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ABSTRACT

An Economic Research Service program identifies the types of government policy
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PREFACE

The U.S. Department of Agriculture (USDA) has published other reports on
government policies. These include analyses of policies before World War II
published in Agricultural Price-Supporting Measures in Foreign Countries,
FS-56, Bureau of Agricultural Economics, 1932, and “"Foreign Agricultural
Policies--A Review and Appraisal," Foreign Agriculture, 1938. The U.S. Senate
also published a report World Trade Barriers in Relation to American
Agriculture, Senate Doc. No. 70, 73rd Congress, lst Session, 1933. After
World War IX, policies of foreign governments were described in USDA's
Agricultural Market and Price Policies in Foreign Countries, FAER-74, Foreign
Agricultural Service, 1953, and Agricultural Policies in Foreign
Governments--Including Trade Policies Affecting Agriculture, AH-132, Foreign
Agricultural Service, 1957. A revised AH-132 was published in 1964. Other
USDA regional policy reports since 1964 include Agricultural Policies in the
Western Hemisphere, FAER-36, 1967, Agricultural Policies in the Far East and
Oceania, FAER-37, 1967, Agricultural Policies in Europe and the Soviet Union,
FAER-46, 1968, and Agricultural Policies in Africa and West Asia, FAER-49,
1968.

This report describes policies and programs using information as of July

1987. The large country policy statements include descriptions of the economy
and the agricultural sector, a statement cf policy goals, a discussion of
agricultural programs, and a qualitative assessment of agricultural programs.
For smaller producing or trading countries, each country statement was
abbreviated. Countries with a 1985 population under 100,000 are not

included.

Each country statement provides information about key economic indicators and
the macrceconomic linkages to agriculture. The statements also describe
recent trends in key agricultural indicators and relate the agricultural
sector to key commodities produced and traded. Policy goals (import ,
substitution, self-sufficiency, export expansion, low or stable food prices,
secure food supplies, producer incomes) are discussed in terms of broad
government objectives as stated explicitly in develcpment plan documents or
implicitly in government actions. Agricultural programs are viewed in terms
of their effects on resource allocation and use, product distribution, oprices,
and trade. Interventions in domestic agriculture and trade are described.
These programs include domestic programs and border measures, such as
transportation and other output subsidies, research, extension, price and
income supports, production and trade quotas and indirect producer and
macro-policy instruments, and other direct and indirect producer and consumer
subsidies resulting from domestic and trade intervention.

Many statements include a list of references. However, other general
references from international organizations such as the World Bank, Food and
Agriculture Organization of the United Nations, the International Monetary
Fund, World Factbook (1985) published by the Central Intelligence Asency, and
Foreign Agricultural Service annual attache reports, were used extensively.
The American University series on Foreign Area Studies provided useful
materials. Other general references include articles on centrally planned
agriculture authored by persons in government and academia and published in
the volumes prepared for the Joint Economic Committee (JEC) of the U.S.
Congress. In 1985, the JEC issued China's Economy Looks Toward The Year 2000;
in 1986, East European Economies: Slow Growth in the 1980's; and in 1987,
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Gorbachev's Economic Plans. Estimates of aggregate protection levels have
been published in a USDA report entitled Government Intervention in
Agriculture--Measurement, Evalustion, and Implications for Trade Negotiations,
FAER-229, Economic Research Scrvice, April 1987. The results were presented
in terms of producer and consumer equivalents; that is, revenues required to
compensute producers of consumers if existing government programs were
elirninated.
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Global Review of Agricultural Policies

INTkKODUGTION
Gene A. Hathia

This report describes how governments maniage their economies and interact with
their people, with special emphasis on hcw the agricultural sector is affected
by changing government goals, policies, and programs. Government influence or
intervention varies by type of government, but few economies, if any, are free
of government influence. The levels of influence range from the extreme cases
of the totalitarian state where economic activities can be centrelly planned
to the anarchic state where no organized governments have the power to
regulate economic activity. Few countries have elected to tolerate situations
at either end of the extremes for very long. However, the acceptable liwel of
government intervention is a frequently debated political issue, the results
of which have important economic consequences.

The agricultural s;ctors of most countries are subject to frequent government
influence which directly or indirectly affects individual decisions regarding
resource use and product distribution. Resource and product values are also
affected by government decisions and actions. A frequently mentioned concern
is that many government policy/program instruments devised to achieve goals
work at cross-purposes. In fact, many programs are initiated to offset the
adverse effects of previously instituted programs. Many examples can be cited
of governments establishing programs to stimulate the individual decisionmaker
to respond in a particular manner and then creating other programs which will
evoke the opposite response. Exsmples are high support prices, acreage
controls, or marketing quotas intended to raise producer incomes, and export
subsidies intended to lower export prices for the same products.

There are several reason: government intervention in agriculture is common in
many countries. First, the agricultural sector is the dominant sector in many
countries, especially in Third World countries. Second, secure and safe food
supplies available to the public at attainable prices are essential to stable
gL ‘ernments and political processes. Third, the rural/farm block is usually
very powerful politically and united for some common objectives (minimum
+levels of income, maintenance of rural life styles, and the family farm, for
example). Fourth, many governments follow similar methods of taxing and
making income and resource transfers. Also, the demand for most agrizultural
products is relatively price inelastic, which yields high price va2riability
when supplies fluctuate. Many programs are implemented to pro¥ide producer
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and/or consumer protection from price variability. Often, prices established
by government are rationalized by authorities to prevent wide price
fluctuations. :

Government Policy Objectives

The study of government policy goals for the agricultural sector provides
information required to classify and compare policy goals and nerformance
levels. The type of economy/form of goverament and the stage of agricultural
development are important considzrations in establishing agricultural policy
goals. Fcr example, in the industrialized world with lavge and productive
agriculitural sectors (United States, Canada, Australia, and the European
Community), the dominant agricultural policy goals are to protect the level
and stability of farm jncomes and asset values and maintain the rural life
style. The list of programs to achieve the general farm income and asset
value goal is long and varies by country. But there seems to be common use of
price support programs, export expansion and input subsidies, and especially
subsidized credit. Some use is made of import substitution programs, trade
barriers, and domestic supply managemént. The United States has frequently
used supply maragement, not as a policy goal, but as a tool to help solive a
sucrplus problem created by other programs. Most industrialized zountries have
extensive public research, extension programs, food health regulations, grades
and standaids, and environmental protection standards, among others. Some
government involvement in marketing of selected products occurs in most
countries but very little use is made of direct government buying and selling
in the domestic market. Considerable goverament involvement is observed in
the international marketing of selected commodities through marketing boards
and government trading offices.

For the industrialized countries with limited production capacity and large
import needs (Japan, Taiwan, South Korea), the dominant policy goal is the
protection of farm incomes through high price supports made possible by the
use of trade barriers. Because of their limited capacities, and food security
concerns, many countcies select one or two basic staple food commodities to
protect and/or promote. Rice commonly serves this purpose. However,
intervention in the international market may be more common than intcrvention
in domestic production and marketing.

In most developing countries, a common policy objective is to promote
production increases to reach self-sufficiency levels. Import substitution
probably receives more attention thsa export expansion. For the several
middle-income developing countries with large agricultural sectors (such as
Argentina and Bruzil), expscts of agricultural products are very important
because they earn foreign exchange and generate government revenue. In many
developing countries with little likelihood of reaching self-sufficiency,
programs of import substitution for selected products are common although
scarce resources may be misallocated. Input subsidies are more frequently
used than income and price support programs. Government buying and selling
operations are common, but are used more to subsidize consumers than to
subsidize producers. Other consumer subsidies and import policies to assure
adequate supplies at controlled, consumer-acceptable price levels are common
forms of government intervention. Government involvement in quality control,
health, and agricultural research is not very great. Many countries have
eittensive extension and credit programs.
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The industrial centrally planned couatries follow rigid product pricing
practices designed to assure stable and low food prices. Rather than offering
extension services, these governments frequently recuire farmers to practice
specific production techniques nnd allocate the farm inputs needed for these
plans. At this point inm the development of their agricultural sectors, most
centrally planned countries strive for self-sufficiency in agricultural
production. But, many depend on the international markets for imports of both
inputs and products. Government performs much of the domestic marketing and
almost all the international marketing. In most centrally planned countries,
there is expanding opportunity for individual decisionmaking on private
production plots with sales going to the government or *hrough private shops.
Little government revenue is allocated to basic agricultural research and
quality control. Excessive political ccentrol of agricultural sciences has
reduced the payoff of state investment in these areas.

Policy and Program Assessment

Public choice of the policy goals and programs used to achieve goals depends
on the type of governm.nt, stage of economic and political development,
relationship of the agricultural sector within £he total economy, and the
relationship of the domestic economy to the world economy. Within the
agricultural sector, the policies and programs used to achieve public goals
also depend on the natural resources, technology, and production and marketing
systems commonly used in agriculture.

Some countries in this report are presented as single country cases; that is,
United States, Canada, and China. Other countries were grouped primarily on a
geographi> basis. The groupings are: Latin America and the Caribbean,
Rastern _urope and the USSR, Sub-Sahsran Africa, Western Europe, North Africa,
¥iddle East, South Asia, Southeast Asia, Oceania, and East Asia. But, the
following discussion uses a different classification--that of economic
level/type of government~--to review policy and program eifectiveness.

*ndustrialized Hirket Economies

These countries are represented by governments in which public choice is
determined by democratically elected officials and many, if not most, economic
decisions are made by private entrepreneurs. Most resource allocation and
product distribution decis.ons depend on the operation of a private enlerpriss
marketing system; that is, prices and trade are determined by the interaction
of market supply and demand. Countries/country groupings usually considered
developei industrialized include the European Community (EC), United States,
Canada, Australia, Japan, South Korea, Taiwan, and New Zealand.

Although the importance of agriculture in these countries varies greatly, a‘"
governments express concern about the well-%eing of the sector and its
farmers. The EC and the United States explicitly express concern for farm
income. The level of farm income is an important economic consideration of
agricultural policy in the other industrialized countries. The level and
stability of farm asset values, the survival of the family farm, and
maintaining export shares sre also key concerns of these governments.

The types of progcams used by such governments range from domestic program
instruments to trade or foreign programs. But, few programs can be
implemented in these countries without affecting the agricultural sectors of
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other couniries. In most cases, these countries are major traders of
agricultural commodities, and in some cases, inputs. The EC countries operate
under a common agricultural program (CAP). The CAP uses a system of price
management that maintains market prices within a small band of desired target
prices. Domestic prices are protected from fluctuations in the international
market by establishing minimum import prices, intervention purchases of
surpluses, and export -subsidies.

The United States uses a wide range of programs to support agriculture such as
price and income supports for come commodities, acreage reduction programs,
conservation reserves, commodity certificates, export quotas, and export
enhancement.

Canada and Australia use marketing and transportation programs which provide
both price and income support, supply management, and input subsidies. wWide
use of collective action is made by commodity marketing boards and statutory
authorities. The rail system in Canada is highly regulated, resulting in .
large subsidies for western grain and oilseed exports.

Japan, South Korea, and Taiwan have taken measures to expand food supplies by
administering high price supports and strict border restraints. These
goveraments have also endeavored to improve farm productivity through research
and various land and rural development programs. Japan strives to maintain a
healthy dietary pattern through promotion or expansion of the supplies o.
rice, wheat for Japanese noodles, food-quality soybeans, and fish.

All of these industrialized countries have relatively productive agricultural
sectors. With the possible exceptions of Japan, South Korea, and Taiwan which
have limited resource endowments relative to population levels, all countries
have the capacity to feed their people and export selected farm products.
Producers are generally considered well paid for their farming activities and
consumers are well fed at relatively low retail pPrices (with a few exceptions,
like sugar for U.S. consumers and rice for Japanese consumers).

However, the budgetary costs of these povernments' involvement in the
agricultural sectors of their respective countries have been great.
Misallocations of resources have occurred between the agricultural and
nonagricultural sectors and within the agricultural sector which have
sometimes created large surpluses of subsidized products. Trade in farm
commodities for these countries has been essential. All countries except
Japan, South Korea, and Taiwan have depended on exports to maintain domestic
farm programs at acceptable levels. Of ccurse, Japan has depended heavily on
these countries for imports, but used trade measures to protect domestic
producers of selected products from international competition. The importance
of the international markets underlies the current concern about the need for
trade liberalization. Both domestic and trade programs are coming under close
international scrutiny and negotiation.

Developing Countries

Developing countries include a wide range of income levels, from high in the
Middle East to extremely low in Sub-Ssharan Africa. Agricultural sectors gre
at varying levels of development but are generally large components of the
total economy. The industrisl sectors of most of these countries are in the
early to middevelopment stages.




An important policy concern of these countries relates to becoming
self-sufficient in food by increasing output and production efficiency. The
provision of minimum food supplies at prices affordable by the masses is a key
to economic and political stability of developing country governments. As
these countries move to food self-sufficiency, interest turns to international
markets. But these countries usually strive to minimize imports through
import substitution rather than free market export expansion. Many of these
countries, even during their early agricultural development, have one or two
major export crops such as sugar, coffee, tea, or cocoa. Few, with the
exception of Argentina and Brazil, regularly produce significant amounts of
feed grains and cereals for export sales.

The basic government intervention measures of developing'countries are input
subsidies, particularly for credit and fertilizer, and price controls.
Governments also intervene. in providing many inputs and services, and require
sales to government agencies of major staple products. Much government
intervention results in the net. taxation of agriculture, such as in
Sub-Saharan agriculture which shows a pattern of net support for consumption
(low, subsidized consumer prices) and net taxation of production. The more
frequently observed mechanisms of intervention on the international trade
side, have been government trading monopolies, trade barriers, regulation of
foreign investment, and restrictive foreign currency regulations. Governments
sometimes exercise control over resource use, varying from allocation of
production inputs to land reform measures and cropping pattern deci<ions.
Many countries limit the size of farms. Some countries, such as Egypt,
require area allocation to specific crops, usually export crops to earn
foreign exchange. Scme Latin American governments require certain amounts of
land be used for food crop output. Government stores and cooperatives are
commonly used to help implement food prices and consumer subsidy programs.

Evaluating agricultural policies and programs in developing nonindustrialized
countries is difficult. Many are not moving much closer to food
self-sufficiency, but government intervention is:-only one possible explanation
for that failure. Other reasons may be the lack of technological progress,
unfavorable climate, and limited resource endowment. Few observers question
the important role of government policies on maintaining low consumer and
producer prices in deterring progress toward self-sufficiency. Furthermore,
the operating costs of maintaining government programs in most countries are
great and divert funds from investments in production agriculture to financing
current consumption. Some programs have been successful in reaching selected
goals. For example, government programs to stimulate the adoption of the
"green revolution package" have successfully raised yields and output of some
crops in Asia, Latin America, and parts of Africa. There is little doubt that
input subsidies, although costly, have affected output levels and production
decisions. Often, the infrastructure required to distribute inputs is limited
to that controlled by the government. And price supports and input subsidies
can outlive their usefulness once they have achieved their intended purpose.

Centrally Planned Countries

The USSR and its Eastern European partners, as well as Mongolia and China,
have centralized planning of a large number of production and marketing
systems. There is direct government determination of domestic production and
marketing targets, import and export quantities, and allocation of farm
inputs. There are obligatory targets for the area under specific crops,




numbers of livestock, the nutrient mix of fertilizers, and other areas.
Collectivization of agriculture assured the state deliveries of farm products
during an earlier period of forced industrialization, but they are less
effective in more modern economies.

There has been some relaxation of control at ths central level. Increased
farmer initiative and efficiency have received more emphasis as the central
planning role has been reduced and the importance of financial markets has
increased. Privatization of resources is being seriously considered in

selected .countries and surpluses over target production can be sold on the
private markets.

Centrally planned countries, striving to improve the diets of their people,
have opened their domestic markets to imports. Yet, foreign agricultural
trade is still dominated by state monopolies.

China turned radically away from collective farming in 1979 by disbanding
communes and establishing the responsibility system. The main goals of
China's government are to improve living standards, sustain growth in
agriculture, and increase industrial production of consumer and export
commodities. Programs recently imposed to improve rural incomes include a
significant upward adjustment of government procurement prices of grains and
livestock products, enlargement of private plots, and resumption of rural
trade or free markets. The government has also relaxed regional
self-sufficiency requirements to permit farmers to exploit comparative
advantages and specialize in more profitable crop and livestock enterprises.

Although government control has been relaxed and institutional changes are
underway, prices are still set administratively or controlled by the central
government. Nevertheless, China has made impressive advances. Labor
productivity has advanced with the rapid development of rural industries
which provided markets for excess farm labor. Farmer incomes have increased
sharply. Peasants have invested heavily in housing, farm equipment, and
hand-guided tractors. Recent success with open markets has encouraged the

government to announce its intentions to eventually eliminate the procurement
system.

Success in reaching policy goals in the USSR and Eastern European countries is
not as evident as in China. Recent changes in the Soviet-type farm systems
and attempts to decentralize decisionmaking have undergone many reversals.

The level of central planning is still high and technological improvements and
increased efficiencies in production, marketing, and trade are difficult to
appraise,
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CANADA

Carol A. Goodloe

Agriculture is a small sector relative to the total Canadian economy.
However, agriculture is very important in western Canada, where most of the
crop and much of the livestock production occurs. Here, the dominant crop is
wheat, followed by barley and rapeseed. Cattle production is also an
important farm enterprise. Dairy and hog productions are the main farm
activities in eastern Canada.

Canadian agriculture is highly regulated. Marketing boards play an important
role in controlling production and setting prices for the major grains, dairy,
poultry, and eggs. Government policy goals inciude supporting farm income and
maintaining 2dequate supplies for domestic use and export.

Canada is a major agricultural exporter. Agricultural exports account for
about 10 percent of total exports and in recent years have contributed about
half of Canada's trade surplus.

Canada is a major competitor with the United States in world grain and oilseed
markets, but the two countries are also major customers for each other's farm
products.

The Economy

Canada, although a small country with only 25 million people, is the seventh
largest market economy in the world. Canada has an open economy. The trade
sector contributes about a fifth of GNF. The Canadian economy is highly
integrated with that of the United States; three-fourths of Canada's trade is
with the United States. GCanada has a large natural resource sector--forestry,
fishing, and mining as well as agriculture--but manufacturing is also
important.

Canada is a parliamentary democracy with two main political parties, the
Liberals and the Conservatives. There are 10 provinces. Canada is a member
of the British Commonwealth and has traditionally had strong cultural and
political ties to the United Kingdom, although the economic ties have
diminished since the United Kingdom joined the EC. Canada has a mixed
economy. The government, regardless of the party in power, has played a major
role in the economy as a provider of goods and services.
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The Agricultural Sector

The agricultural sector is only a small part of the total Canadian economy,
contributing less than 5 percent of GNP. Only 4 percent of the population
live and work oa farms. This percentage, however, varies greatly by province,
from only 2 percent in the Maritimes to almost 20 percent in Saskatchewan.
Both the farm population and the number of farms have been declining since
World War II.

Canada's cropland is snall relative to the nation's total size. Only 4
percent of area is devoted to crops, with an additional 2 percent in meadows
and pastures. Most crops are grown in the western prairie provinces. Crop
alternatives here are limited by a short growing season, little precipitation,
and long harsh winters. Drought is a frequeat event, most recently in 1980,
1984, and 1985.

Although Canada is a small producer relative to world output, it is a major
agricultural exporter. Agricultural exports account for about 10 percent of
Canada's total exports and in recent years have contributed about half of the
trade surplus,

Wheat, barley, and rapeseed are the most important crops in terms of both cash
and export receipts. Canada has been the world's second leading wheat
exporter over the past decade, although it averaged only 5 percent of world
wheat production. cCanada's role in world production and export of coarse
grains and oilseeds is less significant. Barley is the most important coarse
grain produced and exported. But over the past decade, corn production in
eastern Canada has been increasing at a faster rate.

Livestock production is also important, accounting for half the value of
Canada's farm output. Cattle and dairy are the two largest sectors. Poultry
a.d dairy are regulated by supply management systems that attempt to limit
production to domestic requirements. Pork exports are significant, equaling
about a fourth of production in recent years. Canada both imports and exports
beef. Most of the red meat trade is with the United States. Poultry and
dairy trade is regulated by supply management systems that control production
ané limit imports.

Canada's cold climate means many agricultural products cannot be produced.
Major imports are fruits, vegetables, tropical products, rice, and cotton,
equaling about half of Canada's total agricultural imports. For many of these
products, imports equal three-quarters or more of domestic consumption. “he
United States is the main agricultural supplier.

