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THE LEVELS OF PROTECTION IN SLOVENE
AGRICULTURE AND POLICY IMPLICATIONS

REDNAK M., ERJAVEC E. and J. TURK

ABSTRACT

The objective of this paper is to measure the level of agricultural protection in Slovenia using conventional
methodology. The Producer Subsidy Equivalent (PSE) and the Nominal Agriculiural Assistance Coefficient for
producer {NAPC) were used to defermine protection levels during the initial stages of economic transition
(1992-95). The results show posifive protection with a level in 1995 about the same as the OECD average and
a little lower than EU protection levels. Commodity-wise the highest levels of protection are for sugar beet, milk
and beef, while coarse grains and poultry meat had relatively low support levels. The paper acknowledges that
a current tendency towards increasing price protfection in Slovenia should be curtailed and gradually replaced
by an effective budget support policy.

Keywords:
SLOVENIA, AGRICULTURAL MARKETS, AGRICULTURAL PROTECTION, TRANSITION ECONOMIES

1. Infroduction

There is a direct relation between the extent of agriculiural protection and domestic agricultural policy
measures; the latter result directly in higher/lower levels of agricultural protection. There is perhaps
no single country in the world that would not use some policy protection measures in agricultural
production. There are, however, substantial differences between the ways that systems of
agricultural intervention and protection are being implemented in the various countries.

Various reports and studies (Agricultural Institute of Slovenia - different sources; European
Commission, 1995; Erjavec ef.al., 1996) indicate that where Slovene agriculture is concerned,
natural conditions and those of production are less favourable than they are in other Central and
Eastern European countries (CEECs) and the member states of the European Union (EU). Small,
part-time private farms with low productivity levels dominate the agricultural structure, and are
especially widespread in marginal areas. Farm revenues earned in agriculture are generally below
those incomes earned elsewhere in the economy. Private farmers still feel that they are on the edge
of Slovene society and argue that they suffer economic discrimination. Nevertheless, having
experienced radical political changes in the late 1980s, agricultural production has become an
increasingly important socio-political factor in Slovene society. Understandably enough, this process
has also induced substantially higher agricultural support levels. Agricultural producer prices
approach the corresponding EU price levels and markedly exceed the existing farm product prices in
the CEECs. With the new commitments made by Slovenia to its foreign partners (various bilateral
and multilateral free trade agreements), there is not much space left to promote and extend the
current level of agricultural market price support. In order to fully comprehend the basic mechanisms
of Slovene agricultural protection, some quaniification procedures are clearly necessary.

The main objective of this study is to establish the real exient of protection for the individual
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agricultural commodities and to compare the results obtained with the situation that has prevailed’in
the OECD countries. In this way, a hypothesis concerning the huge dependence of Slovene farm
policy on the magnitude of market price supports will be tested. Despite all its shortcomings (see
Silvis and van der Hamsvoort, 1996), the Producer Subsidy Equivalent (PSE) method is chosen to
stand for the basic measure of agricultural protection. PSE produces very reliable empirical results
which can be effectively interpreted and used to establish policy relevance. PSE calculations also
offer a coherent empirical basis upon which several developments of agricultural policy can be
planned.

The paper is divided into three sections. The first part briefly describes the methodological
background to the measurement of different levels of agricultural protection. The second section
presents PSE computations for Slovene agriculture over the period between 1992 and 1995,
Empirical results are compared with the available PSE indices for OECD member states (OECD,
1996b). The last part of the paper attempts to examine the empirical findings in the light of several
policy implications, concerning the necessary changes in Slovene agricultural policy that must be
undertaken during the EU pre-accession period.

2. Materials and Methods

Aggregate measures of agricultural support have been examined in various ways by several
economists (Hertel, 1989; Josling and Tangermann, 1989; Peters, 1989; Tangermann, Josling and
Pearson, 1987). The main objective of these studies was to evaluate the structure, degree and
development of agricultural protection in a number of countries world-wide. A particularly important
review of protection measures and their economic interpretation and policy relevance is provided by
the annual reports of the OECD on ‘Agricultural Markets, Policies and Trade in OECD Countries’,
where attention is given to the calculation of PSE and Consumer Subsidy Equivalents (CSE). Since
the discussion on agricultural protection generally revolves around the PSE concept, some insight
into its theoretical groundwork is necessary.

