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Distortionsto Agricultural Incentives

In Central and Eastern Europe

Pavel Ciaian and Johan Swinnen

Introduction and summary

The objective of this chapter is to document and explain the extent of policy distortions to
agricultural market incentives in Central and Eastern Europe (CEE) over the past decades.' In
doing so we provide an historical review of the policy changes in the CEE and we calculate
indicators of direct and indirect assistance to agriculture and of taxation of consumers. The
country coverage includes the eight Central and Eastern European countries (CEECs) that
joined the European Union in 2004 (CEU-8: Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland, Slovakia and Slovenia), plus the two countries that joined the EU in 2007
(Romania and Bulgaria). The other big economies of Eastern Europe — Russia, Turkey and
Ukraine — are not discussed here but are the subject of parallel studies by Liefert and Liefert
(2007), Burrell (2007) and von Cramon-Taubadel et al. (2007).

Agricultural production and food consumption in these countries were heavily
subsidized under the communist system, distorting incentives for both consumers and
producers. With consumer retail prices set low and producer prices high, the gap was covered
by direct subsidies to processing and trading companies or by soft budget constraints.
However, at the same time exchange rates were overvalued and assistance to non-agricultural
industries negatively affected agriculture. The net effect of all these distortions is difficult to
estimate accurately, but there is general agreement among experts that agriculture was
assisted relative to non-agriculture in the latter 1980s. One indicator of that is the fact that, at
the end of the 1980s, direct budgetary subsidies to agriculture and food were between 5 and
10 percent of GDP in most CEECs.

" The policy focus is on price, trade and subsidy policies. Policy distortions and reforms in other areas, such as
property rights, land reform, etc. -- which played a very important role in the 1990s in these countries -- are not
discussed in this chapter.



In the late 1980s and early 1990s subsidies were cut, prices, trade, and exchange rates
liberalized, and many distortions removed. The net result was a major reduction in direct
assistance to farmers. On average the nominal rate of assistance to agriculture (NRA) was
close to zero in the early 1990s. Consumers experienced offsetting effects. While they got
access to a much wider set of options in terms of quantity and quality of food products, retail
food prices increased substantially in real terms.

After the initial liberalizations, assistance to agriculture increased again,
gradually but substantially, from an average NRA of around 0 percent in 1992 to around 40
percent in 1998, after which it stabilized as the CEECs began preparing for accession to the
EU. In 2004 there was an increase in assistance to farmers as the agricultural policy regimes
in CEE became integrated into the EU’s Common Agricultural Policy (CAP). That included a
gradual change in policy instruments also: there was a reduction in the use of market support
and output subsidies in the 1990s compared to the 1980s, with direct payments and other
support to agriculture making up a very substantive part of total assistance to agriculture by
2000. Not surprisingly, farm incomes increased strongly with accession. This was true even
for non-landowners whose rent payments went up.

During the past decade indirect disincentives to agriculture in the CEECs was limited.
Exchange rate distortions were largely removed by the second half of the 1990s, and indirect
taxation through tariffs on the rest of the economy was equivalent to less than 10 percent on
average, and decreasing over time.

In recent years, the most highly supported agricultural sectors were in Slovenia and
Latvia, countries where agriculture represents a small share of the economy, while protection
was lowest in Bulgaria, Poland, and Estonia. There was considerable variation among
countries and commodities though. In our political economy analysis below, we show that
structural differences in the CEE economies are associated with different support levels, that
international agreements have played some (albeit limited) role in affecting policy distortions,
and that budgetary and human capital constraints played a role. More specifically:

e Agricultural support is higher, ceteris paribus, in richer countries, in import-
competing industries which lack a comparative advantage, or in industries that are
negatively affected by economic changes such as real exchange rate appreciations.

e Regional trade agreements and EU accession agreement have had a limited effect on

policy distortions.



e  WTO trade agreements were much more constraining for the countries that joined in
the second half of the 1990s or later than for those that joined before.

e Budgetary constraints have limited CEE government expenditure on agricultural
support, in particular in the 1990s, while inexperience in policy-setting in a market
environment had some serious effects on policy design and reversals in the 1990s.
While much has been accomplished in removing distortions to agricultural incentives

in CEE in the 1990s, there is much room for further reductions of distortions to agricultural
incentives. Improving policies and reducing distortions can be done through overall
reductions in support policies, shifting support to less-distortive policy instruments, focusing
budgetary expenditures on public good investments rather than farm subsidies, shifting from
a quantity-based to a quality-based policy paradigm, etc. Such reforms would not be
inconsistent with EU accession, as the EU has moved to more decoupled farm support in
recent years. Moreover, further reforms are underway in the EU with important implications
for distortions in the CEE, such as reforms of some of the commodity regimes and the shift
from per hectare payments to single farm payments. These too will be implemented in the
CEE in the coming years.

Also important have been other reforms, such as regulatory reforms to stimulate food
industry investment and labor market reforms to enhance off-farm employment opportunities.
A crucial component of this is a shift in the policy paradigm from policies focused on
quantity and basic standards to one focused on quality and high standards. Food safety and
quality standards are increasingly crucial components of modern food chains, both
domestically and internationally. Competition and anti-trust policy is another important area
for policy attention. In supply chains where farms have to sell their products to trading,
processing, and retailing companies, the ability to choose freely between companies is of
crucial importance in getting better conditions for farms.

From the perspective of further reforms and consolidating reforms in the future, the
ongoing WTO negotiations may impose further discipline on agricultural policy distortions.
Indirectly, the WTO agreements have already had major impacts on CEE distortions, as they
have imposed constraints on the policies and the distortions that an enlarged EU-27 could
implement. That contributed to the EU policy reforms this decade, which is resulting in lower
distortions in the CEE than would otherwise have been the case.

The chapter is organized as follows. In the first section we give a historical overview

of the changes in government policies affecting agriculture and food consumers that have



taken place over the past decades. We then present our estimates of the extent of producer
and consumer assistance and the policy distortions. As discussed there, the methodology is a
slight modification of that detailed in Anderson et al. (2006), and we make extensive use of
data collected by international organizations such as FAO, GTAP, Eurostat, the World Bank,
the UN and especially the OECD’s producer support estimates (PSEs). In the following
section we review a series of political economy factors that have affected policy choices and
see to what extent they can help in explaining the changes and differences in policy
distortions in CEE agriculture. The final section identifies some lessons and prospects for

reducing distortions in the future.

Historical perspective on agriculture and policy distortions

Until the Second World War, agriculture in the Central and East European countries was
organized much like that in the neighboring West European countries. By the 1940s
agriculture made up a considerable share of total output and a large share of total

employment, although there was substantial variation between countries.

The communist period

After World War II the CEE economies were subject to Communist rule. Land and farms
were put under central planning and in most countries (with the exception of Poland and the
former Yugoslavia) farming was forcefully organized into collective and state farms.

The central planning of the agricultural economy resulted in distorted allocations of
production factors and distorted incentives for consumers and producers. Consumer prices
were set low and producer prices high, with the gap covered by direct subsidies to processing
and trading companies or by soft budget constraints.

More specifically, in the late 1960s the leadership of the USSR decided to increase
agricultural production, with a strong emphasis on livestock, a policy the Eastern European
countries of the Soviet Bloc generally followed (Liefert and Swinnen 2002). As a
consequence, livestock herds and output in these countries grew by 40 to 60 percent between

1970 and 1990. The rise in feed requirements caused by the growing herds stimulated the



crop sector. In the late 1980s, the average annual output of feed grain in Poland and Hungary
was up by half and one-quarter, respectively, compared with output in the late 1960s. In the
USSR the feed requirements were so great that the country also became a substantial importer
of feed commodities.

By 1990, per capita consumption of livestock products and foodstuffs in general
compared favorably with many OECD countries, even though income in the Central and East
European countries was much lower than the OECD average. This “achievement” came at a
cost though, as large state subsidies, to both producers and consumers, were necessary to
maintain the high levels of production and consumption. For example, at the end of the 1980s
direct budgetary subsidies to the agriculture and food economy were between 5 and 10
percent of GDP in most CEECs, with the bulk of these subsidies going to the livestock sector.

Because of these measures, agriculture made up a sizeable share of the CEE
economies in the 1980s: 15 percent of output and 25 percent of employment on average.
While there was large variation (for example the agricultural employment share at the end of
the 1980s varied from 27 percent in Poland to 8 percent in Slovenia), the distortions ensured
a relatively large share of resources stayed in agriculture rather than being more efficiently
used in other sectors of the economy.

However, while both consumers and producers were strongly subsidized in nominal
terms by high output and low input price settings under the Communist regime, interventions
and regulations in the rest of the economy had counteracting effects on agriculture: several
industrial sectors were also subsidized, and administratively set exchange rates discouraged
all tradable sectors. The net effect of these various distortions is very different to measure,
but experts generally agree that agriculture in CEE was heavily subsidized in the 1970s and
1980s (Brooks and Nash 2002, Cook et al. 1991, Liefert and Swinnen 2002, OECD 1996, and
Valdes 2000).

Thetransition period, 1989 to 2000

After the fall of the Berlin Wall in 1989, rapid changes took place in the Central and Eastern
European countries. We identify the 1990s as the period of transition, with three phases of
change in agricultural price and trade policies during that decade. The distinction of these
phases is useful to understand the changes of the agricultural policies and the distortions

during the period “between Communism and the European Union”, even though in reality



these periods are not as clearly separated as presented here, and not all the countries moved

from one phase to the next at the same time.

Phase One: Liberalization

In the first phase (sometime between 1988 and 1992, depending on the country) a large set of
price and trade regimes were liberalized and subsidies to producers and consumers reduced,
accompanied by macro-economic reforms. As a result, consumer prices soared and real
incomes often declined, so domestic demand fell. Reduced domestic demands, together with
falling incomes and subsidy cuts, were reinforced by falling foreign demand for CEEC
products and increased import competition from Western countries.

The impact on consumers was mixed: real food prices increased, but access to higher-
quality food products also improved — directly through imports, and indirectly through
enhanced competition which forced domestic food companies to improve their standards.

The impact on producers was more dramatic. Farm input prices increased strongly
relative to producers’ output prices, causing a strong decline in agricultural terms of trade and
hence in agricultural output in the early 1990s (Figure 1). Macours and Swinnen (2000)
estimate that the terms of trade effect alone caused 40-50 per cent of the decline in CEE crop
output over the 1989-1995 period.

The liberalizations caused a contraction not only in agricultural production but also a
decline in the industrial sector. In the case of services, by contrast, output expanded rapidly as

that sector had been constrained by Communist regulations (Figure 2).

Phase Two: Fire-brigade policymaking

The decline in farm incomes and soaring food prices caused a lot of social conflict, leading to
political demands for government intervention, support and state regulation. As a result, in
the second phase, still in the first half of the 1990s, CEE governments responded to this
pressure by (re-)introducing price and trade interventions to protect consumers and producers
against negative real income effects of the liberalization and other reforms.? However many
of these inventions occurred in an ad hoc fashion, since CEE governments and their
administrations were inexperienced in implementing policies in the emerging market

economy. Governments reacted to unanticipated policy effects by introducing more ad hoc

2 See also Valdes (2000), who analyzes agricultural support in the period 1994-1997 in, among other countries,
Poland, Romania and Bulgaria.



regulations, adding to the uncertainty induced by general economic reforms. The nature of

the response has been described as “fire-brigade” policy-making.

Phase Three: Policy consolidation

In the third phase, from the mid-1990s, CEE governments moved to formulate more
comprehensive agricultural policies for long-term intervention in agriculture. Some
governments introduced policy instruments that already resembled, at least in design, the
EU’s Common Agricultural Policy (CAP) prior to the MacSharry reforms. Such ‘CAP-style’
agricultural policy packages included guaranteed prices, production quotas, export subsidies,
and (variable) import levies. Most of the policy regimes passed through various degrees of re-
instrumentation, either to address domestic policy objectives, to comply with international
agreements, or, later, to bring agricultural policies more in line with those of the EU. For
example, some of the countries in the ‘first wave’ of applicants for accession to the EU soon
modified their policy regimes to include more direct payments and other subsidies and

somewhat less reliance on market price support (Hartell and Swinnen 1998).

The pre-EU accession period: 2000 to 2004

One could consider the dramatic end of the political and economic restructuring of the
CEEC:s the integration of eight of these countries in the EU in 2004. However, in many
aspects, EU enlargement effectively started several years before 2004 (Swinnen 2002). Trade
integration and foreign investment grew rapidly, in the late 1990s the gap in product quality
and prices in East and West Europe gradually reduced, and policy convergence started with
many CEECs implementing CAP instruments or at least preparing to put them in place.
Preparing policies for accession was often referred to as trying to hit a “moving
target”, as there was considerable discussion of CAP reform in anticipation of enlargement
and important EU decisions were made in 1999 and in 2002. In 1999 the first financial
framework for the 2000-2006 period was agreed, which included assumptions about the
agricultural policy framework for enlargement. In 2002 important changes were introduced,
partly as a result of pressure from the CEECs, and in December 2002 the final accession

framework was agreed.’ This gave CEEC governments a much clearer policy adjustment

3 The debate on how to extend the EU’s Common Agricultural Policy to the accession countries and, more
specifically, on the budgetary and trade implications of extending the CAP to the new accession countries,
played a prominent role in the entire enlargement debate. In 1999 the so-called Agenda 2000 reforms of the



path and they could start preparing for the implementation of the so-called acquis
communautaire —the set of laws, regulations and instruments required for entrance to the EU.
This implementation procedure required the adjustment of their agricultural policy systems to

make them consistent with the Common Agricultural Policy of the EU.

Accession to the European Union in 2004

In May 2004, eight Central and Eastern European countries joined the EU (plus Cyprus and
Malta, not discussed here). The accession process was characterized by last-minute
negotiations on farm subsidies and production quotas, but their agricultural sectors are now
integrated into the CAP even though, in the first years of accession, farmers in the eight “new
member states” (NMS) will receive less subsidies than farmers of the EU-15.

The extension of substantial subsidies to CEEC farmers, especially compared to local
income standards, had an important impact on farm incomes and rural market distortions. On
average agricultural incomes in the eight new member states in 2004 were 61 percent higher
than in 2003 (Table 1). Only part of that increase was due to poor weather in 2003.

