaging standards, together with rules on labelling, analysis, inspections, 

and marketing. The sectors concerned are fruit and vegetables, pork, eggs and poultry, 

beef and sheepmeat, and wine. 

These standards cannot be divorced from other aspects of the CAP. Indeed, the 

standards are the result of the application of market support and other regulatory 
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schemes. With reference to the CEEC, it is very likely that applying these schemes will 

have to be preceded by a long period of preparation and adaptation. In the medium 

term, the focus should-be on training oficials and managers and on adapting existing 

trade organisations and administrative structures for the tasks of market management, 

quality control, market monitoring and distribution (European Commission, 1995a). 
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4. Agricultural Implications of CEEC Accession to the EU 

Accession of the CEEC to the EU will not only entail alignment with internal market 

legislation involving removal of all barriers to free movement of goods, services, 

persons, and capital, but the acceptance of the entire acquis cornmurlitaire. Given the 

hndamental structural differences between the CEEC and the EU, this is going to be a 

major challenge. Preparations for the formidable task should be undertaken with 

foresight and should start as soon as possible. Problem areas and necessary policy 

adjustments in both the CEEC and the EU have to be identified and addressed in order 

to avoid major disruptions at the time of enlargement. 

Agriculture is one of the sectors in which mutual adjustments during the pre-accession 

period will be most needed. Agricultural policies in the CEEC have to be put on a path 

which is sustainable in the medium to long run and which at the same time is 

compatible with the EU’S common market. Modifications of the CAP, on the other 

side, will prove necessary in order to accommodate the substantial agricultural 

production potential that the CEEC will add to the Union. Such policy adjustments are 

likely to be politically controversial. 

In 1994, the European Commission commissioned four studies on pre-accession 

strategies for the CEEC and the EU (Buckwell et al., 1994; Mahe, 1995; 

TangermandJosling, 1994; and Tarditi et al., 1994). Based on these studies as well as 

on detailed country reports prepared in coIlaboration with national experts and 

scientific advisors (European Commission, 1995b), the Commission published an 

Agricultural Strategy Paper in November 1995. It therein laid out the agricultural 

policy options for the pre-accession period and provided guidance for CEEC policy 

choice and CAP reform. This chapter summarises the main arguments regarding 

agricultural policy strategies for eastward enlargement. 
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4.1 Implications for the CEEC 

Whatever the future political and economic context may be in which CEEC agriculture 

has to operate, the main long run priority for the CEEC should be to gain, retain, and 

improve competitiveness in agriculture, both vis-à-vis other sectors in the economy 

and vis-à-vis farmers in other countries. A competitive agricultural sector would enable 

farmers in the CEEC to generate incomes from market transactions in parity with other 

sectors without having to rely on transfers from the state. 

In the short term, stabilisation policies seem necessary to avoid social hardship and to 

keep social structures intact. Many farmers and farm workers in the CEEC have 

experienced a drop in real incomes, sometimes to a substantial extent, as a result of 

transition. Farm enterprises in the CEEC carry a heavy burden of debt, unemployment 

in rural areas in high and environmental problems have to be addressed urgently. In a 

situation like that, policy priorities can not only reflect longer run requirements, but 

have to avert the immediate threads to rural communities. 

Stabilisation policies have been introduced in all CEEC to alleviate the most urgent 

problems during transition. But in recent years, agricultural policy has moved from 

merely providing a safety net towards raising protection for agricultural producers. In 

some CEEC, agricultural market regimes have been institutionalised that provide for 

CAF'-like price guarantees, intervention buying, and export subsidies. 

On average, agricultural support in the CEEC is still low compared with the EU (see 

Table 2.3 1). However, the general trend to increase agricultural protection and price 

support raises the question whether these development are in the best long-run interest 

of the CEEC. Several constraints on raising agricultural prices towards the much 

higher EU levels exist (TangermandJosling, 1994; European Commission, 199%): 

Inflation is still a serious problem in some of the CEEC and policy measures which 

lead to higher prices in any individual sector tend to conflict with the overall aim of 

reducing inflation rates. 
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The costs of exporting production surpluses would rise with higher agricultural 

price levels, drawing on public budgets that are just in the process of being 

stabilised and consolidated. 

