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Preface

This paper looks at the agriculture sector in the three Baltic republics, i.e., Estonia,
Latvia and Lithuania. It highlights current problems, the emerging private family
farmers, the restructuring and reform process in agricultural production, issues in
environmental protection, marketing of agricultural products, education and training
of farmers, the development of extension services, employment effect of agriculture,
etc.

Theauthorshave visited the Baltic republics on many occasions. Leading agriculture
experts in the Baltic states have been most helpful and supplied currentinformation and
relevant materials on the Baltic agriculture sector. We have also visited various farms
and met with practising farmers and local agriculture experts.

The primary objective of this study is to, firstly, present an overview to the present
state of the agricultural sector in all the three Baltic republics and highlight areas that
are of primary importance and need urgent attention, and, secondly, to point out areas
that need to be studied more thoroughly.

Successful reform in the Baltic agricultural sector needs active government
participation. Agriculture is quite unlikely to be sustainable in the Baltic states, nor in
any European country for that matter, without proactive government agricultural
policy. The relatively low price and cost structure in the Baltic states, which is very
likely to be of temporary nature, gives false expectations about the international price
competitiveness of the sector. The newly emerging and reforming agriculture sector
needs protection from foreign imports. Governments can provide protection by the
selective use of tariffs and other, non-tariff measures. Governments should also support
the agriculture sector with other policies. Which subsidies to use and when is it
appropriate to use them depends on what the key agricultural policy goals are.

Farmers’ Unions should take a more active role. So far the Unions’ programs have,
unfortunately, been incomplete and rather ambiguous. Interest groups should speak out
their demands and give clear suggestions for policy programs.

The following are examples of agricultural policy objectives that could be considered:
- national self-sufficiency in the production of key agricultural products

- higher farming incomes to secure the future of farming profession and to keep the
rural areas populated

- larger minimum size of farms and restructured agricultural sector to facilitate
viable, productive farming.

The government can guide the agriculture sector developments with, ¢.g., the
following policies:

- price controls and price support schemes to control agricultural production

- control imports of agricultural products with tariffs, quotas and other non-tariff
instruments

- direct farm subsidies dependent on the farm size (ha), number of livestock, etc..
Subsidies could also be a function of the farm size, farmers income, age, location, etc.
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- Indirect subsidies to farmers, ¢.g., extension services, farmers education and
training

- Subsidized credit to stimulate farming investment. These subsidies can be direct
government support (grants) or long-term, low interest, subsidized credit

- Government support to regional projects, €.8., regional drainage systems, farm
roads, etc.

Government policy makers need relevant up-dated information to make rational
decisions on the agriculture sector reform. Therefore it is necessary to carry outa survey
of the present level of farmers’ incomes. However, in order to do this successfully,
generally accepted accounting pri nciples must be introduced and farmers should be
required to keep books and regularly report income to the authorities.

We would like to express our sincere appreciation to the many individuals that have
contributed to this study. In particular we would like to thank the following persons
for their kind assistance and the valuable information they have provided us:

Mr Arvydas Kuodys, Director, Mr B. Kuzulis, Director, and Ms Albina Aleksiene,
Research Fellow, of the Lithuanian Institute of Agrarian Economics, Mr Antanas
Sileika, of the Lithuaman Institute for Land Reclamation, Mr Andris Miglavs,
Director, and Mr, Dr Visvaldis Pirksts, of the Latvian State Institute of Agrarian
Economics, Mr Mati Sepp. Director of the Estonian Institute of Agrarian Economics,
Mr Ants Laansalu, Rescarch Fellow, Estonian Ministry of Agriculture, and the
representatives of Tarto Farmers Association.

Helsinki, December 20, 1994

Matias Torvela Jussi Saavalainen Jaan Kivistik
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AGRICULTURE SECTOR REFORM IN THE BALTIC
REPUBLICS

1. Introduction

1.1 Agriculture Sector in the Pre-War Baltic Republics

In the end of the 1930°s, before the outbreak of World War II, the Baltic republics
of Estonia, Latvia and Lithuania were in relative terms well developed. In particular
the agriculture sector was as developed as in Western Europe in terms of farming
methods, farm machinery and the volume of agricultural output.

Farms were principally owned by private farmers and the farm sizes varied from
small 2 - 5 hectare plots to farms larget than 1000 hectares. However, over 50% of the
total arable land was cultivated by farms with less than 30 hectares.

Agriculture sector was a major exporter in the end of the 1930’s. E.g., Lithuania
exported wheat, rye, barley, oats and linen, and livestock products, such aslive animals,
meat and meat products, butter and eggs. Biggest markets for the above goods were UK,
Germany, Soviet Union, Netherlands and Czechoslovakia. Agricultural exports made
up 80% of the total export value.

In the other two Baltic republics the agriculture sector was fairly similar to that in
Lithuania. Productivity and average yields were on the same level with Finland and
other neighbouring countries.

1.2 Baltic Agriculture Sector in the Soviet Union

Following World War II, agriculture in the Baltic republics was rapidly and
forcefully collectivized according to the Soviet model, and by the early 1950°s most of
the sector was operating as collective and state-owned farms. Over the next 40 years
the agriculture sector was characterized by the lack of market orientation and consumer
pressures, inefficient production, irrational pricing of inputs and outputs and
misallocation of resources.