The PSE concept was originally introduced by Josling in the mid-1970s for the FAQ. At the beginning
of the 1980s, the concept was further developed by several other economists and OECD experts,
and it has been recognised during GATT negotiations as a general measure of agricuitural support.
Tangermann et.al. (1987) define PSE as “the subsidy that would be necessary to replace the array of
actual farm policies employed in a particular country in order to leave farm income unchanged”. The
target of an estimation of the PSE is to determine income levels resulting from different government
policies. The concept of the PSE can be more easily grasped if its dual purpose is considered. On
the one hand, it evaluates the distortions occurring within the income of individual economic subjects
engaged in supplying various market products; on the other, it distinguishes income increases due
to certain policy measures. In general, there are five caiegories of agricultural policy measures that
are included in the OECD calculations of the PSEs. These measures range from market price
support, direct payments, input subsidies, and general services which are not directly received by
producers, to other indirect aids aimed at the support of domestic agricultural producers such as
extension services, research and development structure (R&D) and, last but not least, the
development of rural infrastructure.

The biggest advantage in using the PSE indicator is that it derives from large and very reliable sets of
general economic information and that it involves the calculation of both direct and indirect transfers
which may be related to the agricultural producers of a specific farm commodity group. The PSE
estimates the monetary transfers to agriculture from consumers of farm produce and from taxpayers
which have resulted from different policy support measures.

Following the OECD classification, which postulates the PSE as an aggregate measure of
agricultural support, four different PSE interpretations are in common use:
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i) Total PSE (gross and net value)

ii) Unit PSE (gross and net value)

iil) Percentage PSE (gross and net value)

iv) Producer NAC (Nominal Assistance Coefficient)

The conversion of PSE into NAC presupposes the fact that all government policies per unit of
transfer contribute equally to the specific price differences that have been occurring over time. The
decision to use NAC, (Nominal Assistance Coefficients for Producer) in our study is based on the
typical ease with which it offers a comparison of the relative support levels, both over time and
between products and countries. NAC; indicators are used to demonstrate the relationship between
the existing effective producer prices (including all assistance) with respect to valid world prices.
What makes NAC, values especially attractive in empirical studies is their ease of understanding and
interpretation. If the effective domestic producer prices were relatively equal to the world prices of
these products, NAC, would be equal to 1. On the other hand, an NAC, value of 2 would imply that
the computed domestic price (e.g. domestic market price and budget supports per unit of output) is
twice as high as the corresponding world market price.

This paper presents in some detail the market price and budget support anailyses carried out by the
Agricultural Institute of Slovenia between 1993 and 1996. The computation of agricultural protection
measures was carried out using the OECD methodological approach. The data on quantities and
prices were compiled from the yearly publications of the Statistical Office of the Republic of Slovenia
and from various administrative sources (information on budget support indicators made available by
various Ministries). The major problem in the derivation of PSE values arises from the determination
of the most appropriate (corresponding) world price levels. It was clearly shown that the selection of
valid import prices could not provide an adequate solution to this problem. A multitude of several
factors such as different quality levels of domestic and imported goods (Slovenia mainly imports
relatively cheap raw materials), inaccurate statistical information at various levels and large
disproportions between different years, prompted our decision to adopt the world price levels that are
used by the OECD to make PSE calculations for the EU (OECD 1996b). This is regarded more or
less as a compromise, which could however be justified if foreign trade relationships (links) between
Slovenia and EU are considered. The general resulis are given below (Table 1), and individual
results in the appendices.

3. Results

3.1. PSE estimations for Slovenia

Measurements using the PSE indicators of the OECD show that Slovenia enjoys higher levels of
agricultural protection than all the other CEECs. Producer Subsidy Equivalenis calculated for
Slovene agriculture obtained values of 37.9% for 1992, 34.5% for 1993, 39.2% for 1994 and 41.9%
for 1995 respectively (Table 1). The computed PSE indicators lag behind the average PSE values in
EU countries. It is apparent that over the period observed (1992-1995), market price supports
represent more than two-thirds of the total agricultural support. Considerable alterations in the PSE
values are on the one hand the outcome of significant changes taking place to the structure of gross
agricultural product, and on the other the effect of an unstabie exchange rate of the US$ on the world
financial market. Therefore, it should especially be pointed out that the PSE changes evident cannot
be atiributed to a higher agricultural budget, since there has only been a slight change in 1994 when
compared with 1993,
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Table 1 - Total agricultural support levels in Slovenia

