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ABSTRACT.  The European Union (EU), by means of its Common Agricultural Policy (CAP), has specified reduced agricultural subsidies to the ten acceding countries as a condition of EU accession in May 2004.  Such reductions are to be replaced by funds for infrastructure development, supportive of rural development in general and farm maintenance in particular.  The EU strategy is to decouple subsidies from production and avoid longstanding European agricultural surpluses. Acceding members such as Slovakia might be expected to suffer since the present membership (EU-15) is not likely to lose its subsidies in the near future.  Thus, France, a net receiver of EU funds, and Germany, a net contributor of EU funds, may or may not be affected by declining political interest for supporting subsidies for the new members.  Similarly, the proposed budget for 2007-2013 is likely to increase past the current .7% of per capita GDP to 1.5% of member countries.  The revenue climate threatens all members as well as creating a specific chill toward the acceding members (EU-10).  Using secondary sources and Slovakian interviews, the paper postulates that Slovakian farmers have already discounted the EU subsidy reductions.  Local and international markets have reduced marginal profit, in some cases to negative balances, causing Slovakian farmers to treat the EU reductions as simply inevitable.  Bezemer (2002) has argued that Slovakian agriculture, institutionally, basically de-collectivized slower than the Czech Republic and therefore, is dominated by larger farms organized in corporate fashion (separation of ownership and management) as it had been during Communism.  This implication implies, however, that, in time, private farming will find its ‘place’ and face minimal subsidies both from the EU and the Slovak government.  This paper argues that the EU as well as the World Trade Organization (WTO) has and will consider agricultural subsidies to be a ‘dead weight loss’ and insist that global free trade in agriculture is a likely policy conclusion bolstered by political reality.  

1.0 PROBLEM. 
       The EU’s Common Agricultural Policy (CAP) will affect all members of the EU.

       This paper proposes to follow the impact of this policy on Slovakia, a not 

       insignificant significant agricultural country.  The impact and importance of the CAP    

      on Slovakia is important since the initial negotiations with the EU have resulted in a 

       lesser subsidy to be paid to the acceding countries than the present members.  While 

       Poland represents the largest proportion of farming among the acceding countries, 

       Slovakia is not insignificant.  The EU has maintained quotas limiting the amount of 

       agricultural exports from Slovakia to EU members until the present.  While the 

       quotas may be removed, the subsidies will not be equal to those received by existing 

       members.  Slovakian farmers, therefore, expect a very difficult adjustment in their 

       disposable income as they attempt to compete with well- subsidized present 

       members.  While the Slovakian government would be authorized to make certain 

       internal payments to farmers, these would not make up the gap for acceding 

       members.  Funds will be available for infrastructure development that will assist 

       Slovakian farmers and other rural workers in adjusting to the need for less 

       agricultural output.  

      1.1. Currently, the EU has experienced agricultural surpluses that were created as 

      farmers received payments for increased output.  Productivity was therefore,  

      rewarded.  The EU wants to decouple subsidies away from production (to avoid 

      surpluses) and to construct or transform rural economies toward either the processing 

      of agricultural products or other rural industries.  The World Trade Organization 

     (WTO) has shown continuing interest in the subsidies provided by the EU, USA and 

      Japan.  Developing countries had demanded that such subsidies be discussed at the 

     WTO Cancun, Mexico, conference, September, 2003.  The conference collapsed in 

      acrimony resulting in an impasse.  Their primary complaint is that free trade does not 

      exist in agriculture as long as such significant subsidies permit the developed 

      countries to sell products at prices below the world price that the LDCs (lesser 

      developing countries) cannot match.  The paper will evaluate the EU impact upon 

      Slovakian farmers and attempt to see what equilibrium might be likely in Slovakian 

      agriculture.

1.2. Bezemer (2002) has argued that the retardation of Slovak private farming has  been caused by limited de-collectivization that encouraged rent seeking and survival in large farm plots organized around a corporate principle (as during collectivization).  This paper will argue that while institutional development can be persuasive, a more likely reason is the ‘rational’ approach of farmers toward either reducing to self- subsistence farming, unless the ‘opportunity’ arises for increasing farm sizes, or maintaining those larger farms that may reduce the risk of failure.  Thus, the paper argues that the determinism of post-collectivization is not necessarily path dependent on slow decollectivization but, rather, rational farmers’ decision making.  The implications are that the EU CAP program simply hardened farmers’ decisions since neither the Slovak government, the World Trade Organization nor world markets are likely to protect small farmers.  Unless massive subsidies are available to small farmers as in France or Japan, independent farming in Slovakia will likely reach equilibrium around medium to large farming using laborers rather than family members to maintain productivity.  