The equity and efficiency effects of these higher payments depend on existing factor
market imperfections, in particular the functioning of the land market (Ciaian and Swinnen
2006). In all NMS, the subsidies led to rapid land price increases, benefiting land owners.
Land prices approximately doubled in, for example, Poland, the Czech Republic and Slovakia
between 2002 and 2006 (Swinnen and Vranken 2007). However, because farm and

landownership structures differ strongly between countries, the effects of the subsidies on

CAP were decided by the EU-15, at least partly in anticipation of enlargement. These reforms transferred
support from market interventions to direct (per hectare or per animal) payments, and provided a policy
framework for the next six years, including enlargement.

The Financial Framework for enlargement, also agreed in 1999, made several assumptions regarding
Eastern enlargement, including that six new member states would join by 2002 and that farms in the new
member countries would not qualify for direct income support. Despite much opposition from EU-15 member
countries against extending the direct payments to CEEC farmers, all the candidate countries were united in
their insistence on “equal” treatment of their farmers from the moment of accession, that is, they demanded the
same subsidies as EU-15 farmers, including direct payments.

As it became clear that enlargement would start later, but with more countries, the Commission made
new proposals. The Council decisions made in the Brussels and Copenhagen Summits in the fall of 2002
provided a revised financial framework for both the enlargement process and future CAP reforms. First, the EU
Council of Ministers followed the Commission proposal to phase in the direct payments. The CEECs would
receive the equivalent of 25 percent of EU-15 direct payments in 2004, 30 percent in 2005, 35 percent in 2006,
and rising to 100 percent by 2013. Later, following strong pressure from the CEECs, the European Council
agreed to increase direct payments to CEECs to 55 percent of the EU level in 2004, increasing to 100 percent by
2010. However, the funding for these increases, the so-called “national top-up”, is to come from the CEECs
themselves either directly or indirectly (Swinnen 2004).



farm incomes differ between NMS. In countries such as Slovakia and the Czech Republic,
farming is concentrated on large-scale corporate farms, who rent most of their land from the
many fragmented land owners, many of whom live in urban areas. In contrast, in countries
such as Poland and Slovenia, farming is dominated by small family farmers who own most of
their land. The other countries, such as Hungary and Bulgaria, have a mixed structure.

The presence of high transaction costs in the land market is constraining the necessary
restructuring required to increase the competitiveness of the farm sector in NMS, and their
increased subsidies over the 2007-2013 period are exacerbating that, possibly outweighing

the gains in transaction cost reductions (Ciaian and Swinnen 2006).

Transition changesin trade policy and trade agreements

International trade was strongly regulated under the centrally planned system. The
Communist countries were integrated in the Council of Mutual Economic Assistance
(CMEA) system, the planned inter-country trading regime, trading mainly with other
communist countries. One could think of the CMEA as the international version of the
domestic central planner. The CEE countries were less integrated than the countries Former
Soviet Union (FSU), but still a large part of their trade volume went through the CMEA. The
CMEA system collapsed in the early 1990s with the liberalization of the macro-economy and

of trade policies, and caused important changes in trade and financial flows.

Effects of trade liberalization

Trade liberalization reinforced the reallocation of production activities caused by the
abolishment of central planning. Traditional international production allocations were no
longer possible when trade had to be financed by hard currencies and when inputs were
accounted for at real costs. It also allowed the import of high-quality Western produce, which
had been restricted earlier. The result was major international reorganization of production
activities. Initially this had a very negative impact on CEEC producers, because the
traditional export markets in the former Soviet Union dwindled due to a lack of hard currency
and because Western countries remained closed to CEEC agricultural exports. At the same
time the reduction of CEE import constraints opened CEEC markets to Western imports. In
combination, this caused a worsening of the agricultural trade balance in CEECs in the first

half of the 1990s (Figure 3).
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Later on, however, trade between the CEECs and the EU-15 intensified, and growing
exports to Western markets contributed to recovery in the CEECs. Trade flows in agricultural
and food products in particular between the EU-15 and the CEECs have increased strongly
since 1990, and in both directions.* Early predictions that the EU markets would be flooded
by cheap eastern imports turned out wrong. True, the EU’s agri-food imports from CEECs
doubled over the 1990s, but exports from the EU to CEE increased ten-fold.

Another important development was the shift from centrally imposed extreme
specialisation (e.g., dairy production in the Baltics and cotton production in Central Asia) to
more diversified production systems, thereby increasing domestic production of staple foods
and reducing dependence on single commodities in those countries.

Possibly even more important than the trade effects was the massive inflow of
Western foreign direct investment in the food industry in CEECs. That contributed to a major
restructuring of the CEE food industry and to improvements in food quality and productivity
(Dries and Swinnen 2004). Most recently, the wave of foreign investments in the retail sector
has caused further restructurings of the agri-food system, with important implications for

both producers and consumers (Dries, Reardon and Swinnen 2004).

New trade agreements

After the collapse of the CMEA regime around 1990, the CEECs have been part of several
other trade agreements — some old, some new — but these generally had limited direct effects
on their agricultural policy interventions. First, the Czech Republic, Slovakia, Hungary,
Poland, Romania and Slovenia have been members of the World Trade Organization (WTO)
since its creation in 1995. Bulgaria joined soon afterwards, and Estonia, Lithuania and Latvia

joined in 1999 and 2001. The tariff structure in CEECs shows that both applied and bound

* Trade integration is clear from Figure 3. The removal of non-tariff barriers as part of the EU accession was an
important factor in stimulating CEEC-EU trade. Chevassus-Lozza et al. (2005) analyze the effect of non-tariff
barriers on the CEECs’ agro-food exports to EU in the period just before enlargement. Despite preferential trade
agreements, CEECs were essentially subject to the same access regulations in the EU market as any third
country. Non-tariff barriers include sanitary and phytosanitary standards, quality, and import licensing. In
principle, import licences became obsolete only when the CEECs join EU. The other two groups of measures,
however, cease to represent trade barriers from the moment they are met by producers. Still, Chevassus-Lozza et
al. (2005) show (for the CEEC:s that joined the EU in 2004, using a gravity model) that sanitary and
phytosanitary standards indeed acted as a significant entry barrier to CEE exports to EU in 1999. In 2003 they
still constrained trade, but the effect was smaller than in 1999, indicating that the number of firms fulfilling the
standards has increased. Regarding quality regulations, they also restricted CEEC exports in 1999 but to a lesser
extent than the sanitary and phytosanitary standards. In 2003 quality restriction did not constrain CEEC exports
to EU anymore, as CEECs succeeded in adopting EU standards. Finally, import licensing increases the
transaction costs of trade and significantly restricted CEEC exports in 1999 and 2003; these barriers were
removed only after EU accession by the CEECs.

11



tariffs in the agri-food sector were considerably higher than in the EU-15: in 2001 the
weighted average of bound tariff levels was 21.4 percent and of applied tariffs 13.1 percent,
compared to 6.5 percent and 5.4 percent in the EU-15 (Tables A1, A2 and A3 in the
Appendix). The large difference between bound and applied suggests the CEECs have not
been constrained by WTO agreements (Bacchetta and Drabek 2002). This is especially so for
the CEECs that joined early, as their commitments were based on the high support levels of
the 1980s and therefore caused little constraint on their policies in the 1990s; for the others,
the restrictions were more severe.” The latter countries liberalized their trade regimes
unilaterally and have been able to negotiate the terms of their WTO accession within the
scope of measures already taken. As a result, their WTO commitments are less "liberal" than
the measures actually applied.

Second, there were also new trade agreements, most importantly the Central European
Free Trade Area (CEFTA) and the Baltic Free Trade Area (BFTA). However, the impact of
these agreements on reducing agricultural policy distortions was generally limited, since the
agreements included many exceptions for agricultural and food products and especially for
so-called “sensitive products” which made up a substantial share of production.

However, the most important trade agreements were the (pre-)accession treaties with
the EU, and later the effective integration of the CEECs into the EU, which we discuss

elsewhere in this chapter.

Measuring assistanceto agriculture

Methodology and approach

> However some of these restrictions became important later with the EU accession process. In GATT terms,
accession of the CEECs to the EU involved enlargement of a customs union. There are GATT rules for such
cases, laid down in GATT Article XXIV. Essentially these rules apply to tariffs. However, as these rules date
back to the times before the Uruguay Round’s Agreement on Agriculture (URAA), they do not relate to the new
types of commitments established under the URAA (Tangermann 2000). Regarding tariffs, the EU and the
CEEC:s had to satisfy other members of the WTO that EU enlargement does not result in a situation in which the
overall level of agricultural protection and support in the enlarged EU violates the aggregate commitments that
both had before enlargement. Tariff bindings in the CEECs in many cases were significantly below those bound
and applied in the EU, so negotiations will have to be held in the WTO on how to compensate other countries
for the increase in tariffs on their agricultural and food exports to the CEECs. How to treat commitments on
agricultural export subsidies and domestic support is not regulated in these GATT provisions. However, there
was the precedent of the EU Northern enlargement in 1995 (Burrell 2000). As for domestic support
commitments, those of the EU-12 and those of the new member states were simply added.

12



The methodology used in this chapter for calculating assistance to agriculture follows the
methodology as explained and documented in Anderson et al. (2006); and we refer readers to
this document for explanations. We calculated nominal rate of assistance (NRA) for both
agricultural and non-agricultural production, as well as the consumer tax equivalent (CTE) on
food consumption.

The calculation of the NRA to agriculture is much more accurate than that for non-
agriculture, for several reasons mostly related to data. The two most important sources of
indirect distortions to agriculture are exchange rate distortions and subsidies/taxes on other
sectors of the economy. Regarding the former, we do not have (even reasonably) accurate
measures of exchange rate distortions.® We only have indicators of black market exchange
rates for some countries for some years. We will use these to illustrate the possible extent of
the distortions caused by exchange rates (which is large). However, since black market
exchange rates are not ideal measures of distortion, and since they are not consistently
available, we have not included them in the NRAs. What is included in the non-agricultural
NRAs is the trade weighted average of tariffs in the rest of the economy (including food
processing), as a rough indicator of subsidization of the import-competing part of the rest of
the economy. Clearly this is an imperfect measure, but it was all that was possible to calculate
consistently across countries, for (at least) the most recent time period.

The NRA for agriculture includes direct payments such as subsidies per animal or
subsidies per hectare, as well as variable input subsidies. The per unit value of both product-
specific direct payments and input subsidies are divided by the undistorted price and added to
the market price support component of the NRA.

There are also “non-product specific subsidies”. These include government payments
for research and development, agricultural schools, inspection services, infrastructure,
marketing and promotion, public stockholdings and “miscellaneous”. Since some of these can
be argued to be public goods, and their impact on agricultural incomes depends on the
elasticity of demand (see, Alston, Edwards and Freebairn 1988, and Swinnen and de Gorter
1998, 2001), so they are included separately from the direct assistance to individual products.

More generally, some policy instruments are more distorting than others. Using
OECD data, Dewbre, Anton, and Thompson (2001), and with market price support (MPS) as

a benchmark of 100 percent, they conclude that variable input subsidies are the most

% For attempts to capture the exchange rate induced distortions and protection, see Bojnec and Swinnen (1997),
Bojnec, Miinch and Swinnen (1996), and OECD (1994, 1995).
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distortive instrument (around 130 percent), followed by output subsidies and market price
support (100 percent), area payments which require the planting of crops (around 35 percent),
and area payments which do not require planting of crops (around 10 percent). Therefore it is
necessary to look at both the total calculated assistance as well as its composition, before
drawing conclusions as to the distortions caused by policies.

The rest of this section is organized as follows. To highlight the main effects and their
changes over the years we present average indicators for the ten CEECs. However, there is
considerable variation in the extent of policy distortions, the level of support, and the type of
policy instruments used across countries and commodities. To demonstrate the differences
between countries and commodities, and to understand the factors causing these differences,
we focus especially on indicators for the year 2000: by 2000, almost a decade of reforms,
institutional changes, and knowledge-accumulation of policy-making in a market

environment had passed, and EU accession was a distant prospect in many countries.

I ndicators of assistance and taxation

We first consider distortions to producer incentives, and then turn to those faced by food

consumers.

Assistance to agricultural production
Liberalization resulted initially in major reductions of direct assistance to agriculture. The
decline in assistance was especially dramatic in the countries where the support had been
highest, in particular the FSU countries of Latvia, Lithuania and Estonia and in Bulgaria. By
1992 the CEECs’ average agricultural NRA was close to zero including non-product specific
subsidies. But soon after the initial liberalizations new interventions emerged, and these were
consolidated into government intervention systems by the mid-1990s. The result of these new
series of interventions was an increase in farm support, to around 40 percent by 1998,
followed by some decline in the next two years to 25 percent and then a rise to 33 percent by
2003, excluding non-product-specific supports (Figure 4). That is just below the comparable
estimate for the EU-15 in 2003 of 37 percent (Josling 2007).

By 2000, the NRA level was 25 percent excluding non-product-specific supports, but
29 percent when those non-product-specific supports are included. That year the highest level

of producer assistance was in Slovenia at 76 percent, and the lowest was in Bulgaria at just 4
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percent, while Latvia (38 percent), Romania (36 percent) and Slovakia (35 percent) all had
NRA levels somewhat above the 29 percent CEE average (Figure 5).

Figure 6 illustrates the differences in NRAs across commodities in 2000 for the
region. Most commodity NRAs averaged between 10 percent and 50 percent. Sugar stands
out as the most protected commodity, with a NRA around 80 percent. At the other extreme,
sheep meat and soybean received slightly negative NRAs that year. The full time series of
NRAs by product from 1992 to 2003 is summarized for the ten CEECs in Table 2.

To get a more-complete assessment of the policy distortions, it is necessary also to
look at the other distortions which affect agriculture. Input price regulations were to a large
extent abandoned in the early 1990s. That contributed to the initial reduction in farm
assistance, but they have played almost no role since 1992. Exchange rate regulations too
were either removed or substantially reduced in the early 1990s (see Tables A4 and A5 in the
Appendix). One symbol of that is the disappearance by the mid-1990s in Poland and
Hungary, and a few years later in Romania, of the large black market exchange rate premia of
the mid- and late 1980s (Figure A1 in the Appendix). The effect of these changes was a
strong reduction in the indirect taxation of agriculture and other tradable sectors through the
exchange rate. We do not include this effect in the calculations below, however.