Policy Goals

Canada, along with most other developed market economies, tries to maintain
steady economic growth, high employment, and low inflation. As a country
highly dependent cn trade, Canada is a supporter of the General Agreement on
Tariffs and Trade (GATT) and its goals of a more open world trading
environment. Because its economy is so closely intertwined with that of the
United States, Canada must balance its interest and exchange rate policy with
U.S. policy. Canada usually keeps its interest rates slightly abtiove U.S.
rates to prevent capital from moving south and pressuring the Canadian dollar.
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With a change in government in 1984 came a shift in economic priorities, with
more emphasis on encouraging the private sector while reducing the role of the
government in the economy. This shift reflects the poor economic performance
of the late 1970's and early 1980's: severe recession, high unemployment and
interest rates, and a weak currency. The government is also seeking closer
economic ties with the United States and, to that end, initiated discussions
Wwith the United States in 1985 to establish freer trade between the two
countries.

Canadian agricultural policy goals include maintaining adequate food supplies
for domestic needs and exports, supporting farm income, and preserving the
family farm structure. Policy measures in the 1980's have aimed to address
various problems in the farm sector: the poor financial condition of many
farmers, excess production capacity, and increased export competition.

Policy goals vary by commodity, depending on whether the sector is oriented
toward the export or the domestic market. The major exports--grains,
oilseeds, and livestock products—-are priced to move in world markets and
receive moderate government support. Canada is a strong supporter of the new
GATT round and would like to see increased competition in world markets
through a reduction in export subsidies. On the other hand, policies for
those sectors that are designed to serve only the domestic market, notably
dairy and poultry, limit competition through fixed prices and import quotas.
In addition, the provinces have considerable powers in formulating
agricultural policy. Provincial policies of self-sufficiency have sometimes
conflicted with national goals.

Agricultural Programs

Canada has a wide array of programs and institutions for agricultural
commodities. Programs tend to be focused on specific commodity groups, such
as grains and oilseeds, red meats, and dairy and poultry. Programs cover
areas such as marketing and transportation, price and income support, supply
management, and credit and inputs. The objective of many programs is to
stabilize prices or income.

Marketing boards cover a wide range of commodities, from apples to wool. Over
100 such agencies account for about half of Canada's farm sales. Because the
regulation of Canadian agriculture is a shared federal-provincial
responsibility, all but five of the boards are provincial. The federal boards
regulate wheat, barley, and oats grown in the prairie provinces, and dairy
products, chicken, turkey, and eggs on a national basis. These boards
function as state monopolies, controlling the production, pricing, and
marketing of these commodities.

The Canadian Wheat Board (CWB) is the largest (in terms of the value of sales)
and most influential marketing board. As the only legal exporter of
western-grown wheat, barley, and oats, it ic a major player in world grain
trade. The CWB regulates producer deliveries through quotas, sets prires to
producers, and controls access to the grain handling system.

The dairy and pciltry sectors are strictly regulated by supply management
systems that control production by quotas and set prices based on cost of
production formulas. Imports are regulated by quotas and licensing
requirements. Surplus dairy products are exported at subsidized prices, which
are financed through producer levies.




Price and income stabilization programs are important components of Canadian
agriculture. The western grain stebilization program (WGSP) provides cash
flow support for western grain and oilseed producers. The agricultural
stabilization act (ASA) provides price support for certain commodities: wool,
corn, soybeans, industrial milk and cream, and wheat, oats, and barley outside
CWB-designated areas. Other commodities, mainly horticultural products, can
also be designated for support. 1In 1986, a voluntary tripartite program was
begun for cattle, hogs, and lambs, replacing the previous ASA support. Under
this program, the federal government, provincial governments, and producers
contribute equally to a fund that makes payments to producers when market
prices fall below established support prices.

The rail system is highly regulated and subsidized for western grain and
oilseed exports. Transportation subgidies are the largest single federal
expenditure on agriculture. Major expenditures include a subsidy on rail
freight rates paid to the railroads, payments for branch line rehabilitation,
and: hopper car purchases and boxcar repairs. 1In 1984, the first significant
change in many years was made to rail freight rates. The old "Crow rates,"
set in 1898, were raised. A fixed subsidy is now paid to the railroads.

Other government programs primarily benefit grain and oilseed farmers. A
Jjoint federal-provincial program provides subsidized crop insurance. Two
other programs provide cash advances to producers of storable crops in the
form of interest-free loans. other programs provide drought assistance to
livestock farmers, fuel tax rebates, and credit assistance. 1In addition,
provincial governments offer numerous programs covering many commodities.

Agricultural Program Evaluation

Subsidized rail freight rates on grains and oilseeds for export have been the
most significant policy measure affecting production patterns in western
Canada. Subsidized rates mean farmers have received a higher farmgate price
for their crops than if railrates were fully competitive. Production of
grains and oilseeds for export has been encouraged at the expense of domestic
feed use and processing to the disadvantage of the livestock and crushing
industries. On the other hand, the low rates during the 1970's contributed to
a deterioration in the grain transportation network, and actually worked to
reduce exports. Recent increases in rates are designed to improve the rail
network and remove some of the distortions caused by the old Crow rates.

The supply-managed commodities---dairy and poultry--are insulated from world
competition through high support prices and restrictive border measures. The
system of production quotas has led to substantial value accruing to quota
holders. Quota costs have become capitalized in the value of land and inputs,
raising entry costs for new farmers and costs of production. Although one
objective of the dairy and poultry programs has been to maintain the family
farm, the supply management programs have not been able to prevent the
consolidation of farms into larger and larger units,

The dairy program has been able to prevent large surpluses of dairy products
from accumulating, but at a large cost to consumers and taxpayers. 1In
addition, the dumping of surplus products on world markets has contributed to
instability in werld dairy trade. The poultry and egg programs have also been
costly to consumers and taxpayers. Poultry imports have actually increased
since the imposition of supply management,
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The stabilization programs have had little effect on resource allccation.
Payments utder these programs have usually been small, with large payments
occurring sporadically. However, WGSP payments have been growing in this
period of low prices, thus helping to keep some farmers financially viable.
Provincial programs have likely contributed to increased output of some
commodities, an example of which is pork.

Suggested Readings

Bavichello, Richard R. The Economics of Canadian Dairy Repulation. Technical
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Josling, Tim. Intervention and Regulation in Canadian Agriculture: A
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¥artin, Larry. Economic Intervention and Regulation in the Beef and Pork
Sectors. Technical Report Ne. E/1 1, Economic Council of Canada, March 1981.
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CHINA

Francis C. Tuan

China's agriculture, producing mainly rice, wheat, corn, pork, and vegetables
to feed over 1 billion people, has made impressive progress in raising out: 't
levels as well as productivity. Recent rural reforms are largely

responsible. The reforms, implemented since the end of 1978, have been very
effective and the repercussions have conformed with long-term policy goals of
China's agricultural sector. The primary goal has been to raise per capita
production and living standards. Although the value of agricultural output in
1985 increased 3.5-fold over that of 1952, the contribution of agricultural
production in recent years declined to about 28 percent of China's annual
total output value of society (consisting of agriculture, industry,
construction, transportation, and commerze), compared with 45 percent in

1952. The recent agricultural reforms have dramatically increased China's
ability to feed and cloth its people and even temporarily enabled it to become
to a net grain exporter in 1985 and 1986. However, China, with the world's
biggest population and limited opportunity to expand arable land, is expected
to gradually become a major U.S. overseas farm market.

The Economy

China has been ruled by the Chinese communist party since 1949. The country’s
economy, largely modeled on the Soviet Union's centrally planned system
through the end of the 1970's, has been vitalized because reforms have reduced
rigid government control. The economy is heading toward a more
market-oriented system and making impressive progress.

Per capita GNP, roughly $300 as estimated by the state statistiecal bureau, is
similar to that of many other developing countries. However, for about 30
years, China had high savings rates and heavy investment in the industrial
sector. Over the same time period, agricultural production was tightly
controlled by the central government, as in industry, through rigid planning.
Agricultural productivity grew little because of inferior rural structure,
poor managerial decisions, and misallocation of scarce agricultural inputs
such as arable land and capital. In addition, China faces bottlenecks in
other sectors such as energy and transportation.
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A series of readjustments have recently been implemented to resktructure
industrial and agricultural sectors and to deal with inflation. The inflation
was caused by price reforms and other economic programs such as subsidies on
crop procurement and elimination of government fixed prices of livestock
products. Relatively slow growth of tha economy and its GNP is exyected for
the next several yesrs given the problems and readjustments.

Despite a slowdown in the psce cof reforms because of readjustment and recent
disputes on reform validity raised by antireformers, the party seems to be
determined to continue o""rall economic refoims and to maintain an open-door
policy to the rest of the torld.

The Agriculiural Sector

China's has one of the largest agricultural sectors in the world. The sector
employs 312 million laborers, 62.5 percent of the total labur force, to
produce mainly rice, wheat, corn, pork, and vegetables.

Growth of agricultural production was generally slow over a long period of
time prior to recent reforms. Eight years after the reforms were implemented,
annual grain output increased 28 percent over the 1978 level. Wheat
production grew 65 percent. Total meat production rose nearly 140 percent
over the same period. China is now the biggest grain producer in the world
and its red meat output ranks second behind the United States. The increases
in grain output have helped China shift from a net grain importer to be a net
exporter during the last 2 years. China's agriculture currently contributes
about 41 percent to national income, almost as much as the industrial sector.

Policy Goals

Goals of China's economy have been to raise per capita production and living
standards, maintain sustained growth to become an industrial country, and
provide political security for the country.

China first emphasized and invested heavily in industrial development,
creating a comprehensive heavy industry unusual for a country at China's stage
of development. Industry ls now tlie larges! sector of the economy.
Nevertheless, rapid development of industry was costly. Living standards rose
very slowly and poor planning and lack of incentives led to large-scale waste
of resources and only limited productivity growth.

China's priorities have changed sharply in the last 8 years. Policy now
favors raising living standards and stresses expansion of agriculture and
industrial production of consumer and export commodities. This new direction
conflicts with the existing structure of industry and therefore changes have
been made during the last several years. The major changes include:

o Sharp cuts in the government budget and cancellation of major
construction projects, particularly in heavy industry.

0 Closing of many small plants, particularly those that are
inefficient users of énergy and scarce raw naterials.

o A nuch lower rate of investment and a major shift of investment
toward light and export industries.
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o A slowdown in growth of foreign trade, particularly in commitments
for purchase of large plants, consumer goods, and agricultural
products.

In the 1650's and early 1960's, agricultural policies had two dimensions:
promotiug both a socialist and a technical transformation of agriculture. The
- tialist transformation refers to strengthening state and collective forms of
¢ ‘ership and gradually moving agriculture toward a system of nationally owned
state farms, equivalent to industrial firms. fTechnical transformation
involves ongoing infusion of modern technology and supplies of modern inputs.
Both were viewed as essential to the sustained growth of farm production and
living standards. During the cultural revoiution (1966-76), government
policies stressed self-sufficiency, grain production, use of farm labor in
capital construction projects, nonmaterial incentives, and rigid central
plarning. Relatively large emphasis was placed on the socialist
transformation.

Policies implemented in the last 8 years emphasized regional crop
specialization, more balanced growth among agricultural subsectors, greater
investment in science and {:echnology, more reliance on material incentives,
and less direct central control. Furthermore, the commune system has been
dismentled. Under these policies, emphasis has shifted to the technical side
of agricultural development in crder to raise agricultural productivity and
efficiency. Expansion of rural markets, emphasis on individual self-interest
and higher incomes, and limits on the role of the collectives are part of a
temporary downgrading of the socialist transformation of agriculture. The
latter likely remains as a long-range policy of the leadership.

Agricultural products have long been an- important part of china's exports.
China has historically been a net exporter of farm commodities. Major farm
exports include rice, live animals and animal products, fruits and vegetables,
and a variety of specialty products such as tea and spices. china's
agricultural imports have been limited tc a narrow range of products. For a
period of time, three items--grain, cotton, and sugar--accounzed for the
largest share of purchases, particularly in the early 1980's. While
agricultural imports were up in the early 1980's, china never made a full
commitment to their continued growth, Larger grain imports were used to
support urban consumption, freeing greater amounts of grain to support areas
shifting acreage from grain to cash crops. The government appears to view
ri“'ng farm imports as a threat to the growth of industrial and technology
imports. Long-range agricultural plans have also put a high priority on
development of farming areas which will market the surplus portion of their
grain output. China hopes that this will increase government supplies and
hold down growth of grain imports.

Agricultural Programs

Rumerous measures have been imposed in the past 8 years to increase rural
Income, agricultural output, and marketing of farm products. Programs imposed
to expand rural income include a significant upward adjustment of government
procurement prices in 1979 for grains and livestock products, enlargement of
private Rlots in poor areas in 1981, and resumption of rural trade markets
(previously known as free markets). These programs have stimulated farmers'
enthusiasm to produce more. Rural income, as & result, has risen sharply.
After dismantling the commune system at the end of 1984, the central

14

23




government reduced the quantity of goods purchased through the state
procurement system in the following year. Farm households now sell cutput to
government and in local markets. Grain, oilseeds, and livestock products are
available from rural trade markets all over the country.

To increase the food supply, the government has relaxed its regional
self-sufficiency policy to allow farmers to specialize in crop growing and
livestock raising activities. The policy was supported initially by
government programs guaranteeing grain rations to farm households which, for
example, specialize in cotton production. This program together with others,
such as granting fixed-p—ice fertilizer as bonus, providing subsidized feed
grains to farmers who sell live animals to the government, and lifting fixed
prices on livestock products, have raised farmers' incentive to increase
agricultural production.

Starting in 1979, the Chinese government embarked on a revolutionary program
to reorganize farm production units and change rural institutions to
revitalize the rural economy. The program included disbanding the commune
system and instituting a contract system in which farm households could make
economic decisions and allocate resources to raise output, reduce costs, and
maximize income. Output and income have risen sharply.

Before reforms started, there were only a few regular marketing programs,
including a government procurement and rationing system, to fTacilitate
movement of farm products. Following progress in agricultural production,
particularly in 1982-84, China began introducing various programs to support
marketing not only within the country, but also to international markets.
Private transport of agricultural products is now permitted between
provinces. Food processing and feed manufacturing have also been encouraged
by the government.

In the early 1980's, China imported grains, oilseeds, and cotton after signing
trade agreements with several countries. These imports helped China initiate
reforms in rural avreas. For example, the increase in grain imports provided
food to urban areas, leaving more grain to feed the rural areas as farmers
increasingly specialized in cash crop and livestock production. After a
series of bumper harvest years, especially since 1985, the governrkent has
facilitated exports of corn, oilseed, cotton, and other crops to help earn
foreign exchange.

The increased grain output in 1983 and 1984 also triggered China's ambitious
feed production plans and livestock sector development programs. China sought
to buy equipment and technology to produce more and better feed. China has
also signed animal quarantine procedures with several countries to import
quality breeding animals.

Agricultural Program Evaluation

China's agriculture is in transition from an economy run administratively to
one in which market forces play increasingly important roles. Before recent
reforms were implemented, increases in overall agricultural production barely
kept up with population growth.

Higher yields have generated almost all of the growth in production of grain
crops for the last 8 years. Total cultivated area continued to decline.
Yield increases for wheat, rice, and coarse grains were rapid, largely because
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of greater and more efficient use of inputs such as chemical fertilizer,
improved varieties, better farm management, and more speczialization. These
changes have basically resulted from the new policies, programs, and measures.

Rising farm production and higher income have led to major changes in the
level and composition of goods. pPer capita grain consumption continues to
increase. Also, the amount of rice and wheat consumption, indicating quality
of diet, has increased more than 60 percent since 1978.

Total oilseed output has: been rapidly growing in the last 8 year: although
growth leveled off in the last 2 yzars because of a planned decline in
cottonseed output. Per capita availabilities of edible vegetable 0il doublad
in the last couple years, compared with 1978. As incomes rise, urban and even
some rural ccasumers are shifting their preference from animal fat to
vegetable oils. However, with about 40, percent of total oilseed output
entering commercial channels, much of China's oilseed product is consumed in
urbza areas. The government annually provides urban residents 6 kilograms of
7egetable oil at a subsidized price.

Cotton production has been a typical case in the development of China's
agricultural sector since reforms were imposed. Before 1982, cChina imported
huge quantities of cotton to meet the rapid growth of its text’le industry.
Since 1983, China has become a net cotton exporter and competes witii the
United States in the Asian markets. Pricing programs have played an important
role in this change. ,The pricing programs were also effective when China
deliberately lowered é%e level of procurement prices. Cotton output declined
sharply in the last 2 years. oOther cash crop production, including fruits and
vegetables, also grew significar.tly because of increases in procurement prices
in the last few years.

Livestock product consumption also grew, although per capita availabilities
are still low compared with world averages. Pork output has contributed most
of the increaces in recent years despite poultry, eggs, and milk output
growing rapidly in the last 3 years. Growth of livestock products will
largely depend upon the availability of domestic grain supplies.

Labor productivity has impressively advanced, particularly because rapid
development of rural industries helped to rural labor force to leave farming
activities.: Per capita net income of farmers algo increased over twofold
since reforms started. Peasants have investad heavily in housing, farm
equipment such as small tools, and hand-guided tractors.

Agricultural commodities marketed through rural trade markets have steadily
increased in volume and in quality. More leaner meat, grain, fruits, and
vegetables are now readily available in the markets because farmers are
enthusiastic about rural trade. They anticipate more cash income.

Agricultural production will proceed at a slower pace than in the early
1980's. The largest part of the positive effect of new policies, particularly
of the responsibility system, has already taken place and the growth of input
supplies, particularly good quality fertilizer and other chemicals, will be
much slower. Opportu. lties for shifting area .rom grains to cash crops appear
to be largely exhausted. Arable area has continuously declined in the last 8
years because of nonfarm use. A number of specific problems currently face
China's leaders, including marketing, planning and management, land use,
energy, and infrastructure.
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Marketing System

The government announced its intention to eventually eliminate the procurement
system. Other measures which prevent farm households from marketing their
produce outside their own jurisdictions and in other provinces will also be
eliminaeted. While institutional changes are underway, farm prices are still
administratively set or controlled by the zovernment. There is not a good way
to accurately estimate the effect on production becaus: of price and policy
changes. China has a rising interest in studying the U.S. agricultural
marketing system and price support programs.

Planning and Management

While the government still maintains certain control through China's
decentralizZed planning system, it now 7ust rely more on the price adjustments
and other indirect levers of control to guide lower level decisions to
increase agricultural production. How to reform agricultural prices and to
use price support programs, subject to government budgetary constraint, are
important questionc for the government as it modernizes the agricultural
sector. How to relate agricultural planning at the central gevernment level
with the management decisions made at the farm ievel will be critical to
China's agricultural development.

Land Use

Large amounts of farmland, much of it of high quality, have been lost over the
past 30 years to urban and indusirial uses. Opportunities for land
reclamation are limited and high costs make it increasingly uneconomical. The
nearly accomplished land zoning and planning programs and otner means of
reducing loss of quality agricultural land are critical to China's
agricultural production.

Energy Shortage

Crop residues used for heating and cooking mezn that nutrients are removed
from the soil. The search for fuel has also accelerated deforestation,
increasing soil erosion and the threat of floods. Growing mechanization has
also added a new dimension to rural energy problems as supplies of electrical
power and diesel fuel are frequently short.

Infrastructure

The lack of transportation capacity to move agricultural commodities has
become an important concern of the country, particularly after agricultural
production increased sharply. In addition, storage capacity and ability to
process agricultural products have also been limited. Transportation problems
have been a major reason that China started exporting grains in the north in
the last couple of years while importing grains in the south. Given
continucus agricultural development and regional sptcialization, China needs
to vigorously invest in developmuar of its infrastructure to alleviate
transfer, storage, a2nd processing problems.
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REGIONAL SUMMARY OF EAST ASIA

Lois Caplan

East Asia comprises Japan, the newly industrializing nations of Taiwan and
South Korea, the territories of Hong Kong and Macao (both scheduled to revert
to Chincoce control in +hs 1sie 1990's), and North Korea. Densely populated
with scarce land and natural resources, most of these markets rely heavily on
imports of raw materials and agriczultural products, while exporting mostly
manufactured goods. Agriculture contributes a very small or diminishing share
of the region's economies.

In contrast, centrally planned North Korea stresses economic self-sufficiency,
limiting dependence on trade, by devoting a large share of the nation's
resources to the agricultural sector.