Thus, the research question is to what extent the European Union will have impact upon agriculture in Slovakia, a policy issue that has been a dilemma prior to EU accession, and, with accession, exacerbates existing pressure points while yielding to new ones.   

2.0.  PURPOSE OF THE PAPER.

The purpose of the paper is to show the impact of EU deliberations on agricultural subsidies and non-tariff provisions (for example, infrastructure development), upon Slovakian agriculture, a sector of the economy that has struggled since postcommunism primarily due to surpluses that could not be traded significantly to the EU in view of the latter’s quotas and subsidies.  Secondly, it is to explore alternate factors acting upon Slovak agriculture that might be acting exogenously on Slovakia and the EU, as well.
2.0. ISSUES. 

Surplus.  The EU has reduced agricultural production as well as labor input in agriculture for a number of years.  Despite this, agriculture has been productive and has created surpluses.  Nevertheless, EU subsidies have been paid on the basis of production.  This equation has produced the present day surpluses.  The EU could probably abandon sugar beets and simply import sugar cane from lesser developing countries ( LDCs).  Naturally, EU sugar farmers would object.  The same is true throughout agriculture.  Thus, farms have grown larger, and the incomes of fewer farmers have grown while small farmers have either left agriculture or earn a larger proportion of disposable income in other work.  The mix has changed as well.  Slovakia, for example, now focuses 60% on livestock and 40% in grains.  This is a reversal of the past, no doubt brought on by large grain surpluses in the EU.  

While Slovakia has attempted to adjust to declining markets for agriculture, and, a   reduction in agricultural labor input, production has still provided surpluses internally and limited (by quotas) access to the EU zone.  Exports to Former Soviet Union countries have been limited.  Thus, farms have increased in size as the labor input has diminished.  At first glance, one would expect the resulting farms to be the most productive.  The variance in productivity, however, is significant.  Politically, Slovakia wants to support its agriculture.  However, the declining share of agriculture to total GDP has shrunk.  Naturally, farmers represent a modest political force and it is desirable, at least, to maintain a degree of self- sufficiency to reduce the need for imports.  Nevertheless, the Slovakian government is running a budget deficit and cumulative debt.  

Subsidy.  
While Slovakian farmers will receive EU subsidies, the level of subsidy will be less than that provided to farmers within the EU 15 (present members).  And, the level of EU subsidy to farmers will increase slowly during the forthcoming years rather than commence at its highest rate.  

At the same time that farmers will experience lower subsidies than the present EU average, the Slovak government would be authorized, within limits, to ‘top off’ the subsidy from internal funds.  This, however, is not likely to satisfy the farmers whose products have been consistently limited by non-tariff limits (quotas).  While quotas may not be continued following EU accession (unless negotiated for the early years by the EU) the market prices will reflect continuing EU 15 subsidies (e.g., export subsidies).  These will constrain Slovak farmers who argue that they cannot match the market price without a higher subsidy.  There may be a suspicion that possible Slovakian government subsidies (adding to the lower EU subsidies) may, either, provide ‘something for everyone,’ or, reward certain farmers for political or other clientele relationships, more earnestly.  

While Slovakian farmers are protesting their future disposable income, the country has experienced unemployment rates between 14.5% and 19%.  These high rates exist outside of the capital city, Bratislava, that has attracted a certain amount of foreign direct investment, as well as in the nearby, outlying areas.  Automobile manufacturers have been particularly active such as VW, Skoda, Peugeot-Citroen group.
  Outside the capital city, unemployment has been much higher and tends to affect the agricultural areas as well.  Thus, rural development has not transformed the vacuum caused by declining agricultural labor input nor declines in former Soviet era manufacturing facilities.  Yet, revenues from transporting natural gas and petroleum from Russia to Europe as well as the aforementioned FDI have strengthened the Slovak balance of payments and current account.  Skilled labor, most likely to be needed in automotive assembly, is largely situated in or around Bratislava.

    Endogenous and Exogenous Factors.