Another important source of indirect distortions to agriculture is assistance to other
sectors of the economy. For present purposes it is assumed the service sector receives no net
assistance, and that the tariff protection provided to processed food and non-agricultural
import-competing goods is an indicator of the level of assistance to all other tradable sectors.
There is significant variation in tariff levels among commodity groups. According to the
UNCTAD TRAINS tariff database, in 2001-03 CEE tariffs averaged 21 percent for processed
foods, 6 percent for other manufacturing products, and 2 percent for non-agricultural primary
products. (These rates compare with 11 percent for primary agricultural products.) We use
these trade-weighted average tariffs as a proxy for the nominal rate of assistance to the
tradable non-agricultural part of the economy (including the processed food industry),’ call it
NRAnonag'. Together with the NRAag' we are then able to calculate a Relative Rate of
Assistance, RRA, defined as:

RRA = 100[(1+NRAag"/100)/(1+NRAnonag"/100) — 1]

7 This would be an overstatement if exporting and non-trading parts of the non-agricultural sectors receive less
support than the import-competing parts; but it is assumed that non-tariff import barriers are still in place and
exactly offset this bias.
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where NRAag' and NRAnonag' are the average percentage NRAs for the tradables parts of
the agricultural and non-agricultural sectors, respectively. Since the NRA cannot be less than
-100 percent if producers are to earn anything, so too must the RRA. This measure is useful.
If it is below zero, it provides an internationally comparable indication of the extent to which
the policy regime has an anti-agricultural bias, and conversely when the RRA is positive.
The estimated RRAs for the CEECs as a group are shown in Figure 7 and Table 3.
According to those data, the NRA for agriculture is offset only slightly by the NRA in other
sectors in recent years, in the early years of transition it almost completely offset assistance
via farm programs. So the conclusion that assistance to farmers became positive by 1993 and
steadily rose still holds: the RRA increased in CEECs from -10 percent in 1992 to 30 percent
by 2003. And that upward trend is generally true for each of the ten countries in the region, as
shown in Tables A6 to A25 in the Appendix, even though there is a wide range in mean

values (ranging in 2003 from close to zero in Bulgaria to nearly 90 percent in Slovenia).

Taxation of consumers

The consumer tax equivalent (CTE), using the Anderson et al. (2006) methodology, increased
from around -8 percent in 1992 to around 17 percent in 2000, suggesting a relative increase in
taxation of food consumers. As with the NRAs, the 2000 CTEs vary importantly between
countries, in roughly the same way as NRAs (Table 4).

However, the net effect on consumers of the transition policy changes is very different
from that indicated by this CTE change. First, the reduction of exchange rate distortions and
removal of price fixing and subsidies at the wholesale level reduced consumer assistance (and
thus increased relative taxation). Offsetting that, there are important benefits for consumers
from the reforms associated with opportunity costs in acquiring food. Under the communist
regime, consumers, unable to buy all they wanted at low prices, had to incur high search and
queuing costs. These costs were removed with the reforms in the 1990s. Further, consumers
benefited from greater access to a much wider variety and higher quality of food products. By
restricting foreign imports and regulating trade, the Communist regime prevented its
consumers from accessing quality food products. This factor of consumer taxation is typically
not captured by distortion indicators but may be very important. Kostova Huffman and
Johnson (2004) estimate that these welfare losses are equivalent to between 50 and 75 percent
of the direct subsidy benefits of consumers under the communist regime — and, hence, there
were equivalent gains with the trade liberalization in the 1990s. In combination, while the

transition reforms have generally increased food prices (and thus hurt consumers in this way),
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they have importantly benefited consumers by reducing the labor opportunity costs of
acquiring food and by making available a much wider choice of options, both in terms of

quantity and quality of food.

Agricultural policy instruments and the composition of assistance

The policy instruments used under the Communist regime, discussed in Liefert and Swinnen
(2002, 2006), were changed dramatically after 1990. In a survey of CEEC agricultural policy
instruments during transition, Hartell and Swinnen (1998, 2001) identify several phases in the
choice and changes of agricultural policy instruments (for more details see tables A26 and
A27 in Appendix).

By 1990-1991, most countries removed or substantially reduced nontariff import and
export barriers on a wide range of commodities, and reduced or eliminated production
subsidies, leaving import tariffs as the primary instrument of market intervention. However,
following the decline in the agricultural terms of trade, a series of non-tariff import
interventions were introduced on a wide range of crops. Some CEECs also introduced non-
tariff food export barriers following occasional internal shortages. In the most advanced
CEEC:s these non-tariff interventions evolved into a market organization system implemented
to provide long-run support to, and interventions in, agriculture. This included variable
import levies in combination with minimum guaranteed producer prices, and some countries
installed production controls in combination with price support -- although implementation of
the GATT’s Uruguay Round Agreement on Agriculture resulted later in the tariffication of
variable import levies and some other nontariff barriers.

In the second half of the 1990s, market price support in many CEECs became
somewhat less important as direct support increased. These direct payments, usually in the
form of area or headage payments, were quite often targeted to less-favored areas. Most
countries also introduced credit subsidies for agriculture because rural credit supply was
heavily constrained during transition. Other input subsidies included fuel tax reimbursements,
wage subsidies, capital investment subsidies, and production input subsidies.

By 2001 many highly interventionist policies such as fixed or minimum guaranteed
prices, intervention purchases, threshold triggering, and deficiency payments could be found
throughout the CEECs. Export subsidies played a prominent role in some countries. Several

countries announced their intention to reform their agricultural and farm policies to align
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them more closely with the CAP. This includes the adoption of tariffs, intervention, export
subsidies, guarantees, and a variety of direct payments.

These policy changes are reflected in the composition of the assistance that farms
received. While there was a significant decline in all forms of producer support in the early
1990s, there have been important changes in the form of support over the period considered
here. Under the Communist system, price support and output subsidies were the main
component in CEECs. After the reforms in the early 1990s, the share of market support and
output subsidies declined substantially, falling below 50 percent. Since then it has grown
again to around 60 percent of NRA.

The other important components of the CEECs” NRA were input subsidies, direct
payments and non-product specific subsidies. The share of input subsidies in total NRA
varied between 10 and 30 percent during transition. Input subsidies included interest rate
subsidies, credit guarantee schemes, fuel subsidies, support to purchase breeding materials,
etc.

There was a significant shift in the latter 1990s to less-distortionary assistance such as
direct payments based on area planted/animal numbers. Their share on total NRA increased
during transition, from almost zero to 16 percent in 2000; but still far from the share in the
EU (at 35 percent). Decoupled payments (payments based on historical entitlements) were
almost zero in both CEECs and the EU before 2004, but this will change importantly in the
coming years as the CAP shifts to single farm payments in CEECs.

Finally, “non-product specific subsidies” represent a relatively large share in the
NRAs: in 1995 they accounted for around 20 percent and in 2003 around 10 percent. These
can be seen in row 4 of Table 3 for CEECs as a group, and in the comparable national tables
in the Appendix.

As with total assistance, there are substantial variations in the composition of NRAs
within the CEECs. The share of price support and output subsidies is very high in Lithuania,
Poland, and Romania and low in Bulgaria and Estonia. Input subsidies were more important
in Bulgaria and Estonia partly because rural credit problems continued to be a major problem
there until recently and partly because price support is so low in Bulgaria and Estonia. There
is strong variation among countries in the use of subsidies based on area planted/animal
numbers, but in most CEECs the granting of these subsidies to farmers was not limited to
area planted or animal numbers, so they were highly distortive. An exception is the Czech
Republic: there they were limited to a certain area planted/animal numbers, similar to in the

EU under its 1992 reform and Agenda 2000 where the CAP began moving away from price

18



support and output subsidies to area and animal payments that were limited to reference
period levels. Decoupled payments based on historical entitlements were almost zero in both
the CEECs and the EU when the Czech Republic introduced them. Its decoupled payments
accounted for 20 percent of total Czech NRA in 2000.

Political economy

Causes of the changes in CEEC policy instruments and support levels mentioned in studies
and discussions of this issue include irrationality and imperfect information in decision
making by CEE governments, constraints imposed by World Trade Organization (WTO)
membership, efforts to align some policies in preparation for EU membership, and domestic
political and economic conditions. In our view, these various causal factors should be
considered complementary rather than competing theories in explaining the development and
changes in CEEC policies. Further, the factors may have different impacts on the protection
level as distinct from the instrument choice. In this section, we analyze to what extent
political economy factors can explain the changes and variation between countries in the

level and nature of support.

Structural causes of agricultural policy distortions

As explained above, after an initial period of market liberalization, many CEE governments
have moved to intervene to varying degrees in the market, primarily and increasingly for the
benefit of producers at the expense of food buyers and taxpayers. Swinnen (1996) argues that
the explanation for the overall pattern of CEEC agricultural protection is largely consistent
with political economy theory and predictions.®

Political economy explanations of agricultural protection patterns stresses the impact
of the structure of the economy on the distribution of costs and benefits of agricultural

protection and of changes in the relative income situation of farmers as the primary causes of

¥ For discussions of the importance of political economy factors for explaining general trade policies in CEECs,
see Hillman (1994), Lemoine (1995), and Hillman and Ursprung (1996). See de Gorter and Swinnen (2002) and
Swinnen and Van der Zee (1993) for surveys of the political economy literature related more specifically to
agricultural policy.
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variations in agricultural protection during different stages of economic development
(Anderson 1995, Swinnen 1994), as well as changes in political organizational costs (Olson
1985). Changes in the structure of the economy affect the distribution and the size of political
costs and benefits of agricultural protection and thus the governments’ political incentives in
decision making.

The pattern of agricultural protection/taxation worldwide that emerges from numerous
studies is summarized by the now well-known ‘development pattern’ and ‘anti-trade
pattern’.’ In addition, studies find that agricultural protection increases when farm incomes
fall relative to the rest of the economy. There is evidence that, despite the influence of a
variety of other factors, the policy developments in the CEECs described here are also
consistent with these patterns.

Table 5 reports the results from a simple regression model correlating the NRA levels
with indicators of structural factors reflecting these patterns (GDP per capita, agricultural
trade balance, real exchange rate, agricultural land per capita).'® Agricultural land per capita
is an often used indicator of a country’s comparative advantage in agricultural production.
The real exchange rate is included as an indicator of the relative income effect, as changes in
exchange rates, whether policy induced or the result of structural changes, have an important

impact on the relative profitability of farms.

Absolute income (“ the devel opment pattern” )

The ‘development pattern’ refers to the often observed pattern of a gradual switch a country
makes from taxation to protection of agricultural producers as it develops economically.
There is also evidence that such a development relationship exists in CEECs. On average,
protection is positively correlated with higher incomes, both across countries and over time.
This is consistent with the earlier observation that protection was much higher in Slovenia
(the richest CEEC) than in any other country, and lowest in Bulgaria, one of the poorest

CEEC:s, and also consistent with the statistical correlation results in Table 5.

Relative income and compar ative advantage

? See Anderson and Hayami (1986) and Lindert (1991) for countries of North America, Europe, and East Asia;
Krueger et al. (1991) for a survey of developing countries; and Tracy (1989) and Swinnen et al. (2001) for the
specific evolution of protection in Western European countries.

10 Several factors are not included here, such as the share of food in consumer expenditures, the farm structure
(e.g., large versus small farms) and its implication for effectively influencing the government, etc. See, e.g.,
Swinnen (1996) for a discussion of these factors.
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Related to the development pattern, political economy models, both theoretically (de Gorter
and Tsur 1991, Swinnen 1994) and empirically (e.g., Swinnen et al. 2001), show that
agricultural support will increase when farm incomes (excluding the support) fall. The reason
is that farmers will pressure politicians for support and politicians can gain total political
support by reacting to this pressure by increasing subsidies. Hartell and Swinnen (2001) find
strong support for the impact of this factor in agricultural protection in CEECs. They
conclude that the most important factor explaining changes in support for CEEC farmers over
the 1992-1996 period is change in the relative income position of farmers.

Our own calculations in Table 5 also confirm that in the 1990-2003 increases in
nominal assistance to agriculture are inversely related with changes in the exchange rate.
When the strong revaluation in the mid-1990s had negative incentive effects on CEE
agriculture, governments reacted by increasing assistance to farmers. Reductions in
agricultural incentives caused by the exchange rate in the 1993-1998 period was associated
with increasing NRAs; and the NRAs did not increase further when the exchange rate effect
on incentives was relative stable in the 1998-2003 period (see Table A28 in the Appendix for
details).

Another aspect of this political economy mechanism is that sectors with lower (or
declining) comparative advantage will pressure politicians to protect their sector and the
political calculus leads to higher equilibrium subsidies for sectors with lower comparative
advantage. Hartell and Swinnen (2001) provide evidence that, within countries, sectors with a
low comparative advantage receive more assistance, based on data from Hungary and the

Czech Republic.

The anti-trade pattern

The ‘anti-trade pattern’ suggests that import-competing products tend to be more assisted (or
taxed less) than exportable products.'' The distortions (deadweight costs) and transfer costs
of policy intervention typically increase with the commodity’s trade balance, i.e., when its net
exports increase. Therefore protection of the sector is found to decrease with increases in the

trade surplus in many countries. Our data also indicate that, on average, such an anti-trade

! The long-term observed trend, however, masks strong occasional fluctuations in protection levels, generally
coinciding with periods of general macroeconomic depression and severe food shortages. These fluctuations
demonstrate how sensitive and responsive agricultural protection (income transfers) can be to the welfare
position of taxed groups. These fluctuations in support to agriculture are clearly visible in studies utilizing long
time-series data such as Gardner (1987), Lindert (1991), Crommelynck et al. (1998), and Swinnen et al. (1999).
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pattern is also present in CEECs: on average, higher protection is for import-competing

commodities and lower protection for exported commodities (Table 5).

Therole of international agreements

International agreements had an impact on the level and choice of agricultural policies in the
CEECs. The CMEA regime affected policies until the start of transition. Since then the
CEECs have been part of several multilateral, regional and bilateral trade agreements, such as
membership in the WTO and regional free trade agreements and the Association Agreements

with the EU."