During the Soviet era each republic, region and collective farm was assigned a task
and given production plans and output targets within the overall soviet division of
labour. Consequently the allocation of resources was often non-optimal and agricultural
production was not always in line with local resource endowment and needs, i.¢. against
the regions comparative advantage. No wonder that today many farmers resent the
notion of nationally coordinated agricultural planning and national production targets.

1.3 Agricultural Reform Program After Restoration of Independence

The Baltic states are presently in the midst of a process to restructure and reform the
agriculture sector and the economy and society at large. The collapse of the Soviet
Union dramatically altered each country’s production structure and initiated ¢.g. rapid
decollectivisation and the privatization of farms. The agriculture sector is adjusting to
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these fundamental changes and presently two generations of farmers are learning the
new principles and rules of market economics and free enterprise.

The pre-war Baltic agriculture sector was relatively well developed. During the
Soviet era farming collectives did not have any contacts outside the Soviet Union, which
effectively hindered the development of new farming methods. Therefore today the
Baltic agriculture sector is in many respects years behind standard practices and
average yields produced in Western Europe. However, there is already clear evidence
which indicated that in some areas reforms have been very rapid. Yet, in many areas
problems prevail.

2. Overview to the Agriculture Sector in the Baltic Republics
today

2.1 Current Problems im the Agriculture Sector

The land reform process is large and complex and it has encountered strikingly
similar problems in the Baltic states. Land reform requires the implementation of a new
legal and regulatory framework. The leading principle in land reform is to restore land
and property rights to former, pre-soviet cra owners. However, locating the former
owners has in many cascs proven a difficult, if not impossible a task. Progress in the
land reform legislation has been slow. The delay is in part caused by conflicting political
interests and views.

In principle, land is not given back to the former owner free of charge. But in reality,
fixing the final price and collecting payments seem to be deferred indefinitely. In many
cases the price for land grants is very low which is very conducive to future land
speculation.

Developments in the agriculture sector are closely linked to overall national and
rural development. Rural unemployment is a growing concern. With bleak future
prospects inagriculture the younger generation does notfind agricultural jobs attractive
and seek employment in the urban areas.

Positive developments in the agriculture sector are also hindered by unfavourable
relative prices in the agricultural input and output markets. Low availability of the
existing stock of farm equipment and machinery and lack of investment funds further
slow down the reform process. Overall, farm equipment and machinery and other
farming inputs are presently in short supply and credit facilities for agricultural
investments are simply not yet available.

Individual farmers are very uncertain about the future of farming and hence
unwilling to invest in buildings, equipment and/or other farming inputs. Similar
uncertainty is reflected in the Baltic republics’ agricultural policy reform, exacerbated
by conflicting political views on how to best develop the agriculture sector.

2.2 Targets of the Agriculture Sector

The Baltic republics aim to be self-sufficient in the supply of staple agricultural
products, i.e., food grains and animal feed, dairy and meat products, fruits and
vegetables. Obviously some products, such as rice, durum wheat and exotic fruits, will
also be imported in the future.

9
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The above general sector target does not specify explicit production quotas, and
surplus production can be exported. The Baltic agriculture sector monitors very closely
developments in the world market for agricultural products and the enlargement of the
European Union. National agriculture plans must take into account both external and
national factors.

Targets for the agriculture sector are very similar in the three Baltic republics. One
of the common policy goals is to secure sufficient farming incomes, i.e., comparable
with salaries in other sectors of the economy. However, insufficient or nonexisting farm
accounting records make it difficult to prepare reliable estimates of farming incomes.
It will take a number of years before proper accounting systems are in place and accurate
information is available.

Agriculture sector development should be in step with overall development in the
rural areas. Restructuring of agroindustries, food processing industries and marketing
of agricultural products should be synchronized with the progress in primary agricultural
production. :

Each area/region should specialize in the production sector and advocate the use of
farming methods that are most in line with local resource endowment (e.g., soil and
weather conditions, physical and human infrastructure). The Soviet central command
did not allow the Baltic agriculture sector to find its best development path and hence
the distorted production structure. Agriculture sector is in many respects slow to react
to changes and it will take a good many years before the given, desired sector targets
can be achieved.

2.3 Agricultural Policy Instruments

The Baltic republics are presently drafting their programs for agricultural
restructuring and reform, important tools for the long run sector development.
However, reform programs require considerable public funding and consequent
political will to commit the needed funds. Lack of political consensus seems to be akey
internal factor in slowing down the reform process.

Land reform has highest priority on the reform agenda in each Baltic republic.
Estonian experts call for a clear and transparent reform program and the need to
communicate the program to farmers. In Latvia experts point out the urgent need to
restore confidence in the future of farming. In addition to domestic programs
Lithuanian experts focus on the need to develop agricultural exports to former Soviet
Union and other COMECON member states and the European Union.

Relative prices in the agricultural input and output markets are presently unfavourable
to the farmers, i.e., the prices of farm inputs are high relative to prices agricultural
products fetch on the market. In order to secure reasonable farm incomes a system to
monitor incomes should be set up. Effective and fair pricing policies can only be based
on comprehensive and reliable information on farm incomes.

During the reform phase farmers in all the Baltic republics need financial support.
Low interest credit is the most effective instrument available in the government’s
farming subsidy package. It is also vital to protect the agriculture sector from foreign
imports but at the same time one should develop export products and identify new
markets. Organizations to promote agricultural trade, both in the domestic and export
markets, should be set up.