Two forces are likely to impact the outcome of the EU’s deliberations regarding agriculture: endogenous and exogenous factors.  Endogenous factors will focus on the political strength of farmers at the national level, and the tradeoff that national politicians will be forced to make between agriculture and other political/economic exigencies.  To some extent national political parties reach down to local levels and view tradeoffs in view of local political strength and potential voting losses (and gains).  Most countries, however, pay lip service to farmers, not wanting to precipitate a national crisis, particularly, a political one.  Secondly, the EU affects Slovakia from an exogenous position.  CAP negotiations will continue in heated fashion following collapse of the World Trade Organization (WTO) conference in Cancun, Mexico, September, 2003.  The EU is viewed as extremely trade distorting in agriculture in view of its subsidies that exceed those of the U.S. and, except for rice, Japan.  Moreover, the LDCs argue that both the U.S. and Japan occupy a significant role in distortion as well.  The EU wants the U.S. to reduce its subsidies that make the EU look intolerant.  The U.S. would like to sell its genetically modified crops in Europe that the EU has opposed, presumably alleging that ‘dumping’ such crops into Europe is distorting and scientifically questionable. Slovakia will be affected by these deliberations.  Yet, despite the Cancun outcome, Slovakia will be forced into a competitive market already generating surpluses.  The EU may hope, at best, that Slovakia will settle for some degree of agricultural output constrained by limits on the most productive farms, however that may be determined.

3.0  Scenarios.

 While Bezemer (2002) has argued that institutional analysis suggests that Slovakia, unlike the Czech Republic, has slowed its transformation to private farming because of institutional inertia (somewhat akin to the oligarchs in Russia exploiting a vacuum of asset ownership and offering loans for shares), other scenarios are possible.  Bezemer’s implication is that once institutional transformation occurs, the Slovaks will get it right.  This paper argues, there is too much agricultural economics standing in the way. 
Secondly, rather than castigate the EU for its ‘imposition’ of unfair subsidies to Slovakia, the political inclination may well be to argue that the EU is enforcing a reduction of subsidies not only on the ten accession countries but just as likely on the current members; thirdly, that this political ‘escape valve’ will permit Germany and France to plead causation upon the EU and allow the necessary subsidy changes.  It has the opportunity to reduce Germany’s net contribution to the EU and to reduce France’s net EU subsidy.  On the surface, this would be politically dangerous endogenously.  However, the pressure from the World Trade Organization presents the EU with an opportunity to gain trade advantage in intellectual property and government purchasing  (restricting national government purchasing to the home country except in national emergencies) at the expense of agricultural subsidies.  This would be a bargain with significant enticement to EU governments.  It would completely silence the ten acceding countries and provide France with an excuse for not protecting small farmers.

3.1. Endogenous factor. 

 Within most of the EU membership, agriculture hovers around 3-4% of GDP. Agriculture has evolved to virtually a commodity concept: no one farmer nor state can directly influence the price of a commodity.  To avoid this, states have either formed cartels (EU) supported by subsidy, thus reducing cost to producers while augmenting price or income, or they have surrounded themselves, if large, in protection, such as the U.S. and Japan.  To adjust, small farmers have virtually disappeared except for subsistence farming.  Small French farmers have survived but it is the large wheat and oil seed farmers that have captured most of the subsidy.  They are not likely to enter bankruptcy should subsidies disappear or significantly reduce.  Free markets produce additional advantages not only for developing countries but developed countries as well.  The U.S., for example, averages about 480 acres per farm as opposed to the original land grants of 160 acres.  It is impossible to survive on 160 acres with current fuel and machinery costs.  Since the French are already being dragged before the European Court of Justice for more than one matter, it is unlikely that, in the future, they want to defend huge subsidies in the ‘court’ of world opinion.  Free trade would bring additional non-farm economic benefits to the French, as well as political ‘correctness.’

