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Foreword

Each year the Faculty of Economics in Latvia University of Agriculture prepare international scientific
conference ,,Economic science for rural development” together and publish internationally reviewed
papers of scientific researches, which are presented at the conference. In it participate many economic
scientists form different European countries. Its themes are very closely connected with actual situation,
that is why even three issues were published — 12., 13. and 14. The first volumes of scientific conferences
proceedings were published in 2000.

This year international scientific conference on 25-26 April, 2007 is organized by the Faculty of
Economics in Latvia University of Agriculture and the Department of Agrarian Economic Sciences of the
Academy of Agricultural and Forestry Sciences of Latvia together with the universities of Agriculture of
Estonia, Lithuania and Poland and many other economic scientists from European universities of Agriculture.

The organization of the conference and the publication of scientific proceedings are supported by the
Ministry of Agriculture of the Republic of Latvia.

Every year increases the number of universities and scientific institutes from where participants come.
In this conference participate professors, associate professors, assistant professors, PhD students and other
researchers and present their results of scientific researches from the following higher educational institutions:

e Latvia University of Agriculture (Jelgava)

Lithuania University of Agriculture (Kaunas)

Estonian University of Life Sciences (Tartu)

Warsaw University of Agriculture (Poland)

University of Agriculture of Szcecin (Poland)

University of Agriculture of Cracow (Poland)

University of Bonn (Germany)

Estonia University of Agriculture (Tartu)

University of Latvia (Riga)

University of Tartu (Estonia)

Latvian State Institute of Agrarian Economics (Riga)

Riga Technical university (Latvia)

Vilnius Law and Business College (Lithuania)

University of Applied Sciences Fulda (Germany)
University of Daugavpils (Latvia)

Humboldt University of Berlin (Germany)

Bundesanstalt fiir Bergbauernfragen (Vienna, Austria)
Warsaw University of Life Sciences

Universities of Varmia and Mazuria in Olzstin (Poland)
Riga Teaher Training and Educational Management Academy (Latvia)
University of Missouri-Columbia (USA)

School of Business Administration Turiba (Latvia)
Academy of Humanities and Economics in Lodz (Poland)
Kujawsko Pomorska Higher Education Institution in Bydgoszcz (Poland)
Transport and Telecommunication Institute (Riga)

The Higher Vocational College in Biata Podlaska (Poland)

The international scientific conference was promulgated in June, 2006. All proceedings are arranged
in 10 thematic units:
Efficiency of production in primary and secondary sectors of agriculture;
Rural development and globalization;
The effects of financial support;
Regional agriculture in the contexts of specialization and globalization;
Cooperation and integration;
Rural mentality and development of the culture in rural areas;



The role of information in rural development;
Management of rural development;

Quality of life and environment in rural areas;
Changes of consumption in rural areas.

These themes are arranged in three volumes.

To secure high level scientific and methodological researches results meeting the requirements of
international standards, presented at the conference, comprehensive reviewing of submitted scientific
proceedings was done on international and inter-university level. The greatest part of the report is in English.

Every submitted manuscript was reviewed by one reviewer from author’s country; the second reviewer
was from other country or university. The third reviewer was chosen in the case of conflicting reviews.

All reviewers were anonymous for the authors of the report. Every reviewer received manuscripts
without authors’ names. Every author received the reviewers’ comments and objections.

After receiving the improved (final) version of the manuscript the Editorial Board of this conference
evaluated each report.

In three volumes of the international scientific conference ,,Economic science for rural development”
is published:

e 25 papers by 47 authors from Latvia University of Agriculture
3 papers by 5 authors from Lithuania University of Agriculture
8 papers by 11 authors from Warsaw University of Agriculture
13 papers by 14 authors from University of Agriculture of Szcecin
4 papers by 4 authors from University of Agriculture of Cracow
2 papers by 3 authors from University of Bonn
2 papers by 3 authors from University of Latvia
7 papers by 9 authors from Latvian State Institute of Agrarian Economics
3 papers by 4 authors from Riga Technical university
one paper by 2 authors from University of Tartu
as well 16 papers of different authors.

All papers are arranged in the thematic volumes:

12. Development: Regional and Rural;
13. Primary and Secondary Production, Consumptions;
14. Finances, Taxes, Investment and Support Systems.

The volumes were arranged so that they satisfy international standards for the proceedings:

e The editions have international Editorial Board in which are members from participating countries.

e Manuscripts were reviewed by 79 economic scientists from 27 universities or scientific institutions;

e The issues are published regularly and they are numbered: this year are published 12., 13., and 14
volumes.

e Papers written in English prevail while papers submitted in other languages give the English version
for the summaries, titles and texts for tables and/or figures.

e The volumes are available also electronically on the conference web site, thus it can be used worldwide.

In the proceedings presented researches and their results are now accessible to wide circle of readers in
European Union. We hope that they will activate the possibilities of the new EU countries. The publishing of
the proceedings before conference will activate also its process, exchange of thoughts and collaboration
of economic scientists in international level. The proceedings can be used by students and interests.

We say thanks to all authors, reviewers, members of Editorial Board and technical personal. We want to
say thanks especial to Ministry of Agriculture of the Republic of Latvia and The Rural Support Service for the
comprehensive support in publishing the scientific proceedings and organization of international conference.

On behalf of organizers of the conference
professor of the Faculty of Economics of LUA Voldemars Strikis
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PrieksSvards

Latvijas Lauksaimniecibas universitates (LLU) Ekonomikas fakultate lidz ar ikgad€jo, tradicionalo
starptautisko zinatnisko konferenci ,,Ekonomikas zinatne lauku attistibai” iznak taja prezentgjamo peti-
jumu starptautiski recenzgtie zinatniskie raksti. So konferen¢u riko$ana kluvusi regulara. Tajas piedalas liels
skaits ekonomikas zinatnieku no daudzam Eiropas valstim. Konference veltita aktualai tematikai, tapéc iznaca
pat tris secigi — 12., 13. un 14. laidieni. Sadu zinatnisko rakstu pirmais laidiens iznaca 2000. gada.

So, proti, 2007. gada 25. un 26. aprila starptautisko zinatnisko konferenci ka ik gadus riko LLU
Ekonomikas fakultate kopigi ar Latvijas Lauksaimniecibas un meza zinatpu akadémijas Agraras ekonomikas
zinatnu nodalu, piesaistot Igaunijas, Lietuvas, Polijas un daudzu citu valstu lauksaimniecibas universitasu
ekonomikas zinatniekus.

Konferences rikosanu un zinatnisko rakstu izdoSanu atbalstija Latvijas Republikas Zemkopibas
ministrija.

Ik gadus paplasSinas starptautiskaja konference parstavéto universitaSu un zinatnisko institliciju skaits
un arels. Saja konference piedalas un savus zinatnisko pétfjumu rezultatus prezenté profesori, zinatnu doktori,
asociétie profesori, docétaji, doktoranti un citi petnieki no $adam augstskolam un zinatniski petnieciskajam
iestadem:

e Latvijas Lauksaimniecibas universitates (Jelgava)

Lietuvas Lauksaimniecibas universitates (Kauna)

Igaunijas Dzivibas zinatpu universitates (Tartu)

VarSavas Lauksaimniecibas universitates (Polija)

Séecinas Lauksaimniecibas universitates (Polija)

Krakovas Lauksaimniecibas universitates (Polija)

Bonnas Universitates (Vacija)

Latvijas Universitates (Riga)

Tartu Universitates (Igaunija)

Latvijas Valsts agraras ekonomikas institiita (R1ga)

Rigas Tehniskas universitates (Riga)

Vilnas Tiesibu un biznesa koledzas (Lietuva)

Kaunas Tehnologiju universitates (Lietuva)

Fuldas profesionalas universitates (Vacija)

Daugavpils Universitates (Latvija)

Humbolta universitates Berlin€ (Vacija)

Federalas parvaldes kalnu zemkopibas jautajumos (Austrija)
Varsavas Dzivibas zinatgu universitates (Polija)

Varmijas un Mazurijas universitates Olstina (Polija)

Rigas Pedagogijas un izglitibas vadibas augstskolas (Latvija)
Misuri-Kolumbijas Universitates (ASV)

Biznesa augstskolas ,,Turiba” (Riga)

Humanitaro un ekonomikas zinatnpu akadémijas Lodza (Polija)
Kujavskas Pomorskas augstakas izglitibas institiita Bidgosca (Polija)
Transporta un telekomunikaciju institiita (Riga)

Bialas Podlaskas augstakas profesionalas koledzas (Polija)

Starptautiska zinatniska konference tika izsludinata 2006. gada jiinija. Tai izvel&ti 10 aktuali temati:
Razosanas efektivitate lauksaimniecibas primaraja un sekundaraja sfera

Lauku attistiba un globalizacija

Lauku ekonomiska un sociala attistiba

Finansiala atbalsta efektivitate

Regionala lauksaimnieciba specializacijas un globalizacijas kontekstos

Kooperacija un integracija

Lauku mentalitate un kultiiras attistiba laukos



Informacijas loma lauku attistiba
Lauku attistibas menedzments

Dzives un vides kvalitate laukos
Patérina izmainas lauku attistiba

Sie temati ietilpinati trijos zinatnisko rakstu laidienos.

Starptautiskas zinatniskas konferences zinatniskuma un starptautiskiem standartiem atbilstoSu zinatnisko
darbu prezent€Sanas nodrosinasanai veikta vispusiga iesniegto zinatnisko rakstu starptautiska un starpaugstskolu
recenzé$ana. Saja nolika lielaka dala zinatnisko rakstu ir anglu valoda.

Katru iesniegto zinatniska raksta manuskriptu parasti vert€ja (recenz&ja) viens autora valsts recenzents un otrs —
citas valsts vai citas augstskolas recenzents. Pretrunigu recenziju gadijuma darbs tika nodots vél treSajam recenzen-
tam. Recenzenti darbu autoriem bija anonimi, ari redkolégija recenzentiem nodeva darbus bez autoru uzvardiem.

Katram autoram tika nosititi recenzentu iebildumi vai ieteikumi. P&c uzlabota (galiga) varianta un autora
paskaidrojuma sanemsanas katru zinatnisko rakstu vértgja $is konferences zinatnisko rakstu redkolégija.

Starptautiskas zinatniskas konferences ,,Ekonomikas zinatne lauku attistibai” rakstu tris tematiskos
laidienos ievietoti:

e Latvijas Lauksaimniecibas universitates 47 autoru 25 darbi;

Lietuvas Lauksaimniecibas universitates 5 autoru 3 darbi;
Var$avas Lauksaimniecibas universitates 11 autoru 8 darbi;
S¢ecinas Lauksaimniecibas universitates 14 autoru 13 darbi;
Krakovas Lauksaimniecibas universitates 4 autoru 4 darbi;
Bonnas universitates 3 autoru 2 darbi;

Latvijas Universitates 3 autoru 2 darbi;

Latvijas Valsts agraras ekonomikas instittita 9 autoru 7 darbi;
Rigas Tehniskas universitates 4 autoru 3 darbi;

Tartu universitates 2 autoru 1 darbs;

ka art vel 16 augstskolu autoru darbi.

Visi zinatniskie raksti sakartoti trijos tematiskos rakstu laidienos:

Nr. 12. Attistiba: lauku un regionala;
Nr. 13. Primarais un sekundarais sektors, razZoSana, patérins;
Nr. 14. Finanses, nodokli, investicijas un atbalsts.

Zinatniskie laidieni gatavoti ta, lai tie atbilstu starptautisko rakstu standartiem:

e programmas komiteja ir 6 valstu augstskolu parstavji;

e laidieniem ir starptautiska redkolégija, kura darbojas konferences dalibvalstu augstskolu zinatnieki,

e rakstus recenzgjusi 79 ekonomikas zinatnieki no 27 universitatém vai zinatniskam institiicijam;

e zinatniskie raksti tiek izdoti regulari un laidieni tiek numuréti: — 2007. gada tiek izdoti 12., 13. un
14. laidiens;

e dominé anglu valoda gatavoti raksti, bet citas valodas iesniegtiem rakstiem anglu valoda ir dubléti
kopsavilkumi, virsraksti, tabulu un attelu teksti;

o zinatniskie raksti ir arT elektroniska forma, ievietoti konferences majas lapa un izmantojami visa pasaulg.

Zinatniskajos rakstos izklastitie petijumi un to rezultati kltist pieejami plasam interesentu lokam Eiropas
Savienibas telpa. Ceram, ka tie aktualiz€s jauno Eiropas Savienibas valstu iespgjas. Rakstu public€$ana pirms
konferences sekmés tas norisi, domu apmainu, ekonomikas zinatnieku starptautisko sadarbibu. Rakstus vargs
izmantot stud€josie un visi interesenti.

Ceram sagemt atsauksmes un priekslikumus turpmako zinatnisko rakstu izdevumu sagatavoSanai un
starptautisko zinatnisko konferencu rikosanai.

Pateicamies visiem rakstu autoriem, recenzentiem, programmas komitejai, redkolégijai un tehniskajam
personalam. Sevisks paldies Latvijas Republikas Zemkopibas ministrijai un Lauku atbalsta dienestam par
vispusigu atbalstu zinatnisko rakstu izdoSana un starptautiskas konferences rikosana.

Konferences organizacijas komitejas varda profesors VOLDEMARS STRIKIS

10



Content

FINANCES, TAXES, INVESTMENT AND SUPPORT

Kazimirs Spogis, Agnese RadZele
Subsidésanas un darba raziguma sakaribas lauksaimniecibas uznémumos Latvija
Subsidization and Labour Productivity Interconnection in Latvia Agricultural Enterprises ..................... 13

Elita Jermolajeva
Co-financing of European Union Funds — One of the Factors for Sustainable
Development Of LAtVIa’s REGIOMS ...........c.c.ccovovviiiiiieiiie ittt ettt et eae e teesaaeess e easeenseeseesaee 19

Ingrida JakuSonoka
Research of Capital Structure in Agricultural Companies in LAtvia................ccccceveoiiviiaoiiiiiiiiiaiieiieeenns 27

Irija Vitola, Arturs Boruks, Ingrida JakuSonoka
Problematic Aspects of Personal Income Tax in LATVIA ..................ccooooveeieiiieiiiiiiiiseie e 36

Kristine Jarve
Taxation of Gains on the Sale of Real Estate and Effect Capital Gains Tax would have on Rural
DeVElOPMENE TH LATVIQ............ocooeeeeiiieiie ettt ettt ettt et e et e e e ab e e e tae e e abeeessaeensaeeneseeesseenaseas 42

Inese Pabérza
Iedzivotaju ienakuma nodokla attistibas perspektivas
Prospects of Development of the Personal INCOMeE TaX..............ccc.ccveciiiieniiiiiiiiiiiieeeiie e 49

Daina Saktina, William H. Meyers
Method and Approach for Achieving Rural Development Objectives through more Targeted and
Appropriate Support Policy: Case Study of a Polarized and Centralized Country, Latvia......................... 59

Guna Salputra, Andris Miglavs
Different CAP Support Systems - Evaluation of the Impact on Supply of Agricultural Products............... 67

Eve Tomson, Andro Roos
Betterment of Estonian Agriculture Via Co-operation and Credit URIONS ...........ccccovcivoenciiineeniiieennnn 75

Gunita Maziire
Financial Support for Agriculture and Rural Development.: Credits,
Credit Guarantees, ANd INVESTIENLS ..............uueeeeueeeeeeeeeeeeeeeeeeeeeeeeeeee e 81

Jadwiga Ziolkowska, Dieter Kirschke
Effective and Objective-oriented Budget Allocation for Agri-environmental Programmes
in Poland from a ReGIONAL PEFSPECIVE................cceviueeieieiiieiiiciieeie ettt eva et eas e 90

Mieczystaw Adamowicz, Marzena Lemanowicz
The Possibilities of Government’s Finance Support for Agri-producer Groups in Poland........................ 95

Katarzyna Brodzinska
Support Instruments for the Sustainable Development of Rural Areas —

the EXperience Of POIANA ..................cccccccvoviiiiiiiiiiiiiieee ettt eneeans 102
Aldona Zawojska

Role of Paying Agencies in Poland in the Management and Distribution of EU Agricultural and
RUFGIFUNCS ... ettt ettt et e e e eare e e e 108

Mieczystaw Adamowicz, Joanna Zajac
SAPARD as a Financing Tool of Agriculture and Rural Development in Poland...................cc.c.co...... 116

Pawel Mickiewicz
Investment by Agricultural Holdings under Programmes Co-funded by the EU..............c..cc...ccovevennnnn.. 122

11



Monika Mejszelis
The Impact of the Structural Pension Programme on the Employment Structure

in the Polish AGFiCUITUFAL S@CIOT ..........cc.oovvieiiiie ettt ettt ettt be b e esbeesbeenneas 129
Inese Saulaja

Recipients of Child Care Leave Benefits: Case Study Of LAtVia..............c...ccccovvieeeiieiiiiiniieicrieieeeeeieenns 135
Ingrida Millere, Linda Medne, Viesturs Rozenbergs

Investments in Human Resources of the Hospitality ERLETDIISES ...........cccoucviuieiiaiiaiieiieeiesieee e 143

Vizma Kiilupa
Vadisanas stils Latvijas mazo un vidgjo uznémumu darbinieku skatfjuma
Leadership Style in View of Employees of Latvia Small and Middle-sized Enterprises...............c...c........ 150

Marta Gredys- Domagalska
Agri-producer Group as an Enterprise — planning, Organisation and Financing of Operations ............ 157

Alina Danilowska
The Forms, Scope and Effects of the Financial Support of Investments in the Polish
AGriculture i 1990 — 2004...........occuveeieeeeeeee ettt et ettt ettt tb et e et e e ntbaeetreeeans 164

Dagmara Zuzek
The Influence of Human Resources on Competitiveness and Development of Small and Medium Sized
Enterprises in the GIOBAIISALION PFOCESS ...........c....cccueeiuieeeiieeiieeiieeeee et eie e iae et sveeeesae e sveeesaeanes 172

12



Kazimirs Spogis, Agnese Radzele - Subsidesanas un darba raZiguma sakaribas lauksaimniecibas uzpémumos Latvija
Subsidization and labour productivity interconnection in Latvia agricultural enterprises

SUBSIDESANAS UN DARBA RAZIGUMA
SAKARIBAS LAUKSAIMNIECIBAS
UZNEMUMOS LATVIJA

SUBSIDIZATION AND LABOUR
PRODUCTIVITY INTERCONNECTION IN
LATVIA AGRICULTURAL ENTERPRISES

Dr.habil.agr. Kazimirs SPOGIS, profesors
Mg.oec. Agnese RADZELE, asistente
Latvijas Lauksaimniecibas universitate, Ekonomikas fakultate,
Uznémgjdarbibas un vadibas katedra

Abstract

In the article are summarized research results about European Union and Latvia national financial
financial support — subsidy impact on labour productivity and production efficiency in multi-economical
sized agricultural enterprises.

Have been proven production concentration high impact on subsidy and labour efficiency as well as necessity
more sustain development of commercial agriculture in more enabling environment and soil conditions for it.

Key words: subsidy, labour, production, added value.

Ievads
Introduction

Zinams, ka lauksaimniecibas uzn@mumi, ka arT naturalas saimniecibas un pat zemes ipasnieki, kuri
nerazo neko, sanem daudz naudas no valsts budZeta un Eiropas Savienibas budZeta. Siem maksajumiem
(subsidijam, dotacijam, davanam, kompensacijam) ir dazadi mérki. Viens no tiem ir veicinat vai kavét
partikas produktu un to izejvielu razosanas palielinasanu, cits — veicinat dzivoSanu lauku teritorijas, treSais —
kavet lopkopibas koncentraciju, razoSanas specializaciju un intensifikaciju, vél cits — mainit Latvijas ainavu,
lai te briva daba ganitos arvien vairak savvalas dzivnieku.

Protams, ir arT tads mérkis ka tehnologiski un tehniski moderniz&t limitéto razoSanu, kas var paaugstinat
darba raZzigumu, samazinot dziva darba ietilpibu.

Tomer ikdienas procesu vérojumi un statistikas datu analize lauj domat, ka ekonomikas zinatne un
razo$anas ekonomiskas intereses ne vienmér sakrit ar politiku vai administratoru centieniem.

Tada situacijas vert€§juma, sakoties jaunajam planoSanas septingadu periodam (2007 — 2013) radas
ideja veikt ekonomisku pétfjumu un noskaidrot daudzveidigo un apjomigo ES un valsts nacionalo subsi-
diju jeb visu finansialo atbalstu veidu ietekmi uz darba raZigumu un razoSanas ekonomisko efektivitati
Latvijas lauksaimnieciba.

Sads temats izvélets tapéc, ka starp daudzajam, subsidijam veltitajam zinatniskajam publikacijam griti
pamanamas tadas, kur pétitas visu finansiala atbalsta veidu un programmu kopg€jas sakaribas ar darba
razigumu un ta efektivitati.

Hipoteze, merkis un uzdevumi

Petfjums sakas ar hipotezi, ka subsidijam ir pozitiva ietekme uz darba razigumu tikai saistiba ar razoSanas
koncentraciju, specializaciju un intensifikaciju.

Lai parbauditu $adu hipotezi, definéts mérkis: noskaidrot ES un LR finansiala atbalsta (subsidiju) ietekmi
uz darba razigumu un razosanas efektivitati dazada ekonomiska lieluma lauksaimniecibas uzp€mumos.
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Virzibai uz $adu mérki risinati pétijjuma uzdevumi:

¢ noskaidrot saimniecibas sanemto visu veidu subsidiju ietekmi uz razoSanas kopgjo efektivitati un to
sakaribu ar darbaspéka ieguldijumu dazada ekonomiska lieluma lauksaimnieciba uzpémumos;

o izpétit darbaspeka ieguldijuma un ieguldijumu subsidiju sakaribas konteksta ar raZzoSanas koncentraciju;

e izvertét neto pievienotas vertibas un darbaspeka ieguldijuma sakaribas ar razoSanas koncentraciju.

Materiali un metodes

P&tijumam izmantoti valsts budzeta finans€ta un Latvijas valsts Agraras ekonomikas institiita izpildita
Latvijas lauku saimniecibu uzskaites datu tikla (SUDAT) dati, ka arT statistikas dati un teorétiska literatiira.

Zinams, ka izmantoto informacijas bazi veido 932 saimniecibu (lauksaimniecibas uznémumu) dati.
Izmantoti tadu saimniecibu dati, kas nav mazakas par divam ekonomiska lieluma (ELV) vienibam, bet
1 ELV = 698 lati. Cilveka darba gada vieniba LDV ir 1840 stundas.

Ieguldijumu subsidijas ieklauts atbalsts ES standartu sasniegSanai, struktirfondi, SAPARD maksajumi,
atbalsts ieguldijumiem, izmaksas melioracijai, ilggadigiem stadfjumiem.

Kopa neto pievienota vertiba (NPV) ietver arT raZzoSanas subsidijas, bet pasSu razota neto pievienota
vertiba subsidijas izslégtas.

Izmainu novertesanai saimniecibu ekonomisko lielumu grupas izmantota dinamisko laikrindu analizes metode.

Rezultati un diskusija
Results and discussion

1. Subsidiju ietekme uz darba razigumu
1. Subsidy impact on labour productivity

P&tijuma pirma uzdevuma risinasanai izmantoti 1. tabula sakartotie dati un aprékini.
1. tabula
Table 1
Eiropas Savienibas un Valsts nacionala finansiala atbalsta ietekme uz darba
razigumu dazada ekonomiska lieluma Latvijas lauksaimniecibas uznémumos 2005. gada
European Union (EU) and State national financial support impact on
labour productivity in multi-economical size Latvia agricultural enterprises in year 2005

Lauksaimniecibas uzpémumu ekonomiska lieluma grupas
Agricultural enterprises by groups of economical size
<4 | 4—<8 | 8—<16 [16—<40/40—<100[ 100 —<250| >250

Raditaji
Indicators

ES un Valsts nacionalais finansialais
kopgjais atbalsts (subsidijas) vid&ji
grupd, Ls 2924 | 6576 | 10336 | 25327 | 49078 | 112067 | 267245
EU and State national financial total
support (subsidy) average in group, in
Latvian lats

Visu subsidiju k&des pieaugums, Ls
All subsidy chain increase, in Latvian lats
Visu subsidiju kedes picauguma temps, %o

All subsidy chain increase speed, % - 1249 376 1443 938 1283 138,5
Visas produkcijas vertiba uz visu
subsidiju vienu latu, Ls

All production monetary value on all
subsidy one Latvian lats

Visas subsidijas uz ieguldita
darbaspéka vienu stundu, Ls

All subsidy on one hour invested

labour, in Latvian lats
Avots: autoru aprékini pec ,,Lauku saimniecibas darba ekonomiskas analizes rezultati 2005 (SUDAT) datiem.
Source: authors calculations by data of “Operation results of Latvian agricultural producers in year 2005 (ORLAP).

- 3652 3790 | 14961 | 23751 62989 | 155178

2,27 1,96 232 1,90 2,34 292 8,60

0,93 1,98 2,35 4,30 3,98 2,99 1,35
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No 1. tabula ievietotajiem aprekiniem var izdarit vairakus secinajumus vai vert&jumus:

e Eiropas Savienibas un Valsts nacionalo subsidiju kopsumma, ko sanémusi vidgji katra saimnieciba,
ir Joti mainiga ekonomiska lieluma grupas: ceturta ekonomiska lieluma grupas saimniecibam tas ir
vairakkart lielakas neka otras un tresas grupas saimniecibam. Piektaja grupa tas dubultojas, bet
sestaja — atkal dubultojas, un septitaja grupa atkal ir 2,5 reizes lielaks neka priekspedgja grupa;

e sanemto subsidiju efektivitates novertésanai aprékinata iegtitas produkcijas vertiba, rékinot uz o —
visu subsidiju vienu latu;

e sanemto subsidiju izmantoSanas efektivitate saimniecibu ekonomisko lielumu grupas ir Joti mainiga,
bet, sakot ar ceturto saimniecibu grupu, subsidiju efektivitate konsekventi paaugstinas;

e subsidiju efektivitatei ir tieSa un cieSa sakariba ar razo$anas koncentraciju: jo lielaka, ekonomiski
specigaka saimnieciba, jo lielaki taja raZzosanas apjomi, jo vairak produkcijas uz subsidiju katru latu;

o valsts nacionalais un Eiropas Savienibas atbalsts seviski efektivs ir vislielako, spécigako saimniecibu
grupa, kas vidgji apsaimnieko 1443 ha zemes un sarazo produkciju 2,3 miljonu latu vertiba;

¢ subsidijam ir interesanta sakariba ar ieguldito darbu analiz€jamas saimniecibu grupas: visvairak subsidiju
pret ieguldito darbaspéku sapemusas vid€jas grupas saimniecibas, bet pieaugot vai samazinoties
saimniecibu lielumam, subsidiju efektivitate samazinas; to var izskaidrot ar nozaru atskirigu sastavu
un struktiiru, un to darbietilpibu saimniecibu grupas.

Lauksaimniecibas uzn€mumu attistibai vissvarigaka subsidiju dala ir ieguldijumu subsidijas, tapéc to
ietekmes analize veikta atseviska uzdevuma un aprékini sakartoti 2. tabula.

2. tabula

Table 2

Ieguldita darbaspeka un ieguldijumu subsidiju sakarigas attiecibas
lauksaimniecibas uznémumos Latvija, 2005. gada (vidéji viena saimnieciba)
Invested labour and investment subsidy interconnection correlation
in Latvia agricultural enterprises (farms), in year 2005 (average in one farm)

Lauksaimniecibas uzpémumu ekonomiska lieluma grupas
Agricultural enterprises by groups of economical size
<4 4-<8 |8-<16[16-<40]40-<100]100-<250] >250

3128 | 3312 | 4416 5888 12328 37536 | 198536

Raditaji
Indicators

Darbaspéka ieguldijums,h
Invested labour, in hours
Darbaspgeka ieguldijuma kedes
pieauguma temps,%

Invested labour chain increase
speed, %

leguldijumu subsidijas,Ls
Investment subsidy, Latvian lats
Darbaspéka ieguldijums uz
ieguldijumu subsidiju 1 Ls, h
Invested labour on investment
subsidy 1 Latvian lats, in hours
Ieguldijumu subsidiju summa
uz 1 h ieguldita darbaspeka, %
Investment subsidy amount on
1 hour invested labour, %
leguldijumu subsidiju dala visu
subsidiju summa,%

Investment subsidy majority in
amount of all subsidy, %
Ieguldijumu subsidijas uz 1 ha
1zmantotas zemes,Ls
Investment subsidy on 1
hectare used land, Latvian lats
Avots: autoru analttiski aprékini pec SUDAT datiem.
Source: authors calculations by data of ORLAP in year 2005.

- 5.8 333 333 109.4 204.5 428.9

482 2412 | 2769 | 11691 15826 38619 | 144412

6.49 1.37 1.59 0.50 0.78 0.97 1.37

0.15 0.73 0.63 1.98 1.28 1.03 0.73

16.5 36.7 | 26.7 46.2 322 34.5 54.0

19.75 | 56.89 | 35.01 | 79.97 43.20 48.36 100.06
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Interpretgjot 2. tabula atrodamos datus un aprékinus, jasecina, ka:

e darbaspéka ieguldijums krasi mainas sakot ar piekto grupu, ta picaugums atkal triskarSojas sestaja
grupa un krasi palielinas pedgja grupa;

e ieguldijumu subsidiju vienas saimniecibas vidg€ja summa krasi pieaugusi, sakot ar saimniecibu ceturto
grupu, bet pedeja — visspecigako uzn€mumu grupa — ta vel gandriz vai CetrkarSojusies salidzinaju-
ma ar sesto, priekSpedgjo grupu;

e ieguldijumu subsidiju summa uz vienu stundu ieguldita darbaspéka saimniecibu grupas sistematiski
mainas un lielajas saimniecibas biitiski samazinas, bet no ta nevar secinat par to efektivitati, jo te
var darboties citi ietekm&joSie apstakli, kuru izp&te nav icklauta $aja darba.

e ieguldijumu subsidiju dala visu subsidiju kopsumma ir loti neliela mazajas saimniecibas, mazliet
svarstiga 2. — 6. grupa, bet pedgja grupa jau parsniedz pusi no visam subsidijam,;

o lielaks ieguldijumu subsidiju Ipatsvars lielajos uzn€mumos var€s veicinat to turpmaku, straujaku attistibu;

e saimniecibu turpmakas attistibas iespgjas labi raksturo ieguldijumu subsidiju vertiba, rékinot uz katru
hektaru izmantotas zemes, un ta, ka redzams, seviski pozitivi atskiriga ir vissp&cigako uznémumu grupa;

Subsidiju ietekmi uzn@mumu pamatdarbibas iene@mumos raksturo 3. tabulas dati.
3. tabula
Table 3
Eiropas Savienibas un nacionala valsts atbalsta dala daZzada ekonomiska
lieluma lauksaimniecibas uzpémumu pamatdarbibas ienemumu struktiira Latvija, 2005. gada
EU and State national financial support majority in structure of
multi-economical size Latvia agricultural enterprises income from basic activity in year 2005

Lauksaimniecibas uzpémumu ekonomiska lieluma grupas
Agricultural enterprises by groups of economical size
<4 | 4-<8 [ 8-<16|16-<40| 40-<100 | 100 - <250 | >250

Raditaji
Indicators

ES un Valsts nacionala
atbalsta Tpatsvars saimniecibu
pamatdarbibas ien€mumos, %
EU and State national 27 24 24 22 22 18 5
financial support proportion in
farms income from basic
activity, %

Saimniecibu ienémumi no
razotas produkcijas, %

Farms income from
manufactured production, %

73 76 76 78 78 82 95

Avots: autoru aprekini peéc SUDAT datiem.
Source: authors calculations by data of ORLAP in year 2005.

No 3. tabula ievietotajiem aprékiniem redzamas konsekventas sakaribas un razoSanas koncentracijas
nozime: — jo lielaks uzp@mums, jo lielaka saimniecibas ienémumu dala no pasu razotas produkcijas un mazaka
subsidiju dala, kaut arT subsidiju apjoms, ka noskaidrojam, analiz&jot 1. — 2. tabulu datus, arvien palieli-
nas lielako saimniecibu grupas.

2. Neto pievienota vertiba saimniecibu ekonomiska lieluma grupas
2. Net value added in farms economical size groups

Nakamaja tabula sakartoti aprékini par darba raZziguma mainu saimniecibu grupas.

No 4. tabulas aprekiniem izriet, ka neto pievienota vertiba vidgja lieluma 2.—5. saimniecibu grupas ir
diezgan nevienmeriga, bet biitiski pieaug sestaja lielo saimniecibu grupa un krasi palielinas p&deja —
vislielako, specigako uzn€mumu grupa.

No Siem datiem nosaciti arT var secinat, ka razoSanas koncentracijai ir loti biitiska ekonomiska nozime.
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Lauksaimniecibas uznémumu pasu raZota (bez raZoSanas subsidijam)

4. tabula

neto pievienota vertiba, ka darba efektivitates indikators Latvija, 2005. gada

Agricultural enterprises own manufactured (without manufacturing subsidy)

net value added as indicator of labour efficiency in Latvia, year 2005

Table 4

g Lauksaimniecibas uzpémumu ekonomiska lieluma grupas
Raditaji . . , .
Indicators Agricultural enterprises by groups of economical size
<4 | 4-<8 | 8-<16 | 16 -<40 [ 40-<100]| 100 - <250 | >250
Neto pievienota vertiba uz lauk-
saimniecibas darba vienibu, Ls
Net value added on agricultural 530 1118 1026 1302 1183 1812 4154
labour unit, Latvian lats
Neto pievienotas vertibas dala
ienémumos, %
Majority of net value added in 37 36 32 2 28 28 24
income, %

Avots: autoru aprékini peéc SUDAT datiem.

Source: authors calculations by data of ORLAP in year 2005.

3. Darba raziguma un subsidiju efektivitates regionalie aspekti

3. Labour productivity and subsidy efficiency in regional aspects

Regionalie aspekti tika analizeti aprékinot un izmantojot vairakus raditajus, kas redzami 5. tabula.

Eiropas Savienibas un Valsts nacionala finansiala atbalsta (subsidiju)

un paSu raZotas neto pievienotas vértibas dala lauksaimniecibas uznémumu
pamatdarbibas ienémumos Latvijas SUDAT regionos 2005. gada

EU and State national financial support (subsidy) and self manufactured net value added

5. tabula
Table 5

majority in ORLAP regions agricultural enterprises income from basic activity, in year 2005

SUDAT regioni
ORLAP regions

Raditaji
Indicators

Latgale

Vidzeme

Zemgale 2

me

Kurze

eriga 2

Pi

Zemgale 1

Pieriga 1

ES un Valsts nacionala finansiala atbalsta Tpatsvars
saimniecibu pamatdarbibas iepémumos, %

EU and State national financial support
proportion in farms income from basic activity, %

N
(V)]

—_
\S]

Saimniecibu ien€mumi no razotas produkcijas, %
Farms income from manufactured production, %

72

74

75

78

81

88

97

Pasu razota (bez razoSanas subsidijam) neto
pievienota vértiba uz 1 LDV', Ls

Agricultural enterprises own manufactured
(without manufacturing subsidy) net value added

on 1 ALU?, in Latvian lats

169

984 | 508

912

1441

2901

3995

Avots: autoru aprékini izmantojot SUDAT datus.

Source: authors calculations by data of ORLAP in year 2005.

' LDV — Lauksaimniecibas darba vieniba — viens cilvékgads 1840 stundas
> ALU — Agricultural Labour unit — one human-year 1840 hours
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No 5. tabula ievietotiem aprékiniem izriet vairaki secinajumi:

98]

[

18

saimniecibu pamatdarbibas ienémumus subsidijas visvairak ietekmé Latgale, kur to Tpatsvars ir vis-

augstakais un sasniedz 28 procentus;

liela subsidiju dala pamatdarbibas iepémumos arT Vidzemé, Kurzemé un Zemgale-2 regiona, kura

ietilpst Jekabpils un Aizkraukles rajoni;

saimniecibu ienémumi no pasu razotas produkcijas Zemgale-1 regiona, kas ir galvenais lauksaim-

niecibas precCu produkcijas razotajs Latvija, sasniedz gandriz devinas desmitdalas, bet Pieriga-1

regiona subsidiju dala nenozimiga;

pasu razotas pievienotas vértibas dala batiski mazaka ir tikai Pieriga-1 regiona;

regionos krasi atSkirigs ir darba raziguma raditajs, vértéjot to péc pasu razotas (izslédzot sanemtas

subsidijas) neto pievienotas vertibas uz ieguldita darbaspeka vienibu:

- krasi izdalas Latgale un tai tuvie Jekabpils un Aizkraukles rajoni (ka Zemgale-2 regions),

- vienada darba efektivitate redzama Vidzemé un Kurzemé,

- galvenaja lauksaimniecibas — Zemgale-1 regiona NPV ir tris reizes augstaka nekda Vidzemé un
Kurzemée un 17 reizes augstaka neka Latgal@.

Secinajumi
Conclusions

Darba raziguma, razoSanas efektivitates un subsidiju efektivitates paaugstinaSanai loti svariga ir raZzoSanas
koncentracija.

RazoSanas koncentracijas efekta atfistibai javeicina lielaku, specigaku lauksaimniecibas uzpeémumu veidosanas.
Apstiprinajas, ka visefektivaka lauksaimnieciska razosana ir Zemgal€, kur jaatbalsta tas intensifikacija
lidz ES Regulas atlautajam Iimenim.

Visas razotas produkcijas vertiba uz visu subsidiju vienu latu visspécigako uznémumu grupa ir 4 — 5

I

eizes augstaka neka mazajas un sikajas saimniecibas.
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Abstract

In order to achieve the objective — to evaluate sustainable development opportunities of Latvia’s regions
based on co-financing of European Union (EU) funds, the allocation and usage of EU funds within the
division by regions in 2004-2006 and the framework of National Entrepreneurship Support Programmes
were analysed. The basic principles of EU regional policy and Latvian development priorities as well as
possible regional development evaluation methodology applied were examined. The territory development
indexes for the planning regions elaborated by the State Regional Development Agency were analysed with
the aim to describe the current situation in the planning regions.

The problem of the research — the EU co-funding has been provided to foster balanced development of
the regions, but in practice it proves that economically advanced regions attract more EU co-funding while
less developed regions do not receive sufficient funding thus resulting in retained or even increased socio
economic disparities instead of combating those disparities.

Taking in consideration that the impact of co-financing on the region’s development could be evaluated not
earlier than in 2-3 years’ time after the investment, it is crucial to begin the research and discussions at the
present moment to prove that no development expectations can be made if no or small amount of funds
are invested.

Key words: sustainable development, regional policy, entrepreneurship, EU co-funding.

Introduction

The objectives of Latvian regional policy are in line with European Union sustainable development
strategy aimed at provision of economic welfare and social equality. One of EU priorities is cohesion, it
means diminishing of socio economic disparities between EU member states, because major disparities
hamper the development of both - EU in whole and each country and region individually, even the most
wealthy ones. If regional policy instruments are not applied, the disparities between economically most
advanced and most backward regions will retain and increase.

The problem of the research — the EU co-funding has been provided to foster balanced development of
the regions, but in practice it proves that economically advanced regions attract more EU co-funding while
less developed regions do not receive sufficient funding thus resulting in retained or even increased socio
economic disparities instead of combating those disparities.

Goal of the research: to evaluate sustainable development opportunities of Latvian regions based on
co-funding of European Union (EU). Tasks of the research are twofold: 1) to analyse co-funding of
European Union (EU) to support entrepreneurship development under European Regional Development
Fund (ERDF) from 2004 to end 2006 administered by Latvian Investment and Development Agency (LIDA)
by the means of National Support Programmes as well as actual allocation of EU co-funding by regions;
2) to examine regional development evaluation methodology.

Methods of the research: the basic research used in paper is monographic method, depending on analysis
of sources gathered from monographs, Latvian State documents and State Agencies and the Internet.
Other methods applied: inductive research approach which allows generalization of collected and analyzed
information; interaction of analysis and synthesis for evaluation, compilation and interpretation of specific
data; statistical; graphic method.
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Regional development research methodology

The existing worldwide Regional development theories are different therefore it is difficult to choose
only one to base analysis of the specific regions on. It is possible to use, for instance, Regional Economic
Growth Determinants (in this case these are the factors dependent on something) belong to the group of
Space Mobility Theories. Economic growth can be defined as (V. Bugina, 2004): 1) actual social product
increase:

Y1>YO0; (1)
where
Y1 = actual social product in the time period t = 1;
YO0 = actual social product in the previous time period t = 0;

2) or as actual social product increase per capita:
Y1 YO 2)
B1 >BO0;

where

Y1 = actual social product in the time period t = 1;

YO0 = actual social product in the previous time period t = 0;
B1 = number of inhabitants in the time period t = 1;

B0 = number of inhabitants in the previous time period t = 0.

The concept social product includes not only economic indicators but also infrastructure, political and
social system and other values, therefore its practical efficient calculation is complicated. Besides, applying
the formula (2), it is not possible to talk about the growth if the social product has increased less or
equally to the number of inhabitants.

The analysis of the regions can be conducted with integrated methods, combining Location Theories
and Regional Growth and Development Theories. One of the indicators used in Latvia to characterize
economic growth is increase of absolute gross domestic product (GDP) per capita. The disadvantage in
this case - the issue of welfare increase is being neglected.

In order to analyze impact of EU co-funding on regional development, the methodology is needed to
conduct such a research. Penetrating the experience of EU member states, it can be concluded that there is
no single approach and each country makes efforts to research the issues individually. Until now the only
large scale research on impact of Structural Funds (SF) on regional development conducted in European
Union is project ESPON 2.2.1. (ESPON, 2005).

The focus was on the programming period of 1994-1999 in EU-15 countries, mainly due to the fact
that it was deemed too early to judge the final effects and in particular, impacts, of the 2000-2006 activities.
The project concentrated on the mapping of the Structural Funds and assessing their contribution to the
aims of spatial development policies, with particular emphasis on territorial cohesion and polycentric
development. The study has sought to establish the possible links between Structural Funds intervention
and the promotion of territorial cohesion and polycentric development.

The main indicators of regional development were increasing GDP overall and per one person, but also
indicators: demographic level, unemployment and other economic parameters were analysed. Conclusions
of research the project ESPON 2.2.1.are: there are two main ways in which the Structural Funds may
influence spatial development:

1) there is potential inherent in the spatial nature of the funds themselves and there is the potential
expressed in the area designation process. By deciding which areas are to be covered, by what
types of interventions and by what intensity of intervention, the main channel of influence within
spatial development is defined. In area designation the issue of territorial cohesion at both the macro
and meso levels could be addressed. In theory, area designation could be contributed to micro level
issues as well, but approach where EU member states and national and regional stakeholders
influence micro level priorities is probably more realistic. Instead of area designation specifically
targeted to polycentric development, a horizontal approach to the issue seems more promising.
Area designation paying attention to functional urban areas, e.g. not splitting those, would increase
the possibility of contributing to polycentric development.
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2) The form of intervention also influences spatial development. Some policy forms may have more
explicit spatial impact than others. In general however, policy interventions may take two main
forms: (1) cushioning the adverse effects of investment or disinvestment decisions, and (2) speeding up
investment decisions. The effect in this sense is likely to be more significant in regions/countries
where the national funding available targeted at strategically important infrastructure investments
is scarce.

If we analyse impact of project financing on entrepreneurship we can use the methodology of the
International Finance Corporation (IFC), which was one of the pioneers of project finance in
developing countries more than 45 years ago, and project finance remains an important core of IFC’s activities
nowadays. [FC’s mission is to contribute the World Bank Group’s overall purpose of reducing poverty and
improving living standards by playing a leading role in the development of a sustainable private sector.
Just in 90-ties of the 20™ century IFC, which has a committed portfolio exceeding $11 billion in loan and
equity investments in over 230 green-field projects in 69 developing countries (Argentina, Hungary,
China etc.) all over the world (Project Finance.., 1999). Three important principles guide IFC’s work: the
business principle, the catalytic principle and the special contribution principle.

Nevertheless the methodologies mentioned above should be analysed more in-depth to make conclusions
about the possibilities to apply them in situation of Latvia.

Results and discussions

Situational analysis based on comparison of Riga and Latgale regions

To ensure national sustainable development, it is important to ensure development of both - individual
smaller areas — parishes, counties, districts - and regions, but then the legal and material basis is required
to provide this. The objectives of Latvian regional policy are defined in Regional Development Law (in
2002) and Regional Policy Guidelines (in 2004), and they are as follows: bringing national and regional
development level nearer to the level of European states; competitiveness increase; provision of equal
value living, work and environment conditions to people all over the country; creation of equal value
preconditions for entrepreneurship and others.

If comparing an important macro-economic indicator — gross domestic product (GDP) per capita in
regions of Latvia, it can be concluded that regional disparities had been increasing within the time period
1998 to 2002. For instance, GDP per capita in Riga Region in 1998 exceeded Latgale Region indicator
2.4 times, in 2000 - 2.8, but in 2002 — even 3 times. Since 2003 a vague tendency of diminishing disparities
can be observed (2.7 times), but in 2004 — 2.6 times (according to unofficial data). As EU SF co-funding
was available since 2004 but, as mentioned before, it was not marked for each of the regions, it is most
likely when comparing regions of Latvia by GDP per capita, the disparities will not diminish rapidly.
Nevertheless the final conclusions can be made only after the analysis of the official data of the years 2004
to 2006. When analyzing amount of non-financial investments from 1999 to 2004, it can be concluded
that they have increased in all the planning regions but regional disparities have remained. For instance,
the largest amount of non-financial investments per capita in 2004 was in Riga Region — 1190 LVL,
which compared to 1999 increased by 650 LVL per capita. However the smallest indicator in 2004 was in
Latgale Region — 389 LVL, which is 2.3 times less than average in the country (880 LVL) and 3.1 times
less than in Riga Region. Besides, the fact that regional disparities between Regions of Riga and Latgale in
2004 have remained on the level of 1999 is quite significant.

The precondition of national economic development is improvement of entrepreneurship environment but
in its turn one of the indicators characterizing entrepreneurship development is the number of economically
active enterprises. The number of economically active enterprises and companies (except peasant and fisher
farms) in the time period 1999 — 2004 increased by 13.8 thousand or 36.7%. Analysing these indicators
by the planning regions, it can be concluded that in Riga Region it increased by 49.7%, but in other
regions - by 11-16%. The lowest increase was in Latgale Region — only 11.3%.

In the time period from 1999 to 2004 the number of economically active enterprises and companies
per 1000 inhabitants on average in the country increased by 6.5 enterprises, including — in Riga Region by
11.4, but in Kurzeme — by 2.4, Vidzeme — by 2.0, Zemgale — by 1.8 and Latgale — by 1.6 enterprises.
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Regional disparities have been increasing each year, for instance, in 1999 the number of economically
active enterprises and companies in Riga Region per 1000 inhabitants was 2.4 times larger than in Latgale
Region, in 2004 — already 3.1 times larger, but the tempo of the indicator’s increase in Riga Region in the
period of six years has been 7 times faster than in Latgale Region.
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Figure 1. Territory development indexes of the planning regions in Latvia from 1999 to 2005

Source: data of State Regional Development Agency, 2005, 2006.

To characterize the situation in the planning regions of Latvia, the territory development indexes
(TDI) elaborated by State Regional Development Agency (SRDA) should be looked at Figure 1. These
indexes are used to ensure national scale programmes, including definition of specially assisted areas,
differentiation of state support rate, division of state budget subsidies and municipal funding for parishes,
towns, counties and districts in the projects co-financed by EU structural funds (not only in specially
assisted territories).

According to the territory development index, Riga region is in the first place but Latgale Region takes
the lowest position — the fifth place. Thus, if this would be taken as the basic indicator when allocating EU
co-funding, Latgale Region would receive the major part, other regions — respectively smaller parts, but
Riga Region would receive the smallest funding.

Amount and the main conditions of European Union co-funding

After Latvia’s accession in European Union in 2004, our country had wider access to EU co-funding,
including the means of the Structural Funds. National Development Plan for the period 2004 — 2006 or
Single Programming Document (SPD) defined national development priorities and activities with the
planned EU EF co-funding allocation of 625 568 826 EUR.

As Objective 1 Programme at EU level is foreseen to diminish unfavourable disparities between
European regions and is aimed at NUTS 2 level territories, which include Latvia, SPD was not focused on
solving the problem of territorial disparities in the country and it did not include separate funding for
regions. Nevertheless implementation of SPD should have included a system which would be able to
strategically reflect the situation in implementing SPD measures in the regions at NUTS 3 level — in the
six statistical regions in Latvia or in nationally approved five planned regions.

The actual situation shows that due to the complexity of EU SF management information system,
established by the Ministry of Finance (leading authority in managing EU Structural Funds), the reports on
the situation in territorial perspective could not be developed. That is why the situational monitoring still
is done either by specific studies or by initiatives of the administrating institutions on individual activities.
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National support programmes to entrepreneurs with EU co-funding

National support programmes for the period 2004-2006 administered by Latvian Investment and
Development Agency envisaged total investments of 145.55 million LVL (int.al. 109.9 from EU ERDF,
36.6 from the state) for creation of new production units, modernization of existing companies, advice,
training of labour force and others. In 2006, LIDA received project applications from 821 entrepreneurs
with request for funding from EU Structural Funds, and the total amount requested was 108,4 million
LVL, but the contracts were signed with 614 projects.

Compiling publicly available LIDA information, 468 contracts signed with the entrepreneurs in 2006
in the total amount of 54 880 828 LVL (see Table 1) were analysed. Sub-programme 1.2. ,,Business
development according to the requirements of international standards” under National support programme
“Support to modernization of business infrastructure” was the most appropriate for the entrepreneurs and
thus the most demanded. In spring 2006, LIDA announced the second call for applications and there were
even queues to submit the project applications as well as strong discussions about existing mechanism of
distributing EU funds. National government in its turn had to allocate additional funding under this programme
to support all the approved business projects. In the sub-programme 1.2 was defined the allowed assistance
rate (amount of funding in percentage for eligible expenditure per project) in all the territory of the
Republic of Latvia and it was up to 65% of the eligible expenditure for small and medium size companies
per project, but for large ones — up to 50%. When analysing the criteria set up for financial statements of
the applicant companies (consisting of the balance, profit-loss statement, cash flow statement, long-term
investment flow statement) for the last period before submission of the project to LIDA, it can be
concluded that they are differentiated by regions. For instance, the indicators before implementation of
the project had equal requirements for all the applicant companies (Guidelines of LIDA, 2004):

1) Rate of own capital against total assets = Own capital / Total assets > 0,2 3);
2) Liquidity ratio = Current assets / Short — term liabilities > 0,9 4);
3) (Profit after taxes) + (Amortization * 50%) >0 %).
Table 1
EU Structural Funds for entrepreneurs under
National Support Programmes according to the contracts signed in 2006, LVL
Nr. National Support Programmes and sub-programmes Total (LVL)
1. |Support to modernization of business infrastructure 49 563 800
1.1. |Creation and reconstruction of connections for infrastructure development 3176 046
1.2. |Business development according to the requirements of international standards 44 954 689
1.3. |Creation of shared infrastructure 1 433 065
2. |Support to development of new products and technologies 1900 976
Support to advice and participation of companies in international exhibitions,
3. - 1 766 591
trade missions
3.1. |Advisory services 1258 356
3.2. |Participation of companies in international exhibitions, trade missions 508 235
4. |Support to training, re-qualification, further education of labour force 1 649 461
Total funding: 54 880 828

Source: own calculations based on data of Latvian Investment and Development Agency, 2006.

Data of Table 1 show that under the first national support programme “Support to modernization of
business infrastructure” the contracts were signed with value of 49.56 million LVL or 90% of total
amount. This also includes sub-programme 1.2 — 44.95 million LVL or 82% of total amount. Entrepreneurs
have used only small part of financing provided in other programmes: Creation and reconstruction of
connections for infrastructure development (sub-programme 1.1) —5.8%, Support to development of new
products and technologies (programme 2) — 3.5%, Support to advice and participation of companies in
international exhibitions, trade missions (programme 3) — 3.2%, Support to training, re-qualification, further
education of labour force (programme 4) — 3%.
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Analysing the balance sheets of 2005 and 2006 of several small and medium size companies in Latgale
Region, it can be concluded that entrepreneurs in many cases could not submit their projects due to the
reason that the mentioned above indicators did not meet the requirements (formulas 3, 4, 5). Not denying
the need for criteria is set up for evaluation purposes of project applications, the major differences in
financial situation of the companies in various regions of Latvia should be taken into account as well as
differentiated rates — criteria before and after project implementation should be set up.

Figure 2 reflects the results of the analysis of the funding under national support programmes to
entrepreneurs based on the signed contracts in 2006 by regions. It can be concluded that the major part of
funding is obtained by entreprencurs from Riga region (28%), followed by entreprencurs from Kurzeme
(23%), Zemgale (21%) and Latgale (19%) but relatively small number of entrepreneurs from Vidzeme
Region applied for funding — only 9%.

Vidzeme region
9% Riga region
28%

Latgale region
19%

Kurzeme region Zemgale region
23% 21%

Figure 2. EU Structural Funds for entrepreneurs —
national support programmes in planning regions of Latvia in 2006, %

Source: own calculations based on data of Latvian Investment and Development Agency, 2006.

As mentioned before, the specific division of funding by regions was not planned. As a result the
entrepreneurs from economically advanced Riga Region were more active and they succeeded in using their
intellectual and financial resources in project development. The conclusion can be made, that on governmental
level there is lack of more goal-oriented and thought-out policy for development of project evaluation
criteria, so they would be more favourable for regional entrepreneurs. In regional level the information
about EU co-financing possibilities should be more active, accessible and understandable in order to
enhance the possibilities of entrepreneurs for project development.

EU public co-funding by Latvian regions

The division EU public co-funding (including Cohesion Fund) in the amount of 371.7 million LVL or 67.5%
of the planned total amount according to the data of the time period from 01.05.2004. to 01.01.2006. is
presented in Figure 3. It can be concluded that economically advanced Riga Region has received major
part of funding — 40%. Though economically backward Latgale Region has received minor funding —
11%. Zemgale followed by Kurzeme Region have received a little more.

The division of absolute funding from EU Structural Funds points at the direct relation between territory
development level and amount of the funding attracted — the highest territory socio economic development
level, the most funding received. So EU SF co-funding is not divided by Latvian regions accordingly to,
for instance, regional development index or any other objective economic criteria which in its turn
negatively affects even and balanced development.
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Figure 3. Actual division of public funding under
SPD territorial activities by planning regions on 01.01.2006, %

Source: Evaluation of EU Structural Funds impacts on Regional development in Latvia, 2006.

Comparison by funding amount per capita or comparative indicator is more objective than absolute indicator.
On average it was 148.40 LVL per capita. Most of funding per capita was in Kurzeme Region (205 LVL)
and Vidzeme Region (187 LVL). In Zemgale Region it also exceeded the average of Latvia (154 LVL).
In Riga Region - 123 LVL, but the smallest amount was in Latgale Region — only 103 LVL per capita.
There is two times difference between the highest and lowest indicator.

Nevertheless it is not correct to analyse these absolute and relative indicators in the beginning of 2007
because they reflect the situation of 01.01.2006. but in 2006 the projects were implemented with value of
about 170 million LVL or 30% of planned funding. Therefore the initiated studies on usage of EU SF co-
funding for entrepreneurship development and provision of sustainable development of regions of Latvia
should be continued more actively than until present time, more extensive scientific development and
discussions should be made in order to prove that the financing should be invested in less developed
territories.

Conclusions

1. ‘In order to ensure even development of regions of Latvia and to diminish disparities between
different territories, regional policy should be implemented not only on paper, but also in practice, by
assigning more financing to the less developed territories. In that case EU SF co-funding can become
a feasible assistance to combat regional backwardness.

2. Due to short time period and lack of sufficient information, a clear relation between development
indicators of individual part of the territory and respective funding cannot be distinguished. Nevertheless
the data show interconnection that the lagging behind regions attract minor funding from the view of both -
absolute and comparative values, and there are threats that slow development and increasing disparities
may still take place in comparison with economically more advanced regions. At the same time - it
cannot be declared that economically the most advanced regions do not attract the major part of EU
funding.

3. Although the impact of co-financing to the region’s development could be evaluated not earlier than
in 2-3 years' time after the investment, it is crucial to begin the research and discussions at the present
moment to prove that no development expectations can be made if no or small amount of funds is
invested.

4. There is a need for single EU project recording system as well as wider and more regular studies on
usage of EU co-funding in overall country and in individual regions, development of appropriate methodology,
and, possibly, creation of a particular research structure.

5. Most of all entrepreneurs used National Support Programme “Support to modernization of business
infrastructure” - 90% of total amount and most of them were in Riga Region.