East Asia is an important market for many U.S. agricultural products, mainly
bulk commodities such as feed grains, soybeans, tobacco, and cotton. The
United States has sent an increasing share of its total farm exports to the
region (about 30 percent in the mid-1980's).

The East Asian economies expcrienced generally high growth over the last
decade, except in 1985 when exports slowed and in 1986 when Japan's economy
was hurt by the strong yen. The region enjoys high per capita incomes
compared with other Asian countries. While the free ports of Hong Kong and
Macao are known for their easy trade policies, the other East Asian countries
have adopted more restrictive trade regimes, including tariffs, quotas, and
various nontariff barriers. Japan's huge trade surplus of $52 billion with
the United States in 1986 and the growing bilateral trade surpluses of Taiwan
and South Korea have brought forth calls to liberalize their currency markets
and to make faster progress in opening their markets.

Except for North Korea, with its large cooperative and state farms,
agriculture in the Eas% Asian countries is mainly private and small scale.
Farmers in Japan and Taiwan obtain a arge share of their income from nonfarm
sources. Rice is the predominant crop, although fruits, vegetables, and other
crops are widely cultivated. The region’s livestock sectors have expanded
rapidly over the last two decades, requiring large quantities of mostly
imported feed grains and oilseeds. Agricultural production in Hong Kong and
Macao is very smali, as the territories import nearly all of their food
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requirements, mostly from China. Although East Asian diets are based on rice,
fish, fruits, and vegetables, they have become increasingly diversified with
growing amounts of eggs, dairy products, and meats.

Agricultural policies in the post-World War II era in East Asian countries
centered on securing stable food supplies, increasing food self-sufficiency,
and maintaining stable or low food prices. During the 1960's, policies
shifted to increasing farmer productivity and incomes in order to help keep
resources in agriculture in the face of rdpid growth in the nonagricultural
sectors. As world agricultural markets became increasingly unstable during
the 1970's and 1980's, food security again became an important policy issue in
Japan. Other policy goals there include maintaining the traditional "Japanese
diet," realizing higher farm productivity, and protecting natural resources
and the integrity of rural villages.

The governments of Japan, South Korea, and Taiwan have attempted to carry out
their policy goals largely through intervention ir. domestic agricultural
markets and through restrictive border measures. The governments are heavily
involved in the procurement and marketing of food grains such as rice, wheat,
and barley. While generally controlled less strictly, feed grains are
restricted by import quotas, tariffs, and group purchases in Taiwan. Other
agricultural programs include post-war land reforms, agricultural research and
extension, land resource development and imerovement, itcigation projects, and
rural infrastructure development.

Self-sufficiency in agricultural products has generally not been achieved in
East Asia, although high levels of self-sufficiency have been obtained for
some- commodities. Japan's overall food self-sufficiency rate has fallen,
despite increased protection levels for important commodities like rice and
beef. Expanding livestock sectors have made the region more dependent on
imported feed grains and soybeans, as domestic feed and forage supplies are
limited. High administered rice prices in Japan, Taiwan, and South Korea have
promoted production, discouraged consumption, and caused surpluses in Japan
and Taiwan since the late 1970's. To reduce surpluses, Japan and Taiwan
initiated expensive riceland diversion programs and surplus disposal programs
(subsidizing rice exports and using rice in animal feed).

Agricultural productivity has increased substantially in Taiwan and South
Korea over the last several decades. Japan's farm productivity has not
increased significantly since the mid-1970's, although it has kept up with
gains in the nonfarm sector, helping to keep resources in agriculture. Some
farm sectors in the region are more efficient than others. Examples include
poultry and citrus production in Japan and pork production in Taiwan. Price
stabilization measures have probably caused consumer prices to be higher than
they would be without government intervention.

Excluding Hong Kong and Macao, agriculture in the East Asian countries remains
heavily protected, despite sometimes substantial trade liberalization measures
over the years. Because of strong government commitments to the farm sectors
for social and political reasons, liberalization of agricultural markets in
these countries is likely to be very gradual.



HONG KONG
Lois A. Caplan

Under the Sino-British Joint Declaration, ratified in May 1985, British
sovereignty over Hong Kong will be transferred to the People's Republic of
China in 1997. As a special administrative region, Hong Kong will be allowed
a high degree of autonomy, except in foreign affairs and defense. China has
promised that the colony can maintain its capitalistic economy and open
lifestyle for 50 years after 1997. The Hong Kong economy, now worth over $35
billion, grew at a rapid pace during 1975-84, slowed to less than 1 percent in
1985, and expanded by 9 percent in 1986.

Hong Kong has become a leading manufacturing and financial center through its
free enterprise and free trade policies, an industrious workforce, a
sophisticated financial infrastructure, a modern and efficient seaport, and an
excellent worldwide communications network. Exports are extremely important
to Hong Kong's economy, amounting to 112 percent of GDP in 1986. The
manufacturing sector still accounts for the largest share of the economy,
although it has declined in importance. Clothing is the dominant industry,
and other important industries include electronics, watches and ciocks,
textiles. metal products. and tove. Agrisultura'e contribution to the economy
is less than 1 percent.

Hong Kong is one of the.most densely populated areas in the world, with a
population of 5.5 million living on 404 square miles. Only 9 percent of the
area is arable. Major crops are vegetables, flowers, fruit, and other field
crops, valued at $56 million in 1986. Rice production has given way to
intensive vegetable cultivation, which is more profitable. Hong Kong supports
a small livestock industry, principally poultry and piy raising, and some
dairy farming.

Hong Kong must import 90-95 percent of its food and agricultural raw
materials. Agricultural imports amounted to $2.6 billion in 1985. The United
States is the second largest supplier of agricultural products to the colony,
after china. Major imports include live animals and meat products, cotton,
rice, wheat, coarse grains, and citrus fruit. Major agricultural exports and
re-exports include fish products, fruit, vegetable preparations, and crude
animal and vegetable materials.

The Hong Kong government generally favors a free trade policy. The government
imposes specific duties on tobacco and cigarettes and alcoholic and
nonalcoholic beverages. There are no tariff barriers or direct subsidier to
producers. The major agricultural policy goal is to promote the social and
economic advancement of primary producers through increased technical and
economic efficiency, improved stability of production, and maintenance of
orderly and efficient marketing.

Other policy goals include protecting consumers from high food prices by
efficiently marketing local produce and maintaining a secure supply of fresh
fish products. The agriculture and fisheries department promotes and
regulates producer associations and oversees the ordarly marketing of farm
produce through such groups as the vegetable and fish marketing organizations.

Although very swall, local farm production has contributed significantly
toward meeting domestic demand for fresh foodstuffs and has a stabilizing
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effect on imported food prices. The Hong Kong government has emphasized a
healthy food supply and a clean environment. Recent government initiatives in
this area include banning the sale of poultry growth-stimulating hormones and
the sale of fish, meat, and poultry containing synthetic hormones; stringent
antipollution measures which affect livestock-producers; and a vigorous

antismoking campaign.
Suggested Readiﬁgs

Ismail, Aladin (ed.). Hong Kong 1987. Government Information Services.

Riddell-Swann, J.M. Annual Departmental Report. Agriculture and Fisheries
Department, Hong Kong, 1983-84.

JAPAN
Bill Coyle

Japan's agriculture, centered on rice, livestock products, and vegetables, is
declining in its importance to the country's economy despite highly
protectionist agricultural policies.. Productivity growth in other .ssctors of
the world's second largest market economy has put adjustment pressure on its
agriculture, requiring increasing levels of protection to prevent the movement
of resources from sgriculture. Despite these efforts, Japan's agricultural
self-sufficiency declined from about 75 percent in 1960 to 45 percent in

1985. Japan is the world's largest net importer of farm products and by fav
the largest U.S. overseas farm market.

The Economy

Japan's economy is the third largest in the world, after the United States and
the Soviet Union. It has a parliamentary form of government, headed by the
liberal democratic party (LDP) since 1955. The longevity of the LDP, which
derives much of its support from organized business and agricultural
interests, has been an important source of national stability.

Japan's economic growth averaged about 9 percent a year during 1952-73. These
high growth rates have been explained by gains derived from a large and highly
educated workforce, low tax rates because of limited defunse and social
security expenditures, access to an open trading system and low-cost Western
technologies, a high savings rate, and businesses' orientation toward
long-term growth rather than short-term profit because of greater reliance on
deficit rather than equity financing.

During the 1970°s, several international shocks slowed Japan's economic
growth. Greatly increased oil prices in 1973 led to rapid inflation and GNP
decline in 1974. Competition from nations such as Korea and Taiwan threatened
basic industries such as steel and textiles, and more recently, consumer
electronics, automobiles, and high technology. Since 1975, annual real growth
averaged less than 5 percent. Since the late 1970's, Japan's economic growth
has largely resulted from expanding exports, rather than increasing domestic
demand.

Japan's recently growing trade surpluses with some of its most powerful
trading partners have led to trade friction and protecticnist measures in
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those countries. During the 1980's, Japan emerged as a major exporter of
capital as a result of a leveling off of domestic private investment and
continued high savings rates. The strengthening yen in the mid-1980's
stiffened conpetition for Japan's export- and import-competing industries,
drawing attention to the nation's need to rely more heavily on domestic demand
for growth.

The Agricultural Sector

Agriculture, centering on rice, livestock products, and vegetables, is one of
Japan's most highly protected sectors. WMNevertheless, Japan is the largest net
importer of agricultural products in the world, accounting for about 9 percent
of total world farm trade. Japan's dependence on commodity and other raw
material imports arises from its comparative adwantage in manufacturing and
disadvantage in primary production. Japanese agricultural policies have
reduced the tendency for Japanese agricultural resources to shift into more
efficient sectors by protecting Japanese farmers from international
competition. Protection levels since the late 1950's and early 19%0's rose
for important commodities like rice and beef. While protection slowed the
decline in the country's agricultural self-sufficiency, the rate still dropped
from 75 percent ian 1960 to about 45 percent in 1985, one of the lowest levels
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national income.
Policy Goals

Current Japanese agricultural policy does not differ fundamentally from that
of past post-war decades. The government treats agriculture as a special
industry with a key role in Japanese cultural and economic life. The concern
of the 1960's was to keep land, labor, and capital resources in agriculture
despite rapld productivity growth in other sectors of the economyt: the
concern of the 1970's and 1980's has been to cope with the instability of
world markets. Several factors increased Japan's anxiety about its dependence
on trade in general and about securing a stable food supply in particular:

the worldwide shortfall in grain production combined with large U.S. grain
sales to the USSR in 1972, the U.S. soybean embargo in 1973, the imposition of
200-mile fishing limits by many countries, and the internationalization of the
world economy through growth in trade and capital flows. At the same time,
Japan's emergence as a wWealthy and powerful country drew attention to its
closed markets, including its restricted agricultural markets.

In 1980, the agricultural policy council, an advisory group to the prime
minister, produced a report titled "On the Implementation of the Basic
Direction of Agricultural Policy in the 1980's," an important guide for
current Japanese agricultural policy. The interrelated policy objectives
expressed in this report include securing a stable food supply, maintaining
the Japanese diet (characterized by high grain and fish consumption, low meat
and fat intake, and relatively low total caloric consumption), realizing
higher farm productivity, and protecting natural resources and the integrity
of rural villages. The report states that a secure food supply should be
achieved through increasing the country's focd self-sufficiency, contributing
to stability in world food supply, and continuing to maintain a national food
reserve. Today's policy emphasis reflects a shift away from concerns about
farm income and back to those of stable food supply and food self-sufficiency
which predominated in the 1940's and 1950°'s.
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Agricultural Programs

Measures taken to expand the country's food supply include administering high
price supports through the use of strict border measures and improving farm
productivity through various government land and rural development programs.
The 1952 land law was amended in 1970, 1975, and 1980 to increase the fluidity
of land rights and promote larger, more efficient operations. Other measures
consisted of trade agreements (such as the Butz-Abe understanding of 1976-78
involving wheat, soybeans, and feed grains, and a multiyear agreement with
Australia on sugar signed in 1974) and government support to diversify import
. supply. The goverament initiated a program in 1976 to increase
government-held barley stocks and to subsidize expansion of privately heid
corn, sorghum, and soybean stocks. Accumilation of large rice stocks in the
late 1970's diminished the urgency of this program. Since Japan is a food
deficit country, its food aid contributions are mainly surplus domestic rice
or purchased commodities from surplus countries for donation to needy
countries.

Maintaining the "Japanese dietary pattern," which the government acknowledges
as adequate, distinct, and healthful, is promoted by measures to stabilize or
expand supply of rice, wheat for Japanese noodles, food-quality soybeans, and
fish.

Japanese agricultural trade policy is used to support its domestic farm policy
objectives. High commodity prices are maintained by insulating Japan's
agriculture from international competition in a variety of ways. The
government's food agency strictly manages rice, wheat, and barley imports.
While the number of categories of agricultural commodities restricted by
import quotas was reduced quite sharply during the 1960's and early 1970's, 19
categories .still remain. They include dairy products, beef, and fresh
oranges. Tariffs on bulk commodities are relatively low, while tariffs on
fresh and processed fruits and vegetables range up to 30-40 percent. Tariff
quotas apply to a number of agricultural items, including corn for industrial
uses and barley for feed. Japan's strict quarantine regulations of plants and
animals are sometimes considered to restrict imports.

Progress toward liberalizing the Japanese agricultural import market has been
mostly confined to high-value and processed products. Japan still imposes
import quotas on the same 19 categories that it did 10 years ago, though it
has taken measures to eliminate quota restrictions on various, mostly minor
products within these categories. The Tokyo Round of multilateral trade
negotiations of 1973-79 resulted in reduced Japanese tariffs for more than 150
agricultural items and expanded quotas for beef, oranges, and citrus juica.
Since 1979, Japan has implemented a number of additional trade packages
involving tariff reductions and other measures aimed at stimulating
agricultural product imports. Japan agreed to further expand beef and citrus
quotas in understandings reached with the United States (grain-fed beef,
oranges, and citrus juice) and Australia (total beef) in 1984. Japan's rice
policy emerged uas a nettlesome issue in the mid-1980's with the American Rice
Miller's Association filing a Section 301 unfair trade practices petition in
late 1986 citing Japan's near total ban on rice imports. The U.S. Government
rejected the petition but pressured Japan to discuss its rice policy in the
Uruguay round of multilateral trade negotiations.

The U.S. Government also entered into discussions with Japan regarding
elimination of quota restrictions on 12 of the 19 trade categories still
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restricted by import quotas. A GAIT panel was established in 1937 to resolve
the dispute.

Agricultural Program Evaluation

Contemporary Japanese farm policy objectives have generally not been
fulfilled. Despite calls for expanded domestic production of crops other than
rice;, Japan's agricultural output has shown virtually no increase during the
1970°s and 1980's. Rice production has declined since peak harvests in 1967
and 1968.

High administered rice prices have encouraged production, discouraged
consumption, and caused surpluses. They have also led to three rice land
diversion programs (1971-75, 1976-77, and 1978-87) and two surplus disposal
programs in the last 15 years. Citrus and vegetable production has shown no
increase. Only livestock products have expanded significantly, growing
rapidly over the past 25 years.

The increasing importance of livestock products in Japanese agriculture and
the lack of domestic feed and forage supplies have made Japan increasingly
dapandent on -coarss grain and oiiseed imports.

Output per farmworker has changed little since the mid-1970's. Nevertheless,
it has kept pace with the nonagricultural sector, leading to more stability in
the use of farmland and labor than during the rapid growth period of the
1960's. Average livestock holdings increased steadily but average farm size
remains at only slightly more than 1 hectare.

Although government support prices stabilized in the past several years, the
disparity between domestic Japanese prices and world prices widened because of
depressed world prices and the sharp increase in the exchange value of the yen
during 1985-87. This increasing disparity is particularly noticeable for
rice, still accounting for a third of Japan's agricultural output. It is also
true of wheat, beef, and dairy products.

Japan does not equally assist all farm products. Some farm activities are
more efficient than others. The poultry sector showed relatively high rates
of productivity growth and required little horder protection. The disparity
between internal and world prices for chicken meat has declined steadily since
the 1960's. Japanese citrus production is also relatively efficient as
reflected in low wholesale prices relative to import prices.

Despite some efficient sectors, Japanese agriculture is generally among the
more heavily protected in the world. Several studies show that the welfare
costs of its agricultural policies amount to tens of billions of dollars.
Protection has ‘hampered two other policy objectives: promoting stability in
world agricultural trade and promcting the Japanese diet.

The Japenese often argue that their steady annual imports of large amounts of
agricultural products help to stabilize world agricultural markets. But, the
highly insulated nature of the Japanese agricultural market means that changes
in world prices are not always passed through to Japanese producers and
consumers, shifting the adjustment burden from price changes onto world
markets. As a result, world commodity prices are lower and more volatile than
they otherwise would be.
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Instead of promoting the Japanese diet, Japan's policy of high rice prices has
probably accelerated the decline in per capita rice consumption. The consumer
rice price increased in recent years while the producer price remained

frozen. Per capita fish consumption remained roughly stable, but consumption

of livestock products, particularly beef, rose.

Japan has at least three choices for agricultural policy:

o Maintain the status quo with a farm policy that sustains small-scale,
high-cost rice production. Adopting this course is unlikely because of
the anticipated decline in the political clout of farm groups, the
increasing influence of Japan's export sector and consumer groups, and
pressure from foreign food suppliers to liberalize its import market.

0 Take a free trade approach. This approach is favored by some consumer
groups and foreign interests. However, if this strategy were quickly
adopted, its social dislocation cost would be intolerable. Free trade
advocates cite global and Jgpanese welfare gains, but seldom discuss the

costs. Some groups, notably producers, would sustain sizable income
cuts. A rapid switch to free trade is unlikely.

0 Pursue a middle -course. A middle course would mean continuing to protect
the national agricultural sector as much as possible while gradually
liberalizing it, making it more efficient and competitive compared with
the rest of the world. Japan is most likely to pursue this policy.

Suggested Readings

Coyle, William T. Japan's Rice Policy. FAER-164, U.S. Department of
Agriculture, Economics and Statistics Service, 1981.

Coyle, William T. The U.S.-Japan Beef and Citrus Understanding: An
Evaluation. FAER-222, U.S. Department of Agriculture, Economic Research
Service, 1986.

Egaitsu, Fumio. ‘"Japanese Agricultural Policy: Present Problems and Their

Historical Background," in U.S.-Japanese Agricultural Trade Relations, Emery

Castle and Kenzo Hemmi (eds.), Resources for the Future, Washington, DC, 1982.

Government of Japan, Ministry of Agriculture, Forestry, and Fisheries. "On
the Implementation of the 'Basic Direction of Agricultural Policy in the
1980's*': Report by Agricultural Policy Council," Japan's Agricultural Review.
March 1983.

Johnson, D. Gale. "Food Security and Japanese Agricultural Policy," Issues in

U.S.-Japan Agricultural Trade. Published by the U.S.-Japan Economic Agenda,
Carmegie Council on Et! .cs and International Affairs, and the George

Washington University, New York, 1986.

Ogura, Takekazu. Can Japanese Agriculture Survive? Agricultural Policy
Research Council, Tokyo, Japan, 1980.
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MACAO
Lois A. Caplan

Macao is an island enclave settled by Portuguese traders in 1557. 1In 1979,
the Portuguese acknowledged Chinese sovereignty and, in return, the Chinese
allowed the territory to remain under Portuguese administration. A 1987
agreement between China and Portugal transfers Macao to Chinese control in
1999. The territory will become a special administrative region of china.
China has promised that Macao, like neighboring Hong Kong, will be able to
maintain its capitalistic system for 50 years after China resumes control.

With more than 400,000 people, mostly of Chinese origin, inhabiting only 6
square miles, Macao is the world's most densely populated territory. About 90
percent of the land is urban while 10 percent is agricultural. Once a
thriving world trading centor, modern Macao produces textiles, toys, plastic
products, and electronic components. Gambling casinos are the territory's
single largest source of government revenue. Exports totaled $756 mill)ion in
1983.

Rice and vegetables are the main agricultural crops. While local produce
provides dietary staples such as poultty meat, pork, seafood, and vegetables,
Macao relies mostly on imports for its food, mostly from nearby China and Hong
Kong.

Suggested Readings

Soutbzrland, Daniel. “China, Lisbon Reach Accord on Macao," The Washington
Post. March 24, 1987.

Wise, Peter. "“Lisbon, Peking to Start Talks on Portuguese Withdrawal From
Macao," The Washington Post. June 6, 1986.