The agricultural political union at the EU has been called the ‘Iron Triangle.’  The triangle consists of the agricultural ministers, agricultural officials in the EU Commission, and the farming interests at the European level, particularly in France and Germany.  (Hix, 1999, p.251-55).  The triangle, until somewhat recently, dominated policy decisions in agriculture (notably the CAP) since those political parties supporting farming made up the preponderance of influence in the European Commission and in the European Parliament.  Essentially this influence was, to an extent, detached from finance ministries and the EU CAP financing until such time as the funding request was presented for action.  Since this document dominated the EU expenditure budget, finance officers might have complained but treated the amount as seemingly a foregone conclusion.  Funding, however, must be derived from the urban middle class despite the likelihood that some 17% of the electorate might consist of farmers, retirees and related voters (p. 255).  Nevertheless, as voting constituencies shifted to middle class urban voters (strong consumers as well) the triangle observed that opposition to large CAP expenditures was more likely than before.  Rather than completely capitulate, the triangle became less inclined toward rigidity and more inclined toward flexibility.  This resulted in gradual shifts of CAP payments away from direct farmer payments and toward rural infrastructural support, likely to deal with a declining number of successful farmers and more likely to appeal to the urban middle class (p. 255).    

3.2. Exogenous factor.

Three members of the WTO are under attack from LDCs:  EU, U.S. and Japan.  The attack comes from countries that cannot compete with significantly subsidized exports which lower world prices for food commodities.  Mali, for example, cannot compete with U.S. cotton farmers.  American consumers are paying four times the world price for cotton because of the intervention by U.S. subsidy.  The same situation exists with respect to Japan for rice.  The EU is vulnerable for a wide range of supported commodities such as grain, etc.  The primary beneficiary of such support is France, particularly for grains and oil seed.  This effectively protects French farmers, particularly the large farmers since subsidies are linked to production, and restricts LDCs from competing.  

The question arises as to the potential impact of the WTO upon the EU.  Were subsidies only bilateral, the issue would not arise in the EU context.  The EU, however, approves of CAP subsidies for its members though it has clearly signaled a shift away from production subsidies for new members toward infrastructure spending.  Effectively, the EU is announcing an intended reduction in subsidies for its budget for 2007-2013..  These reductions will commence with the ten acceding countries.  Two political factors will affect the EU’s position re: subsidy, a major obstacle in negotiating breakthroughs for intellectual property and purchasing agreements within the WTO.  First, to what extent will the EU yield on subsidies in order to achieve breakthroughs in non-subsidy matters? Second, to what extent will the EU apply such reductions to the existing 15 members were they to come about?  While the voting structure for the EU is currently unresolved in convention or constitutional discussions, it seems unlikely that the EU can further withstand (a) the moral imperative of maintaining subsidies affecting the WTO of which it is a member, and (b) voting preferences of EU non-agricultural countries and Germany, in particular, a net contributor to EU revenue.  Subsidy reductions in the 2007-13 budget that are already in discussion, will cause a number of members such as Spain and others to lose payments to regions simply to balance the EU budget.  Further, the announced budget targeted by Prodi (EC president) includes an increase from 0.7 of EU GDP to 1.50, in order to accommodate the acceding members even with subsidies significantly reduced.  In order for France and the EU Commission to argue that subsidies should be significantly unaltered would require tradeoffs with the WTO that would foreclose breakthroughs in non-agricultural areas too enticing to reject.  To put it bluntly, the EU members will be able to agree to reductions in agricultural subsidies by announcing to the public that the choice was forced upon them by the EU and that the advantages outweighed the disadvantages.  This paper believes the farmers have already deduced this without the help of their national leaders.

4.0  Early warnings.

EU

The EU has already delineated agricultural targets for the acceding members.  The EU negotiated arable crop mandates for Slovakia that created a dilemma.  The acreage requested by Slovakia (992,000 hectares) was increased to 1,011,627 hectares while the yield per hectare was reduced from 4.99 (requested by Slovakia) to 4.16 tons per hectare.  The net result of the increased acreage will be to reduce the net yield.  At the same time, the Czech Republic requested a yield of 4.20; was given a yield of 4.18, and a reduced acreage of 2,221,844 hectares.  Estonia was told to halve its yield and had its acreage halved as well.  These are important reductions in farm income even in the market place let alone per subsidy.  Slovenia had its acreage cut from 150,000 hectares requested to 94,192, while its yield was reduced from 6.12 (presumably reflecting its productivity) to 5.31 tons per hectare.  The question arises whether Slovenia was being punished for being successful.  According to the OECD, Slovenia, “…Given the high importance of rural areas…(emphasis added) embarked on an effective rural diversification strategy targeted to generate off-farm incomes for rural people…to support the progress towards a more market-oriented agriculture.”