10
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Social safety nets are either not existing or at bestinsufficient in the Baltic republics.
The farming community is no exception. Comprehensive pension schemes as well as
basic social services areurgently neededand shouldbe highon the national development
agenda.

National agriculture administrations and research institutes have a growing need
for competent staff. Management and research education should be given more
resources. Some government agriculture officers and researchers havealready attended
training courses abroad.

2.4 Structure of the Agriculture Sector

In the Baltic republics agricultural production is divided between large state-owned
and cooperative farms and small private family farms. Each of the three countries
follows a different practice in grouping farms by size. In order to present comparable,
meaningful statistics we have grouped the farms into the following three categories:

1. 1-3ha houschold plots, private subsidiary farms

2. less than 50 ha private family farms

3. morethan 50 ha  state-owned farms, large private farms, joint-
stock companies.

Agricultural land area by farm category in Estonia (1994)

class number 1000 ha % average size, in ha
1 200000 348 33 2

2 10 000 182 17 18

3 1000 527 50 520

In 1994 Estonia had 1.1 million ha of arable land. Pastures accounted for an
additional 244 000 ha and forests 821 000 ha. 13 000 ha was under fruit and vegetable
gardening. Household plots produced 51% of the total annual vegetable output, 61%
of potatoes and 82% of fruits and berries. Private family farms produced 37% of all
vegetables, 23% of potatoes, 27% of food grains, 9% of milk, 3% of meat and only 2%
of eggs.

The above figures indicate the modest share and role the private family farms have
in the total agricultural production in Estonia. The fact that small household plots still
account for a significant share of the total agricultural production is rather surprising
asis the continued role of large farms. Dividing the large state-owned farms into smaller
units does not enjoy wide popular support in Estonia. However, the large collective
farms are in need of reform and should be restructured, and the ownership transferred
to agriculture cooperatives or joint-stock companies. In any case, in the future the
private family farms are likely to emerge as the most significant producer group in the
Estonian agriculture sector.
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Also in Latvia the large farms produce the biggest share of national agricultural
output. However, contrary to Estonia the family farms have a more significant role. The
following gives on overview how arable land in Latvia (3.0 million hectares) is divided
between the farm categories:

Agricultural land area by farm category in Latvia (1994)

class  number 1000 ha % average size, in ha
1 228 000 794 28 3
2 58 000 110 38 19
3 900 974 34 1100

InLatvia the production of key agricultural products is divided between farm categories
as follows (percentage of total output).

Private farms Household plots
Grains 35 27
Sugar beet 16 47
Potatoes 28 65
Meat 16 37
Dairy products 24 42
Eggs 7 20
Vegetables 18 75

Private family farms and household plots produce two thirds of total grain, sugar
beet and dairy products output in Latvia. Their share of the potato and vegetable yield
is over 90% and 27% for eggs.

Private farms (including household plots) produce a significant share of total
agricultural output. Unfortunately also in Latvia the slow land reform process has
diminished agricultural output. The division of large state-owned farms into smaller
units has been inevitable due to many historic and political reasons.

In Lithuania, which has a total of 3.0 million ha of arable land, 27% of the area, or
875 000 ha, is cultivated by private family farms with average size of 9 ha. 43% of the
total area, or 1.4 million ha, is cultivated by state-owned farms and agriculture
cooperatives. The land reform process has given birth to a large number of 2-3 ha
household plots.

Family farms produce 9% of Lithuania’s meat products, 11%of milk, 1.4% of eggs,
35% of grains, 48% of potatoes and 29% of sugar beet. Also in Lithuania the division
of large farms into small family farms has been criticised and it has encountered
problems despite the overall positive effects.

In all the Baltic republics the private family farms still produce a rather modest slice
ofthe total agricultural output, whereas small household plots and large farms dominate
production. Therefore in developing the agriculture sector one should not only address
the needs of the emerging private family farms but also the needs of large farms.

12
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2.5 Self-sufficiency in Food Production

Both Estonia and Lithuania are self-sufficient in the production of food grains. In
Latvia, self-sufficiency should be reached in 1995 provided farmers confidence in the
future of agriculture is restored and grain production is made economically attractive.
All the three republics continue to import, €.g., rice and durum wheat as inputs to food
processing industry. In the production of animal feed all the Baltic republics are self-
sufficient, but there is a need to increase the output of protein-rich animal feed, which
should not be a major problem, since plenty of arable land is available for that purpose.

2.6 Quality of Agricultural Products and Agricultural Exports

Exports of possible surplus products should be developed in step with the goal of
self-sufficiency in key agricultural products. E.g., in the next 3-5 years Estonia is likely
to have the capacity to export rye, barley and oats. Estonia also is revitalizing its
traditional exports, i.e.,

dairy products such as cheese, butter, milk powder and possibly fresh milk. St.
Petersburg is a potential lucrative market for fresh milk and meat, and other dairy and
meat products.

Latvia and Lithuania enjoy similar export prospects. Potential export products
include rye flour, seed potatoes, jams and fruit preserves, vegetable juices, and fruits
and berries. Latvian agriculture experts point out the need to quickly start research and
education programs on international trade in agricultural products.