6. In order to promote entrepreneurship development and rise interest of people to work in remote
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regions, national support policy is needed, for instance, such instruments as inhabitant income tax relieves,
enterprise income tax relieves for the part of the profit that is invested into enterprise, etc. Taking into
account significant differences in financial situation of small and medium size enterprises in different
regions of Latvia, differentiated rates should be introduced for the project evaluation purposes depending
on territory development index of the location of the enterprise.

The appropriate and effective usage of EU co-funding, regular analysis and adjustments of the plans
according to the situation should become one of the public administration priorities in order to
accomplish the main task to uptake the funds — to ensure balanced and sustainable development of all
the regions.
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Abstract

There are not many studies on the impact of financial risks on the development and financial results in
agricultural enterprises in Latvia. The goal of the performed research was to carry out theoretical studies
and on the basis of the available statistical information and information aggregated during the study
process to ascertain the factors causing financial risks, to study the possibilities for the identification and
analysis of financial risks related to the use of borrowed capital, paying special attention to balancing the
proportion of borrowed capital in the capital structure and the efficient use of financial leverage, as well
as to formulate recommendations for the elaboration of financial risk management programme and its
implementation in agricultural enterprises. The research covers the period from 2000 up to 2005. The
European Union Pre-accession and Structural Funds for the Development of Agriculture have actively
acquired in Latvia between 2002 and 2006.

The analysis of capital structure in the farms included into FADN of Latvia, as well as the analysis of
the information compiled by the Central Statistical Bureau of Latvia on capital structure and solvency
ratios in agriculture, forestry and hunting has performed in order to evaluate the proportion of the equity
and borrowed capital in agricultural enterprises and farmsteads.

Key words: financial risks, financial, capital structure

Introduction

Latvia still lacks thorough studies on the impact of financial risks on the development of agricultural
enterprises and on the results of financial activities.

Several risk management specialists have analysed risk factors in agricultural enterprises and farmers’
ability to take risks and gain additional income with successful risk management (Crane L.M. (2003);
Lemsalu K. (2004); Barry P.J., Ellinger P.N., Hopkins J.A., Baker C.B. (1995); Harrington S.E. and Nichaus G.R.
(1999) and others). bpurxam 1O., I'anercku JI. (1999); ®unnepru Ix., JIu Y. (2000); Lemsalu K. (2004);
Raudsepp V. (1999).; JakuSonoka 1.(2003) and others have studied the use of the effect of financial
leverage and its impact on the future development of the enterprise. bnank 1. A. (2002); Jakusonoka 1.(2005);
JakusSonoka I. (2002); Andersson H., Ramamurtie S.B., Ramaswami B. (1995) and others have analysed
the methods of attracting borrowed capital and the ways of evaluating credit risks. (Crane L.M. (2003);
Andersson H., Ramamurtie S.B., Ramaswami B. (1995); Kay, R.D.(1986); Uepnosa I'.B., Kyapsieiie A.A.(2003)
JakuSonoka 1.(2005) and others have worked out and studied the methodology of risk management at the
enterprise level.

Goal of the research —Tasks: to evaluate the effect of financial on the return on equity in agricultural

companies in Latvia.

1) to investigate the capital structure of the enterprises of the agricultural, forestry and hunting industry
in Latvia from 2000 till 2005 and to evaluate the effect of the financial ;

2) to investigate the capital structure of the holdings and the individual enterprises included into the
Farmstead Accounting Database Network (FADN) of Latvia from 2001 till 2005, to identify the
dynamics by grouping enterprises according to their economic size ESU (economic size unit) and
by regions;

3) to determine the impact of the use of subsidies, including credit interest subsidies.
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Materials and methods

During the research logically constructive and induction methods, statistical data processing methods,
as well as statistical grouping and the graphical method were used.

Materials published by the Central Statistics Bureau (CSB) of Latvia and the Farmstead Accounting
database Network (FADN) of Latvia on years 2000-2005 were analysed, theoretical and methodological
studies of enterprise financial risk management issues were used.

Results

Irrespective of how attractive it might seem to use the borrowed capital for increasing the volume of
income, one must remember the risks caused by uncertainty when the sales income could be lower than
expected or even lower than the sales of the previous accounting period. Thus, the impact of two types of
risks should be taken into consideration:

1) business risk when there is uncertainty in forecasting future income before loan interests — EBIT
(the factors of impact: changes in product demand, sales volume and pricing, tough competition,
applying term discounts, etc.);

2) financial risk that can express itself as uncertainty of the volume of income and thus, uncertainty
of profit amount. Fluctuations of interest rates can serve as an additional factor.

In addition, higher profit volume per 1 LVL of the equity can be achieved by a higher level of financial,
i.e., the ratio of the borrowed capital against the equity, but such an option should be carefully evaluated.
The author calculated the effect of financial using the following formula:

EBIT D
Fp=( y r T)E (1)
in which:
EBIT — earnings before interest and taxes;
A —total assets;
R — average long-term loan interest rate;
(1-T) — tax corrector;

D/E — ratio of borrowed and equity.

In total, an enterprise endangered by the decrease of income caused by the interaction of both risks and
the uncertainty of cash flow.

According to the data of the CSB of the Republic of Latvia, in 2005 there were 1,526 economically
active holdings and enterprises in agriculture, forestry and hunting. The economic stability of the enterprise
and the results of its financial activities can depend on very many factors. The critical margin of unsuccessful
business activities is stoppage of the business and its liquidation, while crisis indicators are all those
conditions that can create insolvency and bankruptcy.

With the agriculture dynamically developing, every year the amount of the loan capital and other financial
resources invested in the industry increases (see Figure 1). From December 31, 2000 till September 30,
2006 credit balance in the enterprises in agricultural, forestry and hunting industry has increased 5.47
times and has reached LVL 254 million, which makes 5.3% of the total amount of loans given to national
economy.

The total liabilities on the enterprise balance sheet indicate that on January 1, 2005 it was 52% in the
agricultural, forestry and hunting sector. In addition, it was very different across sectors: 60% in private
sector and 12% in public sector. Short-term loan proportion was 26% (Basic financial ..., 2005). The coefficient
of absolute liquidity of the businesses of this industry was 0.487 at the beginning of 2005, which can be
considered satisfactory. However, in businesses with the number of employed 0-49 it was 0.223, with the
number of employed 50-249 it was 0.218 and only in those businesses where they employ more than 250
people, the coefficient was 1.66. At the end of 2005 the proportion of the credit liabilities on the balance
had increased even more and in total was 53.9% in the industry.
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Figure 1. The balance of loans disbursed to the agrarian, forestry and hunting sectors, million LVL

Source: Statistics of banks, 2000 — 2006.
http://www .tktk.lv/lv/statistika/kreditiestades/ceturksna_parskati/20061231 banku darbiba_latvija
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Figure 2. Financial in agricultural enterprises of Latvia between 2000 and 2005

Source: Basic financial indicators..., 2001, 2002, 2003, 2004, 2005.

In businesses with a higher level of financial advantage, i.e., the ratio of borrowed capital against the equity,
the level of the financial risk is accordingly higher.

The analysis showed that over the last five years financial risk in the agricultural, forestry and hunting
industry has been slightly lower than the average in national economy (see Figure 2).

During 2000 — 2004, a very high level of financial risks was in the enterprises with the number of
employed 0-49: in 2000, the credit liabilities increased their equity 1.6 times, but in 2004 it was already
2.24 times higher (see Figure 3).
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Figure 3. Liabilities against equity in agricultural enterprises, at the end of the year

Source: Basic financial indicators ..., 2001, 2002, 2003, 2004, 2005.

According to the data of CSB of the Republic of Latvia, the main indicators of financial results of
enterprises in agricultural industry show that between January 1, 2000 and January 1, 2006 the equity has
increased 2.8 times, but the amount of credit debts — 3 times, including long-term credit liabilities that
have increased 3.1 times (see Table 1).

Table 1
Financial results in agricultural enterprises
between 2000 and 2005, at the beginning of the year (thou. LVL)

01.01.2005
Indicators 01.01.2000 | 01.01.2001 |01.01.2002 | 01.01.2003 | 01.01.2004 | 01.01.2005 | (against)

01.01.2000
Assets 119 327.8 | 139 604.6 | 160 584.1 | 187055.5 | 241368.2 | 344856.8 2.9 x
’;;’s';fs term 57513.9 | 66023 77527 | 95812.3 | 131362.0 | 182013.4 | 3.2x
Current assets | 61813.9 | 73581.7 | 83057.1 | 912433 | 110006.2 | 162843.4 2.6 x
Equity 58473.7 | 64159.9 | 70419.4 | 84377.0 | 117283.8 | 161094.0 2.8 x
Accounts 60 086.3 | 73701.9 | 87744.7 | 99733.7 | 119993.4 | 179386.9 3x
payable
incl.
long-term 29272.0 | 33112.4 | 42327.2 | 52302.4 | 58926.6 | 90365.9 3.1x
liabilities
Short-term 30814.3 | 40589.5 | 45417.5 | 474313 | 61066.8 | 89021.0 2.9 x
liabilities
Net turnover 90 908.1 | 173 674.3 | 206 427.5 | 244 367.8 | 284935.8 | 358953.7 | 3.9x
EBIT (earnings
before interest | -903.6 | 76753 | 82742 | 151483 | 34527.4 | 58734.6 X
and taxes)
EPT (earning

936 4311.8 | 42509 | 10141.7 | 27237.9 | 48680.8 X

past taxes)

Source: Basic financial indicators... 2001, 2002, 2003, 2004, 2005, 2006.

The indicator of the effect of financial advantage, as calculated by the author (Formula 1), shows by
how many percent the return from equity in the capital structure with the combination of borrowed capital
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is larger than the return from the assets without the attracted borrowed capital. During 2000 — 2002, the
effect of the financial advantage is negative, in 2003 it shows a positive tendency and in 2005 reaches 7%.

Table2

Effect of the financial advantage in agricultural, forestry and hunting enterprises in 2000-2005

2000 2001 2002 2003 2004 2005
EBIT/A, % -0.8 5.5 5.2 8.1 14.3 17.0
r, % 10.3 10.4 8.5 7.5 9.2 9.4
(1-T) 0.75 0.75 0.78 0.81 0.85 0.85
D/E 1.03 1.15 1.25 1.18 1.02 1.11
Fer, % -8.57 -4.23 -3.22 0.57 4.42 7.17

Source: Author’s calculations using Basic financial indicators ... 2001, 2002. and Statistics of Banks 2000.-2006.

However, the summary of CSB data and the calculations do not allow judging about the dynamics of
liabilities separately in agricultural enterprises, and it does not offer an opportunity to analyse by the regions
or the specialization directions either. Such analysis of data can be performed either independently doing
sample observations or using the Farmstead Accounting Database Network (FADN) of Latvia.

Analysing the farmsteads included in FADN (in 2005 they were 932 in total), the financial by regions
was evaluated. In 2005 the highest financial is in the area around Riga (Pieriga -1) (60.6%) and in
Zemgale-1 (46.2%), but the lowest — in Kurzeme (21.6%), (FADN, 2005).

Financial
1,8

08 +

0,6 -+

04 -

00 -

Latgale Kurzeme Zemgale1 Zemgale2

Vidzeme

‘s* ‘s* .
& ﬁ

Figure 4. Financial in agricultural enterprises included into FADN of Latvia in 2005, by regions

Source: SUDAT, 2005.

However, analysing the proportion of liabilities against the equity (financial leverage), it is possible to
conclude that the level of liabilities increases the equity 1.5 times in Pieriga-1 region and comprises 90%
of the equity in Zemgale-1 region (see Figure 4).

According to FADN, the results of economic activities of 2005 indicate that small enterprises with
gross cover of LVL 6744 — 13,488 (4-8 ESU) have increased the attraction of borrowed capital by 12.1
santims per 1 Lats of equity, but holdings with gross cover of LVL 84,300 — 210,750 (100-250 ESU) — 48
santims per 1 Lats of the equity respectively when compared to 2003. Only in one group of enterprises
(>250 ESU) the liabilities increase the equity 1.65 times, which indicates to high possibility of a financial
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risk (see Figure 5). When evaluating the amount of liabilities in the enterprises of different directions of
specializations, it turned out that the liability proportion in pig-breeding and poultry farming holdings made
63% in 2005, in vegetable growing enterprises — 44% and enterprises specializing in crop cultivation —
40%. (FADN ...., 2005)
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§ 0.8 § s E12003
g ’ N
‘&“ 0,6- § ] N 2005
& 1 NE
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=1 ]
2 0,210,024 T N NE
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ESU ESU ESU ESU ESU <250 ESU

ESU

Figure 5. Financial in holdings included into FADN of
Latvia by economic size unit at the end of 2003and 2005

Source: FADN 2003; 2005.

An important place in the proportion of borrowed capital is occupied by loans that holdings have taken
within a framework of a common Rural Development Programme, including the crediting of the national
co-financing of the received resources for the use of EU Funds, Loan Programme for Acquiring Agricultural
Land, Agricultural Long-term Investment Credit Programme, etc.

In 2005 within the framework of Agriculture Long-term Investment Programme SJSC “Latvian Mortgage
and Land Bank” disbursed 121 loans to implement long-term investment projects in the amount of LVL
4.9 mill. (84 loans in the amount of LVL 3.5 mill. in 2004). In addition, on April 6, 2005 the Cabinet of
Ministers approved an adjusted investment programme and the interest rate was lowered from 6.8% to
4% for bio-farms and for holdings offering agricultural services. Other farmers were assigned a 5% rate.
(Agriculture and Rural ..., 20006)

The programme for acquiring land began to be implemented in 2002 and was over in 2005, when the
entire credit line of LVL 9 mill. was acquired. Within the framework of this programme farmers could
receive loans in the SISC “Latvian Mortgage and Land Bank” with the term 20 years and the interest rate
4% a year. In 2005, 174 loans were granted in the amount of LVL 3,597,585 (134 loans in the amount of
LVL 1,724,043.20 in 2004). (Agriculture and Rural..., 2006)

In addition to the above mentioned, state support measures have given a significant contribution to the
development of the industry (see Table 3). The largest part of the investment is made by support to achieving
EU standards, resources of Structural Funds and SAPARD. There is a tendency that when the economic
size of the holding increases, the subsidy amount also increases. In 2005 on average subsidies made LVL
3,222 per 1 FADN holding (ESU <4 — LVL 482 respectively, but for ESU >250 — already LVL 144,412).
Of these, 62% are made by Structural Funds and SAPARD (ESU <4 — 26% respectively, but for ESU
>250-91%). (FADN ..., 2005)

From the perspective of financial stability, alarm is caused by the fact that in all holding groups the
sum of invariable costs and overheads and depreciation can be hardly covered by the gross amount. The
profit is created only by the received support measures. However, it has to be emphasized that these
subsidies can significantly reduce the risk created by the use of the borrowed capital.

According to the data of LVAEI specialists, in 2005 in FADN holdings on average 63% of net benefit
was gained by subsidies in the production process. In different regions, the size of subsidies varies from
14% in Pieriga-1 to 93% in Latgale. (FADN ..., 2005)
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Table 3
Loan interest rate subsidies in holdings included
into FADN of Latvia by economic size unit in 2005, LVL

Regions/Size All i . . .

classes, ESU | regions Pieriga-1 | Pieriga-2 | Vidzeme | Latgale | Kurzeme |Zemgale-1| Zemgale-2
Average per 90 129 94 84 69 52 192

farm 76
<4

ESU 2 - 4 - 3 3 - 1
4-<8

ESU 4 9 2 3 2 12 - -
8-<16

ESU 126 17 12 161 386 88 30 44
16-<40

ESU 188 49 203 330 144 163 95 374
;%'5100 1066 1357 684 1160 1849 763 786 2402
100-<250 2854 | 960 | 5130 | 667 | 4500 | 1111 3029 X
ESU

> 250

ESU 4870 X X X X X 6701 X

Source: FADN, 2005

In total in 2004-2005 in Latvia, significant resources were invested in ensuring the stability of the industry:
LVL 3,320.3 thou. for compensation of damages caused by agro-climatic circumstances, LVL 4,247.2 thou. for
partial coverage of interest payments and guarantee of loan interest rates and LVL 48.5 thou. for insurance.

The level of such state support measures simultaneously is a factor facilitating sustainable rural development
and a risk factor, because when EU policy concerning state support changes, the cash flow in enterprises
can become unstable and due to unfavourable management conditions (losses caused by natural disasters,
result of undeveloped insurance system of agricultural activities, etc.) can lead to bankruptcy.

Thus, we see that management of financial risks becomes an important and significant financial management
function both in the industry as such and in each agricultural enterprise itself. When developing a risk
management system and the execution of its functions, the management of the industry and the enterprise
should: investigate the constituents of the main financial risks; evaluate risk levels; investigate the size of
potential losses related to financial risks according to certain business operations, as well as for business
activities in total; develop and actively use the system of financial risk prevention and minimization, develop
insurance measures in the industry as such and within the enterprise; foresee the option to pass over the
financial risk to specialised insurance institutions.

Conclusions and Recommendations

e It is possible to perform the analysis of capital structures and the related financial risks either independently
performing a sample observation or using the data of Farmstead Accounting Database Network (FADN)
of Latvia and CSB.

e The total financial on the enterprise balance indicates that in agricultural, forestry and hunting industry it
comprised 52% on January 1, 2005. In addition, it was varies greatly across the sectors: 60% in the
private sector and 12% in the public sector.

e The indicator of the impact of financial advantage as calculated by the author shows that from 2000 till
2002 the effect of the financial leverage is negative, in 2003 it begins to show a positive trend and it
reaches 7% in 2005.

e In 2005 the highest financial in the holdings included in FADN is in Pieriga-1 region (60.6%) and it
exceeds the equity 1.5 times; in Zemgale-1 region (46.2%), but the lowest — in Kurzeme region (21.6%).
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e From the perspective of financial stability, alarm is caused by the fact that in all holding groups the
sum of invariable costs and overheads and depreciation can be hardly covered by the gross amount.
The profit is created only by the received support measures. However, it has to be emphasized that
these subsidies can significantly reduce the risk created by the use of the borrowed capital.

The current volume of state support measures should be maintained by providing the required amount
of credit interest subsidies in investment programmes.

Development and ensuring of an effective operation of risk management and insurance system in the
industry of agriculture is very important.
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Abstract

The personal income tax in Latvia is one of the main income sources of the state. In 2005, taxes made
79.6% of the consolidated state budget, and the personal income tax provided 15.9% of the tax revenue.
The paper considers the result of the research about the influence of the income tax on fiscal, economical
and social development of the economy of Latvia. The paper considers the positive and negative sides of
the personal income tax and the differences between the progressive and proportional tax rate. It deals
with the essential problem of the elaboration and realization of the principles of a just tax policy in the
interests of the population. The authors raise a question of progressive rates of the income tax, as well as
of lowering the corruption level and ,,shadow economy” in this country.

Key words: Tax, income tax, improvement of tax, Latvia.

Aim, tasks and methods

The aim of this paper is to deal with the point of the personal income tax and its role in the national
economy of Latvia, as well as with the mechanism of the tax collection and distribution used, and offers
proposals for its improvement.

To achieve this aim it is necessary to solve the following tasks:

1. to find out and analyse the aim and task of the personal income tax;

2. to determine and analyse the personal income tax;

3. to elaborate proposals for the tax improvement.

Methods used in this study

The principles of this study are the induction and deduction method, the analysis of economical and
social conditions of the tax, the monographic method and the analysis of the law of the income tax in
Latvia. Sources and tasks of the personal income tax in the run of time have been found out and analysed
for the achievement of the tasks set. The method of comparative analysis as well as constructively logical
method has been used.

1. Introduction

Larger or smaller means have been necessary for strengthening and maintaining the state power during
all the periods of the state development. The principal source of it is the income of the state population or
separate sections of them. In the run of time the expenses of the state have increased, and at present
alongside with the expenses of former tasks of administrative, political and economical power, new kinds
of tasks have been developed connected with the solution of social and cultural questions as well as with
raising the level of general and professional education. However, there have always been conditions when
the state revenue must not destroy the population tax paying ability, but on the contrary, they must provide
for the prosperity and well-being of the population.

The source of the taxes has always been the national total production — the income belonging to the
regular inhabitants (population) and enterprises, adding also the income from the deposits in foreign countries
and counting off the interests and payments from the investments of foreigners in their own countries.
The state statistics shows it usually as the gross domestic product (GDP). From the production side, the
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domestic total product is made from the total value added of all economical activities as well as from the
sum of customs duties and excise tax by taking into consideration the subsidies. The total value added is
calculated if from the whole output value of goods and services the intermediate consumption value is
counted off, i.e., the value of the resources (goods and services) used in the production.

In such a way, the most important task of Latvia government is the problem of the total amount of GDP
as well as a sharp increase of the amount per capita, by having a prudent economical policy connected
with elaborating and realizing just political principles of taxes in the interests of the population, as well as
with lowering the corruption level and ,,shadow economy” in this country.

Results and discussions

Meeting collective needs at present, as it has been up to now, is mainly performed by means of social
management or by the budget. The task of social management is to meet those needs which are not solved
or solved incompletely by the private management. During the last century the social needs have greatly
increased and they include — the administration of state and municipality, justice system, maintenance of
educational, cultural and medical institutions, provision and protection of state internal order, a wide
social maintenance system and others. The task of social management is also the provision of the principles
of social maintenance, not allowing a very sharp differentiation of the population according to their property
circumstances as well as lording of one section over the other ones, i.e., the country is to provide for all
the human rights of the population, especially for the most sensitive sections politically and economically
(women, children, invalids, the weakest ones economically and others). In such a way, one must not allow
lording of the stronger and more immodest people over the other citizens. Therefore the principal function
of the state budget must be determined for meeting the social (public) needs as well as the necessary sum which
the state must cash in as the income of taxes and non-taxes from the population as a compulsory payment
for meeting the state and municipality needs as well as for a more even re-distribution of income and property.

The personal income tax is included just in the category of direct taxes. Usually it is paid to the state
or both to the state and the municipality.

While determining the tax, it is significant to consider the principles of fiscal, economic and social justice.
While considering the place and role of the personal income tax, according to the data of Latvia Statistics
annual (2003, 2004, 2005), as well as according to the data of the monthly bulletin No 6 (145), 2006, the
total state revenue was 320,5 million lats in 2005. The tax income was 80% of them, but non-taxes and
other income was 20%. From the tax revenue in the 3 years analysed, 3 taxes — personal income tax (PIT),
corporate income tax (CIT) and immovable property tax (IPT) made up 24,6 % in 2004 to 29,7 % in
2005. As the payment of social maintenance was for special tasks — pensions and social aid, we may say
that PIT, CIT, IPT provide for almost a half of all the tax revenue (Table 1).

The principal drawback of the existing tax system in Latvia is the following — all 3 kinds of taxes have
determined the so called proportional tax rates which are equal for separate taxes. It leads to an increased
and accelerated stratification of the population in Latvia according to their property circumstances as well
as to a growing social stress. Because of this reason, almost all EU participant countries have given up the
proportional tax rate and have the progressive rate which requires the tax load to be paid mainly by those
who are able to do it.

The tax rate must be determined by taking into consideration the fact that after its payment, the income
would continue to grow and the population would not lose the interest to get a larger income. It is possible
by determining the rate from 5-10 % to 45 -55 % from the taxable income (Boruks A., Vitola 1. 2003. —
The personal income tax as a mechanism of redistribution between different sections of the population).

The tax is to be uniform, and it is to include all the spare means of the population, i.e., they must
correspond to the demand that they are paid by the persons who are able to do it. The amount of the non-
taxable income is closely connected with the existence minimum — with the sum necessary for a persons’
existence as well as for meeting the expenses necessary for his/her existence and reproduction.

The non-taxable income includes the expenses for food, clothing, electricity and heating, traffic, sport,
culture, personal hygiene (soap, washing, powder, bath) as well as the education and his/her life continuation —
maintenance of family, children and the disabled people. Therefore the non-taxable minimum is closely
connected with the life expensiveness, expenses of living wage and the necessity to provide for the
development of the nation.
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Table 1
General government consolidated budget revenue during 2003 — 2005 in mil. Lats
Revenue of taxes 2003 2004 2005
And non-taxes Revenue % Revenue % Revenue %

State Consolidated
revenue — total 21074 100 25222 100 3199,8 100
Tax revenue 1782,5 84,6 20254 80,3 2545,7 79,6
Personal income tax 367,1 17,4 435,5 17,3 509,1 15,9
Corporate income tax 93,9 4.5 127,8 5,0 180,7 5,6
Immovable property
tax including land tax 51,9 2,4 56,8 2.3 61,6 1,9
and property tax

Total: 512,9 243 620,1 24,6 7514 23,4
Value added tax 4592 21,8 486,7 19,3 677,1 21,2
Social security 561,9 26,7 641,2 25,4 751,4 23,4
contributions
Excise tax 212,1 10,1 236,9 9.4 314,0 9.8
Customs duties 18,8 0,9 17,1 0,7 19,2 0,6
Natural resources tax 9,8 0,5 8,3 0,3 10,3 0,3
Other tax revenue 7,8 0,3 15,1 0,6 22,6 0,7
Non-tax revenue 311,7 14,8 479,1 19,0 629,0 19,7
Receipts from other
administrative and gifts 13,2 0,6 17,8 0,7 25,1 0.8
received

Source: Compiled according to the data of Central Statistics department
http://test.csb.gov.lv:8080/Dialog/Saveshow.asp 01.11.2006

The non-taxable tax minimum may be different in different countries and nations, as it depends on the
income in the given country, on the leven of prices and services, on its geographic location, dominant
habits and family circumstances, especially on the number of the dependents. For example, in Germany
the personal income tax is different according to the family circumstances and its property. The income of
a person is not taxed, expressed in the united currency Euro for a single person (living alone) to 785, for
married people — to 1571, for persons older than 64 —to 1892. [6, 10].

In Latvia the determined amount of non-taxable minimum wage is raised, but still it is a low one.
During the recent years the amount of non-taxable wage minimum has increased as follows — in 2005 it
was Ls 26, in 2006 — Ls 32, but from January 1, 2007 it is planned to be Ls 50 monthly.

It slightly exceeds 42% of the living wage which was Ls 118.27 in 2006.

Changes have taken place in connection with the increase of tax allowances amount for a dependent
person. In 2005 it was Ls 18, in 2006 — Ls 22, but from January 1, 2007 it will be Ls 35.

According to the data by European employers’ federation, in Latvia the minimum monthly wage is
one of the lowest in comparison with that in EU participant countries (Table 2). The low wage, including,
the minimum wage in Latvia is one of the principal reasons promoting the people of this country to move
mainly to the old EU countries where the wages and the living circumstances are higher than in Latvia.
This movement of the working power affects negatively both the development of the branches of national
economy as well as the taxes are not cashed in, including the personal income tax, in this country.

The increase of wages will increase the municipality income essentially, because the income of the
personal income tax will grow from the wages of the workers. It will promote the growth of the living
standard too.

While increasing the wages, the revenue of municipalities will increase, because the revenue of personal
income tax will grow from the wages of the working people. It will promote the growth of the living
standard.

We consider that there is a drawback that at present PIT is not imposed on all income — mainly on
those which are obtained by the rich people — income from the capital, share capital, securities as well as
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from speculative transactions with real estates, legacy, gifts, from gambling income. All income is to be
imposed with PIT, a tax for transactions with precious metals, luxury articles, very expensive wines,

cognacs and other prestige alcoholic drinks, luxury cars should also be determined.

Table 2
Minimum monthly wage in EU countries [5, 11]
Minimum monthly Minimum .monthly wage euro, .
Country wage in local accordlqg to the rate of Da.te of coming
currency exchange in the moment of into force
changes

Luxemburg 1466,77 euro 1466,77 01.01.2005
Belgium 1314,50 euro 1317,50 01.02.2004
Netherlands 1264,80 euro 1264,80 01.07.2003
Great Britain 840,67 pounds 1226,00 01.10.2004
Ireland 1213,33 euro 1213,33 01.02.2004
France 1154,13 euro 1154,13 25.06.2004
Cyprus 350,00 CYP 610,00 01.06.2004
Greece 559,98 euro 559,98 01.09.2004
Malta 241,06 MTL 557,00 01.01.2005
Spain 513,00 euro 513,00 01.01.2005
Slavonia 117500,00 tolars 484,00 01.08.2004
Portugal 374,70 euro 374,70 01.01.2005
Czech Republic 7185,00 CZK 238,00 01.01.2005
Hungary 57000,00 232,00 01.01.2005
Poland 849,00 PLN 208,00 01.01.2005
Estonia 2690,00 EEK 172,00 01.01.2005
Slovakia 6500,00 SKK 163,00 01.01.2004
Lithuania 500,00 lits 145,00 01.05.2004
Latvia 90,00 lats 121,00 01.01.2006

For a long time there is the proportional rate of income tax in Latvia, when all the units taxed have the
same rate — 25%. The positive side of the proportional rates is that the tax is easy to be cashed, because
the income, independently of the source, are imposed by a united tax rate, and it is not necessary to sum
up the income obtained by different sources and to calculate the amount of the tax rate. The negative side
is, as mentioned above, the social injustice because it is more difficult for poor people to pay this united
rate than for the people having a large income.

It is planned to reduce the PIT proportional rate from 25% to 15% in 3 years beginning from January 1,
2007. These changes will not solve the condition. According to the calculations of experts and authors,
obtainers from the reduction of the personal income rate will mainly be the people having a large income,
but the burden of the tax load will lie on those having a small income. The population differentiation
according to the income will continue and the social stress will increase.

It will happen also because the present social injustice will remain when many kinds of income are not
imposed with PIT and they are the rich people.

It is possible to solve this question if our country adopts the experience of old EU participant countries
(France, Italy, Germany, Austria, Belgium, Netherlands etc.) by determining the rates of progressive
income tax. The minimum amount of this rate is usually determined 5 — 15% of the personal income, but
the maximum rates — 40 — 45% monthly. By determining PIT to follow these directions:

— the rates should be socially just, i.e., PIT should be paid by those who are able to do it;

— the population should not lose interest to increase the income, i.e., to provide for the increase of the

personal income more quickly than the payment rates of the personal income tax grow.

Taking into consideration these principles, the authors have elaborated the rates of the progressive PIT
to be established. They are shown in Table 3 and have been determined as follows:
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— to impose PIT on all kinds of personal income — premiums added to the wage, income from shares,
securities, deposits in funds, as well as income from deposits which exceeds the amount of minimum
wage of the previous year calculated by the state statistics department; income from gifts and
donations except the non-taxable by law allowed kinds of PIT;

— to determine that the personal income tax should be calculated according to the progressive rates
mentioned in this paper, with the minimum rate 10% and maximum rate 55% from the amount of
taxable income, i.e., from the income from which the social security contributions and the non-taxable
minimum of PIT including the tax allowances for the dependent persons) are counted off. From the
income exceeding Ls 1900 monthly, PIT should be calculated according to the proportional income
rate of 55% (Table 3);

— the non-taxable minimum of the personal income tax includes the non-taxable minimum of wage
(beginning with January 1, 2007 determined Ls 50 monthly) plus tax allowances for the dependents
( Ls 35 monthly for a person multiplied with the birth-rate coefficient — 1.25 in Latvia) (see ,,Latvia
Statistics annual 2005”); together with PIT the non-taxable minimum is Ls 94 monthly since January
1, 2007. The amount of non-taxable living wage is a variable able to change when the population living
level grows.

Table 3
Proposal for calculation of personal income tax (PIT)
Existing income Min. Max
taxable by PIT with PIT Rate % with step of rate 5% income tax | income tax
interval Ls 150 Ls/month | Ls/month
0-94,99 0% - -
95,00 — 249,99 10% from sum exceeding Ls 95,00 0 15,50
250,00 — 399,99 Ls 15,50 + 15% from sum exceeding Ls 250,00 15,50 38,00
400,00 — 549,99 Ls 38,00 + 20% from sum exceeding Ls 400,00 38,00 68,00
550,00 — 699,99 Ls 68,00 + 25% from sum exceeding Ls 550,00 68,00 105,50
700,00 — 849,99 Ls 112,75 + 30% from sum exceeding Ls 700,00 105,50 150,50
850,00 — 999,99 Ls 150,50 + 35% from sum exceeding Ls 850,00 150,50 203,00
1000,00 — 1149,99 | Ls 203,00 + 40% from sum exceeding Ls 1000,00 203,00 263,00
1150,00 — 1299,99 | Ls 263,00 + 45% from sum exceeding Ls 1150,00 263,00 330,50
1300,00 — 1449,99 | Ls 330,50 + 50% from sum exceeding Ls 1300,00 330,50 405,50
1450,00 — 1599,99 | Ls 405,00 + 55% from sum exceeding Ls 1450,00 405,00 487,49
1600,00 — 1749,99 | Ls 487,49 + 55% from sum exceeding Ls 1600,00 487,49 569,98
1750,00 — 1899,99 | Ls 569,98 + 55% from sum exceeding Ls 1750,00 569,98 652,47
1900,00 - ............. Ls 652,47 + 55% from sum exceeding Ls 1900,00 652,47 and so on

The proposals for the calculation of PIT are shown in Table 3 depending on the Gross receipt monthly.

Moreover it should be taken into consideration that the social security contribution (social tax) should
be counted off from the gross receipt; firstly, because they are paid by all the inhabitants independently of
their income, and while counting them off from the gross (bruto) wage we obtain the actual income of the
population from which the non-taxable minimum as well as the reductions for the dependents are counted
off, in such a way we obtain the taxable existing income of PIT:

— in order to consolidate the national morality as well as a legally registered family, to determine
that the taxable income are to be reduced for 1% for every child during his school years with the
requirement that the child is making normal progress;

— unemployed pensioners have their pensioner’s status if their income from deposits together with
author’s pay for articles, paintings and other kinds of economic activities during 1 year do not exceed
their calculated pension for a half year.

While discussing the personal income tax, the 7th Parliament did not adopt the necessity to introduce
the progressive tax rate in the country. Just for this reason the action for the introduction of progressive
rate must be continued because the differentiation of the population according to the financial condition
will continue. It may lead to a stronger social stress, which is a threat to the democracy.
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Proposals for the improvement of
the personal income tax (Conclusions and recommendations)

. At present the personal income tax is imposed by the proportional tax rate and makes 25% of all

taxable personal income. It leads to a stronger differentiation according to the financial condition. In
order to prevent this injustice, we suggest turning to the progressive income tax rates — paying they
who can do it.

To determine that the personal income tax is to be calculated according the progressive rates, with the
minimum rate of 10% and the maximum rate of 55% of the amount of the taxable income. In such a
way the tax load would shift to the persons who are able to pay it.

. In order to calculate the tax rates more practically, tables of the personal income tax should be made

in which the sum of the income tax would be shown according to the monthly wage and/or the income
from other kinds of economic activities — instead the tables, the regression equations (functions) may
be made and solved. However, it does not exclude making the tax rate table, because it has a clear
form and is convenient for the user.

In order to consolidate the national morality as well as a legally registered family, the taxable income
is to be reduced not only for the minimum of the non-taxable income but also with definite tax
reductions and allowances, but to determine some additional 1% allowance for every child during his
school years with the demand that the child is making normal progress.

Unemployed pensioners have their pensioner’s status if their income from deposids, together with
author’s pay for papers, paintings and other kinds of economic activities during 1 year do not exceed
their calculated pension for a half year.

The transformation of the personal income tax in Latvia by taking into consideration the authors’
proposals, will include several advantages. Firstly, PIT would be more just than the present one. Secondly,
it advances towards the widely used kind of PIT in the EU participant countries. It will raise the
impartiality of the tax and will promote the development of the national economy. It will help to omprove
the tax system in Latvia.
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Abstract

Rural development in Latvia currently is affected among other factors also by growth of real estate
market in general and speculative transactions which take place in real estate market. This hinders rural
development as investors are interested in gaining profits from increase in land (also land in rural areas)
value. Investors are interested to gain maximum profit by purchasing land in rural areas and transforming
this land into building land. Large areas of rural land are concentrated in hands of few wealthy individuals
who are not using this land for agriculture but rather holding this land for future resale. This means that
this land does not produce anything of added value and does not take part in rural development process.
The aim of this article is to evaluate whether tax on gains from sale of real estate could affect rural development
and solve problems mentioned above by reducing speculative transactions with real estate in rural areas.
Author is contemplating how realistic is implementation of capital gains tax on proceeds from sale of real
estate in Latvia and is comparing the experience of other European Union Member States in this regard.

The article deals with potential changes in Latvian taxation system, possibility of introducing capital
gains tax on gains from sale of real estate. Gains on the sale of real estate should be treated as capital
gains and hence there arises a topical question if there would be necessary to introduce in Latvia a new
capital gains tax and what potential tax consequences would be. Also impact on inflation is considered as
well as question of whether to tax accrued capital gains or only realised capital gains. The article presents
pros and cons of introducing capital gains taxation in Latvia, potential impact this would have on real
estate market in Latvia and describes proposed amendments in Latvian tax laws in regard to real estate
taxation. The report compares and analyses capital gains taxation in other member States of European
Union and looks at the experience of these various countries in this area. For this purpose taxation system
of 12 European Union Member States which have chosen to have capital gains tax were reviewed. Article
evaluates the effect such tax would have on real estate market in Latvia and rural development.

Keywords: Taxes, Capital Gains, Real Estate Sale, Rural Development

Introduction

Rural development in Latvia currently is affected among other factors also by growth of real estate market
in general and speculative transactions which take place in real estate market. Investors are interested to
gain maximum profit by purchasing land in rural areas and transforming this land into building land.
Large areas of rural land are concentrated in hands of few wealthy individuals who are not using this land
for agriculture but rather holding this land for future resale. This means that this land does not produce
anything of added value and does not take part in rural development process. Current legislation provides
for exemption from personal income tax on sales proceeds from sale of real estate which has been in the
possession of the individual for longer that 12 months period. This means that profits from real estate
transactions are virtually tax free. The government has been continually expressing various ideas on the
potential taxation of gains on the sale of real estate. However the final decision has not been taken yet.
This issue may, in the most direct manner, affect private individuals, as the taxation of such kinds of gains
on the corporate level is solved by the Law on Corporate Income Tax. Gains on the sale of real estate
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should be treated as capital gains and hence there arises a topical question if there would be necessary to
introduce in Latvia a new capital gains tax and what potential tax consequences could be. In addition, the
fact that in most of the EU Member States capital gains are subject to tax brings out the necessity to
analyse this tax on the local level and discuss the perspectives of its introduction in Latvia. Although this
issue is being dealt with by the government, there lacks the detailed information about the impact the tax
might cause on the Latvian entrepreneurial environment, rural development, state budget, and overall
prosperity of the country.

This article will seek to analyse the essence of the term ‘capital gains’, practical problems related to
the application of capital gains tax, pros and cons of introducing this tax in Latvia, current provisions of
the Law on Personal Income Tax governing the sale of private property and effect this tax could have on
rural development in Latvia. The aim of this article is to evaluate whether capital gains tax on sale of real
estate should be adopted in Latvia and whether it would have effect on rural development in Latvia. Main
tasks within this article will be summarizing information about capital gains tax in other European Union
Member States as well as comparing this information to determine whether Latvia would benefit from
using the experience of other countries in this regard. This will be achieved by reviewing the trends of
real estate gains taxation in various European countries and comparing these trends.

To begin with, it is necessary to assess whether such kind of gains should be taxable in Latvia and
whether the state will derive additional income after the introduction of this tax compared to administrative
expenses which would arise due to the necessity to control tax calculation and payment. Capital taxation
might bring about certain problems. First, the impact of inflation on capital gains should be taken into
consideration, as capital gains may grow also in the result of being influenced by inflation. In this case
both real gains and inflation (monetary) gains are subject to tax. Therefore the amount of money paid
upon the acquisition of the asset cannot be objectively compared to that obtained in the result of its sale. It
should be noted that inflation enhances more rapid growth of nominal asset gains than that of nominal
wage gains. As a result, the equal growth of nominal gains derived from both of the above sources reflects
the unequal growth of real purchasing power and hence the equal tax burden causes unequal treatment.
The tax base grows, as the expected inflation produces a twofold impact on capital gains: both the asset
value and the asset gain rate are increased. To define taxable capital gains, the taxpayer would have to
increase the acquisition price by the accrued inflation factor prior to it being deducted from the present
value. Due to inflation, also fixed-income securities are losing their value in real terms each year, and the
original amount of investments might also diminish (Harvey S. Rosen, 2002). This problem is particularly
burning in Latvia, as currently inflation is running rather high which means that, prior to imposing capital
gains tax, it should be carefully considered how the inflation factor will be taken into account to prevent a
situation where not only real gains but also inflation gains are taxed.

The given inflation adjustments are true only where inflation is always fully foreseeable and all gains,
being affected by inflation, grow at the same pace. In reality, neither of these conditions is met. Therefore,
upon making adjustments, it would be more practicable for the governments to use real inflation rates
rather than expected rates. The economic research still has not defined how expected inflation is formed.
Regardless of the above, nominal interest rates and capital values almost definitely adapt to expected inflation,
partly at least. Therefore it would be more appropriate to peg capital gains to a long time mean inflation
index rather than make any adjustments at all. Those who fail to forecast inflation correctly might face
unexpected profits or losses compared to the theoretical model, but it could be hardly avoided. Practical is
the question about what long time series should be used, as assets and other sources of income have
different rates of inflation. In fact, the consumer price index could be relevant, although it is not a perfect
solution here (Arnold C. Harberger, Martin . Bailey, 1969).

Second, it would be necessary to assess what should be subject to capital gains tax: total accrued capital
gains or only realised capital gains. If capital gains would be taxed as soon as they arise (not realised),
there might emerge certain difficulties in determining the amount of the capital increase. There are assets
for which the increase in the value is hard to determine, since they are not traded regularly and actively.
For instance, antiquities, paintings, and real estate. In addition, capital gains may be derived irregularly,
which renders the tax administration process even more complicated. In practice, realised capital gains are
taxed, but the procedure for taxation of realised capital gains has several deficiencies. In this case, capital
gains tax is deferred until capital gains are realised. This possibility of deferring taxes may seem insignificant,
however consequences may be rather serious, as in fact the private individual obtains a perpetual interest-
free loan from the state, and only tax is paid after capital gains have been finally realised.
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As the comparison of tax payable after the realisation of capital gains and tax payable also on unrealised
capital gains over a certain time period shows, the post-tax capital gains are larger where realised capital
gains are used as the tax basis. The reason for such difference is that deferment of tax payment permits
the investment to grow in geometric progression based on the pre-tax rather than post-tax rate. Since only
realised capital gains are subject to tax, taxpayers intending to hold or sell assets should take into
consideration that tax shall be payable upon the sale of assets, and for this reason taxpayers might prefer
to keep to the same kinds of investments (Harvey S. Rosen, 2002).

The introduction of capital gains tax or the reduction of tax rates is rather a controversial issue, as the
tax has both positive and negative aspects. In their essence, capital gains are income and therefore would
be subject to tax in the same manner as salaries. In addition, as the data evidence, income is basically
concentrated in the hands of high-income taxpayers. More than half of the aggregate capital gains is realised
by the best-off 1% of taxpayers, and they are those benefiting from the low tax rates or the absence of
capital gains tax (Slemrod J., 1996). It is unfair from the social viewpoint. In the absence of capital gains
tax, taxpayers are tempted into using existing possibilities of transforming their income into capital gains,
and this is the reason for aggressive tax planning and the state budget losing potential tax revenue. Moreover,
only the wealthiest part of the community can enjoy this possibility. Capital gains tax reduces investments
in non-productive assets, like antiquities, coins, paintings, or stamp collections acquired for generating a
profit from the increase in the value, while in fact bringing no added value (James S., Nobes Ch., 1997).

It should be admitted however that the introduction of capital gains tax might hinder capital formation
and restrict investing, which would entail hampering of further business development, productivity
growth, economic development, and reaching higher living standards, while prudent taxation of capital
gains would stimulate capital accumulation and risk taking. Furthermore, capital gains tax applied only to
realised gains causes economic failure. Capital is frozen and prevented from flowing to more profitable
investments. The data show that accrued capital gains on more than half of stocks are not realised for
several years in order to defer tax payments. Both well-off and moderately well-off taxpayers put certain
limits on realisation of their capital gains. Thus revenue the state derives from capital tax is rather small
(Arnold C. Harberger, Martin 1. Bailey, 1969).

The administration of capital gains tax collection is rather complicated for reason of the aforementioned
tax application problems. Hence the imposition of capital gains tax might require substantial tax
administration costs. It is believed that it would be fair not to tax capital gains since these are irregular
and may arise unexpectedly. In addition, investing means refraining from consumption, which may be
compensated by non-taxation of capital gains? This reason is, however, not strong enough since the opponents
of this opinion might claim that the treatment of labour income might be less strict in the same way since
this kind of income includes unpleasant work conditions or dislike of work, while after investing all we
have to do is waiting for money to come. Therefore it cannot be stated with absolute certainty which of
the sources of income (labour income or income from capital investments) would be more appropriate to
tax (Harvey S. Rosen, 2002).

Current laws and prospects of the imposition of capital gains tax in Latvia

Currently no capital gains tax as such exists in Latvia. Part of this tax functions are ensured by the
provisions included in the Laws on Corporate Income Tax and on Personal Income Tax. Passive income
includes gain on the sale of real estate, gain on the sale of securities, interest income, and dividend
income. According to the Law on Corporate Income Tax, gains on the sale of real estate and securities,
and interest income are subject to corporate income tax. Local companies thus pay corporate income tax
instead of capital gains tax. As regards private individuals as taxpayers, the provisions of Section 9,
Paragraph one, Clause 19 of the Law on Personal Income Tax envisage that in Latvia tax shall not be
imposed on income from the sale of own property, except among others income from sale of such real
estate which has been in the person’s possession for less than 12 months.

In the first half of the previous year, the New Era (Jaunais laiks) party suggested introducing in Latvia
a new tax — capital gains tax — since 1 January 2007. This tax at the rate of 15% would be imposed on
income derived from real estate transactions and securities transactions. It has been recommended that the
draft law on the new tax should be adopted together with the amendments to the Law on Personal Income
Tax whereby the personal income tax rate would be gradually reduced to 15%, as well as resolutions on
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the more rapid increase of minimal salary and non-taxable minimum. It should be added that this issue
continues to be discussed: in the beginning of May 2006 the Ministry of Finance suggested introducing
capital gains tax on income from speculative real estate transactions to compensate the decrease in tax
revenue after the projected tax reform. The issue of whether such provisions are the best way to introduce
the key principles of capital gains tax in Latvia is rather controversial, since there are several pros and
cons here. Another important issue is whether tax should be applied in the event of the sale of real estate
acquired prior to the effectiveness of these provisions. It is expected to be one of the most fierce
discussions, as in the event of application of capital gains tax to such transactions where real estate has
been acquired prior to the adoption of the amendments, there would be applied the provision which private
individuals were not aware of when acquiring the estate. Consequently, the law would cause the position
of such private individuals to deteriorate, which would not be correct as, when acquiring real estate, these
persons did not have sufficient information about potential tax payable upon the future sale of the real
estate. Since the introduction of capital gains tax would be an important step towards the improvement of
the taxation system, it is necessary to take into account also the experience of the EU Member States in
this area. Therefore, it is necessary to look at the capital gains tax regime existing in other EU Member States.

Taxation of capital gains on the sale of real estate in the Member States

Since at corporate level in Latvia gains from the sale of real estate and stocks are subject to corporate
income tax and no changes are expected in this area in the foreseeable future, we will discuss the tax
treatment in the event of the sale of real estate owned by private individuals. This section will deal with
income tax rates applied in the Member States to these kinds of transactions and tax exemptions envisaged
by the European laws and regulations to prevent the taxation regime from being unfair from the social
standpoint. Information has been compiled by reviewing capital gains tax laws in various countries.

In the European Union, the tax treatment of gains on the sale of real estate varies from country to
country. It should be noted, however, that the majority of the Member States have chosen to tax capital
gains on the sale of real estate. Specifically, the taxation of capital gains derived in the result of real estate
speculations (meaning acquisition of real estate with a view to make a profit when selling it) should be
mentioned in this connection, as currently it is a topical issue also in Latvia. For the most part, gains on
the sale of real estate are subject to personal income tax at a progressive rate depending on the amount of
gains obtained. Therefore, the larger is the individual’s income, the higher tax rate is applied. In the table
below are presented personal income tax rates applied in the Member States to gains derived by private
individuals on the sale of real estate (EYGM Limited., 2006).

Table 1
Personal income tax rates prevailing in the EU Member States
which apply personal income tax to gains on the sale of real estate
Country _ Personal income tax :
Intervals Minimal rate Maximal rate
Germany 8 15 42
Italy 4 23 43
Great Britain 3 10 40
Belgium 5 25 50
Austria 3 (Income - €10,000x5,750)/ 15 000 | Income - €51,000x0,5 + €17,085
Denmark 4 15 32
Czech Republic 4 15 32
Slovakia 1 19 19
Lithuania 1 15 15
Estonia 1 24 24
Slovenia 5 16 50
Malta 6 0 35

Source: EYGM Limited, 2006 data and review of taxation systems of various countries
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It can be concluded that in the old Member States (Germany, Italy, Great Britain, Belgium, Austria,
and Denmark), capital gains on the sale of real estate are not liable to personal income tax provided that
such real estate has been used as a primary residence. Most laws and regulations of the Member States
provide for a minimal term during which the individual has to live in the home as his/her primary residence
to avoid paying personal income tax. In Germany and Austria this period is two years, while in Italy it is
five years. Furthermore, it is possible not to pay personal income tax on gains on the sale of real estate
also where the estate has not been the primary residence, but has been owned by one person for a
continuous period of time. For instance, in Germany and Austria the aforementioned period is at least ten
years (in Austria it may be also fifteen years in specific cases), while in Belgium the period is fixed
separately for land (which must be owned by one person for more than eight years) and developed real
estate (buildings and constructions must be held by one owner for more than five years). In the new
Member States listed in the table above (Czech Republic, Slovakia, Lithuania, Estonia, Slovenia, and Malta)
the primary residence requirement is not envisaged as a pre-condition for gains on the sale of real estate
not to be subject to personal income tax, the key pre-condition being the duration of the ownership of real
estate by one person. In the Czech Republic capital gains on the sale of real estate are not liable to personal
income tax if real estate has been owned by one person for more than two years, while in Slovenia this
period is considerably longer: ten years. In Lithuania capital gains not exceeding EUR 2,016 are not subject
to personal income tax, while in Estonia no personal income tax is applied where the estate or apartment
house is privatised, returned, or inherited. No exceptions are contemplated in Malta, and personal income
tax is applied regardless of whether or not the estate has been a primary residence or owned by one person
for a continuous period of time. In the Netherlands this kind of capital gains is exempt from personal
income tax, while in Greece gains are subject to tax if these are derived as a result of the sale of real estate
outside Greece, the seller being a Greek resident. Other Member States have chosen to apply to gains on
the sale of real estate different income tax rates from those fixed for other kinds of income. The Member
States in which gains from the sale of real estate are taxed at a rate different from the personal income tax
rate are summarised in the table below (EYGM Limited., 2006).

Table 2
Tax rates applied to capital gains on the sale of real estate in the Member States
Tax rate applied to Personal income tax
Country income derived from Income intervals Minimal rate Maximal rate

real estate
France 27 7 0 48,9
Spain 15 5 9,06 29,16

0
Portugal 30% of personal 6 10,5 40

income tax

Y s AT 770
Sweden 20 or 30 There are state taxes (20 25 %) and municipal taxes (29-37%)
applied separately

Finland 28 6 0 33,5
Ireland 20 2 20 42
Poland 10 4 19 50
Hungary 25 2 18 38
Cyprus 20 4 0 30

Source: EYGM Limited., 2006 data and review of taxation systems of various countries

In France, Finland, and Ireland capital gains on the sale of a primary residence are free from personal
income tax; while in Finland the estate must have been the primary residence for at least two years prior
to the sale. In France the taxable base is decreased by 10 % each year if the real estate is held by one
owner for more than five years. In Spain gains on the sale of real estate owned by one person for more
than one year are not subject to tax, meanwhile in Poland the required ownership period is at least ten
years. In Portugal capital gains on the sale of a primary residence are free from tax if the income resulting
from such sale is invested into acquisition of a new home in Portugal during 24 months after the sale, or
12 months prior to the sale. In Sweden this kind of capital gains is subject to personal income tax at 20 %,
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while the rate at 30 % is applied to gains on the sale of real estate used in business. In Cyprus no tax is
charged on capital gains on the sale of real estate in the amount not exceeding GBP 50,000. The tax
treatment adopted in Luxembourg is as follows. No tax is contemplated in the event of the sale of real
estate which has been used as the individual’s primary residence. Where the real estate is sold during two
years following acquisition, respective capital gains are subject to personal income tax at the rate ranging
from 6.79 % to 32.53 % depending on the aggregate income of the individual. Furthermore, in the event
of the sale of real estate that has been held by one owner for at least two years, income is adjusted to the
rate of inflation, the amount of EUR 50,000 being tax-exempt (subject to revision every ten years), while
the balance is subject to tax at 19 %. The tax-exempt amount may reach EUR 75,000 in the event that the
real estate has been inherited from lineal relatives and used as a primary residence. The laws and
regulations of Luxembourg provide for an additional possibility to defer taxes if income derived from the
sale of real estate is invested in leased items in Luxembourg.

Thus capital gains on the sale of real estate are taxed in the Member States either at the personal
income tax rate in the same manner as other kinds of personal income, or at a lower rate. In addition, the
real estate holding periods from one year to fifteen years are fixed where no tax is applied. The potential
impact of inflation is compensated by fixing a rate lower than the personal income tax rate and envisaging
the holding period requirement. Non-taxation of gains on the sale of real estate held for a continuous
period of time permits avoiding a rather complex procedure for defining the amount of capital increase.
None of the Member States have chosen to tax accrued capital gains: only realised capital gains on the
sale of real state are subject to tax. The key reason might be simpler tax administration and control. In
addition, it would be rather problematic to set up a system that would permit proper taxation of accrued
capital gains since the mechanism might be rather complicated and not accurate enough.

Conclusions and suggestions

From above analysis can be concluded that:

— The fact that in Latvia capital gains on the sale of real estate in at least 12 months after its acquisition
are not taxed could be a contributing factor for speculations in real estate market, including rural areas;

— It would be advisable to reduce the number of speculations that bring no added value, hinder rural
development and cripple the market, causing the rush. To minimise speculative transactions on the
real estate market, capital gains on the sale of real estate would have to be taxed thus reducing
speculators’ profits and dampening their wish to engage in the active trade. The official one-year
period upon expiration of which no tax is applied to capital gains is too short to prevent speculations.
In truth, due to the growing prices one year is an optimal period for investors to earn a healthy
profit and make new transactions. Therefore, it would reasonable to extend this term.

— Considering the European experience, it would be suggestible to extend the term during which sales
of real estate are subject to tax. This could be five years on average.

— Another criterion for non-taxation could be the place of residence declared in the real estate which
would serve as a guarantee that the transaction is not speculative. It cannot be stated with absolute
certainty that real estate speculations will be minimised and the prices will stabilise, but in this case
real estate sellers would pay tax on their capital gains, which would ensure the increase in tax
revenues.

— The overall prosperity in the country would improve in the result of introducing capital gains tax
on income derived from the sale of real estate as, with the speculations on the real estate market
being minimised, the prices would stabilise thus enabling people to plan their expenses for
acquisition of real estate or, if speculations remain at the current level, the state will obtain more
revenues that might be used to boost prosperity. Rural development will be affected in positive
way as land previously held for pure purpose of resale with profit might be rather used in
agricultural production. Therefore, it may be concluded that the taxation of capital gains on the sale
of real estate would produce a positive impact on the state revenues, rural development and
prosperity in the country.
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IEDZIVOTAJU IENAKUMA
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THE COUNTRIES OF THE EU

Mg. sc. soc. Inese Paberza
Rigas Pedagogijas un izglitibas vadibas augstskolas lektore,
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Summary

In the recent 30 years the structure and development of the tax systems of European countries has shown
the peculiarities of the European Union in comparison with the main international experiences outside the
Europe (USA and Japan) and in a wider comparison with the area of the OECD. A tax burden is higher on
average in the area of the EU than in the area of the OECD; the European countries rely more on social
contributions and less on consumption taxes; a larger part of tax revenues is allocated to the social security
sector and a smaller part to the local governments; labour taxes and their contribution to the total tax
revenues is higher in Europe than in the OECD. The Paper deals with the structure of the tax systems of
individual old European countries, as well as the prospects of development of the personal income tax
within the framework of ensuring horizontal and vertical equity. The tax system of any country must ensure
the increase of the level of population’s welfare, which is shown also by the indices of GDP per capita.
Suggestions are given about experiences of which countries should be taken into account to improve the
quality of life of the Latvian rural and urban population.

Atsleégas vardi: ES nodoklu sisteémas struktiira, iedzivotaju ienakuma nodoklis, darba aplikSana ar
nodokli, IKP uz vienu iedzivotaju ES.