OECD

The OECD reports that very little progress was made in 2002 in addressing environmental and social protection aspects of farming as a whole.  Between 2000 and 2002, average support to farmers, as measured by the producer support estimate, was “below 5% of gross farm receipts in Australia and New Zealand, below 25% in Canada, the Czech Republic, Hungary, Mexico, Poland, Slovakia, Turkey and the U.S., 35% in the EU, and around 60% or more in Iceland, Japan, Korea, Norway and Switzerland.”
  

The question arises whether or not production based subsidies will continue, as requested by France, or whether the current method of apparently reducing yields to the acceding countries, will once again leave the large farmers among the existing members relatively better off.  The OECD reports that production support goes to the “…larger, often the richer farms.”  In supporting market prices, the study “…estimated that only 25% of the funding ends up as a net income gain for the farmers.”

The OECD reported in June, 2003, Policy Brief, that “The OECD countries have recently agreed to a positive reform agenda for agricultural policies.”  A central point was “…the need to reduce those forms of support that distort markets and require trade distortion.”  While support (the Producer Support Estimate) has been modestly reduced, 31% of total farm receipts in the OECD constituted USD 235 billion, a reduction from 38% between 1986 and 1988 (p. 1).  Output based support and input subsidies accounted for 76% of support to farmers in 2002, compared with 90% in 1986-88 (p. 1).”  In assessing that current reforms were largely ineffective, the OECD commented that two primary objectives were “…the incomes of farm households, and those related to the level of public services (p. 2).”  It concluded that the most effective farm support was direct income payments that “…’decoupled’ from agricultural activity altogether, so that farm and non-farm households have the same criteria of eligibility (p. 2).”  It pointed out that targeted relief to low income households as well as infrastructure support directed at needed rural improvements promised greater benefit than untargeted, blanket relief based on production.  Existing policies have acquired the need for trade protection because of market failure.  Such can happen, for example, when “…a support measure…sustains the domestic price above the level at which a country can import…” requiring an accompanying restriction on imports (p. 4).  It concludes by saying “…commitments to improve market access (notably via tariff cuts) and to eliminate export subsidization would make price supports less tenable and reinforce the shift to direct forms of support which are not linked to production and are less trade distorting (p. 5).”        

5.0 Methodological.  

Theory

From a theoretical view, risk analysis would suggest
 that political economists and governments would eschew the risk of losing significant intellectual property and government contract benefits while insisting on farm protection.  Both free trade and comparative advantage suggest that world agricultural prices need to find a better measure of equilibrium unsupported by massive export or production subsidies.  Politicians cannot fail to consider cost/benefit analysis suggesting subsidies, other than temporary, may well be dead weight losses.
  A number of WTO countries affected negatively by such subsidies are threatening not to discuss intellectual property and government contracting
 at future WTO meetings.  This impasse, already experienced in September 2003, would increase the opportunity cost of continued subsidies (to say nothing of the actual cost).  Thus, other state economic advantages could be harmed that might promise a much greater return to states now subsidizing agricultural exports.
  The EU, a large subsidizer of agricultural production can hardly avoid world opinion nor can Slovakia.  Reducing or eliminating agricultural subsidies would not seem to create an extravagant loss in view of other government discretionary use of the same money while immediately opening the prospects of economic advance on the questions of intellectual property and government contracting.

Figure 1.0 illustrates the tradeoff between the WTO and EU: the latter would gain advantage in intellectual property and government contracting were it to yield on subsidies to agriculture.  This would permit the EU to allow a market solution in agriculture while redistributing allocations to rural infrastructure development.  Slovakia could then accept EU infrastructure funds and redistribute its own funds to non-farm investment.  Utilities would be maximized for WTO/EU/Slovakian government.

Practice.

We seek data that will show whether or not farmers have shifted to larger farms or to subsistence farming.  Economy of scale may be less romantic than small farming yet less than marginal returns punish small farmers and reward large farmers.  We are further interested in productivity rates since larger farms will allocate their machinery and fuel costs over larger plots while presumably reducing their labor supply to reduce overhead and utilize improved farming technology.  We will observe whether or not farm contribution to GDP reduces but stabilizes.  Should pricing data be available, we will search for evidence that prices have not significantly increased.   Finally, we will seek evidence, either through interviews or secondary sources, as to whether postcommunist countries are experiencing movement away from small farming or simply shifting to subsistence farming.