Soil and weather conditions in the Baltic states are very good for farming, almost
as favourable as in Central Europe. Yet, yields are relatively modest. For example, the
average annual milk production of dairy cows is only 2700 to 3300 kg, and the average
grain yield is 1700 to 1900 kg per hectare. Presently lot of farming capacity is not in
use. Therefore it is quite likely, provided the agricultural sector develops as targeted,
that average yields and the total output will soon rise to levels comparable with Western
Europe. A necessary condition for this is efficient and balanced use of chemical
fertilizers and improved animal feed production. Proper field drainage and irrigation
are also necessary conditions for yield increase.

More agricultural output will increase the pressure to develop export markets for
surplus products. Higher output is likely to induce price hikes of farming inputs and as
a result exports will be less competitive. This scenario is included in the Baltic states’
agriculture policy. Competition in the international market place will intensify, not
only in terms of prices but particularly in terms of product quality. Therefore successful
export operations require more investment into improving product quality. Quality
programs should be introduced in both the primary production as well as in the food
processing industry. The Baltic states are well set to produce high quality agricultural
products. However, investment into new farming and production technology, storage
facilities and the development and modernization of food processing industries is
needed. The use of agricultural chemicals should be more tightly controlled and
extension services and research in pest control should receive more resources.

13
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The authors at the University of Tartu. From the left Jussi Saavalainen, Jaan
Kivistik and Matias Torvela.

i

Ilgisitini a farm near Tartu. From the left the farmer, Matias Torvela and Jaan
ivistik.
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3. Family Farming Policy
3.1, Size of Family Farms

The optimal size for a family farm, in terms of arable area, is farm specific. It
depends on the production sector, size of the family, farm equipment and machinery,
desired income level, etc. Many farmers have secondary employment and are hence
only part-time farmers.

We have attempted to determine what is the minimum, economically viable size of
a family farm that is managed by a full-time farmer and that provides the principle
family income. If the farm produces food grains, potatoes, beets and/or other summer
crops, the farm does not give work during the winter season. In the Nordic countries
farmers traditionally earn additional income during winter from forestry. However, the
average Baltic farm has very little, if any, forest. Therefore it is quite likely that most
farmers have secondary employment outside their farm, but there are no statistics to
substantiate this.

The following table suggests the minimum economically viable size for farms (in
terms of arable land and number of cattle) in different production sectors in Estonia.
This suggestion is based on limited survey but should give a rough indication for the
minimum farm sizes.

Size of economically viable farms in Estonia

Arable land No of animals
Dairy farm 40-50 ha 30
Beef cattle 60 ha 100
Pig farm 40 ha 500
Grain farm 100-150 ha
Poultry farm 2-40 ha 10.000-30.000
Fruits & berries 10 ha
Mixed farm 2-20 ha

We estimate that in Estonia an economically viable farm in meat and livestock
production should have at least 40-50 ha of arable land. A dairy farm should have a
minimum of 30 dairy cows and some young cattle, a livestock farm at least 100 heads
and pig farms a full 500 pigs. In poultry farming the experts estimate a that a
mechanised poultry farm should have at least 30 000 chicken. Poultry and pig farming
can be run profitably even if most of the feed is purchased and not grown on the farm.
This obviously cuts the need for own arable land.

InLatvia we could not find any estimates on the minimum viable size of family farms
indifferent production sectors. The size and age of private family farms is heterogeneous.
Many of the farms are newly founded. Production is unstable and the average yields
have dropped markedly due to number of reasons. One of the bottle-necks in family
farming is the fact that farmers rarely hire outside farm labourers. Another problem is
late payment of sales receivables, which puts a severe strain on the new farms’ liquidity.
Farm machinery is in short supply and the prices have escalated beyond the reach of
many farmers.

15
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Latvian experts insist that few large state-owned farms should be developed as
model farms and be the focal points for experiments and agricultural research. Until
1990 Latvia only had large state-owned farms with an average area of 500 to 800 ha
(the largest ones were over 1500 ha), and the grain yields on these farms were higher
than on private farms.

In Lithuania, the experts’ estimates of economically viable farm sizes are fairly
similar to those in Estonia.

Size of economically viable farms in Lithuania

Area No of animals
Dairy and beef cattle 40-60 ha 30dairy cows and some youngcattle
Pig farm 50-80 ha 300 pigs
Grain farm 150-250 ha
Mixed farm 30-50 ha

In Lithuania part-time farming is encouraged since it gives jobs in the rural areas
and raises farmers’ incomes. Large state-owned and cooperative farms enjoy popular
support and there is strong support to keep the remaining large farms in operation. The
future of other large farms depends on the overall economic development and the
interest and confidence farmers have in the farming industry.

Presently in all the Baltic republics the size of family farms are below minimum
economically viable size in every production sector. Private farming is sustainable in
the long run only in larger units. Part of the state-owned large farms have been
restructured and ownership transferred to agricultural cooperatives or joint-stock
companies. This trend should be developed further.

3.2 Farming Incomes

The introduction of generally accepted accounting principles, training in financial
managementand bookkeeping and public auditing of accounts are necessary conditions
on which to base monitoring and reliable estimation of farm incomes. This information
is not available and therefore systematic monitoring is presently not possible.

The expert consensus is that in all the three republics farm incomes are below
salaries of other socio-economic groups. The profitability of farms can only be increased
by improving efficiency and restructuring production. Government support to agriculture
is necessary during this development phase. According to Latvian experts the most
appropriate methods to raise farming incomes include higher prices for agricultural
products, more governmentsubsidies and larger average farm sizes. Low-interest credit
is needed, with effective, real interest rate should be 3-5 % lower than inflation rate.
Small farms are best placed to increase output and average yields, and consequently
earn higher income. Other necessary conditions for this to happen include more
intensive use of fertilizers and sufficient availability of animal feed.