WTO

In general, in the CEECs as elsewhere, WTO negotiations have worked to reduce the level of
tariffs, increase market access, and prohibit certain instruments such as variable levies and
quantitative restrictions. However, the impact has been quite different among CEECs. In
terms of WTO commitments CEECs can be divided in two groups. The first group includes
the Czech Republic, Hungary, Poland, Romania, and Slovakia, which made commitments as
part of the Uruguay negotiations (pre-UR members) and those that joined WTO after the
Uruguay negotiations (post-UR members). The second group includes Bulgaria, Slovenia,
Estonia, Latvia and Lithuania.

The implications of joining before or after the UR agreement are substantive
(Kazlauskiene and Meyers 2001). The CEECs that were members of the GATT prior to the
Uruguay Round were conducting more distorting, more protectionist, and less transparent
policies. The base period for reduction commitments of this group was prior to 1990, when
production was still high, support for agriculture was quite strong, and the use of non-tariff
measures (NTMs) was extensive. Countries that joined the WTO after the Uruguay Round
already had as a starting position more liberal, less distorting, and more transparent policies.
These policies resulted from post-1990 policy reforms, as well as the conclusion and
implementation of a number of multilateral and bilateral trade agreements and economic
memoranda with international financial institutions (such as the International Monetary Fund

and the World Bank). The base period for commitments of this group was the mid- to late-

2 In general, such types of agreements can work to improve political credibility and acceptability of trade
policies which diverge from the short run political optimum (Giavazzi and Pagano 1988). By tying the
government’s hands, such institutional arrangements reduce their choice set and alter the incentives in decision
making.

22



1990s, when production was already considerably lower than in the pre-1990 period, and
structural, institutional, and policy reforms were already well underway. Since tariff bindings
are generally lower for the post-UR accession group, there are also relatively few products in
these countries for which TRQs are included in the commitments.

Pre-UR WTO members were also able to negotiate non-zero commitments on export
subsidies for major commodities. Among the post-UR group, Bulgaria was the only country that,
for political reasons (a United Nations embargo on trade with the former Yugoslavia), succeeded
in joining the WTO with non-zero export-subsidy commitments for its main exports, including

cereals, oilseeds, cheese, beef, pork, and poultry (Kazlauskiene and Meyers 2003).

Regional agreements. CEFTA and BAFTA

The Central European Free Trade Area (CEFTA) and the Baltic Free Trade Area (BaFTA)
were negotiated in the 1990s. These regional trade associations and agreements imposed rules
and restrictions on the use of trade barriers and encouraged greater regional policy
coordination. However, the impact of these agreements on reducing agricultural policy
distortions was generally limited since the agreements included many exceptions for
agricultural and food products, and especially for the so-called “sensitive products” which
made up a substantial share of production, and which were often exempted from substantive
liberalization.

Still, agricultural trade liberalization within the regional trade agreements was
stronger than CEECs agricultural trade liberalization outside. CEFTA (Central European Free
Trade Agreement) countries had lower tariffs among themselves than they had with EU.
However, this was not the case between CEFTA countries and Baltic countries. CEFTA
countries had almost the same tariff rates with EU as with Baltic countries (Table A29 in the
Appendix).

In some cases, these free trade area agreements create pressure for participating
countries to harmonize agricultural policies in order to avoid arbitrage in trade. In the case of
BAFTA, Kazlauskiene and Meyers (1999) argue that this was the reason why Lithuania in
1997 began to abandon the system of minimum purchase prices introduced in 1995 for most
farm products. Lithuania, unlike Estonia and Latvia, gave significant emphasis to price
policies. In a free trade area this government policy reduces firm competitiveness if such a
program leads to higher domestic producer prices than the prices in other countries that are

part of the free trade area, and it reduces the effectiveness of the intervention purchases
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because the support also goes to other member countries due to free flow of products across
the borders within the free trade area.

In addition to being weakened because CEFTA mainly covered the least-sensitive
products, CEEC governments regularly violated the spirit of the agreement by evoking
national safeguard clauses in the face of strong domestic pressure. Despite these agreements,
domestic political economy considerations played an important role in overall CEEC policy
development including instrument choice and their reactions to economic shocks and cycles.

This is illustrated by CEEC governments’ reactions to spillover effects from the 1998
Russian crisis. Difficulties in 1998 and 1999 in CEEC agriculture, following the Russian
crises and low world market prices, induced CEEC governments to give priority to domestic
producer pressure for protection over CEFTA. Low world prices, import pressure, and the
loss of important CEEC export markets in Russia and the Commonwealth of Independent
States, especially for the major temperate commodities and several livestock products,
induced major income losses for CEEC producers. Extreme reactions from producers
prompted several CEEC governments, over the objections of Hungary and the Czech
Republic, to indefinitely suspend further CEFTA agricultural product trade liberalization. In
addition, some previously negotiated bilateral arrangements were scrapped, preferential tariff
rates revoked, and tariffs raised. The response was often retaliatory tariff measures and the
increased use of export subsidies by some countries. Normally forbidden under CEFTA rules,
CEEC governments invoked a safeguard clause in the treaty, giving them wide latitude to
respond to agricultural and food sector emergencies. Romania even considered withdrawing
from CEFTA. The incidents soured trading relations between the CEECs, eroded the
credibility of CEFTA, spurred some governments to legislate more contingency base
insulating and distortionary instruments, and damaged efforts to liberalize trade in

agricultural products.

EU enlargement and policy alignment

The EU accession agreements had obviously a profound impact on agricultural policy
settings and distortions, but its impact became most noticeable primarily after 2000, and
increasingly so the closer was EU accession in 2004. A pre-integration strategy of imitating
EU policy instruments reduced adjustment costs at the time of EU accession. Preparation for
EU accession was an increasingly important consideration in CEEC domestic trade and price
setting, but primarily for instrument choice. This is formalized in the Association Agreements

whereby the CEECs agreed to align policy and fulfill the requirements of the aquis
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communitaire as a condition for membership. During the preparation phase, the EU provided
assistance for legal and institution development, which further contributed to policy
alignment. "

While several experts argued in the mid-1990s that further CAP reforms would be
required to make the CAP consistent with enlargement and WTO constraints, it was uncertain
until just before enlargement whether CAP reform would actually occur. Before this
information was available, CEEC policy makers, even if they wanted to base their policy
strategy on minimizing adjustment costs of integration with the future CAP, could only try to
hit an (albeit slowly) moving target. In fact, the final accession agreement was characterized
by last-minute negotiations on farm subsidies and production quotas. The negotiations
reflected demands for equal treatment and equal support for CEEC farmers within an
enlarged EU facing budgetary constraints and WTO constraints.

It seems that alignment was more important in policy instrument choice than in the
level of protection which seems to be primarily determined by political economy factors,
where domestic pressures, political incentives, and budgetary constraints played a very
important role. This can also be seen from the evolution of the gap in NRAs between the
CEECs and the EU, and from the NRA differences among CEECs. The differences between
CEEC:s did not diminish significantly over the 1998-2003 period. Moreover, while there was
a reduction of the EU-CEE average NRA gap between 1992 and 1998, there was no
significant change in this gap over the years leading up to enlargement: it was just under 4
percentage points both in 1998 and in 2003 (c.f. Josling 2007). This is consistent with the
conclusion that the level of assistance to farmers was determined primarily by domestic
considerations, such as captured by our structural variables analysis (see above) and the

budget constraints (see below), even in the years leading up to enlargement.

The budget and human capital constraints

¥ However, as explained in greater detail in Hartell and Swinnen (1999), the big picture may obfuscate some
important and complex differences of similar-looking policies, so care should be taken in interpreting the
observations.

' Part of the political economy literature focuses explicitly on explaining the choice of government policy
instruments. Changes in the structural conditions of political institutions and economies not only affect the
preferred level of interventions but also the political costs and benefits of the use of various policy instruments
(Campos 1989, Rodrik 1994). For example, implementation costs of farm programmes have an important
influence on governments’ choice of policy instruments (Munk 1995, de Gorter 1994), and can vary
considerably with farm size and structure (Sarris 1994). Exogenous factors often place limits on the scope, form,
and operation of many support programmes. A structural change which reduces implementation costs enlarges
or alters the instrument choice set. This helps to explain a certain degree of path dependency often observed in
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Budgetary constraints played an important role in CEEC policy setting during transition, both
in the choice of the instruments and in the level of intervention. In general, budgetary
constraints have been the source of many reform proposals, such as in the recent experience
of many OECD countries, and often limit the level of intervention. This has also been the
situation in many CEECs in early transition where, due to a lack of budgetary resources,
minimum guaranteed prices were often set at or below the cost of production as well as below
market price. The low threshold prices, in combination with the selective use of border
controls, ensured that intervention was needed infrequently, and when needed was always
subject to specific quota limitations (Hartell and Swinnen 1998).

The major institutional changes that took place in the early 1990s also had major
implications for how government intervention could and could not work. Inexperience of
CEEC policy makers in this area had an important effect on policy choices in the early 1990s.
Policy initiatives undertaken by various CEEC governments shortly after liberalization were
often rapidly overturned and seemed ill timed, contradictory, and unnecessarily painful. This
period of stopgap policy making may be explained as the result of temporary human capital
constraints. Previous administrative skills and understanding of policy effects in a command
economy were inadequate in the new market environment. During this period of ‘learning-
by-doing’ in a new and difficult economic environment, policies were implemented and then
reversed when they produced unanticipated and unwanted effects (Swinnen 1996).

Also later during transition, even though CEEC policy choice frequently appeared
similar to the pre-reform CAP, it in fact often operated very differently. For example, despite
the widespread use of minimum prices, variable import levies played a minimal role in
maintaining internal producer prices. Unlike the administration of variable import levies in
Western Europe, the ‘variability” was not high with adjustment usually being made on a
monthly or less frequent basis. In this sense they acted like an additional fixed import tariff.
With experience, increasing sophistication, and increasing economic rewards to skill and
education, this constraint became less binding in policy instrument choice and

implementation (Swinnen 1996, Orazem and Vodopivec 1997).

L essons and prospectsfor reformsand reducing distortions

agricultural policy. For example, Ray (1981) finds that among many OECD countries, the introduction of tariffs
and nontariff barriers is nearly always sequential—which is what we also observe in the CEECs.
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There have been major reductions in distortions to agricultural incentives in CEE over the
past two decades. Much has been accomplished in removing distortions to agricultural
incentives in CEE as dramatic changes have removed the most distortionary policy regimes.
The liberalization of prices and trade lead to relatively low rates of assistance in the early and
mid-1990s.

However, there is still substantial room for further reduction of distortions to
agricultural incentives. In fact, the CEE countries have re-introduced new distortions. Some
have done this as part of the EU accession process; others started earlier.

Improving policies and reducing distortions can be done through various means:
overall reductions in support policies, shifting support to less-distortive policy instruments,
focusing budgetary means to public good type of investments rather than farm subsidies,
shifting from a quantity-based to a quality-based policy paradigm, etc.

Such reforms are not inconsistent with EU accession. The EU has moved in recent
years to more-decoupled farm support, and has given more policy attention to improving the
efficiency of farms and food companies.

From this perspective, it is important to point to other avenues, such as
macroeconomic and regulatory reforms to stimulate food industry investment, labor market
reforms to enhance off-farm employment opportunities, and credit reforms to stimulate
improved access to rural credit.

A crucial component of this should be a shift in the policy paradigm from policies
focused on quantity and basic standards to a policy framework focused on quality and high
standards. Safety and quality standards are increasingly crucial components of modern food
chains, both domestically and internationally. With emerging technologies and the growing
influence of large retail and processing chains, demand for traceability and high quality
standards will further increase. These developments will also pose new policy challenges in
terms of equity (exclusion and rent extraction) and efficiency (contracting problems, safety
and standard disputes, etc). Traditional agricultural policies are not fit to deal with the
challenges posed by these modern chains.

Competition and anti-trust policy is an important area for policy attention. In supply
chains where farms have to sell their products to trading, processing, and retailing companies,
the ability to choose freely between companies is of crucial importance in getting better

conditions for farms. Concentration in agribusiness and the food industry, such as the
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increasing dominance of large retail chains in Central Europe, puts pressure on contract
conditions and terms for farms.

An important policy finding is that exchange rate developments have had and will
continue to have an important impact on farmers’ incentives. Part of these exchange rate
effects were caused or influenced by policy (e.g., government used to set exchange rates
under the Communist regime, and pegged exchange rates still apply in some countries now),
or they were a consequence of macroeconomic developments. In either case, over the past
two decades exchange rate distortions and adjustments have had very substantial impacts on
incentives, both before and during transition. The impact of this factor will be different after
EU accession. While it is unclear how many of the CEECs will join the eurozone, their own
exchange rate policy vis-a-vis the Euro and the appreciation of the Euro against the dollar
affects the international competitiveness of the CEE farms.

It is important to realize though that the political economy forces identified above
may constrain the prospects for further reducing distortions to agricultural incentives in the
foreseeable future, because of changes in the pressure and the constraints for policy reform.

Overall income growth induces political economy pressures to increase assistance to
agriculture. This is suggested by the positive relationship between agricultural protection and
economic development, which this study also finds in CEE. Growth and improved budgetary
situations also put the CEE governments in a stronger position to bargain with international
institutions such as the IMF and the World Bank in the late 1990s, because countries’ growth
and improved fiscal positions made them less likely to be beholden to conditionlity by
international institutions.

The role of international institutions, such as the World Bank, the IMF and the EBRD,
was very important at the start of transition, as it provided policy reform guidance in all these
countries. However, in later years this advice has been less effective. For the CEE countries
wanting to join the EU, EU accession (or wider European integration) had taken priority.
Moreover, they benefited strongly from private inflows of capital, know-how and technology,
for example through large foreign direct investment in their food industries in the late 1990s
and 2000s.

Later on, accession of the CEE countries to the EU has increased their levels of farm
assistance, although they now face more competition within the enlarged EU. Reducing CEE
farm assistance in the future cannot without reducing EU protection levels. However,
important improvements can take place by shifting to less distortive policy instruments. Some

important reforms have been implemented or are underway in the EU with important
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implications for distortions in the CEE, such as reforms of some of the commodity regimes
and the shift from per hectare payments to single farm payments. The letter will be
implemented in the CEE in the coming years.