Keywords: the structure of the EU tax system, personal income tax, taxation of labour, GDP per capita
in the EU.

Ievads
Introduction

Kops XX gadsimta devindesmito gadu sakuma lielakaja dala Eiropas nodoklu sist€ému notikusas nozi-
migas parmainas. Reformas veidojusi vairaki un biezi vien pretrunigi speki. No fiskalam sistémam tiek
prasita ieneémumu palielinasana, lai tiktu ieverotas Mastrihtas prasibas un stabilitates prasibas. No otras
puses, tiek prasita fiskala spiediena samazinasana, lai tiktu dota iesp&ja IKP pieauguma raditaju uzlaboSanai
un nodarbinatibas palielinasanai.

Arguments par labu §im ierosinajumam bija biezi mingtais salidzinajums ar ASV, kur pieaugums bija
daudz lielaks, bet nodokli — daudz mazaki. Fiskala konkurence aizvien vairak integréta pasaule ietekmé&
nodoklu likmes.

Kopgjais viedoklis prasa palielinat efektivitati, tada veida akcentgjot nepieciesamibu nodoklus padarit
vienkarsakus un neitralakus.

Referata mérkis ir sniegt secinajumus par iedzivotaju ienakuma nodokli ES valstis, ka arT priekslikumus
iedzivotaju ienakuma nodokla uzlabosanai Latvija.

Lai sasniegtu mérki izvirziti sekojosi uzdevumi: apliikot ES valstu nodoklu sisteémas struktiiru, iedzivotaju
ienakuma nodokla attistibas perspektivas ES, darba aplikSanu ar nodokli un IKP uz vienu iedzivotaju
dinamiku ES
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ES nodoklu sistemas: struktiira un attistiba
ES tax systems: structure and developments

Pedgja laika debates par nodoklu modeliem paradijusas dazas vispargjas problémas:

o nodokju taisnigums — ieprieksgja laika posma, kad ES nodoklu reformas vairak tika akcenteta
efektivitate, nevis taisnigums, p&dgjos gados ir 1stenoti daudzi nodoklu politikas pasakumi, lai tiktu

e fonkuretspéja — daudzas valstis ir planojusas reformas, kam viens no galvenajiem pamatojumiem ir
konkurgtspgja; nodoklu politikas pasakumi, kas Tpasi paredzeti, lai palielinatu valsts konkur@tspgju, ir
stenoti attieciba uz finansu kapitalu, faktisko kapitalu un citiem razoSanas faktoriem (galvenokart
darbu);

e jaunindjumi — nodok]u bazu paplasinasanai ir sekojusi parorient€Sanas no nodoklu stimulé$anas uz
selektivi stimulétu jauninajumu un attistibu galvenokart ¢etras jomas (mazie uzp€mumi, investicijas
izp€te un attistiba, riska kapitals, akciju pardoSanas un pirkSanas tiesibas);

o fiskalas attiecibas starp dazadiem valsts parvaldes limeniem — tas laika gaita ir bijuSas nestabilas
un mainigas, Iidz ar to nodoklu iekas€Sanas pilnvaru sadalijums vél joprojam nav konkréti noteikts
(Luigi Bernardi, 2005.).

XX gadsimta septindesmito gadu pasa sakuma gandriz vai visas Eiropas valstis bija vidgja — augsta
fiskala spiediena valstis. Kopgjais raditajs (visi nodokli un socialas nodroSinasanas maksajumi) bija
apméram 33 procenti no IKP, kas ir augstaks par ASV (27 procenti) un Japanas (joprojam apméram 22
procenti) raditajiem (Eurostat, 2006.). Apliikojot nodoklu kopgja sloga spiedienu uz galvenajam apliekamo
objektu pozicijam, ieglistam diezgan atSkirigu ainu. Valstu starpa paradas biitiska izkliede starp tieSajiem
nodokliem un socialas nodrosinasanas maksajumiem. Apvienojot §1s atSkiribas, ir redzamas Cetras valstu
nodoklu strukttras, kas veidojusas no to atskirigajam vesturiskajam, ekonomiskajam un institucionalajam
nostadném:

o Ziemelvalstis — fiskalais spiediens loti liels. To liela méra izraisa tieSie un (mazaka mera) netieSie

nodokli, lai varétu nodro$inat visaptveros$as un progresivas labklajibas stavokli;

e Reinas baseina valstis — fiskalais spiediens sava zina lielaks par Eiropas vidgjo raditaju. Dazas valstis
doming tiesie nodokli, citas — netieSie. Tomer visa regiona liela méra tiek paaugstinati socialas no-
drosinasanas maksajumi, lai tiktu nodroSinats dasnais Bismarka valsts labklajibas stavoklis;

o anglosaksu valstis — fiskalais spiediens tuvs Eiropas vidéjam raditadjam. Nodoklu dala daudz lielaka
par socialas nodroSinasanas maksajumu daJu. Veselibas apriipes pakalpojumus apmaksa no vispargjo
nodoklu iep€mumiem. Beveridza valsts pensiju shémas tiek ierobeZotas, lai izmaksas no socialas
nodroS§inasanas budzeta butu mazakas;

o Vidusjiiras valstis — attistibas aizkavéSanas d€| kopgjais fiskalais spiediens neliels. Nodoklu siste-
mas socialas nodrosinasanas maksajumi tuvi Eiropas videjiem raditajiem. Nodokli (1pasi tiesie) jopro-
jam zemaki par Eiropas standartiem (Graetz Michael J., 2006.).

Visa Eiropa, iznemot Iriju un Apvienoto Karalisti, fiskalais spiediens picauga XX gadsimta septindes-
mito gadu sakuma un Iidz devindesmito gadu beigam. To palielinaja (par seSiem punktiem) picaugosie
socialas nodrosinasanas izdevumi, Tpasi XX gadsimta septindesmito gadu laika (Eurostat, 2006.), un visbei-
dzot — pieaugums tapec, ka tika izpilditas Mastrihtas liguma prasibas izpildiSanai (par 1,8 procentiem XX gad-
simta devindesmitajos gados). Kopgjais vidgjais raditajs ES dalibvalstu starpa picauga Iidz vairak neka 42
procentiem no IKP 2005. gada, ta stipri vien parspgjot gan Japanas (paaugstinajas 1idz 27,9 procentiem),
gan ASV (faktiski palika nemainigs — 28,3 procenti) raditaju.

Eiropa pasreiz&jas nodoklu kombinacijas lielako dalu veido nodokli par precém un pakalpojumiem (30
procenti), socialas nodrosinasanas maksajumi (28,4 procenti), iedzivotaju ienakumu nodoklis (25,6 procenti),
kam seko uzn€mumu ienakumu nodoklis (9,2 procenti) un mantas nodokli (5 procenti). Ped&jas divas des-
mitgad€s notikusi pareja no iedzivotaju ienakumu nodokla un socialas nodrosinasanas maksajumiem uz
uzpémumu iendkumu nodokli un mantas nodokli. Apvienotaja Karalisté un Irija ienakuma nodokli un pa-
terina nodokli dod daudz lielaku kop&jo nodoklu ienémumu dalu, kamer socialas nodrosinasanas maksajumi ir
uz pusi mazaki neka Eiropa vidgjais raditajs. Italija precizi atspogulo parasto Eiropas taksacijas modeli, kamer
pargjo lielako dalu valstu raksturo fakts, ka tajas biitiski domin€ socialas nodrosinasanas maksajumi un mazak
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iedzivotaju ienakumu nodoklis (Francijas, Spanija un Niderlande) vai uzn€mumu ienakumu nodoklis un
mantas nodokli (Vacija).

2005. gada dazas ES valstis uzradija lielaku nodoklu nastu par Eiropas vidgjo (piem&ram, Francija),
kam@r citas ir pretéja situacija (pieméram, Vacija, Irija, Spanija un Apvienota Karaliste). Francija tas
izskaidrojams ar relativi lielaku socialas nodroSinasanas maksajumu un Ipasuma aplikSanas ar nodokliem
apjomu, kamér gan ienakuma, gan uznémumu nodokli ir zemaki par Eiropas vid&jiem. Mazaka nodoklu
nasta anglosaksu valstis galvenokart ir socialas nodrosinasanas maksajumu apjomu dél, kamér Vacija un
Spanija tiesie nodokli un nodokli par precém un pakalpojumiem ir mazaki par Eiropas vidgjiem.

Savukart valstis, kuras XX gadsimta devindesmitajos gados ir registréta nodokla proporcijas palielinasa-
nas attieciba pret IKP (Francija, Vacija, Italija un Spanija), lielaka dala palielinasanos istenojusies, palie-
linot iedzivotaju un uznémumu ienakumu nodoklus (Francija), socialas nodrosina$anas maksajumus un
paterina nodoklus (Vacija un Spanija), kamer Italija izmantoja iedzivotaju ienakumu nodokla, paSuma un
patérina nodoklu palielinasanas kombinaciju.

Turklat japiemin, ka divam valstim (Francija un Italija) ir ,,citi nodokli” ar butisku ienakumu apjomu.
Katra gadijuma tas ir izskaidrojams ar divu viet&jo pasvaldibu uznémejdarbibas nodoklu esamibu (francu
,,taxe professionnelle” un italu regionalais nodoklis par produktivam darbibam — IRAP (Italian regional
tax on productive activities)), kuru nodokla baze ir divu vai vairak atskirigu aplickamo objektu (pelna,
algu saraksts, procenti un manta) salikums. Visbeidzot, apliikojot viet&jo nodoklu sistému struktiiru laika
gaita, vieniga skaidra lieciba (iznemot Vaciju), Skiet, ir pasvaldibu Ipasuma nodokla pieaugosais svarigums
(Luigi Bernardi, 2005.).

Iedzivotaju ienakumu nodoklis
Personal income tax

Ekonomiskas sadarbibas un attistibas organizacijas valsttm (OECD — Organisation for Economic Co-
operation and Development) iedzivotaju ienakumu nodoklu pamatstruktiira ir loti lidziga, bet atskirigas ir
nodok]u likmes un bazes struktiira. OECD valstis ir §adas: ASV, Australija, Austrija, Belgija, Cehija, Da-
nija, Dienvidkoreja, Francija, Griekija, Islande, Italija, Irija, Japana, Jaunzeélande, Kanada, Lielbritanija, Luksem-
burga, Meksika, Niderlande, Norvégija, Polija, Portugale, Slovakija, Somija, Spanija, Sveice, Turcija, Un-
garija, Vacija un Zviedrija. OECD darba piedalas arT Eiropas Komisija. Lielaka dala valstu atsakas no
vienkarsa, visaptverosa iedzivotaju ienakuma nodokla un izvélas dazadus taksacijas modelus hibridus, ku-
ros ir patérina nodokla elementi. Lielas atskiribas joprojam pastav nodokla bazes izmantojuma (ar nodokli
apliekamie ienakumi un nodoklu izdevumi). So dazadibu galvenais c€lonis ir atskiriga nodoklu sistému
izmantoSana, lai iegiitu lidzeklus socialajai nodrosinasanai. Turklat ne visi kapitala ienakumi ir ieklauti
iedzivotaju ienakumu nodokla bazg. Vispargja tendence ir tada, ka aizvien vairak valstu ievie§ zemakas,
fiks€tas likmes noteiktiem kapitala ienakuma veidiem (procenti, dividendes un kapitala pelpa). Ta tas ir
valstis (Francija un Italija), kur procenti tiek aplikti ar fiksétu nodokli. Ciktal tas attiecas uz iedzivotaju un
uznémumu ienakumu nodoklu integraciju, triikst pilnigas attiecinaSanas sist€émas gan attieciba uz dividen-
dém, gan uz kapitala pelpu (Europa.eu / taxation, 2007.).

izveletajas valstis gimenes stavoklis tiek nemts véra trijos veidos:

e piemérojot nodoklu grafiku, kas mainas atbilstosi gimenes stavoklim. Saja aspekta taksacijas objekts

Italija, Niderlandé un Apvienotaja Karalisté ir individuala persona, bet Francija, Vacija, Irija un
(p&c izvéles) Spanija ta ir gimene;

e piemerojot nodoklu atlaides un nodoklu atvieglojumus, kas saistiti ar laulibas statusu un apgadajamu bérnu

skaitu. Piem&ram, nodoklu atlaides par b&miem ir Vacija, Italija, Niderland€ un Apvienotaja Karalistg;

e sniedzot maksajumus vai pabalstus arpus nodoklu sistémas. Pabalsti par apgadajamiem bérniem ir

visas izveletajas valstis, iznpemot Vaciju.

Aplikojot iedzivotaju ienakumu nodokla struktiiru, valstis atskiriga veida sniedz atvieglojumus maz-
nodro§inatam personam. Ka redzams 1. tabula, noteikts ienakumu apjoms var tikt atbrivots no nodokla
(Francija, Spanija un Apvienotaja Karaliste) vai aplikts ar 0 procenta nodokli (Francija un Vacija).

Citas valstts pamata nodoklu atvieglojumi tiek nodro§inati ar nodoklu atlaidém (Irija un Niderlandg), kas
Italija ir paredzetas tikai darba ienakumiem. Lai novertetu, cik liela méra Sie pamata atvieglojumi var sama-
zinat iedzivotaju ienakumu nodoklu nastu, tos var izteikt procentos attieciba pret vid€jo stradnieka bruto
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algu (APW — an average production worker). Saja aprekina Spanija atbrivo 17,7 procentus no APW, Vaci-
ja— 21,8 procentus un Apvienota Karaliste — 23,4 procentus; Francija no nodokliem atbrivoto skaits ir lie-
laks, pamatojoties uz 0 likmi un pamata nodoklu atlaidem. Kaut arT nav tiesi salidzinama, nodoklu atlaizu
vertiba procentos no APW ir mazaka Italija (1,8 procenti) ka salidzinajuma Niderlandg (5,3 procenti) un Irija
(6 procenti). Iznemot Vaciju, kur lieto vairakas nodoklu formulas, citas valstis ienakumi tiek saskelti katego-
rijas, kas skaitliski svarstas no divam (Irija) Iidz septinam (Francija). Spanija, Anglija un Francija pirmas ka-
tegorijas ienakumi tiek aplikti ar zemu nodokla likmi, savukart Irija un Italija pieméro augstakas nodoklu
likmes (20 procenti un 18 procenti). Augstakas nodoklu likmes svarstas no 40,0 procentiem (Anglija) Iidz
48,09 procentiem (Francija). V&l batiskak ir tas, ka Irija nodoklu maksataji, kuriem ir APW ienakumu Iime-
nis, jau ir paklauti augstakajai likmei — 42 procenti, kamér Italija un Spanija stradniekiem jagust vairak neka
tr1s reizes lielaki ienakumi par vidgjiem, lai vini saktu maksat augstako likmi. P&c tabulas, apliikojot augsta-
kas nodoklu likmes attistibu, skaidri iezim&jas tas samazinasanas tendence, kas galvenokart skaidrojama ar
efektivitates pamatojumu. Kops 1996. gada augstakas nodoklu likmes ir samazinatas no 54 procentiem Iidz
48,09 procentiem — Francija, no 53 procentiem lidz 42 procentiem (2005) — Vacija, no 48 procentiem Iidz
42 procentiem — Irija, no 52 procenta Iidz 42 procentiem — Italija, no 60 procentiem Iidz 52 procentiem —
Niderland€ un no 56 procentiem Iidz 45,0 procentiem — Spanija. Italija jaunais nodoklu reformas plans
samazina augstako likmi provokativi liela apmera (no 42 procentiem Iidz 33 procentiem).

1. tabula

Table 1

Iedzivotaju ienakuma nodokla struktiiras galvenas sastavdalas
Main components of the personal income tax’s structure ( Luca Gandulli, 2005.)

RN 2
g 5 28 g 3 =
g o5 AN IR -
2 | eS3|. |EE BRI IR -
2 < 2 N E = g = I = @ ?i g = S =2 |22] §
Bo | 285|528 5SS (g2 2§° SIES| 28 82
ST | =8| 28 IR || 2S = 2= | X g
= S| 2"E| 2| &S5 |23|2%8 N Tl 28|88
$ g8 | 8 oS |3 ES| S8 |88 8| "S5 | 88| &8 |@«8
n X EQ 2 8 ¥I| =8| s 9 e e S T = = X L 2
Z = v | &8 & |- E- 3| % 25535 5§ |8 £Q ¥
z2f |2¢| g8 |28 Ess|F5| 88| 55|85 &5 EE
S 3 N SSS  RI | ES|IET |28 8BE | e8| g0 | &S
> 3 g S o ) i =2 8 £ ® .Q X £ = R w = =
) £ = SS| S| PEX | EE |88 S |B8| 5%
NEEFIE IR EREREER R I I
SS | EES | EQR|EES|~S|EEs|l B8 |22 2SS |22
& |g8S| €7 528 EES| ES|EE| S| 22
S £ E % £8°% =s&S| E|[&T| < | =
SERZIEN £z -l 5| N 2
5§ SES E €
= N A
Franci
(122222) X 18.8 X 20,2 - - 6,83 48,09 7 |212
Vacija X 21.8 B 3 B B Ipasa 4.0 Ipasa 1,66
(Germany) formula formula
Irija
- - - - 6,0 20,0 | 42,0 2 1,11
(Ireland) X ’ ’ ’ ’
Talija 2
_ _ _ - 1 2 4 2
(ltaly) X ,8 3,0 ,0 5 3,25
Niderlande
(The - - — - X 5,3 34,15 | 52,0 4 1,54
Netherlands)
Spanija . - - 17,7 - - 150 | 450 | 6 3.6
(Spain)
Anglija
(United - — X 23,4 — — 10,0 | 40,0 3 1,52
Kingdom)

! Reizinatajs vidéjai stradnieka bruto algai.
? Italija §1 nodokla atlaide tiek piemérota tikai paklautajiem stradniekiem.
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2. tabula
Table 2

Pasakumi horizontala taisniguma nodrosinasanai
Measures of horizontal tax equity (Luca Gandulli, 2005.)

Vidgja nodokla likme (iedz.
el . ien. nod. + soc.nodr.
Vidgja iedzivotaju - o ..
ienakuma nodokla likme Sociala nodrosinajuma maksajumi — naudas
. maksajumi parvedumi)
(average effective tax rate :
: (SSC) (average effective tax rate
(income tax)) .
(income tax +ssc — cash
transferts)
S o S
£E8s8 | & : |Egs |E : |Egs |8 z
Valsts, |8 ¢§ |E€®,% |8¢X |E®,% |8g5 |£&,%
. =] . — = =) o=
(countries) EEN 55 e EEE %>§n&,\ EEN 55 5
© 5 3 Qg«s%&.ﬁmg ng%&@wg Qg«s%&
S¥So| 223 |8<¥Sq|Es83x| 84S Esgsy
o= =X .9°\E§0~ O"“§°\.2°\E'§Q~ o= ¥ .9"\5@&
S x| eS8<| 2838 |P eSS £S5y |5 eS8
eSS |88t aSSa |8 a8 | 8BSt s
223 | 2 E2038|g28<|2E2S88|g23T|2E¢C82
BT 20 g £3.8 «o X 2w E 83| .8 v To s 83
r{}]g.N |8‘,Q-U&.B ({Jlﬁhs |a_o-sk.a %.I&.N |8-‘,.<D—g'.\G
28T |FEEE|28E8 |SEE2CIIEE 2 EE 3
s S L2 @5 (TR SRS 8.2 @3 g s S 0.8 @ 5
S o= o2 9 8o |@.= S o o= o2 S
gq_g& 3%° g & 8 39 4 g e 39 ¢
zX2 | A s |zxe |&£ 5 |zxe | & S
Francija
J 13,3 6,9 13,3 13,3 26,5 14,2
(France)
Vacija
! 20,5 2,0 20,7 20,7 41,2 18,6
(Germany)
Irija
11,4 2,4 5,0 5,0 16,4 -0,8
(Ireland) ’ ’ ’ ’ ’ ’
Italija
) 18,9 11,8 9,2 9,2 28,1 12,2
(Italy)
Niderlande
(The 7,2 6,6 21,5 16,0 28,7 18,2
Netherlands)
Spanija
bany 12,9 4,0 6.4 6,4 19,2 10,4
(Spain)
Anglija
(United 15,7 10,1 7,7 7,7 23,3 10,8
Kingdom)

Iedzivotaju ienakumu nodokla taisnigums
Equity of the personal income tax

Viena no nodoklu funkcijam ir sociala. Sociala funkcija izpauzas ka pardales un kontroles funkciju sa-
jaukums. Tas loma ir pilsonu konstitucionalo tiesibu nodrosinasana. Ir nepiecieSams nodrosSinat vienli-
dzibu pa horizontali personam ar vienadiem ienakumiem un Tpasuma apjomu ir jamaksa vienadi nodokli
un vienlidzibu pa vertikali — personam ar lielakiem ienakumiem un Tpasuma apjomu ir pienakums maksat
lielakus nodoklus, kas caur valsts transfertu sist€ému tiek nodoti sabiedribas grupam ar mazakiem ienaku-
miem (A. D. Ceparoxos, E. C. Bouikoa, A. JI. Tapacesuu, 2005.).

Kaut arT jédziens var biit neskaidrs un radit atSkirigas interpretacijas, dazas nesenas izmainas nodoklu
sistemas var tikt uzskatitas par tiesi verstam uz to, lai tiktu iegits lielaks horizontalais taisnigums. Dau-
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dzas nodoklu sistému Tpatnibas var uzskatit par instrumentiem, kas domati Sim mérkim. Bet bitiba no-
doklu sistemas atskiras ar to, ka tas nem véra bérnu skaitu, kuri var bt cilvékiem, un vinu laulibas statusu
ka elementus, lai novertetu ,,vienadu ekonomisko stavokli” nodok]u noteiksanas noliika. Noteikti nodoklu
horizontala taisniguma raditaji (kaut ar1 nepilnigi) doti 2. tabula, kura ir apliikots gan iedzivotaju ienaku-
mu nodoklis, gan socialas nodroSinasanas maksajumi. Tabula ir salidzinatas vid€jas spéka esosas nodoklu
likmes, kas ir saistoSas divam dazadam nodok]u maksataju kategorijam: atseviskai personai bez bérniem
un laulatam parim, no kura viens sanem regularus ienakumus, ar diviem b&rniem, un abam kategorijam ir
vienads ienakumu Itmenis (APW). Katras valsts speka esoso nodoklu likmju atSkiribas atspogulo to, ka
nodoklu sistéma izturas pret atskirigiem nodoklu maksataju ekonomiskajiem stavokliem. Atseviski apli-
kojot iedzivotaju ienakumu nodokli, Skiet, ka dazas valstis (Francija, Vacija, Irija, Spanija) vairak ka citas
(Italija, Niderlande, Apvienota Karaliste) tiecas p&c horizontala taisniguma. Iznemot Niderlandi, socialas
nodrosinasanas maksajumi nav paredzeti nodoklu horizontala taisnigums mérkiem. Bet visaptveroSu ainu
var iegiit no pedgjas ailes, kur vidgjas speka esosas nodoklu likmes ir noteiktas, npemot véra gan nodoklu
sisttmu (iedzivotaju ienakuma nodoklis un socialas nodroSinasanas maksajumi), gan pabalstu sist€mu.
Irija, Vacija un mazaka meéra ar1 Italija, ka redzams, ir valstis, kas vairak uzsver nodoklu (un pabalstu)
horizontalo taisnigumu.

Ar likumu noteikta vertikala taisniguma raditajus var noteikt, salidzinot ienakumu dalu, ko nodoklos
samaksa nodoklu maksataji ar atskirigu ienakumu Itmeni. 3. tabula redzami raditaji, kas attiecinami uz ar
likumu noteiktu nodoklu progresivitati cilvekiem ar mazam algam (67 procenti no APW) un lielam algam
(167 procenti no APW), nemot vera tikai iedzivotaju ienakumu nodokli vai kopa ar socialas nodrosina-
Sanas maksajumiem.

Iedzivotaju ienakumu nodokli ir progresivi visas izveletajas valstis, kaut arT dazadas pakapé€s. Vacija
uzrada skaidri izteiktu nodoklu struktiiru dazadiem ienakumu ITmeniem, savukart Francija, Spanija un
Apvienotaja Karalisté progresivitate ir vairak koncentréta ienakumu Iimenos, kas ir zem vidgja, bet Irija,
Italija un Niderland€ — ienakumu limeni, kas ir virs videja. Lielakaja dala valstu ar likumu noteiktie soci-
alas nodro§inasanas maksajumi ir neitrali vai progresivi. Divi galvenie iznémumi ir $adi: Niderlande, kur
struktiira ir regresiva dazados ienakumu Itmenos, un Francija, kur struktiira ir regresiva tikai lielaku iena-
kumu Itmenos.

3. tabula
Table 3
Ar likumu noteikta iedzivotaju ienakuma nodokla progresivitate (% no APW)
Statutory income tax progressivity (Luca Gandulli, 2005.)
Mazu algu progresivitate Lielu algu progresivitate
(67 procenti no APW) (167 procenti no APW)
Valsts (low-wage progressivity) (high-wage progressivity)
(countries) Ienakuma Kopa ar soc. apd. Izgzlglli?: Kopa ar soc. apd.
nodoklis (%) iemaksam (%) (%) iemaksam (%)
. 0o
(income tax) (total) (income tax) (total)
Francija
(France) 6,81 8,03 5,59 5,47
Vacija
(Germany) 8,06 10,89 10,89 12,61
Irija
(Ireland) 4,86 8,16 13,96 15,13
Italija
(Italy) 3,47 6,17 6,92 7,88
Niderlande
(The Netherlands) 3,84 2,29 17,73 985
Spanija
(Spain) 6,43 6,94 6,00 6,5
Anglija
(United Kingdom) 3,75 3,65 3,09 3,69
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ledzivotaju ienakumu nodokli ir progresivi visas izveletajas valstis, kaut arT dazadas pakap@s. Vacija
uzrada skaidri izteiktu nodoklu struktiiru dazadiem ienakumu Iimeniem, savukart Francija, Spanija un
Apvienotaja Karalisté progresivitate ir vairak koncentréta ienakumu Iimenos, kas ir zem vidgja, bet Irija,
Italija un Niderland€ — ienakumu Itmenos, kas ir virs vidgja. Lielakaja dala valstu ar likumu noteiktie
socialas nodrosinasanas maksajumi ir neitrali vai progresivi. Divi galvenie iznémumi ir $adi: Niderlande,
kur struktiira ir regresiva dazados ienakumu Itmenos, un Francija, kur struktiira ir regresiva tikai lielaku
ienakumu Itmenos.

Darba aplikSana ar nodokli
The taxation of labor

ES regiona vidéja spéka esosa darba nodokla likme ir augstaka neka Ekonomiskads sadarbibas un
attistibas organizacijas regiona, kaut ari XX gadsimta devindesmitajos gados daudzas ES valstis istenoja
pasakumus, lai samazinatu nodok]u nastu, kas galvenokart tika panakti, pardalot nodoklu nastu no darba
uz kapitalu vai uz plasakam nodoklu bazém (ka tas bija Italijas /RAP gadijuma) un uz saimnieciskam dar-
bibam, kas rada vides piesarnojumu (Vacija, Italija un Apvienota Karaliste) (Europa.eu / taxation, 2007.).

Aplikojot veco ES valstu kopg€jo darba nodokli (sk. 4. tabulu) un ta attistibu ped&jo septinu gadu laika
(kur ir pieejami vienveidigi dati), redzams, ka nodoklu nasta ir samazinajusies Francija, Italija un Apvie-
notaja Karalisté un vél izteiktaki Irija un Niderlandg, savukart nemainiga ta ir palikusi Vacija un Spanija.
Pasreiz darbs ir aplikts ar vislielako nodokla likmi Vacija, Francija un Italija, savukart Apvienotaja
Karaliste, Irija, Niderland€ un Spanija darbs ir aplikts ar nodokla likmi, kas ir mazaka par Eiropas vidgjo.

4. tabula
Table 4
Darba nodokla dinamika: ienakuma nodoklis plus darbinieka un
darba deveja maksajumi (ka % no darba samaksas) 1996. — 2002. gada personam,
kuras nav precéjusas un bez berniem (% no vidéjas stradnieka bruto algas (4PW))

Tax wedges on labor: Income tax plus employee and employer contributions (as % of labor costs),
1996 — 2002 single individual without children (4APW) (Luca Gandulli, 2005.)

Valsts 1996 1997 1998 1999 2000 2001 2002
(countries)
Francija 49,7 48,7 47,6 48,1 48,2 48,3 47,9
(France)
Vacija 512 523 522 51.9 518 50,8 513
(Germany)
Irija 36,1 33,9 33,0 32.4 28.9 25.8 245
(Ireland) b b b b b b b
Ttalija
(lialy) 50,8 51,5 475 472 46,7 46,1 46,0
Niderlande
(The 43,8 43,6 435 44,3 45,1 42,3 35.6
Netherlands)
Spanija 38.8 39,0 39.0 37.5 37.6 37.9 382
(Spain)
Anglija
(United 32,6 32,0 32,0 30.8 30,1 29.5 29,7
Kingdom)

Ja kopuma Eiropa darbs tiek aplikts ar lielaku nodokla likmi neka Ekonomiskas sadarbibas un attisti-
bas organizacijas regiona, $is jautajums ir aktualaks mazak apmaksatam darbam. Uztraukums par lielam
nodoklu nastam uz mazak apmaksatu darbu un zemi kvalificéta darba iesp&jama aizstasana ar citiem razo-
Sanas faktoriem vai raZoSanas parcelSana uz citam valstim pamudinaja vairakas ES valstis (Francija, Ni-
derlande, Spanija un Apvienota Karaliste) samazinat speka esos$as nodoklu nastas uz maz apmaksatiem
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stradniekiem. So iniciativu mérkis bija gan palielinat nodoklu un pabalstu sistémas vertikalo taisnigumu
Iznemot Niderlandi, visas apliikotas valstis maziem ienakumiem (67 procenti APW) uzliek mazakas no-
doklu nastas. Laika posma, kad vidg&ji ES valstis centas samazinat darba nodoklu nastas, samazinasanas,
ka redzams, vairak skarusi maz apmaksatus stradniekus.

IKP uz vienu iedzivotaju raditaju izvertéjums
The assessment of the indices of GDP per capita

2005. gada IKP pirktsp&jas paritates standarts (PPS) vienibas uz vienu iedzivotaju Luksemburga bija
vairak neka divas reizes lielaks par ES-25 vidgjo raditaju, savukart Irija tas bija apméram 40% virs vidgja
ES-25 raditaja. Niderlande, Austrija, Danija, Belgija, Apvienota Karaliste un Zviedrija ierindojas robezas
starp apméram 15% un 25% virs vidgja ES-25 raditaja. Somija, Vacija un Francija uzradija skaitlus, kas
ir apméram 10% virs ES-25 vidg&ja raditaja, savukart Italija un Spanija turgjas apméram vidéjo ES-25 ra-
ditaju liment. Kipra bija apméram 10% zem ES-25 vidgja raditaja, savukart Griekija un Slovenija bija ap-
méram 20% zemak. Cehijas Republika, Portugale un Malta bija apméram 30% zem ES-25 vidgja radita-
ja, savukart Ungarija, Igaunija un Slovakija bija v&€l apméram 40% zemak. Lietuva, Polija un Latvija
uzradija apmeram pusi no ES-25 vidgja raditaja. IKP uz vienu iedzivotaju raditaja dinamiku var aplikot
5. tabula.

5. tabula
Table 5
IKP uz iedzivotaju PPS vienibas, ES-25 =100
Assessment of indices of GDP per capita (Eurostat, 2007)

(cc?:;iltl::ises) 2004 2005 2006
(Eiﬁi ) 100 100 100
e 6 | % | s
(B son) 07| 106 | 106
(Euro sone- Siovenia) 07| 106 | 106
(i?g%ﬂ;) 119 119 118

(tﬁg }éjzisctll{ g)el;lﬂllﬁ?c) 71 72 74
(DIZS;I;zif;k) 120 120 122
(G\e/f;igziy) 112 111 110
(IEgsag;lqlzjs) 31 53 60
féﬁiﬁ?; 80 81 84
Spainy o1 | o7 | o
(F;fs,f?; 108 108 108
(Irg;iid) 134 136 139
22?;; 106 103 100
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(co‘;*::ts:;s ) 2004 | 2005 | 2006
. Cﬁg’:js ) 85 88 89
(Iizt;?; 41 44 48
Lithania) v | e |
%Ei‘;:nfzziggj 237 241 251
(22522;; ) 61 61 63
(AI\;Z}E ) 74 71 70
el 124 | 125 | 126
(‘jﬁg‘lg 123 123 | 123
(;Egjn y ) 47 49 50
(}z)gﬁig;;) 73 7 71
gll‘(’)vvzl}’;l];) 77 80 82
(S;IZVVZIZJLZ 53 54 57
(E;rln;:;) 109 111 111
%SVVLZ‘ES 115 115 115
‘?%zzzt;;;ﬁ:;e 116 118 117
Dss BERE
(I;‘;rn‘;fl‘:l? ;) 30 33 34
o w | a | w
Bijust Dienvidslavijas Republika Makedonija 25 25 2%
(former Yugoslav Repz.{blic of Macedonia)
(giiﬂﬁ) 26 27 28
(}ES}ZSZ ) 119 124 129
I;I]\‘;(‘;V:Vigj‘ 149 156 | 169
(Switsriand) 130 | 129 | 129
(th’;% 4 146 148 150
(J;f;;; 108 108 | 110
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Demokratiskajas sabiedribas politiskajam procesam ir izskiriga loma komplic€tu nodoklu sisteému
veidoSana. Daudzi autori ir skaidrojusi to, ka privata sektora ekonomikas un politiska procesa
mijiedarbiba nosaka nodoklu sistemas aktualo struktiiru. Var izmantot videja veletaja metodi, lai izp&titu,
kada proporcionala nodoklu likme, kas uzlikta, lai finansétu valsts pakalpojumus, radisies Iidzsvarota
sistema, kad subjektiem ir prieksSrocibas attieciba gan uz valsts pakalpojumiem, gan uz privatas ekonomi-
kas produkciju, un nodoklu likme ir izv€leta ar vairakuma gribas starpniecibu. Rezultata, ja visas prieks-
rocibas ir viena Itmeni, lidzsvara nodokla likme ir ta, kas palielina vidgja veletaja labklajibu. (Greatz
Michael J., 2006.). Ka vienu no lielumiem, kas raksturo iedzivotaju dzives limeni, var izmantot raditaju,
kas atspogulo IKP uz vienu iedzivotaju. Analiz&jot mingto raditaju, valstis, kas atbilst vélamajam Itme-
nim, uz ko varétu orientéties Latvija savas dzives kvalitates uzlabosana, ir Niderlande, Austrija, Irija un
Danija. Ar1 péc teritoriala lieluma un iedzivotaju skaita apjoma uz vienu kvadratkilometru, §is valstis ir
visatbilstigakas Latvijas variantam. Lidz ar to min&to valstu nodoklu sistémas analizei biitu nepiecieSams
pieverst lielaku uzmanibu nakotng it seviski iedzivotaju ienakuma nodokla jautajuma.

No pilsoniem tiek sagaidits, ka tie izveélesies savu dzivesvietu sabiedriba, kura nodrosinas tiem perso-
nigi optimalo fiskala sloga un valsts pakalpjumu kombinaciju. Tap&c sabiedribas konkurg, un lidzsvara
situacija tas tomér dod dazada daudzuma un veida valsts preces atbilstosi pilsonu izvélei. Tomér, ja
kvalific€ts darbs un kapitals nav absoltiti mobili, rodas atskirigas nodoklu likmes, kuram var bt kaitiga
ietekme uz pilsoniem.

Secinajumi un priekSlikumi
Conclusions and Suggestions

1. ledzivotaju ienakumu nodoklis ir progresivs lielakaja dala ES valstu, kaut arT dazadas pakapées. Vacija
uzrada skaidri izteiktu nodoklu struktiru dazadiem ienakumu [imeniem, savukart Francija, Spanija un
Apvienotaja Karaliste progresivitate ir vairak koncentréta ienakumu limenos, kas ir zem vidgja Iime-
na, bet Irija, Italija un Niderlandé — ienakumu Itmenos, kas ir virs vid&ja limena.

2. Iznemot Vaciju, kur lieto vairakas nodok]u formulas, citas valstis iedzivotaju ienakumi tiek saskelti
kategorijas, kas skaitliski svarstas no divam (Irija) Iidz septinam (Francija). Augstakas nodok]u likmes
svarstas no 40,0 procentiem (Anglija) Iidz 48,09 procentiem (Francija). Vel bitiskak ir tas, ka Irija un
turpat jau seko arT Anglija nodoklu maksataji, kam ir APW ienakumu Iimenis, jau ir paklauti augsta-
kajai iedzivotaju ienakuma nodokla likmei, kamer Italija un Spanija stradniekiem jagust vairak neka
tris reizes lielaki ienakumi par videjiem, lai vini saktu maksat augstako likmi.

3. Dazas valstis (Francija, Vacija, Irija, Spanija) tiecas vairak p&c horizontala taisniguma, neka citas (Ita-
lija, Niderlande, Apvienota Karaliste). Iznemot Niderlandi, socialas nodroSinasanas maksajumi nav
paredzeti nodoklu horizontala taisnigums mérkiem.

4. Ka vienu no lielumiem, kas raksturo iedzivotaju dzives Itmeni, var izmantot raditaju, kas atspogulo
IKP uz vienu iedzivotaju. Analiz&jot mingto raditaju, valstis, kas atbilst vélamajam Iimenim, uz ko va-
rétu orientéties Latvija savas dzives kvalitates uzlaboSana, ir Niderlande, Austrija, Irija un Danija.
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Abstract

Studies of previous financial support policy in Latvia indicate increased economic and social gaps between
regions and different social groups of society and are not consistent with nationally defined development
objectives. The support policy is manageable in a way that the rural development objectives could be achieved
after changes of principles and approach in the support implementation mechanisms. The creation of
financial envelopes (territorial allocations) for Latvian regions, similar to country envelopes in the EU
budgeting system, is a useful and suitable approach for Latvian rural development in order to target lagging
regions, moderate disparities and decrease economic and social gaps between regions and different groups
in society. Some alternative approaches to designing envelopes and principles for common support policy
in Latvia are implementable at any time during 2007-2013.

Key words: Rural development measures, typology, financial envelopes, lagging rural areas

1. Introduction

Latvia’s rural development program (RDP) supported by the national and EU pre-accession funds has
made a positive impact on the country’s rural development. However, the 2005 assessment study of rural
support policies (Saktina and Meyers, 2005), supported by the World Bank and the Latvian Ministry of
Agriculture, found that the RDP implementation has not reduced the polarization between richer central
and western regions and poorer eastern rural areas, and as a whole, the sustainability of rural development
in Latvia has remained low.

The contrast was best seen between the distribution of funding for the national Program for Development
of Non-agricultural Entrepreneurship, which was relatively well balanced, and the distribution of the
funding for Single Programming Document (SPD) rural development measures, which was highly skewed
toward the more prosperous Central regions of the country. Another type of contrast was seen between
SAPARD (Special Assistance Program for Agriculture and Rural Development) projects and SPD rural
development projects for similar measures. Due in part to more flexible application requirements and the
lifting of size limits, the average SPD project size was significantly larger and consequently fewer projects
could be funded. In the most extreme case of investments in the processing industry, the average amount
of public funding per project increased from LVL 372 thousand in SAPARD to LVL 1,57 million under
the SPD rural development measures. With a similar amount of funding, the SPD measure was able to fund
less than one third as many projects as SAPARD.

The analysis of district level allocations of various support and investment programs indicated that these
programs contributed to increasing capital concentration in central areas of Latvia, while there was growth
of poverty and lack of capital in the majority of peripheral rural areas. While this type of economic polarization
may be a natural result of the advantages of location, size, and influence of the central areas, it is not consistent
with stated rural development policy that these advantages should be enhanced by Government policy.
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Increased targeting of government programs is a means to offset the advantages of the favoured areas
and provide a more level playing field in terms of access to financial resources for those in disadvantaged
areas. It was recommended that for each program, differentiated approaches be evaluated in the early stages
of program design. Both the territorially differentiated approach and differentiated support policy implementation
for different social groups of entrepreneurs (competitive, less competitive) should be considered. Differentiated
support could include territorial allocations to ensure that access is more broadly available and limits to
project size to ensure that a few large projects do not consume a large share of financial resources. Each
measure and activity has particular features which mean that the same type of differentiation is not suitable
for all cases.

It is possible that there is a trade-off between equity and efficiency in terms of program design, but it
is also not certain that past methods of implementation have been so efficient in use of scarce financial
resources. If investment support goes to a project that would have been implemented even without program
support, there is no economic impact and resources are wasted. So, it is also possible that greater targeting
can increase efficiency in the use of resources as well as helping to speed up economic convergence within
Latvia.

Having explored the implementation of national and EU co-financed support programs, the study assessed
the character of support beneficiaries, the amount of support received and the planned targets, hence, providing
information on the likely impacts of these programs and implementation measures on the development of
rural areas. The results indicated that economic development was increasing polarization of certain groups
of entrepreneurs and increasing capital concentration in central areas of Latvia, while there was growth of
poverty and lack of capital in the majority of peripheral rural areas. The state support policy, lacking a
differentiated approach that could provide greater access and opportunities to all, resulted in supported
investments and additional direct payments and full compensation payments generally to those entrepreneurs
who might not be the priority target audience in the support policy.

The previous study produced key policy recommendations. The objective of this paper is to summarize
the analysis of lagging rural areas and make recommendations to improve the targeting of rural development
funds to these territories. The results can serve as an input to the Government of Latvia’s National Rural
Development Programme 2007-2013 and in a broader sense can improve design and management of rural
development funds in order to reduce income disparities within Latvia.

2. Results and discussion

Methods and results on identification of leading and lagging areas

In order to obtain a more detailed typology than one would obtain from standard OECD methods, statistical
analysis was conducted to identify leading and lagging territories in Latvia (Saktina, Meyers and Rabinowicz).
The selection of areas was performed at the level of local municipalities of Latvia (530 in total). Using
different socio economic, demographic and environmental indicators/variables and statistical methods
such as factor and cluster analyses, the Latvian local municipalities (urban and rural) have been divided
into different groups. The group of local municipalities which was evaluated as comparatively less economically
and socially developed and also geographically remote, was identified. Most of these were in one region,
Latgale, which has been defined as the study area.

2.1. Methodology

The factor and cluster analyses used as a sequential methodology provide a comparative view of the
selected territory or problem, which is the target for decision making and support policy implementation.

Using factor analysis, there were four factors defined which are derived from different types of
indicators available at the level of local municipalities. Four factors were identified by use of this analysis.
They are

» Factor 1: Economical environment in agriculture;

» Factor 2: Quality of human resources;

» Factor 3: Utilization of land resources;

» Factor 4: Characteristics of agricultural enterprises.
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As a result of the cluster analysis, it is possible to obtain internally homogeneous and externally
heterogeneous groups. This analysis is done at the municipality level. As a result of grouping of factor values,
five different groups were defined, and locations of the different groups are shown in Figure 1. They are
(location of groups see in Figure 1 below):
group 1- agricultural region with comparatively active economy and a high potential for resources
group 2- extreme cases - cities
group 3- extreme cases with a comparatively high impact of forestry
group 4- economically less developed region where the agricultural sector has a greater impact and a
poorer quality of resources
group 5- average case

ANANENEN
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Agro economic types
Groups of local municiplaties

<= 1 (157
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= 4 (144)
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«= 998 (32)

Figure 1. Location of differently developed local municipalities

Source: LSIAE, TERA, 2006

Summary indicators on land, demographics and agricultural holdings in these municipalities show that
certain indicators, such as unemployment, percent of inhabitants employed in agriculture, and inhabitants
over working age are higher in Group 4, while population density and income tax per inhabitant is lower.

2.2. Results on identification of the lagging region

The group of local municipalities, which was evaluated as comparatively less economically developed
and also geographically remote, was defined as the lagging area. It comprised most of the municipalities
classified in group 4. While a few of group 4 municipalities are scattered around Latvia, the districts where
lagging municipalities dominate the area and population are clustered in the Latgale Region.

For policy recommendations, the positive aspect of these research results is that, the study area’s municipalities
form a very compact region in the eastern part of country. It facilitates further work on the formulation of
policy recommendations and also their implementation in national policy. To support this approach, the
designated area was analyzed at the district (NUTS 4) level and then at the regional (NUTS 3) level.
Approximately 87 percent of the grouped rural area belongs to the Latgale region, and this compactness is
a good argument to choose the whole region (rural and urban) for further analysis and design of policy
recommendations on specific support mechanisms.
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2.3. Key Findings

Key findings on lagging regions, their constraints and potential are:

- Of 530 local municipalities in Latvia, 4 were found to meet the criteria as lagging areas, and most
of these in terms of area and population are clustered in Latgale Region

- By nearly every social, economic and institutional indicator, Latgale as a region and especially the
rural districts within Latgale are lagging significantly behind national average levels. These gaps
may be inevitable results of resource endowments and location. However, they are also, in part, a
result of constrained access to development resources that could enhance productivity of land,
labour and capital in the region.

- Labour productivity in Latagle agriculture is well below the national average, especially in field
crops, the most disadvantaged sub-sector. FADN' data indicate that animal agriculture and the related
mixed cropping have the least comparative disadvantage and possibly even comparative advantage
in Latgale.

- Latgale in particular and other lagging areas in general need more targeted attention in terms of rural
development funding, especially for measures that are most appropriate for business development,
job creation, and increasing productivity of agriculture and forestry activities. Income support is not
bad, but it has little impact on sustainable development.

- Alternative methods to calculate territorial envelopes were presented based either on weighted factors
such as shares of population, agricultural land, per capita Gross Domestic Product (GDP), and past
SPD rural development investments or on the District Development Index of the Ministry of Regional
Development and Local Government (MRDLG). The weighted share methods are very practical
and can be easily applied to any measure or combination of measures and adjusted by the policy maker
in terms of weights and factors included.

2.4 Calculations of territorial envelopes

This section summarizes how region and district envelopes can be estimated according to the factors
and weights that the policy makers prefer. One such allocation formula is described below and an example
is provided to illustrate its implications. The formula calculates a weighted average of the factors selected.
The share of GDP has to be treated differently, since the objective is to have a higher allocation when
GDP share is lower. Therefore, the calculation is based on (100-share of GDP), then adjustment is made
so that this measure operates in harmony with the other factors. Thus the formula is:

District/region allocated share in Scenarios B = a*population share (or rural population) + b*land
share (or agricultural land) + c*(100-GDP share)/(n-1) + d*(100-share of SPD/RD investments)/(n-1),

where a, b, ¢, d are the “weights” on primary factors and a+b+c+d=1

And n... is the number of districts/regions.
To develop the scenarios, different factors available at the regional level were applied. These are selected
in order to represent key development constraints or needs. They are described below:

1. Gross domestic product in real prices. The GDP share indicates the relative level of economic development.

2. The number of inhabitants. Population share characterizes available human resources, the number
of potential beneficiaries of support policy, and fiscal needs.

3. The area of the district/region. The land share characterizes the scale of the rural territory to be
developed.

4. The financing drawn for rural development measures of the SPD 2004-2006. This characterizes the benefits
gained for the economic development in the district/region during the first year of the programme.

Several scenarios were calculated, using different weights and different indicators in designed formula.
Because the main focus of rural development programs is economic growth, the GDP factor is given the
greatest weight. Population and land area are next in importance, as they indicate the human and resource

! FADN- Farm accounting data network
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endowment of the territory which impacts the scale of resources needed for development. As noted earlier,
the fourth factor related to past allocations under the SPD rural development (RD) measures may not be a
very good indicator of current or future need but could be applied as an adjustment for past discrimination.
As such, it is suggested to have a small “weight” if used at all. Introduction of this factor would reduce
the weights on land and population.

We compared the support per rural inhabitant under different scenarios to the ranking of the districts
according to the district development index used by Ministry of Regional Development and Local
Governments (MRDLG). Though there was some correlation of less favourable development indicator (lower
number) with a higher allocation, this correlation was not as close as one may wish. So we experimented
with using the development indicator itself as a allocation formula.

This MRDLG indicator has a range from 1.797 in Riga District to — 1.515 in Rezekne District of
Latgale Region. Since we wish to have a formula that allocates a higher amount to districts with lower
development index, we need to transform the index into one that is higher for lower developed areas. The
simplest way to do this is to take a constant number minus the index. We chose one that is only slightly
above the highest index in Riga. So we first transformed the index by calculating allocation index Al =2
minus MRDLG. This series of numbers was then calibrated so that they sum to 100 (inflate each one
proportionately till the sum of all is 100).

The result is that very little is allocated to Riga District, and the level of funding tends to reflect the
inverse of the level of development (see Figure 2 below). If this allocation pattern is compared to Scenarios
in the weighted shares formulas, we can see more variation across districts and greater tendency to support
toward Latgale region and away from Riga region. This is most noticeable in the per capita support.
Another comparison shows the transformed development index and the support per capita, indicating a
closer correlation between the development index and allocations. However, it is another issue to decide
if the regional development index represents the factors that policy makers want to emphasize in the
allocation decisions.

3. Conclusions, proposals, recommendations

There are three basic principles that are essential to enhance the targeting of available resources in
general and especially for the identified lagging rural areas of Latgale Region.

First, keeping in mind the Latvian experience with the allocation of rural development measures of
SPD in the current programming period, it is important to take a place-based (territorial) approach to
allocation of available funds. This is the first step in preventing the EU and national funds from being
concentrated in the most prosperous areas of Latvia, as was the case with rural development measures in
the SPD framework for 2004-2006.

The second and related principle is to set a maximum grant size for each measure. This is far more
important than setting a maximum on eligible project cost, since it is the size of grants that matters in
terms of equitable use of scarce resources. A corollary principle is to provide a higher rate of grant support
to lagging territories and a lower rate to more prosperous territories.

The third principle is to exploit, as far as possible, the synergies between the Rural development fund
(EAFRD) measures and the EU Regional development funds. It is clear that regional development measures
can improve the quality of life and the environment for entrepreneurship in rural as well as urban areas.
For example, the effectiveness of investment projects can be enhanced if there is increased coordination
with regional development activities that improve physical and social capital in rural areas.

What is the rationale for regional financial envelopes? The objective is to provide the opportunity for
broad access to financing for selected measures. In past experience with a number of investment and rural
development measures in Latvia (most notably those under the SPD), lagging regions have had very
constrained access when measures were implemented on the basis of national competition. It is similar to
what may be expected if Latvian farmers and entrepreneurs had to compete with all of the other applicants in
Germany, France and other EU countries on an equal footing. The EU, by providing an envelope of funding
for Latvia and each other member country, prevents crowding out by more competitive enterprises in the
rest of the EU who may be more experienced in accessing such programs.

Our proposal is to provide indicative envelopes allocated on a regional basis. These would be allocated
on an annual basis but would be subject to reallocation periodically to ensure that the funds are certain to
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be utilized elsewhere if not in the region to which they were originally allocated. These envelopes would
be only for selected measures deemed to be especially important to lagging regions, whose access has
been constrained up to now.

So these indicative envelopes would be an opportunity and incentive to stimulate increased participation
in the lagging regions, but they would NOT be a regional entitlement. We present several possible options
as means to calculate such envelopes and also suggest reallocation rules to ensure that the funds are utilized
and would not revert to the EU budget.

We can compare some of the options that have been discussed in the Latvian study on targeting (Saktina,
Meyers and Rabinowicz, 2006). There is some difference between the allocation formula using weighted
shares of population, land and GDP/per capita and the direct transformation of the district development
index into an allocation formula (see below in Figure 2). The development index formula gives more
weight to districts in Latgale and less to the central districts around Riga. But it is also clear that even the
more modest variations in allocations that occur with the weighted shares formula are a very major
improvement over what occurred in the SPD allocations for rural development measures of the current
programming framework, where Eastern districts got less than 2 percent and Riga district more than 16
percent of the funding.

‘ [ Weighted shares i Development index approach —&— SPD, RD projects % of total
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Figure 2. The percent of funding provided using the weighted shares formula or
development index formula compared with the actual SPD rural development investment distribution

Source: Saktina, Meyers Ewa Rabinowicz (2006)

When these three alternatives are compared in terms of share of total funding by planning regions, the
differences become clear. The largest impact of the envelope from weighted shares would be to limit the
Riga region to half of its SPD/RD allocation share and greatly increase the Latgale share from 9 percent
to over 23 percent. The Vidzeme share is also significantly higher and the Kurzeme share slightly lower,
while Zemgale is nearly the same. As in the case of the weighted shares formula, the largest impact of using
the development index as the envelope basis is to shift more resources from Riga region to Latgale
region. There is relatively little change in other regions. However, it may concern policymakers that
Latgale could not absorb 23 percent of these resources, and efficiency of financial resources could be
sacrificed if the absorption capacity is too low.

There is a solution to the concern that a particular region, such as Latgale, could not use the total
allocated envelope due to lack of viable projects or capacity to implement programs. The solution is to
establish an agreement (in advance of program implementation and as part of the envelope system) on
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reallocation at the end of a specific period. For example, there would be annual allocations according to
the established envelope formula. Then at an agreed time not later than the midterm review an evaluation
of absorption would be conducted of each region by the managing authority (MOA), and where absorption is
lagging, surplus resources from the previous years allocations would be moved to better performing
regions that had exhausted allocations before this time and are likely to have capacity to absorb additional
resources. The fast disbursing regions should keep a backlog of projects that can be quickly approved in
anticipation of such reallocation. The process could be repeated again in subsequent years.

Table 1
Comparison of financial allocations for planning regions, percent of total
Scenario Kurzeme Pieriga Zemgale Vidzeme Latgale
Dev Index formula 17.4 9.5 19.9 22.1 33.0
Weighted shares 18.3 16.3 19.0 22.7 23.5
SPD 2004-2006 rural 20.8 32.3 19.6 183 8.9
development projects

Source: Saktina, Meyers Ewa Rabinowicz ( 2006)

Also, capacity building would be needed in regions with slow absorption capacity. In this way, there
remains an incentive for slower regions to improve their capacity to find viable projects in the later years
of the programming period. In this manner, projects within each region would be competing with each other
rather than with the whole country until such time as a reallocation occurs. Their incentive would be to
improve capacity so as to increase their absorption capacity over the time span of the programming period
so as to utilize more of the envelope over time.

Finally, recommendations are also made on the best use of rural development policies and measures in
lagging territories. Appropriateness of the choice of measures and budget allocation can be judged based
on following principles:

1. The policy should, in the first place, focus on measures that can mitigate market failures which prevent
the agricultural sector and the rural economy in the region from functioning efficiently. Measures
that primarily aim at an income transfer should be distributed equitably and generate as low distortions
as possible.

2. The measures should focus on special characteristics of the region and pay attention to comparative
advantage or least comparative disadvantage. The measures should be coordinated in order to enhance
their impacts and to stimulate creation of economic clusters.

Keeping in mind that increased agricultural productivity resulting from more investment support for
the lagging territory will increase labour surpluses in the region, it is hardly possible to solve the problem
of low productivity of farm labour by measures that are primarily oriented towards agriculture. On the
contrary, the best way of improving labour productivity in agriculture is through outflow of labour from
agriculture. This could be achieved by prioritizing measures aiming at supporting diversification into non-
agricultural activities on farm and, in particular, outside farming.

Support to improvement of transport and communication facilities could facilitate commuting to jobs in
towns and cities for people living on farms. This type of support, unfortunately, falls outside the framework
of axis 3.

The third principle is to prioritize activities that involve economic clusters. For example, agri-tourism
or other recreational facilities are likely to be more successful in mutually supporting clusters. Other types
of mutually reinforcing activities could be environment, afforestation and tourism activities or afforestation
and biofuels activities. Similarly, a cluster that may involve both EARDF and ERDF activities can enhance
the business environment and combine clustering and synergy benefits. This is another form of place-based
emphasis, which seeks to create a critical mass of related economic activities and infrastructure development.
It is difficult to see whether any attempts to create a cluster have been made. It does not appear to be the case.

Finally, though this paper is focused on targeting of rural development programs, Latgale and other rural
areas of Latvia would also benefit from more general attention to the rural impacts of broader policies and
programs in Latvia. An institutionalization of rural impact assessment such as has occurred in Finland,
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Canada or the United Kingdom, for example, would enhance sensitivity of policy making to rural perspectives
and help to make policies and programs more rural-friendly. Such assessments typically go beyond rural
or regional development programs to include any policies that may impact rural populations and rural space.
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Summary

A unified methodological approach is required in order to perform within the policy harmonization
process the quantitative evaluation of the impact of various elements of the CAP direct support systems
upon the supply of agricultural products and its structural changes. Possibilities of formalization have been
assessed on the basis of the econometric model of agricultural and food products AGMEMOD, which is
used and developed for all Member Countries incl. Latvia within the Framework 6 Programme Project
~AGMEMOD 2020”.