Fig. 1.0 General Paradigm 
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Figure 2.0 suggests that the typical solution to a market failure problem is an etatist intervention to neutralize the monopoly solution normally evolving.  In this case, agriculture regresses to economy of scale with multiple, competitive, large farms (rather than monopoly) eschewing the possibility of collusion or cartel.  The optimal solution, influenced by free trade and comparative advantage, is to maximize margins to economy of scale and assist small farmers with infrastructure development and targeted welfare.  Thus, the deadweight loss is mitigated and replaced by development incentives. 

6.0  DATA ANALYSIS.

The data examined suggest the following interpretations:  (one hectare = 2.7 acres):

Eurostat:

1. The gross value added to EU farming between 1992-2000, was largely positive for the EU 25, though negative for Belgium, Hungary, Malta, Slovenia, and Slovakia (EUROSTAT, 2004)
.

2. Income, earned among the EU 15 between 1992-2002, increased from the index figure for 1995 for the EU 15 except for Netherlands (2004)
.

      3.   The average work unit (equivalent of one worker) for 1990-2000 declined in all

            EU 15 countries (EUROSTAT, 2004)
 

4. The purchase price indices for 1992-2001 (for purchasing means of production), using 1995 as the index year, decreased for the EU 25, except Latvia, Hungary, and Slovenia (EUROSTAT, 2004)
.

5. Crop output for 1992-2000 was up for the EU 25 except for Austria and Malta  (EUROSTAT, 2004 )
. 

       6.  The number of agricultural holdings has declined during 1990-2000, in all EU 15   

            countries. (EUROSTAT, 2004)

Kabat:

Kabat (2003) has shown that Slovakian farms, considering revenue, costs and profits of farms between 1992-1994, have declined in profits to negative levels: profit per hectare in 1992= (-)4,576 mln Sk; by 1994, the profit per hectare had reached (–)2,329 mln Sk; however, Kabat observes, “…The overall position of the agro-food sector in the national economy since 1990 has declined permanently (2003, p. 5).  By 2000, Kabat observes that Slovak agriculture provided 4.1%, within the somewhat stabilized range in central Europe and the EU 15 (2.0-4.1%, Kabat (p.8).  Nevertheless, Slovakia experiences a trade imbalance in agriculture; imports exceed exports by 39%.  Concerning productivity, Slovakia lags behind the EU 15, varying between 34-61% of EU productivity; its value added per hectare of land lags as well: 0.53 vs. 1.08 in the EU15.  Slovakia’s subsidies for agriculture also lagged behind the EU 15 by 80%.  Slovakia’s land ownership situation has not been resolved.  Ownership for perhaps 15% of land remains unsettled.  Says Kabat, “…Most agricultural land is leased back to large farms not always with clearly defined and correct terms.” (p. 14).

World Almanac:

Data re: U.S. (World Almanac, 2001) (USDA) pp. 153-4; U.S. farms (1940-99) down from 6.3 mln to 2.3 mln (Figure 4.0); average size of farm= 432 acres in 1999 vs. 174 in 1940 (Fig. 3.0).  Decline in farm workers: 2.5% in 1994 vs. 71.8% in 1820 and 17.4% in 1940 (Figure 5.0).  Livestock has not changed during 1900-2000; meat production and consumption stabilized after WWII.  

Fig. 3.0 Size of Average U.S. Farm (in acres)

 Source:  World Almanac, 2001
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Fg. 5.0  Number of U.S. Farms (in millions)

Source:  World Almanac, 2001
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U.S. Department of Agriculture (USDA), (2004)

1.  Census 2002: farms less than $2,500= 39%; $2,500-9,999 = 20%; $10,000 - $24,000 = 12%; $25,000 - $49,999 = 7%; $50,000 - $99,999 = 7%; $100,000 – 499,999 = 11%; $500,000 or more = 3%.

2. Census 2002:  “Count of Farms” from 1974-2002: down from 2.62 million in 1974 to 2.13 million in 2002.  “Farms by Size: 1997 and 2002 (thousands): farms remained relatively the same size although a slight drop occurred in every size category except for 10-49 acres and the largest category, 2,000 acres or more: from 74 (000) to 78 (000).   