From the perspective of further reforms and consolidating reforms in the future, the
ongoing WTO negotiations are important to impose discipline on agricultural policy
distortions. Indirectly, the WTO agreements have already had major impacts on CEE
distortions, as they have imposed constraints on the policies and the distortions that an
enlarged EU-27 could implement, and have thus importantly contributed to the EU policy
reforms in 2000, which is now resulting in lower distortions in the CEE than would otherwise

have been the case.
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Table 1: Real agricultural income per annual work unit in CEECs after EU accession
(change in 2004 relative to 2003, percent)

2004/2003

(percent)
Czech R. 60
Estonia 55
Latvia 74
Lithuania 69
Hungary 55
Poland 95
Slovenia 51
Slovakia 28
CEEC-8* 61
EU-15 3

Source: European Commission (2005).
Notes: AWU: annual work unit, equivalent to the labor of one person working full time in
agriculture.

* Authors’ calculation - simple average over 8 CEECs that are included in the table.

37



Table 2: Nominal rates of assistance* to agricultural industries, CEEC-10, 1992 to 2003

(percent)

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Wheat 33 167 93 -84 16 51 210 246 206 154 137 203
Rye 55 -153  -05 226 115 236 638 714 468 235 -86 7.8
Maize 211 362 95 04 04 10 16 -5 91 123 29 280
Milk 37 250 254 272 216 353 794 452 328 296 488 61.0
Other grains 2.7 265 92 55 259 247 227 245 289 63 47 145
Barley 58 366 175 -11.1  -14 60 349 159 68 127 213 173
Potatoes 230 155 67 20 169 519 34 93 348 205 826 862
Oats 373 -185 -156 -53 128 461 293 475 478 353 74 260
Sunflower ~ -167 -195 -229 -168 -122 -148 -154 -133 16 -113 -93 .77
Rape 17.8 3.7  -17.8 -109 98 -10.7 139 45 132 147 66 74
Soybean 244 890 450 203 216 04 -149 88 40 275 193 -6.6
Sugar 714 655 491 427 514 596 81.0 1026 823 661 957 136.0
Beef 59 93 30 05 -09 -9 196 95 65 390 385 23.1
Pigmeat 201 118 293 152 23 -09 390 544 285 297 277 20.1
Poultry 172 336 529 531 437 437 623 529 503 552 809 669
Eggs 114 151 268 457 262 397 586 625 347 311 184 27
Sheep 827 340 359 865 520 403 590 68 68 62 40 104

Importables 46 245 238 208 152 191 498 420 298 333 344 430

Exportables .56 44 100 46 31 93 293 259 226 150 277 197

;grti‘ﬂul ture 26 121 135 104 80 131 403 330 250 257 297 333

g:ggfgn 332 292 230 295 226 224 276 306 231 179 30.7 348

Share of above

products in

tv"atﬁegg‘;ss 647 648 630 619 635 649 643 624 646 660 630 61.6

agricultural

production**

Source: Authors’ calculations using data from OECD, FAOSTAT, UN, Eurostat, and
UNCTAD TRAINS
Notes: * Nominal rates of assistance are simple averages over 10 CEECs;

** Share is calculated in terms of undistorted prices and is simple average over 10
CEECs.
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Table 3: Nominal rates of assistance to agricultural and non-agricultural tradable
sectors, and relativerate of assistance, CEEC-10, 1992 to 2003*

(percent)
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Covered products® 26 121 135 104 80 131 403 330 250 257 297 333
Non-covered products 2.6 12.1 135 104 80 13.1 403 330 250 257 297 333
All agric. products® 26 121 135 104 80 13.1 403 330 250 257 297 333
Non-product specific 18 20 24 23 20 25 37 45 38 34 40 47
assistance (NPS)
ng’aﬁg”w't“re'”c" 08 142 159 126 100 156 439 375 289 291 336 380
Tradables

All Agriculture™ 0.8 142 159 126 100 156 439 375 289 291 33.6 380

All Non-Agriculture 104 100 100 59 56 48 46 44 44 43 55 58
RRA® 2101 38 53 64 42 103 376 318 235 238 267 304

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and UNCTAD

TRAINS

Notes:* Nominal rates of assistance are simple averages over 10 CEECs;
*NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag') - 1], where NRAag'
and NRAnonag' are the average percentage NRAs for the tradables parts of the agricultural

and non-agricultural sectors, respectively.
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Table 4: Consumer tax equivalent, CEEC-10, 1992 to 2003
(percent)

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Bulgaria  -34.1 93 -26.1  -214 350 -11.2 7.1 -1.9 52 -53 93 13.0
Czech R. 15.0 26.3 16.6 0.2 1.4 0.7 27.3 16.9 6.8 16.9 221 21.5
Estonia -369 -219  -82 1.6 5.5 3.9 24.7 52 5.1 5.6 10.5 13.4
Hungary 8.5 21.7 17.9 2.9 2.5 2.2 11.6 17.1 14.9 17.3 19.6 18.7

Latvia -41.0  -15.7 9.3 0.2 3.0 10.5 373 37.9 27.7 31.7 31.8 16.0
Lithuania -38.8 -15.7 -15.8 23 4.9 13.4 41.6 43.4 24.0 21.1 29.6 24.4
Poland -6.5 9.2 13.1 5.7 14.6 11.9 26.2 19.9 6.2 43 0.0 -5.5

Romania 2.2 28.4 15.8 4.8 4.9 1.6 47.1 30.4 25.7 65.0 45.6 61.5
Slovakia 2.1 15.8 13.8 1.3 -6.1 23 21.2 15.8 7.0 3.6 10.8 13.1
Slovenia 47.8 49.5 48.1 48.5 36.6 453 72.1 75.4 45.6 38.5 43.0 46.6

CEEC-10  -8.2 8.9 8.4 4.6 3.2 8.1 31.6 26.0 16.8 19.9 20.4 22.3

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and UNCTAD

TRAINS
Note: Consumer tax equivalent for CEEC-10 is the simple average over 10 CEECs.
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Table5: Palitical economy regression results

(dependent variable is NRA; data are 1990-2003)

Model 1 Model 2
-30.9 -2 3%**

Constant (0.161) (0.004)
. 0.007%** 0.02%**

GDP per capita ($) (0.000) (0.002)

Aericultural trade bal -0.26%**
gricultural trade balance (0.005) -

23.9%* 85.8%*

Real exchange rate 0.011) (0.010)
Arable land per person (036% (?).7001)
R-squared 0.29 0.09

* significant at 10 percent
** significant at 5 percent
*#* significant at 1 percent.

Source: Authors’ calculations using data from OECD, FAOSTAT, UN and Eurostat.
Notes: p-values in parenthesis

Data: unbalanced panel data for period 1990-2003.
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Figure 1. Crop and livestock output changesin CEECs, 1989 to 2000
(1989 = 100)
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Source: Calculated from OECD data.
Note: CEECs excluding Hungary.
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Figure 2: Sectoral output changesin CEECs, 1990 to 2001

(1990 = 100)
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Source: Calculated using data from OECD and Sandri et al. (2006).
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Figure 3: Agricultural trade of CEECs, 1989 to 2004
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Figure 4: Nominal rates of assistance* to exportable, import-competing and all
agricultural industries, CEEC-10, 1992 to 2003

(percent)
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Source: Own calculations using data from OECD, FAOSTAT, UN and Eurostat.

Note: NRA for CEEC is the simple average for Bulgaria, the Czech Republic, Estonia,

Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia, and Slovenia. NRA

includes product-specific subsidies but does not include non-product specific subsidies.
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Figure 5: Nominal rates of assistance to agriculturein each of theten CEECs, 2000

(percent)
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Source: Authors’ calculations using data from OECD, FAOSTAT, UN and Eurostat.
Note: NRA for CEEC is the simple average for Bulgaria, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia. NRA includes both
product-specific subsidies and non-product specific subsidies.
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Figure 6: Nominal rates of assistance to various agricultural industries, CEEC-10, 2000
(percent)
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Source: Authors’ calculations using data from OECD, FAOSTAT, UN and Eurostat.
Note: NRA includes product-specific subsidies.
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Figure 7: Nominal rates of assistance to agricultural and non-agricultural tradable

sectors, and relative rate of assistance, CEEC-10, 1992 to 2003
(percent)
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Source: Authors’ calculations using data from OECD, FAOSTAT, UN and Eurostat.
Note: NRA for CEEC is the simple average for Bulgaria, the Czech Republic, Estonia,

Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia, and Slovenia. The RRA is

defined as 100*[(100+NRAag")/(100+NRAnonag') - 1], where NRAag' and NRAnonag' are
the average percentage NRAs for the tradables part of the agricultural and non-agricultural

sectors, respectively. NRA for agriculture includes both product-specific subsidies and non-

product specific subsidies.
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Table Al: Smple average applied and bound tariffsfor three sectorsin CEECsand EU-15, 1999-2001

(percent)

Applied tariffs

Bound tariffs

Applied tariff§Bound tariffs

Agricand Other Other Agric and Other Other Agricand Other Other

Procfood Manufacturing Primary Year Procfood Manufacturing Primary Procfood Manufacturing Primary
Bulgaria 23.3 7.8 6.4 2001 36.7 22.9 22.9 2001 0.6 0.3 0.3
Czech R. 8.9 3.4 3.1 1999 9.8 4.5 3.2 2001 0.9 0.8 1.0
Estonia 11.7 0.0 0.0 2001 18.3 7.1 7.3 2001 0.6 0.0 0.0
Hungary 27.5 7.9 5.3 2002 28.4 7.3 4.5 2001 1.0 1.1 1.2
Latvia 10.8 2.5 4.3 2001 36.4 8.9 10.1 2000 0.3 0.3 0.4
Lithuania 4.8 1.2 0.4 2002 15.7 8.5 7.2 2001 0.3 0.1 0.1
Poland 20.7 2.4 1.5 2001 36.0 10.1 8.3 2001 0.6 0.2 0.2
Romania 23.1 8.7 6.0 1999 94.1 32.0 32.8 1999 0.2 0.3 0.2
Slovenia 13.1 11.3 7.3 2001 23.5 23.6 24.6 2001 0.6 0.5 0.3
CEEC 15.1 4.6 3.5 25.6 11.6 11.0 0.6 0.4 0.3
EU-15 5.7 3.2 2 2001 7 4.1 2.1 2001 0.8 0.8 0.9

Source: www.gtap.org

Note: CEEC:s tariffs are simple averages, excluding Romania and Slovakia.
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Table A2: Weighted aver age applied and bound tariffsfor three sectorsin CEECs and EU-15, 1999-2001

(percent)
Applied tariffs Bound tariffs Applied tariff§Bound tariffs

Agricand Other Other Agricand Other Other Agricand Other Other

Procfood Manufacturing Primary Year Procfood Manufacturing Primary Year Procfood Manufacturing Primary
Bulgaria 222 4.7 2.5 2001 34.0 19.4 18.8 2001 0.7 0.2 0.1
Czech R. 10.3 4.2 2.7 2002 10.0 4.2 2.5 2001 1.0 1.0 1.1
Estonia 8.6 0.0 0.0 2001 15.2 4.8 6.4 2001 0.6 0.0 0.0
Hungary 239 8.1 22 2002 26.1 8.3 24 2001 0.9 1.0 0.9
Lithuania 4.1 0.3 0.1 2002 12.1 7.6 12.5 2001 0.3 0.0 0.0
Latvia 10.6 1.2 25 2001 24.0 6.4 8.3 2000 0.4 0.2 0.3
Poland 12.4 1.3 0.5 2001 27.6 8.1 4.5 2001 0.4 0.2 0.1
Romania 30.2 7.0 3.7 2001 2001
Slovenia 13.0 10.5 6.2 2001 21.9 21.6 21.5 2001 0.6 0.5 0.3
CEEC 13.1 3.8 2.1 21.4 10.1 9.6 0.6 0.4 0.2
EU-15 5.4 2.9 0.8 2001 6.5 3.3 0.8 2001 0.8 0.9 1

Source: www.gtap.org
Note: for CEEC:s tariffs are simple averages, Romania and Slovakia are not included
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Table A3: Applied tariffsin CEECs, 1991 to 2003

Simple average Weighted average

Average Average Average Average Average Average

1991-1995 1996-2000 2001-2003 1991-1995 1996-2000 2001-2003

CzechR.  AgFood - 8.48 8.19 - 9.33 10.44
PrmAGR - 3.90 3.53 - 5.40 4.96

ProFoo - 11.87 11.41 - 12.20 13.38

OthPrm - 421 4.05 - 1.79 1.88

Manufa - 4.93 491 - 4.29 433

Estonia AgFood 0.05 11.56 11.60 0.03 8.52 7.73
PrmAGR 0.15 6.19 7.09 0.13 3.24 3.29

ProFoo 0.0 14.64 13.90 0.0 11.47 9.77

OthPrm 0.0 0.0 0.0 0.0 0.0 0.0

Manufa 0.05 0.0 0.0 0.49 0.0 0.0

Hungary  AgFood 20.17 30.90 27.46 15.34 23.50 23.89
PrmAGR 10.94 20.25 19.95 8.35 18.60 19.90

ProFoo 26.74 37.87 31.98 20.91 26.56 25.38

OthPrm 7.15 4.75 5.99 2.07 1.01 1.89

Manufa 10.86 6.61 7.68 10.74 6.40 7.94
Lithuania AgFood 8.63 8.18 4.75 9.53 8.78 4.04
PrmAGR 3.50 3.06 2.41 2.02 2.44 2.85

ProFoo 11.13 10.55 6.01 13.27 11.15 4.56

OthPrm 0.90 1.16 0.57 0.17 0.28 0.12

Manufa 2.56 3.00 1.08 1.70 1.75 0.38

Latvia AgFood - 9.66 10.78 - 6 10.64
PrmAGR - 5.75 5.66 - 5.05 6.82

ProFoo - 11.81 13.46 - 6.48 11.89

OthPrm - 6.53 6.16 - 3.04 3.79

Manufa - 3.94 2.72 - 2.34 1.43

Poland AgFood 10.93 26.31 21.59 6.92 16.93 12.95
PrmAGR 8.09 16.45 12.57 5.04 22.89 20.50

ProFoo 12.79 34.04 28.33 8.50 31.44 27.61

OthPrm 11.04 3.39 1.82 3.26 1.12 0.53

Manufa 10.58 5.21 2.79 8.87 3.88 1.49
Romania  AgFood 24.17 23.12 24.86 24.27 22.47 30.24
PrmAGR 21.51 13.86 15.95 19.66 15.31 18.43

ProFoo 25.25 27.29 29.32 29.34 27.83 37.61

OthPrm 10.49 5.15 7.24 3.01 1.9 2.03

Manufa 18.9 8.5 10.55 16.74 7.08 7.13

Slovenia  AgFood - 12.80 10.86 - 13.34 10.21
PrmAGR - 7.71 7.08 - 7.32 6.20

ProFoo - 16.25 13.24 - 17.14 12.31

OthPrm - 7.01 3.74 - 5.48 2.49

Manufa - 11.65 6.33 - 11.80 4.12

Slovakia  AgFood - - 24.5 - - 30.53
PrmAGR - - 14.94 - - 15.29

ProFoo - - 31.44 - - 36.53

OthPrm - - 17.44 - - 8.2

Manufa - - 22.4 - - 23.44

Bulgaria  AgFood - - 22.59 - - 22.38
PrmAGR - - 16.21 - - 14.06

ProFoo — - 25.73 - - 26.80

OthPrm - - 8.04 - - 2.54

Manufa — — 8.74 — — 7.09
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Source: UNCTAD TRAINS
Notes: Unbalanced panel data were available. The averages reported for the considered periods were made out
of those years that were available.
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Table A4. Exchangerateregimesin the CEECs, 1990 to 2002

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Bulgaria 3 8 8 8 8 8 8 2 2 2 2 2 2
Czech R. 3 3 3 3 3 3 6 7 7 7 7 7 7
Estonia - 2 2 2 2 2 2 2 2 2 2 2
Hungary 3 3 3 3 6 6 6 6 6 6 6 4
Latvia - - 8 8 3 3 3 3 3 3 3 3 3
Lithuania - - 8 8 2 2 2 2 2 2 2 2 2
Poland 3 5 5 5 5 6 6 6 6 6 8 8 8
Romania 3 7 7 7 7 7 7 7 7 7 7 7 7
Slovakia 3 3 3 3 3 3 6 6 7 7 7 7 7
Slovenia - - 7 7 7 7 7 7 7 7 7 7 7

Source: Babetski, Boone, and Maurel (2003).