Higher food prices would also increase the burden that consumers in the CEEC 

have to bear. Expenditure on food still accounts for up to 60 per cent of average 

total household spending (Table 2.22) and this share is even higher for low income 

consumers. 

Increases in agricultural prices would firthermore undermine the competitiveness 

of the already struggling agro-processing industry in the CEEC by raising its raw 

material costs. 

Moreover, support to agriculture is limited by international agreements, notably the 

Uruguay Round Agreement (see chapter 2.3). Commitments regarding domestic 

support, tariff levels, and export subsidies would become binding as farmers would 

respond to higher prices with increased production. 

All  these constraints limit the scope for increases in agricultural producer prices in the 

CEEC. There might be room for slight upturns of current internal price levels in 

individual CEEC, but a full alignment with EU prices during the pre-accession period 

is not only not desirable, but indeed highly problematic. Similarly, participation in an 

unreformed CAP upon accession to the EU would pose serious problems for the 

CEEC. The high insitutional support prices under the CAP would expose the CEEC to 

all the problems outlined above. 

Farmers in the CEEC, on the other side, are looking forward to obtain substantially 

higher prices for their produce under the CAP (see Figure 2.5), and many indeed 

nurture high expectations. But in some subsectors, there are concerns regarding the 

competitiveness of CEEC farming vis-à-vis the EU. Agriculture in the EU is a rather 

sophisticated business. Farmers in Western Europe are well financed and use the latest 

technology in farming systems, machinery, and equipment. They are therefore in a 

much better starting position than their colleagues in the CEEC who are just beginning 

to establish themselves and are generally undercapitalised. 
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Another worry in the CEEC in view of EU accession concerns the poor shape of the 

agro-processing and marketing industries. Price support in the EU generally applies at 

the wholesale rather than at the farmgate level. The Union’s price guarantees are, 

therefore, valid for processed products only. But with a very inefficient processing 

sector that depends on high processing margins, effective farmgate prices in the CEEC 

are bound to be lower than in Western Europe. 

Moreover, an apparent advantage for CEEC farmers compared with their EU 

colleagues are the relatively low land prices and land rents in Central and Eastern 

Europe. But the value of a fixed asset, like land, just reflects the expectation of the 

fhture income stream derived from the asset. Higher price support for agricultural 

products would, therefore, immediately be capitalised into higher land values, so that 

the CEEC would experience an increase in land prices upon accession to the current 

CAP, eroding their relative advantage with respect to this production factor. 

A more lasting advantage for CEEC agriculture is going to be low labour cost. 

Convergence of wage levels between East and West Europe will ultimately take place 

in line with improvements of productivity in the overall economy, but this process will 

certainly take time. The lower income expectations of farmers and farm workers in the 

CEEC are likely to benefit production activities that are labour intensive. 

More generally, CEEC agriculture could be expected to do very well in subsectors 

where price support is firm and competition is limited within the CAP. These 

conditions apply in particular to the milk and sugar markets that are both governed by 

production quota regimes. But in subsectors where price support is low and 

competition within the EU intense, like in pork, poultry, and egg production, CEEC 

farming might have a more difficult stand. 

Pre-Accession Strategies for the CEEC 

Until accession, the CEEC have time to prepare their agriculture for future 

participation in the CAP and for competition with West European farmers. In the four 

expert reports on pre-accession strategies (Buckwell et al., 1994; Mahé, 1995; 
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TangermandJosling, 1994; Tarditi et al., 1994) a broad consensus emerges on the 

policy priorities for the CEEC. Three elements seem to be of central importance: 

0 Macroeconomic stabilisation and a policy of low agricultural price support until the 

time of accession. 

Active governmental support to create agricultural institutions (rural credit, market 

information, quality control) and to develop fùnctioning land markets. 

0 Measures to combat fraud and corruption, to promote competition, and to correct 

market failures. 