Monetary VE'CUSS in million Index Structure (%)
1992 | 1993 | 1994° | 1995° | 1995/94 | 1992 | 1993 [ 1994° | 19957
Market Price Support 17611 150.7| 189.4| 2258 1192} 804 79.3] 821 82.6
Budget Support 42.8 393 M43 477 115.5 19.71 20.7 17.9 17.4
compensations - premiums 3.1 3.1 2.3 4.4 181.3 1.4 1.6 1.0 1.6
- aggravated prod.conditions 4.7 6.7 8.4 12.0 142.9 2.2 3.5 3.6 4.4
- input subsidies 19.5 10.1 8.6 8.4 97.7 9.0 5.3 3.7 3.1
| - general services 1141 1424 158| 149 94.3 5.2 7.5 6.8 5.4
- others 4.2 5.2 6.2 8.1 130.6 1.9 2.7 2.7 3.0
Gross Total PSE 217.8 | 190.1] 230.7| 2735 118.6 | 100.0§ 100.0| 100.0| 100.0
Feed Adjustment -204 | -207| -228]| -17.9 78.5
Net Total PSE 19741 1694 207.9| 2556 122.9
Gross Total PSE in % 41.8 388) 435 4498
Net Total PSE in % 37.9 345 39.2| 419

e = estimate; p = preliminary estimate

As far as the total agricultural support is concerned, a noticeable increase of almost 23% can be
observed in 1995 as compared to the previous year. This is mainly due to an enhancement of market
price support (discrepancies between domestic and world prices), where ECU exchange rates did
not follow the corresponding infiation rates. Budget support has also increased, most notably with
compensation and premiums which, as a matter of fact, still do not constitute an important share of
the structure of total agricultural support in Slovenia. The opposite (negative) growth trend can be
seen for input subsidies and general services intended {o promote agricultural production.

Table 2 clearly indicates that the general increase in total agricultural support primarily results from
higher protection levels for livestock production.

Agricultural protection levels have been exhibiting a declining tendency in the case of grain (slow
growth of domestic prices) and pork (higher world prices). The highest protection levels are those
observed for sugar beet. There is actually no market organisation for coarse grain, which means that
sales take place mostly within the boundaries of State-run livestock farms. The Slovene agricultural
market is dominated by imported coarse grain at very low prices. Due to relatively substantial price
increases and higher budget interventions that have taken place, the most significant leap in
protection was recorded in the case of Slovene beef production.

Considering the global world framework, it could be said that Slovenia is one of the few countries
where levels of agricultural protection have been increasing of late (Table 3). This could partly be
explained by a substantial decline in agricultural support in 1993. It is generally recognised that,
when the world level is taken into account, Slovenia may easily be ranked among those countries
with high levels of agricultural protection. However, when a comparison is made between Slovenia,
EU member states and other western European partners, it is obvious again that the existing
domestic agricultural support still lags behind the level of agricultural support enjoyed by the farmers
in these countries.

Table 2 - Slovene agricultural intervention indicators by individual farm product

Net Total PSE (ECU/t) Net PSE in % T NACp

1992] 19931994 ° 19957 1992] 1993]1994°] 19957 1992] 1993] 1994° 1995°
Wheat 96| 92| 84| e8] 556 524 515 388 198 1.97] 192 156
Coarse grain 87 94| 68 33| 557 61.2] 545 274 2.16] 241 2.09] 135
Maize 46| 43| 28] 17| 36.4] 335 23.0] 143 154/ 1.46] 128 1.16
| Sugar beet 35| 41| 24/ 31| 98.8| 834 616 690 3700 371 224 269
Milk 102 111 134] 152 48.8] 496 532 56.6] 1.89] 1.90] 2.04] 2.16
Beef 774] 724] 1000 1560 35.1] 32.1] 39.3] 495 1500 1.46] 1.63] 1.99
Pork 678] 456 o662 632] 34.0] 276 39.1 346 150 1.38 65 152
| Eggs 489] 176| 246| 430| 36.5| 150/ 19.6] 315 162 1.19] 126 1.48
Poultry meat | 244] 107| 104{ 228] 192 9.3 89 19.0 125 111 1.10[ 1.24

e = estimate; p = preliminary estimate
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Table 3 - Aggregate agricultural support indicators in Slovenia and the OECD countries, 1992-1995

Net PSE in % NAC,

1992 1993 1994° 1995" 1992 1993 "1994° 1995°
Australia 10 9 10 9 1.11 1.10 1.11 1.09
Austria 55 59 61 * 2.30 2.38 2.47 *
Canada 38 31 26 27 1.52 1.39 1.31 1.33
EU 47 49 49 49 1.85 1.95 1.94 . 1.88
Finland 67 64 69 * 3.49 3.23 3.71 *
Japan 71 72 74 77 3.02 3.05 3.25 3.39
New Zealand 3 3 3 4 1.03 1.03 1.03 1.04
Norway 77 75 74| 74 4.89 4.43 4.21 3.99
Sweden 58 54 51 * 243 | 2.07 1.99 *
Switzerland 75 80 81 81 3.75 4.68 4.74 4.61
USA 21 23 20 15 1.25 127 1~ 1.23 1.17
OECD 41 42 42 41 1.67 1.69 1.68 1.64
Slovenia 38 34 39 42 1.58 1.51 1.63 1.70