In Lithuania, experts outline the following action that would help to raise farm incomes
(ranked by order of importance).

1. increase average size of farms
2. introduction of new technology

16
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3. higher prices for agricultural products ‘
4. more government subsidies to agriculture.

The authors have visited both large state-owned and private family farms in the ]
Baltic. It was quite evident that farming incomes should be higher. During this
development phase farming incomes can be increased to some degree with government
subsidies. Permanent improvement in incomes require more solid actions, i.e.,
continuously improving production efficiency. ‘

4. Rationalization of Agricultural Production
4.1 Land Reclamation and Rehabilitation of Essential Rural Infrastructure ‘

Rapid implementation of land reform is a necessary condition for successful reform
in the agriculture sector. In all the Baltic republics land ownership is still largely
unresolved. Property ownership mustbe clarified and land survey, titling and registration
must be carried out. The restoration of ownership includes the right to selland mortgage

the property.

Sufficient time should be invested into planning land reclamation. Activities should
be listed in order of priority and for each activity specific designs, schedule and budget
should be prepared. It is pertinent to also prepare a financial plan and evaluate the
possible need for external financing at the early planning stage. ‘

The basis for theland reclamation project is a professional farm business plan which '
forecasts, e.g., income & expenditures, investments, amortization of loans, etc.

Improvements in the drainage system is the first and most important step in land
reclamation. For the design and execution of the drainage plan the farmer should
consult professional drainage design engineers.

The second important step in land reclamation is soil fertility mapping and pH
control, which are based on soil sampling. Soil fertility mapping reveals the possible
need to improve soil nutrient balance with fertilizers.

Investment in farm equipment and machinery should be based on thorough
investment calculations, and the order in which to purchase new equipment should be
predetermined. The investment plan is part of the overall business plan.

The rehabilitation of farm buildings, i.c., barns, storage and other facilities, also
needs major investments. Again the farmer is advised to consult professional designers
and engineers to ensure that buildings are in line with his needs, and that excessive
investment can be avoided.

Besides the above, each farm needs to carefully consider the following areas for
investment: ’

- water and sewerage

- farm roads

- landscaping

- environmental protection/management
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Matias Torvela and Visvaldis Pirksts discussing.
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Successful agriculture sector needs the services of professional agencies that can
consult individual farmers and provide assistance & designin e.g.:

- business & production planning

- financial management

- land reclamation

- marketing

- training and education of farmers.

Developing the skills and knowledge of farmers through professional training and
extension services is a necessary factor for successful reform in the agriculture sector.

4.2 Farm-specific Problems

Future growth and development in the Baltic agriculture sector require restructuring
and continuous improvement in production efficiency. This simply means more
efficient use of production resources, which will eventually lead to lower unit
production costs. New farming skills are essential in this process.

In Latvia, the existing stock of farm buildings, equipment and machinery could be
used more efficiently. Private family farms inherited buildings and machinery from
large collective farms and this has caused some problems. Efficient small scale
operations has proven difficult in large buildings designed to be operated by large staff.
Equipment and machinery are for the most part obsolete, large and bulky and not very
fuel efficient. In addition, spare parts are in short supply.

Fertilisers are hard to obtain and when available, many farmers do not know how
to best apply fertilizers in abalanced and efficient way. The nutrient mix in animal feed
is often non-optimal, e.g., insufficient in protein content.

In Latvia, poor field drainage is in many areas the main cause for deteriorating soil
fertility. In 1993, 60% of the arable land had field drainage, but most of the drains did
not work in an acceptable manner. Poor drainage is mainly caused by poor design and
workmanship, defective drain pipes and improper methods in laying the pipes.

Large farm buildings inherited from collective farms cause similar problems in
Lithuania. One solution to improve capacity utilization is to house many farmers inone
large facilities and/or lease part of the building to non-farming activities. Also
Lithuania suffers from occasional shortage of fertilizers and more rational application
methods are needed. Also the production of protein rich animal feed should be
increased.

Estonian experts suggest that the best way to turn around old production facilities
is to install new equipment and machinery that are more suitable for small farms. And
as elsewhere in the Baltics, fertilizers could be used more efficiently in Estonia. 600 000
hectares of Estonian farm land has a drainage system, which for a large part is in poor
condition and needs rehabilitation.

All the Baltic republics face similar problems with non-optimal farm buildings,
equipment and machinery, application of fertilizers and the production of animal feed.
When the authors visited the Baltic republics in early spring on noticed the poor overall
performance of the drainage system. Field drainage and irrigation are necessary factor
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in improving farm efficiency. Old drains require urgent repair. Finland could offer
expertise in this field.

Farmers knowledge and skills in production planning and management s insufficient
and financial planning is often missing. Also marketing and logistics need to be
modernized and upgraded.

Farmers education, training and advisory services should address the above issues.

4.3 Extension and Training Services

Extension services and farmers’ education and training are of prime importance in
developing the agriculture sector, The legacy of over 40 years of collective farming is
manifested in outdated farming methods and practices. Managers of former farming
collectives have arelatively good basic agricultural education, but even their skills need
upgrading to be of use in the new situation. New skills are in particular needed in
financial management and marketing.