The EU is encouraged to support the process of agricultural transition in the CEEC by 

continuing to provide technical and financial assistance through the Phare programme, 

and by fostering economic integration with the EU through expanded preferential trade 

quotas under the Europe Agreements. 

Post-Accession Arranaements 

CEEC agriculture might not participate in the f i l l  CAP immediately upon accession. 

Transitional arrangements for agriculture have been a central feature in many of the 

past enlargements of the EU. The purpose of these arrangements has been to give 

either the new member state or the Community more time to phase in necessary policy 

changes. 

The accession of the United Kingdom in 1973 posed significant problems because the 

price level in the UK had been governed by the state of world markets, while farmers 

were supported through “deficiency payments”. The reconciliation of this system with 

the CAP was to have a transition to the higher CAP prices, along with the introduction 

of import levies and export subsidies. The price gaps over the transition were offset by 

“accession compensatory amounts”, added to or subtracted from the traded price. 

Transition arrangements had to be negotiated in the second round of enlargements as 

well. Greece was given up to seven years to prepare its own markets for competition 

with Community produce. Portugal was granted an even longer period when it joined, 

with a five year initial phase to enable Portuguese authorities to modi@ the marketing 

systems to allow implementation of CAP regulations, followed by a hrther five years 
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to adopt Community price levels. A long transition was seen as being desirable to 

allow Portuguese farmers to adjust to lower agricultural prices under the CAP. Spain, 

by contrast, was ready to compete immediately, but was deemed to be a threat to 

Community markets in such areas as wine, olive oil, and fruits and vegetables. As a 

consequence, Spain also had a transition period, which in effect enabled the 

Community to modi@ its policies for Mediterranean crops. 

The transitional arrangements for the EFTA countries were different again. Especially 

Austria and Finland had a history of price supports higher than in the EU. The normal 

paradigm would, therefore, have been a long transition to allow farmers in the new 

Member States to adjust over time to lower prices in the Union. But in the spirit of 

CAP reform and their own attempts to get away fiom high market prices, the new 

members settled for instantaneous adoption of policies and policy prices, with an 

overlay of compensation payments based on hectarage and headage that were financed 

from both EU and national finds. 

The length of a post-accession transition period before adoption of the fidl CAP for the 

CEEC will crucially depend on the shape of the CAP in the medium term. Higher 

agricultural price levels and the induced output increases in the CEEC are likely to 

cause problems for both the new members and the EU, so that an unreformed CAP 

will most likely require long-lasting transition arrangements. If, on the other side, the 

CAP would have undergone reform before accession to lower common agricultural 

price levels, much less time is needed to allow CEEC agriculture to participate filly in 

the common agricultural market. 

4.2 Implications for the EU 

The eastward enlargement will be a major challenge for the EU. The accession of the 

CEEC-6 will add a larger population and a larger area to the Union than any of the 

previous enlargements. It will also increase the EU’S agricultural production potential 

at an unprecedented scale. However, in percentage terms the increase in size is not 
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significantly different fi-om previous enlargements, except for the dramatic increase in 

farm population (Table 4.1). 

Table 4.1: Size Increase of the European Union in Successive Enlargements 
(in Per Cent) 

I 1973 198 1/86 1995 20xx 
(DK, IRL, UK) (E, GR, P) (A, FI, SW) (CEEC) 

GDP Increase 
31 21 6 22 Population Increase 
25 10 7 3 

41 41 7 38 Agricultural Area Increase 
16 50 7 1 1 1  Farm Population Increase 

L Source: Buckwell et al. (1994); European Commission (1995b, 1996d). 

The large share of the workforce employed in agriculture constitutes a major policy 

problem for the transition economies in East-Central Europe. As modernisation of 

agriculture proceeds, more and more farm workers are likely to loose their jobs in 

agriculture and have to move into new employment. A rural development policy that 

fosters economic diversification in the countryside will therefore be of central 

importance in order to avoid mass rural unemployment and large-scale migration into 

the cities. Since it is unlikely that the underlying structural problems will have been 

solved by the time of accession, the EU is going to inherit this need for comprehensive 

job creation programmes in agricultural communities. Special measures might have to 

be devised to address the problem. 