The AGMEMOD models mainly focus on the effect of direct payments and responds on changes in
key European market prices as a factors incentive for production development. For taking into account
the impact of a new support unrelated to volume of production, presumptions are made for the present
regarding it’s formalization via supply inducing coefficients — multipliers, or incentive price. It is assumed
that the support related to a product or to the resource for its production has direct impact upon the volume
of supply. The support granted for the land irrespective of the type of obtained product can act as an
additionally stimulating factor, however, it should be evaluated as negative if the payment rate constitutes
the economic bases for alternative business activity.

Results of the research show that in order to improve policy analysis in the AGMEMOD model, it
should be taken into account that both the policy systems and the fiscal envelopes are variable by 2013.
To make the models capable to incorporate the switches in agricultural policy regimes implementation of
the envelopes for all types of direct support and direct support measures currently not included should be
similarly applied for all countries. The multipliers measuring the weight of impact of the direct support on
production are crucially important for the calculations. Consequently, for future evaluation of compliance
of the values of these multipliers, the analysis of econometric coherences is required.

Key words: Common agricultural policy, direct support system, policy harmonization, modelling.

Introduction

The current Common agricultural policy (CAP) of the European Union is focused towards reformation
of the support system with a view to facilitate increase of competitive capacity of the producers of agricultural
products. The diverse social and economic structure and production structure in the rural areas of the
Member States determines the selection of the applied policy within the framework of the direct support
schemes established by the EU legislation. The new Member States can use at least until 2009 the transition
period support system, one of advantages of which is a flexibly applicable assignment of additional national
funding from the national budget. The old Member States on their part, are supposed to change over to a
new system by 2007, either preserving the historical amounts of the support on farm-level or developing a
regionally diverse support policy through support for a certain or a special quality product, or through full
decoupling taking no efforts in stimulating the supply of certain products.

It is expected that by 2013, the policy harmonization process will take place, and such diverse policy
systems will be equalized to the utmost. In view of different types of support applied in various Member
States on the level of both sectors and farms and regions, there is challenge to develop an analytical approach,
which would enable evaluation of the impact of policy upon the supply of agricultural products and the
changes in its structure and which would be methodologically well-grounded.

From the point of view of policy evaluation, formalization of the policy harmonization process is
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required in order to determine by quantitative methods how do the different types of agricultural support
systems affect production.

The aim of the report is to show the possibilities of quantitative assessment of the impact of the various
elements of the direct support systems proposed by CAP upon the supply of agricultural products within
the context of the policy harmonization process.

The possibilities of formalization will be evaluated on the basis of the econometric, dynamic model of
agricultural and food products AGMEMOD, which was developed for all Member Countries incl. Latvia
within the Framework 5 Programme Project, and is used and adapted in compliance with the CAP being
developed within the Framework 6 Programme Project ,, AGMEMOD 2020”.

1. Current Policy modelling — based on
policy factors impact evaluation in pre-reform period.

The AGMEMOD models [5] used for assessment of policy impact on supply of agricultural products
are mainly focusing on the effect of coupled direct payments and responds on changes in key European
market prices.

In the time period starting from 1992, where the Common agricultural policy was implemented generally
via production related direct support (payments per area and animal head), it was possible to evaluate
direct payments as incentive factors for production development (see Table 1). The modelling approch
elaborated according to the EU agricultural policy under “Agenda 2000” in reference period until 2004 is
in general appropriate also for New Member States (NMS) as the pre-accession support was granted mostly
coupled to agricultural production, crop area or animals.

Table 1
Direct support incorporation in AGMEMOD models
Sectors Direct support measures according to Effect on use of production

modelled AGMEMOD modelling approach resources
Grains Grain compensation payment Grain area
Rapeseed Rapeseed compensation payment Rapeseed area
Beef Sucker cow premium Number of sucker cows
Pork -
Poultry -
Milk -

Source: AGMEMOD

Since the EU enlargement in 2004 NMS have implemented Single area payment (SAP) scheme (with
the exception of Slovenia and Malta which joined to the Old Member states (OMS) classical “Agenda 2000”
policy) while the new CAP reform with the four main measures — changes in market support, decoupling
of support from production, cross compliance requirements and support modulation, was agreed. SAP for
NMS is a transitional scheme to reformed policy where part of direct support funding became available for
the first time without obligation to produce certain production [2]. That raises a question about appropriate
modelling approach (see Figure 1).

In order to take into account the impact of the support unrelated to production upon the volume of
produce, the block of the Latvian AGMEMOD model was supplemented with the new support measures,
during the time period of which the variable rates are calculated inside the model taking into account the
values of the sector envelope and the reference, as well with presumptions regarding it’s formalization via
supply inducing coefficients — multipliers, or incentive price. The policies variables related to sectors which
are analysed and included in AGMEMOD model and their conformity with the current agricultural policy
measures implemented in Latvia are reflected in Table 2.
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Figure 1. Modelling of direct support

Table 2
Direct support implementation in Latvian AGMEMOD model
Direct support Adjustments in Latvian model
measures Effect on use Multipli
Sectors according to of production Current S 1111t1p .ers
modelled | AGMEMOD |*' P CAP upport rates reflecting
. resources calculated inside the model impact
modelling measures ioht
approach weig
1 2 3 4 5 6
Grain Top-ups Based on sector envelope, top-up
. Grain area for arable |rate, reference area for arable 1
. compensation
Grains crop area | crops
. Decoupled |Based on national ceiling, phasing-
Grain area SAP in rate, eligible area for SAP 0.3
Top-ups Based on sector envelope, top-up
Rapeseed . Rapeseed for arable |rate, reference area for arable 1
compensation |area
Rapeseed Crop arca crops
Rapeseed Decoupled |Based on national ceiling, phasing- 0.3
area SAP in rate, eligible area for SAP ’
Suckler cow | Number of Top-ups Based on sector envelope, top-up
. for suckler |rate, reference number of suckler 1
premium suckler cows
COWS cow
Based on national ceiling, phasing-
- Number of ]S:’choupled in rate, cligible arca for SAP, 0.3
ce suckler cows, average livestock density treshold
cattle slaughter
weight through Top-ups Based on envelope for fodder crops,
the incentive for fodder top-up rate, reference area for 0.6
price for beef crop area fodder, average livestock density ’

treshold

Source: LSIAE according to Latvian AGMEMOD model
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Columns 4 to 6 show adjustments done regarding introduction of the SAP scheme policy into the
Latvian AGMEMOD model. All support available for arable crops is introduced in the model through the
calculations of expected gross return per ha which affects the area allocated for certain crops. The direct
support for cattle sector is built up from payments for suckling cows, decoupled SAP and fodder crops
affecting the volume of beef. Single area payment and top-ups for fodder are added to beef incentive price
increasing the margin between beef price and input costs. This means that part of decoupling effect is moved
to the market effect, which occurs via changes of incentive prices for agricultural outputs or inputs — with
a foreseeable responds of farmers [3].

Taking into account that the supply inducing impact of the direct support will be essentially decreased
since introduction of SAPS, different multipliers are set based on expert assumption on how decoupled
payments could affect the production decisions. The rates of multipliers applied for subsidies depend on
the nature of support payment. The multiplier of value 0.3 is applied in the model to reduce fully decoupled
support factor’s impact on production. If the payment is kept coupled with production (product related
top-ups for SAP scheme up to 2008) the multiplier is set to 1. For fodder crops the multiplier is set to 0.6
due to the reason that fodder payments are area based being more incentive factor for beef production.
Recalculated per tonne of beef meat on the ground of assumption on animal density threshold these payments
are added to the market price for beef in order to get the incentive price.

Assumptions regarding differentiated impact of support measures under different evaluation of multipliers
are applied in AGMEMOD models of all countries and in Latvian model as one of NMS as well. According
to the Latvian model results, the share of subsidies covered by the model and to be granted for producers
of agricultural commodities modelled in the total envelope (national financial ceiling) in 2013 is expected
to be only 54%. This calculation is done for baseline scenario, in which the maximum permitted coupling of
subsidies to the production is assumed. A part of the rest of direct support is forecasted to be paid for
sectors not included in Latvian AGMEMOD model (e.g., potatoes, green fodder areas) or distributed outside
the agricultural sector for the land maintained in good agricultural condition. Comparing the actual gross
agricultural income with the income level where support factors influencing production decisions are
adjusted with multipliers, the first one is higher by 9%. These “adjusted” subsidies and incomes are
shown in the bottom of Table 3.

Table 3
Agricultural output value, subsidies,
feed costs and gross income in Baseline scenario, Latvia (2005=1)

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Agricultural output value 1.00| 1.03] 1.10| 1.18] 1.20| 1.23| 126 129| 133
Subsidies 1.00| 1.17| 126| 1.27| 0.84]| 095| 098 | 1.00] 0.99
Feeding costs 1.00| 1.01| 1.06| 1.09| 1.09] 1.10| 111 | 1.13] 1.16
Gross agric. income 1.00| 106] 1.13| 121 ] 1.15| 1.20| 1.23| 1.26| 1.28
Subsidies * 1.00| 1.17| 124| 120| 049]| 056 057 | 059] 0.59
Gross agric. Income * 1.00| 105 1.13] 120 1.10] 1.14| 1.17] 120] 1.23

Source: Latvian AGMEMOD model calculations; * - adjusted with multipliers

The modulation measure is not introduced in the model directly through the decrease of support rates;
however, the threshold for farms subject to modulation is quite low and can be assumed with regard to all
farms. There are no opportunities for analysis of the effect of cross compliance requirements on supply of
agricultural products.

2. OMS and NMS different policy systems — demanding unified
approach in AGMEMOD model for assessment of the effects on common market

In 2007 within the framework of CAP there are two direct support schemes applicable in Member
states incorporating diverse forms of their implementation [1]:
e SAP scheme (according to current legislation - transitional to SP scheme only in NMS until 2009) -
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diverse policy systems due to the quite flexible application of top-ups. Different complementary
support measures for each country may result in different share of CAP support introduced and
evaluated in model as incentive factor;

e SP scheme - diverse support systems (from fully decoupled to utmost coupled, with the prevalence
of historical or flat rate regional payments in OMS and Slovenia and Malta) and different assumptions
how to simulate them, may result in different assessment of similar support as incentive factor for each
country.

e From 2013 when top-ups will be phased-out and fully reformed policy must be implemented
agricultural policies in NMS and OMS are supposed to be harmonized. The development of policy
harmonization process is reflected in Figure 2.

Tite Policy measures Policy systeins
MNMS OMS+ Slovenda and Malta
SAP scheme SP scheme

(different top- | (regional, historic, static
ups hybnd, dynaric hybnd
2007 implementation) | moving to a flat mte modsl

Decoupled 40% &%
Coupled 30% 1 3%
Support available 0% 100%%
(from nati onal
celling)
Support envelopes
OMS+ NMS
=P scheme
(regional, historic, static hybrid)
5 Decoupled 7
005 | oed ?
support available 100%%
{from national
caling)

Figure 2. Policy harmonization

Source: LSIAE according to R1782/2003 [1], R118/2005 [2]; * - excluding Slovenia and Malta

Classification of direct support under different systems can be aggregated in two general groups:

o Decoupled support (according to OECD classification of PSE components — payments based on historical
entitlements [4]).

e Coupled support (according to OECD classification of PSE components — payments based on output,
the planted area or the number of animals [4]).

In case the support is related to a product or the resource for production of the particular product, it has
a direct impact upon the volume of supply. The support granted for the resource of production — the land
irrespective of the type of obtained product can act as an additionally stimulating factor; however, it
should be evaluated what decoupled payment rate constitutes the economic bases for alternative business
activity, and therefore should be assumed as a negative facilitator of production.

The approach for implementation of the policy selected by the state and the policy instruments, which
should be classified as support for farmers’ income, affects the supply of agricultural products; however,
the competitiveness of such products in the EU market and the motivation for their production will
strongly depend on the support system applied by other countries for their producers.

Therefore the weak point is modelling the direct payments without using all policy instruments applied
and without the whole amount of available funds with market effects.
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3. Improvement of policy modelling considering policy harmonization process

On the ground of comparison between the direct support systems in the old and the new Member States
and their potential development, for improvement of the policy analysis in the AGMEMOD model, it
should be taken into account that both in the old and in the new Member States:

e the policy systems are variable;

¢ the financial envelopes of the direct support are variable.

The old Member States have a variable structure of the envelope, which is gradually changed from
historical farm payments into single-rate regional payments. The scope of the envelope gradually increases
for the new Member States; consequently, the structure of the envelope also changes with gradual increase
of the specific weight of decoupled payments and disappearance of the top-up payments related to production.

Regarding NMS, the model must be capable to incorporate the switches in agricultural policy regimes.
If there are no links between different policy measures in the model, in case of switch between policy
schemes, policy effect will not be evaluated correctly due to the changes in policy objects.

Scenarios cannot provide reasonable results if pre-accession support is omitted from the particular national
model [6]. On the other hand, as the pre-accession support system was applied during transition period
and was not consistent from year to year, it would be better to concentrate efforts on including more recent
policy data (2004-2006) for estimation. Considering different topping-up rates applicable for different sub
sectors (according to Council Decision 2004/281/EC) in order not to complicate transitional pre-reform
policy block, top-ups could be exogenously calculated outside the model.

At the same time, funding from the EU budget and their distribution according to common rules should
be calculated inside the model in order to build the policy block transparent as the different modelling
approach between the OMS and NMS will be in general not relevant from 2009, and not relevant any
more from 2013 due to the SP scheme implementation in all Member States.

. LLENV
8 2.MOD National ceiling 2.MOD
S Modulation rate T Modulation rate
5 } | l g
7]
) 3.EPH 4. EST 6.NST 5.TOP
m Phasing-inrate > EU budget National budget [+ Topping-up rate
[ |
b ___X 2P
5> =
2| | 7.CPT 1. n @
g Coupled payments : : : %
o\ve-— - ]
g =
£ - 8.HPT =
] Historical payments
Q=
Q| O L\
p— ]
-2 . o
<,1 = 9 ART If there is no difference between arable and
e = ) land regional ts:
8 Arable reg. payments grassland regional payments
s _ 11.AET
= 10.GRT - Eligible area reg. payments
Grassland reg. payments

Figure 3. Allocation of total direct support
Source: LSIAE, [6]

Therefore regarding modelling of policy instruments in national models two essential points should be
similarly applied for all countries:

e To calculate envelopes for all type of direct support (See Figure 3) providing the balance of amount of
money granted to the sector,
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e To add direct payments related to definite sub-sector and not included in model as a factor (e.g.,
slaughter premiums, payments for fodder areas and other policy measures which are not fully
implemented yet) to incentive price in order to evaluate the impact of total support.

As a production of commodities has become more independent on the level of direct support since
introduction of decoupled payments, the multipliers (coefficients) are crucially important (not any other
approach has been developed) in the calculations measuring the weight of impact of the direct support
upon production. In order to perform an adequate analysis of the values of these multipliers, analysis of
econometric coherences should be done:

e relationship of the changes in the volume of support with the changes in the volume of production;

e relationship of the re-distribution of the support outside the agricultural sector with externalities.

In case the decoupled historical payments are applied along with the coupled payments in the same
sector (e.g., historical payments in the beef sector and coupled payments for cattle breeding) in order to
encourage continuation of the previous type of farming, a stronger weight of impact is expected. However,
concerning historical payments, in general a gradual redistribution in agricultural sector is expected.

4. Conclusions

The research provides the bases to conclude the following:

1. The AGMEMOD modelling approach elaborated to evaluate support as incentive factor for development
of certain production should be improved in order to tackle new regimes of CAP. Since supply
inducing impact of the direct support is decreased, expert assumptions on how decoupled payments
could affect the production decisions should be applied. The decoupling effect could be partially
attributed to the modelling of market effect - via changes of incentive prices for agricultural outputs
or inputs, in order to presume foreseeable responds of farmers.

2. In baseline scenario where the maximum permitted coupling of subsidies to the production is assumed,
the share of subsidies covered by the model in the total national financial ceiling for Latvia in 2013
is expected to be only 54%. Part of the rest of direct support is forecasted to be distributed outside
the agricultural sector for the land maintained in good agricultural condition.

3. Support related to a product or the resource for production of the particular product has a direct impact
upon the volume of supply. The support granted for the land as a resource of production can act as an
additionally stimulating factor. In case that decoupled payment rate constitutes the economic grounds
for alternative business activity that should be assumed as a negative facilitator of production.

4. The competitiveness of agricultural products in the EU market and the motivation for their production
will strongly depend on the support system applied by other countries for their producers. Therefore
all policy instruments applied and the total amount of available funds with market effects should be
implemented in the models taking into account that:

e Dboth the policy systems and the financial envelopes of the direct support in mid term period
are variable and moving to harmonized policy systems in OMS and NMS until 2013;

o links between different policy measures should be established for modelling the switches in
agricultural policy regimes in order to evaluate policy effects correctly in case of changes in
policy objects.

5. The multipliers important for measuring the weight of impact of the direct support upon production
might differ in diverse schemes. In case the decoupled historical payments are applied along with
the coupled payments in the same sector, a stronger weight of impact should be expected. In order
to perform an adequate analysis of the values of these multipliers, econometric analysis based on
the most recent data regarding changes in the volume of support, the volume of production, re-
distribution of the support outside the agricultural sector and externalities provided should be done.

5. References

1. Council Regulation (EC) No 1782/2003 of 29 September 2003
// http://eur-lex.europa.eu/LexUriServ/site/en/consleg/2003/R/02003R 1782-20060805-en.pdf

Economic Science for Rural Development N 14, 2007: 67 - 74 73



Guna Salputra, Andris Miglavs - Different CAP support systems - evaluation of the impact on supply of agricultural products

74

Council Regulation (EC) No 118/2005 of 26 January 2005

// http://eur-lex.europa.eu/LexUriServ/site/en/0j/2005/1_024/1 02420050127en00150021.pdf
OECD publications:

“Decoupling agricultural support from production”// Policy Brief, November 2006
//http://'www.oecd.org/dataoecd/5/54/37726496.pdf

“Methodology for the measurement of support and use in policy evaluation”
//http://www.oecd.org/dataoecd/36/47/1937457 .pdf

FP6 project “AGMEMOD 2020 website:

http://www.tnet.teagasc.ie/agmemod/index.html

Unpublished materials:

Emil Erjavec, Stane Kav¢i¢ “Harmonisations of Agricultural Policy (Direct Payments) Instruments”
// University of Ljubljana, Slovenia

Economic Science for Rural Development N® 14, 2007: 67 - 74



Eve Tomson, Andro Roos * Betterment of Estonian agriculture via co-operation and credit unions

BETTERMENT OF ESTONIAN AGRICULTURE
VIA CO-OPERATION AND CREDIT UNIONS'

Eve TOMSON, MA and Andro ROOS, BA
University of Tartu

Abstract

Co-operation is one of the main possibilities of self-help for producers, especially agricultural small-
producers. This gives a possibility to buy cheaper and sell more expensively. This expands the investment
possibilities of farmers and agricultural enterprisers. The history of agricultural co-operation in Estonia
dates back to a hundred years. With the initiative and co-financing of credit unions it is possible to build
up a functional co-operative system of farmers and agricultural enterprisers, which benefit both agricultural
producers of the parish and local inhabitants as consumers. To execute this, the joint initiative of local
inhabitants and credit unions is necessary, preceded by active explanatory work by the co-operative
circles of Estonia. The role of co-operation in Estonian agriculture is to withstand the monopolising
economic circles, holding the greater part of agricultural processing industry.

Key words: agriculture, financial institutions, co-operation, financial co-operatives, credit unions

Introduction

Co-operation is one of the main possibilities of self-help for producers, especially agricultural small-
producers. This gives the possibility to buy cheaper and sell more expensively. This expands the investment
possibilities of farmers and agricultural enterprisers. The history of agricultural co-operation in Estonia
dates back to a hundred years.

Co-operation developed in Estonia especially quickly in the 1920s and 1930s. In 1940 there were
approximately 140,000 farms in Estonia, which had joined into more than 3,000 co-operatives. The joint
ownership of Estonian people included union banks and co-operative insurance companies. In the rural
areas co-operative industry, co-operative services and co-operative trade dominated. The profits gained
were divided among members. The property of the collective enterprise belonged to the members-owners.
By 1939 283,768 members had joined economic co-operation (Ekbaum 1963: 207).

The co-operative system of Estonia was completely liquidated by 1951. In 1939 co-operation in Estonia
was on a level that could be considered among one of the most exemplary in Europe, but during the post-
war years all kinds of self-initiative and joint co-operation of inhabitants were prohibited. In addition to
co-operatives all intellectual centres were also liquidated. Collective farms and Soviet co-operatives were
established, based on vague common property.

At the end of the 1980s private ownership was restored. The Farm Act adopted in 1989 was efficient,
and proceeding from this, thousands of new farms were established and co-operation also began to develop
on a small scale. The developments of recent years in the European Union and other states show an
increase in co-operation and this gives rise to the hope that it will be understood also in Estonia that co-
operation is beneficial and necessary not only to single members, but to the Estonian society as a whole.

Research methods and object

The aim of this article is to show the necessity of co-operation and one of its specific forms - credit
unions - to the development of agriculture in Estonia. Both the problems and the possibilities accompanying
it will be dealt with. Hence, the research object of the article is agricultural co-operation.

First, we will bring out historical experience of agricultural co-operation in Estonia from 19" century
up to present. Then we will discuss over agricultural and co-operative banking developments in post-
soviet Estonia and bring out the role of credit union in developing Estonian rural economy.

" This article has been supported by ESF Grant No. 6629 and Target Funding from the Estonian Ministry of Education
and Research No. T0107.
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Discussion
Historical Experience of Agricultural Co-operation

Agricultural co-operation can be divided into periods in the same way as all kinds of joint activities in
Estonia in general. A primitive form of agricultural co-operation can be attributed to shifting cultivation
practised in Estonia more than 2,000 years ago (Krinal 1996: 9). More close to the present-day co-
operatives were the societies of farmers established in the 19" century.

During the 19™ century Estonia underwent significant changes in economic and social life: urbanization
fastened, industrial production expanded. In accordance with new social and economic circumstances the
production methods had to be modernised, which at that time mainly meant modernisation of agriculture.
The possibilities for improving economic results were explained to peasants by drawing on foreign
examples. People were introduced to co-operation in Finland, Denmark, Germany and even Japan.
During the first years of co-operation there were almost no successful local examples available (Rootslane
2001: 28).

In different fields of collective activities problems specific to that field also occurred.

In case of credit unions it was the question of the population concentration and membership that turned
out a problem. The stand was taken that considering the circumstances of Estonia the establishment of at
least one credit union per parish would be necessary, whereas the credit unions should not compete with
each other. It had to be ensured that the credit association would know for what purpose the money was
spent. The Estonian credit societies were concerned because of their low liquidity, having only 5-6% of
free money instead of the recommended 20% (Rootslane 2002: 40).

Some of the problems of co-operation were caused by specific national and political reasons. At the
beginning of the 20" century some co-operatives of Estonians had also been founded outside Estonia, e.g.
at Gatchina or Sukhumi in Russia, etc. Co-operatives of Estonians existed even in Canada. National
discrimination was not uncommon for Estonian co-operatives. In the St. Petersburg province the articles
of association of some co-operatives of Estonians were not confirmed for the reason that all members were
Estonians. The requirement was that at least half of the members should be Russians. The establishment
of central co-operative associations of Estonians was also hindered.

In spite of the difficulties and problems, the basic structure of Estonian co-operation was developed by
the beginning of the 20" century. Before World War I there were more than 700 co-operatives with
approximately 100,000 members in Estonia. In about two decades co-operation had basically become a
mass movement.

Thanks to the obtained management and leadership skills, the experience of co-operation was of great
help when establishing the free and democratic state. In addition to the experience of joint management,
co-operation also made it possible to establish an economic system based on private ownership and small
farms (as compared to big estates). Of special importance to agricultural co-operation was the Agrarian
Land Reform of Estonia adopted in 1919, which gave the rights to their land back to local inhabitants.
Since the majority of the newly established farms were small, the co-operative form was adopted to solve
several problems. The members of co-operatives made up approximately 25% of the whole population.
Thanks to the activities of co-operatives both production and jobs survived in the rural areas.

In addition to favourable conditions (a lot of small private farms), the rise of co-operations was also
supported by the previous promotion of co-operation and the positive experience from the period preceding
independence. It is essential to recall the role of the state in supporting co-operation through laws and
subsidies, due to which co-operatives were in a better situation as compared to capital associations. New
farmers were supplied with agricultural equipment and livestock expropriated from the former landlords.
The support of the state can be explained by the fact that the statesmen of that period came themselves from
agricultural associations and co-operatives and therefore favoured the role of co-operation (Leetsar 1999: 46).

The activities of the co-operatives were extremely manifold, allowing co-operation of different co-
operative societies in different fields. At the same time co-operation was coordinated through central associations
and establishments, which helped to make contacts and find the necessary partners of co-operation.

1940-1951 saw the beginning of the expropriation of the property of co-operatives, although by law
nationalisation of the property of co-operatives was not allowed. In 1944 there were 15 central co-
operative associations and bigger co-operatives in Estonia, the majority of which dealt with agriculture.
For example the Central Consumers Association of Estonia provided co-operatives with goods and dealt
with buying-up of agricultural products; The Central Association of Dairy Societies Export of Butter had
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the exclusive right of buying and selling dairy products. Voluntary co-operative activities ended with
deportation in March 1949. Almost all of the private property and especially all land were nationalized.

From the period of Soviet co-operatives from 1951 to 1989 only the joint construction organisation,
factories of mixed fodder, etc., could be regarded as partly co-operative activities in the field of production,
but the state interfered into their activities. The collective farms outwardly resembled co-operatives, but
their results were different. Both co-operatives and collective farms were made up of members with general
meeting as the highest organ of managing the collective farm. In reality the collective farm had very little
power of decision and in fact was not an independent economic unit. On the basis of co-operative property a
network of agricultural production and service enterprises was developed during the Soviet period (Leetsar
1999: 58).

Agricultural Co-operative Activities in the Post-soviet Estonia

The prerequisite of fast economic growth, including agricultural development, is the even development
of the state, including co-operation. Co-operation is of special importance to smaller agricultural producers
who are short of money for making investments. For example, machinery societies would allow farmers
to use modern machines and thus increase the efficiency of production; dairy societies and horticultural
societies would enable them to sell their production more profitably and with a more stable price. Thus,
the range of possibilities is wide.

When at the end of the 1980s farms began to be restored and the Commercial Associations Act was
adopted, co-operation did not get any support from the state. The property of collective farms was not
returned to co-operatives, but was sold to enterprisers by auction following the Privatisation Act (State
Gazette-1, 1993:45). Nevertheless, the development of farms and enterprises provided conditions for the
reestablishment of agricultural co-operation in Estonia. The foundation of the Central Farmers Association
of Estonia at the beginning of 1989 is considered to be the beginning of co-operation, being the first
association established by farmers voluntarily. In 1992 the Estonian Co-operative Association was restored,
uniting more than 70 co-operatives with approximately 100,000 members (Tomson 1999: 127).

Co-operatives operating in the field of agriculture in Estonia are classified as follows:

e Production units of the primary level are co-operatives based on joint work.

e Farming co-operatives based on joint activities of several farms. Their aim is to invest together for
acquiring modern technology and giving production of higher quality (machine societies, co-
operation for buying up milk, soil improvement societies, etc.).

e Regional co-operation is reorganised joint activity on a certain territory. For example, dairies serving
surrounding farms; or meat industries uniting local producers of meat. This group also includes
consumers’ co-operatives.

e The activities of central co-operatives or co-operative associations uniting regional and local co-
operatives (Uhistute... 1998: 24).

At the beginning of 1998 1,524 co-operatives were registered in Estonia. The majority of them were
dealing with agriculture — 34.2% of the total, processing industry 15% of the total. Thus, 49% of all
registered co-operatives were operating in the field of agriculture. (Uhistute.... 1998: 24). In the European
Union co-operatives employ 2.3% of full-time wage earners, but the respective share in Estonia is only
0.3%, which shows the great perspectives for development. According to the management of agricultural
market act it was possible to support co-operative enterprises in 2001-2002 from the state budget within
the range of up to 2 million EEK (Leetsar 2003: 117).

Financial Co-operatives in Estonia

According to a generally accepted definition the aim of union banking is to unite the small financial
recourses of its members and give them out as loans to its members for making larger investments and to
promote their consuming capability. Co-operative financial enterprises are in principle non-profit organizations
rendering services to their members at cost value. The members (clients) of union banks have a vote over
decisions concerning the course of action. These two main aspects distinguish co-operative financial enterprises
from commercial banks.
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Union banks and credit unions can nowadays be useful mainly for the development of enterprise and
agriculture in rural areas. At least two important reasons for this can be brought out. First, in the countryside
the network of commercial banks is sparse, making the availability of even the most elementary bank
services difficult to obtain for country people. Second, commercial banks are more interested in serving
clients from urban areas because they are more solvent. Thus the founding of a system of financial co-
operatives would fill an empty niche and would help to spur rural life in Estonia.

According to the Credit Institutions Act and Savings and Loan Associations Act in force in Estonia at
present, financial co-operatives should be divided into two categories — credit unions (CU) and union
banks. Credit union is a financing institution the main and regular activity of which is to accept deposits
and give loans to its members, also to render simpler bank services. Many Estonian credit unions also
function as insurance intermediaries and enterprise consultants. The Irish co-operative circles have also
considered this kind of additional activities necessary (Ward 2006: 5).

The establishment and operating of union banks is mainly based on the Credit Institutions Act, which
foresees that a credit institution can operate as a public limited company or a co-operative. Thus a union
bank is a credit institution, as compared to the credit union, and from the legislative point of view it has
the same rights and obligation as commercial banks.

The third possibility to operate as a co-operative financial establishment in Estonia is to establish a
financial co-operative operating according to the profit co-operation law, which is in essence an ordinary
profit co-operative. The aim of a financial co-operative is to promote the economic activities of its members,
for which the co-operative takes a loan from its members who have free money surplus (deposits) and
lends it out to members who need loan resources (e.g. apartment associations, agricultural enterprises,
house-owners, small shops, etc.). In essence it is a co-operative, the main activity of which is to mediate
loans. Financial co-operative is not a credit institution or financing institution from the point of view of
the Estonian Savings and Loan Associations Act and thus, for example, depositing in a financial co-
operative cannot be called depositing but borrowing from its members. Financial co-operative cannot transfer
deposits or make payments from the deposit accounts of its members, and for buying and selling foreign
currency a special licence from the Bank of Estonia is necessary.

The operation of a financial co-operative as a co-operative financial institution is still more restricted
than that of credit unions due to certain reasons. For instance, to increase loan resources they have to
render subsidiary services (e.g. bookkeeping and management services, etc.) because usually an ordinary
profit co-operative cannot obtain additional loan resources from external aid coming to the state or trough
the Foundation for Promotion of Estonian Rural Life. Nevertheless, the foundation and successful operation
of a financial co-operative enables to reorganise the financial co-operative into a credit union. The
activities of a financial co-operative help to gain readiness for meeting the confidence standards of credit
unions and train competent personnel. Such a scheme of action may be of benefit for the emergence of
new credit unions.

The Role of Credit Unions in the Development of Agriculture in Estonia

The union banking, i.e. the system of credit unions in rural areas is the basis for the effective financing
of farms and agricultural co-operatives. The reason why the system of rural entrepreneurship based on
commercial banking cannot be considered as effective, lies in the ambition of commercial banks to gain
profit. This in turn means up to 50 times smaller interest rate in depositing (in credit unions 6-10% per
year, in commercial banks 0.2% per year) and more inflexible conditions on taking a loan. Thus the aim
of commercial banks is not to circulate money for the benefit of a certain area, but to gain as big profit
from equity earnings as possible for the owners. In 2005, the owners of commercial banks took 533
million Euros of revenue out of Estonia in dividends (Consolidated Financial Statement of Estonian
Credit Institutions 2006). In case the whole Estonian banking was based on unions, it would mean
considerable increase in the interests of time deposits and more favourable loans. Estonia has positive
historical experience in this sphere from the economic arrangement of the 1930s, when more than 50% of
banking was union based. At that time credit unions operated in every parish of Estonia — altogether 216,
and these were the main sources for financing rural economy (Sorg 2006).

We propose that the contemporary credit union system in Estonia should concentrate on the following
questions:
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e Collecting deposits of farmers and agricultural enterprisers by paying at least 6% of interest per year.

e On the account of collected deposits and other resources giving out favourable loans to farms and
agricultural enterprises.

e Counselling on agricultural enterprises and business activities.

e Assisting in establishing agricultural co-operatives and financing them.

e Promoting collective activities of its region in every way.

The role of credit unions is to manage co-operative money circulation in their region. For starting such
money circulation it is first of all necessary to bring in the deposits of the inhabitants and enterprisers of
the parish as main sources of loan resources. Favourable possibilities for this were established by interest
rate of 6-10% offered by Estonian credit unions. In 2005, 109,000 Estonian families (19%) kept their savings
at home (F-monitor, 2005). The majority of such families live in the countryside. Therefore it is important
to develop trust in country people towards the credit union operating in their parish or region. The main
work in this field must be done by the credit unions themselves through presentations and advertising. Also,
the standards of deposit insurance of credit unions established by law need to be reviewed because these
do not protect deposits kept in credit unions, leaving them unprotected and thus diminishing the liquidity
of credit unions as a whole.

On the account of the deposits involved in the credit union of the region it is possible to start to finance
the activities of the enterprisers of the parish. In the first place it is necessary to give loans to farmers for
spring sowing, obtaining and renewing livestock, building and repairing farm buildings, etc. Nevertheless, a
contemporary credit union should desirably be the ideological centre of the co-operative activities of the
region. For example, when several farmers have the need for taking a loan for the acquisition of agricultural
machinery, the credit union should set a precondition for these farmers to establish a machine co-operative.
The loan for purchasing machinery would not be given to single farmers but via the machine co-operative
they have founded together. The credit union also has to calculate the efficiency of the agriculture of the
region. For example, it should be calculated together with the farmers whether it is more sensible to take
their milk and meat to private dairies and slaughterhouses or whether it would be more profitable to
establish their own dairy society or slaughterhouse. Also, the organization and financing of the joint activities
of the consumers of the parish should be initiated by the credit unions. In the contemporary context it is
also necessary to render consultation services concerning the agricultural subsidies of the government and
the European Union.

In summary, it is possible to build up a functional system of farmers and agricultural enterprisers, initiated
and co-financed by the credit unions, which would be beneficial to both agricultural producers operating
in the parish and local inhabitants as consumers. To bring this into life the joint initiative of local inhabitants
and credit unions is necessary, preceded by active explanation by Estonian co-operative circles.

Conclusions

Estonian society has not yet apprehended the human-centred essence of joint activities based on
private ownership and its possibilities to support the development of statechood. Due to the weakness of
co-operative movement, insufficiency of education concerning co-operation and shortness of knowledge,
the development of co-operation has not been sufficient in recent years. Due to the insufficiently developed
co-operation the Estonian nation loses hundreds of millions of Euros every year. At the same time, there
are possibilities for achieving co-operation in the Estonian society by making use of the forms of co-
operation already existing in the countryside: the co-operative society, societies of producers-farmers,
horticultural and apicultural societies, hobby groups, etc.

Co-operation is the most important means of developing rural life because it helps to use both
economic and intellectual resources purposefully. All in all it can be said that:

e (Co-operation expands investment opportunities. The improvement of production conditions ensures

better quality of products and enhances the possibilities of finding market for the products.

e Co-operation increases the prosperity of country people. Agricultural producers gain extra profit from

processing and marketing.

e Co-operation enables to produce with a lower manufacturing cost and gain more profit.

e By joint marketing, co-operation enables to sell bigger quantities with stable quality.
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Special credit-union system has to start concentrating its attention to the following questions:

e Collecting the deposits of farmers and agricultural enterprisers by paying at least 6% of interest per year.

¢ Giving favourable loans to farms and agricultural enterprisers on the account of collected deposits and
other resources.

e Giving consultations on agricultural enterprises and business activities.

o Assisting the establishment and financing of new agricultural co-operatives.

e Promoting all kinds of co-operation in one’s area.

In summary, it is possible with the initiative and co-financing of credit unions to build up a functional

system of agricultural co-operation that would profit both the agricultural enterprisers of the parish and
local people as consumers. To carry it out the joint initiative of local people and credit unions is needed,
preceded by active explanatory work by co-operative circles. The role of co-operation in Estonian agriculture
is to withstand the monopolising economic circles holding the greater share of agricultural processing

industry.
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Abstract

Agriculture is one of the few sectors of national economy requiring specific state regulated support, as
many farmers and agricultural undertakings lack their own sources to finance investments and subsequently
modernise agricultural production. The shortage of financial means leads to competitive difficulties in
foreign markets. Therefore the article focuses on the study of credit and investment flows in particular
sectors, as the aim of the research is to identify the potentialities of credits, credit guarantees and investment,
and to evaluate their flows in the promotion of the development of agriculture, forestry, food production,
and alternative rural entrepreneurship. The analysis is done for the period between the mid 90’s and 2005.
The research concludes that several factors, like new and efficient machinery and other equipment purchased
by means of credits could facilitate the growth of the mentioned sectors; however, the amount of credits
available under targeted crediting programmes is still insufficient.

Key words: Agriculture, rural development, financial support, credits, guarantees, investment.

Introduction

Latvia has experienced the collapse of industrial sector that was distorted during the fifty years of the
Soviet regime; therefore the process of restoring traditional agriculture and rural regions is complicated
and painful. In order to ensure a successful transition to innovative development, it is necessary to
provide more support to Latvian rural enterprises that are seeking to modernize their technology, by
attracting more investments and facilitating loan facilities.

During recent years, the situation in agriculture has changed significantly and these changes are closely
connected with the integration of the agrarian sector within the common European market. Consequently,
issues like the increase of competitiveness of production made by farmers and rural entrepreneurs in local
and foreign markets; the attraction of foreign long-term investments in the form of credits or co-financing;
efficient use of financial resources currently available; as well as complete use of the means provided by
the legislation of the Republic of Latvia for the indirect support of entrepreneurs have become outstanding.

In compliance with the purpose of the law “On Agriculture and Rural Development” adopted by the
Parliament of the Republic of Latvia on April 7, 2004 it is envisaged to provide a legal basis for agricultural
development and to specify sustainable agricultural and rural development policy in accordance with the
Common Agricultural Policy and the Common Fisheries Policy of the European Union. The law determines,
however does not provide, ways for the achievement of the policy:

1) the fundamental principles for the implementation of the agricultural and rural development policy,

which include the observance of specific regional features; and state and foreign investments;

2) the methods of implementation of the agricultural and rural development policy, alongside with

other measures including state aid, the European Union support, and credit policy (Lauksaimniecibas
un lauku attistibas likums, 2004).

Both resources from the national budget and foreign support or co-financing from different programmes
and targeted investment, as well as private capital is used to cover the needs for the achievement of
agricultural and rural development in Latvia.

There are several studies and research done on several aspects of crediting and investing in agricultural and
related sectors in Latvia and other EU new member states (Jasjko D., 2000; Kotane 1., 2003; Makutenas V.,
Makuteniene D., 2004; Maziire G., 2000, 2002; Ohvril T., 2003; Spogis K., Strikis V., 2002; Saktina D.,
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2005; Jakusonoka 1., 2001; Naujokiene R., 1999; Danilowska A., 2002; Nurmet M. 1999; Paarts V. 1999;
Stanikunas D., 1999), yet they look upon the problem from different aspect. The present research focuses
on the particular analysis of the dynamics and amount of financing received in agricultural and rural
sectors, therefore the hypothesis of the study: financial support for agriculture and rural support increases,
yet it is insufficient due to a small number of crediting programmes. The aim of the research is to identify
the potentialities of credits, credit guarantees and investment, and to evaluate their flows in the promotion
of the development of agriculture, forestry, food production and alternative rural entrepreneurship.

The research comprises the development of the following tasks:

1) identification of credit resources envisaged for agricultural and rural development;

2) evaluation of agricultural and rural development crediting programmes;

3) estimation of the results of credits guarantees provided to rural entrepreneurs.

The information compiled by the Ministry of Agriculture, the Central Statistical Bureau of Latvia, the
legislation of the Republic of Latvia, materials of the Mortgage and Land Bank, the Rural Development
Fund, the Association of Latvia Commercial banks, scientific publications and other materials have been
used for the purpose of the study.

The research is mainly based on the monographic descriptive method, as well as the methods of analysis
and syntheses are used to study the problem elements and synthesize coherencies or formulate regularities.

Results and discussion

Development of Credit Market of Agriculture and Rural Entrepreneurship

The credit market of agriculture and rural entrepreneurship in Latvia has been basically initiated and
developed through the resources allocated by international financial institutions. The first loans allocated
by international organizations and received already in December 1991 were followed by agricultural
credits disbursed in 1992 and G-24 loan allocated by the International Monetary Fund and the European
Union. These credits were aimed at stabilization of the balance of payments, development of production in
agriculture and private sector. Next from 1994 to 2001 crediting of the agrarian sector has been implemented
under the credit lines approved by the International Bank for Reconstruction and Development, i.e., the
farmers and rural entrepreneurs received loans through the Agricultural Development Project and Rural
Development Project credit lines.
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Figure 1. The dynamics of the balance of credits disbursed to the agrarian
sector of Latvia and its share in the general credit portfolio within 1994 — 2005

Source: the Association of Latvia Commercial banks (1994-2005)
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The Association of Latvia Commercial banks has started to compile the information on the breakdown
of credits disbursed to domestic enterprises in the sectors of national economy only from 1994. Therefore,
this year was assumed as the base year for the analysis of the agrarian credit market. In 1994, the credit
balance of the agricultural enterprises in the commercial banks of Latvia was LVL 28.3 million (Figure 1).

The radical changes and fluctuations shown in Figure 1 give the basis for several conclusions and
estimations:

both the amount of credit balance and the share of credits disbursed to the agrarian sector in the
general credit portfolio has radically decreased during the first years of the period analysed. The
financial crisis started in the spring of 1995 and the following measures of the Bank of Latvia
restricting and reprieving the activities of several commercial banks explain the reduction. During
1995 and 1996, the banks practically ceased granting of credits, and passed over to other sources of
income. The credit market was experiencing a marked stagnancy, since the amount of disbursed
credits practically did not increase up to the end of 1996;

radical changes were observed starting from 1997 and the amount of credit balance disbursed to the
agrarian sector has consistently continued to grow for the following years; and in 1998 the share of
agrarian credit balance increased simultaneously with the growth of the balance of credits disbursed
to the agrarian sector. The state financial support to the agriculture initiated in 1998 explains the growth
of the figures. This support helped the agrarian sector to regain the financial trust and consequently
the banks came at a more active crediting of the sector;

within 1999 - 2001 the two figures have changed in antipodal directions — the share of credit balance
in the general credit portfolio rapidly decreases with a consistent and significant growth of the
amount of the balance of credits disbursed to the agrarian sector. The main reason for the unfavourable
situation is a sharp increase of the share of credits disbursed to other sectors of national economy;
during the period analysed the share of the agrarian credit portfolio in the general credit portfolio
has decreased from 8.5% in 1994 to 5.7% in 2005. The share of agrarian credits has fallen regardless of
the fact that the amount of credits being at disposal of commercial banks increases with every year.
within the couple of recent years the amount of credit balance has consistently grown, which is
mainly impacted by the improvement of the economic situation in the country and accession to the EU.

The analysis of the absolute dynamics on the balance of disbursed credits also evidences the comparatively
radical fluctuations in crediting of the agrarian sector (Figure 2).
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Figure 2. The absolute dynamics of credits disbursed
to the agricultural sector within 1994 — 2005, LVL million

Source: Calculations according to the Association of Latvia Commercial banks (1994-2005)

The largest absolute increase of the row was observed in 2004, when the amount of credits has increased
by LVL 60.4 million in comparison with the previous period.
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The establishment of a non-profit state joint stock company “Rural Development Fund” in 1994 was
another factor leaving a significant impact on active involvement of the banks in agricultural and rural
crediting. The objective of the fund is to guarantee the repayment of credits disbursed to the farmers having
insufficient collateral securities.

The largest absolute increase of the base of disbursed credit balance was observed at the end of the period
analysed — in 2005, when the amount of credit balance has increased almost 7 times in comparison with
the base year and has amounted to LVL 208.5 million.

Agricultural and rural entrepreneurship crediting programmes in Latvia

The Ministry of Agriculture in cooperation with the Latvia Mortgage and Land Bank has elaborated
programmes of special purpose crediting to enhance the attraction of capital for agriculture and rural
entrepreneurship. In 2001 and 2002, the government of the Republic of Latvia accepted these programmes
and envisaged the financing for the programmes from the state principal budget.

Long-term Investment Crediting Programme of Agriculture

The Long-term Investment Crediting Programme of Agriculture (Investment Programme) was approved
by the decision No 48 of the Cabinet, the Republic of Latvia on October 9, 2001. The programme was
initiated in April, 2000 after the signing of the contract between the Ministry of Agriculture and the state
joint stock company “Latvia Mortgage and Land Bank” (LMLB).

The total disbursement of the programme amounts to LVL 24 million. Therefore, in 2001 LVL 8
million increased the equity capital of the state joint stock company “Latvia Mortgage and Land Bank”.
The government allocated the financing through the capitalization of the World Bank loan. The rest of the
funding amounting to LVL 16 million was credit resources attracted by the bank itself.

The main objective of the programme is to promote the establishment of sustainable and competitive
farms in capital capacious sectors of agriculture. The programme aims to achieve the set objective through:

o the establishment of a long-term financial offer acceptable to rural farmers;

e the promotion of positive structural changes and acceleration of attraction of investments for the

establishment of an optimum size farms;

e the promotion of increase of the competitiveness of rural farms;

o the reduction of agricultural maintenance costs in the future;

o the establishment of conditions for more valuable use of the European Union agricultural support

programmes after the accession to the EU;

e the reduction of social strain in rural areas caused by incapability of small or medium-scale farmers

to attract financing for the development of agricultural production (Lauksaimniecibas ilgtermina investiciju
kreditéSanas programma, 2001).

The Long-term Investment Crediting Programme of Agriculture is envisaged only for the producers of
agricultural produce in Latvia and cooperative societies providing agricultural services. The financial objective
and mission of the programme is to provide the farmers of Latvia with cheaper credit resources for long-
term investments — loans with the repayment period up to 20 years and annual lending rate of 7%.

Since initially the actual lending rate exceeded 7%, the Ministry of Agriculture decompensate the existing
difference of interest rate using the agricultural subsidy resources. At the end of 2002, the lending rate fell
below the limit of 7% and there was no need for further additional compensations. Starting from June 2003,
farmers might receive long-term investment loans with the annual lending rate of 6.8%, but from January 2005,
the annual lending rate is 4% for the farmers engaged in biological agriculture, and agricultural cooperatives;
and 5% for other farmers.

The following projects are eligible for financing under the programme: buildings under construction for
the production of agricultural produce and buildings of hydro-technical structures for licensed entrepreneurship in
fishery; reconstruction of agricultural production units, and technological equipment, including the procurement
of land used for agriculture; investments in water and energy supply equipment; and development of rural
infrastructure.
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The programme does not envisage the financing for the purchase of livestock, construction of hydro-
stations, building and reconstruction of non-agricultural structures, as well as the purchase of mobile
agricultural machinery necessary for outdoor activities. The criteria for loan eligibility are selected to
stipulate the formation of larger-scale farms and also to support financially greater number of farmers,
therefore the financial amounts for projects under crediting were restricted in the range from LVL 5 000
up to LVL 200 000 (Lauksaimniecibas ilgtermina investiciju kredit€Sanas programma, 2001).

On January 1, 2006 totally 338 loans for the amount of LVL 11.63 million were allocated. The
average lending period is 8.7 years and the average size of loan is LVL 34 thousand. The largest share of
loans constituting 45.4% has been approved for the development of the main priority sector in Latvia —
dairy farming (construction and reconstruction of cattle-sheds, purchase of milking units). Such a solution
may be considered as a success and logic action. Also farmers cultivating grain have been very active, as
22.7% of the total amount of loans has been approved to this sector (construction and reconstruction of
grain drying-kilns and storage houses).
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Figure 3. The structural breakdown by sectors of loans approved under
the Long-term Investment Crediting Programme of Agriculture between 2002 and 2005

Source: Latvia Mortgage and Land Bank and the Ministry of Agriculture of the Republic of Latvia (2002 - 2005)

According to Figure 3, which includes the results of the research on the structural breakdown of loans,
it is seen that agricultural services constitute very small share, however it could be a quite profitable type
of income providing services to those small and medium-sized farmers who cannot afford credits for the
procurement of technological equipment and machinery. Unfortunately, due to the small amounts of loans
it is difficult to assess the interest of farmers.

Programme for Crediting the Procurement of Land Used for Agriculture

The issue for the re-establishment of the title to land has been the primary aspect of the land policy in Latvia
so far. The land reform has resulted in such a topical issue as a rational use of land used for agriculture.
Therefore the Ministry of Agriculture elaborated the Programme for Crediting the Procurement of Land
Used for Agriculture (Land Programme) under which the state joint stock company “Latvia Mortgage and
Land Bank” opened the credit line for the amount of LVL 1.5 million, later the credit line was expanded.
Land Programme was started in 2002 and finished its functioning at the end of 2005, because the total
credit amount of LVL 9 million was used. Within the Land Programme, farmers might receive long-term
loans (with repayment term of 20 years) with the annual lending rate of 4% for the procurement of land used
for agriculture. Since the existing market lending rates were higher than 4%, the Ministry of Agriculture
covered the rate difference from the agricultural subsidy resources.
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The programme had the following objectives:

1) to launch the functioning of efficient market of land used for agriculture;

2) to enable the development of competitive production areas and land consolidation in compliance
with the EU standards;

3) to promote efficient management of land used for agriculture (Lauksaimnieciba izmantojamas zemes
iegades krediteésanas programma, 2002).

On January 1, 2006 totally 545 loans for the total amount of LVL 7.8 million have been disbursed with
the average price of land 264 LVL/ha. The programme has ensured the investment of loans into the procurement
of land necessary for the expansion of the priority agricultural spheres — dairy farming, grain production
and vegetable growing.
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Figure 4. The amount of loans allocated under the Long-term Investment
Crediting Programme of Agriculture and Programme for Crediting the Procurement
of Land Used for Agriculture between 2002 and 2005

Source: Latvia Mortgage and Land Bank and the Ministry of Agriculture of the Republic of Latvia (2002 - 2005)

According to Figure 4, the year 2003 has been the year of the change, when the activity of both
programmes has diminished, mainly due to uncertainty related with the expected accession to the EU. The
situation has changed from 2004, due to the receipt of the EU area payments and the resulted unstable
relations between the farmers and landowners from whom the land is leased. Uncertainty on the possible
future actions of landowners forced the farmers to search for solutions to become the owners of land
themselves thus ensuring further production and existence potential.

Programme for the Development of Non-agricultural Entrepreneurship

The Cabinet approved the Programme for the Development of Non-agricultural Entrepreneurship at
the end of 2002, which means that actually, the implementation of the programme was started and it was
finished also in 2003. The general objective of the programme was the promotion of the rural economic
development, supporting non-agricultural entrepreneurship, improving the rural infrastructure, perfecting
the rural scenery according to the business needs and observing the requirements for environmental
protection. The programme had the following tasks:

1) to facilitate the receipt of financial support for the start and development of non-agricultural business

in rural areas, thus solving of rural population employment problems and increase of income are promoted;

2) to promote the development and livening of rural population incentive to enhance the participation

of economically non-active rural inhabitants into the rural entrepreneurship (Nelauksaimnieciskas
uznéméejdarbibas attistibas programma, 2003).
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The total financing of the programme was LVL 5.2 million and it was completely disbursed in 2003.

The programme envisaged a significant reduction of rural unemployment (by 9%), increase of income
per one household member (in average by 2%) and possibility that 0.3% of natural farms started commercial
activities (Lauksaimniecibas gada zinojums, 2003). The target territory of the programme included the
whole territory of Latvia, except for the largest seven towns and regional centres having no status of the
region of special support. The largest share of loans and grants were approved to the sector of tourism and
recreation, as well as for the development of woodworking (LMLB, 2003).

Credit Guaranties for the Rural Farmers

The state joint stock company “Rural Development Fund” established in 1994 because of the decree of
the Cabinet of Ministers is responsible for granting credit guarantees to the farmers and other rural
entrepreneurs of Latvia. The basic objective of the fund is to promote the development of rural areas and
the agrarian economy in Latvia by supporting the increase of the efficiency of agricultural produce, creation
of new jobs in rural areas, as well as the growth of the quality of agricultural produce and exports.

Between May, 1997 and December 31, 2005 the fund granted 2151 credit guarantees for the total amount
of LVL 48.13 million, thus farmers and rural entrepreneurs might receive credits for the amount of LVL
127.07 million (Latvijas lauksaimnieciba un lauki, 2005).

The number of the given guaranties has decreased for amount of 30% compared to 2003 that is related
to the interruption of implementation of the Development Programme of Non-agricultural Entrepreneurship
and the SAPARD programme.

The analysis on the targets of the use of guaranteed credits showed that credits are most often guaranteed
for the procurement of machinery (46.3%), to cover the needs for the working capital (14.1%) and construction
and purchase of equipment (12.3%). Credit guarantees have been granted in the following spheres:
modernization of agricultural technique and equipment, purchase of high value animals, construction of new
production structures and reconstruction of the existing facilities, construction of warehouses for fruit,
vegetable and grain, construction of small hydropower stations, renovation of fur-farming, development of
rural tourism, non-traditional agriculture, fishery and other spheres (Latvijas lauksaimnieciba un lauki, 2005).

Due to refunding of credits, 914 credit guaranties have lost validity for the total amount of LVL 13.82
million. 1257 credit guaranties for the amount of LVL 22.66 million were in force on 1 January 2006.

Table 1
Credit guaranties granted by the state joint-stock company
“Rural Development Fund” between 1997 and 2005

Number of Amount of z;llocated Amount of received credits

guarantees ( th%‘:g;?:; ie\le) (thousand LVL)
1997 55 489 1567
1998 108 1266 4 615
1999 94 593 2286
2000 53 518 1709
2001 156 1 968 3 848
2002 307 6 046 15 002
2003 618 15215 33 288
2004 423 12 086 34 024
2005 337 9952 30 732

1997-2005 2151 48 134 127 071

Source: Rural Development Fund (1997-2005)

In 2005, the Fund has ensured the guaranties for all the credit guaranties requested by the banks for the
rural entrepreneurs that complied with the provisions of the Fund for guaranteeing loans. The credit
guaranties of the Fund ensured the possibility for the rural entrepreneurs to acquire the funding of the
SAPARD Programme, as well as contributed to up taking of the financing of the EU Structural Funds.
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According to Latvia State Institute of Agrarian Economics (Jasjko D., 2000; etc.), the possibilities of
the farmers to participate in the financing of investment projects are restricted and insufficient, to ensure
the competitiveness of the farmers of Latvia with the EU entrepreneurs after the joining the EU. The
amounts of foreign investment funded into the equity capitals of agrarian and forest enterprises are small
in comparison with the investment stock in food and wood production enterprises. The estimation of the
sectors gives the basis for the conclusion that the food and drinks production enterprises have received the
greatest amount of foreign investments, comprising 47.4% on 31 December 2005, in comparison with the
agrarian enterprises where the corresponding figure is only 8.44% of total amount of foreign investments
in the sectors analysed. If the amount of accrued foreign investments in the sectors analysed is compared
to the amount of accrued investments in all the sectors of national economy, it may be concluded that this
share is relatively small. Positive changes start with the year 2001, when the share of accrued foreign
investments in the sectors analysed versus the total amount of accrued investments in the national economy
of Latvia has increased, yet excluding 2004 (Investments in Latvia, 2000-2005).

The EU entrepreneurs mainly invest the capital into the enterprises producing food and drinks. But the
CIS entrepreneurs invest the majority of the capital into timber industry, while the resources from the
investors representing the continent of America are invested both into food and timber industries. The
assessment of general tendencies shows that the enterprises manufacturing export-worthy goods are
attractive to foreign investors and thus they receive the majority of investments (Investments in Latvia,
2000-2005).

Conclusions

1. Since fragmented and unspecialised management hinders agricultural production to meet the EU standards
and impedes the supply of agricultural produce for processing industry, it is necessary to allocate
financial support for agriculture to improve the efficiency of agricultural production and promote the
development of commercial and competitive farms resulting in a growth of farm income level and economic
and social welfare of farmers.

2. The Long-term Investment Crediting Programme of Agriculture and the Programme for Crediting the
Procurement of Land Used for Agriculture have created the possibility for farmers to receive loans for
economically more advantageous reduced lending rates.

3. The largest share of loans under the Long-term Investment Crediting Programme of Agriculture
constituting ca. 46% has been disbursed for the financing of dairy-farming projects, as the main priority
agricultural sector of Latvia.