According to Latvian agricultural experts the farmers’ education background is
very heterogeneous. During the Soviet era many of today’s farmers were agricultural
specialists, with backgrounds in agricultural engineering, crop and animal husbandry,
veterinary medicine, civil and mechanical engineering and agricultural economics.
Part of the new farmers are trained in modern farming methods and techniques.
Another group of new farmers come from the industry and service sectorsand have only
a very basic knowledge of farming. To help these new farmers a network of farming
specialist can be accessed through the newly founded extension services centers.

In Lithuania, private small scale farmers still use farming methods and techniques
dating from pre-war period, whereas farmers in large farms have more up-to date
farming knowledge and skills, but often limited only to a specific agriculture sector.
Extension centers provide expert advise on, e.g., crop and animal husbandry and the
use and maintenance of farm equipment and machinery. But support in legal advise,
farm management and business development is insufficient.

In Estonia, the university education in agriculture focused on crop and animal
husbandry and mechanical engineering. The new trend is to integrate courses on farm
management and marketing into the curricula on all levels. The extension centers have
taken the first steps and focus initially on production methods in crop and animal
husbandry. Advisory services in farm management is just starting; advisors need to be
trained first. '

In all the Baltic republics the education system is redesigned to better meet the
training needs of private family farmers. At present the extension service cannot meet
the demand for support in farm management, financial planning, marketing nor legal
advise.

4.4 Drainage

The improvement of drainage systems should be the first task in land reclamation
and it should be developed in two stages: first, the regional open ditch system and
secondly, the farm-specific sub-drainage. Proper drainage will improve the soil
structure and make it more favourable to plant growth. Drainage will also make fields
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more accessible to farm machinery. It is advisable to carry out a national survey of the
drainageneeds. Thisisamajor taskand it should involve the inputofall regional offices
of the national agricultural administration. The task can also be contracted to an
independent consultant.

Individual farmer should seck expert advise to determine his farm’s drainage needs.
Drainage systems are large undertakings and often require government financial
support. A necessary condition for large drainage projects is clear legislation on water
resources. When the regional drainage system is operational the farm level sub-
drainage can be improved by rehabilitating old drains or building new ones. Proper
drainage system is based on detailed design which takes into account €.g., soil
permeability, land contour and moisture conditions needed by the cultivated crops.
Trenching and laying of drain pipes is done by special equipment that need professional
operators.

5. Additional Factors to be Considered
5.1 Environmental Problems

Leading Baltic agricultural experts claim that the negative environmental impact
of agriculture is negligent in comparison with the environmental impact of industry,
not to speak of the environmental damage inflicted by the former Soviet military
establishments. Some areas have been damaged beyond repair.

In general farmers are well informed on the environmental impact of agriculture
and the need to protect theenvironment. But there isstill alot tobe desired in integrating
environmental management into farming practices. Eco-farming, i.e. farming without
agricultural chemicals, is one feasible option for environmentally sound farming.

All the Baltic republics are concerned about environmental management and
protection. However, environmental protection, whether preventive or clean-up, is
costly, and governments should formulate a clear policy on who will bear the cost of
protection.

The authors find that in the rural areas environmental protection isquite satisfactory
whereas industrial waste and effluent management does not meet any acceptable
standards in any of the Baltic republics. The campaign for environmental protection
should be stepped up.

5.2 Agricultural Credit

During this reform phase the Baltic agriculture sector needs large new investments.
Farm incomes are modest and not sufficient to finance necessary investments. Low-
interest, long-term credit is needed to purchase property, rehabilitate buildings and to
invest in livestock and equipment. Many farms also need working capital to buy
fertilizers and animal feed. Farmers would like to see a clear government policy and
explicit legislation on agriculture sector development, including agricultural credit
programs. Double-digit inflation, high real interest rates and most of all uncertainty
about the future of agriculture prevent farmers from taking large loans.
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At the Lithuanian Institute of Agrarian Economics. From the left director Bronius
Kuzulis, the interpreter Ruta Ruikiene and Matias Torvela.

5.3 Restructuring the Agroindustries and Agroservices

During the Soviet era heavy industry was under state control. Small and medium
industries and the agroservice industry were managed by agricultural cooperatives,
state farms and special agroservice companies. Most of these units will be privatised.

Latvian experts suggest that the ownership of agroindustries and agroservices
should be restructured. Depending on the industry, they suggest the following
ownership shares;

- state 0 -40%
- farmers 10 - 70%
- other 0 -80%

This means that farmers and agricultural cooperatives would have abigger interest
in theagroindustriesbut the proposal also invites the state to keep a share in the medium
size industry.

Estonian experts propose that the chemical and engineering industries should be
fully privatised, but ownership of some process industries such as animal feed
production, should be kept under the control of agricultural cooperatives. Lithuanian
experts second this opinion.
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5.4 Storage Facilities and Marketing of Agricultural Products

In pre-war Estonia the agricultural cooperatives managed the collection, storage,
marketing and exports of agricultural products and it would be natural to restore this
role and tasks back to the cooperatives. Large state-owned farms have ample storage
capacity but a large part of these facilities are not in useable condition and new facilities
should be erected.

Lithuania hasenough storage capacity but these facilities need tobe refurbished and
modernized. It is advisable that a growing share of the market for agricultural products
and inputs would be controlled by cooperatives or joint-stock agriculture companies.