Without doubt, the CEEC have a substantial agricultural production potential. Given a 

continuing recovery from the transition slump and the introduction of more productive 

farming techniques, the CEEC can be expected to be net-exporters of most major 

agricultural commodities at the time of the prospective eastward enlargement. These 

surpluses would develop in parallel to already growing market imbalances in the “old 

EU’. 

Moreover, the agricultural output expansion in the CEEC before accession is going to 

occur at prices well below the present CAP level. Upon accession and participation in 

the CAP, the CEEC would be confronted with higher prices for agricultural and food 

products. This will tend to increase existing surpluses h r the r  by boosting supply and 

reducing demand. Farmers facing higher prices for their produce will farm more 
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intensively by using more yield enhancing production inputs or higher quality feed. 

Consumers, on the other side,,will cut back on consumption to limit their food 

expenditure. Mounting agricultural production surpluses could be the result. 

Budaetaw Costs 

These CEEC production surpluses would have to be absorbed by a CAP that is already 

constrained by budgetary limits. Additional intervention costs and export subsidies 

would have to be incurred and direct income support payment might have to be 

extended to CEEC farmers. A number of studies have investigated the budget costs of 

absorbing CEEC into the CAP (Table 4.2). The estimates depend essentially on what is 

assumed about EU and world market prices at the time of enlargement, the timetable 

for accession, and the productivity improvements achieved by the CEEC. 

Table 4.2: Budgetary Costs of Extending the CAP to CEEC I 
~~ ~~~ 

Study Additional CAP Expenditure (Bill. ECU) Country Coverage 
Baldwin (1 994) 11,6 CEEC-4 

t t t CEEC-6 23,2 
""""""""" ""_""" """"""""""---" 
Berkuflerluin (1995) CEEC-4 5,9 - 7,6 

BrentodGros (1 993) 

Buckwell et al. (1994) 13,O - 37,O 

European Commission (1995~) 

Mahé (1 995) 6,5 - 16,2 

TangermadJosling ( 1994) 13,3 

"""""""""_ """"_"""""""" 
4,O - 3 1,O 
5,O - 42,O """""""""_ """"""""""""~ 

"""""""""_ """"_"""""""" 
9,O - 12,2 

"""""""""_ """"_"""""""" 

"""""""""_ """"""""""""~ 

t t t - 

CEEC-6 19,3 
Tarditi et al. ( 1  994) CEEC-6 32,O 
""""""""" """"_" """"""""""""- 

t ~"""""_""" """""_ """""""~""""" 

Tyers (1994) CEEC-4 22,O - 27,O 

Tyers/Anderson (1993) 
""""""""" _""""" """"""""-""--" 

CEEC-4 l- 37,6 

Rather conservatively, the European Commission estimates the CAP expenditures on 

the CEEC-l O to be about ECU 12,2 billion by the year 2010 (European Commission, 

1995c, Table 4.3), which would correspond to nearly 30 per cent of the ECU 42 billion 

that the EU spent on the CAP in 1995. About half of these expenditures would result 
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from intervention and export subsidy outlays and the other half from hectarage and 

headage based compensation payments. But whether the CEEC should be entitled to 

receive direct income payments according to the MacSharry model is in itself 

controversial. 

I Table 4.3: Commission Estimate of Costs of Extending the CAP to CEEC-10 
(Million ECU) 

2000 2005 2010 
Market Organisations: 
Arable Crops 5.794 6.127 6.326 
Sugar 49 -8 1 -46 
Milk 581 789 726 
Beef 846 2.1 13 1.877 
Pork 12 22 40 

All Market Organisations 8.485 10.23 1 10.197 
of which Compensation Payments: 
Arable Crops 5.789 5.864 5.864 
Beef 808 806 793 
Total Compensation Payments 6.597 6.670 6.657 

Accompanying Measures 500 1.500 2.000 
Grand Total 8.985 11.731 12.197 
Source: European Commission (199%). 

Poultry 3 36 40 

A separate study by the Commission (European Commission, 1996b) argued strongly 

against extending compensation payments to the East. 