NORTH KOREA
John H. Dyck

North Korea has followed a policy of self-reliance to an extreme degree,
playing a much smaller role in world agricultural trade than its size would
suggest. North Korea's isolation and secretiveness are such that even basic
data on population and agricultural production are not released. Such data
must be guessed. Major crops are rice, corn, and various fruits and
vegetables. The proportion of GNP attributable to agriculture is unknown, but
probably less than half. The country has a collectivized agriculture that
benefits from extensive mechanization and irrigation, heavy use of chemical
fertilizer, and intensive research and extension activities.

The Economy

Outside estimates of GNP vary widely. A floor for estimates might be $20
billion. The population is estimated at about 20 million. North Korea
emerged from Japanese colonial rule in 1945 with an economy dominated by
industry and mining, and had a large hydroelectric power base. The country's
heavy industry has continued to expand since then. Large amounts of capital
have flowed into agriculture. Light industry has apparently not received as
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much emphasis as heavy industry and agriculture. The transportation and
communication networks are extensive. North Korea's political system

emphasizes central planning and self-sufficiency in the economy. Heavy
expenditures on the military have continued throughout the postwar period.

The Agricultural Sector

Hajor crops are rice, corn, fruits, vegetables, wheat, potatoes, sweet
potatoes, and tobacco. Farming is done on large, mechanized farms, in
contrast to the rest of northeast Asia. Little is known about livestock
production, but much of the poultry meat, eggs, and pork is produced in
specialized enterprises, often near cities. Sheep, dairy cattle, and goats
are raised in hilly areas.

The Korean diet includes rice and riced corn (a rice substitute), vegetables,
fruits, and limited amounts of livestock products. While nutrition is
probably adequate, some toods such as rice are evidently in short supply and
are rationed, such as rice.

Policy Goals

North Korea's ruling party has sought to establish a socialist economy in
which class distinctions would eventually disappear. Growth, particularly in
modern industry, has preoccupied the country, especially because of the
destruction caused by two wars. Another major goal has differentiated North
Korea's development from most other centrally planned nations: a commitment
to economic self-sufficiency, which in turn allows political autonomy.

North Korea began in the late 1970's to invite more trade and investment from
the rest of the world, a theme that has been repeated in the latest 7-year
plan (1987-94). Unpaid foreign debts from the 1970's remain a serious
obstacle to wider foreign economic involvement. Although reducing
self-sufficiency, greater reliance on foreign capital and trade might
stimulate growth. North Korea's leaders are perhaps moré aware now of the
problems of maintaining growth without trade.

After World War II, North Korea's drive for self-sufficiency confronted the
fact that it had become a net food importer before the war. Unlike other
centrally planned economies, North Korea embarked on a policy of building up
the agricultzral sector with the aid of the nonagricultural sectors. Besides
self-gsufficiency in food production, the establishment of socialist social
relations.in the countryside has been a major policy goal. The country's
leadership has for years indicated a preference for state farms, owned by the
state and operated by farmers with the status of workers. However, most farms
remain cooperatives, owned by the farmers who live on them. This state of
affairs perhaps shows an unwillingness by the leadership to jeopardize
self-sufficiency by forcing through the ownership changes.

Agricultural Pograms

Land reform divided the land among the mass of peasants in 1945-46. The
country collectivized its farms into cooperative farms from 1953-58. Massive
water projects--irrigation and flood control--began after World War fI and
continue to the present, along with extensive land reclumation from terracing,
dike construction, and other methods. Agricultural mechanization with
tractors, trucks, and other machines reportedly reached a satisfactory level
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by the late 1970's. High levels of domestically produced chemical fertilizers
are used. Rural electrification and road building have benefited most areas.
Higher education is supposed to serve all farms and substantial numbers of
farmworkers and cooperative members work as technicians. Agricultural
research is stressed.

North Korea has used some unorthodox raw materials and processes in its search
for self-gufficiency. Corn processed to look like rice is a major food.
Walnuts are pressed for oil on a large scale, reeds are harvested for paper
and textile use, and the government encourages the use of wild plants for food
and medicinal purposes. A limestone based fiber, vinalon, has become a
principal element in textiles in North Korea, which can grow little cotton.

North Korea has little foreign exchange, and uses agricultural exports to earn
exchange, or in barter for other goods. The country has long exchanged fresh
fruit and vegetables; tobacco, and rice for Soviet goods, including small
amounts of wheat and sunflowerseed oil. Other trading patterns have been more
sporadic. Some rice is generally exported, while wheat, less expensive than
Tice, 1is imported. The overall level of agricultural trade is small.

Agricultural Program Evaluation

North Korea's agriculture has reportedly achieved high grains yields. Because
farmland is scarce, labor and capital are used heavily. For example, corn is
transplanted on a large scale with special machines and much labor so that it
can grow in cooler areas. The entire rice area and some corn and wheat areas
receive irrigation. Besides machinery, fuel, electricity, and fertilizers,
the nonagricultural sectors frequently provide labor for special agricultural
projects and for such seasonal tasks as transplanting.

Concentration of resources on agriculture helps achieve se)f-sufficiency, but
probably hinders the growth of the whole economy. When part of the Japanese
empire, North Korea's fuel and electricity powered factories producing
chemicals, cement, steel, and other industrial products for Japan while
workers ate food produced, in part, elsewhere in the empire. The Japanese
system certainly distorted resource use, but North Korea's industrial past
probably indicates that it has a comparative advantage in manufacturing, not
in agriculture. Giver free trade and an absence of military threats, the
North Xorean economy would probably grow faster if fewer resources were
diverted to agriculture and nonagricultural exports were used to pay for
agricultural imports.

North Korea would probably import more soybeans for meal and oil, dairy
products, cotton, wheat, hides, and rice if it instituted free trade. Rice
exports would end, but exports of fruits, vegetables, and tobacco might
continue. The current policies that precluds such agricultural change are
likely to continue as long as North Korea believes that war is a strong
possibility. Even if policies were to change, however, North Korea would have
to first successfully export manufactured goods and mineral raw materials to
be able to import larger amounts of farm goods.

Suggested Readings
Awanohara, Susumu. “Predictions and Realities; North Korea Will Find It

Difficult to Meet New Economic Targets," Far. Eastern Economic Review. May 7,
1987, pp. 115-6.
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Bunge, Frederica M. (ed.) North Korea: A Country Study. Foreign Area
Studies, American University, 1981.

Buzo, Adrian. "Agricultural Malaise; North Korea Hints At Major Problems on
Its Farms,"” Far Eastern Economic Review. May 7, 1987, p. 116.

Juttka-Reisse, Rosemarie. Agrarpolitik und Kimilsungismus in der
Volkgrepublik Korea: Ein Beitrag zum Konzept autozentrierter Entwicklung
(Agricultural Policy and Kimilsungism in the People's Republic of Korea: A
Contribution to the Concept of Autonomous Development). In German.
Koenigstein/Ts., West Germany: Verlag Anton Hain, 1979.

SOUTH KOREA
Sophia Huang

South Korea's agriculture, moving toward self-sufficiency for rice and other
farm products, has been heavily subsidized by the government since the late
1960's. While rice remains the most important crop, livestock, fruits, and
vegetables have substantially increased their shares in both food production
and consumption. The importance of the agricuitural sector to the general
econory is declining because of rapid industrialization and urbanization.
Korea is slow in liberalizing its agricultural market. Despite its
restrictive trade, Korea must import large quantities of farm products, mainly
bulk commodities, to keep the livestock, flour milling, and export-oriented
industries of textile and leather goods in operation. Korea was the fourth
largest U.S. overseas farm market in 1987.

The Economy

Korea's real GNP growth averaged about 8 percent during 1962-86 with per
capita GNP rising to about $2,300 in 1986. The driving force behind the
country's economic expansion has been export-led industrialization, starting
in the early 1960's following the rise to power of General Park Chung Hee.
His presidency was uninterrupted from May 1961 until his assassination in
October 1979. Under Park's presidency, the economy began to be guided by a
series of 5-year economic development plans. In 1980, Korea was hit by some
external shocks and advers: domestic developments, including the second OPEC
cil price hike, poor harvests, and poiitical instability following Park's
assassination. However, strong economic growth resumed in 1981 and continued
_hrough 1987, with year-to-year variations from changes in export demand.
Despite high economic growth rates, Korea had long suffered a deficit-ridden
balance-of-payments position until 1985. Its external debt stood at about $£45
billion at the end of 1986.

The Agricultural Sector

Korea's agricultural sector is characterized by small owner-operated farms
with an average size of only 1.1 hectare. Rice is a dominant crop, while
vising consumer incomes have created increased demand for and, in turn,
production of livestock pruducts, vegetables, and, to a much lesser degree,
fruits. The introduction of high-yield varieties of rice in the 1970's plus
increasing use of farm chemicals and machinery and improved quality of
farmland through irrigatio',, drainage, and land development have increased
yields snd labor productivity.
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Importance of the agricultural swctor is declining because of
industrialization and urbanization. But, the agriculturai sector still
contributes about 15 percent to GNP and employs about a fifth of the lab-r
force. Witii. heavy government assistance, Korea's agricultural sectr ~ is
moving toward self-sufficiency in rice, horticultural products, and livestock
products except beef. Despite high levels of self-sufficiency in some farm
products, Xorea depends almost entirely on imported wheat for milling, coarse
graing for livestock feeding, and cotton and hides for manufacturing textiles
and leather goods.

Policy Goals

The major goals of Korea's agricultural policies are to increase food
security, keep farm incomes at a level close to nonfarm incomes, and maintain
price stability. These goals, fairly constant cvsr the years, have been
edjustad from time to time as new issues and problems emerged in the course of
economic development. Because agriculture is perceived as more than just
another industry, the Korean government also pursues social, political, and
cultural objectives through its agricultural policies.

During the 1950's, the government's primary efforts were directed toward the
rehabilitation of its war-ravaged economy and the alleviation of inflation.
The government, sensitive to the effects of food grain prices on the living
costs of urban consumers and the general price level, parsucd a low price
policy for food grains through its intervention in grain marketing. The
availability of U.S. grain under P.L. 480 between 1955 and the late 1960's
(the program was terminated in 1980) helped Korea pursue this low price policy.

Agriculture was accorded a low priority in the early period of economic
development because of the government's emphasis on industrialization. Hot
until ths late 1960's when imports under P.L. 480 were changed to cash or
credit transactions, causing a drain on the nation's limited foreign exchange
reserves, was more attention directed to agriculture. The government then
shifted its agricultural policy toward erpanding domestic production to reduce
foreign exchange expenditures on farm imports. Increasing efforts also were
mode to reduce the growing income disparity between urban and rural
households. Korea's growing prominence in international trade has recently
brought foreign pressure for liberalization of its agricultural markets.

Agricultural Programs

Kotca's government hzs teen extensively involved in domestic agricultural
markets as weli as in comtrolling imports to pursue its policy goals. Because
of the deminance of rice and barley production, policies pertainin~ to food
grains have been central to farm policy. The grain management law f 1950
remains today the basic legal authority for the government food grain policy.
The primary intent of this law is to enable the government to secure
sufficient grain from farmers so as to stabilize the national economy through
contral of grain distribution and manipulation of government stocks. During
1982-85, government rice procurement annually averaged more than 1 million

t ns. The rice is distribtuted to government institutions such as the armed
forces, police forces, and public hospitals. The government also emphasized
seasonal price stabilization through direct sales in the market during the off
season.
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The most significant policy measure pertaining to the government's grain
procurement program is its purchase price policy. During the 1950's and much
of the 1960's, the government held down prices paid to farmers as part of an
effort to maintain general price stability. However, the price policy has
been reversed, and the price paid to farmers has been raised substantially
since 1969. Moreover, a dual price system for rice and barley was adopted.
Under this system, a higher price is paid to farmers, while a price below the
costs of acquisition and handling is paid by consumers. The price
differential is financed by the government.

Much of Korea's protection for agricultural products has come from trade
restrictive measures. The government limits agricultural imports through
tariffs, quotas, and other trade barriers. Even though most grain and feed
products are in the category of “automatic approval” items, they are subject
to special laws such as the grain management act and the feed management act
which give the government ultimate authority to approve or deny import
licensing. All imports of wheat, feed grains, and soybeans and products are
restricted by quotas. Midyear quota adjustments are possible depending on
prevailing market conditions. The range of high value agricultural products
allowed free entry into Korea is very limited.

In addition to marketing intervention and border measures, the government has
been involved in a number of other agricultural programs such as land reform
in the 1950's, input subsidies, coordination of research and extension, and
land resource development and improvement. The government has carried out
massive irrigation projects and other infrastructural improvements in
agriculture, and has provided guidance to farmers making their own investments
in farms and houses through its new community movement uegun in the early
1970's.

Agricultural Program Evaluation

With limited land resources and a shrinking and aging farm lavor force, Korea
has increased agricultural production and diversified its agriculture,
resulting in an improved, more varied diet. After decades of rice imports,
the goal of rice self-sufficiency was more than achieved by the mid-1980's.
However, the success of Korea's general economic performance and the rapid
nonfarm income growth it generates makes it difficult to maintain comparable
growth in farm income in the absence of large and sustained increases in
agricultural productivity. Despite substantial improvement in farm income,
nearly half a million rural youths have annually left farms for the cities.

The government has a strong commitment to increasing self-gufficiency in food
and maintaining parity between farm and urban household income. Following the
past policies of stressing rescurce development and commodity price supports
to achieve self-sufficiency would almost certainly lead to persistent
agricultural surpluses, particularly of rice, a heavy taxpayer burden, and
mizuse of regources in the economy. To achieve its income equity goal, the
government would have to maintain commodity price supports at levels that
probably would lead to increasing government subsidies and consumer food
prices.

Korea's dual-price system for rice and barley has stimulated grain production
and has raised farm income, while not fully passing on high prices to
ﬁ' consumers. The price system is costly and has some adverse effects on the
M general economy. A large proportion of the price support has been financed by
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central bank borrowing which increases the money supply and places upward
pressure on the general price level.

In fact, the expanding scale of the government deficit ($1.9 billion at the
end of 1986) due to the dual-price system for rice and barley has emerged as
one of the serious constraints on farm price policy. There was some evidence
that the government had retreated from its grain support prices in 1983 and
eliminated the wheat price support program in 1984. However, in 1987, an
election year, the government announced A lid-percent increase in the
government rice purchase price, the biggest price hike since 1981. But in the
long run, the government would like to reduce its grain purchases gradually to
reduce expenditures if this is politically feasible.

The government has acknowledged that constantly escalating farm prices to
maintain agricultural income parity is not a sustainable policy in the long
run. Because Korea's farm households obtain about a third of their income
from off-farm sources, a much lower share than that reported in Taiwan and
Japan, more effort is planned to develop off-farm income sources. The rural
development fund -was establishéd in 1986 to develop rural industries, sideline
businesses, and other nonfarm ‘income sources for rural residents, among other
purposes. Also, the sixth 5-year economic plan (1987-91) calls for financial
and tax incentives for lccating businesses in the rural area.

Korea is slow in liberalizing its agricultural trade policies. Despite the
government's cautious move to open agricultural markets since the early
1980's, agriculture has been substantially excluded from market liberalization
moves. With a fif'th of Korea's population still on the farm, it is unlikely
that the government will declare a sudden end to agricultural protectionism.
For social and political reasons, the government contends that substantial
liberalization of agricultural trade will have to wait at least until after
1999.

Suggested Readings

Anderson, Kym. "Changing Comparative Advantages in Agriculture: Theory and
Pacific Basin Experience," Journal of Rural Development. Korea Rural
Economics Institute, Seoul, December 1980.

Anderson, Kym. “Growth of Agricultural Protectionism in South Korea and Its
Trade and Welfare Effects." Working paper. Australian National University,
Research School of Pacific Studies, Canberra, February 1982.

Anderson, Kym, and Yong-Jae Joo. "South Korea's Rapid Industrialization:
Implications for Agricultural Trade," Economic Development in East and
South-East Asia: Implications for Australian Agriculture in the 1980's. Mike
Adams (ed.), Bureau of Agricultural Economics. Canberra: Australian Government
Publishing Service, 1984.

Huh, Shin-haeng. "Marketing and Price Policies and Programs for Major Foods in
Korea," Journal of Rural Development. Korea Rural Economics Institute, Seoul,
December 1980.

laartin, Michael V., and John A. McDonald. "Food Grain Policy in the Republic
of Korea: the Economic Costs cf Self-sufficiency," Economic Development and
Cultural Change. Vol. 34, No. 4, University of Chicago, January 1986.
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TAIWAN
Sophia Huang

Taiwan's trade-oriented policies have spurred significant economic growth
since the mid-1960's. Agriculture's contribution to the general economy is
declining, while agricultural policy has shifted from taxing producers to
subsidizing them. Over the years, Taiwan's agricultural policy has pursued
the goals of increasing food security and improving farmer welfare, with
shifts in emphasis to reflect changing economic and social conditions.
Taiwan's agricultural programs, beginning with land reform and followed by
various rural development programs, have effectively improved the nation's
food production and farmers' welfare. Taiwan, however, depends on importing
large quantities of raw agricultural products: wheat, feedstuffs, cotton, and
leather. Taiwan ranked as the fifth most important U.S. overseas farm market
in the 1987.

The Economy

Taiwan's island economy of 20 million people, with per capita gross national
rroduct reaching $3,800 in 1986, relies heavily on international trade. Ceded
to Japan in 1895 and returned to China following World War II, Taiwan became
the home of the national china government in 1949. The democratic republic
government, which takes a strong role in guiding the economy, began planning
the island's economic development in 1953.

The economy progressed rapidly under several consecutive economic plans. Real
GNP growth averaged 9 percent in 1965-86. The island's export-expansion
policy also drastically changed its export mix from mainly rice and sugar
before the 1960's to electrical and electronic manufactures, textiles, metal
products, and machinery in the 1980's. Except for the recession of 1974-75,
Taiwan has consistently enjoyed a surplus in foreign trade since the early
1970's. The surplus with the United States, on which Taiwan depends for about
half of its exports, has made Taiwan a visible target for foreign criticism of
its trade barriers.

The Agricultural Sector

Using year-round farming and multiple cropping, Taiwan has produced a wide
variety of crops, including rice, sugaircane, and various fruits and
vegetables. While only a quarter of ¢he island's 13,900 square miles is
arable, it has subtropical and tropical climates and good irrigation.

Rapid economic growth has brought a marked change in Taiwan's agricultural
sector. 1Its contribution to net domestic product dropped from 33 percent in
1960 to 6 percent in 1986. Production of many crops has declined, notably
sweet potatoes, sugarcane, and coarse grains, while livestock and a broad
range of fruits and vegetables has made steady gairs to meet grouing domustic
and, in some cases, foreign demand.

In contrast to its overall trade success, Taiwan has run an increasing trade
deficit in agriculture since the early 1970's. Rising production costs have
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made Taiwan's formerly prominent agricultural exports such as sugar, canned
mushrooms, asparagus, and pineapple increasingly uncompetitive in world
markets. Taiwan depends heavily on agricultural imports: feedstuffs to
support domestic livestock production, cotton and hides for the
export-oriented textile and leather goods 'ndustries, and wheat and powdered
‘-milk for food. Taiwan ranked as the fifth most important U.S. overseas farm
market in 1987.

Policy Goals

Since the first 4-year economic plan started in 1953, Taiwan has pursued food
security and farmer welfare. These objectives have continued to guide
Taiwan's agricultural policy throughout a series of 4-year agricultural
development plans, with shifts in emphasis to reflect changing economic and
social conditions.

After World War II, Taiwan equrienced liyperinflation and a large population
influx from the Chinese mainland. Since rice was regarded as a wage good, a
sufficient rice supply was necessary for economic stability and as a hedge
against inflation. Rice and sugar were also important for earning foreign
exchange needed in the initial stages of postwar economic rehabilitation and
development. Thus, agricultural policy focused on increasing land
productivity, especially for rice production, and on pursuing multiple
objectives of food security, gr2ater foreign exchange earnings, and price
stabilization. :
After the late 1960's, farmers' income declined relative to that of nonfarmers
because of rapid industrialization. The supply of rural labor began to shrink
as some farmers moved out of agriculture. Agricultural policy wes then
reoriented toward improving labor productivity, enhanc:ing farmers' incomes,
and narrowing the income gap between farmers and nonfarmers. The goal of
increasing food security remained important, but it changed because of these
economic conditions. The improving and increasingly diversified diet
broadened the agricultural policy mix. Rice was no longer paramount. Issues
related to livestock and feedstuffs began to gain the government's attention
in its policy formulation on food security.