4. The credit guarantees granted by the state JSC “Rural Development Fund” have most often been used
to obtain credit for the procurement of new highly efficient machinery. The procurement was facilitated
by the state program of subsidies for the development of agricultural production and technological
modernization.

5. Several factors, like the state macroeconomic stability, level of produced assets, load of the present
capacities and compliance with modern technologies and other factors, explain the recently increasing
amount of financial resources and consequently investments into agricultural and rural sectors.
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Abstract

The main objective of the paper is to answer the question of an effective and objective-oriented budget
allocation for the agri-environmental programmes in Poland. Poland is since May 2004 a new EU member
state and has little experience in decision-making in agri-environmental policy. As political decisions in
terms of agri-environmental policy are taken on the national level by the Ministry of Agriculture and Rural
Development, there is no possibility for regional actors to participate in the decision-making process.
Regional actors, however, can estimate regional priorities considering economic, environmental and social
conditions. To consider regional preferences agricultural experts, agri-environmental advisors and farmers
were interviewed in the region Podkarpackie in South-eastern Poland. They assessed the importance of
the respective agri-environmental measures with regard to the given objectives. The estimated objective
coefficients were used in a linear programming approach according to Kirschke and Jechlitschka (2002)
in order to calculate an effective budget allocation. Using linear programming, we discuss in this paper
how regional preferences would guide budget allocation while considering environmental objectives.

Keywords: Agri-environmental policy; environmental objectives; budget allocation; linear programming;
Poland

Problem setting and objectives of the study

The agri-environmental measures in Poland are planned and monitored by the Ministry of Agriculture
and Rural Development and the Agency for Restructuring and Modernization of Agriculture. Therefore
there is no possibility for farmers or regional actors to participate in the decision-making process. This,
however, is necessary to consider regional preferences regarding environmental objectives in agriculture
to better and more effectively implement political instruments, which is important due to differentiated
natural and farming conditions in different regions of the country. This again results in different objectives
in rural areas in every region of the country and different environmental priorities.

The aim of the paper is thus, to:

— analyse the agri-environmental policy in Poland,

— define the problems regarding financing issues,

— define the objective function for the agri-environmental measures,

— calculate an optimal and objective-oriented budget allocation from a regional perspective,

— discuss the importance of regional preferences for an objective-oriented budget allocation.

The paper is structured as follows: the first chapter gives an overview of the agri-environmental policy
in Poland. Next, a case study, data and the methodical approach are depicted. In the following chapter
results are discussed. Finally, conclusions for an interactive decision-making process in the agri-environmental
policy are drawn.
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Agri-environmental policy in Poland

The agri-environmental policy in Poland is implemented since the accession to the EU in May 2004
according to the EU regulation 1257/99 (Europidische Kommission, 1999). Since then, the agri-environmental
policy is obligatory for creating policies for rural areas.

The first measures to protect natural resources in agriculture in Poland were, however, established in
1990 with the ,,National Environmental Policy” (Ministry of Environmental Protection, Natural Resources
and Forestry, 1991). The agri-environmental measures planned for the pre-accession phase with the
Programme SAPARD (Special Accession Programme for Agriculture and Rural Development) were not
realised due to political strategy changes and missing legal rules (Ministerstwo Rolnictwa i Rozwoju Wsi,
2002). The first successfully implemented agri-environmental measures were conducted in 2000 and 2001
with the EU project Phare99. After Poland’s accession to the EU, the financing and formation of agri-
environmental measures is based on the National Agri-Environmental Programme, which is an integral part
of the “Plan for Development of Rural Areas” (PROW - Plan Rozwoju Obszarow Wiejskich). The measures
implemented with the National Agri-Environmental Programme 2004-2006 are as follows: ‘Sustainable
agriculture’, ‘Organic farming’, ‘Extensive meadow farming’, ‘Extensive pasture farming’, ‘Ground and water
protection’, ‘Puffer zones’, and ‘Domestic farm animal species’. The main objectives of the programme
are: ‘Protection of natural resources’, ‘Conservation of biodiversity’, and ‘Protection of cultural landscape
in rural areas’.

As agri-environmental measures are new in Poland, there is little experience in evaluating the new
policy. Problematic is also, how the preferences should be set to achieve the environmental objectives in a
best possible way. The question of an efficient agri-environmental policy and an objective-oriented budget
allocation considering regional preferences is, therefore, of a great importance.

Methodical approach and data

The analysis is based on a case study conducted in the region Podkarpackie in South-eastern Poland.
In this study, 8 agricultural experts, 21 agri-environmental advisors and 100 farmers were interviewed. They
assessed the importance of the respective agri-environmental measures with regard to environmental
objectives in agriculture by means of the AHP-approach (Analytic Hierarchy Process). The estimated
coefficients were used in a linear programming approach according to Kirschke and Jechlitschka (2002,
2004, 2005) in order to calculate the effective budget allocation from the point of view of different actor
groups.

The voivodship Podkarpackie in South-eastern Poland was chosen for the analysis due to its specific
environmental and economical conditions. The voivodship is characterised by a large number of valuable
natural resources and protected areas. The employment share in agriculture amounts to about 47% (Podkarpacki
Urzad Wojewodzki, 2004) and the size of agricultural farms equals to 3,5 ha on average (Dmochowska,
2003). Considering these aspects, the voivodship seems to be a good example to analyse questions of
budget allocation with regard to the objectives of environmental protection in agriculture.

The interviewed actors in the voivodship assessed the importance of the respective agri-environmental
measures using a hierarchical additive weighting method - the AHP-approach according to Saaty (1990).
The assessment was based on a pair wise comparison between each of two measures with regard to each
analysed objective: ‘Protection of natural resources’, ‘Conservation of biodiversity’, and ‘Protection of cultural
landscape’. Using the consistency ratio, the validity of the estimated objective coefficients was confirmed.

The estimated coefficients were used in a linear programming model according to Kirschke and
Jechlitschka (2002, 2004, 2005). The linear programming approach is an instrument to support political
decision-making. To estimate an objective-oriented budget allocation in the region Podkarpackie we
define the objective function as a weighted sum of two objectives: ‘Protection of natural resources’ and
‘Conservation of biodiversity’. Both objectives were defined as a product of budget expenditures for the
respective agri-environmental measures and objective coefficients estimated by regional actors. The third
objective was included in the model as a restriction. The objective function was maximised under the
given restrictions such as: income losses, available area supported with the given budget and the objective
‘Protection of cultural landscape’. The upper bounds were set to a level of 200% of the budget amount for
the agri-environmental measures applied by farmers, while lower budget bounds were set to zero.
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Provided budget scarcity for agri-environmental policy in Poland an optimal budget allocation from the
regional perspective was calculated.

Results and discussion

The basis for the analysis of an objective-oriented budget allocation was the budget amount applied by
farmers for the agri-environmental measures in 2005. The applied expenditures on agri-environmental
measures in the voivodship Podkarpackie in the analysed time period are displayed in figure 1.
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Figure 1. Expenditures on agri-environmental measures in the voivodship Podkarpackie in 2005

Source: ARIMR, 2006.

Taking into account the objective coefficients by different actors and other restrictions, an optimal
budget allocation for agri-environmental measures was calculated. In this calculation the objective coefficients
for the objective ‘Protection of natural resources’ and ‘Conservation of biodiversity’ were equally weighted
and set to the level of 0,5, respectively, while the objective ‘Protection of cultural landscape’ was not weighted.

A difference to the current allocation considering the assessment of three actor groups is displayed in
figure 2.
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Figure 2. Difference to the current allocation for
the agri-environmental measures from the point of view of regional actors

Source: Own calculation
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The computed optimal results show visible differences in the budget allocation between the respective
agri-environmental measures by the different actor groups. However, the results for agri-environmental
advisors and farmers denote a similarity. This can be explained by the fact that both actor groups know
environmental problems in agriculture from their own experience. According to the results, only in the case of
two measures such as: ‘Sustainable agriculture’ and ‘Organic farming’, conformity in the actor assessments in
terms of budget allocation can be stated. For all other measures the budget allocation is different.

Considering the assessment of agricultural experts, the budget should be extended for financing the measures:
‘Sustainable agriculture’, ‘Extensive pasture farming’, ‘Ground and water protection’, ‘Puffer zones’, and
‘Domestic farm animal species’, and shortened consecutively for the measures: ‘Organic farming’ and ‘Extensive
meadow farming’.

Considering the assessment of agri-environmental advisors and farmers, the budget should be spent on
the measures: ‘Sustainable agriculture’ and ‘Extensive meadow farming’, and shortened simultaneously
for the measures: ‘Organic farming’, ‘Extensive pasture farming’, ‘Ground and water protection’, ‘Puffer zones’
and ‘Domestic farm animal species’.

This calculation indicates the importance of a consideration of different actor groups’ opinions in the
political decision-making process.

An important question while analysing the optimal budget allocation for the respective agri-environ-
mental measures is weighting the objective functions. For this reason the objective weights for the objectives
‘Protection of natural resources’ and ‘Conservation of biodiversity’ were changed stepwise between 0
and 1. As a result, the budget shift between the respective measures was analysed. Additionally, the trade-
off functions between the analysed objectives were calculated for all actor groups. The trade-off functions
show the highest possible values for the objective functions, which can be achieved by different weight
levels for the respective objectives. The trade-off functions are displayed in figure 3:
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Figure 3. Trade-off functions between the objectives
‘Protection of natural resources’ and ‘Conservation of biodiversity’

Source: Own calculation

Comparing the trade-off functions, visible differences between the actor groups can be stated. The
trade-off function for experts shows five optimal solutions in the budget allocation for the respective agri-
environmental measures. In the case of agri-environmental advisors three solutions can be found whereas
for the farmers group only two.

While comparing the trade-off functions for experts and agri-environmental advisors similar numerical
changes in the objective functions values can be stated. The values for the objective function for farmers
are different. However, the evaluation of the changes in the objective function is highly dependent on the
assessment in terms of the analysed objectives.
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The objectives ‘Protection of natural resources’ and ‘Conservation of biodiversity’ have, therefore, a
different importance and can influence budget allocation to a different extent.

Conclusions

The presented analysis shows how to use a linear programming approach to support an interactive
decision-making process. Considering regional preferences and group preferences would influence budget
expenditures, which can be proved by the optimal and objective-oriented allocation different than the current
allocation. According to the results, from the point of view of experts, the financial support for the measures
‘Sustainable agriculture’, ‘Extensive pasture farming’, ‘Ground and water protection’, ‘Puffer zones’ and
‘Domestic farm animal species’ should, under the given conditions, be extended. According to the assessment
of agri-environmental advisors and farmers, the budget should be allocated for the measures ‘Sustainable
agriculture’ and ‘Extensive meadow farming’, and shorted for all other agri-environmental measures.

Weighting objectives ‘Protection of natural resources’ and ‘Conservation of biodiversity’ in different ways
would lead to budget shifts between the respective agri-environmental measures. Moreover, weighting
objectives, in terms of preferences of the interviewed actors, would result in different objectives values
and different trade-off-functions. The presented analysis can be used as an evaluation instrument in the
political decision-making process to improve planning and financing the agri-environmental policy in the
following years.

The analysis underlines the importance of interactive decision-making. Therefore, regional actors
should be engaged to participate in this process to better consider regional priorities, and thereby achieve
an effective and objective-oriented budget allocation.
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Abstract

After 1990 economic conditions in Poland have undergone many changes. Before 1990 food and agri-
policy were subject to Command Economy. System of contractation secured markets for the producers
and provided the latter with goods of limited accessibility.

When the economic system transformation began, the mechanism of free-market economy became the
driving power for economic processes and verified efficiency of management. Consequently it occurred
that individual farms were too weak to face and meet requirements of market economy. Introduction of
free market mechanism resulted in a kind of chain reaction: first it appeared that both quantity and quality
of agri-production had to be adjusted to demand in the market, which caused “market shock” among agri-
producers, who — so far - had not been used to acting in unlimited markets, operating without fixed prices.
Moreover, decreasing chances to sell products, in case of their surplus, were caused by limited abilities of
the State to intervene in the market, because of the State’s insufficient budget. In that situation responsibility
for results of production decisions was entirely transferred onto managers of farms.

Chances of improvement of market position should be seen in the horizontal integration of the functional
type, which consists of creating producer groups. Due to group activity it is possible to gain a lot of
advantages, which are difficult to reach using individual actions.

Agricultural producer groups had already began forming in the beginning of nineties in Poland.
However, just in the year 2000 the first laws were passed, which stipulated the conditions, which should
be fulfilled by co-operating farmers in Launch Internet Explorer Browser.Ink order to apply for public support.

The paper presents conditions that contributed to the development of agri-producer groups in Poland.
The major part of the paper describes legal regulations concerning agri-producer groups and financial support
for agri-producer groups in Poland

Key words: agri-producer group, recognised organisations, preliminary recognised groups, financial
support

Introduction

Efficiency improvement of agricultural production in the circumstances of market competition should
be the aim of agri-producers. In the present economic situation of many farms in Poland, farmers should
endeavour to increase income from production on their farms. One of the ways of overcoming these
difficulties is the undertaking group activities by producers. Farmers’ cooperation helps production and
capital concentration and as a result contributes to structural changes in rural areas.

A single farm’s small production scale requires cooperation of farmers within agri-producer groups,
which enables them to increase their market strength and become partners for consumers of agricultural
products.

Consumers’ expectations are connected mainly with quality, quantity and homogeneity of a batch, a
way of preparing it for commerce, supplies’ continuity, and price stability of raw materials.

Transformation, which is taking place in the food processing industry and commerce as well as a
necessity of coping with increasing competition, enforce changes in the way of operation of consumers as
well as producers of agricultural products. Everyone must fulfil final consumer’s expectations.
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Agri-producer groups fulfil a lot of important functions. Mostly they realise following tasks':

e production planning and adjusting to demand with regard to assortment, quantity and quality,

e supply concentration, which is an answer for occurring demand concentration,

¢ building market connections (a group - processing industry — commerce), which help supply planning
and stability as well as price stability,

e advantages for consumers in form of homogeneous products of good quality, well packed and marked.

Along with demand concentration, which is observed in Poland, supply concentration must take place.
The place of many intermediaries operating now should be taken over by agri-producer groups and their
associations. Currently there are many super- and hypermarket chains, which are supplied by logistic
centres, where agri-producer groups are direct suppliers. Organization of farmers producing for market into
groups, and creation of intermediary organisations gathering agri-producer groups and their associations
and entrepreneurs conducting commercial or processing activities will allow to adjust production, processing
and commerce. Introduction of these pro-market changes in agriculture demands time and resources as
well as system and durable solutions in state agricultural policy.

1. Legal regulations concerning agri-producer groups in Poland

The legal act, which stipulates conditions of establishment and functioning of agri-producer groups in
Poland is the law dated 15 September 2000 on groups of agricultural producers and their unions.

This law does not introduce a new organisational and legal form (agri-producer groups) but only
determines conditions which must be fulfilled by farmers co-operating with each other in order to be able
to apply for financial support from public resources. The term “agri-producer groups” used in the law
does not mean any legal form but regards an organisation, whose main aim is to introduce products from
their members’ farms on a market. Natural persons and legal persons holding a farm can be members of a
group.

Agri-producer groups operate as entrepreneurs with legal personality under following circumstances:

¢ have been established by producers of one product or a group of products (a list of products or a groups

of products for which there is a possibility to establish agri-producer groups is included in an annex
to the regulation of the Minister of Agriculture and Rural Development dated 3 February 2005)

e operate on the base of a statute or an agreement (a charter)

e consist of members, stakeholders or shareholders (none of them can have more than 20% of shares

on a general meeting or shareholders’ meeting)

e revenue from sale of products or groups of products produced on members’ farms represents more

than a half of group’s revenue from sale of products or groups of products, for which it was established;

e determine rules for group’s members concerning quality and quantity of products provided for by a

group and ways of preparing products for sale.

A necessary condition, which must be fulfilled if a group wants to be an organisation registered by
voivod, because only this kind can use financial support, is having legal personality. That is why farmers
must choose legal forms which are within the bounds of Polish law and have legal personality like a
cooperative, limited company, public limited company, an association, etc.

Common organisation of agricultural markets involves common organisation of market in fresh fruit
and vegetable as well as common organisation of market in processed fruit and vegetable. Community
fresh fruit and vegetable market and processed fruit and vegetable market are regulated by separate acts
of European law, which foresee various support instruments for them.

Issues of fresh fruit and vegetable market organisation in Poland are regulated by the law dated 19
December 2003 on organisation of fruit and vegetable market, hop market, tobacco market dried fodder®

' M. Lemanowicz, Organisations and agi-producer groups as a chance for improvement of Polish agriculture
competitiveness, Warsaw Agricultural University Press SGGW, Warsaw 2005, p. §9.

? Journal of Laws of 2000, No. 88, item 983.

® Journal of Laws of 2003, No. 223, item 2221.
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market and issues of processed fruit and vegetable by the law dated 19 February 2004 on organisation of
processed fruit and vegetable market.”

Following entities can apply for financial support regarding common organisation of markets in fruit
and vegetable:

e preliminary recognised groups of fruit and vegetable producers and their associations,

e recognised organisations of fruit and vegetable producers and their associations.

The status of preliminary recognition and recognition is afforded by way of administrative decision
based on criteria of preliminary recognition and recognition according to EU legislation.

The minimum value of products sale is 50 thousand euro for preliminary recognised producer groups
and 100 thousand euro for recognised producer organisations.

Of course groups, which do not want to benefit from support, do not have to fulfil the above-mentioned
criteria of recognition.

Moreover, issues of organisation and financial support for fruit and vegetable producer groups directed
for processing is regulated by the law dated 19 February 2004 on organisation of processed fruit and
vegetable market.”

2. Characteristic of financial support instruments
provided to agri-producer groups as well as organisations
and fruit and vegetable producer groups

2.1. Financial support for agricultural producer groups

Groups registered based on the law dated 15 September on groups of agricultural producers and their
unions are allowed to apply for financial support from public resources. Support for groups registered
before 1 May 2004 is provided from the state budget but financial support for groups registered after 1
May 2004 is provided within Rural Development Plan (RDP).

Financial aid is provided to establish and support the administrative operation of agri-producer groups,
during the first five years after voivod has delivered an opinion on the fulfilment of requirements
determined in the law by a group. Financial aid for an agri-producer group for consecutive years is 5%,
4%, 3%, 2%, 1% of documented net income from sale of products, for which a group was established and
for products produced on their members’ farms. Concurrently this aid cannot exceed the cost of group
establishment and annual cost of its administrative operation.

Moreover agri-producer groups can apply for preferential credits. A credit can be allocated for realisation
of undertakings which can involve inter alia:

e purchase, modernisation, adaptation and building of farm buildings,
purchase and assemblage of machines and devices,
purchase of basic herd,
purchase of tractors, trucks, delivery vans, specialised vehicles,
purchase of machines and devices used for: slaughter, refrigeration or freezing of meat, drying of
tobacco leaves, hop drying,

e purchase of necessary equipment for premises located on the area of agricultural stock exchanges or
wholesale markets, where a group handles wholesale sale and financing fees for the use of these
premises,

e and a lot of others.

The amount of credit cannot exceed 70% of the value of capital spending on undertakings realised by
an agri-producer group but not more than 8 million zl or not more than 16 million zl for meat processing.

* Journal of Laws of 2004, No. 62, item 572.
> Journal of Laws of 2004, No. 62, item 572.
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2.2. Financial support for recognised organisations of fruit and vegetable producers

Financial support for recognised organisations of fruit and vegetable producers includes:

e co-financing of the operational fund for realisation of operational programme,

e recompense for not delivering fruit and vegetable for sale, which is a kind of interventional activity
on fruit and vegetable market.

Financial aid through co-financing of the operational fund is granted for activities realised by producer
organisation for achieving aims determined in the operational programme. These aims can be:

e decrease in production costs of fruit and vegetable;

e increase in fruit and vegetable quality;

e production and supply adjustment to market needs and requirements;

e implementation of production methods safe for environment.

The operational fund is established from contributions of producer organisation’s members and financial
support gained from the budget of the European Union and is determined for every year of the operational
programme’s implementation

The amount of financial aid granted for establishment of the operational fund is equal to value of
contributions paid by an organisation’s members but cannot exceed:

e 4.1% of value of sold products that were produced by members of producer organisation and sold

by its intermediary as well as

e 50% of spending accepted or actually spent on the operational programme realisation, whichever amount

is lower.

Financial support in form of financial recompense for not delivering fruit and vegetable for sale is paid
for every tonne of fruit and vegetable not delivered for sale. In Polish conditions especially tomatoes,
cauliflowers, apples and pears are entitled to financial recompense for not delivering fruit and vegetable
for sale.

2.3. Financial support for preliminary recognised groups of fruit and vegetable producers

Support is granted for a producer group in order to help it reach the status of recognised producer organisation.
Financial aid is granted for:
e covering costs connected with producer group establishment and conducting administrative operation,
e covering part of qualified investment costs included in an accepted plan of reaching recognition, for
which a credit was taken.

Common organisation of market in processed fruit and vegetable includes also financial support
granted for recognised or preliminary recognised producer organisations for delivering fruit and vegetable
(tomatoes, peaches or pears) for processing.

Financial support is granted for organisations or fruit and vegetable producer groups, which realised
deliveries of tomatoes for processing from 15 June to 15 November of relevant economic year. Support is
paid for a tonne of delivered raw material for processing.

3. Support for producer groups within the scope of
Agency for Restructuring and Modernization of Agriculture

Agency for Restructuring and Modernization of Agriculture (ARMA) is a governmental organisation,
which was established in 1994. The aim of ARMA is to support activities in field of agricultural and rural
development. The Agency deals with implementation of instruments co-financed by the budget of the European
Union and grants support from national resources.

The Agency supports development of producer groups from 2002 within national aid. After Polish
accession to the EU and involvement in Common Agricultural Policy support for agricultural producers
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was widened within the framework of Rural Development Plan 2004-2006 and Common Organisation of
Market in Fruit and Vegetable. Support in above-mentioned fields will be continued in the new programming
period from 2007-2013.

3.1. National support

1. Credit for investment undertakings realisation in agricultural and food processing and services
for agriculture by producer groups - GP

Credit line GP with the ARMA’s interest rate support was started in 2002. Producer groups recognised
as entrepreneurs with legal personality with regards to its premise and activity by voivod’s decision on
registration in relevant a group register can apply for this credit. The preparation of a plan for investment
undertaking and a positive opinion of the Agricultural Advisory Centre (AAC) are prerequisites for obtaining
the credit.

Table 1
The number of credits within GP line in the years 2002-2006
Year Number of credits
2002 1
2003 7
2004 10
2005 7
2006 (till 31 August 2006) -
Total 25

Source: Department of National Support, ARMA.

2. Support for agi-producer groups
Financial aid for agi-producer groups was started in 2002 for establishment and support of administrative
operation. Support is directed to groups registered by voivods till 30April 2004, for the first five years
from the date of an administrative decision stating fulfilment of requirements determined in the law for a
group.
Table 2
Realisation of financial support for agi-producer groups

Year Number of agi-producer groups
provided with support
2002-2003 31
2004 61
2005 49
2006 (till 31 August 2006) 37
Total 178

Source: ARMA'’s report 2005.

In the years 2002-2005 ARMA paid support worth 10 million zt (about 2,5 millio Euro) within this
instrument.

From the beginning of 2006 till 31 August 2006 nearly 2 million were paid for 37 groups realising
51.6% of expense plan of resources granted for this aim in 2006 (including 88.8% of liabilities from the
previous year).

3.2. Rural Development Plan 2004-2006

One of the supportive measures of RDP 2004-2006 co-financed by the European Agricultural Guidance
and Guarantee Fund is a measure “Agri-producer groups”, which was started on 15 December 2004.
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Support is granted for establishment and administrative costs of agri-producer groups operation during the
period of five years from group establishment. Financial support is realised in form of annual payments
during the period of five years from date of delivering decision on group registration.

By 31 July 2006 registered producer groups submitted in all 55 applications for support and 33
applications for payments. ARMA delivered 26 decisions on granting payments and realised payments
worth 4.5 million zl (about 1.125 million euro). According to principles of RDP 2004-2006 support for
172 agri-producer groups was planned, which indicates that there is still significant aloofness from farmers
towards establishment and participation in producer groups.

3.3. Financial support within Common Organisation of Markets in Fruit and Vegetable

Common organisation of markets in fruit and vegetable includes market in fresh fruit and vegetable as
well as market in processed fruit and vegetable. Financial support is granted for recognised fruit and
vegetable producer organisations and preliminary recognised fruit and vegetable producer organisations.

On 31 July 2006 there were 7 fruit and vegetable producer organisations which had the status of
recognised producer organisation and 54 fruit and vegetable producer organisations gained the status of
preliminary recognized group.

+ Financial support for fruit and vegetable producer organisations for co-financing of the operational

fund

By 31 July 2006, 20 applications for granting financial aid for co-financing of the operational fund
were submitted and payments worth 1 million zt (250 000 Euro) were realised.

¢ Financial aid for preliminary recognised fruit and vegetable producers

By 31 July 2006, 77 preliminary recognised fruit and vegetable producer groups submitted applications
for granting financial aid for covering costs connected with producer group establishment and conducting
administrative operation. The Agency realised payments totally worth 3,8 million zl (about 950 000 euro).

¢ Financial aid for producer groups by virtue of delivering tomatoes for processing

In the economic year 2005/2006, 25 applications for granting aid by virtue of delivering tomatoes for
processing were registered and 29,6 million zI was paid (about 7,4 million euro).

¢ Financial aid for recognised producer organisation by virtue of not delivering fruit and vegetable

for sale

By 31 July 2006 there were not registered any applications within aid for recognised producer organisation
by virtue of not delivering fruit and vegetable for sale.

4. Support for agi-producer groups from the year 2007

In the period 2007-2013 ARMA will be responsible for realisation of Rural Development Programme
2007-2013. Continuation of the measure “Agri-producer groups”, which was realised within RDP from
2004 to 2006, is planned. In the period 2007-2013 about 350 agri-producer groups are planned to be
supported and the estimated budget for this measure is 130 million euro.

Within the national support, Aid for Agri-Producer Groups will be realised till 2009. However in case
of mentioned GP credit line, interest rate support for credits taken out by 30.04.2007 will be applied under
the same conditions till the end of a credit period. Continuation of national support, including providing new
credits till 2007, is possible on the condition that it will be in accordance with the European Union regulations.

Conclusion

Measures have been taken within agricultural policy aimed at modernising of Polish agriculture,
improvement of competitiveness of agricultural and food commodities, increase in presence of Polish
products on international markets and thanks to that farmers’ profitability has been enhanced. In order to
achieve this goal farmers and processing industry must adjust the quality of agricultural products and
processed products in accordance with requirements and standards governing international markets as
well as improve farms’ structure, concentrate production, improve distribution and commerce system and
guarantee professional marketing. Integration with the European Union offered Polish agriculture a vital
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opportunity, opened international markets and facilitated access to the European Union funds. However
this integration forces farmers to upgrade qualifications, modernisation of agriculture, processing and
distribution system.

Laws on agi-producer groups and organisation of markets in fruit and vegetable being in force in
Poland are elements of system solutions concerning agriculture. They give answers for questions: which
conditions must be fulfilled if a group wants to use support planned in the law from public resources.
Analysis of support granted so far for agi-producer groups leads to the conclusion that farmers are not
very interested in establishment of group activities in agriculture.
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Abstract

The paper presented concerns the preliminary assessment of the range and scope of actions aimed at
environmental protection, implemented in Poland within the context of agricultural policy and co-financed
with the EU resources. The research methods used were the document analysis (the data of the Central
Statistical Office of 2005, and data provided by the Agency for Agriculture Modernisation and Restructuring)
and participating observation.

The research showed that the environment is supported not only directly (funding the pro-environmental
measures) but also indirectly (through, inter alias, LFA payments, investments in farms, support for
young farmers, means for adaptation of farms to the EU standards). The obtained payments oblige farmers to
meeting the principles of the GAP. The last years’ experiences show, however, that the control of meeting
the principles may prove difficult to be practically implemented, which in effect may influence the
obtained results. It is therefore of essence to establish an effective system of control, which facilitates
meeting the standards of environmental protection at the farm level.

Key words: environmental protection, GAP', agricultural policy

Introduction

Poland is a country with great diversity in terms of the level of economic development, state of infrastructure
and conditions of agricultural production. It is a lowland country, with 96% of its territory situated below
350 m above the sea level. Arable land accounts for 50.8% of its total area. The are 1.71 million
agricultural farms in Poland® with the average area of a single farm in 2005 amounting to 6.7 ha; the
value varies from region to region and is as low as 2.4 ha in the Province of Matopolska and 2.5 ha in the
Province of Slask (Silesia) to 16.6 ha in the Province of Warmia and Mazury and 17.0 ha in the Province
of Pomorze Zachodnie (West Pomerania).

Besides performing the important function of supplying food products, agriculture plays an important
role in environmental protection, landscape shaping and preserving natural habitats and biodiversity. In
this respect, sustainable development of agriculture and rural areas denotes socio-economic development
in which political, economic and social activities are integrated with those aimed at preservation of the
natural balance and the stability of the basic natural processes (Gotgbiewska B., Klepacki B., 2001). In
order to apply the principles of sustainable development of rural areas, appropriate instruments of support
and incentives for farmers have been introduced. Their aim is to support the actions taken with a view to
preserving and improving the condition of natural habitats. The programmes in the policy of rural areas
development, executed in the years 2004-2006, primarily include the Plan of Rural Areas Development (PRAD)
and the Sectoral Operational Scheme (SOC) “Restructuring and modernisation of food producing sector
and development of rural areas”.

The objective of this study was to conduct a preliminary assessment of the scale and scope of actions
aimed at environment protection, conducted in Poland within the framework of the EU’s Common Agricultural

' Good Agricultural Practice
% A farm is defined as arable land with forests, buildings and livestock, if all this makes up or can make up an organised
whole
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Policy and an assessment of their significance for the implementation of the principles of sustainable
development of rural areas.

Material and methods

The research focused on the agricultural farms, which submitted applications for financial support to
individual PRAD and SOC activities. During the research answers to the following research questions
were sought:

— Do the financial assistance resources under CAP support maintaining the environmental balance,

and to what extent?

— Is the scope of the GAP standards’ observance control efficient?

The research methods used were the document analysis (Apanowicz 2005) and participating observation
(in 2004 the University of Warmia and Mazury in Olsztyn, Poland was the inspection unit which carried
out both the on-site inspection and the GAP inspection in the Kujawsko-Pomorskie Voivodship). The
study draws on the results of the Common Agricultural Survey of 2002 and the data of the Central Statistical
Office of 2005, and also data provided by the Agency for Agriculture Modernisation and Restructuring’
concerning those farms, which filed applications for subsidies within particular programs in the years
2004-2006. The data were subjected to comparative analysis to compare them to data from other provinces.

Results and Discussion

A farm within a system of sustainable agriculture should fulfil three key requirements (Wos$ A, Zegar J.,
2002, Runowski H., 2000, Baum R., 2002): production and economic (production of determined volume
of agricultural products as well as providing for a suitable level of farmers' income), environmental (adequate
use of the environmental resources and maintaining sustainability of the environment) and social (preserve
the beauty of the farming landscape).

The first goal is fulfilled by means of intensifying production and improving the farm management
efficiency. Generally, fertiliser consumption in Poland is rather low; in 2003-2004, 91.9 kg NPK per 1 ha
was used, with considerable differences between farms depending on various factors, including their size.
According to specialists, the principles of sustainable development in the macro scale do not have to be
observed on the micro scale, nor do they have to be followed in all farms (Heller J., 2004). It is therefore
obvious that legal regulations and financial support for the actions, or a combination of both of these
measures, is the most effective tool to support environmental protection efforts on the micro scale on
single farms.

The agricultural policy followed in Poland in the years 2004-2006 provides wider support for environmental
protection than was the case before accession to the EU. Of the largest effect on environment protection is
support provided to farms situated in less favoured areas®.

Financial support takes the form of annual lump subsidies for each hectare of arable land situated in
the less favoured areas (LFA) and used for agricultural production. The rates of subsidies vary depending
on the LFA zone and are equal to € 38/ha in zone I — lowland and € 56/ha in zone II - lowland. The
amounts of subsidies for large farms are proportionally reduced and no LFA subsidies are paid to the
farms which are larger than 300 ha.

In 2004, which was the first year of implementation of this action, 628,762 farmers filed their applications
for LFA subsidies; this accounts for 35.3% of all the farms in the country. In 2005, the number of farmers
applying for this type of payments increased by 12.7%, but in 2006 it rose by only 1.3%. In total, 40.3%
of Polish farmers applied for LFA subsidies in 2006. The high diversity in terms of the number of farms,
which benefit from this instrument of support is largely due to various areas qualified as LFA in different
provinces and the size of farms. The largest increases in the number of farms which filed their applications

* Agency for Agriculture Modernisation and Restructuring is a payment agency responsible for scheme implementation.

* The following areas are qualified as LFA in Poland: mountainous areas — 1.21% of arable land, lowlands — 52.31%
of arable land, areas with specific impediments — 3.0% of arable land. Altogether, LFA in Poland accounts for
56.5% of the total arable land.
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for LFA subsidies in the years 2004-2006 were recorded in the provinces of Podlasie (an increase of
20.6%), Lubuski (19.3%) and Pomorski (18.1%) (Table 1).

Table 1
The number of farms filing their applications for LFA payments by province
Application§ ﬁled. Changes in years, %
Province and under consideration
2004 2005 2006 2005/2004 | 2006/20005 | 2006/2004

Poland 628 762 708 675 717 635 112,7 101,3 114,1
Dolnoslaskie 18 283 20 602 20 905 112,7 101,5 114,3
Kujawsko pomorskie 27 893 30 336 30678 108,8 101,1 110,0
Lubelskie 56 230 63 663 64 522 113,2 101,3 114,7
Lubuskie 13 670 15 826 16 306 115,8 103,0 119,3
L.odzkie 64 623 73 221 74 055 113,3 101,1 114,6
Matopolskie 48 831 56 065 55 822 114,8 99,6 114,3
Mazowieckie 113 516 131 653 133 806 116,0 101,6 117,9
Opolskie 6143 6 405 6429 104,3 100,4 104,7
Podkarpackie 38 654 43 105 43 313 111,5 100,5 112,1
Podlaskie 57 199 67 498 68 997 118,0 102,2 120,6
Pomorskie 19 672 22 712 23234 115,5 102,3 118,1
Slaskie 15539 16 568 17 140 106,6 103,5 110,3
Swietokrzyskie 34 024 36 118 36 548 106,2 101,2 107.,4
Warminsko-mazurskie 26 979 30 551 31097 113,2 101,8 115,3
Wielkopolskie 70 805 75 946 76 050 107,3 100,1 107,4
Zachodniopomorskie 16 701 18 406 18 733 110,2 101,8 112,2

Source: Own study based on the system of Management Information of the Agency for Agriculture Modernisation and
Restructuring

POLAND 38,2

Pomorskie

36,5
IZachodniopomorskie| m

Kujawsko-pomorskie

Wielkopolskie,

Il 50.1 % and more

M 40.1% t0 50,0%
] 30,1% to 40,0%
20,1% to 30,0%

E 20,0 % and less

Figure 1. Percentage of LFA reported to be eligible in total area of agricultural land in Poland

Source: Own study based on the Report on the Agricultural Census 2002, Central Statistical Office, Warszawa 2003;
the data of Agency for Restructuring and Modernisation of Agriculture (ARiMR), Warszawa
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More than 6 451.4 thousand hectares were declared for payments due to LFA, which accounted for
68.1% of the LFA-eligible arable land and 38.2% of the total area of arable land in Poland. The provinces
with the highest proportion of arable land covered by the LFA support mostly include the northeastern
regions: Podlaskie (65.5%), Warmia and Mazury (50.4%), and northwestern regions: Zachodniopomor-
skie (53.8%) and Lubuskie (53.8%). It is clearly noticeable that the percentage of arable lands covered by
LFA support is rather low in the southern provinces (less than 25% of the total arable lands) (Fig.1).

The concentration of arable land covered by the LFA support scheme in certain regions (the northeastern
and northwestern parts of Poland) means that the farmers there are obliged to follow the principles of
Good Agricultural Practice’ throughout the entire farm area. Each year, farms are randomly chosen for inspection
from among those, which have applied for payments from the scheme; the inspection includes (Zwykta Dobra
Praktyka Rolnicza, 2003):

— fertiliser application and storage (dates of application, doses, nitrogen balance, manure boards, slurry

tanks — obligatory after 25 October 2008);

— application of pesticides (equipment in good working condition, completed training);

— Managing grassland (ban on burning plants and excessive pasturage);

— Protection of natural habitats in national and landscape parks (observing the detailed plans of environment

protection);

— soil protection (land drainage devices, applying anti-erosion measures);

— protecting water resources.

There is justified fear that many farms will not be able to achieve these standards in the nearest future.
In addition, some of the GAP recommendations are difficult to inspect, which does not guarantee that
they will be followed. The GAP inspections are carried out in the summer months, therefore checks of, as
an instance, the use of organic fertilizers (not using them on frozen soil or the necessity to ploughing them
under on the day of use, etc.) is only based on farmers’ statements. Problems are also related to checks of
the nitrogen balance in farms (no more than 170 kg N per ha). The actual situation may therefore significantly
differ from the calculations provided.

In the project of the Rural Areas Development Programme (PROW) for the years 2007-2013, environmental
protection standards are not yet precisely determined; there is only a provision of the necessity to observe
the statutory environmental standards.

Another form of support for environment protection programs is agricultural and environmental schemes.
The future results of the scheme around the country are difficult to estimate, as it was a novelty in the
years 2004-2006 and it covered only about 5% of the arable land in Poland; it also focused on selected
priority zones. In the years 2007-2013, such schemes will be introduced for about 10% of the arable land
in Poland. These programs are intended for many years, which mean that their proper implementation
may permanently benefit the condition of the environment.

The scale of support for sustainable development provided in other programs is much smaller than in
LFA. In 2004-2006, 1.6% of farms in Poland applied for investment subsidies and 1.1% of them benefited
from support for young farmers (Table 2). The farmers who received subsidies through the programs were
obliged to meet environment protection standards on their farms. In the case of an investment subsidy or
other such grant to young farmers (50 thousand), the farmer is obliged to meet the standards at the moment
of filing the application or his farm should meet them after completion of the undertaking. In practical terms, it
means that if the standards are not met, the obtained funds should be assigned to facilities necessary to
meet them.

In 2004-2006, Polish farmers could apply for subsidies for development and improvement of agriculture
associated infrastructure, including sewage treatment plants, construction and modernisation of water and
energy supplying facilities. Only 0.3% of the farms filed an application and only 22% of the available
funds were used.

Another important program for the sustainable development of rural areas was an afforestation scheme
for arable land of low agricultural usability. In 2004-2006, applications were filed by about 0.7% of farms.
This program is aimed at increasing the area of forests as well as maintaining and strengthening their
ecological stability by reducing the fragmentation of forest complexes and creating ecological corridors.

> A set of principles related to sustainable agricultural economics and environmental protection, which is binding throughout
the entire farm area.
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Most of the programs discussed above are currently in progress, hence, the consumption of funds as of
31 October 2006 varied. The highest level of consumption of funds was recorded for the easy start scheme
for young farmers (Table 2).

Table 2
The number of applications filed and consumption of
the available funds within selected actions SOC and PRAD as of 31 October 2006.
. Applications filed Consumption of

Action n %* funds, %
Support for agncul?ure and environment actions and 72681 41 335
improvement of animal welfare
Aforrestation of arable land 12956 0.7 45.6
Adopting farms to EU standards 73310 4.1 50.1
Easy start for young farmers 18856 1.1 99.8
Investment in farms 29224 1.6 44.2
Development elnd improvement of technical 4945 0.3 220
infrastructure in agriculture

* _ % of the total number of farms in Poland

Source: Own study based on the system of Management Information of the Agency for Agriculture Modernisation
and Restructuring

Conclusions

Sustainable development of rural areas requires that general social goals be met at the level of a single
farm. Undoubtedly, the agricultural policy, which has been implemented in the years 2004-2006, places a
great emphasis on the fulfilment of these goals. An assessment of the scale and scope of environmental
protection programs within the framework of schemes supporting the development of rural areas leads to
the following conclusions:

1. The natural environment is most affected by long-term programs: support provided to the farms
situated in LFA (38.2% of the arable land in Poland) and support for undertakings, which aim at
environment protection in agricultural production (about 5%). Farmers who were granted funds
within the framework of these schemes are obliged to meet the standards of the Good Agricultural
Practice policy for five years; this means that application of fertilisers and pesticides should be rational
and the landscape should be protected even on farms, which do not receive any financial support.

2. Most of the other programs implemented within the EU’s CAP (through, infer alia, LFA payments,
investments in farms, support for young farmers, means for adaptation of farms to the EU standards)
support the environment indirectly. The obtained payments oblige farmers to meeting the principles
of the GAP.

3. The standards of farm management laid down in the Good Agricultural Practice policy are difficult
to inspect. Therefore, since 2007 new criteria for assessment will be established within the environmental
standard’ observance control. It is of importance that the control system acts efficiently, i.e. reveals
the actions which do not meet the environmental protection standards in individual agricultural farms.
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ROLE OF PAYING AGENCIES IN POLAND
IN THE MANAGEMENT AND DISTRIBUTION
OF EU AGRICULTURAL AND RURAL FUNDS'
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Adiunkt, Warsaw University of Life Sciences, Department of Economics and Economic Policy

Abstract

The paper considers the financial management and control as well as the distribution of EU funds for
agriculture and rural development in Poland as a Member State. It presents data on the allocation of EU
expenditure to Poland over the period 2004-2006 disaggregated by the expenditure headings. The research
results suggest that two Polish paying agencies in charge of services related to the implementation of the
CAP, CMO and rural development mechanisms play a vital role but there is lack of theoretical and empirical
research on how those agencies can be designed to perform effectively. This study addresses these issues
from the perspective of a transaction cost economics and public choice framework.

Key words: Agency, funds, Poland, agriculture, rural development

Introduction

Common Agricultural Policy (CAP) is an area in which government or public administration plays
significant role in formulating and delivering policy that requires considerable public expenditure. The
pressure to improve the efficiency, legitimacy and transparency of EU budgetary procedure and spending
pushed the EU to clarify, simplify and adjust the division of competence between the EU institutions and
the Member States. This has stimulated among others the emergence of paying agencies at national levels
to administer payments under the CAP fairly and in full accordance with the EU requirements.

The goal of this paper is to discuss the problems of effectiveness, efficiency and transparency of EU
funds management and administration by national paying agencies. In analyzing those issues, the paper
draws on the first experiences of two paying agencies in Poland.

The research is based on review of relevant theoretical literature as well as primary sources derived
from investigated agencies and from the European Commission. Because of the relatively short period to
give a quantitative analysis, the main idea of the paper is to raise problems and examine crucial issues of
administration of the EU agricultural and rural funds in Poland by paying agencies.

To draw attention to issue of share management of EU funds and performance measurement, this
article integrates two economic approaches to public governance structure: principal-agent and transaction
cost approaches, which help to explain the problem of incentives and control in the public sphere,
principally in Government organization. On the other hand, economics literature on public choice sees
politics as a market with its own entrepreneurs, rules and conventions. From this theory perspective, policy
agendas are the result of bargaining process, typically delegated to elected representatives or bureaucracies.
Competing bureaucracies may not be willing to easily give up responsibilities, from which they derive
prestige and influence in various policy domains (Alesina et al., 2001). Much of the theory and discussion
on public bureaucracies treats them negatively, as if they incline inevitably toward weak performance
(Rainey and Steinbauer, 1999).

In Poland, one of the problems of agricultural administration, including agencies, is excessive change of
staff after elections and the large scale of political recruitment. Additionally, according to Rzeczpospolita
daily newspaper, the attractiveness of the public service for trained young professionals is low because of
low remuneration, lack of incentives and rewards for good work as well as too little scope in decision-
making.

! Paper was prepared in the framework of research: “Efficiency and effectiveness of Government agricultural
agencies’ performance in Poland” supported by WULS, Grant No 504-08020017.
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The concept of public agency and its
position within public governance structure

The recent public economics literature has a core concern with governance. The term ‘governance’ with
respect to the public sphere refers to “institutional arrangements serving public interests” (Ruiter, 2005).
Governance approaches depend on the assumption that many public goals can be more efficiently realized
through the agency of individuals and private organizations pursuing their own interest rather than by
direct government action. This transfer of ownership is based on the idea that market forces and private
ownership can lead to better performances, for instance by insulating management by way of political
interference.

Transaction Cost Economics understands governance as ‘organizing transactions in order to economize
on transaction costs. Williamson (1975, 1985) gives a methodical analysis of the characteristics of
transactions and of the way they influence the abilities of different organizational forms to economize on
the costs of transactions. He identifies three models of public governance structures (i.e. rule regimes
established by legal acts): full privatization (contracting out to a private bureau); regulation (contracting out
to a private bureau supervised by a regulatory agency), and public agency (execution of tasks by state organs).

Governance structures differ in incentive intensity, administrative controls and dispute settling mechanisms.
Public agency combines: low-powered efficiency incentives; strong administrative controls; employment
relations with weak autonomy and high staff security; internal dispute settling, which together lead to a
combination of weak autonomous and strong cooperative adaptability (Ruiter, 2005).

Transactions in public sphere are understood as material acts of transferring goods or services regulated by
public governance structures. The government itself organizes some transactions not for the reason that
government is cheaper or more efficient but since it alone embodies the public’s authority (Wilson 1989).

The principal-agent model offers an analytic framework for understanding the agency relationship, in
which one party, the principal, contracts with another party, the agent, for the performance of some tasks.
The principal may wish to delegate the task rather than perform it itself since the agent holds specialized
knowledge or skills, or since the complexity or scale of the principal’s activity. Delegation takes place
when some people ask others to perform tasks on their behalf. In most polities, the most prominent form
of delegation is from lawmakers (e.g. parliaments) to government agencies.

Shared management of EU funds

The idea of shared management of EU funds can be explained with the help of principal-agent approach.
In the European context, Member States (principals) did “pool sovereignty” to an upper level (Keohane
and Hoffmann 1991) and provide their agents with autonomous instruments to ensure efficient decision-
making. Member States, as principals, have also delegated to the Community the collection and distribution of
the EU budget. However, when considering the EU, the principals designed the institutions so that much
of the implementation authority and responsibility remains with them. Thus, the principal is also the agent.

Responsibility for the implementation of the Community budget is entrusted by the EC Treaty to the
European Commission only, and the Commission accepts this responsibility. In fact, along with the principles
of subsidiary, lion’s percentage (about 80%) of the total expenditure (agricultural, structural and cohesion
spending) has been implemented under shared management, i.e. has been managed, in various modes, and
paid out by Member State administrations. Therefore, the way in which funds are used up is based on a
system of shared responsibility between the Commission and Member States governments. However, primary
responsibility for checking and controlling CAP expenditure was given to the Member States.

In terms of relations with end beneficiaries, the shared management method applied by the Commission
has the following main characteristics: The Commission entrusts Member States with the implementation
of particular programs at national level. The Member States are the Commission’s counterparts and these
then allocate EU funds to end beneficiaries at the national level (e.g. companies receiving export refunds
from national paying agencies). Community spending constitutes repayment of expenditure made (and
pre-financed) by the Member States. This expenditure is then subject to checking by the Commission on
the basis of an annual statement drawn up by the Member States.

The Commission manages financial flows for budgetary and accounting purposes by means of its
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central financial information and accounting system ‘SINCOM/ABAC’. However, for shared management
of Community funds, merely the EC contribution to each Member State appears in the mentioned accounting
system. The Commission possesses aggregated data on spending under shared management, which are
made available on a regular basis both to the European Parliament and the general public through various
reporting tools. Data on individual end beneficiaries of EU funds in shared management are normally not
available at the Commission. The ‘Guarantee’ section of the EAGGF was exception in this respect’ (European
Commission, 2005).

Moreover, European legislation does not oblige Member States to provide information about individual
end beneficiaries of EU assistance. In the field of the CAP, information on the beneficiaries of agricultural
subsidies is released amongst others in Denmark, Latvia, Netherlands, Slovakia, Slovenia, Sweden, and
the United Kingdom. Poland generally does not reveal information about individual beneficiaries.

Since EC budget main spending programs are claims based with complex eligibility criteria and need
detailed management, this complexity, together with a need for accountability and transparency in program
delivery and financial management, have meant more and more management responsibilities falling on
the Commission and the implementing agencies in the Member States.

Place of paying agencies in EU
agricultural funds’ implementation structures

On 30 May 2005, the Council reached an agreement on a proposal for a regulation implementing a
new framework for financing the CAP. The European Commission has laid down the conditions and specific
rules for financing expenditure under the CAP. Formerly financed by the European Agricultural Guidance
and Guarantee Fund (EAGGF), the CAP is now financed by two new funds which entered into force on 1
January 2007: the European Agricultural Guarantee Fund (EAGF) for market expenditure and direct
payments, and the European Agricultural Fund for Rural Development (EAFRD) for rural development
measures.

The main condition a Member State must satisfy in the area of the management and control of EU
funds is that expenditure for the CAP can be incurred by authorized paying authorities only. A service,
organization or institution can be authorized as such only if it satisfies certain authorization criteria laid
down in EC regulations. These criteria contain fundamental conditions on the design of an administrative
organization and internal control including the segregation of duties, appropriate staff training, audit trail, etc.

According to Council Regulation (EC) No 1290/2005 of 21 June 2005 on the financing of the common
agricultural policy (OJ L 209 of 11.8.2005) paying agencies shall be the departments or bodies of the
Member States which, in respect of payments made by them and as regards communicating and keeping
information, provide sufficient guarantees that:

o cligibility of requests and, in the framework of rural development, the procedure for allocating aid,

as well as their compliance with Community rules are checked before payment is authorized;

e accurate and exhaustive accounts are kept of the payments made;

e checks laid down by Community legislation are made;

e requisite documents are presented within the time limits and in the form stipulated by Community

rules;

e documents are accessible and kept in a manner which ensures their completeness, validity and legibility

over time, including with regard to electronic documents within the meaning of Community rules.

As paying agencies generally act as agents on behalf both of the Community (European Commission)
and EU Member State governments, aforementioned requirements can be seen as an important way to
reduce what economists refer to as the principal-agent problem.

In 2005 there were 94 paying agencies across the 25 Member States. Nine out of the ten New EU-
Member States have decided to set up only one paying agency. Merely Poland has chosen to operate
separate agencies for handling market measures and rural development measures.

The process for making payments to farmers and the controls over these payments are shown in Figure 1.

* The data are collated in the CATS database and used for monitoring and control purposes. The fields identifying
individual beneficiaries (name, address, etc) have to be deleted after 5 years.
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Farmers present claims
to paying agencies in the
year before payment is
due, based on, for
example, eligible area

The paying agency
completes administrative
checks on all claims and

a sample of claims is
subject to on the spot
checks.

\ 4

The Commission may
examine the payments
made by a paying
agency. In case of
identified weaknesses it
may improve financial
corrections.

The paying agency pays
claimants and is then
reimbursed by the
Commission.

\ 4

The Commission must
decide whether to accept
the accounts and audit
reports (‘clearance of the
accounts’).

A

The paying agency’s
accounts and payments
are examined by an
independent auditor,
which reports to the
Commission. The
Commission also audits
paying agencies.

Figure 1. The role of paying agencies in CAP expenditures

Source: Own compilation based on Court of Auditors, Opinion No 1/2005.

The administration of the EU agricultural
and rural development schemes in Poland

An efficient public administration to enforce the EU rules is essential for the agriculture and rural
development. In Poland there are two paying agencies involved in this process, namely:
e Agency for Restructuring and Modernisation of Agriculture — ARMA (in charge of direct payments
to farmers, including IACS, rural development measures, and Less Favourite Areas measures);
o Agricultural Market Agency — AMA (responsible for intervention operations, trade mechanism, quotas
management system, export refunds, sugar fees).

EUROPEAN
COMMISSION
Ministry of Agriculture | Ministry of
and Rural Development | Finance
Agricultural «—> for Restructuring
Market Agency and Modernisation
of Agriculture

Figure 2. Model of the management and control of CAP expenditures in Poland

Source: Own compilation.

They are State bodies and have been accredited by the Ministry of Finance of Poland which plays a
role of the Competent Authority responsible for the granting, maintaining and, if necessary, withdrawing
accreditation of paying agencies. The Ministry of Agriculture and Rural Development exercises the functions
of the Coordinating Body, which is responsible for bringing together and supplying information to the
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Commission and for promoting the harmonized application of Community rules between paying agencies.
The Ministry of Finance (General Inspectorate of Treasury Control) as the Certifying Body has the function
of conducting an audit and certifying accounts annually and of confirming whether scheme controls are
adequate (Fig. 2).

Agencies are dispatched from their “home” Ministry by separate organization and budget. ARMA
organizational structure includes the Headquarters and regional structures — 16 regional offices and 314
poviat offices. Regional offices were created in 2000 during the course of preparations for the SAPARD
management. Poviat offices were created in 2002 within the framework of preparations for the functions
of paying agency under CAP instruments. Respectively, AMA has head office and 16 regional branches
(table 1).

Table 1
Organizational structure of paying agencies in Poland
ARMA AMA
Levels Responsibilities Staff* Levels Responsibilities Staff*

Policies, Planning, Policies, Planning,

Headquarters, | Monitoring and Headquarters, | Monitoring and

Warsaw Supervision, 1298 | Warsaw Supervision, 595
Accounting, Payments Accounting, Payments

. Supervising/monitorin, . Inspections’,

16 Regional DiStrict Of%lces & on- ¢ 16 Regional Au?horization of claims

Offices 1 2082 | Branches 711
the-spot controls — for some measures

314 DlsmCt Introduction of aid

(Poviat) .

Offices applications 4856

Notes: 1. on-the-spot farm inspections were partly delegated to external contractors; 2. As of 31 December 2005; 3.
some inspections are delegated to other bodies, e.g. to Customs.

Source: Own compilation based on ARIMR (2006), ARR (2006).

As table 1 shows, agricultural agencies in Poland are powerful even taking into account large permanent staff.
At the end of December 2005, employment in ARMA stood at 8236, whereas in AMA at 1306 respectively.

Absorption of EU funds on Agriculture and Rural Development in Poland

Public support has a key impact on the agriculture, food sector and on rural areas in Poland.

Table 2 gives a breakdown of EU allocated expenditure by type of measures for budgetary item ‘ Agriculture’,
and additionally for structural actions financed from EAGGF. Data are expressed in nominal terms, as a
percentage of EU total and as a percentage of Poland’s total. In 2005, Poland appeared in eighth position
(up from the fifteen position in 2004) amongst the largest recipients of EU agricultural expenditure (3.2%
of EU total) following France, Germany, Spain, Italy, the United Kingdom, Greece and Ireland (European
Commission, 2006). As a recipient of EAGGF structural expenditure Poland was in sixth position in 2005
(3.8% of EU total) going after Spain, Germany, Italy, France and Portugal.

The ratio of EU allocated expenditure on GNI reached then 0.66% in case of agricultural spending, and
respectively 0.06% for EAGGF structural actions. The figures in table 2 show that the implementation of
structural funds payments increased slightly between 2004 and 2005 but remained at a low level.

Poland’s payments to EU budget, excluding traditional own resources (i.e. customs duties, agricultural
duties and sugar levies) amounted to EUR 1198 million (1.4% of EU total) in 2004 and EUR 2055
million (2.4% of EU total) in 2005. Respectively, in 2005 EU allocated expenditure for agriculture and
structural actions financed from EAGGF corresponded to 84% of Poland’s national contribution to the
EU budget. However, the operating budgetary balance of Poland established by calculating the difference
between the total operating expenditure allocated to and national contribution of Poland amounted to
EUR 1853.2 million, i.e. 0.80% of GNI in 2005.
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Table 2
Allocation of EU expenditure to Poland: detail
on ‘Agriculture’ and ‘Structural actions’ — EAGGF
Heading 2004 2005

Mio euro | % EU % total Mio euro | % EU % total
Agriculture 297.4 0.7 10.9 1542.1 3.2 38.3
Direct aid 0.0 0.0 0.0 702.0 2.1 17.7
Export refunds 10.8 0.3 0.4 99.3 33 2.5
Storage -24.3 -7.5 -0.9 26.1 3.1 0.6
Rural development 286.6 53 10.5 662.1 10.5 16.4
Other 24.3 0.5 0.9 52.6 1.2 1.3
Structural actions
EAGGF 119.3 3.5 4.4 137.0 3.8 3.4

Notes: ‘% total” = total allocated EU expenditure to Poland; the negative amount under 'Storage' in 2004 corresponds to
interventions on storage for cereals, rice and for butter and cream; ‘Other’ = clearance of accounts, promotion measures,

support measures, etc.)

Source: European Commission, 2006, pp. 68-69.