Note * : New EU Member States as from 1% January 1995
Sources: Agricultural Policies, Markets and Trade in OECD Countries - Monitoring and Evaluation, 1996

3.2, Slovenia and the Eurepean Union

Our measurements indicate that the level of agricultural protection in Slovenia in 1994 was around
25% lower than that in EU countries, with some distinct differences among individual farm products
{Table 4). While agricuitural support has been slightly reduced in the EU since 1993, the protection
levels in Slovene agriculture have moved upwards so that there is currently an approximate 10%
difference in agricultural support levels between the two.

An increase in the levels of Slovene agricultural protection could be mainly attributed to a favourable
market price policy regime (price increases), whereas the budget for agricultural support has not
changed markedly. The trend is quite opposite to that in the EU countries, where agricultural prices
are declining but higher budget funds are available to farmers. To illustrate this point, let us consider
the structure of agricultural support in the EU and Slovenia in 1992. Market price support in both
cases represented more than 80% of total agricultural support. After the first results of CAP reform
have been experienced, this share is constantly decreasing in the EU, while at the same time the
corresponding share of market price support in the total Slovene agricultural support is increasing.
While price support in the EU is giving way to compensation payments, it slill remains the key policy
mechanism for protecting farmers in Slovenia.

Differences in levels of agricultural protection between Slovenia and the EU are thus clearly
diminishing; however, considerable discrepancies still exist between individual agricultural products.
Slovenia has significantly lower protection levels in force for coarse grain, and relatively low
agricultural support for beef and wheat production (1995). However, Slovene protection levels are
considerably higher than corresponding EU protection levels in the cases of eggs, pork and sugar
beet.

A relative comparison of Nominal Assistance Coefficients for Producer (NAC;) provides detailed
information on farm revenues for individual agricultural products. When the index is below 100,
Slovene farm revenues are less than the corresponding revenues earned by EU agricultural
producers. It should especially be emphasised that NAC, includes both price and direct budget
supports. From Table 4 it can easily be seen that revenues earned in Slovenia and the EU differ
significantly for the various farm products. Proportionally, much lower farm revenues appear in the
case of Slovene coarse grain production and cattle fattening; lower revenues are also the case with
wheat, milk and poultry production. On the other hand, higher revenues compared to those earned
by EU farmers can be observed for sugar beet, sheep and goats, hog and egg production. Whereas
the average level of revenues attained by Slovene farmers in 1994 lagged behind the corresponding
EU revenue levels by 15%, this difference diminished to a mere 10% in 1995.
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Table 4 - Agricultural protection levels in Slovenia and the European Union, 1995

Net PSE” in % NACp Index NACp
EU=100
EU Slovenia EU Slovenia :

Wheat 47 39 1.81 1.56 86.2
Coarse grain 61 27 2.46 1.35 54.9
Maize . 50 14 1.93 1.16 60.1
Sugar beet 59 69 2.16 2.69 124.5
Milk 63 57 2.45 2.16 88.2
Beef 65 50 2.57 1.99 77.4
Pork 9 35 1.10 1.52 138.2
Eggs 5 32 1.06 1.48 139.6
Poultry meat 26 19 1.35 1.24 91.9
TOTAL 49 42 1.88 1.70° 90.4

p = preliminary estimate
Sources: Agricultural Policies, Markets and Trade in OECD Countries - Monitoring and Evaluation, 1996

On the basis of the NAC, derived here, some comments may be made regarding the impact of full
Slovene accession to the EU (with the adoption of CAP) on farm revenue levels. However, these
estimates pertain first and foremost to the revenue side of the story, where no specific appraisal
whatsoever can be offered concerning the extent of costs which accrue from such policy
developments. Thus, prudency is called for when interpreting PSE values and attempting to
generalise them, particularly in this case where no PSE computation has been made for some staple
Slovene farming orientations such as fruit growing, viticulture and potato production.

4. Discussion und Conclusions

The PSE concept was used to determine existing protection levels in Slovene agriculture over the
period from 1992 to 1995. The various measures of aggregate agricultural support lead to the
ranking of Slovenia among the countries in which a relatively high degree of agricultural protection is
implemented. The PSE computed for 1995 (42%) shows that Slovene agricultural support can be
found within the average level of that of the OECD member states; the direct implication of this is
that it probably has the highest agricultural protection level amongst ali the CEECs. In recent years,
an increasing tendency has been established in protection levels for Slovene agricultural production.