Agricultural Programs

Taiwan's postwar agricultural programs before the late 1960's were focused on
increasing food production while transferring resources from the agricultural
sector to assist in general economic development. Since then, agricultural
programs have emphasized improving farmers' welfare. Rice policy was changed
drastically to reflect changing economic and social conditions. Trade
barriers were reduced substantially, but remained restrictive. Regulating
feedstuff imports became one more program adding to the government‘s
increasingly complex agricultural policy.

From 1949 to 1953, several of land reform measures were implemented to give
incentives to farmers to increase rice production. Among these measures were
a reduction in farm rent to case the financial burden of tenant farmers, the
sale of public lands, and the land-to-the-tiller program to make tenants
owner—-cultivators.

Four consecutive 4-year economic plans were carried out between 1953 and
1968. The chief target of economic planning for agriculture was to increase
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crop production by improving land productivity. In addition to introducing
techrical innovations, labor-intensive farming was emphasized because of
abundant rural labor. Multiple-cropping systems were developed and widely
practiced by farmers.

Since rice is a staple in the traditional diet and the most important food
grain, production and marketing of rice have always been tightly controliled.
The: government operated programs which enabled it to control a sizable -share
of the rice marketed each year. Some methods used by the government to
collect rice were a paid-in-kind land tax and a compulsory government
procurement program. The effective rice price nder these schemes was
typically only 70-80 percent of the prevailing .ree market price. The
government also procured rice through a rice-for-fertilizer barter program
with an exchange ratio usually unfavorable o rice farmers. During the 1950's
and 1960's, the average annual government procurement was 650,000 tons of
paddy, which accounted for more than half of the off-farm rice. Approximately
50-60 percent’.of the rice ccllected was .rationed to the armed forces and
distributed ‘to military dependents and civilian goverament employees. The
remaining balance was either .sold on the free market to stabilize rice prices
or exported, a trade that the government monopolized.

Taiwan's agricultural development reached a turning point in the late 1960's
when the supply of rural labor for the first time began to shrink.
Agricultural programs were revised to emphasize improvement in labor
productivity and subsidies to farmers. In 1973, the government carried out an
“accelerated rural development program" (ARDP) to speed up the process of
agricultural modernization. It brought improvements in farm credit and
agricultural mechanization by providing financial and technical assistance.

In addition to the ARDP program, the government abolished programs detrimental
to rice farmers, notably the rice-for-fertilizer barter system. The
government also established a rice stabilization furd in 1974 to guarantee
producer rice prices. Official procurement prices were raised to and then
kept above free-market levels. A large vice surplus developed in the late
1970's as a result of increased incentives to rice producers. 1In addition to
subsidiZed rice exports since 1978 and the rice-for-feed program since 1984,
the government started a program (1984-89) to encourage farmers to divert
riceland to other crops, particularly soybeans and feed grains which have low
self-sufficiency ratios.

Aside from changes in rice policy, the government began to liberalize its
trade policy in the mid-1960's. Along with other trade liberalization
measures, the government reclassified coarse grain and soybean imports from
the "controlled" to the "permitted" category in 1967. This change promoted
increases in feedstuff imports to meet the expansion of the domestic livestock
and poultry industries. Since 1970, three key agricultural imported
commodities--corn, soybeans,, and wheat--have been subject to the provisions of
the regulation governing bulk commodity imports. In addition to tariffs,
imports of bulk commodi%Zies are regulated by import quotas and through group
purchases coordinated by a government licensing procedure. Also, the bulk
commedities have been placed under a system of "uniform import prices." The
‘price paid by domestic users for these commodities is administratively set at
a level known as the "import base price" or “stabilization price" which is
based on the international price of the commodity prevailing at the time,
remaining fixed for a few months to over Zéear.




Agricultural Program Evaluation

Government land reform programs in 1949-53 had a positive influence on rural
income distribution and laid the groundwork for agricultural development.

Despite agricultural price policy being unfavorable to farmers in the early

stages of Taiwan's economic development, significant increases in agricultural
output :and productivity were achieved because of public investments in
research, extension, irrigation, and other rural infrastructure. Agriculture
as the premier sector of the economy in the early period of economic
development supplied resources to a budding nnnagricultural sector, and rural
areas became a major market for industrial products. Gains in agricultural
productivity made possible the transfer of large amounts' of capital and labor
from agriculture to other sectors. Capital outflows were in the form of
rents, interest payments, and taxes. The rice compulscry purchase scheme and
rice-for-fertilizer barter program were implicit taxes.

After the 1970's, the consequence of rising government assistance to rice
producers was too much production, leading to a costly rice diversion program
and surplus disposal programs (mainly subsidized exports and rice-for €eed).
Rice production has dropped significantly, but the program is costly to the
government. Rice producers have tended to shift into vegetables and fruits,
not into soybeans and feed grains as was hoped, ¢cspite high guaranteed prices
relative to world market prices for these commodities.

Agricultural protection is mainly through guaranteed prices and border
measures. Assistance to coarse grain and soybean producers has had little
erfect on iwports because of minimal domestic production of these products.
Growth in domestic demand for livestock products coupled with livestock import
restrictions have spurred domestic livestock production, supported by
relatively unrestricted coarse grain and soybean imports. Taiwan's livestock
industry, mainly hog and chicken raising, has been transformed from backyard
operations before the 1960's to highly commercialized enternrises of the
1980*'s. Taiwan has become so competitive in pork production that it axports
large volumes each year.

The government has modified i:s previous "more is better" policy by continuing
the riceland diversion program. The goal of no more than self-sufficiency for
rice by 1990 seems obtainable. Coarse grain and soybean production has
increased substantially. However, maintaining a high level of domestic
feedstuff production is viewed as impractical because of a severe land
constraint. Thus, livestock production will continue to depend on feedstuff
imports.

The uniform import price plan covering the major bulk commodities has
insulated importers from international price fluctuations. The policy,
however, reduces the elasticity of Taiwan's import demand for these
commodities with respect to changes in world prices. While mandated group
purchase practices have helped inexperienced individual importers in dealing
with complicated international trade and given the government some control
over bulk commodity imports, the tureaucratic rigidity of the practices has
reduced the efficiency of this import operation. The government has recently
substzantially relaxed the impoirt quota on bulk commodities and announced a
full liberalization of thege imports.

Taiwan has reduced many trade barriers, including tariffs and nontariff

restrictions. The increasing trade surplus, particularly with the United
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States, has brought the threat of international protectionism. Recent efforts
to liberalize imports seem to point to further trade liberalization.

Suggested Readings

Chen, Hsing-yiu, Wen-fu Hsu, and Yu-kang Mao. “Rice Policies of Taiwan," Food
Research Institute Studies. Vol XIV, No. 4, 1975, Stanford University.

Council for Agricultural Planning and Development. CAPD and Agricultural

————

g Development in the Republic of China on Taiwan. March 1979-September 1984.
o September 1984,

Ho, Samuel P.S. Economic Development of Taiwan 1860-1970. HNew Hsven and
London: Yale University Press, 1978.

Sillers, Donald A. Taiwan: An Export Market Profile. FAER-185. u.s.
Department of Agriculture, Economic Research Service, August 1983.
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REGIONAL SUMMARY OF EASTERN EUROPE AND THE USSR
Kennieth R. Gray

This section covers the USSR, Mongolia, and the centrally planned economies of
Eastern Europe. All but Yugoslavia and Albania are members of the
Soviet-dominated Council for Mutual Economic Assistance (CMEA). These
countries, with a tenth of the world's population, are net agricultural
importers, accounting in 1985 for over 1l percent of world agricultural
imports compared with 4 percent of agricultural exports.

The East European collectivization of agriculture began fallowing the
installation of Soviet-type systems after World wWar II. The extent of private
agriculture remaining differs in each country. No land is privately owned in
Mongolia, but a quarter of the livestock is privately owned and may be grazed
on public land. The share of USSR land in private use is only about 1.5
percent. The share ranges €rom 7-16 percent in Czechoslovakia, th2 German
Democratic Republic (GDR),. # :aria, Hungary, ang Romania. In Poland and
Yugoslavia, where popular cppouition halted +he collectivization drive, land
is still privately owned. Private farms also lease land from the state.
Shares of land in private use in 1983 were 76 percent in Poland and 68 percent
in Yugoslavia.

Soviet-style economic planning and conllectivization of agriculture have been
moderately effective in mobilizing rural resources for industrialization in
the early stages of economic development. But state planuing of agriculture
grows progressively less effective as economic development occurs, with labor
and land becoming less abundant, and agriculture growing more technologically
complex and capital-intensive.

The classical Soviet-type svstem involves centralized decisionmaking on
vittually all matters which are decided by farms alone in market-economy
countries. For examplz, in 1955 there were 600 separate directives issued to
farms in Bulgaria. Centrally formulated plans have sought to determine farms'
production and marketing targets, alleocations of farm inputs, and even the
srea under specific crops, numbers of specific livestock, the nutrient mix of
fertilizer, and other specifications. Goals of government policy are often
expressed more in written plan directives than in the manipulation of the
financial levers (prices, loan rates, tariff rates) common to market economies.
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However, financial instruments are also part of state contro! of agriculture
in the centrally planned economies. The role of such instruments is generally
growing in importance. Because the state is unable to specify everything in
detail, it has always established aggregate financial targets for farms, and
set prices under the influence of which farms have made certain decisions,
calculated profits, paid taxes, and borrowed capital. Yet, the fulfillment of
marketing targets is more important to farms than profitability except in
Yugoslavia and Poland where private agriculture predominates and has no
obligatory plans, and Hungary, where plans stress farm profitability. cCredit
and financial grants are usually available to facilitate the state's purchase
and investment plans and to cover any farm financial losses.

By the 1960°s, centrally planned couniries turned from the earlier objective
of using agriculture to support industrialization to that of increasing per
cap’ ta consumption. A related goal has been stable retail prices. These
goals required increased investment in agriculture and large imports of
agricultural commodities. However, by the late 1970's and early 1980's, most
of these countries faced rising budgetary subsidy.costs and severe
balance-of-payments problems. They were increasingly forced to reexamine
their policy of low retail prices, and sought ways to increase agricultural
efficiency.

There were several attempts at reorganization to improve planned agriculture
during the 1970's. These mainly involved the horizontal and vertical
integration of farms with processing organizations and suppliers of inputs.
Reorganization was aimed at coordinating various stages of food production in
order to increase output and reduce costs. These new organizational forms
yroved generally disappointing, except in the GDR.

By the late 1970's and esrly 1980's, the USSR and several other of the
centrally planned economies began to stimulate private farming, using close
contractual relationships tc integrate private farming and the initiative of
small labor teams more purposefully with state and collective farming. These
relationships have somewhat hlurred the distinction between planned socialist
and private farming activities.

Socialist policymakers have also sought to increase farm initiative and
efficiency by reducing the role of central planning and increasing the
importance of financial levers. However, changing Soviet-type farm systems
has not been easy; efforts at decentralization have undergone many reversals.
A major problem is the maintenance of rigidly controlled prices which do not
allow supply and demand to operate. These prices mean obligatory sales plans
and state rationing of inputs. Even in Poland, where private farming has not
had obligatory targets since the early 1970's, farm inputs are still largely
rationed by the state and full-fledged responsive marketing in the state
sector is absent.

The foreign trade of the centrally planned economies was decentralized
somewhat from purely state monopoly trading starting in the mid-1970's in
Eastern Europe. and in 1980 in the USSR. Individual production enterprises
have been allowed to apply for permission to deal directly on foreign
markets. However, although the number of authorized enterprises has
proliferated, this development has occurred principally to facilitate export
earnings and ease the hard currency crisis confronting the region.
Agricultural commodity trade has not been decentalized to any significant
extent, and is still determined largely by central plan in most of the
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countries. Even in Hungary, which has gone the furthest in that direction
among the CMEA countries, most trade still passes through foreign trade
organizations. 1In Yugoslavia, agricultural trade is restricted by government
policy, through tariffs, quotas, ané currency allocation, as it is in some
market economies.

Prospects for extensive change in policies and systems grew for the entire
region with Mikhail Gorbachev's accession to power in the USSR in 1985. The
USSR has said that it wants to reform pricing and eliminate much of the
existing detailed planning. In. the USSR, the experiences of Hungary,
Yugoslavia, and China-~the mect reformed socialist countries~~have been cited
as models.

Suggested Readings
Cook, Edward, Robert Cummings, and Thomas Vankai. Eastern Europe:

Agricultural Production and Trade Prospects through 1990. FAER-195, U.S.
Department of Agriculture, Economic Research Service, 1984.

Eastern Europe Economies: Slow Growth in the 1980's. Joint Economic
Committee, U.S. Congress, Vol. 3, 1986,

U.S. Department of Agriculture, Economic Research Service. Eastern Europe:
Situation and vutlook Report, R3-8¢ -5, June 1986 and previous annual editions.

Wedekin, Karl-Eugen. Agrarian Policies in Communist Europe: A Critical
Introduction. Allanheld, Osmun & Matinus, Wijhoff, The Hague/London, 1982.

ALBANIA
:ancy Cochrane

Albania hes bevn ruled by the comnunist party cince 1944. The government and
comminist party w~ere head~d by Eaver Hoxha from that time until his death in
ivs5. The country is now headed by Ramiz Alia. Hoxha broke with the USSR in
2961 and continued ¢ pursue Stalinist pullcies, condemning the USSR and other
CMEA rmembers as “revisionists." At that time, Hoxha entered an alliance with
the Peopl_'s Republic of C:iima, but bioke that off in 1968, claiming that the
Chinese were also pursuing revisionist policies. Since then, Albania has
pursued isolationist policies, engaging in very little reign trade and
stressing policies of self-sufficiency.

Total trade turnover (exports plus imports) is barely over $500 million per
year. Primary exports are petroleum products, minerals {mainly chcome), and
electrical energy. 1Its largest imports are machinery, iron and steel, and
coal. Trade is very nearly ir balance. The 1976 constitution prohibits the
country from taking on foreign debt.

The Albanians have paid dearly for their years of isolation. Per capita GNP
in 1979 was only $830, and AlJania continues tc be by far the most socially
and technologically backward country in Europe. During the 1981-85 plan
period, Albania, like so much of tho .rest of the world, suffered from slowing
growth, exacerbated by a rapidly growing population. The economic situation
has apparently hecome sufficiently worrisome to induce Alia to reconsider some
of the hardline policies of his predecessuor. He has attempted to stimulate
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productivity with salary bonuses and other incentives. On the international
front, he has initiated economic and political relations with Italy, Spain,
Federal Republic of Germany, Sweden, and other West European countries. He
has also increased trade with the East European countries and has opened a
railway link with Europe vias Yugoslavia.

The agricultural sector's contribution to Albania's national income is about
30 percent and the sector employs about two-thirds of the total labor force.
Grains, fruit and vegetabiies, tobacco, sunflowerseeds, sugar beets, and cotton
are the major crops. Albania is a net agricultural exportv.>. Agricultural
exports, mainly tobacco, fruits, and vegetables, make up about 20 percent of
Albania's exports. Major agricultural imports are raw textile fibers,
vegetable oil, hides, and oilseeds.

The overriding goal of agricultural policy is self-sufficiency. This goal
became increasingly important during the second half of the 1970's as the
break with China became imminent. By 1976, Albania became self-sufficient in
grains. However, Albania continues to have problems providing an adequate
level of consumption, pac-ticularly in the livestock sector. Policies in the
early 1980's began to siresse more intensive development of agriculture.

Agricultural programs initiated in the 1980°'s were aimed at raising the
sector's share of investment, expanding irrigation and drainage, and
accelerating the introduction of technological innovations. Programs for the
livestock gector involved concentrating production into large complexes
specializing in a single line of production: hogs, cattle, or poultry.
Procurement prices ttere raised in order to raise incomes for agricultural
workers and a system of bonuses for outstanding workers was introduced.

The private sector also began to receive more attention. While Albanian
agriculture is almost entirely collectivized, cooperative farm members are
allotted small plots on which to grow potatoes, beans, and other vegetables.
However, private plot production is just for the members' own consumption.
They are not allowad to sell any of thei. produce. Unspecified measures are
being introduced to expand the production of private plots and nake
cooperative farm members responsible for meeting more of their own food needs.

Plotholders are not allowed to held their own animals. Plotholders were
forced to turn over tneir animals to their brigades for collective herding
during the 1970's. There was considerable resistance to this poL@cy as
plotholders slaughtered their animals rather than give up ownership. However,
Alia, on taking power, reaffirmed this policy. Cooperative members are t~
meet their own meat requirements with these herds, allowing “he cooperative
farms to supply the needs of urban dwellers.

Albania has been successful in maintaining its isolationist position and
avoiding large food imports. However, the cost has been high. Because of the
poor quality of Albania's agricultural land (only 6 percent of Albania's
territory is good agricuitural land) and the lack of incentives for workers,
Albania has difficulty producing sufficient food to provide an adequate level
of consumption. Because of its rapidly growing population, the situation will
become much more critical in 1990's. The government hus recognized the need
to stimulate production, especially in the livestock sector. But measures
taken have been much too cautious to have any real effeckt.
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Suggested Readings

Biberaj, Elez. "Albania cofter Hoxha, Dilemmas of Change," Problems of
Communism. 1985, pp 32-47.

Keefe, Eugene K., Sarah Jane Elpern, Williem Giloane, James M. Moore, Jr.,
Stephen Peters, and Eston T. White. Area Handbook for Albania. DA PAM
550-98, Foreign Area Studies, American University, 1971.

BULGARIA
Nancy J. Cochrane

/
Bulgaria derives 15-20 percent of its national income from agriculture and is
a8 net exporter of egricultural products. Livestock production accounts for
slightly more than half of gross agricultural output and is an important
source of export earnings. Other exports are fruits, vegetables, anc
tobacco. Most exports go to other CMEA members. Though Bulgaria is a surplus
agricultural producer, its agriculture suffers from overly vigid planning,
inadequate investmint, and escalating costs. Since 1979, the government has,
with limited Success, introduced several measures intended. to raise
productivity, control costs, and provide greater incentives to workers.

The Economy

Bulgaria has been ruled by the communist party since 1946. Roughly 75 percent
of its foreign trade is with ather CMEA members, 50 percent with the USSR
alone. It is a net agricultural exporter and a major supplier of agricultural
products to the other CMEA memters. Of all the East European CEMA members,
Bulgaria follows the Soviet lead most closely.

Bulgaria 5 per capita GNP in 1985 was $6,420, higher than in Romania and
Yugoslavia, but considerably lower than in other countries of Eastern Europe.
Yet, in terms of the availability of food and other basic commodities, the
living standards of Bulgarians are probably higher than in Poland and the
USSR. Food stores are well stocked, although there are occasional
weather-related shortages.

The Agricultural Sector

The agricuitural sector produces 15-20 percent of national income. The
agricultural labor force has steadily declined. Its share was 45 percent in
1970, 25 percent in 198G, and just 21 percent in 1985. Common in developing
countries, this sort of decline in the agricultural labor force has created
serious productivity problems because it is the younger, better educated

workers who have lef’ . - the cities.
Bulgorie® . agrictltur - , collectivized after the communist party took
power. buring the 1%,, * the state and collective farms were combined inco

large, horizontally intezrav. {1 organizations known as sgricultural-industrial
complexes (APK's). The socialized sector today produces roughly 75 percent of
Bulgaria's agricultursil production. The remainder comes from the private
scctor, which consist.s mainly of half-hectare plots allotted by the APK's to
their members.




Crop production had a higher share in gross agricultural output than livestock
during most of the post-war pericd. However, the emphasis began to shift to
livestock in 1970 and by 1980 the livestock sector had a greater ghare. Major
crops are wheat, corn, barley, sunflowerseeds, tobacco, fruits, and
vegetables.

Agricultural exports comprise about 20 percent of total exports in value.

Most go to the USSR and other CMEA members. Major exports are livestock
products, fruits and vegetables, tobacco, and wheat. Bulgaria imports corn,
cotton, sugar, ard oilseed meal. The oilseed meal and fauch of the corn must
come from the West and imports of these commodities are constrained by the
hard currency shortages plaguing all Eastern Europe. The United States
supplies a significant share of the corn, but Bulgaria buys most of its
oilseed meal from Brazil and Argentina which are more amenable to countertrade
arrangements.