MacSharry payments were from the outset differentiated according to the loss in 

sales revenue expected because of the 1992 reform of the CAP. Based on this 

simple observation, it would be uncontroversial to argue that CEEC farmers should 

not be entitled to a payment as they will suffer no losses because of EU 

membership. 

Second, though the cash value of the transfer may give an initial economic boost to 

certain rural areas, the payments will be expected to increase the price of 

agricultural land and may thus hamper structural development of farms and rural 

development as a whole. 

Third, distribution of the payments may seem quite arbitrary. Even if payments are 

granted to the land users, they may in the end benefit landowners mainly. In the 

Czech Republic, for example, a major proportion of the land is owned by urban 

dwellers. It could be asked why a large fraction of CAP subsidies should benefit 
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those in the urban population that for historical reasons have regained the right to 

the land. 

And finally, even if the payments may have certain positive effects on the 

agricultural sector it should be investigated whether greater benefits could not be 

obtained more efficiently with targeted instruments. Structural measures seem 

more appropriate to create the conditions for improving the economy in a 

sustainable fashion and to shorten the time it will take for the economy to catch up 

with the EU. 

In the short run, the burden of enlargement for the agricultural budget may be 

somewhat alleviated by the fact that probably not all CEEC will accede to the EU at 

the same time. Also, transitional arrangements might limit CEEC participation in CAP 

fùnds during the first years of membership. But a long-run increase in CAP outlays by 

15 to 30 per cent is certainly non-trivial, especially since the CEEC as rather poor 

countries will also draw heavily on Structural Funds’, while contributing only relatively 

little to the Union’s budget. 

Unwuay Round Commitments 

Another problem area in the enlargement process concerns the international trade 

commitments of the EU. The EU and the CEEC agreed in the Uruguay Round of 

GATT negotiations to limit domestic support for agriculture, to reduce subsidised 

exports, and to lower agricultural trade barriers. Until the time of enlargement both the 

EU and the CEEC have to satis@ their individual trade obligations. Upon accession, 

the commitments of the EU and the new Member States will be pooled and 

harmonised. But the supply response of CEEC farmers to higher CAP prices after 

accession could mean that the EU’s trade commitments could soon become binding 

and force agricultural policy changes upon the enlarged Union (Buckwell et al., 1994). 

Combining the domestic support commitments of the EU and the CEEC should not 

cause any immediate problems for the enlarged Union. The EU currently has 

substantial slack in its AMS commitment and could well accommodate the tightness in 

’ CAP and Structural Funds together absorb about 80 per cent of the EU’s budget. 
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those of the CEEC. However, the new A M s  ceiling could be threatened in the event of 

a large CEEC production increase after accession. 

It will be more difficult to contain EU-2 1 exports within the new subsidised export 

ceiling. Both the EU-15 and the CEEC have difficulties anyway to comply with their 

export commitments under current policies. When the CEEC face EU price incentives, 

the situation could soon become untenable. 

For most commodities, the EU’S tariff ceilings are higher than the CEEC’s. Since the 

WTO does not allow its members to raise tariffs, harmonisation with CEEC tariffs 

could imply a reduction of protection for EU farmers. However, actual tariffs are 

sometimes much lower than the bound, maximum tariff rates and it may be possible to 

harmonise EU and CEEC import duties at the higher level without contradicting URA 

commitments. 

World Market Power 

Historically, relatively sparsely populated East-Central Europe has been the 

“breadbasket of the continent”. With a reformed institutional framework in place and 

with access to Western technology and investment finance, the CEEC could well 

reassume the role of a major agricultural exporters in the future again. Even at current 

depressed output levels, adding CEEC farm production to EU agricultural output 

would push the Union’s share of world production up to 30 per cent for some 

commodities (Table 4.4). 

Table 4.4: World Production Share for Selected Commodities, 1994 1 
Cereals’ Oilseeds Sugar Milk Beef Pork 

World Production (‘000 t)2 462.461 53.711 73.046 1.386.574 260.691 126.093 ~~ 

Share of CEEC-6 (%) 

30,7 16,7 27,l 17,4 6 J  14,3 Share of “EU-2 1” (%) 
25,9 14,6 2 1,9 12,4 428 12,2 Share of EU-15 (%) 
428 231 5,2 5,o 124 221 

- 
) Without rice. ) Data for 1992. 