However, there are substantial differences where various farm products are concerned. The highest
protection levels exist for sugar beet, milk, and beef, while coarse grain and poultry meat are
characterised by relatively low support levels. There are also some obvious changes apparent in the
agricultural protection levels during certain periods of time; namely (with the exception of coarse
grain) the hierarchy of agricultural support is steadily following the prevailing trends in agricultural
support in the countries of the EU. The main result of a comparison between the two entities clearly
suggests what the possible impact of Slovene full accession to the EU will be on the performance of
domestic agriculture. According to the data for 1995, this process would have shifted the protection
levels in Slovene agriculture up to 10-15%.

This paper specifically emphasizes the fact that agricultural support in Slovenia is primarily the
outcome of market price policy, where considerably less support is given through budget support
policy. The agricultural foreign trade policy is based on the implementation of variable levies which
enhance farm price levels on the domestic market. This in fact constitutes a crucial measure of
agricultural policy in Slovenia. Nevertheless, substantial changes are envisaged in the not so distant
future.

Slovenia has already entered into, or is in the process of signing, several bilateral agreements ( with
the EU, EFTA, FYR Macedonia, Baltic States, Bulgaria, Romania, Croatia) and multilateral free-trade
agreements (CEFTA). With its membership of the World Trade Organisation (WTO), Slovenia has
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committed itself not to make any further increase in foreign trade protection barriers. All these
agreements will be fully implemented over the pericd between 1997 and 2000, thus radically
changing the current tide of protection of domestic agricultural production through high farm prices
only. The period of intensive agricuitural price protection is also most likely coming to an end for
Slovenia, and domestic agricultural policy will have to be applied using new and coherent policy
instruments in order to effectively resolve the various structural disproportions in Slovene farming. in
addition, all efforts should be made to prepare domestic agriculture for possible full Slovene
membership of the EU. This process is even further vindicated in the light of future EU enlargement (
through the CEECs), the new round of WTO talks, and challenges arising on the world food market
(OECD, 1997). An increasing trend towards the promotion of more competitive agriculture worldwide
woutild thus inevitably lead to more reform of Siovene farm policy.

What direction can actually be chosen for the reform of Slovene farm policy? Aggrévated production
conditions, huge structural discrepancies, and the role of agriculture in rural society orientated more
towards the alleviation of social pressures ( i.e. as a social buffer) than economic efficiency (Erjavec
ef. al. 1995) do not generally allow full relaxation of existing domestic agricultural protection barriers
and impediment-free promotion of a concept of purely competitive agriculture. A complete
liberalisation of farm price policy would undoubtedly cause major regional, social and ecological
drawbacks. The State shouid therefore, to a certain extent, retain its position in Slovene agriculiure;
however, its role should be markedly changed. Agricultural reform should be designed primarily to
illustrate the importance of budget support policy and could include the following set of policy
aspecits:

i) A structural adjustment programme intended to enhance the mobility of chief production factors.

iiy The introduction of limited compensation payments in those sectors where severe difficulties are
expected in the adjustment of agriculture to new market challenges.

iiiy Programmes designed to promote environmentally-friendly production (organic, extensive and
integral production) and programmes aimed at the encouragement of farming in mountainous
areas. This trend should overcome the current structural disproportions in Slovene farm structure
and eventually result in the promotion of farm tourism, high quality products, infroduction of
supplementary activities on the farm and efforts towards the enlargement of the range of
possibilities from which farm incomes couid be generated.

iv) A completely new role for rural development policy. Agriculture alone cannot be perceived as a
lever of integral rural development. An approach based on much closer scrutiny is thus needed, in
which agriculture is only a part of a comprehensive, coherent system of agro-regional policy.

A necessary shift from market price to budget support policy can be expected soon. In view of the
lack of financial assets available, a programme of new policy measures should be carefully designed.
A special element in the design of a new policy framework could be the introduction of direct
payments which must be direcily linked to exiernal functions of Slovene agriculture. Market price
policy should primarily be assigned the role of stabilising agricultural markets and ensuring various
strategic objectives of agricultural development policy in accordance with the international
agreements made. Undeniably, a qualitative shift in structural policy is needed which would also be
reflected in the new role of domestic regional policy. It is clear that Slovene agricultural policy makers
have many challenges (hurdies) to tackle in the near future. The ‘negotiating position’ of Slovene
agriculture may either be further worsened by stubborn introduction of new forms of price support
policies, or a new policy reform framework may be designed that would be somewhat distinct from
that for agriculture in the other CEECs, but fully compatible to that of the future CAP.
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