Policy Goals

Bulgarian government policy for most of the post-war period emphasized rapid
indugtrial developmont at the expense of sgriculture. Industrial production
grew 106 percent, in 1970-80, while agricultural production grew only 21
percent. Despite the importance of agricultural exports, industry's share in
total investment grew from 29 percent in 1970 to 42 percent in 1980, while
ageiculture’s ghare declined to 12 percent from 15 percent.

Bulgaria's foreign trade policies aim at maximizing exports and restraining
imports. Unlike other Eastern European countries, Bulgaria has managed to
keep its foreign debt under control. Itsg present net debt is only about $1
million. However, this low debt level has been accomplished by restricting
badly needed imports of capital goods and technology from the West. As a
result, the poor quality of their manufactured goods is a major obstacle to
increased exports to the west. Agricultural exports to the West are
constrained by EC barriers.

A major obstacle to improving export performance in the late seventies has
been the rigidity of the central Planning system. This rigidity led to input
supply and profitability problems and a lack of incentives to produce quality
output. Foreign trade was handled entirely by monopoly foreign trade
organizations (FT0's) which isolated production enterprises from world markets.

Policies since 1979, embodied -in the "new economic mechenism" (NEM), have been
aimed at increasing factor productivity, providing for intensive rather than
extensive development. Measures have been introduced to reduce central
Planning, give enterprises greater autonomy, link wages to productivity, and
genzrally provide more incentives for producing higher quality output.

Agriculture was the first sector in which the NEM began to be implemented
because it is such an important hard currency earner and because it had been
80 neglected. Overall goals were to boost agricultural exports and to provide
for self-sufficiency in basic food produzts. Measures were introduced to
increase productivity, control escalating costs, give enterprises more of g
stake in their own performance, facilitate technological innovations, and
allow more flexibility in planning at the enterprise level.
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Agricultural Programs

ihe NEM included the following measures relevant to the agricultural sector:

Reduction in planning indicators. Government planning indic.tors issued to
enterprises were reduced from 35 to 4. These four are compulsory sales to the
state, export earnings and limits on imports, contributions to the state
budget, and limits on the use of certain inputs. Enterprises are free to make
their own' decisions regarding everything not specified in the plan and are
allowed to contract with other organizations for the supply of inputs and the
sale of production above the stipulated sales to the state.

4

Decentralization. The number of APK's created during the 1970's was increased
and their size reduced. The ministry of agriculture and the food industry was
aboligshed and replaced by the more streamlined national agfo-industrial union
(NAIU) whose governing council was to be made up of representatives from the
enterprises under it.

Self-finaneing. All APK's and the brigades £ them. all scientific
organizations, and all other enterprises under NAIU are required to cover
their production costs and meke a profit. They are no longer to look to the
gtate for financial asristance. Wages are to be more ~losely linked to
productivity. The wage fuad is to be the residual after all otner financial
obligations are met.

Incentives to private producers. APK's are required to gign contracts with
their plutholders, whereby the APK provides seerds, fertilizer, young animzls,
feed, and other inputs. 1In return, plotiholders call finishad output to the
APK at agreed-upon prices. The APK's are t» allocate additicaal land to
plotholders who want to grow their own fodder. Cooperating plotholders
receive a higher price for their livestock.

Changes in foreign trade organization. APK's are given foreign exchange
earning tsrgets and are allowed to retain a percentage of abose-plan foreign
exchange earnings. MYost trade is still carried out by FTO's subordinated to
the ministry of foreign trade, but the FTO's are required to contract with
production enterprises. Links between the FTO's and production enterprises
are said to be very close. Several measures were introduced to promote
exports. Imports remain tirhtly controlled by the central govern.ent.

Program Evaluation

The NEM has not been fully implemented. ({lany production units still do not
operate on a self-financing basis. Wages are tco high, given poor
productivity gains. Costs have escalat:d and, despite hefty rises in
procurement prices, many enterprises continue to operate at a loss. Desrite
the reduction in planning indicators, 60 percent of agricultural production is
still mandated by central planning agencies. Furthermore, producer and retail
prices remain fixed by central authorities; there was never any intention to
allow marxet forces a price-setting role.

The period just following the NEM implementation was marked by a continued
slowdown in agricultural growth. In 1981-85, gross agricultural output rcse ©
percent, versus an ll-percent rise in 1976-80. The entire rise was in the
livestock sector, in which output rose 23 percent in 1981-85. Crop productiou
fell 6 percent.
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The poor average crop production in 1981-85 was caused by 3 consecutive years
of drought. The effects of the drought of 1983-85 were worse because of
serious shortcomings that remained in socialized agriculture. Average
investment in the agricultural sector continued to decline during the first
half of the 1980's. The effect of 3nadequate investment was dramatically
illustrated during the drought when the irrigaticn system proved woefully
inadecuate. There had been nc expansion of the system since 1979 and
maintenance had been neglected. Shortages of financial resources are
exacerbated by the low level of technological skill of most agricultural
workets,

The poor crop production of recent years combined with the increasing emphasis
on livestock has had a negctive effect on Bulgaria's agricultural trade.
Exports of tobacco, fruit, and vegetables have stagnated because of production
shortfalls. Exports of livestock, though rising in volume, have suffered from
segging world prices. But agricultural imports have risen sharply. Large
quantities  f protein meal have had to be imported to support the expanding
livestock sector.

The Bulgsrians introduced new measures in 1986 and 1987 in an attempt to
reverse these trends. Many of these measures simply restated NEM principies.
But the main thrust of recent government action has been repeated
reorganizations and shuffling of key officials. In March 1986, NAIU was
demoted from ministerial status and a new ministry of agriculture and forestry
was created. Then, in December 1986, this new miristry was abolished and
replaced by a council on agriculture and forestry, modeled after the new USSR
superministry GOSAGROPRUM. Implications of these reorganizations are not yet
clear.

Suggested Readings

Cochrane, Nancy. The New Economic Mechanism in Bulgaria. Staff Report
AGES851121, U.S. Department of Agriculture, Economic Research Service, 1986.

Cook, Edward. "Prospects for Bulgarian Agriculture in the 1980°'s," East
European Economies: Slow Growth in the 1980'z. Joint Economic Comm1ttee, U.S.
Congress, Vol. 3, 1986.

Jackson, HarV1n' "Recent Economic Performance and Policy in Bulgaria," Zast
European Economies: Slow Growth in the 1980's. Joint Economic Comm1ttee, u.s.
Congress, Vol. 3, 1986,

Keefe, Eugene K., Vicleta D. Baluyut, William Giloane, Anne K. Long, James M.
Moore, Jr., and Neda A. Walpole. Area Handbook for Bulgaria. DA Pam 550-168,
Foreign Area Studies, American University, 1974.

CZECHOSLOVAKIA
Robert Cummings

Agriculture plays a minor role in the Czech economy which has a long
industrial tradition. Following imposition of a communist government,
agricultural land was collectivized, private activity severely restricted, and
centralized planning introduced. Several farm reform efforts have not
succeeded and agricultural management is among the most -~nservative in
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Eastern Europe. A wide range of crop and livestock commodities are produced.
Per capita consumption of foods is among the highest in Eastern Europe.
Attaining a balance between agricultural imports and exports is the main
policy goal.

The Economy

Czechoslovakia has long been considared the industrial heart of central
Europe. Sparéd much of the damage of World War II, Czechoslovakia retained
one of the world's top industrial economies. Czech economic performance and
living standards within Eastern Europe today are second only to tknse of the
German Democratic Republic.

A coup by the communist party (CPCS) in 1948 placed the country firmly under
Soviet influence and marked the beginning of the decline of Czechoslovakia's
place in the world economy. Officials adopted an inward-looking, Soviet-style
economic strategy. Large investments were made in heavy industry and
infrastructure projects, foreign trade was oriented to meeting primarily the
needs of the war-torn. Soviet economy, and the agriculture sector was
collectivized and subjected to the same discrimination as in the Soviet Union
and the rest of Eastern Europe. By the early 1960's, the growth rate of the
Czech economy was the lowest in Eastern Europe, and the country's products
were fast losing their world competitiveness. .

Fundamental market-oriented reforms were approved by the CPCS in 1965 but
implementation was prevented by party conservatives. The invasion of Jursaw
Pact forces in August 1968, and the subsequent ouster of premier Alexander
Dubcek in 1969, ended the reform efforts. The Czech economy remains one of
the most orthodox in Eastern Europe. Czech officials have eynressed open
skepticism of the applicability to Czechoslovakia of Gorbachev's modernization
policies.

The Agriclutural Sector

Agriculture contributed approximately 11 percent to national income in the
mid-1980's, one of the lowest shares in Eastern Europe. ihe agricultural
growth rate is among the slowest in Eastern “urope, reflecting the slow
population increase and policies restricting growth iu per capita food
consumption.

Landownership is almost entirely in the hands of state or collective farms.
tionetheless, private agriculture plays an important role. Most private farms
are concentrated in the mountains where large collective farms are
impractical. Emphasis there is on livestock production. Thus, roughly a
quarter of Czechoslovakia's milk, pork, and eggs- is produced on private farms.

‘Czech agriculture is highly diversified with grain, oilseeds, fruits,
vegetables, tobacco, sugar beets, hops, and flax. An extensive and
well-developed livestock sector provides one of the highest levels of per
capita meat and dairy consumption in Eastern Europe. Farming principally
takes place on the forest soils of the Bohemian plateau of western
Czechoslovakia and in the slightlv more humid plains of southern and eastern
Slovakia. Most meadow and pasture lands are located in central and
northeastern Slovakia.




Policy Goals

Maintaining planned growth through more efficient use of inputs is the main
economic policy goal. Central planners maintain extensive power in the
economy despite widely publicized initiatives for greater farm and enterprise
autonomy. Officials have rejected the reform path of Hungary, cpting instead
to refine traditional central planning techniques. Even the Soviet Union's
more conservative reforms begun in the mid-1980's met resistance, with some
segments ‘of the CPCS warning of a possible return to the political and

economic upheaval of 1968.

The primary goal of Czech agriculture is self-sufficiency in terms of balanced
agricultural trade. Officials pursue higher domestic production, stable per
capita food consumption, and reduced imports. Long~range, investment-
intensive agricultural policies were revamped early in the 1980's amid
expectations of declining input supplies. Emphasis then turned to pragmatic
policies in order to increase output at the least cost: relaxation of a farm
consolidation campaign, elimination of excessive plan indicators, enforcement
of legal requirements for preserving farmland, and a positive reassessment of
private production. : .

Agricultural Programs

Czech planners set production and procurement targets for major crops and
livestock products, although only the procurement targets for grain and
slaughter livestock are mandatory. Despite promises of increased local
management autonomy in the "new system of planned management of the national
economy" (1982) and discussions on a new cooperative farm law in 1987, little
distinguishes Czechoslovak agricultural programs from the orthodox planned
model.

Farm programs stress more efficient use of inputs and technology and the
quality of output rather than volume increases. This is especially so in
livestock production, where growth is restrained to reduce feed imports.
Producer and input prices are set centrally and used extensively to influence
cropping and livestock patterns. Specific price developments are frequently
contradictory, however. Input prices are increased in response to rising
costs in industry, but corresponding increases in producer prices frequently
lag the rise in input prices in order to hold down retail food prices.
Subsidies are required for both farms and food processors to guarantee planned
production.

Private producers, overwhelmingly cooperative and state farmers working on
their own time, are considered the most 2fficient at cultivating
labor-intensive crops and raising livestock. Programs encourage private
production in these commodity areas through contracts with state and
cooperative farms. The farms sell inputs to private producers and purchase
the output.

Agricultural Program Assessment

Yields of major crops rose steadily through the mid-1980's, per capita
censumption approaches West European levels for some foods, retail prices for
staples are relatively low, and the living standard on farms is competitive
with that of industry. Improvements in farm income and production technology
and a young, educated farm labor force are largely responsible.
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The .costs are high, however. The goals of retail, producer, and input price
policy are conflicting. The result is an extensive array of producer and
retail price subsidies. In the early 1580's, for example, over 50 percent of
state farm operating revenues came from guovernment loans and grants and 10
percent of the federal budget went to retail f£aod price subsidies.

Reducing subsidies and making farms self-financing require fundamental policy
changes going well beyond agriculture. The conservative bias of officials and
the economic setbacks encountered by neighboring Hungary during its lengthy
reform process indicate little movement toward fundamental reforms.

Suggested Readings
Cunmings, Robert. "Agricuitural Performance and Prospects in Czechoslovakia

through the 1980's," Eagst European Economies: Slow Growth in the 1980°'s.
Joint Economic Committee, U.S. Congress, Vol. 3, 1986.

Cummings, Robert. A Survey of Czechoslovakia's Agriculture. FAER-171. U.S. t
Department of Agriculture, Economic Research Service, May 1982.

GERMAN DEMOCRATIC REPUBLIC
Francis Urban

The German Democratic Republic is a developed industrial country with a highly
centralized socizlist economy. Agricultural production does not meet domestic
needs and a substantial quantity of raw and processed products, particularly
livectock feeds, must be imported. In 1985, nearly 8 percent of all imports
were farm products. Current government policies eschew dramatic shifts from
the established system, but are nevertheless going through a “reform of small
steps" toward some decentralization of decisioimaking.

The Econoc.y

The nation's per capita real gross national product, the highest in Eastern
Europe, was estimated in 1985 at $10,450, compared with a regional average of
$6,830. The country's advanced, though not usually state-of-the-art,
industrieg compensate for a relatively poor natural resource base. Apart from
low-grade coal and potash, most of the country's raw materials must be
imported. Industrial success also enables the country to maintain a high
standard of food consumption; farm imports supplement domestic farm output.
The economy is centrally planned with 92 percent of the labor force working in
the socialized sector. Within the scope of annual and 5-year plans, managers
of producing units have only limited authority and their first priority is the
fulfillment of the plan targets. Beginning in the early 1980's, all
industrial, construction, and transportation enterprises were vartically
integrated into giant trusts (kombinaten), which replaced previously
ineffectual industrial branch associations. There are about 150 such trusts
operating, each employing 20,000-30,000 people. Despite some negative
aspects, they have achieved a more successful linking of research, production,
and marketing than the previous organization.
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The Agricultural Sector

Agriculture and forestry employ 10 percent of the labor force and contributie
about 8 percent of national income. Principal crops are wheat, rye, barley,
potatoes, sugar beets, and rapeseed. The livestock sector consists of cattle,
hogs, sheep, and poultry raised on corn silage, hay, potatoes, feed beets, and
oilseed products. The country is not self-sufficient in farm products and
imports substantial quantities of grains, oilseed meals, sugar, cotton, and
other products.

The socialized farm sector, consisting of cooperatives and state farms,
controls 96 percent of the agricultural land. Since the early 1970's,
vertical integration of cooperative and state farms has been pursued in accord
with a policy aimed at industrializing agricultural output. Wholesale
purchase, transport, storage, and application of fertilizers and plant
protection agents are provided 'by cooperative agro-chemical centers, while
agricultural machinery is serviced by state-owaed stations. Most land
improvement and rural construction work is performed ﬁy interfarm cooperative
organizations. »

Policy Goals

Compared with those of most other Eastern European countries, government
economic policies are distinguished by their orthodoxy The principal goal is
the maintenance of sustained and stable economic growth within a highly
rentralized and planned economy. Further improvement of the living standard
is also a major policy concern.

Attempts in the 1960's to introduce decentralization and autonomy in the
operation of individual enterprises were abandoned in the 1970's in favor of a
more efficient centralized system. Nevertheless, gradual changes are being
introduced. Producer prices are to be adjusted to better reflect production

"costs and provide more effective incentives. By the restoration of profit as

one of the economic indicators, management will likely have to become more
responsible for the financial rasults of its enterprises.

Emphasis is placed on "key technologies" such as micro-electronics, data
processing, automation technology, nuclear energy, and laser equipment. These
sectors, counted on to improve productivity, consequently enjoy investment
priority However, attention is also being paid to consumer goods. Quality
is to be more strictly regulated and selection of goods is to be widened.

There iz also a cautious encouragement of the small private cector in the form
of easier licensing procedures, fewer operational restrictions, and better
access to inputs and credits.

Although the country is a net 1mporter of agricultural commodities, it
emphasizes food self-sufficiency in terms of balanced farm trade. The main
goal of the farm sector remains increased output and productivity in order to
supply the population with wider variety of food and other farm products at
stable pricec. Producer prices have been regularly adjusted upward toward
this end. Consequently, the maintenance of stable retail prices entails
continued heavy food subsidies, accounting c nearly a fifth of the national
budget.
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Agricultural Programs

Agriculture operates within a tight framework. Agricultural cooperative
councils, organized at the regional level, are the principal administrative
units in transmitting central plan directives to farm organizations and in
coordinating production of cooperative farms. Their role has been
strengthened at the expense of farm autonomy. The councils are also suppised
to transmit the views of production managers to planning authorities.

Cooperative and state farms are being consolidated into large agro-industrial
complexes that transform plan directives into an internal distribution of
tasks. 1In line with the policy of industrializing farm output, the complexes
are expected to introduce the latest technoleogy and appropriate production
techniques. These agro-industrial complexes may lead to the disappearance of
cooperative and state farms. MNcrertheless, the contribution of private plots
is encouraged and assisted.

The highest agricultural priority is to increase crop production. Since there
is no unused agricultural land, great importance is attached to more efficient
use of resources and introduction of the latest technology to improve yields.
At the sare time, livestock production is to continue to expand only at the
moderate rate of recent years, so that the g2p between iivestock output and
domestic resources would be minimized.

Because progress in the farm sector is considered highly satisfactory, major
investments in new fixed capital are supposed to be concentrated in other
sectors of the economy. Agricultural investments are to be limited to
introducing specific technological innovations and upgrading existing
facilities.

Agricultural Program Evaluation

Agricultural programs and policies introduced over the last three decades have
been the most successful in Eastern Europe in terms of creating a modern farm
sector, assuring plentiful food supplies, and providing a relatively high
standard of living for the rural population. The success is attributable to
the combined effect of better seed varieties and animal breeds, more and
better equipment, educated workers, advanced management techniques, favorable
producer prices, and superior modern physical infrastructure. Attainment of
success in farming has enabled the country to avoid dramatic changes in it
farm programs and policies.

The policy of self-sufficiency has reduced the level of imports, but the
country -will nevertheless remain a substantial importer of feed grains and
other feedstuffs: up to 2 million tons of grain and a million tons of protein
feeds, including soybean meal, each year. Although the longstanding goal of
increasing grain production has been satisfactory, it has been less so than
expected. Growth of the livestock sector, too, has been slower than planned.
The difficulty in financing hard-currency feed imports is liable to remain a
long-term problem, and the origin of such imports will depend on the
availability of hard currency and opportunities for barter trade.

Suggested Readings

Baylis, Themas A. "Explaining the GDR's Economic Strategy,” in International
Organization. MIT Press, Cambridge, Vol. 40, No. 2, Spring 1986.
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Keefe, Eugene K. (ed.). East Germany, A Country Study. Foreign Area
Studies, American University, 1982.

Melzer, Manfred, and arthur A. Stahnke. '"The GDR Faces the Economic Dilemmas
of the 1980's: Caught Between th: Need for New Methods and Restricted
Options," in East European Econciiies: _Slow Growth in the 1980's. Joint
Economic Committee, U.S. Congress, Vol. 3, 1986.

HUNGARY
Robert Cummings

Hungary has the most technically develrved agricultural system in Eastern
Europe. The country's excellent land .ndowment and long farming tradition
have helped make it a net agricultural exporter. Thirty percent of all hard
currency export earnings come from agriculture. Hungarian agriculture moved
away from its centrally planned origins in the mid-1960's and output responded
well. General economic reforms were introduced in 1968 and Hungary has the
longest experience with economic reforms of any centrally planned economy
except Yugoslavia. High costs and inadequate labor and capital productivity
restrain agriculture, however, requiring large subsidies to maintain output,
exports, and rural employment.

The Economy

Hungary's per capita GNP is third in the region, behind the German Democratic
Republic and Czechoslovakia. The country has a rich agricultural tradition.
Farming accounted for the bulk of economic activity until the communist
government, installed after World War II, adopted Soviet-style economic
development emphasizing heavy industry, autarky, and capital transfers out of
agriculture. Hungary is ¢ resource~-poor country except for its agricultural
land and some bauxite and uranium deposits. Substantial raw material imports
come largely from other East European countries and the Soviet Union.
Hungary's new economic mechanism (NEM) of 1968 is the model against which
reforms in other centrally planned economies are often compared. The economy
currently operates under a modified form of central planning: officials set
macroeconomic targets and adjust prices, interest rates, and import financing
to achieve these goals. Individual enterprises and farms have latitude in
product selection and marketing. But governnent interventior remains,
particularly in strategic areas such as grain and meat production and basic
industries.