More recent accumulative financial flows between Poland and EU are presented in table 3. The
positive operating budgetary balance reflects one of the benefits that Polish economy, including agriculture,
derives from the Community.

Table 3
Poland - EU Accumulative Financial Flows in 2006 (t0 end of October)
million euro %

PHARE 165.62 4.05
SAPARD 0.01 0.00
ISPA/Cohesion Fund 396.81 9.70
Structural Funds 1077.20 26.33
Revenues of AMA 181.90 4.45
Revenues of ARMA 811.58 19.84
Incomes of AMA 6.18 0.15
Incomes of ARMA 3.35 0.08
Other related to CAP 0.04 0.00
Rural Development 870.66 21.28
Transition Facility 23.81 0.58
Cash Flow Facility Instrument 471.43 11.52
Schengen Facility 0.00 0.00
Other Funds 82.21 2.01
TOTAL 4090.80 100.00
Own Resources Payments -2032.54

Reimbursement of unused resources -4.03

NET BALANCE 2054.23

Source: Ministry of Finance of Poland.

In Poland, the most popular aid instruments under the Common Agricultural Policy are area payments,
that is single area payments (SAP) and complementary area payments (supplemental direct payments per
hectare of eligible crops). They represent a considerable share of accumulative transfers related to CAP

(Fig. 3).
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49.0%
9.7%
Bl Direct Payments B3 Market Measures
Rural Development O Other

Figure 3. EU-Poland accumulative transfers related to CAP at the end of October 2006

Source: Own calculation based on data from the Ministry of Finance Republic of Poland

SAP funds are entirely from the EU while supplemental funds are drawn from mixed EU and national
budget funds. In 2005, the level of EU funded support disbursed by ARMA for SAP amounted to PLN
3.15 billion. Almost 1.5 million applications were submitted (table 4).

Table 4
Single area payments in Poland (as of 25.08.2006)

Year Number of submitted | The land area covered The payments made
applications (ha) (PLN)
2004 1400 370 13 689 141 2 852474 050
2005 1483 628 14242 278 3150958 130
2006 1472 551 14 359 163 n.a.
Source: ARMA.

Summary, conclusion and recommendations

EU measures falling under CAP, including rural development, are financed in a context of shared
management. It means that financial management responsibilities are allocated between the Commission
and the Member States.

In Poland, there are two paying agencies responsible for management and control of EU support to
agriculture and rural development: Agency for Restructuring and Modernisation of Agriculture, and Agricultural
Market Agency. During the first three years of accession they distributed considerable funds obtained
from the Community budget.

The insight available into the efficient use of EU funds in Poland, similar to other countries, remains
limited. The extent to which agricultural subsidies have been used efficiently is uncertain due to the short
time horizon and the lack of information.

Transparency, i.e. full public disclosure by paying agencies of all the information on projects and end
beneficiaries of EU funds in shared management (who gets what, where and why) is considered essential
in order to help Poland’s citizens understand the system of farm policies which they finance through their
taxes, as well as to prevent any fraud and maladministration.

Further analyses will be necessary to actually quantify the link between outputs of EU measures
administrated by Member States (the number of beneficiaries, the subsidies allocated to farmers, etc.) and
outcomes of those measures (rural development, farm investments, etc.).
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Abstract

The paper presents results of implementing the Special Accession Programme for Agriculture and Rural
Development (SAPARD) in Poland. The deadline for submitting applications for SAPARD aid was
February 20, 2004 and the deadline for transfering payments to beneficiaries was December 29, 2006.
Authors based their analyses on final data on SAPARD implementation, disseminated by Agency for
Restructuring and Modernisation of Agriculture (ARMA), which is a Paying and Implementing Agency for
SAPARD in Poland. In the elaboration, special attention was paid to the aspect of territorial differentiation in
absorption of funds available within Measures 1-4, as well as to a role played by SAPARD in recognizing and
meeting economic needs emerging in rural areas. Results of analyses are presented in tables, graphs and
maps.

Key words: SAPARD, agriculture, rural development, EU funds

Introduction

The aim of the article is to present financial effects of implementing the Special Accession Programme
for Agriculture and Rural Development (SAPARD) in Poland. SAPARD is one of European Union
instruments supporting development of rural areas and agriculture in Central and Eastern European candidate
countries. Thus, according to the Council Regulation no. (EC) 1268/99, Poland could be supported by
SAPARD funds, both before and after the accession.

SAPARD implementation in Poland began in July 2002. All the interested could apply for financial
support until February 20, 2004. The deadline for payments was December 29, 2006. Poland used available
funds fully.

In Poland, SAPARD was financed within four so-called Annual Financial Agreements (for years 2000, 2001,
2002 and 2003), which were agreed with European Commission. Total funds, defined in the agreements
and designed to be spent on all Measures of SAPARD Programme, amounted 944 million euro, of which
708,2 million euro (75 per cent) came from European Union and 235,8 million euro (25 per cent) were
co-financed by Polish public finances. Additionally, after negotiations with European Commission and
after issuing Decree of July 6, 2004 by the Council of Ministers, finances for SAPARD Programme were
increased by 140 million euro, which was transferred from the budget for Rural Development Plan (RDP).

Authors of this paper present analysis of using funds available within SAPARD Programme and spent
on realization of four, most important (out of six) Measures, i.e.:

Measure 1: ‘Improvement in processing and marketing of agricultural and fishery products’;

Measure 2: ‘Investments in agricultural holdings’;

Measure 3: ‘Development of rural infrastructure’;

Measure 4: ‘Diversification of economic activities in rural areas’.

The analysis is based on data from Agency for Restructuring and Modernisation of Agriculture (ARMA),
which is a Paying and Implementing Agency for SAPARD Programme in Poland and data from the Ministry
of Agriculture and Rural Development, Department of Pre-accession Assistance and Structural Funds. Analysis
results are presented in tables as well as on maps and graphs.

Results of implementing SAPARD funds show that Poland is quite well prepared to use European
Union structural funds for agriculture.
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Analysis methods

Presented elaboration includes analysis of SAPARD funds use, based on data showing the number of
applications, number of signed agreements and number of agreements that have been paid for. Another
aspect of this study shows the amount of money due under signed agreements and the amount of money
actually paid to beneficiaries. Authors also defined reasons for differences between these two categories.
Absorption of SAPARD funds was analysed both as a total amount and amount divided into separate
Measures 1-4, both for the whole country and in voivodships (NUTS 2). The results were shown on maps.

In order to analyse the need for financing rural areas development, authors compared the total number
of applications, number of signed and paid agreements as well as amounts paid under those agreements
for Measures 1 to 4, both in the whole country and in separate voivodships.

Results of the above analyses were shown in tables, graphs and maps.

Use of SAPARD funds in Poland

Interest in obtaining SAPARD funds in Poland considerably changed from a mere one at the beginning
into a very great one at the final stage of signing agreements, which followed significant improvements in
bureaucratic procedures resulting in simpler application and qualification procedures [ARMA — year after
accession, 2005].

Although many applications were rejected by ARMA [Report of November 30, ARMA 2006] on some
stages of verification process, analysis of the original number of applications for aid within separate Measures is
still essential, as they indicate what economic and structural needs emerge in rural area. They also show if
there is any interest in such sources of funds shown by prospect beneficiaries and if they take any actions
aimed at obtaining such funds. The final number of applications submitted by the interested until February 20,
2004, proves that there is a great need for financing aims defined as Measures 1 to 4, emerging in rural areas.

Submitted application required more funds than available financial limits. Total amount of SAPARD
funds was overflowed by 24.7 per cent demand for financing. According to the number of submitted
applications, Measure 3 ‘Development of rural infrastructure’ was the most popular tool offered within
SAPARD. At the first stage it was extended by nearly 40 per cent. It proves that improving and building
infrastructure is a vital problem in rural areas in Poland. It is so badly and urgently needed that it should
be financed by other sources too. Number of applications within Measures 1 and 4 (adequately 17 and 18
per cent over the financial limit) also indicates that realisation of such tasks is vital. Measure 2 ‘Investments in
agricultural holdings’ seemed to be the least interesting when compared to other measures, though the
available limit was fully used. In following stages of the qualification procedure, the number of
applications in this field was only slightly reduced, which resulted in the final amount of funds paid to
beneficiaries on a level similar to Measure 1.

Verification procedures lead to a decrease in the number of applications, which were next signed as
agreements between ARMA and beneficiaries, i.e. farmers, local self-governments, producer groups. Table 1
presents data showing these changes.

Table 1
Changes in the number of applications, signed agreements and paid agreements

g Applications Agreements Paid agreements

§ per cent per cent per cent

5"'5' number amount of number amount of number amount of

2 [mln PLN] (financial [mln PLN]| financial [mln PLN] | financial

A limit limit limit
Total | 27 761 6 039,2 124,77 24 431 47589 98,3| 23227 4 470,3 92,3

5 L] 1516 2 006,4 117,4 1342 1 663,6 97,4 1336 1525,1 89,2
§ 2.| 14551 678,3 102,6| 13742 636,5 96,2 12929 588,5 89,0
8 3. 5926 2 836,6 139,5 4 493 2 023,6 99,5 4637 2014,5 99,0
= 4. 5768 518,0 118,2 4 854 435,2 99,3] 4325 3423 78,1

Source: Authors’ elaboration based on data from ARMA
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Part of applications had to be rejected during verification procedure because of several reasons. Firstly,
some applicants did not meet formal SAPARD requirements. Secondly, some projects were not compatible
with SAPARD aims and some applicants lacked funds necessary to co-finance their projects. There was a
significant difference in applicants’ readiness to use available funds in different regions, which is proved
by percentage of rejected applications (Table 2). This situation was a hint for the Ministry of Agriculture
and Rural Development as well as for ARMA to intensify actions informing about how to apply for and
use SAPARD funds. This task was completed by Agricultural Extension (advisory) Centres and by Regional
Divisions of ARMA. In 2004-2006 they made use of their experience gained while carrying out SAPARD
procedures, as they were also responsible for implementation of new EU funds within Sectoral Operational
Programme and Rural Development Programme.

Table 2
Number of applications and number of payments under signed SAPARD agreements
. . Measure 1 Measure 2 Measure 3 Measure 4
Specification
A | B C A B C A B C A B C

Dolnoslaskie 77 | 43 | 44% | 389 | 267 [31% | 324 | 204 | 37% | 463 | 166 | 64%
Kujawsko - 110 | 93 | 15% | 1234(1109 | 10% | 376 | 258 | 31% | 328 | 207 | 37%
Pomorskie
Lubelskie 100 | 81 | 19% | 1678|1449 | 14% | 465 | 381 | 18% | 475 | 315 | 34%
Lubuskie 66 | 42 | 36% | 186 | 133 [28% | 182 | 140 | 23% | 235 | 107 | 54%
Lodzkie 141 | 96 | 32% | 1077 | 880 | 18% | 400 | 264 | 34% | 440 | 252 | 43%
Malopolskie 116 | 89 | 23% | 1028 | 828 | 19% | 557 | 469 | 16% | 785 | 527 | 33%
Mazowieckie 216 | 156 | 28% |3 718 |3 157 | 15% | 650 | 460 | 29% | 554 | 290 | 48%
Opolskie 44 | 33 | 25% | 276 | 202 | 27% | 143 | 100 | 30% | 191 | 98 | 49%
Podkarpackie 65 | 52 1 20% | 272 | 221 [19% | 518 | 484 | 7% | 676 | 496 | 27%
Podlaskie 83 | 65 | 22% | 499 | 446 | 11% | 366 | 241 | 34% | 520 | 296 | 43%
Pomorskie 132 | 88 | 33% | 765 | 635 | 17% | 337 | 192 | 43% | 513 | 280 | 45%
Slaskie 132|107 | 19% | 276 | 219 | 21% | 384 | 320 | 17% | 473 | 342 | 28%
Swietokrzyskie 45 | 43 | 4% | 1495|1171 |22% | 360 | 323 | 10% | 350 | 196 | 44%
Izgifl‘;‘s‘l‘(‘;k“ - 101 | 80 | 21% | 433 | 360 | 17% | 260 | 155 | 40% | 485 | 277 | 43%
Wielkopolskie 278 1231 | 17% [ 1997|1728 | 13% | 699 | 515 | 26% | 727 | 520 | 28%
Zachodniopomorskie | 72 | 47 | 35% | 263 | 157 | 40% | 209 | 134 | 36% | 289 | 135 | 53%

A —number of applications; B — number of signed agreements; C — per cent of rejected applications

Source: Authors’ elaboration based on ARMA data on SAPARD funds

Signing agreements was the next stage. Despite the necessity to verify and reject some applications,
financial limits for Measures were used nearly in full: Measure 1 — 97.4 per cent, Measure 2 — 96.2 per
cent, Measure 3 — 99.5 per cent and Measure 4 — 99.3 per cent. Summing up, Poland absorbed 98.3 per cent
of SAPARD funds at that moment. This result shows how effective Poland was at using this fund and it also
proves that the administrative system was well prepared to implement EU financial instruments.

However, the last stage, which was payment of agreed sums, brought unexpected results [ARMA — two
years after accession, 2006]: among 24 431 signed agreements only 23 227 were paid, which means that
1 204 (4.9 per cent) beneficiaries resigned from the funds. It happened because on May 1, 2004 Poland
became a member of European Union which enabled Polish farmers and self-governments to obtain other,
more effective EU funds, especially within SOP ‘Restructuring and modernisation of the food sector and
rural development’ and RDP, provided that their projects had not been financed by EU pre-accession
funds earlier. As SAPARD was in this situation less supportive, part of beneficiaries still had time to resign
from SAPARD agreements and apply for funds from different sources. The biggest differences in numbers
of signed agreements and number of paid agreements can be observed within Measure 4 ‘Diversification
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of economic activities in rural areas’, where signed agreements contracted 435.2 million PLN (i.e. 99.3
per cent of available financial limit), while only 342.3 million PLN was paid — it made 78.1 per cent of
available financial limit, i.e. 21.2 per cent point less than contracted. It confirms the above-presented
conclusion, as diversification of economic activity in rural areas could also be financed to a much higher
degree by other EU funds available after Poland’s accession. There were also noticeable differences in
case of other Measures. Under Measure 1, ARMA paid beneficiaries 1 525.2 million PLN, i.e. 89.2 per
cent of available financial limit instead of 1 663.6 million PLN (97.4 per cent of limit) resulting from
signed agreements, which meant 8.2 per cent point (138.5 million PLN) decrease. Similarly, under Measure
2 ARMA paid 588.5 million PLN (89 per cent of available financial limit) instead of 636.5 million PLN due
under signed agreements, which meant 7.2 per cent point (48 million PLN) decrease of payments. The
least difference was observed within Measure 3 (merely 0.5 per cent point), which was addressed mainly
to local (NUTS 4 and NUTS 5) self-governments, that could obtain other EU funds after Poland’s accession,
on different terms and for different projects than those financed by SAPARD, so there was no conflict.

There were significant differences between the number of applications and the number of paid agreements
in separate voivodships. Analysing the highest and the lowest values, we can see that within Measure 1
only one application (4 per cent of all applications in voivodship) was not paid in Swigtokrzyskie, while
in Dolnoslaskie those were as much as 34 applications (44 per cent of all applications in that voivodship).
Within Measure 2 the lowest share of applications, 10 per cent (125) was not paid in Kujawsko-
Pomorskie and the highest share 40 per cent (106 applications) in Zachodniopomorskie. Payments within
Measure 3 were best done in Podkarpackie, where only 7 per cent (34) applications were rejected or not
paid, and the highest share of 43 per cent (145) applications were not paid in Pomorskie. The biggest
differences between discussed values were observed in Measure 4: in the whole country the smallest share
of 27 per cent (180) applications was not paid in Podkarpackie, the biggest share of 64 per cent (166)
applications was not paid in Dolnoslaskie.

Structure of SAPRD funds use differs in regions of Poland, what is shown in Table 3 and in Figure 1.
The biggest share of SAPARD funds was absorbed by Wielkopolskie (14 per cent of total amount) and
Mazowieckie (12 per cent), the smallest by Opolskie and Lubuskie (2 per cent each).

Table 3
Structure of SAPARD funds use by Measures
Measure | Measure | Measure | Measure
Specification 1 2 3 4
- - %

Voivodships (NUTS 2):
L.odzkie 9,0 7,0 5,3 6,7
Mazowieckie 12,4 24,1 9,2 7,4
Matopolskie 4.8 5,7 9,9 11,4
Slaskie 8,7 1,8 72 7,9
Lubelskie 6,8 10,2 8,1 6,5
Podkarpackie 2,6 1,6 11,0 9,6
Podlaskie 6,7 4,1 4.4 39
Swietokrzyskie 3,0 7,8 6,4 4.4
Lubuskie 2,1 1,0 3,1 2,4
Wielkopolskie 16,7 14,9 11,0 13,8
Zachodniopomorskie 4,7 1,2 3,2 3,3
Dolnoslaskie 1,9 1,8 4,8 4.4
Opolskie 2,2 1,6 2,3 2,4
Kujawsko-Pomorskie 5,9 9,1 6,1 4.6
Pomorskie 5,9 5,1 43 5,7
Warminsko-Mazurskie 6.5 3,0 3.8 5,8
POLAND 100 100 100 100

Source: Authors’ elaboration based on ARMA data on SAPARD
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Within Measure 1, financial aid was best absorbed by Wielkopolskie voivodship (16.7 per cent of total
amount available for Measure 1), while Dolnoslaskie absorbed the smallest share of 1.9 per cent.

Mazowieckie voivodship took the biggest share (24.1 per cent) of aid available within Measure 2
‘Investments in agricultural holdings’, whereas Lubuskie absorbed only 1 per cent of this amount.

Analysis of absorption of funds granted within Measure 3 by surveyed regions shows, that Podkarpackie
and Wielkopolskie benefited most, using 11 per cent (each) of total amount available for this field. The
smallest share was taken by Opolskie — merely 2.3 per cent.

When it comes to Measure 4, the biggest share of its funds was paid to beneficiaries in Wielkopolskie
voivodship (13.8 per cent), and the smallest share in Lubuskie and Opolskie (each voivodship obtained
2.4 per cent of total funds available for this field).

Despite considerable differences in size of discussed territorial units and in their economic and social
structure, the above presented numbers may indicate which regions absorbed the biggest or the smallest
share of available SAPARD funds [Report of December 31, ARMA 2006]. Figure 1 presents results of
analysis in a form of graphs and a map of Poland.
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Figure 1. Structure of SAPARD funds use in regions (NUTS 2) of Poland, by Measures

Source: Authors’ elaboration based on ARMR data on SAPARD funds for Poland.
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Conclusions

Great interest in the possibility of using SAPARD aid funds, proved by the number of applications,
absorption of funds and the necessity to increase original SAPARD amount by transferring 140 million euro
from RDP, which was fully absorbed as well, prove that it was a needed financing tool for agriculture and
rural development in Poland.

Paradoxically, resignation from aid funds by some beneficiaries also indicates that there are great needs
emerging in described fields in rural areas, because their decisions were mostly caused by the opportunity
of obtaining even higher funds for the same aims (especially in case of Measure 4 ‘Diversification of
economic activities in rural areas’) from different European Union sources after Poland’s accession. At
the same time it proves that Polish farmers are better and better prepared to use such tools and opportunities
resulting from the membership in European Union. This is a result of information actions taken by the
Ministry of Agriculture and Rural Development as well as ARMA, which were being improved while
gaining more and more experience connected with SAPARD implementation. It also made a basis for
elaborating an effective system of implementing other European Union funds available for Poland after
accession.
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Abstract

The subject matter of the study is concerned with the financial aspects of the development of
agricultural holdings in Poland at the beginning of Poland’s membership in the EU. This issue is a
complex one and requires a variety of factors to be taken into account, including economic, spatial, social,
institutional and legal ones. The principal research aim of the study is to assess the impact of an EU co-
funded programme on the modernisation and competitiveness of Polish agricultural holdings (in the
Zachodniopomorskie region) through investment.
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Introduction

For Polish farmers to be able to adapt to market conditions, changes are necessary in the production
structure, workforce structure and production capacity of farms. One of the prerequisites for an
agricultural holding to survive on the market, or to be able to adapt to market conditions, is to increase its
productivity and competitiveness. An important measure to achieve this is investment. This involves, in
particular, modernising the existing production technologies. In addition to investing in the infrastructure
of agricultural holdings, of central importance is investing in the technical infrastructure of rural areas,
which is the responsibility of local government authorities. As regards investing by agricultural holdings,
this normally involves increasing the production potential by acquiring farmland, building new or
extending existing farm buildings and other farm facilities, acquiring farm machines, tools and devices as
well as animals for breeding, in order to either replace resources (replacement investment) or acquire new
resources (net investment) (Wos A., 1996).

The aim and methodology of the study

The subject matter of the study is concerned with the financial aspects of development of agricultural
holdings in Poland at the beginning of Poland’s membership in the EU. This issue is a complex one and
requires a variety of factors to be taken into account, including economic, spatial, social, institutional and
legal ones. The principal research aim of the study is to assess the impact of an EU co-funded programme
on the modernisation and competitiveness of Polish agricultural holdings (in the Zachodniopomorskie
region) through investment. Tasks of the research contain: description of the West Pomeranian region,
estimation of submitted application in study area.

The study is based on secondary data provided by the Agency for the Restructuring and Modernisation
of Agriculture and the Ministry of Agriculture and Rural Development, and employs both a monographic
approach and descriptive statistics. The study provides a description of the area covered by the study and
examines the objectives and degree of utilisation of EU funding for investment under the Sectoral
Operational Programme — Agriculture. The last part of the study concerns the utilisation of EU funding
for investment in the Zachodniopomorskie (Western Pomerania) Voivodeship.
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Description of the area covered by the study

The rural areas of the Zachodniopomorskie Voivodeship are highly varied in the level of economic
development. This variation results from a number of factors, including the fact that those areas are
divided into natural and functional zones (seaside zone, lakeside zone, borderland zone), which provide
favourable conditions for the development of non-agricultural industries. However, areas of economic
recession, high unemployment and considerable poverty are prevalent. Outside the seaside area and the
urban areas of Szczecin and Koszalin, economic development is low, unemployment is high, agricultural
production is stagnant, technical and public infrastructure is insufficient, and services are scanty. The
poor technical condition of the significantly depreciated electricity and gas distribution networks is also a
serious problem. The electricity and gas networks in the rural areas need to be modernised urgently in
order to ensure energy security at the local level and allow these areas to develop.

The rural areas of the voivodeship are populated by 520.7 thousand people, i.e. 30.7% of the
voivoideship’s total population, ranking 12" in Poland. The population density in those areas (24 people
per sq km) is among the lowest in Poland and varies across the areas. This results from the fact that the
region is highly urbanised, highly forested, and with a rural settlement network characterised by a large
number of small-sized agricultural holdings.

Despite a significant decline in the number of unemployed people in the last two years (in January
2005, the unemployment rate was 27.9%), the Zachodniopomorskie Voivodeship continues to be
characterised by a high unemployment rate, which was 21.59% in September 2006.

In the last two years, the agrarian structure of the voivodeship has been subject to fairly significant
changes in terms of both quality and quantity. The number of small agricultural holdings with an area of
between 1 and 5 hectares as well as those with an area of more than 50 hectares has increased. The
emergence of increasingly economically strong large agricultural holdings where open-field production
prevails is accompanied by the emergence of specialist agricultural holdings, including poultry, vegetable
and horticultural farms.

The average area of arable land per individual farm is among the highest in Poland (after the
Waminsko-Mazurskie Voivodeship), currently at 16.8 hectares (in 2002, the average area of a farm was
16.03 hectares and the average area of arable land per farm was 14.27 hectares), which is more than twice
the average for all of Poland. Although the majority of individual agricultural holdings are small-sized
(with an area of up to 7 hectares), accounting for 49% of all agricultural holdings in the region, large
agricultural holdings (i.e. those with an area of between 15 and 50 hectares) account for 22%, i.e. nearly
three times the average for Poland. Very large farms account for 3.4% of all agricultural holdings in the
region, which is the highest percentage in Poland.

For a picture of the changes taking place in the structure of agricultural holdings, it is also worth
looking at the data obtained from the 1996 and 2002 National Censuses of Agriculture (see Table 1). In
2002, the number of agricultural holdings was 71 thousand, down 2.8%, or by 2 thousand farms,
compared to the results of the 1996 full census. The number of agricultural holdings with more than 1
hectare of arable land increased by 5.3% against 1996 (by 2.1 thousand agricultural holdings), to 41.6
thousand.

Table 1
The number of agricultural holdings according to the 1996 and 2002 censuses
. . 1996 2002
Specification
numbers sum=100 numbers sum=100
Cum 73048 100,0 71032 100,0
Private sector X 70928 99,9
agricultural holdings with
more than 1 hectare of 38959 53,3 41168 58,0
arable land
Public sector X 104 0,1

Source: Raport z Wynikéow Powszechnych — wojewddztwo Zachodniopomorskie, Szczecin 2003,

http://www.stat.gov.pl/urzedy/szczec/publikacje/nsp/raport/index.htm, 2006.
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Total investment and production expenditure by agricultural holdings amounted to PLN 1,106.5
million. For individual agricultural holdings with more than 1 hectare of arable land, the figure was PLN
720.7 million; for other agricultural holdings, PLN 385.8 million (see Table 2). The average amount of
investment and production expenditure per one unit of arable land was PLN 1282 for invididual
agricultural holdings with more than 1 hectare of arable farm and PLN 1900 for other agricultural
holdings. The average per farm was PLN 27,702 and PLN 1,536,925 respectively.

Table 2
Investment and production expenditure per farm with more than 1 hectare of arable farm
. For 1 hectare Eor ! % of goods
Specification Sum in arable land agriculture agriculture
p thousand PLN holding )
; production
in PLN

Sum 720743 1283 27702 69,7
Sum of investments expenditure 232905 629 18906 31,7
Expenditures for running production 487838 873 18993 47,7

Source: Raport z Wynikéw Powszechnych — wojewddztwo Zachodniopomorskie, Szczecin 2003,
http://www.stat.gov.pl/urzedy/szczec/publikacje/nsp/raport/index.htm, 2006.

2002 National Census of Agriculture surveys showed that investment expenditure accounted for 29.7%
and production expenditure for 70.3% of the total expenditure in question. For individual agricultural
holdings with more than 1 hectare of arable land, the figures were 32.3% and 67.7% respectively.

In the case of individual agricultural holdings with more than 1 hectare of arable land, the larger the
size of the farm, the smaller the amount of investment expenditure per 1 hectare of arable land, from more
than PLN 5200 for agricultural holdings of 1-3 hectares, to slightly over PLN 1,000 for agricultural
holdings of 7-10 hectares, to less than PLN 500 for agricultural holdings with an area of 100 or more
hectares. Agricultural production expenditure per 1 hectare of arable land was less varied. For agricultural
holdings with an area of 1-3 hectares, the figure was PLN 2055; for agricultural holdings of 4-7 hectares,
it was PLN 1088; and for other agricultural holdings, it ranged from PLN 634 to PLN 983.

The fact that they are investing, increasing resources and accumulating wealth indicates that
agricultural holdings have the potential for growth and are willing to continue farming (Manko S., 2006).
Research by the Institute of Agricultural and Food Economics (1990-2001) shows a correlation between
the area of a farm, its workforce numbers, its manager’s age and level of education and wealth
accumulation levels (Gotgbiowska B., 2005).

As regards investment, the majorities of agricultural holdings continue to acquire new fixed assets,
modernise buildings and extend the area of arable land (Bojar W., 2005).

The Sectoral Operational Programme — Agriculture

Structural funds are the basic instruments of the European Union’s structural and regional policies.
Structural funds are allocated for the purpose of supporting the conversion and modernisation of EU
member countries. Measures in the agricultural sector are funded by the Guidance Section of the European
Agricultural Guidance and Guarantee Fund (EAGGF), which supports the conversion processes in
agriculture and the overall development of rural areas.

Of key importance for the agricultural sector is the Sectoral Operational Programme-Agriculture, which
is principally targeted at farmers operating in particular sectors of the agricultural processing industry
(Nowogrdodzka 2006). The objectives set by the programme include improving the competitiveness of the
agricultural sector and encouraging sustainable development of rural areas. These objectives are implemented
within the framework of three priorities, which include a total of 15 activities.

Priority 1, concerned with supporting changes and adjustments of the food sector, covers five
activities: 1.1 Investments in agricultural holdings; 1.2 Setting up of young farmers; 1.3 Training; 1.4
Agriculture advisory and extension service support; 1.5 Improving the processing and marketing of
agricultural products.
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Priority 2 concerns the sustainable development of rural areas and covers seven activities, while
Priority 3 concerns technical assistance and includes three activities. Table 3 shows the number of
applications for funds submitted and agreements made, as well as the limit of funding and the percentage
of funds utilized under the Sectoral Operational Programme — Agriculture (total figures for Poland).

Table 3
The number of applications submitted and agreements made under the Sectoral
Operational Programme — Agriculture in the years 2004-2006 (as at 30 March 2006)
Limit of Submitted applications Signed deals
funding Number
Specification in Number of | Use of limit Use of limit
o L of
million | application (%) deals (%)
PLN

Priority 1 5187,87 49 305 139,2 28 101 68,2
1.1. 1nvestments in agricultural 2364.67 28 448 126,7 13 124 58.8
holdings
1.2. Setting up of young 708,84 | 18852 133 | 14163 99,9
farmers
1.3. Training 78,85 307 210,9 65 41,7
1.4. Agrlcultur.e advisory and 212.26 56 101,1 29 732
extension service support
1.5. Improving the processing
and marketing of agricultural 1823,23 1642 159,2 720 68,7
products
Priority 11 1673,01 10 921 120,8 5628 46,9
Priority 111 93,70 364 150,2 169 39,6
Sum 6954,58 60590 1349 33 898 62,7

Source: Own study on: Opracowanie wlasne na podstawie: Nowogrodzka T., Olszewska — Kuzniarska S., Wykorzystanie
srodkéw SPO ,,Restrukturyzacja i modernizacja sektora zywnoSciowego oraz rozwdj obszarow wiejskich 2004-2006”
(w:) Przedsigbiorstwa agrobiznesu w rozwoju obszaréw wiejskich, Akademia Podlaska, Siedlce, 2006, s. 63 — 65.

The largest amount of funding was allocated for Activity 1.1 Investments in agricultural holdings.
Also, the largest number of applications was submitted for funding for this activity (the total amount of
funding applied for was PLN 2,995.21 million, which accounted for 126.7% of the limit of funding).

Based on the available data, it can be said that the programme met with considerable interest from its
beneficiaries (which is confirmed by the number of applications submitted). The degree of utilisation of
the funds provided under the programme deserves to be rated as successful, as farmers are receiving not
only funding, but also modern technology, knowledge and information. As Nowogrddzka and Olszewska-
Kuzniarska note rightly, the programme provides opportunities for making a large number of investments
leading to increased competitiveness of agricultural holdings in the EU market. According to Kobytecki,
the result of this EU support is the fact that Poland’s agricultural and food industry is today, in large part,
among the most modern in Europe (Marcysiak A., 2006).

As regards the Zachodniopomorskie Voivodeship, the amount of funding applied for exceeded the
limit of funds allocated for the years 2004-2006. As a result, the responsible authorities decided to stop
accepting applications for funds for activities 1.1 and 1.2 in March 2005, for activities 2.4 and 2.6 in late
2005, and for activity 1.5 in October 2006. Another reason for this decision was the fact that the number
of applications submitted in that voivodeship accounted for 2.54% of all the applications submitted in
Poland. The percentage of applications for activity 1.2 was the highest (3.11%), the lowest being for
activity 2.6 (1.5%). The number of applications submitted under activity 1.1 accounted for 2.35% of total
applications for all of Poland (see Table 4).

The largest number of applications for support, both in all of Poland and in the Zachodniopomorskie
Voivodeship, were submitted under activity 1.1, almost 48% and 44.5% respectively. The number of
applications submitted in the Zachodniopomorskie Voivodeship under the other activities was also not
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significantly different from the average number of such applications submitted in all of Poland, except for
activity 2.6, where almost the number in the voivodeship was almost 50% fewer than the average for all
of Poland. The opportunity to receive support for activities under particular programmes encourages
many farmers to make investments.

Table 4
The number of applications and the amount of funds applied
for under the Sectoral Operational Programme-Agriculture in 2004-2006
Zachodniopomorskie voivodeship Poland Part of
amount amount Zachodnio-
Specification number of | of funds Png Otj number of | of funds P'ar.t Of pomorskie
. . 1. |activity n . . 1. |activity In 2:5
applications | applied in sum % applications | applied in sum %% (2:5)
million PLN ’ million PLN ’
1 2 3 4 5 6 7 8
LI Investments in 669 101,66 | 4448 | 28448 | 3056,66 | 47,96 | 235
agricultural holdings
1.2. Setting up of 586 2030 | 3896 | 18852 | 9428 | 31,78 | 3,11
young farmers
1.5. Improving the
processing and 40 17344 | 2,66 1642 2022,08 | 2,77 | 244
marketing of
agricultural products
2.4. Dividing
; .. 144 11,25 9,57 6050 523,68 10,20 2,38
agriculture activity
2.6. Development of
technical 65 6,23 4,32 4321 26125 | 7,29 1,50
infrastructure related
to agriculture
Sum 1504 321,88 100 59313 7706,47 100 2,54

Source: Conducted research on data gathered from ARiMR 2006.

Nonetheless, the number of applications submitted under particular activities is not, by itself, evidence
of farmers’ commitment to seeking funding for investment. It is worth noting that the average amount
applied for per application under activity 1.1 was PLN 150,000 in the Zachodniopomorskie Voivodeship,
compared to the average of PLN 107,000 for all of Poland.

Table 5
The number of applications submitted —
variation across the Zachodniopomorskie Voivodeship

Number of
Districts application a{nm.lnt O.f f.unds Aver.age.am.o unt of
s applied in million PLN application in PLN
wnioskow
Biatogardzki 18 3552852 197 381
Choszczenski 40 6 789 097 169 727
Drawski 24 4079 331 169 972
Goleniowski 31 4488 212 144 781
Gryficki 44 6 124 007 139 182
Gryfinski 68 10 400 222 152 944
Kamienski 25 4613 603 184 544
Kotobrzeski 20 2 625197 131 260
Koszalinski 35 6 029 046 172 258
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Continuation of Table 5

Number of
Districts application af1101}nt O.f f.unds Aver.age.am.o unt of
s, applied in million PLN application in PLN
wnioskow
Lobeski 29 5300 205 182 766
Mysliborski 50 5922722 118 454
Policki 15 1904 239 126 949
Pyrzycki 40 6 005 972 150 149
Stawienski 24 4530397 188 767
Stargardzki 72 9 545 470 132 576
m. Szczecin 7 1170 456 167 208
Szczecinecki 26 5215783 200 607
Swidwinski 44 7200 006 163 637
Watecki 57 6161 075 108 089
Sum 669 101 657 900 151 955

Source: Conducted research on data gathered from ARiMR 2006.

szczecinecki

Y e

goleniowski

|:| - share of application

. - share of financial support

Figure 1. The percentage share of applications
submitted and amounts applied for in particular districts

Source: Conducted research on data gathered from ARIMR 2006.

An analysis of the variation in the number of applications submitted under activity 1.1 across the
Zachodniopomorskie Voivodeship shows that the largest number of applications was submitted in
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districts with the largest number of agricultural holdings and in areas where farming prevails as the
direction for development. The largest amount of funding was applied for in the districts of Szczecin and
Biatogard, and the lowest in the district of Walcz. It is reassuring to know that the number of applications
submitted in the underdeveloped areas was not significantly lower than that in the most developed ones.
Much credit for this is due to both farmers and advisory bodies.

An analysis of the percentage share of particular districts in the total amount of funds applied for
shows that the largest amount of funding was applied for in the districts of Gryfino, Stargard, Swidwin,
while the lowest number of applications was recorded in the districts of Police, Kotobrzeg and Biatogard
(see Map 1).

As support under activity 1.1 accounts for up to 50% of the investment support received, the total
value of investment needs to be doubled. This means that the value of investment in the
Zachodniopomorskie Voivodeship under the Sectoral Operational Programme-Agricultural amounted to
more than PLN 200 million in 2004-2006. Importantly, the amount of funds appropriated for investment
was exhausted halfway through the period for which it had been planned. This, in turn, shows that the
predictions that farmers would not be able to utilize the support provided by the EU have not come true.

Conclusion

The degree of utilisation of the funds provided under the Sectoral Operational Programme-Agriculture
deserves to be rated as successful, in terms of both the number of applications submitted and the amount
of funding received. It is worth noting that the investments under the programme also involve transfer of
knowledge and modern technologies, and provide access to information.

Statistics show that the Zachodniopomorskie Voivodeship is not among the leading voivodeships as
regards the number of applications submitted. Nonetheless, the average amount of funding applied for per
application is 50% higher than the average for all of Poland. The largest number of applications was
submitted in those areas of the voivodeship in question where farming prevails as the direction for
development, while the smallest number was recorded in the coastal areas and in the urban areas of
Szczecin.

The efficient application for and utilisation of EU funds are evidence that Polish agricultural holdings
have the potential to develop. It should be expected that the agricultural sector will, in the near future
(2007-2013), take advantage of its opportunities and become one of the most competitive agricultural
sectors in the EU.

References

1. Bojar W., Ocena inwestycji gospodarstw rolnych w $rodki mechanizacji, Prace Naukowe AE we
Wroctawiu nr 1070, t.1, Wroctaw, 2005, s. 65 — 69

2. Golebiowska B., Poziom akumulacji a zasoby gospodarstw rolniczych, Prace Naukowe AE we Wroctawiu
nr 1070, t.1, Wroctaw 2005, s. 256 — 261

3. Manko S. i inni, Aktywnos¢ inwestycyjna rolnikow w podregionie bydgoskim, Prace Naukowe AE
we Wroctawiu nr 1118, t. 2, Wroctaw 2006, s.72 — 79

4. Marcysiak A., (praca zbiorowa) Przedsigbiorstwa agrobiznesu w rozwoju obszarow wiejskich,
Akademia Podlaska, Siedlce, 2006, s. 59

5. Nowogrodzka T., Olszewska — Kuzniarska S., Wykorzystanie srodkéw SPO ,,Restrukturyzacja i modernizacja
sektora zywnosciowego oraz rozwoj obszarow wiejskich 2004-2006” (w:) Przedsigbiorstwa agrobiznesu
w rozwoju obszaréw wiejskich, Akademia Podlaska, Siedlce, 2006, s. 60 — 66

6. Raport z Wynikéw Powszechnych — wojewodztwo Zachodniopomorskie, Szczecin 2003,
http://www.stat.gov.pl/urzedy/szczec/publikacje/nsp/raport/index.htm, 2006

7. Wos A., Agrobiznes — makroekonomia, t. 1, Key Text, Warszawa, 1996

128 Economic Science for Rural Development N® 14, 2007: 122 - 128



Monika Mejszelis * The impact of the structural pension programme on the employment structure
in the Polish agricultural sector]

THE IMPACT OF THE STRUCTURAL
PENSION PROGRAMME ON THE
EMPLOYMENT STRUCTURE IN THE
POLISH AGRICULTURAL SECTOR

Doctor of economics sciences, Monika MEJSZELIS,
Assistant professor at Department of Law and Estate Management
Faculty of Economics and Food Management, Agriculture University of Szczecin

Abstract

This paper aims to show how the employment structure of Poland’s agricultural sector has changed
and how structural pensions have affected the employment structure and the agrarian structure. This paper
makes reference to the experience of those EU countries whose area and agrarian structure are similar to
those of Poland. The introduction of structural pensions aimed at encouraging farmers of pre-pension age
to discontinue their agricultural activity and giving up their farms, which would have a beneficial effect
on the employment and agrarian structures.

Keywords: structural pensions, employment structure, rural areas development

Introduction

On the one hand, Polish agricultural economists have stressed, for many years, that Poland’s employment
structure is outdated and that employment in the agricultural sector remains very high. On the other hand,
the agricultural sector is confronted with problems related to workforce imbalance (shortages or oversupply of
workforce) and demographic imbalance in rural areas (Tomczak F., 2005).

The results of the 2002 National Census confirm an essential characteristic of the evolution of the labour
factor, i.e. the decline in employment in the agricultural sector. Industrialization and the development of
the service sector, as well as the resulting decline in employment in the agricultural sector, are common
processes at some level of economic development. These processes are an essential prerequisite for agricultural
progress, which is defined as reduction in the amount of human work needed to make a single unit of a
product. The main criterion for determining whether or not a particular farm is a viable undertaking is its
productivity. Thus it follows that changes to the employment structure are among the most significant
effects of agricultural development, and changes to the population structure as well the pace of these changes
are a measure of social and economic development.

The study aims to show how the employment structure of Poland’s agricultural sector has changed and
how structural pensions have affected the employment structure and the agrarian structure. In the study, a
monograph and descriptive statistics were employed, based on secondary data provided by the Agency for
the Restructuring and Modernisation of Agriculture, the Ministry of Agriculture and Rural Development,
and the Central Statistical Office. The study covers the years 2004 — 2005 and makes reference to the
experience of those EU countries whose area and agrarian structure are similar to those of Poland.

The Rural Areas Development Plan

One of the instruments for improving the agrarian structure and changing the employment structure in
the agricultural sector is structural pensions, which are provided under the Rural Areas Development Plan (RADP)
and based on the experience of other EU countries. The RADP is an operational document setting out the
objectives, priorities and principles for supporting the sustainable development of rural areas. The document is
concerned with the social, economic and environmental (ecological) aspects of development, and is consistent
with other structural programmes, including in particular the Sectoral Operational Programme called The
Restructuring and Modernisation of the Food Sector and the Development of Rural Areas, which implements
the objectives of the rural areas development policy defined in the National Development Plan.
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The RADP consists of nine measures: providing structural pensions, supporting agricultural activity in
areas with adverse conditions for farming, supporting semi-subsistence farms, supporting agricultural-
and-environmental projects, afforesting farmland, adapting farms to EU standards, supporting agricultural
producer groups, providing technical assistance and supplementing direct subsidies. All these measures are
paid for with funds from the EAGGF Guarantee Section and from domestic funds appropriated for this
purpose in the Budget Act. The introduction of the RADP has resulted in Poland being covered by instruments
provided under the 2™ pillar of the Common Agricultural Policy, the so-called accompanying measures.

Experience of selected EU countries

In France, the system of early retirement pensions for farmers was one of the basic instruments for
improving the area structure of farms. It was implemented as early as in the 1960s in the form of farmers’
pensions paid to farmers as an annual benefit once they discontinued their farming activity (sold or leased
out their land). These benefits were paid independently of the so-called “regular” pensions (in the case of
which a farmer was not required to give up his farm). In the late 1960s, structural pensions were separated
from “regular” pensions and transformed into a system of pre-retirement benefits for farmers aged 60-65
and, in areas with adverse conditions for farming, aged 55-60.

The system was improved in 1972 by increasing benefit levels and introducing a requirement that in
order to be entitled to the benefit, a farmer would have to give up his land for the purpose of to enlarging
the area of a neighbouring farm run by a farmer with a professional qualification in agriculture. Soon
afterwards, French farmers were also allowed to give up land to establish new farms. The system of early
retirement pensions for farmers enjoyed the greatest popularity in the 1970s, when approx. 700,000
farmers received benefits under the system and more than 13 million hectares of land was given up. However,
the average retirement age for farmers fell by 2 years only. In most cases, land was transferred within the
family, mostly from the father to his son.

At present, the right to an early retirement pension is granted to a farmer aged 55-60 who:

e had been carrying on a farming activity as the main source of income for the 15 years preceding the

date of application for the benefit and was covered by farmers’ social insurance;

¢ has given up a farm of an area exceeding a specific threshold value, including buildings and livestock.

The requirements regarding the land to be given up are as follows:

e The minimum area of the land to be given up must exceed 50 percent of SMI.

e The land to be given up must not be transferred to the farmer’s spouse.

e The transfer of land must be made by way of lease, donation or lending. Only in exceptional cases,
if the transferring farmer is in a difficult financial situation, the land may be transferred by way of
sale on the basis of a court order.

A regulation introduced in 1995 allows a farm to be transferred to an assignee who is a member of the
family of the farmer applying for an early retirement pension. This, however, applies only to farms with
an area of at least 40 hectares.

The transfer of land to a young farmer starting a farming activity and eligible for DJA (a special
subsidy programme for young farmers) is preferred.

The introduction of preferential conditions regarding the transfer of farming land to young farmers by
farmers entitled to an early retirement pension (under the 1995 programme) produced positive results,
which were confirmed also in 1996. Approximately 51.6 % of the land transferred under the programme
was transferred to young people eligible for DJA, and 20.6% was used to enlarge the area of those farms
where a farming activity had been run for at least 10 years. In addition, the early retirement pension
programme for farmers appeared to have encouraged farmers to transfer their land mostly to their family
members (74.68% of the land transferred). The number of farmers applying for early retirement pensions
in 1995 and 1996 was 5.6 thousand annually.

In Germany, early retirement pensions enjoyed great popularity, even despite the fact that the applying
farmer, in order to be entitled, was required to give up his entire farm to a qualified farmer who was not a
member of the applying farmer’s family (through a transfer of land ownership or a lease for at least ten
years).
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An early retirement pension was available to a farmer who was at least 55 years old or, in the case of
disabled farmers, 53 years old, and who had paid insurance contributions to either a farmers’ sickness
fund or a farmers’ old-age fund for at least 15 years, including continuously for the 5 years preceding the
date of application for the benefit.

The following benefits were provided under the programme:

¢ aretirement pension payable in accordance with the rules of the farmers’ retirement pension system,

¢ an annual bonus payment depending on the area of the land given up,

e a benefit equal to the amount of sickness and accident insurance contributions if the farmer had no

other sources of income.

One farm was entitled to one retirement benefit. The transferring farmer was allowed to retain possession
of a plot of land no larger than a quarter of the smallest size required by the Old-Age Insurance Act. The
farmer was allowed to use the retained land only for subsistence farming (for the retired farmer and his
family), which was additionally subject to limitations. The maximum allowed value of the goods produced
was one-seventh of the amount set by the German Social Code. If the limit was exceeded, the farmer’s
entitlement to an early retirement pension was suspended.

An early retirement pension programme for farmers was also introduced in Spain, in 1982. The Spanish
agricultural sector was, at the time, characterized by a large number of small-sized farms, and 60% of
Spain’s farmers were over 55 years sold. The programme was subject to a few modifications and, initially,
was not very popular with farmers. Nevertheless, the average area of a farm increased from 10 to 18 hectares
in the years 1982-1993.

The main causes responsible for Spanish farmers’ insignificant interest in the programme (according
to Spanish agricultural organisations) included:

e a high age limit required for entitlement to an early retirement pension (60 years),

e alow level of the benefit provided,

o the fact that the programme was in effect only in some parts of the country (it was not until after

1990 that it was implemented in the most underdeveloped regions),

e restrictions on transferring land to family members (it was not until 1990 that farmers were permitted
to transfer their farms to their lineal descendants, but this was permitted only if the land would be
used by the descendant to enlarge the area of his own farm),

e the fact that the minimum size of a farm eligible for the programme was large (entitlement to an
early retirement pension was available only to a farmer who transferred a farm with an annual income
of at least ECU 4000, while two-thirds of Spain’s total agricultural production was generated by
farms with an annual income of less than ECU 3000).

As a result, the number of farmers receiving early retirement pensions in Spain never exceeded 1,000
annually.

An analysis of EU member states’ experience of implementing and operating early retirement pension
programme in the agricultural sector shows that such undertakings are not easy. A large number of factors
(the specific character of a country’s agricultural sector, the country’s history, its hierarchy of objectives
etc.) require each country interested in implementing such a programme to seek solutions to meet the
individual needs of that country. Nonetheless, the directions taken by particular EU countries in their
attempts to reorganise their agricultural retirement pension systems need to be consistent with the general
principles laid down by the Council of Europe (Trawinski K., 2001).

Structural pensions in Poland

Reducing employment in the agricultural sector, increasing work efficiency and eliminating hidden
unemployment in agriculture are some of the problems facing Poland’s agricultural sector. These problems
need to be resolved if an increase in the income of farming families is to be achieved. At the same time,
giving up farming or taking additional jobs is extremely difficult given the high unemployment rate in
Poland, and requires considerable long-term funding.

Poland’s progress resulting from the country’s economic growth is a source of change in the practice
of farming and a source of development of the potential of farming work. This leads to the emergence of
new types of jobs in the farming sector and new socioeconomic approaches to farming. These changes are
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taking place throughout the country, leading to a significant transformation of rural microstructures (farms,
families, villages), and are becoming the main driving force behind socioeconomic changes in the entire
rural community (Tomczak F., 2005).

The introduction of structural pensions in Poland was aimed at encouraging farmers of pre-retirement
age to discontinue their farming activity and giving up their farms in a manner that would contribute to
improving the vitality of farms in general, and providing farmers with sufficient income once they
discontinued their farming activity.

These measures were thus designed:

— to improve the structure of farms and increase their productivity levels;

— to provide income to those farmers of pre-retirement age who would discontinue their farming activity;

— to reduce the average age of people carrying on a business (to accelerate the process of generational

change);

— to appropriate farmland for non-farming purposes if using it for farming purposes does not guarantee

economically satisfying results.

The 2004-2006 Rural Areas Development Plan provides EUR 534 million in funding for structural

pensions for approx. 52 thousand farmers, each receiving PLN 1560 on average.

The eligible farmer is one who:

1. is at least 55 years old and under retirement age (65 years for men, 60 years for women); an
application for entitlement to a structural pension must be submitted no later than six months prior
to reaching retirement age;

2. carried on a farming activity on a farm continuously for the 10 years directly preceding the date of
application for a structural pension and was covered by retirement/disability insurance for at least 5
years in accordance with the regulations governing farmers’ social insurance;

3. is entered on the register of producers that is held by the Agency for the Restructuring and
Modernisation of Agriculture and is part of the national register of producers, on the register of
farms and on the register of applications for payments;

. was covered by retirement/disability insurance on the date of application for a structural pension;
. 1s not in default on farmers’ social insurance contributions;

. has given up possession of a farm with a total area of arable land of at least 1 hectare;

. has discontinued his farming activity.

~N N L B

The basic amount of a structural pension is equal to 210% of the amount of the minimum retirement
pension (since 1 March 2005, the minimum retirement pension has been PLN 597.46).

This amount may be further increased by:

1. 60% of the amount of the minimum retirement pension, if the applicant is married and the farm
given up under the structural pension programme was the only source of income for both spouses;

2. 50% of the amount of the minimum retirement pension, for giving up possession of a farm with at
least 3 hectares of arable land, in the event of giving up ownership of arable land being part of the
farm,;

3. by 3% of the amount of the minimum retirement pension, for each hectare of arable land of a farm
with a more than 3 hectares of arable land, if each such hectare of land was given up for the purpose
of enlarging the area of another farm; such an increase is due for no more than 20 hectares of arable
land, for each hectare above 3 hectares of the arable land given up;

4. by 3% of the amount of the minimum retirement pension, for each hectare of arable land of a farm
with a more than 3 hectares of arable land, if each such hectare of land was transferred to a farmer
under 40 years old; such an increase is due for no more than 40 hectares of arable land, for each
hectare above 3 hectares of the arable land given up;

Entitlement to a structural pension is valid for a period of 10 years. Payment of a structural pension is
made once a month, but only to one of the spouses.

In all of Poland, a total of more than 53 thousand applications for structural pensions were submitted
and more than 46 thousand farms (82.5%) were given up. The largest number of applications was
submitted in the Masovian Voivodeship, which is the result of both the agrarian structure of farms in that
part of Poland, their numbers and the age structure of their owners. The smallest number of applications
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was submitted in the Lubuskie Voivodeship, where the area structure of farms is among Poland’s most
favourable and therefore the number of farms is the smallest). It is worth noting that the smallest number
of applications for structural pensions was submitted in the northern and western voivodeships, while the
largest number of applications was received in the southern and eastern voivodeships. This reflects the
agrarian structure of Poland (table. 1).
Table 1
The number of applications submitted for structural pensions and payments for the farmers

. . Submitted . Spatl?l Given Transferred
Voivodeship applications delimitation of farms payments (PLN)
applications

Dolno$laskie 2 989 5,31 2 443 49 504 779,57
Kujawsko - pomorskie 4339 7,71 3452 75 336 100,22
Lubelskie 5 607 9,96 4 832 93 445 196,21
Lubuskie 581 1,03 473 10 083 929,09
L.odzkie 6115 10,86 5057 105 756 681,73
Matopolskie 2513 4,46 2 089 37925 448 42
Mazowieckie 9935 17,65 8 062 164 542 285,32
Opolskie 1624 2,88 1367 27 883 261,77
Podkarpackie 2 696 4,79 2339 42 606 165,41
Podlaskie 4 648 8,26 4091 94193 031,89
Pomorskie 1 660 2,95 1344 29 623 956,21
Slaskie 1587 2,82 1311 23 743 501,24
Swiqtokrzyskie 3 565 6,33 2 897 55271 220,55
Warminsko — mazurskie 1 893 3,36 1529 35196 810,42
Wielkopolskie 5144 9,14 4099 89 442 803,57
Zachodniopomorskie 1399 2,49 1073 23 386 592,47
Razem Dzialanie 56 295 100,00 46 458 957 941 764,09

Source: Date from ARIMR — 02.10.2006.

As of 1 August 2006, the Agency for the Restructuring and Modernisation of Agriculture stopped
accepting applications for entitlement to structural pensions. The applications submitted until that date
have exhausted the limit of funding provided in the Rural Areas Development for this purpose for the
years 2004-2006.

According to figures compiled by the Agency, the average area of a farm given up is 9.8 hectares and
the total area of all the farms given up is more than 383.5 thousand hectares. The Agency has to date
issued more than 46.4 thousand decisions to grant the right structural pensions, which means that farmers
are already receiving this benefit.

Those farmers, who failed to submit an application for a structural pension before 1 August 2006 but
are or will be entitled to it, will have to wait. The Rural Areas Development Plan for 2007-2013 also
provides for structural pensions, but the rules regarding these benefits have been changed. Under the new
rules, applications for structural pensions will be accepted throughout the period covered by the RADP.
Approximately 11,000 farmers are estimated to take retirement under the structural pension programme
annually during the period. The state budget appropriates EUR 817 million in funding for this purpose. In
addition, the minimum area of a farm to be given up in return for entitlement to a structural pension is
expected to be changed. The limit would be 3 hectares, but would not apply to the 4 voivoideships with a
large number of small-sized farms, namely Matopolskie, Podkarpackie, Silesian (Slaskie) and Swigtokrzyskie.
In these provinces, the existing minimum area requirement of 1 hectare will be maintained.

Conclusions

As the experience of EU countries shows, structural pensions have played a significant part in
changing the agrarian structure in those countries and, consequently, have also contributed to changing
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the employment structure in the agricultural sector. But for the Polish farming sector, the problem is not
only its inappropriate agrarian structure, but also low productivity, which is the result of excess and
hidden employment in the sector. Moreover, the area structure of farms in particular regions of the country
is highly varied, which leads to significant differences in the application of the programme between
different parts of the country. The average area of a farm in the northwest of Poland is 16 hectares, while
in the south the figure is less than 3 hectares. In the south and east of Poland, the programme aims,
mostly, to improve the area structure of farms, while in northern Poland it is concerned with improving
the age structure of farmers rather than the area structure of farms.
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Abstract

The research is based on the case study related to topical problems accrued in Latvia labour market
year by year, for instance, employment of pre-retirement age persons, disabled persons, as well as persons
on the child care leave and their integration into labour market.

It was considering that there are very few or even no studies, at least publicly available, done on the
situation of demographic leave benefits recipients in Latvia, especially scientifically referable ones. My
research focuses namely on the group of persons on the child care leave.

The article includes characteristics of the historical development of the problem, theoretical aspects
related to the reintegration into the labour market, and detailed analysis on types of child care leave benefits
and their dynamics.

Key words: state social benefits, social insurance benefits, integration, and labour market.

Introduction

Summarising the materials available I came to the conclusion that the society has many stereotypes
hindering integration into the labour market after the demographic leave, therefore the research focuses
namely on the group of persons being on the child care leave. Especially in Latvia there are quite few studies
exactly on this group of risk. In October 2006 one practical, yet a small study was carried out questioning
the spectators of the TV show ”Mothers’ Club”. The questionnaire encompassed 200 spectators of “Mothers’
Club” from all around Latvia who shared their experience on the impact of pregnancy and child care leave
on the future prospects of women in the labour market, and the factors restricting their professional
development. The inquiry shows that the new mothers have difficulties with the reintegration into the labour
market. According to the inquiry at least 65% of women have had difficulties and problems informing the
employer on their pregnancy. Seldom only 10% of the inquired women have encountered such difficulties
or intolerant attitude of the employer in state, municipal or large companies. More frequently such attitude
was experienced by female employees at small and medium-sized companies (45%). The feelings frequently
referred to in the questionnaire — alert and fear experienced by a mother to-be - are connected with the
fact of information their employer, and it is caused by the situation when a female employee deliberately
hides the fact on her pregnancy from the employer (approximately 25% have informed their employer on
their pregnancy only in the 5-6 month of the gestation). 65% of inquired mothers recognized that they had
returned or planned to return in the labour market when their child was between the age of 7 months and
1 year, thus not waiting while the child reached the age of 1.5 year, i.e., the end of the child care leave.