Source: European Commission (1995b. 1996~) .  

The greater weight of the enlarged Union in world production and world trade of 

agricultural commodities would have benefits. An EU-2 1 might be able to negotiate 
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better trade deals and have a stronger influence on shaping international trade 

institutions. On the other side, a bigger Union is going to invite even more scrutiny of 

its policies from its trading partners. The latter would have a vital interest in the 

maintenance of fair trade behaviour and are likely to pressure for fixther liberalisation 

of the CAP. 

4.3 Policy Options for the CAP 

The implications of eastward enlargement will put severe strain on the CAP in its 

current form. Policy changes to prepare for CEEC accession and to accommodate the 

new Member States from the East seem inevitable. The European Commission 

presented an Agricultural Strategy Paper in November 1995 (European Commission, 

1995c), in which it addressed the challenges ahead. The Commission considered three 

options for the development of the CAP: maintaining the status quo, full liberalisation, 

and development of the 1992 approach. These options will be more closely examined 

in the following. 

Maintainina the Status Ou0 With Smplv Controls 

Given the budgetary costs of enlargement and the URA commitments of the EU, 

maintaining the status quo appears to be highly problematic. It might be a feasible 

options for a number of years, but ones increasing production surpluses both in the 

"old EU" and in the CEEC start to mount, major policy adjustments would become 

necessary. These could prove highly difficult and costly. If, for example, CEEC 

farmers would have enjoyed high EU prices for a number of years, they would have to 

be compensated for any subsequent price cuts just as their colleagues in the West 

(European Commission 199%). 

Some authors (NaIlethan Stolk, 1993) have argued that supply management measures, 

like production quotas, set aside requirements, and stabiliser mechanisms, should be 

more widely applied alongside price support policies in an enlarged EU. They also 

favour a two-tier CAP with lower support prices for the CEEC and the retention of 

border controls between Western Europe and Eastern Europe for a long transition 
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period. Although these measures might be able to contain agricultural output and 

thereby succeed in limiting budget expenditure for subsidised exports and in complying 

with the EU’S URA commitments, they would also preserve inefficient production 

structures and make farming in the EU even more bureaucratic. Moreover, the CEEC 

would be deprived of opportunities to develop their agriculture in the Common Market 

and, with a new “green curtain” in place, the East Europeans would indeed be 

relegated to be only second class EU members. Tarditi et al. (1994) dub such a policy 

approach a “Fortress Europe Strategy”. They point out that it would be hypocritical to 

suggest to the CEEC, who have been struggling to build viable market economies, that 

they should reintroduce firm state controls in their agricultural sectors after EU 

accession. The international repercussions of extending CAP-style protectionism to the 

East would also have to be considered. Table 4.5 summarises the arguments. 

Table 4.5: Evaluation of “Fortress Europe Strategy” 

Policy Measures 
0 Production quotas. 
0 Set-aside requirements. 
0 Stabiliser mechanisms. 
0 Two-tier CAP with 

lower prices in CEEC 
and “green tariffs” at 
internal borders 

Advantages 
0 Retention of price 

0 No adjustment cost. 
support. 

~ 

Disadvantages 
0 Growing production 

0 Increasing bureaucracy. 
0 Unchanged high budgetary 

cost and consumer prices 
0 Violation of Single Market. 
0 Continuing international trade 

inefficiencies. 

disputes. 

Full Liberalisation 

A f i l l  liberalisation scenario would entail the elimination of agricultural support prices 

and supply management measures and the compensation of farmers through direct 

income payments. The latter would be gradually reduced over time. Environmental and 

rural development concerns would be separated from agricultural policy and addressed 

through specific programmes. 

Such a policy reform would greatly simplifL the CAP and make it more transparent. It 

would allow to shift agricultural production to the best locations within the EU and so 

to reap the fidl benefits of specialisation. Farmers would make their production 

decisions based on market incentives rather than governmental orders. Farm incomes 
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would be determined by effort and entrepreneurial skill instead of by political decree. 