The Agricultural Sector

In the mid-1980's, an estimated 23 percent of GNP came from farming and about
20 percent of labor was engaged in farming. Major commodities produced are
grain, sunflowerseed, sugar beets, livestock and meat, wine, and fruits and
vegetables. The country is a net agricultural exporter, primarily of wheat,
meat, and processed foods. Farm goods are a major source of foreign exchange.

Landownership is almost entirely in the hands of state or collective farms.
These farms specialize in field crop or large-scale livestock finishing
operations. Despite public landownership, the private sector contributes
approximately 15 percent of total agricultural output. Most of this
production comes from the private plots of state and collective farm members
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plus auxiliary farms of urban dwellers. Private producers' share of output is
extremely high for labor-intenmsive crops such as potatoes and vegetables (69
percent in 1984) and livestock breeding (23-58 percent, depending on animal
type). Private production is integrated into socialist agriculture through
production. contracts, although producers are free to market goods through
lccal private markets.

Policy Goals

Balanced economic growth in tandem with further expansion of economic reforms
are Hungary's main economic goals. Officials are committed to expanding
economic rather than administrative tools in directing the economy. Domestic
prices are to reflect more nearly prices on the world market and these prices
will form the basis of decisions on resource allocation. Economic growth is
to come primarily from higher productivity.

Officials retreated from the NEM in 1973 following the oil price explosion and
subsequent dislocaiions in' the world economy. Central planners insulated the
Hungarian economy and sustained growth with the help of large foreign
borrowings. National income increased at an annual average rate of 5.6
percent in 1973-1978, and external debt rose from $1.1 billiun (net) in 1973
to $6.3 billion in 1978 as a result.

Rising debt, slowing ‘economic growth, and trade deficits forced a return to
the NEM principles at the ‘end of the 1970's. Foreign borrowing was sharply
cut in the early 1980's, and domestic consumption, investment, and importe
fell as the economy was forced to rely more on its own resources. Average GNP
growth in 1980-1985 fell to just over 1 percent per year.

Maintenance of a productiv-, internationally competitive farm sector is the
main goal of Hungarian agriculture. Policies seek to reduce domestic
productidn costs by decentralizing farm msnagement and giving individual
production groups responsibility for production decisions and cost control.
Farms are also encouraged to diversify into nonagricultural fields such as
furniture manufacturing and other light industry to improve profits.

Agricultural Programs

Hungarian .entral planners draw up annual and S5-year plans. These plans cover
the major crop and livestock commodities, foreign trade activities, production
costs and ‘prices, and farm income. But, these plans are only indicative.

With the exception of strategic commodities such as grain and meat, there are
no binding production targets. Cropping and livestock patterns are not
assigned to farms. Producer and input prices and taxes are used to influence
farm activities.

Collective and state farms produce almost exclusively for the food industry
and for export while private prodactlon is more oriented to direct supply of
local markets. The exception is the extensive supply of young livestock to
socialist feedlots by private producers.

State farms tend to be highly specialized. Several farms have built on their
specialization and managemeat leeway to develop proprietcry “production
systems," marketing them to other farms. A production system is a complete
program for crop raising. A farm develops sced and provides technical
guidelines, assistance, and machinery to clients as necessary.

€2

53




Reduced state financial support for collective and state farms was supposed to
accompany wider farm management authnrity. Still, most socialist farms

-cofitinue to receive subsidies. More onfarm management has not brought hoped

for improvements in efficiency and cost reduction, and prices paid by food
processors’ are regulated to keep retail prices low. The drive to keep
agriculture's roles as an export earner and a stabilizing factor in rural
employment has also forestalled. efforts to put farming on a self-financing
basis.

»

Agricultural Program Evaluation

Economic reform in agriculture predaied the NEM and the retreat from reform in
the 1970's for the most part bypassed farming. Much of the impressive output
achievements in farming can be attributed :c this reform experience. However,
despite impressive commodity yields, average annual growth in agricultural
output in 1981-85 was only 0.8 percent versus 2.5 percent in 1976-80. Past
policy has not adequately addressed Hungarian agriculture's high labor-to
-capita’ ratio, and the relatively high level of inputs used per unit
produced. Officials now recognize cost control as one of the main goals for
farm policy. '

A major shortcoming of farm policy is its inability to control subsidies.
Higher procurement prices spur output but they are financed in part by higher
subsidies rather than full increases in politically sensitive food prices.
High taxes on profitable firms pay for the subsidy bill, discouraging
efficient producers and distorting resource allocation. Nonfood sectors &s
well as the food sector are also subsidized. In the mid-1980's, for example,
total consumer and producer subsidies accounted for a quarter of the national
budget.

Suggested Readin: s
Marrese, Michael. "Hungarian Agriculture: Moving in the Right Direction,"

East Furopean Economies: Slow Growth in the 1980's. Joint Economic
Committee, U.S. Congress, Vol. 3, 1986.

Vankai, Thomas A. Hungarian Economic Reforms. Staff Report AGES850419, U.S.
Department of Agriculture, Economic Research Service, 1985.

MONGOLIA
Miles Lambert

The People's Republic of Mongolia is a one-party, socialist state ruled by a
presidium chosen from among the legislative body of elected communist party
member3. Agriculture, a major component of the economy, accounts for at least
40 percent of GNP and over 50 percent of the workforce. About four-fifths of
the value of farm-output is produced in the livestock sector, and consists of
sheep and beef meat, dairy products, wool, and skins. Grain is the principal
product of the crop sector.

JIn 1982, Mongolia's imports amounted to about $1.4 billion, while exports

totaled $550 million. Imports are almost entirely industrial goods and
consumer durables, with the exceptioh .of some luxury farm goods. Exports, on
the other hand, are largely agricultural, consisting mostly of animal
products, although some grain is exported. ’
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Mongolian policies are strongly influenced by the USSR, with which it is
closely aligned. The USSR provides considerable material support to Mongolia,
and is by far its largest trading partner, accounting for nearly 80 percent of
: foreign trade. This relationship sllows Mongolia to carry a relatively large )
: foreign trade deficit. In recent years, however, the USSR has encouraged a
. broadening of Mongolia's trade reiations, both within the CMEA group, of which
Mongolia is a member, and with nonsocialist states. Foreign trade is a state
monopoly.

Mongolia seeks to build an "agrarian-industrial’ economy. The country's
considerable mineral resources are to be developed. Exports of nonfarm goods
are to increase and imported consumer durables are to be partially replaced
‘with domestic goods. Agriculture is to be modernized partly in order to
release scarce labor resources for those purposes. Also, farm output is to be
‘less heavily dominated by the livestock sector. Vegetables end fodder are to
receive priority attention, with extension of arable area the principal means
of increasing output. Agriculture is conducted almost entirely by socialized
production units that are guided by state plans and paid through state-set
procurement prices.
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Mongolia has been able to transform itself from a nomadic, pastoral economy
into a country of sedentary animal husbandry. It has even become a net grain
exporter. The notion of Mongolian "self-sufficiency" in agriculture, however,
is an illusion, as evidenced by the country's agricultural goals, The
emphasis on vegetable production suggests pentup demand, frustrated by the
state in its conduct of foreign trade. Animal products are exported because
of foreign trade exigencies, rather than because of inability to absorb them
in domestic markets.

POLAND
Francis Urban

Poland is the largest country in Eastern Europe. Though industrialized, its
agricultural sector remains important, accounting for 16 percent of national
income and employing nearly 24 percent of the laber force. The sector is
dominated by private farms. The current goals of agricultural policy are
increased availability of food, self-sufficiency in grain production, balanced
agricultural trade, and increased exports to service external dehts.

The Economy

Poland has been run by the communist Polish united workers gparty since 1948.
The party adopted a socialized and centrally planned economic system, closely
patterned after the Soviet model. Industry and commerce were nationalized,
except for small service and artisan establiuhments. Emphasis was laid on

: rapid industrialization based on capital-intensive heavy industries. During
the past four decades, Poland has changed from an agrarian to a largely
industrial country, producing textiles, chemicals, transportation equipment
(automobiles, ships, aircraft), machinery, and a wide variety of precision and
electronic equipment, including computer hardware. The country is also a
major producer of coal, sulfur, and coppe: . and has substantial deposits of
lead, zinc, .and iron.

Despite advances, the Polish economy was brought to near collapse at the end
of the 1970's by a combination of factors such as forced industrialization
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without sufficient expenditure on infrastructure, increasingly rigid and
inefficient planning mechanisms, neglect of agriculture, and social unrest.
Heavy international borrowing in the 1970's to expand industrial production
without reference to rapidly changing world economic conditions burdened the
country with huge foreign debts. These debts had risen to $33.5 billion by
the end of 1986. Polish foreign trade, relatively modest but growing,
accounted for 4 percent of GNP in 1985 and was valued at $23.3 billion
(exports plus imports).

The Agricultural Sector

Legislation passed between 1944 and 1950 nationalized all farms exceeding 100
hectares (247 acres) in western and northern Poland (former German lands) and
farms exceeding 50 hectares in eastern and southern Poland. Church and forest
lands exceeding 25 hectares were also nationalized. However, attempts after
1948 to collectivize peasant farms failed because of stiff resistance by
farmers and Were abandoned after 1956. As a result, small private family
farms dominate Polish agriculture, controlling nearly 77 percent of
agricultuctal land. The remainder is in state-farms and, to a lesser extent,
cooperatives. Very small private farms >f 0.5.2 hectares occupy about 6
percent of agricultural land. Larger farms, 2-10 hectares, occupy 50 percent
of farmland. Their number is decreasing. Farms exceeding 10 hectares, on the
remainder of the land, are growing in number.

Principal crops are rye, wheat, barley, oats which are grown on about 57
perzent of agricultural land. Wheat cultivation is increasing at the expense
of rye and oats. The country is approaching self-sufficiency in grain
productior, Both potatoes and fodder crops (hay, silage corn, alfalfa) are
grown on about 30 percent of farmland each. Other important crops are
rapeseed, sugar beets, pulzes, fruits, and vegetables. Hogs account for the
largest part of livestock inventory, followed by cattle, sheep, and horses.
Poultry production is also important, representing 12 percent of total meat
production. ULivestock products account for 46 percent of the total gross
vaiue of annual farm production.

Less than 10 percent of Poland's foreign trade is agricultural. Major
agriculturzl exports are livestock and livestock products and fruits.
Principal imports include hard and durum wheat, protein feeds, and meat. The
U.S. share in Polish agricultural trade stood at 1.6 percent of imports and
11.6 percent of exports in 1986, down from 21.8 and 12.8 percent in 1980.

Policy Goals

Poland's principal policy goal is to reactivate a stagnant economy. Under the
combined pressure of external debt crisis and the solidarity movement, a
reform program was introduced in an effort to dismantle the "command and quota
system" of the economy and replace it with more a flexible, decentralized
market-orient2d model. The reform stressed the principles of enterprise
autonomy, self-government, and self-financing. wWider wage differentials to
improve ‘production efficiency were also provided for. However, implementation
of the reform has been partial, with disappointing results.

The government initiated discussions in 1986 on the second stage, or
"intensification,”" of the reform. New laws were passed to encourage joint
ventures with foreign companies, prohibit certain state mcaopolies, allow some
enterprises to export directly, and let exporting firms retain a portion of
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hard curvency earnings for their own use. Other measures under discussion
include more serious enfor<ement of a recent bankruptcy law, more private and
mixed private-state ventures, the chartering of commercial banks independent
of the government, an increased role for worker self-management, smaller
corporate taxes, larger pay differentials, and more freedom for enterprise
directors.

Current Polish foreign trade policies have been formed under the pressure of
the large foreign debt service. These policies aim at maximizing exports and
restraining imports. However, export expansion was held back by the system of
monopoly foreign trade organizations until the reforms introduced since 1982
relaxed the restrictions and allowed some producing firms to engage in foreign
trade on their own account. The trend to liberalize foreign trade and improve
the quality of goods offered for export will likely continue.

Despite its importance in the Polish economy, the farm sector was seriously
neglected by successive communist governments. Investmrat was insufficient,
private farmers were discriminated against in input supplies and delivery of
social services, social amenities in rural areas remained poor, and there was
an exodus of younger people to urban centers. Under pressure to improve food
supplies, the government increased farmers' incentives throughout the 1970's,
but continued to discriminate against private farmers. Domestic food supplies
were supplemented by agricultural imports from the West and reductions in food
exports.

A reverse in policy was made in 1981, under pressure of an acute economic
crisis. The most important measure taken was a constitutional amendment of
1983 guaranteeing the existence of private farms. The government also
promised equal access for inputs to private farmers, state farms, and
production cooperatives. 7o deal with the hard currency shortages and the
foreign debt problem, the government is trying to reduce agricultural imports,
while boosting domestic production by increasing farm prices and improving the
supply of inputs. A tax law implemented in 1985 introduced a new flat tax on
land, based on g0il quality and proximity to urban centers. 1In addition, a
tax on the income of highly profitable specialized farms may increase the tax
burden of more efficient farmers and negatively affect production.

Agricultural Programs

Current Polish farm programs have b:en formulated: since 1981 in ufforts to
stem social unrest and increase the efficiency of the farm sector. The
programs provide for equal treatment for private, state, and cooperative farms
in the supply of inputs and other services, as well as in prices paid for
deliveries to state procurement agencies. Farm success would be judged
basically by profitability measures.

Centralized direction has been abolished and state and cooperative farms have
been given more autonomy, particularly in financial matters. State influence
on the farm sector is to be indirect through timely updating of procurement
prices, changes in prices for capital goods and inputs, and tax measures.
Subsidies are to be gradually eliminated, except for some activities of
general concern such as seed production and raising pedigree stock.

Potentially profitable farm operations are to be encouraged through such
incentives, as greater depreciation allowances and favorable taxes. Farm
invesiment is to be covered by profits. Unsuccessful farms will be allowed to
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go bankrupt. Remuneration of employees on state farms is to depend on the
farms' financial performance, since wages are to be paid from profits.

L' sitations on cooperative farm members' income have been lifted. Income
distribution is to be decided by members without state interference. The
stability of private family farms has ostensibly been ensured by a 1983
constitutional amendment guaranteeing equality to the several sectors of
agriculture.

Agricultural Program Evaluation

The agricultural policy and programs pursued in Poland in the last four
decades have not scored any major successes. Attempts to socialize farming
failed, while also forcing the dominant private sector into a prolonged
stagnation. AlthoughPoland is approaching food self-sufficlency, that
circumstance reflects constraints on trade rather than saturation of
consumption. The country will, in any case, remain a significant importer of
wheat, protein feeds, and cotton. The effect of the new policy initiatives
for agriculture depends on their implementation. Though the constitational
amendment of 1983 provides guarantees to private farmowners, it stops short of
recognizing private agriculture as a permanent element of the Polish economy.
Moreover, the principle of equality was not fully adhered to in the first half
of the 1980°'s.

Current programs have not overcome the problem of inefficiency in solish
agriculture, rooted in the preponderance of very small-size and fragmented
farms. Most farms are too small. to ensure their owners full employment and
adequate income. At the same tlme, they are too large to allow cwners to seek
gainful other employment. This farm structure is responsible for the
relatively high rate of employment in the sector, its techaical backwal lness,
and low labor and land productivity. The increase in the number of larger
farms (exceeding 10 hectares) is a positive development.

The question of the supply of inputs and services remains unresolved. Polish
industry supplies farmers with a mere 5 percent of their total inputs,
compared with 30 percent in EC countries. Also, modern machinery and spare
parts are in perennial short supply and of poor quality. Investment in
transport, storage, and food processing is also insufficient. Though current
programs call for a sharp increase in food production, the back-up facilities
in the food production chain are not yet capable of handling the increases.
The government has failed to allocate promised investment amounts to the food
producing compley.

Suggested Readings
Adamowski, Zbigniew. “Agricultural Policy and Transformations in Agrarian

Structures," Wies Wspolczesna. Warsaw, Papers selected from issues 4, 5 and
6, 1986.

Hunter, Richard. "The Management Perspective on Poland's Economic Crisis and
Recent Attempts at Reform,” The Polish Review. New York, No. 4, 1986.

Poznanski, Kazimierz. '"Economic Adjustment and Political Forces: Poland
since 1970," International Organization. MIT Press, Cambridge, Vol. 40, HNo.
2, Spring 1986.
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ROMANIA
Robert Cummings

Romania is a major agricultural producer in Eastern Europe. Wheat, corn,
sunflowerseed, and sugar beets are the dominant crops. Livestock production
is algo extensive. Romanian agriculture is centrally planned but the small
private sector is a significant producer of meat, fruits, and vegetables. An
estimated 28 percent of GNP comes from agriculture. Recent policy stresses
reduced imports and higher output of all commodities. Domestic consumption is
also restricted and any production increases are for export in order to reduce
foreign debt. The importance of international farm trade now centerc
exclusively as a foreign exchange earner. Imports are ¢own as a result, and
the U.S. export market in Romania has shrunk considerably since the early
1980°'s.

The Economy

Romania is among the least industrialized economies in Esz tern Europe, despite
rapid development following World War II. The Romanian communist party,
headed by Nicole Ceausescu Since 1965, governs the country. An extensive
personality cult surrounds Ceausescu. With the exception of Albania, he
directs the most orthodox communist economic and political system in Eastern
Europe.

The communist party formalized its political control shortly after World War
1I. Subsequent eccnomic development resembled that of the Soviet Union:

rapid heavy industrialization, collectivization of agriculture and resource
transfers to industry, and centralized economic planning. Central authorities
oversee all economic activity down to the plant, farm; and retail market
levels. Fulfillment of gross output targets is the main measure of economic
performance. Profit plays a2 minor role in economic decisionmaking.

The Agricultural Sector

Romanian agriculture 2s a share of GNP declined steadily following World War
1I. Approximately 28 percent of GNP now comes from agriculture, mainly from
grain, oilseed, sugar beet, and livestock production. Farm employment is down
to less than 30 percent of the workforce from 50 percent in 1970. Romania is
a traditional major net agricultural exporter, particularly of grain. But,
production setbacks, poor management, and the decline of the sector's ~ize
‘nave produced food shortages and much reduced exports.

Over 85 percent of agr.iultural land is in the socialized sector as either
state or cooperative farms. Private agricultural land is in hilly areas where
large-scale mechanized farming is impractical. Cooperative and state farm
families have small private plots, the produce of which can be sold on
regulated private markets.

Policy Goals
Rapid industrial development remains the main economic goal. The Romanian
communist party stresses development of he-vy and raw materials industries at

the expense of agriculture and light and service industries. Development was
swift in the 1950's and 1960's. Annual GNP? growth in 1951-63 was 6 percent,
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for example, dropping to just over 5 percent for the remainder of the 1960's.
Industry's share in GNP grew steadily, reaching nearly two-thirds by 1985.

Domestic and external constraints severely curtailed growth in the late
1970's, however, bringing on a severe economic downturn during the 1980's.

The large increase in world oil pric2s and world recession in 1979-80 severely
reduced net hard currency earnings. Romania's net debt peaked in 1981 at $10
billion. T¥~vestment returns from such massive foreign borrowing proved
insufficiehc to service the maturing debt. oOfficials made rapid repayme.at of
the debt a major goal and imports and domestic consumption declined as a
result. Tightening supplies of labor, capital, and raw materials also slowed
growth as did the cumulative effects of years of economic mismanagement.

Various economic reforms have been introduced but none have fundamentally
changed economic management nor improved performance. The leadership remains
committed to the guiding role of the communist party, denying the
applicability .of Hungarian- or Soviet-style economic reform to Romania.

The overriding farm policy goal is increased production across all commodity
greups. Higher output is to displace imports and support rising exports,
preferably to convertible currency markets. Improved output is t¢ come
through higher labor discipline and efficiency and use of improved production
technology.

Overall, the government is trying to improve agricultural productivity by
imposing the results of scientific and technical research administratively,
and by ordering changes in organiztion. WNowhere is there serious discussion

cf altering existing price, wage, and credit policies.
Agricultural Programs

There are no agricultural programs analogous to those in the United States.
Production, purchase, and use of all commodities, delivery of inputs, as well
as prices are controlled by the .ministry of agriculture and the planning
commission. Even the private sector is controlled. Private producers
frequently sign production und delivery contracts with state and collective
farms that effectively tie their activities into planned agriculture. Central
involvement is most pervasive in the grain and feed-livestock sectors and
least in fruits and vegetables.