3. Census 2002: Types of Organization: individual or family=90%; corporate=3%; Partnerships=6%; other: cooperative, estate or trust, institutional, etc + 1%.  There are some very large private farms in the U.S.  Interestingly, 816,000 farms out of 2.13 mln farms were ‘operated’ by women.  However, the census collected data on up to 3 operators per farm.  The data do not reveal whether or not the farms were managed by a person other than the woman).

4. National Agricultural Statistics Service: non-farm wages have increased from $7.00/hr. in 1981 to $14.50 per hour in 2002; farm wages have lagged behind, rising from $3.80/hr. in 1981 to $8.75/hr. in 2002.

Fg. 5.0  Decline in Farm Workers (% of total work force); Source: World Almanac

             2001 
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Discourse from Poland:  

1. The International Herald Tribune (March 3, 2004)
 reported situations with regard to small and large farmers in Poland and in eastern Germany.  The discourse of each is relevant (though anecdotal).  One small farmer had three hectares of poor land, two cows and a modest assortment of pigs and chickens.  Poland has 1.9 mln farmers.  Said the farmer, Andrej Zedura, 

“During the Communist time we sold everything we produced.  The state was obliged to buy it.  Now it’s not even worth trying to sell milk.”  Said Chris Lehmann, a German who manages Farm Frites (a supplier to McDonald’s and others), “…Only the big farms can be successful…Many small farms will disappear.”  Pakura depends on a “…daughter’s paycheck, a $100 monthly pension and earnings from odd jobs.”  Sylvester Frankowski returned from the army having earned $200 per month as a foot soldier.  “Everybody is trying to find a job.  They don’t want to stay on the farm.  They are afraid that in the EU, the farms will be too small to exist,” he said.

2. Regarding larger farming, said Ulrich Poeggel, manager of a 3,000 hectare farm in what used to be a state-run cooperative farm in East Germany, combining dairy farming and a tractor leasing business said, “I don’t think we will have any major competition in the next few years” from the new entrant states.     

FINDINGS:

1. Slovakian agriculture has declined in farm size yet has sustained productivity though below the EU 15 level.  Thus, larger farms remain
; margins have stabilized; crop yields have stabilized, input prices have not increased.

2. Farm labor has declined in Slovakia as elsewhere in the EU 15.

3. The Slovakian experience has been replicated in the EU and in the U.S.

4. Interviews have confirmed the farmers’ negative reaction to declining margins and unfavorable subsidies.  However, one interviewee said that 90% of farming was in cooperatives.  Naturally, some laborers were released as superfluous.  Some 74,000 private farms exist that are not registered.  This avoids taxes though may not preclude receiving subsidies.  Some households are “growing things.”  Subsistence farming is significant.  Because of the lack of registration the task of accumulating private farming statistics is complicated.

5. Discourses suggest that farmers are turning toward non-agricultural activity and subsistence farming.  Support will originate outside of farming: pensions, part-time work and ancillary income from other family members; larger farms tend to be cooperative and/or partially private though the ownership of plots cannot be easily established.

6. In referring to figures 1.0 and 2.0, support exists for the probable scenario that the Slovakian government will yield to the EU.  This outcome will evolve inasmuch as the EU will have yielded to the WTO, causing discretionary budget shifts away from farmers and toward rural infrastructure.  Farm economic equilibrium seems likely to shift toward market determination and away from government dependence.

CONCLUSION:

The EU’s plan to provide infrastructure funds to acceding countries seems likely to fuel farmers’ pessimism that subsidies will not  (a) make up the income loss, and (b) that in the long run, only larger farm tracts offer the prospect of positive margins.  Lessening subsidies to small tracts seem destined to fail.  The EU signal of infrastructure funds to Slovakia and other acceding countries communicates not only a ‘race to the bottom’ vis-a-vis margins but the impossibility that the Slovakian government would make up the difference in the face of modest contributions of Slovakian agriculture to GDP.  Left open is the prospect that the EU will reduce farm subsidies to the EU 15.  Yet, future increased budget revenue planned for 2007-2013 suggests a continuing chill toward further EU farm subsidies.  The political pressure of the WTO toward the EU (and U.S. and Japan) is likely to exacerbate the inegalitarian nature of world farm pricing causing some LDCs to ‘race to the bottom’ without abolition of farm subsidies among developed countries.  Considering that subsidies may well be a ‘dead-weight loss’ anyway, continuing further subsidies may cause an impasse regarding further free trade priorities of developed countries such as intellectual property and government purchasing agreements.  That the farmers have concluded that their own governments may eschew further subsidy relief should not be surprising.     
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�   See “Eastern Europe: Region Grows as Manufacturing Point for Auto Industry,” RFE/RL,                 � HYPERLINK "http://www.rferl.org/nca/features/2003/08/20082003153918.asp" ��http://www.rferl.org/nca/features/2003/08/20082003153918.asp�, August 21, 2003.