At least 35% of women having returned to the previous job, are dissatisfied with the new working
terms and conditions, as:

o the salary has been reduced or it has not been increased alongside with the other employees;

o they are offered a part-time job - a little child being under the care of a female employee is mentioned

as a reason hindering valuable labour productivity;

e work duties and responsibility has been reduced (long-term insularity from professional life and

incompetence to meet the new working regulations are mentioned as the main reasons).

There are several researches that the Ministry of Welfare of the Republic of Latvia regularly orders, as
well as the Sub commission on Gender Equality of the Human Rights and Public Affairs Commission
works on these cases. At present the Ministry of Welfare in cooperation with the European Union has
launched several projects on labour market research. I would like to emphasize one of these projects —
”Specific Problems of Labour Market in Latvia and Its Regions” (DT 8), where discrimination in the
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labour market is studied in a broader aspect. Also the hard integration into the labour market experienced
by the group at risk of social exclusion might be considered as discrimination.

Hypothesis of the research: the number and amount of childcare benefits increase in Latvia.

The aim of the research is to study and analyse dynamics related to the amount of childcare benefits.

The following objectives are set to achieve the aim:

¢ to study historical aspects of the labour market (analyse the researches, projects i.e.);

e to assess the available legal enactments related to the leave of childcare;

e to analyse types of benefits, their amount and number of recipients in relation to the demographic

leave.

There are data according to the State Social Insurance Agency. In this paper are used standards, which
are published in Latvia.
In research are used graphical, monographic, analysis and syntheses methods.

Results and discussion

Historical aspects of labour market

Even ancient world has tried to solve problems related to the labour market. According to the first evidences
of economic thought a source ”Lessons of Herakleopolis Governor” found already in BC 22 comprises a
survey on the increase of managerial work results in a centralised state. The author or authors of these
lessons are unknown, yet the book on history of economic thought (Krilovs, 2003) considers them to be a
high rank clergymen. Already at that time Ancient Egypt experienced problems related to the managerial
work.

Considering more recent times, namely, ancient economic thought (BC 10-5), it has to be concluded
that it was based on ancient Greek and ancient Roman economic thought. The economic thought of this
society was sharper, more analytical and critical. The developed Greek society replaced the patriarchal
slavery by a procedure, where the economic life was based on the work of slaves.

First norms of ethics appeared already in this society. Ancient philosopher Xenophon (BC 430-355)
criticized gaps of Athenian democracy. He considered that a master had to care for slaves so that they
would be willing to remain slaves also in the future. He compared labour division in small villages and
large towns, and cities, and concluded that a rural craftsman did not earn his living. Such trader was not
specialised, and therefore did not produce sufficiently good (qualitative) things; whereas a craftsman living
in a large town needed only one specialisation to earn good living.

Ancient philosopher Xenophon expressed his ideas in the work ”Oeconomicus” which in a translation
from ancient Greek meant “art of household management”, and from where a word “economics” was
introduced.

Economics in the state of Rome was less developed than in the state of Athens, yet the science of law was
more developed. Economic thought in the state of Rome was closely connected with solving of different
economical issues in latifundia, rural farms. The economy of the state of Rome was the economic thought
of the society of crisis. It was the time when the productivity of labour and land decreased with the
simultaneous decrease of the labour moral of enslaved depressed producers. First evidences with a call to
improve working conditions of slaves or to rent land to free-contract farmers appeared. For instance, Roman
scientist Gaius Plinius Secundus (Pliny the Elder BC 23-79) had an encyclopaedic knowledge. His essays
comprised all the sciences of that time. He wrote much on land and labour saying that fruits of labour were
not the same as before, as fields were farmed by “legs in chains” and “stamped hands” (Krilovs L., 2003).

Considering more recent times, | would like to refer to the period of mercantilism and namely to Sir
William Petty (1623—-1687), an Irish born English economist, who wrote that labour was the father of
wealth, while land was the mother of wealth. He was the founder of the labour theory of value. Since my
research focuses directly on demographic leave in the labour market, then I would like to return once
more to this economist, as Sir William Petty in his scientific activities focused not only to economics, but
also demography and statistics. He was the first one who under the assignment of Cromwell’s (1599—
1658) government did demographic studies in Ireland and calculated national wealth of England (Pipers N.,
2005).
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In ancient Rome during the time of Augustus literature and art flourished, and generally it was very
well developed, although there was a problem, which even Augustus was unable to solve. It was the moral
of Roman society. Regardless the accepted strict laws prohibiting prostitution and faithlessness of a
spouse (wife), when people were punished also for abstention from marriage and upbringing of children,
carelessness of the majority of Romans towards the family, honour, conscience, and other principles of
ethics and morality did not improve. Thus demographic problems started to gather more and more. As a
result the share of ethnical Romans gradually started to decrease in the Roman Empire. These features
became one of the factors of gradual weakening of ancient Rome that finally alongside with other economic
and social factors led it to a complete collapse.

Integration into the labour market after the childcare leave

According to the State Employment Agency and the research carried out by the Institute of Philosophy
and Sociology of Latvia University women are more active users of services and opportunities provided
by the State Employment Agency to increase their competitiveness.

As opposed to 2001 the number of persons returning from the childcare leave in 2002 has increased by
336 people. On January 1, 2003 the State Employment Agency has registered 8030 persons falling under
the mentioned category of which the majority is constituted by women.

Problems related to the integration into the labour market are the following:

e the mentioned group of unemployed is characterised by the lack of vocational education and 34.4%

of the group have low level of education;

¢ insufficient opportunities to find appropriate childcare services, as well as services being ready to
take care of elderly or disabled family members;
insufficient possibilities to apply flexible work forms;
low self-appraisal and lack of confidence on the possibility to integrate into the labour market;
stereotype generated by the employers on women-mothers as having low labour productivity;
employers have no motivation to allow the female employees to work a partial work-day and to do
work at home;

e insufficient coverage of public transport in rural areas thus hindering arrival at the work place and
use of services provided by preschool institutions.

The draft of Latvian National Development Plan elaborated in 2003 pays slight attention to the group
of persons subjected to the risk of social exclusion from the labour market. For instance, Paragraph 185
recognizes that Latvia may identify several groups at risk of social exclusion, which currently or in the
future can face problems with the integration into the labour market. In the case of Latvia the groups of
risk are the following: unemployed at the age groups 15-24 (youth) and 55-64 (pre-retirement age), low
skilled and low educated unemployed persons, persons with disabilities, long-term (more than 12 months)
unemployed, parents after the child care leave, persons released from imprisonment, single parents, large
families etc.. Paragraph 193 of the Plan stresses the anxiety of large risk of unemployment after the
childcare leave. It is based on the necessity to improve previous qualification and skills, and stereotypes
experienced by employers on a woman with a child as an employee with lower labour productivity. Employers
have no motivation to offer a part-time job and work at home to a female employee. According to the
research data women after the childcare leave are more active than other risk groups subjected to social
exclusion in using services and active employment measures offered by the State Employment Agency.
Women are better informed on opportunities provided by the central and local governments, and the
possibilities related to their use. Insufficient coverage of public transport in rural areas, hindering arrival
at a workplace and use of kindergartens, is another reason increasing risk of unemployment.

According to the data of Labour Force Survey in 2003 the average number of economically active
population equalled to 69.2% of total population aged 15-64. As opposed to the previous year its number
has increased by 0.4% of the respective age group. The employment level differs by regions of Latvia
(Data on Labour Force Survey by the Central Statistical Bureau, 2004).

European Social Fund (ESF) provides financing for the development of human resources including promotion
of employment, development of education and continuing education, and mitigation of social exclusion. Total
financing from the ESF amounts to LVL 122.9 million, including state co-financing equalling to Ls 29.6 million.
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Reduction of social exclusion is one of the ESF support policy fields (Policy Field 3) with the allocated
financing of Ls 22 million (18% of total ESF financing) for the period between 2004 and 2006. Education
and continuing training, including information and communication technologies (ICT) support for disabled
persons is the largest measure for reducing social exclusion of groups endangered by the mentioned risk.
The measure ensures the financing of Ls 7 million, which is 32% of total financing envisaged for reduction
of social exclusion and 5.8% of total ESF financing available for the period 2004-2006. Development of
professional rehabilitation programmes, including ICT support for disabled persons, is the second largest
measure with the total financing of Ls 3.9 million (respectively 18% of total financing envisaged for
reduction of social exclusion and 3.2% of total ESF financing available). Provision of subsidised employment
(the third largest measure under this ESF priority) with the financing of Ls 3.3 million (15% and 2.7% of
total financing envisaged for reduction of social exclusion and total ESF financing available respectively)
is a significant measure for integration of socially excluded people into the labour market.

Female employees devote approximately twice more time for home works than male employees; the
difference is more expressive in the families with children. This necessary yet unpaid contribution to the
national economy has a significant impact on the provision of equal opportunities outside home; especially
considering the lack of alternative child care forms and institutions, and generally the role of the two
parents in the family. Therefore the integration of women into the labour market is hindered, since the employers
very often are reluctant to employ women, especially those of reproductive age, women after the maternity
and child care leave (National Employment Plan, 2004).

The share of women in the group of entrepreneurs is still low: only 1.5% of all working women are
employers, while in the group of working men the figure equals to 4.8%. Although in Latvia the level of female
employment is higher than the average EU level, and the number of women with higher education is also
higher (1.6 times) compared to men, the salary received by female employees is lower in almost all sectors of
national economy, and the number of women holding leading offices is still relatively small. Discontinuation
in the service arisen due to the childcare also has a similar impact on the future amount of retirement
allowance (National Employment Plan, 2004).

Latvia in cooperation with the European Commission Initiative applies EQUAL Initiative Programme
measures to promote the integration of this risk group into the labour market. EQUAL Initiative Programme
includes the following measures: vocational education, retraining and qualification upgrading, hired public
works, measures to improve competitiveness of the unemployed, measures envisaged for certain groups
of persons, for instance, youth, persons with disabilities, persons after the child care leave, persons of pre-
retirement age, long-term unemployed persons, persons released from imprisonment, and other persons
posed to risk of poverty and social exclusion. Measures for improving competitiveness include the assessment
of adequacy for certain professions, informative and psychological support, provision of basic skills
necessary in the labour market, seminars, consultations aimed at promotion of social mobility and perfection
of knowledge on the labour market (EQUAL Programme for Latvia for the period of 2004—2006,
elaborated in 2003).

Use of benefits in Latvia between 2003 and 2005

Researching functions of State Social Insurance Agency it was considered, that there are two benefit’s
groups: social insurance benefits and state social benefits. There are several benefits in group of social
insurance benefits, but there are only two benefits what related to leave for childcare: maternity and
paternity benefit. Other three benefits belong to state social benefits group. (Figure 1)

Maternity benefit can be claimed within 12 months from the first day of maternity leave. The following
persons are entitled to receive maternity benefit:

e an employee;

e aself-employed person who has made social insurance contributions;

e spouse of the self-employed person who has voluntarily joined social insurance scheme (in accordance

with the law ”On State Social Insurance”).

Maternity benefit is allocated and paid in the amount of 100% from the average contribution wage calculated
from the six months income (for the self-employed — 12 months). Maternity and paternity benefits differ.
Maternity benefit is paid for the whole maternity (prenatal and postnatal) leave. Paternity benefit is granted
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for 10 calendar days (before 2 months of the child’s age). Paternity benefit is allocated and paid in the
amount of 80% from the average insurance contribution wage calculated from the six-month income.
Average insurance contribution wage and benefit amount is calculated in accordance with the Cabinet
Regulations No 270 ”Average Insurance Contribution Wage Calculation Procedure and Procedure for Granting,
Calculation and Payment of State Social Insurance Benefits” of July 28, 1998.

|_” State Social Benefits “‘

Social Insurance Benefits

| Maternity benefit Family state benefit
L Paternity benefit Child care benefit —
Child birth benefit

Figure 1. Classification of childcare leave connected benefits

Source: author’s construction according to the State Social Insurance Agency

Childbirth benefit is allocated to one of the child’s parents or guardians for the child to whom a
personal ID number is granted, but not sooner than on the 8" day after the child has been born. Childbirth
benefit can be claimed within 12 months from the day the child has been born or from the day of
establishing guardianship (if the child has been taken in custody before 1 year of age). The amount of
childbirth benefit is Ls 296 for each child born on October 1, 2004 and after in accordance with the
Cabinet Regulations No 166 “Procedure for Granting and Disbursement of Childbirth Benefit” of March
8, 2005. For each child born on January 1, 2006 and after the applicant of the benefit receives additional
Ls 100 for the birth of the first child, Ls 150 - for the birth of the second child and Ls 200 - for the birth of
the third and the following children.

Childcare benefit for a child under one year is:

e in the amount of 70% from the average monthly insurance contribution wage but not less than Ls 56 per
month and not more than Ls 392 per month, if the person is employed and is on parental leave, or
is a self-employed person who is not having any income until his/her child is under one year of age;

¢ in the amount of 50% from the stated childcare benefit for the person who is on the parental leave
or is not having any income as a self-employed person, if the benefit claimant is an employed person
and is not on the parental leave;

e Ls 50 per month if a person is not employed (in accordance with the law “On State Social Insurance”),
but Ls 30 per month allowance of childcare for a child care from one to two years of age both for
employed and unemployed persons regardless the duration of their employment (in accordance with
the Cabinet Regulations No 644 “Regulations on the Amount of Childcare Benefit and Supplements to
the Childcare Benefit for the Birth of Twins or More Children Born During One Delivery, and Its
Review, Allocation and Disbursement Procedure” of August 8, 2006).

If a childcare benefit is granted for twins or more children born during one delivery, a supplement is

granted. The supplement amount is the following:

o Ls 50 per month for each next child to a person who cares for children under one year of age;

e Ls 30 per month for each next child to a person who cares for children from one to two years of age
(in accordance with Article 7 of the law “On State Social Benefits” and Paragraph 7 of the Cabinet
Regulations No 644 “Regulations on the Amount of Childcare Benefit and Supplements to the
Childcare Benefit for the Birth of Twins or More Children Born During One Delivery, and Its
Review, Allocation and Disbursement Procedure” of August 8, 2006).
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Family state benefit is granted to one of the child’s parents or his/her guardian, or the person who is
actually bringing up the child and who is approved by the decision of the orphan court (the parish court)
for the child who has been allocated a personal ID number.

The benefit is granted to the child him/herself after reaching the age of 18, if before that s/he has been
under guardianship. Benefit is granted in accordance with Article 6 and Article 16 of the law “On State
Social Benefits”. The family state benefit amount depends on the total number of children in the family:
for the first child — Ls 6 per month;
for the second child — Ls 7.20 per month;
for the third child — Ls 9.60 per month,;
for the fourth child and the following — Ls 10.80 per month.

From January 1, 2007 the amount is increased by Ls 2, i.e. Ls 8 for the first child.

Exactly these benefits are most directly connected with the childcare leave in Latvia, as they show
both the number of benefits and their breakdown in financial terms. Between 2003 and 2005 the listed
benefits have changed both numerically and pro forma (Table 1).

Table 1
Average amount of benefits related to the childcare leave between 2003 and 2005 (thousand Ls)

Changes
Indicators 2003 2004 2005 2005 vs 2003
Ls % Ls % Ls % %
Maternity 4619.6 | 64.5| 5748.2 | 60.7 | 6689.7 | 56.0 +44.8
Paternity -* -* 928.7 9.8 | 1007.7 8.5 -*
Birth 22153 | 31.0| 24584 | 26.0 | 3541.1 | 29.6 +59.9
Child care 233.9 3.3 241.5 2.6 624.2 52 +166.9
Family state 84.3 1.2 84.4 0.9 84.7 0.7 +0.5
The child care benefits - total | 7153.1 | 100.0 | 9461.1 | 100.0 | 11947.4| 100.0 +67.0

* - payment of the benefit was started from 2004

Source: table made by the author according to the State Social Insurance Agency dates

The figures of Table 1 show that maternity benefit has the largest share of all benefits related to the
childcare leave, and it is explained due to its relation to the prenatal leave and postnatal leave. The
mentioned share is higher, as only an insured person has the rights to receive maternity benefit amounting
to 100% of the average insurance contribution wage. Yet significantly that between 2003 and 2005 the
share of the benefit has decreased from 64.5 % to 56.0 %.

The payment of paternity benefit was started from 2004, and according to the calculations the use of
benefit has been optimal, as the expenditure on paternity benefits in 2005 has grown by 8.5% compared to
2004.

On average 28% of the expenditure on benefits are taken by the childbirth benefit. In 2004 the share of
the benefit due to a low birth rate has decreased from 31% to 26% compared to 2003, but in 2005 the
share has increased from 26% to 29.6% compared to 2004, as the amount of child birth benefit has been
raised.

The amount of child care benefit has a positive tendency, since in 2005 it has increased from 2.6% to
5.2% compared to 2004.

The amount of family state benefit has a negative tendency, which is a bad indicator for the state, since
it is a monthly benefit granted to a family, and the amount of benefit depends on the number of children
in the family. In 2005 it has decreased from 1.2% to 0.7% compared to 2003.

The most directed kind with labour market is social insurance benefits, because the amount of maternity
and paternity benefits depends on insurance premium sum. Latvia has many and different types of social
insurance benefits, since all types of pensions, unemployment benefit, sickness benefit, funeral allowance and
other benefits fall into the category of social insurance benefits. Namely these social insurance benefits
comprise the total figure included into Table 2.
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Table 2
The number of recipients of social insurance benefit
related to the childcare leave in Latvia between 2003 and 2005
Changes 2005
Type of benefit 2003 2004 2005 vs 2004
amount % amount % amount % %

Maternity benefit 22142 0.3 23284 0.3 25669 0.3 +10.2
Paternity benefit -* -* 4521 0.1 5495 0.1 +21.5
Other benefits 7958125 | 99.7 | 7895062 | 99.6 | 7816072 | 99.6 -1.0
Social insurance 7980267 | 100.0 | 7922867 | 100.0 | 7847236 | 100.0 -0.9
benefits - total

* - payment of the benefit was started from 2004

Source: table made by the author according to the State Social Insurance Agency dates

The analysis of types of social insurance benefits leads to the conclusion that the two benefits — maternity
and paternity- are very different benefits. If maternity benefit is paid for the whole maternity leave, then
paternity benefit is paid only for 10 calendar days. The statistical date of Table 2 may raise a question on
paternity benefit in 2003. The payment of benefit was started only from 2004. The opportunity to use these
10 calendar days was provided also up to 2004, yet that was an unpaid leave. Since there were no data on
paternity benefits, then the dynamics is calculated comparing the changes in 2005 versus 2004. Considering
the changes there is a hope that demographic situation in the country has also improved, as in 2005 compared
to 2004 the amount of maternity and paternity benefits has increased more than 10% and 21% respectively.

Also state social benefits are different in Latvia, as they include special state pension, state social
benefit to custodians, and allowance to the state family benefit for a child with disabilities etc. Therefore
namely these state social benefits comprise the total amount of Table 3.

Table 3
The number of recipients of state social benefits
related to the childcare leave in Latvia between 2003 and 2005
Changes 2005
Type of benefit 2003 2004 2005 vs 2004
amount % amount % amount % %
Family state benefit 5368694 | 82.3 | 5008885 | 78.5| 5234878 | 86.1 +4.5
Child care benefit 550982 8.4 461699 7.2 535200 8.8 +15.9
Child birth benefit 20958 0.3 21247 0.3 20659 0.3 -2.8
Other benefits 581655 8.9 891812 | 14.0 590293 4.8 -67.3
i’;‘;f soctal benefits - | 5522289 | 100.0 | 6383643 | 100.0 | 6082124 | 1000 4.7

Source: table made by the author according to the State Social Insurance Agency dates

The analysis of Table 3 on state social benefits show that, however, the amount of the majority of benefits
has increased in 2005 compared to 2004, the amount of childbirth benefit has decreased by almost 3%.
This can be explained firstly by the fact that the benefit can be claimed within 12 months after the child
birth, and thus statistics account these expenditures later, and secondly due to several medical problems,
the benefit can be claimed not earlier than on the 8" day after the childbirth. In 2005 the amount of
childcare benefit has experienced the largest increase by almost 16% compared to 2004; state family
benefit is the next with the increase of 4.5 %.
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Conclusions

. State Employment Agency is important meaning for the improvement of competitiveness, especially

after leaves for childcare is to Employment Agency. The research indicates that women are more active
to use services and opportunities of agency.

. The analysis of state documents concludes that from 2003 they are revised and advanced. Till 2003

when two or less children were born in childbirth there was paid only one childbirth benefit.

The leave for childcare is involving five benefits: maternity, paternity, family state, childcare and
childbirth benefit. The maternity and paternity benefit belongs to social insurance benefit group, but
other three benefits — to state social benefits.

. The amount of maternity and paternity benefits in 2005 compared to 2004 is increase average 10%-

21%, but family state and child care benefits — respectively 4%-16%. Childbirth benefit in the same
time is decrease almost per 3%, what is related with low birth rate in state.

. The average amounts of benefits are increase from 2003 till 2005: maternity benefits — about 44.8%,

child birth benefits — about 59.9%, child care benefits — about 166.9%, but family state family — only
about 0.5%.

. Almost 60% childbirth benefit increase is not promoting birth rate in state.
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Abstract

Although the specialists of the hospitality industry service (catering and hotels) are trained at more
than 40 vocational education establishments, the labour market feels urgent lack of qualified specialists.
The hospitality industry employees’ qualification basis is defined not only by customer increased demand
for service quality, which is supported by purchasing ability of the inhabitants and the growth of the
tourist number, but also there are requirements of the food industry legislation. Employers frequently
need to retrain specialists who recently graduated from educational establishments — mostly in the questions
related to the modern industry actualities: new technologies, products usage and quality requirement compliance.

In the current study 496 hospitality industry employees and employers were enquired with the aim to
investigate the demand and ensuring of the qualified workforce, by defining investments in the vocational
education establishments, catering enterprises.

The results of the research show that the major part of the hospitality industry employees (49%) don’t
have vocational education, although the numbers of students who graduate vocational education establishments
are sufficient in order to ensure the industry needs. The investment of hospitality enterprises in the staff
training is insufficient, and that needs financial support from the state.

Key words: human resources, hospitality enterprise, vocational education

Introduction

Tourism industry is one of the fastest growing sectors in Latvian economy. Catering and accommodation
enterprises (hereinafter “hospitality enterprises”) have very significant role in its supporting infrastructure
of this sector. Fast development of the hospitality enterprises is strongly supported by the continuously
growing demand, which is influenced by the following:

o the changes in the consumption patterns of the population — reduced expenses for food, but increased

expenses for the hospitality services;

o increased number of tourists, which grew by 85% during the period from 2001 till 2005, giving

17% annual increase rate on average, it has reached 3.7 millions of travellers per year (CSB, 2006).

Activation of the demand promotes the annual economic growth of hospitality establishments. Those

describe following parameters:

« the specific weight of the sector’s added value in the structure of whole economy is not big in
numbers (from 1.2% in year 2001 up to 1.7% in 2005), increasing by 42% on average during four
years. However it is the highest index among other economy sectors (CSB, 2006).

o the added value per employee characterizes the development of hotels and restaurants. Its growth
rate is the highest among other sectors — from Ls 2645 to Ls 4817 during the period from year 2001
till 2005, reaching the increase of 20.5 %, comparing to the average economy growth rate, which is
only 7.8%. It is related to the large proportion of capital investments and expenses in the value of
offered products and services (CSB, 2006).

The further growth of hospitality enterprises depends on effective input of the production factors. In
the service sector, including activities and development in hospitality services, human resources are one
of the most significant production factors. The skills, professional experience, individual operational
ability of employees determine the extent of other production factors’ use and following production of
material values. Therefore the investments in facilitating the knowledge and skills of employees in the
hospitality enterprises are required for better and more appropriate use of human resources.
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Several authors have analysed and evaluated the determinant criteria and components of the human working
ability — social capital (Pel§e M., 2003) and intellectual resources (Adamoniene R., Andrius¢enka J.,
2006), indicating those as factors promoting economic progress, which helps in achieving the set aims.
However, there is a lack of research on the possibilities of providing and motivating human resources for
enabling the required employment efficiency.

The above- mentioned considerations set the aim for this study — to evaluate structure and influence of
investments in human resources on the labour market of hospitality industry.

The following tasks result from the aim:
to analyse and evaluate the demand and provision with human resources in the hospitality enterprises;
to ascertain the scope and structure of investments in human resources;
to determine the factors, which promote the most effective and appropriate use of human resources;
to work out suggestions for improvement of quantitative and qualitative provision with human resources.

ANENENEN

Materials and methods

The evaluation of the operational capacity of employees’ in hospitality enterprises is based on the survey
data from the European Social fund project “Evaluation of necessity for investments in human resources
in the hospitality sector in Latvia regions”. The analysis of the survey data is completed after dividing the
staff in several groups — managers of the hospitality enterprises and employees regarding social and
demographic indices, development of professional career, qualifications and the possibilities for its raise.
A total of 316 employees and 180 managers from all regions of Latvia participated in the survey. The
survey of the hospitality sector staff was performed in October-November, 2006.

The data from the Department of Statistics and Analysis of the Ministry of Education and Research about
the number of vocational education establishments and their graduates, from the State Employment
Agency about the employment in the hospitality enterprises, indicative results in the sector, etc. are used
in the current study as well. The following methods are used in the current study: descriptive and
comparative statistics, method of analysis and synthesis, grouping and comparison of the data, and logical
construction method.

Results and discussion
Demand of human resources in hospitality enterprise

The economic growth of the hospitality enterprises is closely related to quantitative and qualitative
provision with human resources, because the increase of the specific weight of human resources in the
structure of the total capital of enterprise is the most significant index. The quantitative demand for
human resources is determined by the specific character of the sector — human factor (immediate service)
is important in the hospitality enterprises, as well as high rate of manual work, for example, in the work
of cook, waiter or maid. Increased demand for hospitality services requires higher numbers of employees.

In the year 2005 the hospitality sector employed 2.7% of inhabitants of Latvia able to work. There
were 2628 enterprises, out of which almost half were located in Riga. During the period from 2001 till
2005 the number of employees was increased from 22 thousand to 28 thousand. The dynamics of the
number of employees in the hospitality enterprises is presented in Table 1.

The data in Table 1 show that the number of hospitality enterprises and their employees is continuously
growing — annual growth of number of hospitality enterprises is 8.9% on average, but annual growth of
human resources is 6.3% (or about 1500-1800 employees a year). In the years 2003 and 2004 annual
growth rate of the number of enterprises exceeded the growth rate of employees; however in 2005 the number
of human resources was growing faster, that indicates the trend towards bigger influence of human resources
on the sector.

The qualitative demand for human resources is defined by the employees’ working ability which depends
on their skills obtained during general and professional education, and the professional experience acquired
during previous career, as well as the use of the potential working ability of employees, while meeting the
demands of customers at the hospitality enterprises (Diderihs, 2000).
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Table 1
The dynamics of the number of the hospitality enterprises and their employees
Number of | Average annual growth rate Number of Average annual
Year hotels and of number of hospitality employees, rate of number of
restaurants enterprises, % thous. people employees, %
2001 1876 - 22 -
2002 1975 5.3 24 9.1
2003 2188 10.8 25 4.2
2004 2518 15.0 26 4.0
2005 2628 4.4 28 7.7
Average 8.9 6.3

Source: CSB data and authors’ calculations

Investments in human resources of hospitality enterprises

The major investors in the providing the qualities of human resources of hospitality enterprises are:

e state (municipalities), financing vocational education establishments;

¢ hospitality enterprises, financing the attraction of new employees, training and improvement of professional
skills of their employees, as well as taking measures for keeping the employees.

State investments in human resources of hospitality enterprises

State investments mainly are found in the providing professional qualifications at the vocational education
establishments. The term “qualification” is interpreted as the level of professionalism, training or recognition
of somebody to be suitable for the performance of certain tasks (Svesvardu ..., 2004). The professional
education establishments offer almost 40 accredited study programs for training of hospitality professionals
at the various education levels — starting from the basic vocational education, which provides the 1%
qualification level up to the highest professional education, which gives the 5™ qualification level and a
possibility to manage the hospitality enterprise.

According to the data of Ministry of Education and Research in Latvia in 2006 there were 84 state-
supervised basic and secondary vocational education establishments, which offer professional programs
in various sectors, providing education for the 1%, 2™, and 3™ qualification levels, 56% or 47 of which
offer the study programs in hospitality (see Table 2).

Table 2
Number of basic and secondary vocational education establishments

Regions State Municipal Private Total
Riga 12 1 7 20
Vidzeme 11 - 3 14
Kurzeme 8 - - 8
Zemgale 7 2 - 9
Latgale 9 - 2 11

Total 47 3 12 62
% of total 76 5 19

Source: authors’ calculations based on the data of Professional Education Centre and CSB

According to the Table 2 there are 62 basic and secondary vocational education establishments providing
training at various levels for professionals in hospitality sector, the major part of which (47 or 76%) are
state financed. The number of vocational education establishments indicates that the education in the
hospitality sector is easily available and it is evenly distributed across the regions. The average number of
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the graduates obtaining the qualification in hospitality during 2001-2005 is used for the evaluation of the
finances return at the basic and secondary vocational education state-financed establishments (see Table 3).

Table 3
Number of specialists in the hospitality industry
Regions Average number of Number of hospitality Graduates per hospitality
graduates, 2001-2005 enterprises enterprise

Riga 508 3060 0.17
Vidzeme 158 478 0.33
Kurzeme 215 606 0.35
Zemgale 236 428 0.55
Latgale 198 433 0.46

Total 1315 5005 0.26

Source: authors’ calculations based on the data of IZM, PVD, CSB and authors’ survey

Table 3 shows that the biggest number of graduates are trained in Riga region, although if compare the
number of graduates with the number of hospitality enterprises in the same region (3060 or 61 %), it
becomes obvious that it is the lowest proportion. The acquisition of vocational education in the regions
does not give important input in providing hospitality enterprises in Riga region with human resources
because about 50-65% of the basic and secondary vocational training is performed as the work placements,
mainly completed in the enterprises of the specific region. It would be helpful to give additional financial
support to the students of the regional vocational establishments for their work placements in the hospitality
enterprises in Riga region. The biggest number of hospitality professionals is trained in Zemgale and
Latgale regions, where the ratio between graduates and hospitality enterprises is 0.55 and 0.46, approximately
twice exceeding the average number in Latvia.

The sate financed basic and secondary vocational establishments give 1315 graduates on average per year,
providing around 75% of the needed number (see Table 1). The missing number of qualified professionals is
supplied by the municipal and private education establishments. In Latvia there are 3 higher education
establishments located in various regions and providing the 1% and 2™ level higher professional education,
out of which two are state financed. During the years from 2001 to 2005 on average the annual number of
graduates from the higher education establishments was 99 hospitality enterprise managers, however in
2006 the number of graduates reached 156.

The number and availability of the professional education establishments and the number of graduates
indicate that there should be sufficient number of professionals in the hospitality sector.

Investments of hospitality enterprises in human resources

The respondents (hospitality managers) evaluating the quantitative provision with human resources,
expressed the opinion, that in 37% of enterprises lack of employees is observed. The biggest number of
unavailable employees is in Vidzeme region — 54%, in Riga region — 43% and Zemgale region — 40%. In
the hospitality enterprises in Latgale and Kurzeme regions the situation of provision with human resources is
less dramatic — 29% and 28% respectively. Comparing the number of graduates of the professional education
establishments and provision with human resources in separate regions conclusion can be drawn that
professional education establishments in Zemgale and Vidzeme region train significant number of hospitality
professionals, therefore there should be another reason for lack of employees in the region.

In order to provide the required human resources, the management of hospitality enterprises has to
invest in the search of employees, in the primary training, retraining, and improvement of working conditions.
69% of the hospitality enterprise managers search for the employees through their acquaintances, which is
confirmed by respondents (employees) of the survey, stating that they found the job in this way. The same
number of managers search for the employees through the Sate Employment Agency, especially in Riga
region, 63% - put an advertisement in the newspaper. Search for the needed employees in the educational
establishments training hospitality professionals was mentioned as the last opportunity (37%), however
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the employees’ survey proves that the co-operation between hospitality enterprise and professional education
establishment can be considered successful, because 36% of graduates found their place in enterprise,
where they performed their work placement. On the other hand 19% of graduates found their place of
employment in the hospitality enterprise right after the graduation from the professional school. Only
11% of the graduates faced the problem finding their work place in the sector.

What kinds of employees are searched by the hospitality enterprises? The main criteria for the selection
of employees are as follows: professional skills (78%), previous experience and competences (59%), the
professional qualification diploma (53%) as well. However the criteria named by managers should be
considered as the desired ones, because 59% of the employees acknowledged that they work in the hospitality
establishment by coincidence, just after replying to the offer. To the certain extent that corresponds to the
data about the specific weight of employees with experience and qualification in the sector (see Table 4) —
it is only 49%. 16% of the employees of the hospitality enterprises work in the sector less than one year
and 80% of those do not have either professional qualification or experience.

Table 4
Experience and qualification of employees in hospitality enterprises (respondents, %)

, Vocational Employees
Years in a branch Employees .
education Qualified Unqualified Total
The first year 16 10 20 80 100
1-4 43 42 56 44 100
5-10 23 28 48 52 100
11-15 10 6 42 58 100
More than 15 8 14 78 22 100
Total 100 100 49 51 100

Source: The results of survey of the authors

43% of the employees in hospitality have little experience (1 to 4 years) and it is the most qualified
group of employees with 42% having professional education. Small part (8%) of employees apply their
professional education for long-term (more than 15 years), and 78% of those have professional education.
The data in Table 4 show that 59% of employees in the hospitality enterprises are employed for short-
term (up to 4 years) and one can consider that professional education of 38% of graduates “lasts” less
than 4 years, which is very small part of average 40 years long work-life. The demographic data of the
survey show that the major part (51%) of the employees at the hospitality enterprises is of age 21-30. That
partly gives the explanation for the short-term employment in hospitality enterprises — often those are
students who work in hotels and restaurants, but they are studying in other field. It is proved by the data
from Table 4, where among the short-term employees only 20% have the qualification in hospitality sector.
14% in its turn are younger than 20. A similar situation was found in the USA, where 25% of employees in
hospitality sector were younger than 20 and 10 % in France (Meriot S.A., 2000).

The requirements for employees in the catering enterprises are set by the Regulations of the Cabinet of
Ministers No. 409, which foresees professional training in vocational study program according to the
performed duties. Although 49 % of employees in catering establishments are qualified and 24% of respondents
indicate that they combine work with studies, which could provide the appropriate quality of human resources
in catering establishments only after 3-4 years. The professional education of the managers at the hospitality
enterprises is much less appropriate than the employees’ education. The managers have less motivation
for acquiring the professional education, because their growth and possibility to get managers’ position at
the hospitality enterprise depends more on their work experience and personal qualities than the education.
Only 25% of hospitality enterprises’ managers have the professional education. The critical situation in
the management of catering establishments can appear on January 1, 2007 because then the requirement of
the 13™ paragraph of the Regulations No. 409 of the Cabinet of Ministers, demanding at least the 1 or 2™
level higher professional education in the field of Food Science for managers of catering enterprises will
come into force. Today only 5% of managers have corresponding education.

In order to meet the needs of the enterprise for the certain qualification of human resources — professional
education measures should be carried out, reaching the quality of the employees needed at the enterprise
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nowadays and in the future. 59% of employees support the need for the retraining, and 85% of those think
that it should be financed by the enterprise. The actual possibilities for retraining are poor, because the
importance of employees’ growth and human resources is underestimated at the enterprises. Analysing
the answers of respondents regarding the recompense and the education, conclusion can be drawn that
there is no correlation between salary and the length of service, as well as between salary and the profes-
sional education. It is proved by managers as well, stating that the employees’ qualification and professional
education is the least significant criterion (16%) in the hierarchy of determining salary, the main factors
are the total turnover of the enterprise (57%) and the quality of the employees’ performance (42%). In
words 95% of managers have expressed their support to the increase of the potential of human capital —
45% of them are ready to earmark the vacation, 33% could financially support training of their employees
outside the enterprise and 35% could cover at least half of the study fees. However, the “goodwill” expressed
by managers towards the personnel training cannot be considered as a real input, because now at the 77%
of the enterprises involved in retraining on average Ls 20 per employee are allocated annually. Employers
cannot afford bigger investments in human resources. Among them 87% of managers would wish to have
retraining outside the enterprise, because the training at the enterprise is problematic and inconvenient.
The hospitality enterprise managers are not ready to be the educators and mentors. They do not know
what to do when they face the employees without previous experience in the sector, how those should be
trained and supervised (Chesser J.W., 2005). 36% of the managers named the personnel management to
be a problem. Managers pointed out that they are not able to solve the problem alone — 43% of managers
consider that the state should support employers, who pay for retraining of their employees. A similar
proposal was made by NVA as well, thus promoting the adjustment of education to the needs of labour market.

Net salary at the hospitality enterprises generally (77%) does not exceed Ls 200. The statistical data
show that in 2005 in the sector of hotels and restaurants, there was the lowest salary — Ls 110 while the
average salary in Latvia was Ls 176 (CSB, 2006). In the situation when there is increased competition the
hospitality enterprises seek the ways to reduce their expenses. Enterprises tend to offer the salary as low
as possible, expecting high work efficiency disregarding the facts that high efficiency is impossible without
increase of knowledge and skills of human resources. Cutting expenses based only on reducing the
salaries of employees leads to the current situation — lack of qualified personnel, high labour turnover.
Low salaries and physically and mentally hard work, force employees to look for another — a better paid
and easier job. It is proved by NVA data as well — in the 2" quarter of 2006 there were 1603 cooks
registered as unemployed, being a group of unemployed right after unskilled workers, shop-assistants and
cleaners, whose professional education does not require as big investments as cooks’ education. In the current
conditions the relation between employer and employee has more significant influence on the lack of human
resources quality than the gaps in the professional education system (Janova K., 2006).

Managers of the hospitality enterprises agree that the increase in work efficiency, which can be achieved
with the higher quality human resources, could be reached only by the uniform state planning of the
professional education. Only 3% of the managers rely on the market regulation in the human resources issues.
Similar tasks are set in the Latvian National Development Plan (2007-2013) where one of the main tasks
is training and retraining at the enterprises and employer professional organizations (NAP, 2006). The
expert of education and employment in the human resources development group in the NAP S.Vevere points
out, that the supply with highly qualified employees is not a problem only of the enterprises. 36% of
hospitality enterprises’ managers think that there is a need for more close cooperation among the state,
education establishments and enterprises. Although in Latvia there is a triangular cooperation board of
professional education, which includes representatives from the state institutions, trade-union and employers,
the experts of professional education and employers consider that there is no social dialog (Dimants A.,
2006; Gastromans, 2004). In case of cooperation the study programs, knowledge and skills offered by
education establishments should be adapted to the needs of the sector, the return of the investments in
professional education would increase. The employers should more actively take part in the training of the
hospitality professionals, thus promoting the quality of the human resources in the sector and decreasing the
need for investments in employees training and retraining.

Conclusions, suggestions

1. The annual increase in the number of the hospitality enterprises, the services and the increased demand for the
high quality products and services, requires additional human resources — 1500 to 1800 employees per year.
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10.

11.

12.
13.

. In the rapidly growing hospitality sector there is a situation when at the same time there is unsatisfied demand

for employees (about 37% of hospitality enterprises heave a shortage of employees) and unsatisfied
supply (employees work in the sector 1-4 years on average), the reason could be the different understanding
of the optimum size of salary by employers and employees.

. The quality of human resources at the hospitality enterprises is insufficient, which can seriously endanger

fast development of the hospitality enterprises, especially the quality of the services. Only 49% of
employees and 25% of managers have a professional education. The professional qualification in the
catering enterprises is required by legislation — there are 53% of employees and 5% of managers who
satisfy the requirements. At the same time the regional vocational schools train sufficient number of qualified
specialists, except Riga region, where the number of the vocational establishments and graduates is
insufficient.

. The investment of hospitality enterprises in the increase of human resources quality is not adequate

(on average 20 Ls per employee annually), therefore there is a need for the financial support from the
state to employers who invest in training of their employees.

. The state investments in professional education should be reallocated in favour of the employers who

are involved and carry out qualitative practical training of the hospitality students.

In order to promote the capacity of human resources at the hospitality enterprises, the closer cooperation
among the state institutions, professional education establishments and employers through their professional
organizations should be involved in the development of the education quality, defining the overall
knowledge and skills, required in the labour market, thus the return of the investments in professional
education would increase.
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Abstract

The paper expounds the results of the research about attitude of employees about leadership style used
by their managers and satisfaction by this.

Leadership style is important factor which defines effectiveness of employees for reaching and realizing
goals of organization. Depending on situation manager usually use together several leadership styles in his
daily actions. Selection of effective leadership style depends of several factors. One of the most important
of them is environmental factor including regional location and historical heritage of it. It affects attitude
and perception of employees about the leadership style of their managers.

Respondents of current study — employees of small and middle-sized enterprises — subdivide their
managers used actions and working behavior in three groups. Relatively it makes three new types of leadership
style — “manager-lord”, “manager-host” and “manager-overseer”.

In view of respondents the most preferable leadership styles for managers are “democratic” and “‘manager-
host”.

If the preferable leadership style conforms to leadership style de facto - respondents were much more
satisfied with their managers’ actions in enterprises and its influence on performance quality of employees.

Key words: leadership style, satisfaction of employees, “manager-lord”, “manager-host”, “manager-
overseer”

Tevads
Introduction

Amerikas Savienoto Valstu militaro speku vadibzinibu pétnieki vadiSanas stilu defingjusi ka vaditaja
darbibu raksturojosu metozu, manieru un pan€mienu kopums, ko vin$ izmanto, lai sasniegtu merkus, veiktu
uzdevumus un motivetu cilvékus. (U.S. Army Handbook, 1973.) XX gadsimta piecdesmitajos gados
menedzmenta teorétiki no Ohaio Valsts universitates un Miciganas universitates publicgja petijumus, lai
noskaidrotu, vai vaditajam ir nepiecieSams biit vairak orient€tam uz mérkiem, uzdevumiem, vai ar uz sav-
starp&jam attiecibam, cilvékiem. Petijumu gaita tika noskaidrots, ka nav viena vieniga labaka vadiSanas sti-
la, vaditajiem savs vadiSanas japakarto stils konkrétai situacijai (Johannsen M., 2005.). Tomer darbinieki
ir tie, kas pirmie ar savu darbibu un attieksmi var reagét uz veiksmigi vai neveiksmigi izvéletu vadisanas sti-
lu. Vai ka savas publikacijas pamato Dr. hab oec., prof. A. Lidumnieks, vaditajs ar savu darba stilu, ar ta
1stenosSanas kulttiru var radit kolektiva lietiSku, ieinteresétu vai arT vienaldzigu, bezatbildigu atticksmi pret
darbu. Cilvekresursu pétniece Linda Gratone uzsver, ka miisdienu uznémgjdarbiba cilveki ir svarigakais re-
surss organizacijas efektivas darbibas nodrosinasana (Gratone L., 2004.). Tap&c rodas pien€mums, ka
vadiSanas stils primari jaizvelas balstoties uz uznémuma cilvékresursu specifiku. Lidz Sim ar vadibzinibam
saistitas publikacijas nereti tiek pausta atzina, ka organizacijas mérkiem ir jabiit saskanotiem ar darbinieku
mérkiem, un tomé&r maza veriba pieversta tam, ka arT So m&rku sasniegSanai izmantotajam metodém un
panémieniem, taja skaita vaditaja profesionalajai darbibai un vadiSanas stilam, biitu jabiit darbiniekiem
pienpemamam un atbalstamam. Daudz tiek runats par to, kadam vaditajam butu jabiit, balstoties uz
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teoretiskiem atzinumiem, bet vienlaikus ir reti sastopami pétijumi attieciba uz darbinieku viedokli par to,
kada vaditaja paklautiba vini vislabpratak un efektivak darbotos. Un $aja konteksta nevar nepemt vera
apkartgjas vides faktoru, taja skaita regionalo izvietojumu un to raksturojoso vésturisko mantojumu. Tas
ietekmé darbinieku attieksmi un uztveri attieciba pret vaditaja darba stilu. Vesturiska aspekta Latvija
ilgstosi pastavejusi situacija, kad darbinieku vaditaji bijusi saistiti ar piespiedu vai iebied€Sanas varas lie-
toSanu — sakot ar vacu feodalismu (muizkungi, vagari) lidz pat dalgji padomju varas laikiem. Tas bija
viens no faktoriem, kas noteica iepriek§ 2004. gada veikta pétijuma (V. Kiilupas magistra darba ietvaros,
,,Vadibzinibu atainojums latvieSu tautas dziesmas, sakamvardos un parunas”, LLU SZF) rezultatus. Tika
konstatéts, ka 30% aptaujato respondentu atzist, ka vards ,,vaditajs” viniem izraisa negativas asociacijas,
53% — neitralas, bet tikai 17% aptaujato attiecigais vards rada pozitivas asociacijas. Turklat 51% gadijumu
§Ts asociacijas netika balstitas uz respondenta personigo pieredzi saskarsme ar savu darba vaditaju, bet gan uz
regiona vesturiski veidojoSos attiecksmi. Tapéc 2006. gada pavasari tika veikts jauns pétijums par darbi-
nieku attieksmi pret vaditaja vadiSanas stilu.

Hipoteze: vadisanas stilam ir ietekme uz darbinieka attieksmi pret vaditaja darbibu uzn@muma.

Merkis: izpétit Latvijas mazo un vid€jo uznémumu darbinieku attieksmi pret vadiSanas stilu un izvertet
ta ietekmi uznémuma.

Izvirzita mérka sasnieg$anu nodrosina tam pakartoti uzdevumi:

e noskaidrot, vai darbinieku uztver€ pastav noteikta tipologija attieciba uz vaditaja vadisanas stilu;

e noskaidrot, vai pastav sakariba starp darbinieku apmierinatibu ar vaditaja darbibu uzp€muma un

vinuprat veélama vadiSanas stila esamibu vaditaja profesionalaja darbiba.

Metodes:

Aptaujas metode; iegiito datu apstradei — matematiska statistika, aprakstosa statistika, faktoru analize.

Elektroniska pasta vidé p&c nejausibas principa izveletiem Latvijas mazo un vid€jo uznémumu darbi-
niekiem tika izsttita datorizéta aptaujas anketa. Beigas tika sanemtas 127 darbinieku aizpilditas un datu
apstradei derigas anketas no aptuveni 30 uzp€mumiem.

Respondentu raksturojums:

e dzimums: viriesi 52%, sievietes 48 procenti;

e vecuma no 21 gada Iidz 57 gadiem;

e izglitiba: vidgja vai vidgja profesionala — 46%, augstaka — 52%, cita — 2 procenti.

Petfjuma objekts — Latvijas mazo (taja skaitd mikrouznémumu) un vid&jo uzn@€mumu darbinieki.

Rezultati un diskusija
Results and discussion

2004. gada petijuma respondentu sniegtas atbildes izvirzija 20 visbiezak izplatitas vinu vaditaju darbibu
raksturojosas iezimes. Dala no tam nebija sastopamas neviena no izplatitakajam vadibzinibu vadiSanas
stilu tipologijam. Nemot véra, ka attiecigas iezimes ir atSkirigas un pat radikali pretrunigas pat viena un ta
pasa uznémuma darbinieku vértéjuma, tika izdarits pienémums, ka darbinieku uztveré pastav tipologija
attieciba uz vaditaja darbibu. Attieciga pien€muma pareizibas pieradijums tika izvirzits ka viens no galvenajiem
uzdevumiem, veicot jaunu p&tfjumu.

Respondenti 5 punktu sistema tika ltigti novertét, cik liela méra attiecigie 20 apgalvojumi atbilst vina
vaditaja profesionalajai darbibai, kur 5 punkti — ,,pilniba atbilst”; 4 — , liela méra atbilst”; 3 — ,,gan atbilst, gan
neatbilst”; 2 — ,,vaji atbilst”; 1 — ,,pilniba neatbilst”. Izmantojot faktoru analizes metodi (SPSS programmatiiras
vide), kas lauj atrast faktorus, kuri atrodas vairaku mainigo lielumu saistibas pamata, un cik liels ir faktora
Tpatsvars katra pazimg, tika konstatéts, ka respondenti iedala vaditajam piedévétas darbibas un uzvedibu
trijas grupas, nosaciti sava attiecksmé veidojot tris vadiSanas stila tipus (sk. 1. tabulu). P&tfjuma autore,
balstidamas uz faktu, ka regionalam izvietojumam un v&sturiski mantotai pieredzei ir ietekme uz attieci-
gaja regiona dzivojoSo uztveri un attieksmi, iegiitas tris faktoru grupu apzim&jumiem izvél&jusies $adus
nosaukumus: faktors 1 —,,vaditajs — kungs”, faktors 2 — ,,vaditajs — saimnieks”, faktors 3 — ,,vaditajs — vagars”
(attiecigi saisinati V-K, V-S, V-V), kas vislabak izsaka ikvienas grupas biitibu.

53% respondentu identificgja savu vaditaju ka ,,vaditajs — saimnieks”, 35% — ,,vaditajs — kungs”, 12% —
,,vaditajs — vagars”.
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Izveidojusas tris grupas biitu paragri nodefinét par pilnvertigu un patstavigu ,.tipologiju”. Ta bitu japapildina
un jaievies atseviskas korekcijas ietverto elementu formul&jumos.

1. tabula
Table 1
VadiSanas stila tipologija balstita uz darbinieku uztveri
Typology of leadership style based on perception of employees
»Vaditajs — kungs” ,»Vaditajs — saimnieks” »Vaditajs — vagars”
Manager — lord” ~Manager — host” ~Manager — overseer”

Pats plano, organizg, kontrolg.

Ar padotajiem ir kopigas sadzives
koplietosanas telpas.

Rupgjas un atbild par saviem padotajiem.

Atseviskas, no padotajiem noskirtas
darba un sadzives telpas.
Padotie baidas, no saskarsmes izvairas.

Parvalda padoto darbu
specifiku, bet pats
nekad $o darbu

Ripes tikai par savu labklajibu. neveic.
S _ Gan nem, gan dod. S
Tikai nem, labprat neko nedotu. . L Primara ir plana
o oy . | Parzina, prot padoto darbu, vajadzibas | . .
Plano$anu, organizgSanu un kontroli izpilde.

gadijuma pats var aizstat padotos.
Briva komunikacija ar padotajiem.
Primarie ir cilvekresursi un darba process.
Motivacijai izmanto gan atalgojumu,
gan sodu sistemu.

Aizrauj ar savu personibu un
profesionalismu.

veic vietnieki, pasam nav izpratnes
par to, kas notiek uzpémuma.
Motivacijai izmanto sodu sist€ému.
Ar padotajiem kopa nestrada.
Primarie ir materialie resursi un
darba rezultats.

Kapdams pa karjeras
kapném, nelabprat
atceras vai pat noliedz
savu ,,izcelsmi”,
atstum;j bijusos
kol&gus.

Avots: Autores V. Kiilupas pétijums.
Source: Research done by the author Vizma Kilupa.

Kaut gan var saskatit dalgju lidzibu ,,vaditajs — saimnieks” tipam ar demokratisko vadiSanas stilu (pgc K. Levi-
na) un, savukart, ,,vaditajs — kungs” tipam ar autoritaro, tomér tas nav vienadas. Virkne no mingtajam dar-
bibam un ricibam nav atrodamas vadibzinibas izplatitajas vadisanas stilu tipologijas. Bet nemot véra, ka
attieciga regiona respondenti ir uzsverusi $o iezimju esamibu vaditaju darbiba, tad tas nedrikst ignorét.
Turklat raksta turpmakas sadalas atainots, cik atSkiriga ir respondentu apmierinatiba ar vaditaja darbibu
uznémuma un ietekmi uz darbinieka darba kvalitati atkariba no pielietota vadiSanas stila.

Lidztekus tam respondentiem tika ligts mingt piecas v€lamas un piecas nevélamas pasibas, kuras vi-
niem ka darbiniekiem biitu svarigi, lai vaditadjam piemistu vai gluzi pretgji — nepiemistu. Ka vélamas visbie-
zak tika mingtas $adas iezimes (skaitlis iekavas norada, cik procenti respondentu no kopgja skaita ming-
jusi attiecigo iezimi): godigs (26%), sabiedrisks (16%) labsirdigs (15%), savaldigs (15%), pretimnakoss
(14%), parliecinoss (14%), stradigs (13%), Iidzsvarots (13%), iejutigs (13%), parliecinats (12%), devigs
(12%), energisks (11%), atverts (10%), zinigs (10%). Savukart ka nevélamas: nepatiess (24%), launs (17%),
skops (16%), savtigs (16%), augstpratigs (15%), nepieejams (14%), agresivs (14%), atriebigs (14%), neparlie-
cinoss (13%), vienpersonisks (13%), divkosigs (12%), slinks (12%), nekompetents/nezinoss (11%), neru-
nigs (11%), valdonigs (10%). Acimredzot art §is 1paSibas biitu paturamas prata izveloties pielietot kadu
konkrétu vai veidojot pasam savu vadiSanas stilu, kas biitu pienemams un motivéjoss arT darbinieku
uztvere.

Vaditaja vadiSanas stils darbinieku uztvere

Uzsakot respondentu anketéSanu, nebija iesp&jams prognozet, vai, apkopojot darbinieku sniegtas atbil-
des par vinu vaditaju darbibu raksturojosam iezimém, veidosies kada jauna vadiSanas stila tipologija. Tur-
klat pat pozitiva iznakuma gadijuma, ta butu jasalidzina ar kadu no vadibzinibas esoSajam tipologijam.
Autore izvE€lgjas vienu no izplatitakajam, uz K. Levina teorijas balstito, kuru raksturo $adi vadiSanas sti-
li — autoritarais, liberalais, demokratiskais un jaukts jeb situativs.

Respondentiem tika piedavati ¢etru vadiSanas stilu apraksti (neminot to nosaukumus), lai izveletos,
kads no tiem visprecizak raksturo vinu vaditaju. A tips — autoritarais, B — liberalais, C — demokratiskais
un D tips — visu trTs iepriek§ mingto tipu sajaukums. 1. attela redzams, ka respondentu atbildes attieciba
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uz vaditajam piemitoSo vadiSanas stilu gandriz vai vienmerigi sadalas starp autoritaro (33%), demokratisko
(29%) un jauktu (32%) vadiSanas stilu, kaut gan procentuala izteiksmé neliels parsvars par abiem atliku-
Sajiem ir autoritarajam stilam. Tikai 6% respondentu sava vaditaja vadiSanas stilu vargja raksturot ka libe-
ralu. Vienlaikus atgriezoties pie teorijas, tad ka visoptimalakais risinajums vadiSanas stilu izv€lg ir atbils-
tosi situacijai kombing&t autoritaro, liberalo un demokratisko, attiecigi tiesi Sim piedavatajam D tipam (A,
B un C sajaukumam) bija jabiit visbiezak min&tajam atbilzu variantam respondentu atbildés. lespgjams
tas, ka tikai 6% procenti no respondentiem vargja raksturot savu vaditaja darba stilu ka liberalu, ir signals,
ka vaditaji, izmantodami arT ta saukto situativo pieeju, praktiski neveic tadas darbibas, kas varétu raksturot
liberalo vadiSanas stilu, un tap&c art likumsakarigs kliist fakts, kapec vairums respondentu nevargja miné&t
variantu D ka domingjoSo. Tatad, kaut arT p&c teorijas ir atzists, ka vaditajam situativi ir javarié ar daza-
diem vadiSanas stiliem, p&c darbinieku uzskatiem, tomér kads stils netiek izmantots, vai arT kads ir parak
dominats, lai teiktu, ka vaditajs pielieto visu vadiSanas stilu sajaukumu.
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O Vaditajam piemitoSais vadiSanas stils / Existing leadership style
m Vélamais vadiSanas stils/ Preferable leadership style

1. att€ls. Vaditajam piemttoSais un vélamais vadisanas stils
mazo un vidéjo uzpémumu darbinieku skatijjuma, Latvija, 2006. gads
Figure 1. Existing and preferable leadership style of manager
in view of employees of small and middle-sized enterprises, Latvia, year 2006

Avots: Autores V. Kitlupas pétijuma rezultati.
Source: Results of research done by the author Vizma Kilupa.