Notes: Exchange rate regime description:

1: Dollarization, no separate legal tender

2: Currency Board, currency fully backed by foreign exchange reserves

3: Conventional Fixed Pegs, peg to another currency or currency basket within a band of at most £1 percent

4: Horizontal Bands, pegs with bands larger than =1 percent

5: Crawling Pegs, pegs with central parity periodically adjusted in fixed amounts at a fixed, pre-announced rate or in response to changes in
selected quantitative indicators

6: Crawling Bands, crawling pegs combined with bands of more than =1 percent

7: Managed Float with No Preannounced Exchange Rate Path, active intervention without precommitment to a preannounced target or path for
the exchange rate

8: Independent Float, market-determined exchange rate and monetary policy independent of exchange rate policy.
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Table A5: Classification of exchangerate systemsin CEECs, 1994 to 2002

Czech R. Estonia  Hungary Lithuania  Poland  Slovakia  Slovenia

Q1 1994 0 0 - - - 0 -

Q2 1994 0 0 - - - 0 -

Q3 1994 0 0 - - - 0 -

Q4 1994 0 0 - - - 0 -

Q1 1995 0 0 0.5 0 0.5 0 0.5
Q2 1995 0 0 0.5 0 0.5 0 0.5
Q3 1995 0 0 0.5 0 0.5 0 0.5
Q4 1995 0 0 0.5 0 0.5 0 0.5
Q1 1996 0 0 0.5 0 0.5 0 0.5
Q2 1996 0.5 0 0.5 0 0.5 0 0.5
Q3_1996 0.5 0 0.5 0 0.5 0 0.5
Q4 1996 0.5 0 0.5 0 0.5 0 0.5
Q1 1997 0.5 0 0.5 0 0.5 0 0.5
Q2 1997 0.5 0 0.5 0 0.5 0 0.5
Q3 1997 1 0 0.5 0 0.5 0 0.5
Q4 1997 1 0 0.5 0 0.5 0 0.5
Q1 1998 1 0 0.5 0 0.5 0 0.5
Q2 1998 1 0 0.5 0 1 0 0.5
Q3 1998 1 0 0.5 0 1 0 0.5
Q4 1998 1 0 0.5 0 1 1 0.5
Q1 1999 1 0 0.5 0 1 1 0.5
Q2 1999 1 0 0.5 0 1 1 0.5
Q3 1999 1 0 0.5 0 1 1 0.5
Q4 1999 1 0 0.5 0 1 1 0.5
Q1 2000 1 0 0.5 0 1 1 0.5
Q2 2000 1 0 0.5 0 1 1 0.5
Q3_2000 1 0 0.5 0 1 1 0.5
Q4 2000 1 0 0.5 0 1 1 0.5
Q1 2001 1 0 0.5 0 1 1 0.5
Q2 2001 1 0 1 0 1 1 0.5
Q3 2001 1 0 1 0 1 1 0.5
Q4 2001 1 0 1 0 1 1 0.5
Q1 2002 1 0 1 0 1 1 0.5
Q2 2002 1 0 1 0 1 1 0.5
Q32002 1 0 1 0 1 1 0.5
Q4 2002 1 0 1 0 1 1 0.5

Source: Kowalski, Paczynski and Rawdanowicz (2003).
Notes: "0" denotes fixed exchange rate regime, "0.5" intermediate regime, "1" floating
regime.



Table A6: Nominal rates of assistanceto agricultural industries, Bulgaria, 1992-2005

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Importables

Sugar -342 429 295 -262  -26.0 -0.4 17.9 413 14.5 16.4 8.1 72.5 90.6 56.6
Exportables

Eggs 1.4 2.1 -5.5 11.9 -12.9 1.6 17.6 347 12.8 4.9 37.8 233 9.8 9.9

Sunflower -39.2 296 41.1 -39.9  -36.1 -29.2 -19.7  -240 -105 -153  -159 -6.9 -27.1 -14.8

Mixed Trade Status

‘Wheat -37.8 -1.0 -31.6 -44.7 -18.1 0.2 -13.6 -11.3 2.4 -3.6 -18.5 8.6 12.9 -29.5
Maize 211 185  -199 212 207 -40 58 -166 06 79 -137 60 324 15
Milk 318 100 115 252 410 -154 635 67 154 -187 238 204 623 720
Barley 314 144  -186 428 -149 34 95  -150 -104 -145 -196 22 18  -17.6
Beef -40.1 -35.8 -36.8 -22.7 -55.2 -32.9 2.3 -26.4 24 29.6 46.8 39.7 5.7 -2.1
Pigmeat 367 72 -180 -154 483 -I151 7.0 163 48  -139 08 24 237 336
Poultry 275 35 4127 -66 321 29 258 325 254 145 412 900 1347 941
Importables 00 -122 -253 -60 -289 -50 233 114 106 62 190 249 526 57.2
Exportables 257 07 -127 -143 -385 -132 -28 76 -13 -91 93 30 01 58
Weighted

-2567 -46 -163 -108 -352 97 10.5 -1.8 49 -5.8 -6.3 10.7 133 15.7
average of above

g:gg?fgn 131 217 134 244 153 136 238 265 117 178 299 360 53.1 425
Share of above

products in total

gross value of 567 661 656 625 597 553 539 533 664 556 484 495 557 517
agricultural

production*®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad
Trains
* Share is calculated in terms of undistorted prices and is simple average
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Table A7: Nominal rates of assistance to agricultural relative to non-agricultural industries, Bulgaria, 1992-2005
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Covered products® -257 46 -163 -108 -352 9.7 10.5 -1.8 4.9 -5.8 -6.3 10.7 13.3 15.7
Non-covered products -256 46 -163 -108 -352 -97 10.5 -1.8 4.9 -5.8 -6.3 10.7 13.3 15.7
All agric. products® -256 46 -163 -108 -352 -9.7 10.5 -1.8 4.9 -5.8 -6.3 10.7 13.3 15.7

Non-product specific

assistance (NPS) 0.8 2.8 1.0 0.7 04 03 0.1 0.2 0.2 0.2 0.6 0.5 0.5 0.9

Total agricultureincl.

NPSEb -248 -1.8 -153 -10.1 -347 94 106  -1.6 52 -5.6 -5.7 11.2 138 16.6
Tradables
All Agriculture™® -248 -1.8 -153 -10.1 -347 94 106  -1.6 52 -5.6 -5.7 112 138 16.6
All Non-Agriculture n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 54 54 9.4 93 9.3
RRA® n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. -104 -10.5 1.6 4.1 6.7

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad Trains

*NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag')/(100+NRAnonag') - 1], where NRAag' and NRAnonag' are the average percentage NRAs for the
tradables part of the agricultural and non-agricultural sectors, respectively.
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Table A8: Nominal rates of assistanceto agricultural industries, Czech Republic, 1992-

2003
Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 <2001 2002 2003
Exportables
Rape 182 44 264 -226 -200 -200 -22.1 -156 -61 95 35 79
Eggs 151 19 164 290 145 346 51.1 507 357 258 135 32
Mixed Trade Status
Milk 467 613 484 399 438 516 981 51.6 275 306 714 784
Wheat 1.7 152 12 339 254 -89 45 57 -112 41 09 06
Barley 41 403 153 -289 278 -10.7 181 -174 -253 -48 0.7 -6.7
Sugar 505 31,6 1.6 128 205 53 174 135 175 209 304 57.8
Beef 768 324 259 220 239 59 161 263 309 189 261 414
Pigmeat 120 182 113 38 64 -120 323 382 164 373 193 177
Poultry 49.1 513 485 354 327 327 534 310 283 357 591 550
Importables 31 403 160 131 139 57 476 479 268 385 542 552
Exportables 320 320 226 10 29 60 292 27 09 80 74 109
g/g%gteegf sbove 201 326 202 48 60 60 347 232 135 241 298 327
]s;:\r;g?irgn 30.6 225 243 285 263 253 348 273 216 152 271 308
Share of above
products in total
gross value of 648 654 661 675 696 723 723 696 727 768 731 740

agricultural
production*®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A9: Nominal rates of assistance to agricultural relative to non-agricultural
industries, Czech Republic, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Covered products® 201 326 202 48 60 60 347 232 135 241 298 327
Non-covered products 20.1 326 202 438 6.0 6.0 347 232 135 241 298 327
All agric. products® 201 326 202 48 60 60 347 232 135 241 298 327
ig?s'tg;"c‘lu&;%e;iﬁc 10 11 34 28 27 28 35 38 40 33 39 49
ng’aﬁg”w't“rei”d' 211 338 236 7.6 87 88 382 270 174 274 337 376
Tradables
All Agriculture™ 211 338 236 76 87 88 382 270 174 274 337 376
All Non-Agriculture n.a. n.a n.a. n.a 5.8 5.8 5.8 2.9 2.9 2.9 43 43
RRA® -  — — — 28 28 306 234 141 239 282 319

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

*NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag')/(100+NRAnonag') - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and

non-agricultural sectors, respectively.
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Table A10: Nominal rates of assistance to agricultural industries, Estonia, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Wheat 65 -57 -15 1.0 13 143 425 353 127 104 174 89
Rye 224 -13.8 102 364 205 223 984 608 341 206 25 3.0
Barley 283 -68 -96 164 87 128 700 330 27 1.1 179 113
Poultry 336 63 342 601 598 480 474 287 337 282 687 783
Mixed Trade Status
Oats 459 385 278 37 197 504 295 503 215 59 -13.8 8.1
Oilseeds 24 29 -144 159 20 -1.1 181 357 247 420 303 217
Milk 411 224 =97 140 292 313 415 74 148 79 228 422
Beef 571 297 234 289 229 307 -7.8 207 259 157 211 0.1
Pigmeat 502 220 150 04 46 -121 419 447 263 180 187 204
Eggs 408 -31.8 -145 143 107 257 249 532 228 259 105 46
Importables 314 -181 -30 117 105 114 379 404 122 147 215 274
Exportables 508 -261 -21.1 -181 -20 -11 233 -47 247 96 206 135
Weighted average 39 513 .81 44 104 113 368 89 125 121 211 262
of above
Standard 338 154 195 253 225 260 291 352 183 135 218 267
Deviation
Share of above
products in total
gross value of 589 646 541 591 627 631 633 542 613 653 624 595
agricultural
production*

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A11: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, Estonia, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Covered products® 390 218 -81 44 104 113 368 89 125 121 211 262
Non-covered products -39.0 -21.8 -8.1 4.4 104 11.3 368 8.9 125 121 21.1  26.2
All agric. products® 390 218 -81 44 104 113 368 89 125 121 21.1 262
Non-product specific 14 22 22 36 25 23 39 36 26 13 22 38
assistance (NPS)
ng’at?g”cu't“re'”c" 377 -196 -58 80 129 13.6 407 125 151 135 233  30.0
Tradables
All Agriculture™ 377 -196 -58 80 129 13.6 407 125 151 135 233  30.0
All Non-Agriculture  n.a. n.a n.a. 0.4 0.4 0.4 0.4 0.4 0.9 0.9 0.8 0.8
RRA® — — — 76 124 131 401 121 141 124 223 289

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* NRA including product-specific subsidies;
® NRA including other (incl. decoupled & non-product-specific) subsidies;
° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag") - 1], where NRAag' and

NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and
non-agricultural sectors, respectively.
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Table A12: Nominal rates of assistance to agricultural industries, Hungary, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Exportables
Wheat 182 136 27 351 42 -153 94 159 128 -10.6 95 285
Maize 3.6 250 25 -126 -134 -254 228 -120 -1.0 -245 92 319
Sheep 458 72 -118 29 69 72 172 -49.0 -533 -52.3 -483 -483
Pigmeat 172 302 440 299 63 66 464 385 153 375 474 226
Poultry 19.6 288 373 328 33.1 324 392 284 375 482 607 509
Mixed Trade Status
Milk 481 722 759 418 277 575 1113 974 551 601 1162 113.1
Barley 99 273 154 315 26 -105 189 92 09 25 7.1 -147
Sunflower 237 361 -172 -11.1 68 97 87 -19 52 15 153 08
Sugar 99.9 841 700 645 748 941 813 1288 946 1107 2322 286.7
Beef 455 181 253 147 -1.0 -135 -66 45 35 61 81 73
Eggs 632 523 593 598 338 628 814 958 683 819 269 -9.8
Potatoes 230 155 -67 2.0 169 519 34 93 348 205 826 862
Importables 230 499 416 213 26 00 34 93 181 509 384 612
Exportables 154 218 153 44 67 48 224 255 219 134 343 322
X‘\’/g%gfgf bove 158 275 233 73 65 48 214 246 217 172 345 339
Is)t:;‘ji?irgn 381 323 3301 339 260 419 438 521 391 470 740 885
Share of above
products in total
gross value of 749 733 736 716 672 736 711 714 725 781 748 75.0

agricultural
production™®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A13: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, Hungary, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Covered products® 158 275 233 73 65 48 214 246 217 172 345 339
Non-covered products 158 275 233 7.3 6.5 48 214 246 217 172 345 339
All agric. products® 158 275 233 73 65 48 214 246 217 172 345 339
Non-product specific 00 04 04 01 00 17 43 82 43 56 101 89
assistance (NPS)
ngi?g”cu't“re'”c" 158 280 237 74 66 65 257 328 260 228 446 428
Tradables