InLatvia farmers have little influence in the marketing of agricultural products and
inputs, and farmers are very dependent on the manufacturers, importers and traders.
Farmers’ and/or agriculture cooperatives ownership and control in the agribusiness
should be increased. Storage facilities for some agricultural products, such as meat and
grains, are generally adequate in Latvia. However, the storage of potatoes, vegetables
and berries seems to cause problems.

We may conclude that the Baltic states have enough storage capacity but the
standard of these facilities need upgrading. Secondly, for their own benefit, farmers
should increase ownership and control in agribusiness through direct ownership or
through agriculture cooperatives.

5.5 Employment Effects of the Agriculture Sector

In the beginning of the 1990’s the agriculture sector employed 15 % of the labour
force in Latvia. In 1992 when total employment fell by 4,5 %, agriculture accounted
for 18 % of total jobs. A large share of jobs in industry, trade and service sectors are
closely linked to primary agricultural production.

8% of the labour force in Estonia is employed in the agriculture sector. Relative
unemployment ishighest in this sector. According toofficial statistics the unemployment
rate in Estonia is on average 2-3 %, but slightly higher, 5-6 %, in the rural arcas.
Unemployment varies considerably between regions and some regions suffer
unemployment rates even as high as 25 - 30 %.

Also in Lithuania the agriculture sector is a major employer with one in six adults
working in the sector. In the short term the agriculture sector is unlikely to create more
jobs, quite to the contrary. The indirect employment effects of agriculture through
agroindustries, trade and services are quite substantial in all the three Baltic republics.

Agriculture will remain a key sector in the Baltic economies. The development in
this sector will have significant direct and indirect impact on other sectors of the
economy.

6. Concluding Remarks

The primary development objective for the Baltic agriculture sector is to restructure
production and expeditereform inorder tostabilize agricultural production. Agriculture
should be based on private ownership, free enterprise and competition. One of the key
reform objectives is to strengthen the emerging private family farms. However, large
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farms (agriculture cooperatives and joint stock companies) still enjoy popular support
and are likely to survive. Small holder farmers are likely to retain a rather significant
share in the total agricultural production. Part-time farming provides significant
additional income to many families.

The primary objective of the Baltic agriculture sector is to satisfy domestic demand.
However, production in this sector should be flexible enough to also develop exports
of surplus output and import products thatcannot be produced domestically. The second
important sector goal is to secure that farming incomes are comparable with salaries
in other sectors of the economy. Other sector goals include keeping the rural areas
populated and the allocation of more resources to protecting the environment.

The Baltic governments can influence the agriculture sector reform through credit
schemes and subsidies. Sustainable development and growth is only possible through
continuously improving efficiency. This is achieved by introducing new farming
methods, seeds, fertilizers and animal feed, proper field drainage and irrigation and
more effective use of farm equipment, machinery and buildings.

The Baltic agriculture sector needs to define an explicit and target-oriented
agricultural policy to achieve its goals. Education, research and extension services
should be integrated in the overall policy. A well structured, clear, progressive and
dynamic agriculture policy program is needed to decide on the best policy instruments.
The program should have sufficient political support.

Estonian experts highlight the role of ministry of agriculture and the agriculture
administration in managing and steering the sector. Presently the decision making in
the ministry of agriculture takes an unacceptably long time. This is partly due to lack
of staff resources. More agricultural expertise is needed in the administration. Sectoral
planning in both the state and local levels is insufficient. Transition from planned
economy to planning in market economy has not been smooth and more training is
needed. Low salaries in the government sector is another bottleneck: the nation’s best
talent do not stay inthe governmentsector. Additional problem common to all the Baltic
states are inaccurate and insufficient statistics on agriculture sector which then do not
provide a firm basis for decision making.

In Estonia, decisions on agriculture are still very much centrally controlled whereas
in Latvia agriculture sector planning and steering is dispersed but yet out of local
authorities influence, and therefore a proposal to reorganize the agriculture administration
has been forwarded to the parliament. Soviet legacy of central command still shadows
decision making in agriculture, not yet adjusted and accustomed to making decisions
based on research. Agricultural legislation has many rigid and outdated Soviet style
rules and regulations for decision making and in practice decision making is far from
democratic. The authorities still rule and manage activities that would be the natural
domain of extension centers, agriculture cooperatives and other farmers’ organisations.

Lithuanian experts would also like to improve their agricultural policy. The tasks
of the ministry of agriculture and other agricultural authorities and administration
shouldbe reviewed and the organization restructured to better meet the needs in the new
operating environment. Policy reformers should learn from experience in neighbouring
countries and, e.g., the volume of expert visits could be increased. Research finding
should form the basis for decisions and the ministry of agriculture should have a close
working relationship with the ministry of education, agricultural research institutes
and the newly founded agriculture cooperatives and extension service centers.
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At the centre
of Vilnius.
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background
Matias
Torvela and
Albina
Aleksiene.

In the next 10 year period land reform and the restructuring of the agriculture sector
will be central themes inbuilding up the Baltic economies. The following topics should
be considered in each country and be central in this work:

- clear agricultural policy/program should be drafted

- competition in the agriculture sector will grow and hence continuous improvement

in efficiency is necessary

- a necessary condition for improving agricultural efficiency is to improve field

drainage andirrigation, and the moreefficient use of existing buildings, equipment

and machinery

- more rapid development and better use of agricultural research findings

- develop education, information and extension services
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- monitor international trade in agricultural products and the enlargement of the
European Union (EU)

- private farmers are central in developing the agriculture sector; improving
farmers education requires coordination between education, researchand extension
services

- learn from experience in neighbouring countries (Finland and other Nordic

countries).