No public subsidies for the sector would be needed in the long term. 

Implementing such a radical reform would be prone to some short run problems. 

Full liberalisation of the CAP would lead to large-scale structural adjustments in the 

agricultural sector. Many farmers would want to change their mix of production 

activities in response to the price changes. Some would certainly find it preferable to 

leave farming altogether and to take up other employment. The costs of making these 

changes could be considerable. Moreover, farmers would get exposed to potentially 

unstable world markets without sufficient experience of risk management in a free 

market environment. And finally, the budgetary costs of compensating farmers for 

drastic price cuts for milk and sugar, for example, would initially be very high. 

Table 4.6: Evaluation of ‘‘Full Liberalisation Strategy” 

Policy Measures 
0 Elimination of support 

0 Abolition of production 

0 Direct compensation 

prices. 

quotas. 

payments, to be reduced 
over time. 

D Targeted environmental 
and social programmes. 

Advantages 
0 Cost reduction through 

specialisation according to 
comparative advantage. 

0 Farm incomes determined 
by market. 

0 Lower food expenditure for 
consumers. 

0 No subsidies necessary in 
long term. 

0 Simpler, less bureaucratic 
CAP. 

0 No international trade 
friction. 

1 
Disadvantages 

0 Adjustment costs of 
rapid reform. 

0 Production risk in 
unstable world markets. 

0 High short term 
budgetary cost for 
compensation payments. 

Development of the 1992 Approach 

In view of the drawbacks of both the fortress Europe and the full  liberalisation 

strategies, the Commission’s Agricultural Strategy Paper argued for the middle way of 

continuing the MacSharry reform process. This would involve reinforcement of 

compensated price cuts for the commodities that were covered by the 1992 reform, 

and, in particular, extending the reform to sectors where it had not yet been 

introduced. The price cuts would stop short, though, of reducing internal policy prices 
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down to world market price levels altogether, so that some Community preference 

would be retained. 

The aim of a “MacShany II - package” would be to improve the competitiveness of 

EU supplies on the world market. Lowering the internal price level means that fewer 

export subsidies would be needed to dispose of surplus supplies on the world market. 

Budgetary constraints and limits on subsidised exports could be more easily satisfied. 

The direct income payments, on the other side, would compensate farmers for the 

price cuts and thereby honour their trust in past policy support promises under the 

CAP. Furthermore, by linking part of the compensation payments to environmental and 

social considerations, complementary objectives in rural development could be 

pursued. 
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5. Future of the CAP in an Enlarged Union 

Besides enlargement, the CAP will face a number of additional challenges in the near 

future. These include the growing imbalance of supply and demand for some 

commodities on the internal market, the prospect of further liberalisation of 

international agricultural trade as the likely outcome of the next round of GATTNTO 

negotiations starting in 1999, and the political pressure to bring agricultural policy and 

budgetary cost within the framework of an integrated rural development approach. 

The so called "MacSharry reform" of 1992 tabled the objective to provide enough 

stability for the agricultural sector to be able to survive in a changing economic 

environment without constant crisis and contention. Cereal and beef prices were 

reduced towards world market price levels and a part of the arable crop area was taken 

out of production. Farmers were compensated for the support price reductions through 

hectarage and headage linked transfer payments. As a result of these measures the 

competitiveness of the reform sectors improved, although the EU lost parts of its share 

of world markets in some key commodities to the benefit of the United States. 

The Commission believes that improving agricultural competitiveness associated with 

production controls should be the guiding principle for the post 2000 CAP.The so 

called "Santer Package", which has been prepared (and is likely to be approved by the 

Commission on 15.07.1997) within the framework of its Agenda 2000, is in fact the 

follow-up of the 1997 reform. According to a press release, the Commission document 

shall propose new reductions of the guaranteed prices - compensated by direct 

(decoupled) aids to farmers - in the sectors of cereals, beef and milk, whilst the milk 

quotas regime shall be maintained. 
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