All Agriculture®? 158 280 237 74 66 65 257 328 260 228 446 428

All Non-Agriculture 10.1 9.0 9.0 9.0 8.4 4.2 4.2 4.2 4.2 4.2 7.8 7.8
RRAC 51 174 135 -15 -1.7 23 207 275 209 17.8 341 325

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

*NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag") - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and

non-agricultural sectors, respectively.
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Table A14: Nominal rates of assistance to agricultural industries, L atvia, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Barley -300 -168 -6.0 -21.7 -89 -3.0 26.7 29.2 18.6 6.0 8.4 -2.8
Poultry -55.7 242 738 70.0 496 594 764 87.4 109.0 95.5 152.7  54.7
Mixed Trade Status
Wheat 243 218 -10.1 -4.0 0.5 5.1 20.6 20.0 12.1 1.9 -8.8 -5.6
Milk -68.6 -40.1 -20.7 -186 -12.6 -6.9 15.3 5.8 -0.4 1.5 9.6 5.8
Rye -5.5 -338 -135 173 157 183 394 71.6 60.1 34.2 -16.1 7.4
Oats -445 -385 -11.1 -122 0.5 40.6 10.8 60.9 64.3 21.3 -15.4 -6.2
Oilseeds 88 -144 -27.1 -222 -223 96 144.0 25.6 23.1 31.6 4.8 2.2
Sugar 648 77.8 778 551 589 834 1355 126.1 1009 100.6 109.1 133.6
Beef -78.1 -66.2 -324 -258 -182 -283 -13.6 -1.6 -6.2 57.7 36.9 -9.7
Pigmeat -61.3 145 792 266 12.1 5.8 29.6 121.8 78.0 56.7 34.8 36.8
Eggs 442 -0.1 220 577 348 508 57.1 63.7 50.4 36.3 4.0 -9.7
Importables -436 273 506 251 108 268 623 484 30.0 374 18.2 10.2
Exportables -469 -457 -216 -93 -68 -20 19.8 37.0 48.6 14.3 52.6 46.2
Weighted
aver age of -46.0 -250 5.2 1.2 35 124 448 46.4 31.2 33.3 32.8 25.7
above
Standard
.. 442 419 445 376 282 345 50.8 45.0 42.8 353 54.2 44.1
Deviation
Share of
above
products in
total gross 498 604 636 585 634 627 63.8 65.8 67.9 62.8 59.1 57.4

value of
agricultural
production*

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A15: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, L atvia, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Covered products® 460 250 52 12 35 124 448 464 312 333 328 257
Non-cavered 460 250 52 12 35 124 448 464 312 333 328 257
products
All agric. products®  -46.0 -250 52 12 3.5 124 448 464 312 333 328 257
Non-product specific
assistanoe (NBS) 05 06 15 20 17 14 33 77 67 68 22 52
Total agriculture 455 -244 68 32 51 138 481 541 380 402 350 309
incl. NPS*
Tradables

All Agriculture®® 455 244 68 32 51 138 481 541 380 402 350 309

All Non- na. na na na 22 30 30 30 30 24 24 24
Agriculture
RRA® - - — — 29 104 437 496 339 368 318 279

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;
° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag") - 1], where NRAag' and

NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and
non-agricultural sectors, respectively.
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Table A16: Nominal rates of assistance to agricultural industries, Lithuania, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Oats 534 345 -394 -156 282 513 124 356 44 27 -152 104
Exportables
Milk 741 -570 -550 -355 -30.1 -202 26 -109 -27.0 -284 90 -0.7
Beef 710 -48.1 314 243 -182 -150 278 102 9.6 538 376 -5.2
Mixed Trade Status
Wheat 309 212 266 -55 -15 06 62 351 55 109 255 175
Rye 89 242 -305 74 88 328 557 1027 324 172 -49 43
Barley 314 23 -152 -67 34 73 241 258 46 77 309 165
Oilseeds 728 -390 -285 9.1 68 -85 -40 92 170 196 156 114
Sugar 1066 73.6 353 649 733 972 1447 1904 1718 1160 1487 202.6
Pigmeat 468 144 600 392 268 194 598 865 724 512 348 405
Poultry 453 186 790 875 736 8.4 1076 111.1 958 859 925 518
Eggs 418 -18.1 -08 220 140 234 176 313 144 109 99 -6.1
Importables 25 195 353 242 238 564 975 643 380 330 344 798
Exportables 705 -496 -265 -114 -139 -65 187 358 174 126 323 3.3
Weighted
average of 459 -210 -183 02 34 137 411 420 228 179 328 332
above
]S)t:\r;gzg(c)ln 637 383 459 402 358 404 472 627 589 438 497 597
Share of above
products in total
gross value of 708 641 607 555 63.0 642 591 592 641 621 656 602

agricultural
production*

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A17: Nominal rates of assistance to agricultural relative to non-agricultural

industries, Lithuania, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Covered products® 459 210 -183 02 34 137 411 420 228 179 328 332
Non-covered products -459  -21.0 -183 0.2 34 137 41.1 420 228 179 328 332
All agric. products® -459  -21.0 -183 0.2 34 137 41.1 420 228 179 328 332
?S‘;i'tﬂ;‘l‘i“&;%‘;dﬁc 09 12 29 23 27 33 36 45 44 39 49 61
L"F’fg'ak?gr leultureindl. 45 108 155 25 61 170 447 465 273 218 37.7 393
Tradables
All Agriculture™ 450 -198 -155 25 6.1 170 447 465 273 218 377 393
All Non-Agriculture n.a. n.a. n.a. 2.7 2.7 23 23 23 23 23 0.6 0.6
RRA® - - — .02 33 143 414 432 244 191 369 385

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains
* NRA including product-specific subsidies;
® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag') - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and

non-agricultural sectors, respectively.
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Table A18: Nominal rates of assistance to agricultural industries, Poland, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Maize 402 334 292 245 234 277 30.1 04 -3.8 7.2 13.4 8.9
Mixed Trade Status
Wheat 100 230 113 9.0 279 222 30.2 154 226 188 154 5.8
Milk 17.0 19.1 5.2 17.7 234 34.0 51.8 386 345 346 363 28.1
Other grains 2.7 26.5 9.2 5.5 259 247 22.7 245 289 6.3 4.7 14.5
Oilseeds 16.1 233 384 11.6 254 9.2 14.7 10.7 264 115 7.3 16.8
Sugar 26.1 141 184 196 354 28.7 42.0 431 629 40.1 488 522
Beef 15.4 54 162 126 456 28.7 19.0 -12.0 -33.5 -29.7 -38.6 -43.7
Sheep 9.6 4.0 21.8 194 109 113 9.2 522 476 -11.7 -119 -1.2
Pigmeat 317 -6.7 89 -11.7 -157 -144 12.5 183 -18.1 -13.7 -19.8 -294
Poultry 593 329 656 48.1 542 324 40.7 29.8 119 9.2 10.1 1.6
Eggs 72.8 6377 923 938 682 589 109.1 982 555 183 6.5 -13.9
Importables 234 119 155 195 354 281 43.4 383 315 229 6.1 23.8
Exportables -242 00 202 -6.8 4.1 7.2 17.0 153 -120 -88 44 -18.8
Weighted
aver age of -39 119 161 8.1 156 143 29.8 246 108 80 47 -3.3
NRA of above
Standard
. 389 213 303 31.6 265 208 28.6 37.6 352 206 243 273
Deviation
Share of above
products in
total gross 700 590 60.1 553 617 638 652 619 536 557 557 545
value of
agricultural
production*®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A19: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, Poland, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Covered products® -3.9 11.9 16.1 8.1 15.6 143 298 246 108 8.0 4.7 -33
Non-covered products -39 119 161 8.1 156 143 298 246 108 8.0 47 -33
All agric. products® -3.9 11.9 16.1 8.1 15.6 143 298 246 108 8.0 4.7 =33
Non-product specific
assistance (NPS) 2.1 2.3 2.3 1.1 1.8 3.7 4.3 2.3 1.9 1.5 2.8 1.7
Total agricultureincl. ;7 45 185 92 174 180 342 268 127 95 74  -16
NPS*
Tradables

All Agriculture""b -1.7 14.3 18.5 9.2 17.4 180 342 268 127 9.5 7.4 -1.6

All Non-Agriculture 9.8 9.8 9.8 6.3 8.3 6.9 54 3.2 2.8 2.3 3.0 2.0
RRAS -10.5 4.1 7.9 2.8 8.5 104 273 229 9.6 7.1 4.3 -3.5

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* NRA including product-specific subsidies;
® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag") - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and
non-agricultural sectors, respectively.
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Table A20: Nominal rates of assistance to agricultural industries, Romania, 1992-2005

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Importables

Milk 84 346 652 617 676 627 1466 751 785 943 878 1264 1426 1693
Sugar 1308 1717 1598 1004 1248 1133 1269 1806 1407 900 1733 2277 2929 308.8
Poultry 371 221 574 403 314 327 1009 559 454 1296 1920 1464 167.0 509
Exportables

Rape 306 159 395 450 -450 -520 -363 -1901 -43 36 33 45 23 156
Mixed Trade Status

Wheat 334 494 561 -19 232 -42 158 264 482 542 175 606 365 222
Maize 150 668 148  -8.1 19 56 84 175 230 678 72 749 788 284
Barley -113 1001 503 -10.0 199 40 240 162 139 359 163 732 600 329
Soybean 244 890 450 203 216 04 -149 -88  -40 275 193  -66 20  -38
Oats 239 214 49  -l4 137 251 493 560 1017 1240 127 1244 678 599
Sunflower 2150 54 -123 -157 <52 220  -197 215 -15  -160 -227 286 46 27

Beef 331 155 279 259 317 346 SL7 2.6  -157 842 928 374 71 468
Pigmeat -3 187 291 211 105 262 539 265 43 545 641 111 397 703
Eggs 69 301 474 710 397 618 1118 869 173 737 461 218 1010 1383
Importables 124 520 442 323 356 281 902 502 376 739 83 702 712 698
Exportables 72 92 42 18 75 -44 49 122 169 77 58 -285 622 222
Weighted

aver age of 100 338 298 137 183 44 562 331 333 687 501 618 680 565
above

]S)t:ji‘ggn 418 521 516 421 427 468  59.6 554 471 445 662 730 856 886
Share of above

products in

tv‘:ﬁ:egg‘;“ 63.0 577 555 572 590 617 598 549 543 650 S84  S55.1 553 485
agricultural

production*®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A21: Nominal rates of assistance to agricultural relative to non-agricultural industries, Romania, 1992-2005

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Covered products 100 338 298 137 183 44 562 331 333 687 501 618 680 565
Non-covered products ~ 10.0 338 298 137 183 44 562 331 333 687 501 618 680 565
Al agric. products® 100 338 298 137 183 44 562 331 333 687 501 618 680 565
Non-product specific 1.8 2.1 2.1 2.7 1.6 1.5 3.1 2.1 23 1.3 1.0 0.9 3.9 1.8
assistance (NPS)
ng’afg”c“”“re'”c" 118 358 318 164 199 59 593 352 357 699 512 627 719 583
Tradables

All Agriculture™ 118 358 318 164 199 59 593 352 357 699 512 627 719 583

All Non-Agriculture 112 112 112 112 112 112 112 76 76 79 79 79 30 27
RRA® 05 222 186 47 79  -47 433 257 261 574 400 507 669 542

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad Trains
*NRA including product-specific subsidies;
® NRA including other (incl. decoupled & non-product-specific) subsidies;
° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag") - 1], where NRAag' and NRAnonag' are the average percentage NRAs for the
tradables part of the agricultural and non-agricultural sectors, respectively.
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Table A22: Nominal rates of assistanceto agricultural industries, Slovakia, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Pigmeat 1.0 154 234 204 98 143 504 712 436 361 447 408
Sugar 723 442 245 185 254 361 529 435 552 259 237 517
Poultry 59.1 623 502 527 478 425 579 336 466 440 574 589
Exportables
Maize 421 320 128 91 -48 56 37 -112 35 -88 -182 -1.0
Milk 482 69.6 477 340 313 570 947 666 445 351 69.1 792
Barley 52 568 4.1 -51 202 30 474 40 35 77 221 -15
Sunflower 111 -66 212 -06 -07 18 -136 -58 237 -153 -141 38
Mixed Trade Status
Wheat 52 245 171 -179 252 -68 182 72 112 -39 -18 05
Rye 139 108 318 293 1.1 209 617 505 605 220 -109 164
Rape 168 -44 271 -47 -11.6 -124 -174 30 118 -7.5 -11.5 -85
Oats 190 25 54 63 18 634 445 349 468 227 55 95
Beef 722 124 135 152 63 41 04 28 92 95 21 167
Eggs 350 28.0 268 372 169 364 496 456 423 231 195 13.1
Importables 246 232 207 202 141 171 397 435 319 203 340 295
Exportables 239 409 296 68 -32 146 361 214 284 116 176 303
X‘\’/g%gteegf bove 243 308 248 127 38 157 379 315 306 168 242 299
]S)tjggat‘irgn 294 260 242 200 207 249 343 285 217 204 308 287
Share of above
products in total
gross value of 762 780 751 729 722 760 763 751 741 716 765 7L5

agricultural
production*

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A23: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, Slovakia, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Covered products 243 308 248 127 38 157 379 315 306 16.8 242 299
Non-covered products ~ 24.3 308 248 127 38 157 379 315 306 168 242 299
All agric. products® 243 308 248 127 3.8 157 379 315 306 168 242 299
Non-product specific 58 45 47 41 32 34 47 48 45 33 55 52
assistance (NPS)
ngi?g”c“””re incl. 301 353 295 168 69 190 426 363 350 200 297 35.1
Tradables