Centcral planners develop annual and 5-year plans for crop and livestock .
production for euch collective and state farm. The center and farms negotiale
targets, but the final targets are legally binding on producers. The plans
also guarantee inputs for each farm, although farms frequently do not receive
the guaranteed levels because of chronic shortages. Plans are transmitted to
farms through regional planning organizations or directly to large producers.

Prices for farm output and inputs are set by the state ot fixed levels.
Increases in producer prices for output are moderated in order to hold down
costs in the food industry while input prices usually rise to cover higlier
costs. Extensive subsidies from the national budget cover resulting farm
losses, Retail food prices in socialized outlets are set administratively and
prices on cooperative and free markets fluctuate with supply and demand, but
only within a set range.

The most recent economic reform began in 1979. The new economic mechanism

)

(VEM) covers the entire economy and its major effect on agriculture was a
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substantial change in farm structure. Cooperative farms became further
integrated with state farms through the establishment of agro-industrial
councils (AIC). AIC's are designed to integrate and unify all agricultural
activities in a region, including food prccessing, under a single management
authority.

The "self supply program" was introduced in 1980 in response to declining
agricultural performance. The program maximizes sales of farm goods to state
procurement centers while minimizing outlays from central stocks for the
retail food market. The program maintains tight state control over resources,
contains strict enforcement methods, and amasses exportable food stocks by
restricting domestic supplies.

Agricultural Program Evaluation

Romanian agricultural programs have not. sparked improvement in farm
performance. Substantial increases in grain yields and production have been
reported, but the statistics are questionable. Continuing food rationing
makes the results highly suspect. Livestock performwnce has stagnated and
feed supplies are grossly ihadequate, in part because of the sharp decline in
agricultural imports.

Although agricultural exports generally declined in 1980~85, production
shortfalls mean a still substantial share of total output is allocated for
export. Rationing of some foods, particularly mea: and other livestock
products, remains widespread. Per capita consumption of meat has likely
declined from early 1980's levels. Extensive controls rver the marketing of
private sector output compound the poor food supply and encourage producers to
produce only for their owir needs and to meet their contract agreements with
state and collective farms.

Romania's role in world agricultural trade is severely reduced because of
restrictions on imports. Farm imports in 1984 ($660 million) were less than
half those of 1980. Imports from the United States in 1981-85 were a third
lower than in 1976-80. There is no prospect for reversal of this trend
because lower domestic food consumption, the debt burden, and tight
convertible currency supplies will restrain imports from all sources.

The organizational bias of Romanian farm pelicy ignores longstanding firancial
problems. Unprofitable farms are widespread as are subsidies from the central
government. Retail food price subsidies are also extensive. Food prices on
private markets are intentionally kept low to relieve pressure on family
budgets despite the inherent disincentives for private producers.

Agricultural investment continues to be skewed in favor of large-scale
irrigation and infrastructure projects, while poor machinery and spare parts
availability create bottlenecks.

Suggested Readings

Curmings, Robert. Romania: Economic Crisis and Agricultural Management.
Staff Report AGES860127, U.S. Department of Agr.culture, Economic Research

Service, March 1986.

Jackson, Marvin S. "Romania's Debt Crisis: Its Causes and Consequences,"
Easi: European Economies: .Slow Growth in the 1980's. Joint Economic
Committee, U.S. Congress, Vol. 3, 1986.
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SOVIET UNION

Robert B. Koopman

Soviet agriculture has suffered from slow growth and rapidly rising produccion
costs over the past 20 years. Soviet policy goals have focused on improving
growth, increasing per capita consumption, improving factor productivity, and,
more recently, reducing imports. The programs implemented to reach these
goals include changes in investment strategy and price manipulation.
Agriculture's share of GNP, at around 20 percent, is much larger than in most
industrialized nations. ‘the Soviet Union is among the top three producers of
meat, wheat, pofatoes, sugar beets, fish, and cotton in the werld.
Artificially low retail prices, however, result in considerable excess demand
for most agricultural products. As a result, the Soviet Union accounts for
about a sixth of world grain imports and annually imports nearly a million
metric tons of meat.

The Economy

The Soviet Union is the second largest economy in the world after the United
States in terms of overall GNP, though it ranks much lower in per capita GNP.
The communist party of the Soviet Union (CPSU) is tle only political party.
Although party and governmental bodies are nomin{ "ly separated, the CPSU

: determines all guvernmental policy. The Soviet Union is the oldest and

5. largest example of a centrally planned economy. All major decisions regarding
resource allocation are determined by central government directive.

Soviet economic growth has slowed substantially since the mid-1960's. The
slow growth is attributed to inefficient input use and little technological
innovation. The Soviet system does not reward efficient input use nor
introduction of technulogical change. Planners increasingly rely on imports
of Western technology and machinery to spur innovation. Hard currency to pay
for the imports generally comes from exports of raw materials, principally oil
and gas. Soviet manufactured goods are of low quality with little consumer
acceptance on the .worlé market.

Since the 1920's, Soviet economic policy has favored development of heavy
industcy over agriculture, services, and transportation. Industry has
received the major share of investment resources, material inputs, and
planner's attentiveness at the expense of the other sectors. Since the early
1960's, however, agriculture's share of investment and material inputs has
grown considerably, reflecting the leadership‘'s desire to improve the sector's
performance.

The Agricultural Sector

The USSR is among the world's largest producers of grains, me-t, milk,
potatoes, fish, 1d cotton, but is still among the world's largest jimporters
of grains and meat. Cotton is its only major agricultural export. Soviet
agriculture contributes 20 percent to GNP while employing 20 percent of the
labor force and 27 percent of capital investment, exceptionally high figures
for an industrialized nation. Soviet agriculture is currently viewed as a
major hindrence to the country's development because it absorbs large
quantities of inputs with only marginal production gains, denying much needed
inputs to the industrial, service, and transportation sectors.
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Policy Goals

Recent economic objectives have focused on increasing production growth rates,
transforming growth from extensive to intensive means, improving quality of
gocds produced, and encouraging technological innc ation. The primary
agricultural policy goal since the early 1960's has been increased

production. A closely related goal is increased per capita consumption of
meat, fruits, and vegetables to bring Soviet consumption patterns and levels
up to Western standards. Soviet per capita meat consumption is 55 percent of
the U.S. levezl, while fruit and vegetable consumption varies significantly by
seasol and region. )

In the early 1970's, the Soviets started to rely on agricultural imports to
maintain per capita consumption growth. Prior to 1970, Soviet agricultural
imports were kept to a minimum beca':se reliance on nonsocialist countries for
agricultural imports was viewed as a symbol of the system's failings, and
exposed domestic goals to roreign political smanipulation. Thus, great
emphasis was put on agricultural self-sufficiency. Through the 1970's and
early 1980's, however, the Soviets loosened the self-sufficiency constraint
for grains and a wide variety of other agricultural commodities. The change
was due in part to slow growth in domestic production and in part to increased
hard currency earnings from oil and gas exports to the West. The
self-sufficiency goal, however, has taken on new significance since the
mid-1980's because of declining export earnings and the experience with the
U.S. grain embargo.

Modernization, another agricultural goal, requires increased use of
agrochemicals, fertilizers, and machinery. #odernization of farming is viewed
as a necessary precondition teo self--sufficiency.

Increased factor productivity is also an objective of great importance.
Unproductive input use combined with a huge influx of inputs resulted in
spiraling production costs. The Soviets hope to improve input productivity
and release inputs, especially labor, for use in other sectors. Reducing
skyrocketing consumer subsidies is a major goal. As production costs rise,
subsidies to farms increase while retail prices remain nearly fixed at
mid-1960's levels.

Agricultural Programs

Soviet programs include redirecting investment funds, mezaipulating prices paid
“o producers, expanding marketing cpportunities for socialist farms,
reorganizing the state agricultural adminiscrative apparatus, changing the
laws regarding private plot producers, increasing incentives to improve input
use, and trying to implement better planning.

Agriculture's nriority for investment funds in tne 1960's and 1970's focused
on supplying farms with industrial inputs, particularly machinery,
agrochemicals, and reclaimed land. By 1980, however, bottlenecks and
low-qualicy production in the input supply industries in combination with the
food processing sector's low level of development led to a change in
investment allocation away from the farms to these downstream and upstream
sectors. Onfarm investment policy now focuses on balancing the supply of
machinery and its complementary inputs.

The state increased prices paid to producers in an effort to improve quality
and increase the quantity of agricultural production. The Soviets tried to
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maintain farm profitability in the face of risi..g input prices through a
series of price increases. Soviet policy +oward input mauufacturers allows
them to raise prices of gwods sold to farms while farms selling their output
to the state face less frequent price increases. Soviet planners more
recently have, on-a limited basis, increased the emphasis on using changes in
relative prices to directly influence the mix of output toward higher quality
products, This approach has been used to increase procurement of food-quality
wheat, reversing a trend toward feed wheat produ~tion.

Farms and local authorities have been given wider access to nonstate marketing
outlets to improve the quantity and quality of foodstuffs delivered to the
public. The nonstate markets have generslly higher prices that are influenced
by supply and demand. The higher prices provide incentives to increase supply
and discourage waste. Products bought in these nonstate networks help reduce
the state's subsidy burden.

Changes in the organizational hierarchy are also being used in an attempt to
increase factor productivity and overall output. Creation of the state
agroindustrial committee (gosag ‘prom) was an attempt to improve the quality
of planning and improve coordination among members of the agricultural input
supply organizations (thege are separate from the input producers), farms, and
food processing industry.

The state is aiso expanding the private sector's role in food production to
help compensate for fluctuations in socialist sector production. Laws have
been changed to allow private plotholders to raise more livestock.

Plotholders may now raise unlimited numbers of livestock as long as they have
contracted with socialist sector farms for the animal products. The
contracted output counts towards the socialist farms, plan fulfillment and the
plotholder is paid by the farm for raising the animals. The state has
increased its insistence that socialist sector farms provide more of the
necessary feed and veterinaris'. supplies to assist the plots. The state also
de.;ands that input industries produce tools and machines specifically designed
for use on small plots.

The state has implemented programs to increase factor productivity and
encourage batter use of inputs and services on the farms. Thus labor
remuneration and service organization fees are to be based on their direct
contribution to the harvest result rather than just the execution of
intermediate steps. Any savings in input use relative to the plan are to be
shared with workers to encourage thrifty use of inputs. The use of contracts
between the farms and smaller labor teams within the faras has been promoted
since 1982. 1In 1986, such contracts began to be made extensively with
families who were rented land, buildings, and machinery.

The reorganization of administration places more emphasis on improving the
economics behind planning decisions. This is evidenced in the livestock
sector by increased use of fodder for feed rather than grains, and a switch
from meat production growth by inventory expansion to growth by increased
animal productivity. The better balance in farm input use also reflects the
enphasis on better planning, as planners not only plan input production but
2lso try to make sure the inputs are combined efficiently.

Agricultural Program Evaluation

The Soviets have substantially failed in attempts to increase self-sufficiency
and stabilize yields. Production and factor productivity growth remains slow
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while the retail price subsidy burden continues to grow. Agriculture is still
considered a poor investment for scarce resources, using valuable resources at
a time when both the industrial and defense sectors need more inputs to meet
the challenge of the West's modernization. Some progress has bien made in per
capita consumption, but growth declined dramatically in the late 1970's and
early 1980's. What little growth was attained in the later periods resulted
from increased imports of meat and grains. Large-scale agricultural imports
continue to absorb valuable hard currency that could be used to purchase
Western technology and machinery.

The programs used to reach overall agricultural goals have been unable to
overcome tne systemic restrictions of the centrally planned economy. The
investment strategy that initially poured more inputs onto the farms failed
because farms were not encouraged to effectively use the inputs. The lack of
a strong profit motive combined with state support preventirg financial
failure means that farms can continue to demand increasing amounts of inputs
and not suffer the consequences of podr input use. Thus, the investment
programs are costly in financial terms and disappointing in production terms.

The use of contracts between private plotholders and socialist sector farms
has been moderately successful in improving livestock proauction. Expansion
of this practice continues. Other state programs have apparently been more
rhetorical than real, with little or no increase in socialist farm support for
plotholders; specialized equipment for plots is still scarce. As a result,
private plot contribution to agricultural production remains unchanged. At
the same time, contract relationships in which families use state land and
machinery have apparently had significant success and are being widely
promoted.

Factor productivity has not improved. Increments of capital and material
inputs continue to bring smaller increases in output. The poor productivity
of new inputs is partly due to the lack of farm manager incentives and partly
due to a lack of labor and service organization incentives. The centralized
system guarantees the majority of a worker's and service organization's income
regardless of their effect on the harvest.

Retail price subsidy growth remains unchecked. Continued statc use of
producer price increases to stimulate production combined with stable retail
prices have made it impossible to reduce subsidies. Soviet policymakers hoped
that increased factor productivity would decrease production costs, reducing
pressure to increase procurement prices and holding the line on retail price
subsidies. But, retail subsidies have increased fourfold in recent years.

Soviet agricultural policies have been ineffective in bringing about increased
production, stable yields, increased factor productivity, and lower retail
subsidies. While somewhat effective at raising per capita consumption, the
policies have been enormously costly to the economy. Slowitg economic growth
in all sectors of the economy and the concomitant increase in demand for
scarce inputs pressured Soviet planners to improve the agricultural sector's
performance. Soviet agriculture's claim on labor and capital resources is
uncommon for a covrntry of its level of industrial development. Further need
to use hard currenk.y resourcés to import agricultural products and the
inability to free up agricultural resources for use in other sectors of the
economy pose substantial obstacles to modernization of the Soviet industrial
sector.

65 "4



Suggested Readings

Gray, Kenneth R. "Soviet Livestock: Stymied Growth, Increased GCost and Search
for Balance," Soviet Economy in the 1980's: Problems and Prospects. Joint
Economic Committee, U.S. Congresa, Vol. 3, 1982,

Johnscin, ©. Gale, and Karen McConnell Brooks. Prospects for Soviet
Agriculture in the 1980s. Indiana University Press, 1983.

Koopman, Robert B. Assessment of the Soviet Food Program. Staff Report
AGES860109, U.S. Department of Agriculture, Economic Research Service, 1986.

U.S. Department of Agricuiture, Economic Research Service. USSR _Situation and
Qutlook Report. 1986.

YUGOSLAVIA
Nancy Cochrane

Yugoslavia, while a socialist country, is not part of the Soviet bloc. It
pursues a foreign policy of nonalignment and practices a guasimarket form of
socialism known as workers' self-management. Two-thirds of its agricultural
production comes from the private sector. The remaining third comes from the
large, vertically integrated and ™ore productive kombinats. Yugoslav
agriculture suffers from low productivity in the private sector and
rrofitability problems caused by controlled prices and raging inflation. The
goals of agricultural policy are self-sufficiency, increased efficiency in the
socialized sector, and integration of the private and socialized sectors.

The Econony

Yugoslavia is a federation of six republics and two autoromous provinces. It
is made up of five major nationalit.es, plus several significant minorities.
There are four official languages, along with sizahle groups who speak other
languages, including Altanian, Hungarian, Romanian, and even Turkish. There
are also significant economic disparities, with the relatively rich republics
Croatia and Slevenia in the north and extreme poverty in the south,
particularly in the autonomous province of Kosovo. The federal gcvernment
must balance all these conflicting national, ethnic, a2nd economic interests
and is relatively weak as a result.

Although ruled by the communist party, Yugoslavia is not a centrally >lanned
econumy and is not a member of the Council for Mutual Economic Assistance
(CMEA). Josip Broz Tito, who led the country from 1945 until his death in
1980, broke with Stalin in 1948 and shortly thereafter introduced workers'
self-management and a quasimarket form of socialism. At the same ¢ime, Tito
initiated a foreign policy of nonalignment.

Since Titc's death, Yugoslavia has been zoverned by an eight-member
presidency, with one member from each republic and province. One member of
this group is selected as president for a term of 1 year. The prime minister
is the head of the federal executive council aud has a term of 4 years.
Representatives from all eight republics and provinces must unanimously agree
to eévery federal decision. This cumbersome process has virtually paralyzed
federal action and produced an extreme lack of unity among regions.
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; Yugoslav1a has recently suffered from severe eccnomic problems. Per capita
v GNP in the mid-1980°'s has been ‘cecond lowest in Eastern Europe. The inflation
rate in some years was close to 100 percent. Yugoslav international trade
suffereu huge deficits in the late 1970's and early 1980's. These deficits

: were financed by foreign borrowing, and Yugoslavia's foreign debt reached $19
i billion in 1983. The government is forced to seek refinancing practically

. every year. *

The Agricultural Sector

The agricultural sector produces about 13 percent of GNP and employs around 20
percent of the labor force. Most agricultural production comes from the
plains in the northeast, relatively small in area Lut extremely fertile. The
‘ rest of the country is quite mountainous and ill-suit=d to large-scale
production. Major crops are wheat, corn, sunflowerse:d, soybeans, and sugar
beets. Yugoslavia is a net agricultural importer in most years. Major
: exports are red meat, canned pork, corn, tobacco, fruit, and wine. Yugoslavia
3 imports soybeans and meal, cotton, hides, vegetable oil, sugar, and, in some
years, wheat.

Two-thirds of the agricultural production comes from the private sector.
Private farmers hold 83 percent of the arable land and comprise over 90
percent of the agricultural labor force. The maximun size of a private farm
is 10 hectares, but the average farm is only 3.2 hectare. consisting of as
many as nine plots. Productivity is low in the private sector, the result of
extreme fragmentation, inadequate investment, and difficulties in obtaining
inputs.

The socialized sector consists of slightly over 2,700 vertically integrated
conglomerates known as kombinats. These are socially (not state) owned and
self-managed. These organizations have considerably more autonomy than do the
state and collective farms in a true centrally planned economy. They are
requlred to operate at a profit, but they do receive subsidies for certain
inputs and for unprofitable lines of production such as beet sugar. The
socialized sector is mainly involved in large-scale production of grains,
oilseeds, sugar beets, hogs, and poultry. The more labor-intensive products
are left to the private sector.

Policy

Economic policies are aimed at achieving a positive trade balance and reducing

debt burden, concrolling inflation, and overcoming the extreme disunity in its

domestic markets. These problems arose because of the inability of the

federal government to prevail over the conflicting agendas of the republics .
and provinces. :

bt et

The goal of international trade policy has long been to control imports and
promote expe~ts. These goals were strengthened in the foreign exchange
legislation passed in 1986. Prior to this legislation, enterprises “ad * -.n
allowed to retain S0 percent of their foreign exchange earnings and to use
them for necessary imports. These firms were also selling some of this
foreign exchange t~ other enterprises at premium rates on a "grey market.”
The result was excessive import growth. With the 1985 legislation, firms must
now exchange all foreign exchange for dinars and then apply for import rights,
which are awarded on the basis of export perfot.gance and national priorities.
The leglslatxon also provided for surcharges aud quotas on the import of
certain goods, including most agricultural commedities.
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Domestic measures have been aimed at promoting enterprise efficiency and
controlling the escalation of wages and prices. Unprofitable firrs are now to
be liquidated. Wage increases are not to exceed productivity growth. Lack of
success in these directions resulted in the passage of the intervention law in
1987, which rolled back wages to their level during the last quarter of 1986,
With '100-percent inflation, this action constituted a drastic cut in real
wages.

The government has also introduced several amendments to the Yugoslav
constitution intended to strengthen the federal government and reverse the
tendencies towards extreme decentralization. These amendments are g
two-pronged: they restrict the power of republic governments to legislate in
areas under federal jurisdiction and they, in effect, rcduce worker
participation in enterprise dacision processes.

Agricultuy 1 policies aim at achieving self-sufficiency in the production of
basic foods. The government desires to improve the diet and basic living
stendards of the population, but at the same time restrict imports. Efforts
are especially being made to bolster Yugoslavia's sagging livestock
production, which has recently suffered severe profitability problems. Thus,
the government is using various policy tools to promote domastic production of
feeds and reduce the need for imports. Livestock producers are encouraged to
increase use of forages. High priority has been placed on the expansion of
oilseed production.

For much of Yugoslavia's post-war history, policies were also designed to
increase the share of the more efficient socialized sector in agricultural
output and reduce the role of the private sector. However, the government has
recently backed away from such policies and is now attempting to raise
productivity in the private sector. This is being done mainly through
measures promoting cooperation between private farmers and the socialized
sector.

Agricultural Programs

Agricultural production and trade goals are laid out in annual and S-year
plans. However, these plans have no legal force, but represent only the
government's desired priorities. To induce producers to comply with these
goals, the gov