The rapid structural change in the agricultural sector has been unpredictable and
it has caused many undesirable negative effects. Luckily there is now ample evidence
to suggest that the Baltic agriculture sector is slowly recovering and it will quite likely
catch up the standard of farming in Western Europe in the near future. However, more
studies on the Baltic agriculture are needed.

Finland could offer its expertise to the reform program in a number of ways, e.g.,
in the following areas:

*  Dbreeding of crops and domestic animals

* field drainage and irrigation

* extension and training services for farmers

* low cost housing and farm buildings

* financial planning and bookkeeping on the farms

* farm management

* marketing of agricultural products, inputs and equipment
* soil fertility mapping

* secondary incomes from, e.g., farm tourism

* program for social safety nets for farmers, e.g., pension fund,
farmers’ holidays, etc.

The most beneficial technical assistance could be to the design of training programs
that span from basic research to extension services. Further research should focus on
farming incomes and financial management of farms.

Improvement in the drainage systems is very urgent and such projects are likely to
need external assistance. Finnish support could be directed to the identification of
training needs and the design and delivery of training programs. Also the translation
of essential training materials and reference books is of primary importance.

The Government of Finland provides funds to joint Finnish-Baltic agricultural

reform programs. These program need to be identified in close cooperation with the
Baltic partners in order to ensure that the most acute needs are met.
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DEVELOPMENT OF AGRICULTURE IN BALTIC COUNTRIES.

QUESTINNAIRE, May 1994.

COUNTRY :

Date:

Signature:

IMPORTANT: PLEASE FORMULATE SHORT ANSWERS. YES/NO answer is
recommended ,whenever possible. Otherwise the answer should not
exceed two sentences.

For answering the questions, please use this form.

The filled questionnaire should be mailed to:
Prof.Matias Torvela
Agricultural Economics Research Institute.
PL 3, 00411 HELSINKI, Finland.

Background.

This project will continue the work, which was commenced some
years ago between Agricultural Economy Research Institutes in
Baltic countries and in Finland. The results of that study were
published 1992 - 1993.

Objective.

The objective of this study is to prepare an analysis of the
existing situation of agriculture in Baltic countries, to make
an estimation of the current political targets concerning
agriculture and to prepare suggestions in order to increase the
effectiviness of agriculture to meet the local needs.

Schedule

This questionnaire will be sent to each Baltic country in May
1994, hoping that the answers would be available in June 1994.
The first draft of the report is planned to be delivered to the
concerned institutes in September-October 1994 for comments. The
final report is expected to be ready in December 1994 or in
January. 1995 latest.
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QUESTIONS.

1.The general situation of agriculture at the moment and the
objectives of farming in the near future.

-What are the three most difficult recent problems in
agriculture?

-What are the most important targets of agricultural policy?

-What could be the most effective means to develop agriculture?

2.The development of the structure of agriculture.

-How the agricultural area in divided between small family
farms ans big farms? Answer in hectares and in percents.
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-How much of the agricultural production is produced on
private farms? (full time family farms and part time plots)

-It is understood that quite a number of earlier big
agricultural units were during a couple of last years divided to
smaller (private) units. Was this restructuring of agriculture
success or not? yes/no

3.Will it be possible to reach self-sufficiency in grain
production within 3 - 5 years ?

a/ for human consumption

b/ for animal feeding

4.Will it be possible within 3 - 5 years to produce economically
for export a/ grain products b/animal products

5.Is it possible to produce farm products of better quality?

6.Can you give your opinion concerning family farms

-Are the recently founded family farms economical? Yes/no

~What are the biggest problems in family farming?
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-Will it be necessary to have big farms (co-operatives, state
farms, partnerships, share companies) in your country in the
future?

7.What is the economical size of a family farm (full time

farming)
-in milk production
-in beef production
-in pig production
-in grain production
-in eqgg production
-in mixed production

Answer by hectares and by number of animals

What is your opinion of part time farms.

8.The income level of farmers.

-What means are there to estimate the economical result of
farming?

-Is the income level of farmers satisfactory? Yes/No
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-Can you estimate the following means to raise farmers' income
level?
-to increase prices of farm products
~-to get higher state subsidies
-to increase the size of the farm
-something else

9.The rationalization on farms.

-Would it be possible to get the use of farm buildings more
effective?

-Would it be possible to get the use of farm machines more
effective?

-Would it be possible to get the use of fertilizers and feeds
more effective?

-Is field drainage on satisfactory level? Yes/no

10.The agricultural extension and farmers' education.

-How could you describe the main shortage concerning the
recent education level of the farmers,

~What kind of agricultural advice service is available for
farmers?
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11. Environment protection.

-Do you consider,that agriculture is in your country an
environment polluting factor?

-Are the farmers aware of environment problems? Yes/No

-What should be done in agriculture to protect environment.

12.The financing of agriculture.

-What arrangement will be needed to help the farmers to get
the necessary financing?

13.Agricultural industry and agroservice.

-What part of the industry should be owned
a/by the state?
b/by the farmers?

14 .How important is the agriculture for the employment in the
country?
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15.Marketing and storage of agricultural products.

What efforts should be taken to develop marketing and to
establish proper storage facilities?

16.0ther comments.
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