� Agricultural prices suffer from a classical supply/demand problem:  no farmer can influence the production price.  Since quantity in OECD countries migrates toward surplus, governments have subsidized production to provide blanket ‘welfare’ regardless of farm size.  Large farmers have benefited the most.  Unlike OPEC oil, constraining immense numbers of farmers from producing has not been feasible.  The result has been to establish a price barrier against which small farmers and non-OECD farmers cannot compete (the price is barely at cost for smaller farmers).  Since demand is relatively non-elastic for agricultural products, a move in the supply curve to the right simply drives the equilibrium price downward.  Essentially, only a subsidy can protect declining margins (Samuelson, 1989).    


� “Review of Agricultural Policies: Slovenia,” June 18, 2003, 


http://www.oecd.org/EN/longabstract/0,,EN-longabstract-152-nodirectorate-no-3-6645-1,0


� “OECD Forecasts Rising World Agriculture Output but Says Progress in Cutting Subsidies Too Slow,” May 6, 2003, � HYPERLINK "http://www/oecd.org/oecd/pages/document/porint_template/0,3371,EN-document-0-nodirec" ��http://www/oecd.org/oecd/pages/document/print_template/0,3371,EN-document-0-In nodirec�.  


� “Most Agricultural Support Fails to Target Farmers Most in Need, Says New OECD Study,” June 18, 2003, http://www.oecd.org/oecd /pages/document/print_template/0,3771,EN-document-1-nodirec.


� See Weimer (1992); for risk analysis, see subjective perceptions of risk, pp. 85-6.


� “The extent to which the value and impact of a tax, tax relief or subsidy (emphasis added) is reduced because of its side-effects, increasing the amount of tax levied on workers.  Payment will lead some workers to stop working or work less so reducing the amount of extra tax to be collected; creating a tax relief or subsidy to encourage people to buy life insurance would have a deadweight cost because people who would have bought insurance anyway would benefit.”  Economist, “Economics A-Z.”  www.economist.com/research/Economics/alphabetic.cfm?LETTER=D


� The latter case involves legislation by certain states (e.g., U.S.) that government contracting must be awarded to national contractors unless a national emergency or similar exigency exists.


� Slovakia, for example, asserts that it will collect 9.85 mln euros in taxes on its 49.24 mln investment in Hyundai/Kia to commence construction of an automobile plant in Slovakia in 2004.   (Slovak Spectator, March 5, 2004), Http://www.slovakspoectator.sk/clanok_tlac.aspo?cl=15287&rub=.


� Weimer, (1992).  See pp. 79-85 for discussion of utility preferences.


� To some extent this becomes a minimax strategy: see Weimer, (1992), fn.34, p. 235.


� “Gross Value Added at Basic Prices of the Agricultural Industry,” http://europa.eu.int/comm/eurostat


� “Indicator A of the Income from Agricultural Activity,” http://europe.eu.int/comm/eurostat


� “Total Farm Labour Force,” http://europe.eu.int/comm./eurostat


� “Purchase Price Indices, Deflated; Total Means of Agricultural Production,” http://europe.eu.int/comm/eurostat


� “Crop Output,”http://europa.eu.int/comm/eurostat  


� “Number of Agricultural Holdings,” http://europa.eu.int.comm/eurostat


� See also Csaki et al. (2003).


� Area one declines to 1999 though farms grew slightly in that year; the size of farms then declined slightly bucking decades-long trends.


� http://www.iht.com/cgi-bin/generic.cgi?template=articleprint.tmplh&ArticleID=132177.


� Only farms greater than 50 hectares have increased; those less than 50 hectares have decreased.  See “Agricultural Holdings with Agricultural area greater than 50 hectares, greater 20 hectares, greater than five hectares and less than five hectares,” http://europa.eu.int/comm/eurostat.


� Confirmed by Csaki et al. (2003).
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