All Agriculture®? 30.1 353 295 168 69 191 426 363 350 20.1 297 35.1

All Non-Agriculture n.a. na. na n.a n.a n.a n.a n.a. n.a. na. 213 213
RRAC - - - - - - - - - - 69 113

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

*NRA including product-specific subsidies;
® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag')/(100+NRAnonag') - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and

non-agricultural sectors, respectively.
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Table A24: Nominal rates of assistance to agricultural industries, Slovenia, 1992-2003

Crop 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Importables
Pigmeat 228 421 40.6  37.7 195 247 564 821 425 333 334 380
Wheat 909 90.6 822 487 377 444 945 1072 947 71.8 814 713
Sugar 1259 1358 842 751 757 789 110.7 1564 83.0 743 872 1392
Maize 53.8 413 225 105 112 -36 3.6 13.0 322 239 27 476
Barley 80.9 1162 848 306 31.1 557 751 58.1 61.8 933 1074 785
Sheep 1929 1052 97.8 2429 1382 1168 1506 121.7 80.5 826 722 80.7
Exportables
Milk 101.1 1023 1083 915 77.0 101.6 168.6 141.6 850 79.0 1079 116.8
Poultry 1099 929 953 1104 87.1 714 737 907 693 61.0 744 817
Mixed Trade Status
Beef 61.7 337 40.8 682 625 974 1120 114.6 109.7 143.7 151.6 1474
Eggs 468 229 248 602 423 415 655 649 270 9.8 285 0.3
Importables 374 508 425 463 346 229 526 661 613 353 329 474
Exportables 834 610 900 923 739 873 1239 1218 806 90.6 1114 1047
Z\\//g%gt(eegf above 643 570 583 622 480 585 893 977 691 645 730 824
]gtjjg?irgn 547 455 340 67.01 39.6 378 477 427 274 386 439 455
Share of above
products in total
gross value of 62.1 59.8 558 591 563 559 585 591 589 615 560 589
agricultural
production™®

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* Share is calculated in terms of undistorted prices and is simple average
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Table A25: Nominal rates of assistanceto agricultural relativeto non-agricultural
industries, Slovenia, 1992-2003

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Covered products 643 570 583 622 480 585 893 977 69.1 645 730 824
Non-covered products 643 57.0 583 622 48.0 585 893 977 69.1 645 73.0 824
All agric. products® 643 570 583 622 480 585 893 977 69.1 645 730 824
ig;‘;;‘l‘i“&;%‘;dﬁc 34 31 30 33 29 46 61 79 74 67 65 97
L‘(’:tl‘:’lNaF?;%“”“re 677 60.1 613 655 509 631 954 1056 765 712 795 92.0
Tradables
All Agriculture™ 677 60.1 613 655 509 631 954 1056 765 712 795 92.0
All Non-Agriculture n.a. n.a. na. na n.a na. na 11.5 115 10.1 1.5 1.5
RRA® - - - - = = — 844 583 556 769 89.

Source: Own calculations using data from OECD, FAOSTAT, UN, Eurostat, and Unctad

Trains

* NRA including product-specific subsidies;

® NRA including other (incl. decoupled & non-product-specific) subsidies;

° The RRA is defined as 100*[(100+NRAag")/(100+NRAnonag') - 1], where NRAag' and
NRAnonag' are the average percentage NRAs for the tradables part of the agricultural and
non-agricultural sectors, respectively.
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Table A26: The development of trade and price policies among CEECs, 1990 to 1996

Instrument Country Commodity Date
Import tariffs All All 1990
Nontariff barriers (NTBs)
Removal or substantial Poland Most 1990
reduction of import and Hungary Most 1991
export NTBs' Bulgaria Most 1991
Romania Most 1991
Czechoslovakia Most 1991
Reintroduction of import Poland Most including processed 1992
NTBs food, fruit juice, dairy
products
Bulgaria Most agrofood products and 1992
some inputs
Czechoslovakia  Temperate zone agricultural 1992
products
Hungary Grains, sugar 1992
Reintroduction of export Czech R. Important food commodities 1993
NTBs’ Poland Grains, oilseeds, poultry, 1992
bovine animals
Bulgaria Grains, flour, seeds, livestock, 1992
sunflower oil
Romania Grains, flour, sugar, milk, 1992
animals
Hungary Milling wheat, meat, sugar 1992
Appearance of variable Czechoslovakia  Oilseeds, sugar prod., wine, 19924
import levies’ live animals, beef, poultry,
butter, starches
Poland Meat, milk products, cereals, 1994*
eggs, etc.
Credit programs All Working capital, capital 1990-1996
investment, processing and
storage, loan guarantees
Minimum and guaranteed prices  Visegrad-4 Various commodities 1991
via purchases and market Bulgaria 1992
price support Romania 1993
Export subsidies Poland Mainly milk, sugar pork, wheat; 1990-1996
Czech R. others ad hoc
Hungary
Slovak R.
Production quotas Poland Sugar 1994
Slovak R. Milk 1994
Hungary Milk 1996

Notes:

monopolized importing agencies, exchange rate manipulation, etc.
? Primarily permits and fees but also licenses, taxes, quotas, and, in extreme situations, export

prohibitions

3 Variable import levies or similarly named mechanisms which bridge the difference between some
predetermined threshold price and the lower international price for a commodity

"Includes various combinations of import and export licensing and fees, import quotas, global quotas,

* Variable import levies have been abolished and tariffs increased for affected products in 1995 under
these countries’ Uruguay Round GATT commitments

Source: Hartell and Swinnen (2001).
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Table A27: Summary of policy instrument developmentsin selected CEECs, 1998-1999

Country Market and Price Support Domestic Support Credit Programmes
Bulgaria e Import duties, tariffs and tariff rate quotas e Direct payments (financial support e  Preferential credit for
e  Export constraints liberalized and investment stimulation under production and harvest of wheat,
e Price intervention abolished numerous programs) maize, sunflower and sugar
e Intervention purchases of grains for market stabilization e  Grain storage support e Interest subsidies on loans
e  Temporary import ban on vegetables; ban on meat cuts for e Temporary discount on freight costs
processing as a public health measure for grains
Estonia e Effectively none e Direct payments: dairy cow and e Long term interest rate credits
e Limited export marketing credits arable crops; allowances for hardship and loan guarantees
e Removed system of import quotas for grain e Subsidies: capital investments, fuel
e Food import licenses fee increased tax and liming
e Announced: customs tariffs to be introduced in 2000; policy e  Subsidized premiums for new crop
reforms planed to bring farm policy in line with the EU insurance program
Czech Republic e Import tariffs and tariff rate quotas e Direct payments: area and headage e  Credit subsidies and loan

e  Price regulation: intervention and guaranteed prices subject to
quota for wheat and planned for pork; minimum prices for milk
e Export subsidies: direct for milk; export credit subsidies for
pork purchased at min. price and some other commodities ad hoc
e Nonautomatic export licensing: major commodities incl.
wheat, oilseeds, isoglucos; export quota: rapeseed
e Contingency import protection introduced, includes:

- additional duties effective for one year

- import quotas for up to four years
- minimum import prices

e  Planned: sugar production quotas and minimum guaranteed

prices

payments (beef cattle, sheep, suckler
cows) in LFAs; support for organic
farming; and ‘highland’ countryside
support

e  C(Cattle herd maintenance and
revitalization subsidy for most areas
starting in 2000

guarantees for both working capital
and investment
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Table A27: Continued

Country Market and Price Support Domestic Support Credit Programmes
Hungary e Import tariffs and tariff rate quotas e Direct payments: area payments for e Interest rate subsidies
e Guidance price system with intervention: milk, beef, pigmeat LFAs e Capital investment grants
with subsidies to processors e Quality payments for pigmeat e Interest relief for land purchases
e  Minimum guaranteed prices with some state purchasing: wheat e  Wage subsidies for promotion of
and maize agricultural employment
e Deficiency payments for those not receiving orientation prices o  Fuel tax subsidies
e  Export subsidies: milk, pigmeat, poultry, wine e  Various production subsidies
e Target price with import surcharge: sugar
e  Retaliatory duties on imported Polish food products
Poland e Import tariffs and tariff rate quotas e Subsidies for productivity enhancing e  Subsidies on loans for inputs
e Intervention purchases (some with min. prices): wheat, rye, inputs and field liming
milk, pork; ad hoc intervention purchases and selling for others e Direct aid based on output to grain
e Price support, production quotas and export subsidies: sugar; producers
gradual introduction for tobacco, hops, fruit, vegetables. Plans to e Rural development action planned:
introduce quotas in milk and grains sectors in 2000 - traditional forms of support
e Threshold system for import quantity or price triggering - support for organic farming
additional import levies: most crops and livestock - improved access to credit
e Ad hoc (temporary) import levies: wheat, maize, sugar, pork - restructuring and enlargement of
farms
- export support program
Slovak Republic Import tariffs and tariff rate quotas e Direct payments: area payments e  Interest subsidies, guaranteed

Administered prices and quota: milk

Minimum prices: sugar

Intervention prices: wheat, maize, slaughter bulls; ad hoc
interventions in other commodities

e  Export subsidies: milk, sugar, malt, tobacco, others ad hoc
e Nonautomatic import licenses: wheat

e Nonautomatic export licenses: wheat, barely, maize

for LFAs
e  Various input subsidies
e Dairy cow subsidies for:
- breeding stock and breeding
activities
- construction of buildings for
cattle

e Import ban: Czech potatoes; import quotas: Czech pigmeat, sugar,

beer
e  Import surcharge until 2001 on most imports

loans and payment of interest
e  Operational credit
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Table A27: Continued

Country Market and Price Support Domestic Support Credit Programmes
Slovenia e  Tariffs and tariff rate quotas e Direct payments: (headage e  Credit subsidies for working
e  Fixed prices: wheat and sugar payments for cow and sheep in capital and investments
e Price regulation: milk LFAs)
e Intermittent intervention purchases: pigmeat, wine *  Area payments for wheat (1999)
e  Temporary special import levy: wheat e Input subsidies
e Policy reform proposed: align market systems with the EU and e Export promotion
include area payments for environmentally friendly farming, subsidies
for sustainable farming, special subsidies for LFAs
Romania Import tariffs and tariff rate quotas; additional duties ad hoc e Voucher system for input e  Subsidized interest: short-term

Import licensing only under preferential tariff quotas
Export licenses only under EU preferential tariff quotas
Export subsidy with quota: wheat, maize, pigmeat, poultry

purchases, since 1997

e  Premia paid for wheat

e  Subsidized seed purchases for
arable crop producers

for current production, medium-term
for investment, machinery

e  Credits for purchase of live
animals

Source: Hartell and Swinnen (2001).
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Table A28: Exchangerateincentiveratesin CEECs— Averagefor Seven
Commodities - Euro- based (absolute changesin 1998 relative to 1993, in 2003
relativeto 1993, and in 2003 relative to 1998)

Change Change Change
1998/1993 2003/1993 2003/1998
Bulgaria -97.1 -89.9 -12.2
Czech R. -39.9 -38.4 1.5
Estonia -66.5 -64.2 2.4
Hungary -64.6 -73.2 -8.6
Latvia -56.6 -50.8 5.8
Lithuania -79.0 -60.3 18.7
Poland -74.9 -46.9 28.0
Romania -136.4 -104.6 48.6
Slovakia -29.5 -38.2 -8.7
Slovenia -72.0 -70.9 1.1
CEEC-8 -60.4 -55.4 5.0

Source: Own calculations based on OECD, UN and Eurostat data
Notes: Incentive rates were calculated based on the following seven commodities:
wheat, other grains, beef meat, pork meat, poultry, milk, and eggs.
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Table A29: MEN and preferential tariffs

CEFTA Baltics
. « « o
s £ - & § £ 8 B 5 £ § § £ 3 £ § ¥ g
> s | m S & S ° § 3 3 ° w £ g 5 9
@ $) T x [0 D o w 5 s =
Bulgaria  all products 2002 115 4.0 43 X 25 26 25 26 25 26 44 49 48 49 50 49
Agriculture 2002 224 175 209 X 122 128 121 127 120 127 131 2.1 221 221 220 22.1
agr?:lﬁ;ure 2002 87 0S5 0.0 X 00 00 00 00 00 00 21 04 04 05 06 05
Hungary all products 1997 14.3 9.4 9.3 4.7 X 4.4 6.0 4.7
Agriculture 1997 37.1 371 363 189 X 176 211 189
industrial 1997 82 20 20 09 X 09 19 09
Slovakia  all products 2001 6.1 24 25 21 00 21 19 21 X 2.1 25 23 23 2.6
Agriculture 2001 11.8 108 1.1 94 00 92 84 95 X 9.3 1.0 102 102 11.8
industrial 2001 44 00 00 00 00 00 00 00 X 0.0 00 00 00 00 0
Romania all products 2005 17.5 4.8 52 35 X 6 6.0
Agriculture 2005 27.9 213 252 172 X 25.6 252
agr‘ilcolﬁ;ure 2005 148 05 00 0.0 X 1.0 1.0
Poland all products 1999 15.9 6.5 7.0 3.8 49 X 6.0 9.9
Agriculture 1999 17.0 153 132 31 55 X 42 6.1
Manufactures 1999 16.1 5.9 6.7 39 49 X 6.2 10.3
CzechR.  allproducts 2001 6.1 23 24 21 X 20 19 21 00 20 24 22 22 25 0
Agriculture 2001 120 110 113 98 X 96 87 99 0 9.6 113 104 104 12 0
industrial 2001 45 0 0 0 X 0 0 0 0 0 0 0 0 0
Source: WTO
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Figure Al: Black market foreign exchangerate premiain Hungary, Poland, and

Romania, 1986 to 1999
(percent)
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Source: Levine and Renelt; World Currency Yearbook (for 1985, 1990-93); WB
Discussion paper no. 35. 1988; Global Development Finance; World Development
Indicators (for 1996-1997, calculated as: parallel Xrate/official Xrate-1)*100.
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