Lai noskaidrotu, vai darbinieki uztveré vinu vaditaja vadiSanas stilam ir ietekme uz darbinieka darba
kvalitati, anketa tika ieklauts attiecigs jautajums. VadiSanas stila ietekme uz darbinieku darba kvalitati
respondentu skatfjuma 31% gadijumu ir vairak pozitiva neka negativa, 24% — gan pozitiva, gan negativa,
20% — vairak negativa neka pozitiva, 17% — pozitiva, 9% negativa.

Kopuma 29% respondentu uzskata, ka vina vaditaja izvélétajam vadiSanas stilam ir vairak negativa ne-
ka pozitiva vai negativa ietekme uz darbinieka darba kvalitati. Butiba tas nozime, ka gandriz vai katrs
treSais no aptaujatajiem darbiniekiem uztvert savu vaditaju ka traucekli sava darba, ka skérsli un demo-
tivatoru labai darba izpildei. Turklat diezgan liels ir arT neitrali noskanoto respondentu skaits — 24 procen-
ti. Kaut arT pozitivi un vairak pozitivi noskanoto skaits ir lielaks par pretgji domajosiem, tomer tas nesa-
sniedz pat 50% robezu. Protams, butu nekorekti parnest attiecigos datus uz situaciju Latvija kopuma,
nemot vera pétijuma nelielo respondentu skaitu — un tomer tas ir iemesls veikt turpmakus petijumus, lai to
noskaidrotu. Jo gadijuma, ja Sada situacija pastav ari Latvija kopuma, tad ta ir nopietna probléma, kurai
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jamekle risinajums. Pirmkart, noskaidrojot — vai patieSam vaditaju darba stilam ir negativa ietekme uz
darbinieku patieso darba kvalitati, vai arT tas ir tikai pasu darbinieku uztver€ radits stereotips bez reala
pamatojuma. Pirmaja gadijuma tas ir sarezgits darbs vaditajiem, ka ar savu realo darbibu mainit un uzla-
bot darbinieku attieksmi, otraja gadijuma risinajums ir vél komplicgétaks, jo jamaina sabiedribas domas,
stereotipi.

Ja apliiko respondentu atbildes (sk. 2. tabulu) atkariba no vaditajam piemito$a vadiSanas stila (gan
K. Levina modela, gan autores jaunizveidotas tipologijas), tad visoptimistiskaka situacija ir tajos gadiju-
mos, kur respondenti sava vaditaja vadiSanas stilu identificgjusi ka demokratisku (C tips) — 89% no attie-
cigajiem respondentiem vertgjot vaditaja vadiSanas stila ietekmi uz darbinieka darba kvalitati ka pozitivu
vai vairak pozitivu neka negativu. Otraja vieta atstajot D tipu, kur atbildes “ pozitiva” un “vairak pozitiva
neka negativa” veido 47%, un tam seko B tips (liberalais) ar 43 procentiem.

2. tabula
Table 2
VadiSanas stila ietekme uz darbinieka darba kvalitati
mazo un vidéjo uzpémumu darbinieku vertejuma, Latvija, 2006.gads
Leadership’s styles influence on work quality of
employees of small and middle-sized enterprises, Latvia, year 2006

AtbilZu AtbilZu AtbilZu Atbilzu Skaits Skaits | Skaits

Atbilzu variants/ skaits A | skaits B | skaits C skaits D | V-Stips, | V-K V-V

Variant of answers tipam,% | tipam,% | tipam,% | tipam,% / % tips, % | tips, %
/Type / Type / Type Type D, | /Type V- | /Type | /Type
A% B, % C, % % S, % V-K,% | V-K,%
Pozitiva/ Positive 2 29 27 20 28 2 7
Vairak pozitiva, neka
negativa/ More positive 10 14 62 27 51 9 7

than negative
Gan pozitiva, gan
negativa/ Both positive 24 43 8 37 16 29 53
and negative

Vairak negativa, neka

pozitiva/ More 45 14 3 10 3 44 13

negative, than positive

Negativa/ Negative 19 0 0 7 1 16 20

Kop¢gjais atbilzu skaits/

Total number of 100 100 100 100 100 100 100

answers, %

Avots: Autores V. Kiilupas peétijuma rezultati.
Source: Results of research done by the author Vizma Kilupa.

Turpretim tikai 12% no tiem respondentiem, kuru vaditaji, izmantojot A tipa (autoritaro) vadiSanas sti-
lu, var€ja sniegt $ada veida atbildes, pretstata tiem 64%, kuri uzskatija, ka vigu vaditaja izmantotajam au-
toritarajam vadiSanas stilam ir negativa vai vairak negativa neka pozitiva ietekme uz vinu darbu. Seit at-
klajas radikali pretji raditaji — A tipa paklautiba stradajoso izjit visvairak negativu ietekmi uz savu darba
kvalitati, C tipa paklautiba — visvairak pozitivu. Tas nav pretruna art ar vadibzinibu teoriju, Ipasi ar moti-
veSanas teorijam — ka cilveki jutas motivetaki darbojoties nevis vaditaja autorikrata, bet gan demokrata
vadiba. Ar jaunizveidotaja vadiSanas stilu tipologija ir pretéjs atbilzu sadalijums starp atseviskiem vadita-
ju tipiem. Ja “vaditaja — saimnieka” vadiba stradajosie respondenti 79% gadijumu vargja atbildét, ka vadita-
ja profesionalas darbibas ietekme uz vinu darba kwvalitati ir “pozitiva” vai “vairak pozitiva neka negativa” , tad
“vadrtaja — kunga” paklautiba esoSie 60% gadijumu izvelgjusies atbildes “negativa” vai “vairak negativa neka
pozitiva”.

Veicot aptauju, nedrikst aizmirst subjektivo faktoru, ka respondents jautajumus, kas skar personigi vinu,
var uztvert sakapinatak, un savas atbildes biit maksimalaks un kategoriskaks. Tapéc tika uzdots kontroljau-
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tajums par darbinieku apmierinatibu ar vaditaja profesionalo darbibu uznémuma kopuma. Kaut art atbildes
bija saskatamas lidzigas tendences ar iepriek$€jo jautajumu, tomér veérojams pozitivo atbilzu picaugums
un negativo samazinasanas (sk. 3. tabulu).

3. tabula
Table 3
Mazo un vidéjo uznémumu darbinieku apmierinatiba
ar vaditaja profesionalo darbibu, Latvija, 2006. gads
Satisfaction of employees of small and middle-sized
enterprises with professional activity of manager, Latvia, year 2006
Atbilzu Atlfiliu Atb-iliu Atl{iliu Atbilzu | Skaits | Skaits | Skaits
variants/ slfalts A s.kalts B s.kalts C s.kaits D .V-S .V-K 'V-V Kopéjais
Variant of tipam, | tipam,% | tipam,% | tipam,% | tips,% | tips,% | tips,% Total
AnSWers % /Type | / Type B, | / Type C, | / Type D, | /Type /Type /Type
A% % % % V-S,% | V-K.% | V-K.%

Ja, pilniba/
Yes, 10 0 27 24 25 9 20 19
absolutely
Vairak ja neka
n&/ More yes 14 29 54 29 48 9 27 31
than no
Gan ja, gan
né&/ Both yes 38 43 14 37 24 40 40 31
and no
Vairak né
neka ja/ More 24 14 5 7 3 29 7 13
no than yes
NEg, pilniba/
No absolutely 14 14 0 2 0 13 7 6
Kopgjais
atbilzu skaits/ | - 100 100 100 100 | 100 | 100 100
Total number
of answers

Avots: Autores V. Kiilupas peétijuma rezultati.
Source: Results of research done by the author Vizma Kiilupa.

Pozitivas atbildes $aja gadijuma kopa veido jau 50%, savukart negativas — 19%, kas ir par 10% mazak,
ka uz ieprieksgjo jautajumu. Tatad vaditaja darbiba uznémuma kopuma tiek veértéta pozitivak, neka vadi-
taja darbibas ietekme uz individu un ta darba kvalitati atseviski. To varétu izskaidrot ar iepriek§ min&to
subjektivo faktoru, bet vienlaikus iesp&jams: tas ir signals, ka darbinieki izjut to, ka vaditajs ir vairak
orient€ts nevis uz personalu, cilvékresursiem, bet gan uz organizacijas meérkiem un uzdevumiem.

Lidzigi ka ieprieks€ja jautdjuma visvairak apmierinati ar sava vaditaja darbibu uzg€muma ir tie res-
pondenti, kuri identificgjusi sava vaditaja vadiSanas stilu ka demokratisku (C tips — 81%), ,,vaditajs —
saimnieks” — 73% un jaukta (D) tipa — 53 procenti. Interesanti skiet raditaji attieciba uz vaditaja tipu ,,va-
ditajs —vagars” — ja §a vadiSanas stila ietekme uz individa darba kvalitati tika vertéta vairak ka negativa —
33% pret 14%, tad attieciba uz uznémuma darbibu kopuma ir pret&ji. 47% no respondentiem ir ,,pilniba”
vai ,,vairak ja neka n€” apmierinati ar attieciga vaditaja tipa darbibu uznémuma kopuma, un tikai 14% bi-
ja pilniba vai dalgji neapmierinati. Attiecigais tips varétu biit viens no izteiktakajiem, kas ir virzits uz or-
ganizacijas mérku sasnieg$anu, nevis uz cilvékresursiem. Sada veida vaditaji var mérktiecigi un panakt
nétas L.Gratones teorijas par cilveékresursiem ka svarigako elementu uzn@muma ilgspg&jigas attistibas no-
dro§inasana.

AtgrieZoties pie izvirzita uzdevuma noskaidrot, vai pastav sakariba starp darbinieku apmierinatibu ar
vaditaja darbibu uzn@muma un vinuprat vélama vadiSanas stila esamibu vaditaja profesionalaja darbiba
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diemzgl, nemot v&ra ierobezoto datu apjomu un veidolu, nebija iesp&jams noteikt korelacijas koeficientu,
kas raksturotu, cik cie$a ir §1 sakariba. Tomer, pat bez ta, attieciga petijuma robezas var identificét sekojo-
Sas sakaribas iezimes. 56 gadijumos no 127 respondentu velamais vadiSanas stils sakrita ar vinuprat vadi-
tajam faktiski piemitoSo — 72% no Siem 56 gadijumiem — darbinieki pauda viedokli, ka ir ,,ja pilniba” vai
,vairak ja, neka n€” apmierinati. Turpretim atlikuSajos 71 gadijuma, kuros v€lamais vadiSanas stils nesa-
krita ar faktisko — tikai 9% pauda savu apmierinatibu ar vaditaja darbibu uzpémuma, pretgji tiem 59 pro-
centiem, kas atbildgja ,,n€ pilniba” vai ,,vairak n&, neka ja”, 32% izv€lgjas neitralu atbildi ,,gan ja, gan
ng€”. Lidzigi situacija veidojas attieciba uz vadiSanas stila ietekmi uz respondenta darba kvalitati, gadiju-
mos, kad faktiskais un v€lamais vadiSanas stils sakrita, respondenti biezak vargja atbildét, ka vaditaja iz-
veletajam darba stilam ir pozitiva ietekme uz vinu darba kvalitati.

Secinajumi
Conclusions

e Ja faktiskais vadiSanas stils sakrit ar darbinieka uztvere v€lamo, darbinieks ir vairak apmierinats ar
vaditaja darbibu uzn@muma kopuma un jut pozitivaku ietekmi uz sava darba kvalitati.

e Respondenti vaditaju profesionalaja darbiba saskata lidz §im vadibzinibas izplatito vadiSanas stilu ap-
rakstos neieklautas pazimes, nosaciti sava atticksmé veidojot tr1s jaunu vadiSanas stilu tipus — ,,vaditajs —
saimnieks”, ,,vaditajs — kungs”, ,,vaditajs — vagars”.

¢ Darbinieku uztveré visvélamakie vadisanas stili no K. Levina un jaunizveidotas tipologijam ir ,,demokratiskais”
un ,,vaditajs — saimnieks”
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Abstract

Complexity of phenomena of group operations arises interest of scientists, who are constantly seeking
the answer to a question which teams are the most productive, what are the attributes of a good team
leader and how should a team be organised to act effectively. An outlook on farmer group as a form of
organised activity on the basis of the Act on agri- producer groups and their unions dated 15 September
2000 may prove insufficient under conditions of market competition. This outlook should be further
developed to involve the needs of a group as a market subject of a firm/enterprise type (manufacturer/service
provider)which has the analogous needs and chances. A group as a producer team operating in agriculture
reveals features of an enterprise, which must be considered while planning its activity, starting from
preparation of an office, engaging employees, gathering the property, writing the statute, electing the
leader and planning finances. A group has many attributes characteristic of a firm.

While seeking analogies between a group and a firm (enterprise) the article will present a theoretical
analysis of selected tasks realized by producer groups, such as: organisation of its office, members’
assemblies, distribution of tasks, staff employment, creating the statute and authority in the group, election
of group leader, planning and financing the group operations.

Nowadays efficient operation requires planning and strategy. It is not enough to form agri-producer
groups, they should be also skilfully managed. Operations modelled on private businesses which are
competitive towards producer groups seems reasonable and possible to apply in practice. Farmers who
plan to co-operate should realise that the group itself is not a sign of a market success. Only common
involvement of its members would produce results. In producer group, like in every business it is necessary
to predict, plan and work.

Keywords: agri-producer group as a firm, elements of firm operation, name, statute and financing of group

Introduction

Formation of producer groups has been promoted in Poland for several years. Undoubtedly they bring
profit to the farmers, but the integration process as such is quite complicated and requires not only farmer
convincement to its economic outcomes but also overcoming the unwillingness to give up activities pursued
single handed in favour of group operations (as reported among others by: Halicka E. and Rejman K.
2000, Krzyzanowska K. 2006, Pondel H. and Stodowa-Hetpa M. 2002, Szulc R.,2006, Prus P.2006).

Apart from activities carried out according to the Law on Agri-producer Groups and their unions of 15
September 2000, a group like an enterprise, requires organisation and planning considering its statute and
overall objectives. A group should be skilfully steered in order to avoid e.g. unnecessary member-leader
or member-member conflicts which would lead to worse efficiency. The key issue in a group success is
the cooperation conditioned by a common goal and proper share of responsibilities. The group leader
plays a special role because he leads the group to the assumed goal in cooperation with the group
members (the leader is most often elected from among the group members/producers). The look at a
farmer group only as at an organized form of activity according to the Act on agri-producer groups...may
prove insufficient in conditions of market competition. The outlook should be enlarged to comprise the
rules observed in their operations by competitors (manufacturers or service providing firms ). Aiming at
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full market oriented economy one should not forget the new, interesting properties of enterprises, such as
brand name or goodwill', which in recent years have belonged to the most expensive and important assets
of companies in the US, which may also become producer groups. On the other hand, considering the
rules of companies’ intellectual property protection in the European Union, attention should be paid to the
name of the firm (group) as the element protecting against dishonest competition.

The essence of producer group (producer group versus other economic entities)

The term “agri-producer group” has been in use in Poland according to the Law on Agri-producer
Groups and their unions of 15 September 2000 and amendment to other acts (JOL 2000, No. 88, item.983
with later amendments). The term “producer group” does not denote any actual legal form but refers to an
organisation, whose main objective is marketing products manufactured on members’ farms. The rules
governing producer group operations allow to pay out all surpluses proportionately to the degree in which
the group services are utilised but not to the invested capital. Therefore, agri-producer groups distinguish
themselves among the other kinds of economic organisations by their organisational structure and form.
The groups are formed by agri-producers in order to conduct economic activities. Such group operates on
the market among other economic entities, therefore it is the subject to the same economic rules, competes
for sale markets with various commercial enterprises, both Polish and foreign. Like other economic entities,
an agri-producer group needs:
well-educated, involved and creative managing staff,
correct planning and control of attained goals (realised tasks),

— detailed market analysis,
proper funding.

Agri-producer groups differ from other commercial enterprises in many aspects. The group is a private
enterprise, a property of individual producers, who have joined it and steer its operations (determine the
objectives, vote, conclude member contracts or agreements inside the group).

On the other hand, a firm in its primary meaning is a business name and on the other — an element of
an enterprise of a definite economic value. A firm is protected by regulations of the civil law, regulation
about company intellectual property protection, regulations on fighting market competition, etc. In market
economy none entity (including an agri-producer group) can act anonymously, therefore a well designed
identification system becomes fixed in the social awareness (p.11 Klapczynska M. 2004). Brands of
organisations (agri-producer groups) constitute non-material goods which significantly contribute to
firm’s success by creating and establishing its image. One may venture an opinion that a producer group
is a specific reserve of non-material values, originating from the co-existence and cooperation of its
members (apart from property the members bring also their knowledge and experience).

Aim and method of studies

While seeking analogies between a group and a firm (enterprise) the article will present a theoretical
analysis of selected tasks realized by producer groups, such as: organisation of its office, members’
assemblies, distribution of tasks, staff employment, creating the statute and authority in the group, election
of group leader, planning and financing the group operations.

The issue of agri-producer groups’ organization as enterprises has not been addressed so far by other
authors, therefore no references are available. The described analogy is a different approach to the problem.

The assumed goals mentioned above will be realised using author’s own observations made while
studying producer groups in the Malopolskie province [2006] and the opinions of National Cooperative
Council based on the project “Promotion of agri-producer group formation”, basing on Polish and
European Union practice. The applied method is based on observation and qualitative and theoretical in
character, i.e. no cause-and-result analysis of economic results was used. The article suggested organizational
problems which producer groups may face and which may provide a starting point for further research
aiming at economic-and statistical analyses.

' Goodwill — “the value of a business to a purchaser” according to the Law on accountancy denotes ,,a difference
between the purchasing price of a unit or its organized part and lower honest value of taken over net assets .
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For the benefit of the article the terms firm and producer group have been used synonymously, on the
basis of Civil Code and Act on agri-producer groups and their unions of 15 September 2000.

A producer group meets the requirement to be a firm, since according to the Civil Code “firm as a
name can be used only by enterprises defined in article 43 of the Civil Code as “entrepreneur is a
physical or legal person and organisational unit carrying on economic or professional activity in his own
name” and according to the above mentioned Act... of 15 September 2000 a group must carry out its
activities as “an entrepreneur who has a legal personality”.

It is not enough to create agri-producer groups, they should be also skilfully managed. Activities
modelled after private-competitive entities seem reasonable for producer groups and possible to apply in
practice. Farmers who plan to co-operate should realise that the group itself is not a signboard and a
guaranty of a market success. Only joint involvement of its members would produce results. In producer
group, like in every other business it is necessary to predict, plan and work.

Realisation of day-to-day producer tasks
Office and property of the group

Many groups do not attach proper importance to having their proper offices and a signboard with the
firm’s name, whereas a firm which does not have its office, signboard or telephone number in the
phonebook is not perceived as a serious or reliable. Therefore proper headquarters, information board,
widely advertised telephone and fax number and e-mail address are crucial. Group advertisement is also
important, as well as information leaflets presenting the group commercial offer and business cards
provided for the groups’ representatives. It is neither a complicated nor expensive procedure but it
improves a general and our potential business partners’ opinion about the firm. Producer groups may seek
either cheap or even free office facilities in their immediate surroundings, i.e. in the municipality office or
cooperative, or even in an apartment of a group member. Studies conducted in the Grodzisko municipality
reveal that the members were using common cold storage facilities, whereas fruit growers associated in a
producer group at Lososina Dolna used a common storage facility located at the Michalczowa village.

There is a similar problem with the group property, which must answer the needs of the realised tasks.
There are few groups which have their own property, however its possession is crucial for efficient
operation on the market. This is true particularly for the groups which must prepare their products for
marketing, like e.g. potato producers. There is no need to construct new facilities, since these may be
rented. There are quite numerous abandoned facilities, for example in cooperatives, which could be easily
adapted for the group’s needs and furnished with necessary equipment.

Group employees

The producer group management is among others responsible for planning and realisation of activities
and settling external accounts. Its is of key importance for the group that the management should develop
a system of constant monitoring and control of the activities, including financial operations.

Observance of the following rules may contribute to an efficient management:

— regular meetings of the managing staff on fixed days of the month or week at fixed hour and

always in the same place;

— topics for discussion prepared well in advance;

— ongoing dissemination of information among the group members about current and planned activities

and necessary funding;

— aperson in control of day-to day group activities should always participate in the meetings (unless

this is one of the managing staff);

— minutes of all meetings should be prepared and conclusions and recommendations should be

passed to respective persons or organs for realisation.

The producer group management authorizes one of the members to steer the day-to-day activities of
the group. Any group member who is prepared to fulfil this function may do it, or an external manager
may be employed. Such person may sign a full time or part time contract. A group may also choose
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another solution often observed in west European countries, i.e. entrust the function of their commercial
representative to a firm of experts.

Apart from the manager another important position in the office is an administrative officer, i.e. a
secretary, accountant or just office employee. Such person may work full or part time. Their responsibilities
should comprise:

— business correspondence

— organisation of managing board meetings and general assemblies, preparation of the necessary

documentation and information materials for the meetings;

— taking minutes of the meetings, dissemination of the information and conclusions among the group

members,

— keeping cash, preparation and gathering of all financial documents.

Apart from the above mentioned positions which greatly improve the group efficiency, also other persons
may be employed according to needs and financial possibilities of the group.

In their initial period of operation producer groups usually do not employ staff but at this time proper
organisation of accounting and legal support to the group are of crucial importance.

Internal regulation within a producer group

Activities in a group base on common decision making. It is a natural phenomenon in a democracy
that individuals — group members have different opinions about the same subject. Despite these
differences an efficient and effective decisions undertaken according to the majority’s will but with
respect to a minority is necessary. To make it possible it is crucial that all group members develop and
accept explicitly defined procedures of each decision taking. Rules of Procedure accepted by the general
assembly and signed by all members should contain all precisely formulated rules of group functioning
and internal cooperation. The document is not registered but constitutes an internal set of rules governing
the group operations and refers to all spheres of its activity.

The basic regulations which should be accepted by each producer group comprise agreements/contracts for
members, procedures of general assembly and other statutory organs, as well as rules governing the election
of group leaders.

Moreover, depending on the activities conducted by a group, also other set of rules should be passed,
such as: rules of joint utilisation of machinery and equipment, investment financing or rules of preparing
and marking products for storing in the group common storage facilities.

Authority in a group

The most desired form of leadership in a democratically managed group is so called shared leadership
where each group member feels responsible for the group and the effects of its operations and at the
moment of realisation of the appointed task becomes the group leader in this particular area. The more
group members share the leadership function, the better they are motivated and more ready for coherent
activities while their jointly taken decision are sounder.

In a producer group its management plays the main role in organisation of its work and securing its
activities. True leaders should be elected to the group management because this body steers the day-to-
day group activities, represents it outside and takes all most important decisions not reserved for the other
bodies.

The management must take all crucial decisions after consultation with all group members. Full
support of the group members is extremely important, as well as their involvement in the group work,
according to the rule of shared leadership.

The role of aleader

The leader is a person who was entrusted with the care of leadership functions in the group. A good
leader is a person able to analyze a situation properly and suggest the right way to the goal, as well as
distribute the responsibilities in such a way that the achievement is credited to all group members.
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The leader may fulfil many functions in a group: coordinate its activities, be its ideologist, set its
objectives and policy, represent the group outside, be its arbiter and mediator, control the inter-group
relations, grant awards or impose penalties. The basic factors determining the kind of leader a group
needs and his/her necessary skills include: the kind of group and situation requirements.

If the atmosphere in the group is strained - a mediator is necessary, if attainment of the set goal is the
most important, the group needs a person who will know the way to do it, if a group is breaking up, a
leader able to bring the members together is necessary. The Author’s studies (2006) show that in the
opinion of farmers from the Malopolska region, who are producer group members, the desirable features
which a leader should have include: loyalty towards group members, firmness, responsibility and competence.
On the other hand the most important selection criteria comprised initiative and skills.

The success of group activities to a great extent depends on entrusting of leadership to a proper person
but creative involvement of all group members is equally important. The skills necessary for group members
and their leaders may be acquired though proper trainings in organisation and management.

Planning activities of the group

Each producer group which prepares to undertake operations or initiating actual activities should plan
them properly. Optimism and belief in success which are usually a characteristic of entities undertaking
economic activities, are very important and even indispensable but insufficient to achieve the assumed
final objectives. Achieving a success on the market requires adjustment of the methods of work,
organisation and management to market economy requirements. Group members must decide 1. what
they want to do, 2, how they want to do it, 3. what they have at their disposal, 4. what they lack. They
must also determine precisely all material financial and human resources essential for realisation of
objectives set.

Planning, especially of finances is not a strong point of the majority of groups, but it is important
because by planning farmers can:

— make sure that the final effect would satisfy them,

— assist the management in day-to-day administration

— help to set the directions for further development of their group.

Having a plan also facilitates representing the group outside by e.g. its commercial partners, credit
providers, etc. While developing a plan one must remember that it should be real, concrete, complete,
flexible and adjusted to current possibilities. Preparing a plan the group must remember that they will
realise it in the first place for their own benefit and it should help them in efficient operations. The plan
may be developed by the members themselves or by external experts.

Funding agri-producer groups

Funding the group at the beginning of its activities must be in compliance with the statutory regulations
accepted by members-producers (if a cooperative is formed) and in compliance with the provisions of
agreement (if a limited liability company agreement is signed).

The members founders bring in capital. These funds may comprise:

— Members’ registration fees

In a cooperative members pay non-refundable registration fees. New members may be expected to pay
higher registration fees, because of the advantages of joining the organisation already in existence. Fixing
a new value of registration fee requires amendment to the statute. It allows to recompense the members
for their former efforts, risk and invested funds.

— Members shares

Members’ shares in a cooperative and shares in limited liability company, although contributed
according to different rules, provide a source of funding for the group in the initial period of its activities.
In both cases the members-founders or partners (Itd company) determine the number, amount and, in case
of Itd company, also the form in which shares should be contributed.

The amount of founding capital in case of limited liability company has been defined in the Code of
Commercial Companies (CCC) and cannot be lower than 50 000 zloties, while the value of the share
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contributed by a member accessing to a cooperative is determined by the members themselves. Member
shares are refundable if a member leaves the cooperative in compliance with rules determined in the
statute and cooperative law. Person leaving a company sells his/her shares. These funds should be also
refunded at the moment when membership in the group terminates. In the case of group liquidation it may
be necessary to refund the shares at a value lower than the initially contributed, especially when there is a
deficiency in funds.

— Loans from group members

A loan granted by a producer group member to the group should be returned after the agreed period of
time and may be repaid together with the interest due.

A group should be perceived as prolonged economic activity. The group members should derive
profits from their membership proportionately to their turnover or the extent to which they use the services,
but not through financial investments.

If in a later period members declare that the degree of group utilisation is greater or smaller than the
initially declared, the financing may be adequately matched on an annual basis (i.e. for the earlier period
of time). However, the most important commitment of a producer group member is declaring a product of
specified quality. This is usually mentioned among the terms of membership agreement.

— Funding from other sources

Producer groups should be primarily financed by their members. Producers are more willing to
support their own group when it is financed from their own funds. However, the group may also incur a
credit in a bank to finance part of its capital investments or working capital. The amount of credit, which
a group incurs should not exceed the value of members’ own funds.

Each bank individually establishes the terms of credits. Banks usually require the following documents:

e Business plan

e (ollateral in case the credit could not be repaid

e Precisely determined declared amount of own funds (or the product amount).

Banks require credit repayment with the interest due at the date stated in the credit agreement. Assistance
programmes are launched in order to stimulate the development of new economic enterprises by producer
groups. First it is necessary to gather information on the programmes which offer such assistance and then
learn the eligibility criteria to decide whether the group may apply for funding.

The problems of financing the initial group operations should be discussed in detail with its members-
founders, to make clear their responsibilities even before the group starts its activities. It should be
emphasized that members’ investments should be proportional both to the extent in which they utilise the
services provided by the group and its facilities and equipment.

— Financing of ongoing activities

At the moment when producer group starts its activities the number of possibilities of financing its
operation grows. The group should agree to accept new members, particularly in case when the delivery
contracts exceed the available amounts of products, declared by its members.

Accepting new members will increase the income from registration fees, shareholders’ capital and
potential loans’. The group may require higher financial outlays from new members (on the basis of
passed resolutions) than from the members-founders because of increase in capital investments since the
moment of group formation. The former members may be expected to increase the degree of their
financing if new investments are undertaken.

— Annual fees

Producer groups should be financed mainly by their members, by initial capital (registration fees and
shares), loans or retained surplus (reserves). The group operational costs provide a basis to calculate
membership fees (margin). Operational fee from the turnover is computed from the price for products
sold on behalf of the group members, or as a cost per tonne (or similar measure). Operational fees are
usually determined annually and included in the membership agreements or their amendments. These are
initial fees, which may be adjusted to actual costs by the end of the year. Operational fee is calculated so
as to allow covering the costs of activities conducted during the whole year, including costs of transport,
telephones, staff and management salaries, storage costs, interest rate payment, etc. It is important that

% Over a longer time period it is better to admit new members manufacturing the desired products or encourage the
hitherto existing members to change their production strategy
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the amount of fees is based on detailed forecast (including the reserves allocated for unrecoverable liabilities)
and considering force majeur.

If a producer group decides to increase its capital reserves, they should be allocated to its members
according to their sale by the group in individual years, after making all payments for funds and other
aims, as stated by the internal regulations.

If the operational fee was established on a too low level, additional payments may be imposed by the
group on its members, proportionately to their sales. However, a much better situation may happen when
by the end of the year cash is returned to the producer group members instead of requiring additional payments.

Summing up and conclusions

Legal regulations of producer group formation are guidelines for establishing and financing of agri-
producer groups. The future of producer groups involves not only their potential members’ willingness to
cooperate but above all teamwork and good organisation.

The Author’s own observations show that a producer group not only fulfils legal requirements for an
enterprise but also needs “a business approach”, therefore in the first place it must:

1. Organize and skilfully use its common property (storage facilities, utility buildings, offices, etc.)

using opportunities to rent them or lease.

2. Form work teams composed of various job positions (leader, management board, secretariat, producers

and auxiliary employees) adjusted to the number of group members.

3. Develop its own internal group regulations, plan of meetings, as well as long- and short-term operational

strategy.

4. Prepare the group financing system on the basis of available sources of own and external capital.

It is important to realize that founding a group in not enough, since it should be treated like a firm,
therefore it will be necessary to design a signboard, find facilities, staff, elect a leader and provide the
sources of finance. Producer groups currently operating on the market face the problems discussed in the
article, which may determine their success. Practical guidelines may be helpful to improve the efficiency
of group activities, on condition that the members constantly follow the changes and implement them in
their everyday activity.
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Abstract

The aim of the paper is to examine the scope, forms, and effects of the main financial support schemes
that were provided to the Polish agriculture in the period 1990-2004.

The studies of performance and effects of two main support program for the Polish farmers showed
that the scale of intervention in Poland during the transition was very high. The cost of intervention
especially of the system of preferential credits was amounted at 2,000,000 Euro in 1994-2004. The
influence of support on the micro-level (farm level) was positive, but at macro-level seemed rather
disputable.

Key words: preferential credits. SAPARD, agricultural policy

Introduction

During the last 17 years, the Polish agriculture tried to deal with three great challenges. The first
challenge was connected with introduction the market economy in 1990, the second appeared in the mid
of 90ties with the real perspectives of joining the European Union, the third, of universal and permanent
character, is the process of globalization. Every mentioned challenge had its own dimensions and problems
to sort out so every one needed different approach of agricultural policy.

To help the Polish agriculture to response to the challenges successfully, the different measures of
support were introduced, mainly of economic character. They were of internal or foreign origin, carried
by state or private agents. They act simultaneously. It is necessary to mention that the first two challenges
were treated as priorities. The third one, although noticed, remains still rather in the phase of academic
discussion.

The aim of the paper is to examine the scope, forms, and effects of the main financial support schemes that
were provided to the Polish agriculture in the period 1990-2004, since the beginning of the transformation
to market economy up to joining the EU.

The main task of the analysis is to show the scale of that intervention and its results. The comparison
of effects of two different forms of financial support with cost gives the basis to the evaluation of efficiency of
that kind support. The conclusions help in better understanding and recognition the possibilities and
shortages of the different forms of financial support. The conclusions could be helpful by designing and
implementing new instruments of agricultural policy.

Materials and methods

In analysis some sources of data and information are used. The Agency for Restructuring and Modernization
of Agriculture and The Central Statistical Office of Poland are the main sources of data. The descriptive
method with elements of comparative one is the main method. It is supported by statistical method of analysis.

The analysis starts with characteristic the situation of the Polish agriculture at the beginning of the
transition. It is followed by the description of the some main schemes of financial support the farms
introduced to help them: (i) to overcome the disadvantage of the transformation (ii) to accelerate broad
restructuring of agriculture, (iii) to adjust to requirements of operation on common market of the EU. In
the third part, the effects and costs of the schemes are under discussion. In conclusions the evaluation of
efficiency of the financial support is carried out.
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The characteristics of the Polish agriculture and
its role in economy at the beginning of 90ties

In the planned economy the role of agriculture in the Polish economy was important (Table 1) Its share
in GDP was more than 10%, its share in employment was much greater - more than 25% of workers were
employed in agriculture. About 40% population lived in rural areas and was connected with agriculture
with many various kinds of links. The main indicators about the share in GDP, employment were some
times higher in comparison with the indicators in countries - members of European Union. It signals the
size of the distance between the Polish economy and the economy of the EU members.

Table 1
The place of agriculture in the Polish economy at the beginning of transition
Specifications 1989 1993

Population in rural areas (% of total) 38.4 38.2
Persons employed in agriculture and hunting (%) 26.4 25.7
GDP in agriculture (%) 11.8 6.4
Agricultural land area ('000 ha) 18 727 18 642

Of which private farms 14274 14 602
Share of agriculture, hunting, forestry in total investment outlays
(current prices) (%) 14.1 6.8
Share of live animals, animal and vegetable products in export (%) 4.1 3.4

Source: GUS, Statistical Yearbook of the Republic of Poland 1991, 1994.
Table 2
Trends and the major economic and production results in
the Polish agriculture in the 1989 and 1993 (only private farms)
Specifications 1989 1993

Private farms exceeding 1 ha of agricultural land 2,143,000 2,149,000
Private farms by area groups (%) 100 100
1.01 —4.99 52.8 53.2
5.00-9.99 29.8 29.6
10.00 — 14.99 11.3 11.2
15 ha and more 6.1 6.0
Average total farm area (ha) 7.2 7.1
Tractors per 100 ha of agricultural land (units) 6.9 7.2
Consumption of artificial fertilizers in terms of pure ingredients per
1 ha of agricultural land (kg) 168 61
Protein feed sales per large head (dt) 3.0 1.9
Yields of basic cereals per ha (dt) 32.7 27.0
Production of milk per cow (1) 3156 3024
Price relations (“price gap”) of sold agricultural products to goods
and services purchased by private farms (1990=100) 125.6 84.0
Agricultural income (1989=100) 100 43

Source: GUS, Statistical Yearbook of the Republic of Poland 1990, 1991, 1994

Data about the situation in agriculture (Table 2) show, how far the Polish agriculture was behind the
agriculture well developed European countries at the beginning of the transition. The special attention ought
to be paid to changes in incomes and levels of inputs of current means of production. They illustrate the
first effects of market rules for agriculture. The specific feature of the Polish agriculture in communistic
period was the presence and the domination of private sector. It was a positive aspect of the Polish agriculture.
But the private farms were generally small and bad technically equipped. During the planned economy
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they had problems with buying working capital and fixed capital because of characteristic for communistic
countries permanent shortage of goods, which is analyzed in famous works of Kornai (Kornai 1980, 1982). As
a consequence, farms’ productivity was small (Table 2) comparing with the results of farms in well-developed
market economies in Europe. What is more, it decreased at the beginning of transition.

These data indicate dimensions and the scale of problems connected with restructuring of agriculture,
which the Polish economy faced at the beginning of transformation into market economy.

The system of financial support the modernization and restructuring of farms

Although, the large private sector existed in the Polish agriculture during the communistic period the
adjustment of that sector to market economy was very difficult. It was due to structure of the farms as well
as to changes in whole agrifood sector and microenvironment. After the some years of market economy it
was clear, that the decrease in incomes and in investments and lack of changes in farm structure were
urgent problems, especially in the context of planned accession to the European Union formally expressed
in Athens 8 April 1994 by official application for membership in the UE. The modest attempts to solve
the problem, which were undertaken during some first years of new economy, were replaced in 1994 by
quite well organised and complex system of support the restructuring and modernisation of the agriculture.
The credit was chosen as a main tool of intervention. It is worth to mention that other post communistic
countries used this instrument in their agricultural policy too (Chrastinova 1999, Silar and Doucha 1999,
Ulrich, 1999).

The structure of the preferential credit system

The system of the preferential credit has involved the special state agency, commercial and cooperative
banks, Advisory Centres for Agriculture and regulations about relations between the three elements and
the terms of granting and repayment of credits and other measures.

The state agency - The Agency for Restructuring and Modernisation of Agriculture (ARMA) was
established in the end of 1993 as the leading element of credit support system. It is responsible for the
management of that support'. The list of official aims of Agency at the beginning of its operating was not
long, but it included the aims, that were relevant to the most important and strategic problems of the Polish
agriculture, like investments in agriculture and food industry, providing services to agriculture, improvement
the agrarian structure, creating new non-farming jobs in rural areas, development of rural infrastructure.
In the following years the scope of aims were widened.

The Agency executes its tasks in this area through:

— subsidies to interest on credits granted by banks;

— financing or co-financing particular projects;

— bank guarantees and collateral security for bank credits and loans.

The Agency activity is mainly financed by state budget. The interest on bank deposits, credits, foreign
financial support and others are additional sources but of decreasing importance.

Banks are the other important element of that system. The banks that are interested in allowing preferential
credits make contracts for it with the ARMA. The contracts concern procedures, rules of control, and
limits of subsidies for their disposal. It is worth to highlight, that banks allow credits on their own risk
and from their own resources. In 1995, 28 commercial banks and nearly 600 cooperative banks cooperated
with agency, in 2004 - 17 commercial ones plus cooperatives banks. The cooperative banks play the main
role in granting credits. Their share in farmers’ debt due to preferential credits was in 2004 at 63% (Bilansowe
2005). The number of involved banks (especially of cooperative ones) suggests that the farmers have
rather easy access to the information about possibilities to get preferential credits and that the transaction costs
connected with the distance to the bank are not high.

The Advisory Centres for Agriculture evaluate the investment project that farmers want to finance with
preferential credits. Moreover, the Centres’ control the realisation of the larger investment projects.

! The credit support system will has operated till April 2004
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The targets, scope and main rules of the functioning of the system are introduced and changed by acts of
Parliament, the terms of credit support are ruled by the Ordinances of Council of Ministers and Regulations
of The President of the ARMA. They describe kinds of investment credit lines and the terms of the support
for farmers or the other economic agents.

The form and scope of credit support

The preferential credits are granted in the framework of so called lines of credits. The lines differ
mainly by purpose and the level of subsidies. Number of these investment credits lines was changed very
often, from 4 ones at the beginning to 46 ones in the end of 1997. In 2004, credits from 13 investment credit
lines were available. Many credit lines of rather small importance (branch and regional) were shut in 1998
(for example during three years of working of regional credit lines in the frame of 27 of these lines only
1007 credits were allowed). The three most important and popular lines (basic investment credits, credits
for land purchase, and credits to young farmers) have worked since 1995 continuously.

The preferential character of the credits relies on subsidies to interest rate, grace period for repayment,
low farmers’ own contribution in financing of the investment, and quite long maturity. Detailed information
about preferences that are used in the main credit lines, are presented in Table 3.

Table 3
The terms of preferential credits offered to farmers in the frame of the main credit lines
Grace period Farmer’s
- Interest rate contribution in | Maturity
The credit line . 1 for repayment .
paid by farmers the financing of (years)
(years) the investment (%)
. . 1/2 of bank interest rate
Basic investment credits min 3% 2 20-30 8
1/4 of central bank
Credits for land purchasing | discount rate 2 20-30 15
min 1.2%
1/4 of central bank
Credits to young farmers discount rate 2 20-30 15
min. 1.2%
0.75x1.3 central bank
Branch credits discount rate 2 20-30 8-15
min 2%

! the minimal levels of interest rates were introduced in 2001 as result of reduction the central bank rates
Source: Own comparison based on Ordering of Council of Ministers and The Regulation of The President of the ARMA

As data show the terms of preferential credits are very advantageous for farmers in comparison with
market terms. The difference was especially high in some first years of functioning of the system when the
nominal market interest rates were very high, about 20-30% and banks because of risk were not interested
in granting credits with long period of repayment.

In the literature concerning subsidised credits, the problem of fungibility is signalled (Kulawik1999,
Von Pischke 2001). Kulawik responses to fungibility that rely on the spending money for financing other
target, than farmer declared. Von Pischke indicates the more subtle form of the fungibility. It takes place when
farmer substitutes the own financial means by preferential credits he can take. The prevention against the
first kind of fungibility is much more simply than against the second one. In the Polish credit system
farmers have to substantiate the expenditures. Additionally, the aforementioned visits of officers of Advisors
Centres act against this problem. What is more, farmers who used credits in the improper way have to pay
subsidies back. The problem of fungibility described by Von Pischke is not solved, on the contrary, banks
grant credits more eager to clients whose financial situation is good.

Delays in repayment or defaults are the other problems signalled by many authors (Yanbykh 2001,
Von Pischke 2001, and Van Empel 2001). To avoid it, regulation concerned repayment credit in time has
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been introduced. It says that farmers, who delay with repayment, lose the right to preferential interest rate.
That remedy is very effective. As data show, the farmers are very reliable debtors. The share of irregular
claims in the debts of individual farmers in cooperative banks was in 2003 at 3% level in the next year
decreased to 2% (Summary Evaluation 2004, 2005).

The support of adjustment to requirements
of operation on common market of the EU

The credit support system was generally aimed for restructuring and modernisation of farms. But the
expected accession to UE required adjustment to requirements connected with operation on common market
of the EU. That problem concerned the agriculture of many countries, which aspired to join the EU. To
help them, at the end of 90ties The Special Accession Programme for Agriculture and Rural Development
(SAPARD) was established by European Commission. It was aimed to 10 countries — candidates to EU.

In Poland officially that program started in October of 2000 when European Commission ratified
prepared by Ministry of Agriculture The Operational Program SAPARD. Its realization begun two years
later. The ARMA performed the role of SAPARD agency — paying end-implementing agency. The
support was financed by UE and state budget.

The SAPARD involved 7 measures. One of them — Measure 2 - Investments in Agricultural Holdings —
was aimed directly to farmers. It should have supported the modernization of farms and helped them to adjust
the production conditions to requirements of acquis communautaire. That measure involved 3 schemes:

Scheme 2.1. — restructuring of milk production

Scheme 2.2. — modernization of farm that specialize in animal production (cattle, pigs, ships, poultry)

Scheme 2.3. — development of production diversification in farms.

The support was given in the form of subsidy to investment costs. The maximum rate of aid was 50% of eligible
costs. The grant could not exceeded 170 000 PLN?. The farmers got subsidy after realization the investment.

The farmers could be the beneficiaries of aid under some conditions concerning the age (less than 55 years)
and professional qualifications (level of education or experience in farming). The formal requirement
about the different kind of documents of planed investment were very strict and the way of evaluation of
applications was long and complicated in opinion of farmers (Kania 2003)

The effects and costs of the schemes

The evaluation of the effects of the both support systems is not easy because of their vast range dimensions:
economic, social and political and many economic agents involving in that system. The estimation and
the evaluation of the total effects in different fields are out of the scope of this analysis’. The investigation
focuses on their results for restructuring of agriculture so the scale of support, its influence on agricultural
indicators and the cost of running the system must be taken under consideration.

During the period 1994-2004 more than 300 thousands of preferential credits were granted. Taking
into consideration the fact that one farm could take some investment preferential credits and assuming
that average farm using the preferential investment credits took 1.4 preferential credits®, it can be estimated
that about 20-25% market oriented farms were beneficiaries of preferential credits system. The total value
of preferential credits was quite high — about EUR 5,000,000,000. The total value of investment financed
by preferential credits was higher about EUR 7,000,000,000 as farmers had to participate in financing the
investment. Petrick indicate one more important feature of credit support. His findings suggest that the Polish
farmers make their investment decisions conditional on the availability of subsidised credits (Petrick 2004).

The results of SAPARD in comparison with the effects of credit system were modest, taking into
consideration the number of farms that took part in that program. Of course it was due to the period of
operating and other aims and scope of that program. Only about 13700 farms got the support. It is about

> about 40 000 EURO

? The analysis of different results of preferential credit system in Poland is carried in (Danilowska 2005), in Central
and Eastern Europe in (Swinnen and Gow 1997).

% on the base of author’s investigation (Danilowska 2005)
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1,5% market oriented farms. The value of investments supported by the program can be estimated at
EUR 400,000,000. It is important, that farmers, who realised the investments, prepared their farms to
carry activity according to requirements of EU. Additionally, the experiences of farmers in applying for

offered support can be treated as the non-countable advantage of the SAPARD.

Table 4
The effects and costs of farm investment support
Specifications The credit support SAPARD (Measure 2)
system

The number of accepted applications 301,397 13,742

Value of credits or subsides ‘000 zt 20,788,090" 636,540

Value of investment ‘000 zt 31,936,086" ~1,300,000

Cost of intervention in 1994-2004 > ‘000 zt | 7,827,602 636,540

! prices in 2004=100

% in 1994-2003, the share of credits value in the value of planned investments was about 65%

3 without the cost of management by ARMA

Source: Annual Reports on Activity of the ARMA 1995-2005, Informacja o realizacji programu SAPARD wg stanu
na dzien 30.11.2006, System Informacji Zarzadczej ARIMR, www.arimr.gov.pl

The running the support programs requires the every year budget expenditures. They depend on the scale,
scope and terms of support. The cost of support consists of amount subsidies and the cost of management.
The analysis of the sum of every year expenditures connected to the programs shows that the cost is rather
high. The relation of the cost of subsidies to the interest rates of investment credits to value of granted
credits in the period 1994-2004 is estimated at 38%. Because of long period of repayment, the subsidies will
be paid many years after end of the system’ and charge of the state budget. It is very difficulty to estimate
the cost in the future because it is linked to the central bank interest rate, which changes very often. From
that perspective, the single payment like it was used in SAPARD can be more profitable solution.

During the 15 years of market economy the role of agriculture in economy changed noticeably. In 2004,
the share of agriculture in GDP decreased nearly 3 times to 4,5%, in the employment went down about 40%,
in investment outlays decreased about 6 times. But those processes were generally results of transformation
in non-agricultural sectors the economy, which developed quickly, especially in the mid of nineties.

Table 5
The major economic and production results in the Polish agriculture in 2004(only private farms)
. . 2004 2004
Specifications 2004 1989=100 1993=100
Private farms exceeding 1 ha of agricultural land 1,852,000 86.4 86.2
Farms structure by area of agricultural land (%)
1.01 -4.99 58.2 110.2 109.4
5.00-9.99 21.8 73.15 73.6
10.00 — 14.99 9.6 85.0 85.7
15 ha and more 10.4 170.5 1733
Average total farm area (ha) 8.4 137.7 140.0
Tractors per 100 ha of agricultural land (units) 9.1 126.4 126.4
Consumption of artificial fertilizers in terms of pure
ingredients per 1 ha of agricultural land (kg) 91.9 54.7 150.7
Yields of basic cereals per ha (dt) 35.5 108.6 131.5
Production of milk per cow (1) 3984 126.2 131.7
Price relations (“price gap”) of sold agricultural products
to goods and services purchased by private farms 32.5 78.2

Source: GUS, Statistical Yearbook of the Republic of Poland 1990, 1991, 1994, 2005 and own calculation on these data

> About 20 years
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The changes inside of the agricultural sector took place, too. Of course, they were an effect of many
factors, not only the two programs. The undertaken investments influenced the agricultural land structure,
resources of capital and technology of production. After 11 years of running credit support system in
agriculture the changes in number of farms and in area structure appeared. The decrease in the number of
farms is positive features, but changes in farms’ structure were far from expected. The share of the smallest
farm increased, while these of middle size decreased noticeably. The high increase in the share of the
biggest farms is positive sign. The 10.4 % of number of farms in Poland means about 200 thousand of
large farms. These farms have a big production capacity.

The productivity of the agricultural activity in 2004 was much better compare with 1993 and better
than in 1989. The yields of basic cereal per ha increased about 8.6 % measure up to 1989 and 31.5% up to
1993, the production of milk per cow rose even more — 26.2% and 31.7% respectively. However, it is
very difficult to estimate the role of the two examined forms of support in these phenomena.

Conclusion

The studies of performance and effects of two main support program for the Polish farmers showed
that the scale of credit intervention in Poland during the transition was very high. Its influence on the
micro-level (farm level) was positive, but at macro-level seemed rather disputable. Because of it
the whole sector was nearly cut off from important the market mechanism of allocation of resources.
Moreover, its scale indicates big dependency of farmers on political parties, which influence the current
economic policy.

The comparison of the two financial support programmes, which differed of the way and form of subsidies,
suggests that the single payment is more advantageous for state budget, especially when there is the high
inflation rate in economy because of the costs. What solution farmers prefer is an open question.
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Abstract

Despite globalization processes and domination of transnational corporations, small and medium sized
enterprises are still perceived as an important element of national economy. The problems SMEs face have
been the subject of theoretical considerations and practical studies. New concepts are sought to better
learn the specific character of this sector. Theory concerns a wide area of company operations: from theory
of entrepreneurship through theories of enterprise survival, growth or fall.

Key words: Globalisation, small and medium enterprises, human resources

Introduction

The paper aims to present the role of human resources in developing competitiveness and growth of
small and medium sized enterprises with particular regard to internationalized enterprises. New functions of
global managers, rules for their selection and factors affecting the results, development and future of enterprises
were presented. Attention was focused also on the barriers to SMEs growth resulting from globalization,
internationalization and integration processes

Discussion

1. Classification of SME growth factors associated with human resources

The factors’ directly affecting the efficiency of human resources influence on the enterprise development

may be classified as follows:

e staff competences — understood as skills, experience and predispositions. Statistical data on investments
in enterprise development best show how much they are appreciated, particularly in the EU, United
States and Japan, where investment outlays on nonmaterial resources (personnel development) increased
during the 10 year period by 20-35% at actual decrease in investment outlays on material firm
resources;

o staff stability — is an important measure of staff policy and labour resource management. It is affected
not only by the compensation level but also by the below mentioned stability motivators :

— potential for professional development
— atmosphere at work — personal culture;
— management style;

— ways of labour resource management

¢ adjusting the resources to real and current needs of the enterprise:

— ajustified number of competent employees in accordance with their professional structure is an
asset in developing the value of an enterprise (Sajkiewicz A., 1999).

Economic pressure which enterprises face should make them save each resource necessary for the activities
they pursue, and especially these of great importance in the structure of values of all resources, e.g. technological
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or organizational. Easier availability of a human factor and focusing on it exclusively restructuring
decisions necessarily limit it to controversial quantitative changes. One should not expect any perceptible
advantages or gaining a competitive predomination by an enterprise, due only to lowering labor costs.
These constitute only one of many factors determining competitive supremacy.

The increase in enterprise competitiveness is affected primarily by an improvement in its productivity,
which has a wider meaning than labor efficiency. The productivity should be analyzed in the aspect of the
whole company’s productivity considering relationship between labor resources and the other resources.

While aiming at making the human capital their permanent competitive supremacy, the enterprises
have distinguished the following cultural aspects affecting the efficiency of human resources at small and
medium sized enterprises, which also influence their competitiveness:

e attitude towards work and achievements — opinions on welfare which are dominant in the society
will affect the number, type and character of individuals aiming at working their ways up and their
sensitivity to material stimuli;
patterns of decision making process — different depending on the use of objective analyses;
attitude towards authority;
the ways of expressing dissatisfaction;
attachment to family and
social structure.

The company’s management should perform the crucial tasks while conducting negotiations. However,
the efficiency of their activities should be associated with a necessary reorientation of competences, where
cultural reorientation is of key importance, including a necessity of learning the patterns and behaviours
matching global market economy.

2. The role of manager in an international small and medium-sized enterprise

In presently developing small and medium seized enterprises a manager who is the head of a company
fulfils many functions. According to Ferguson these comprise e.g.:

e global planner — involving formulating international or global strategies or strategic plans. In practice
it comes to governing the teams which realize the tasks;

o global motivator — where the crucial task is to ensure proper motivation for all participants of international
operations;

e global operator, i.e. manager of company’s operations in various countries and on different markets
and ensuring proper level of coordination and timing of activities;

e global coordinator which involves proper determining and timing of various tasks implementation
in different places in the world;

e global communicator, where the crucial task is communicating specified messages and provoking
definite responses in different groups of these messages” recipients all over the world;

e international negotiator, capable of conducting efficient international negotiations.

A leader is increasingly expected to show guidance, involving capability to realize the potential in
other people and directing the knowledge and skills of the group towards formerly set goals. It is possible
to direct the group’s attention to means leading to fulfillment of their needs, which are coherent with
known objectives. The efficient realization of both group’s and company’s objectives, which increase the
company’s competitiveness, greatly depends on the group leader (Lambert T., 2000).

Management of human resources is a process aiming to ensure competent employees for an enterprise
and creating proper conditions for achieving high labor efficiency. Contemporary approach to human
resource management assumes the following:

1. the resources should be treated as valuable capital of the organisation and its creating and these are

the main sources of the company’s competitiveness;

2. human resource management should be the standard area of enterprise management and should be

regarded not only on an organizational level but also in the strategic aspect.

In the economic practice labor resources still do not occupy the right position in the majority of Polish
enterprises, despite a common declaration of an important place of human resources in firms operation as
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a crucial creator of its value. However, there are enterprises which treat their human resources seriously,
which results mainly from their current development stage of market competition.

In foreign literature there is a common opinion that social assets are more important for profit generation
than material assets, because they prevalently determine the use of other resources for market goals.
Small enterprises, particularly service providers, whose fixed assets consist of office equipment, generate
their profits through nonmaterial assets, i.e. their employees, intellectual property, clients and firm image
(Ostaszewicz P., Panfil M., 1999).

No personnel management patterns have been formed so far in Polish enterprises which would correspond
to contemporary conditions of market economy. There are still divergences between the theory and operational
methodology in the area so important for the firms. The divergences should be associated with the
dynamic changes observed in the modern world but also with a lack of personnel management adjustment
to market economy standards and a lack of understanding of contemporary personnel department role in
enterprises. Imperfections in human resources management were especially confirmed for the group of enterprises
operating exclusively on the domestic market and planning the expansion of their area of influence but
only on the same market.

A different attitude towards personnel management was observed in enterprises which based their activities
on foreign capital, maintained business contacts with foreign companies or undertook activities aiming at
entering foreign markets. The first group of enterprises was called “enterprises on the way to market economy”
and the other “market economy enterprises” (Btaszczyk W., 1999). Table 1 shows characteristics of personnel
management referring to the above mentioned division of enterprises.

Table 1
Characteristics of market economy enterprises and enterprises
on the way to market economy in view of personnel management
Characteristics
Analyzed area Market economy enterprises Enterprises on the way to market economy
. . . Kind of activities undertaken to acquire
. Diversified strategies of employee o
Selection of . . employees forced by current situation, not
selection connected with a programme . . .
employees . based on diagnosis of staff potential or
of long-term staffing policy
long-term programme
Objectives for employee development seen
Long-term employee development
Employee . through current needs, development
programmes, development activities e .
development activities focused on a single employee
focused on all employee groups
group
Predominance of material motivation Diversified instruments of motivation,
Employee . ) .
motivation instruments, most frequently combined | most frequently unconnected with
with employee assessment systematic employee assessments
Do not constitute an important element of
Employee Treated as a management tool and staff mana gement, useq occasmnally,.
. . usually disconnected with compensation
evaluations systematically and consequently used . . .
programme and planning their professional
careers

Source: own elaboration on the basis of : Btaszczyk W., 1999

As may be seen from the Table 1 in the enterprises on the way to market economy, the notion of human
resources management denotes administrative activities, whereas in market economy enterprises efficient
personnel management aims at improving their market competitiveness. The strength of companies’
competitiveness is not formed only in result of market pressure, but also due to internal mobilization of
employees to act for their company.

174 Economic Science for Rural Development N 14, 2007: 172 - 176



Dagmara Zuzek - The influence of human resources on competitiveness and development of
small and medium sized enterprises in the globalisation process

3. Potential barriers to SMEs growth resulting from
globalization, internationalization and integration processes

Conditions of SMEs operation are dynamic, which means that also barriers to their growth are dynamic
and change in time. Processes occurring in modern world create new barriers. Formation of uniform
European Market radically changed the conditions of SMEs operation. Free flow of production inputs
caused European companies to start functioning in the international environment. Small and medium-
sized enterprises have no influence on the ongoing processes. They are only participants in those processes,
unlike large international companies and corporations which create them (Fig.1).

Conception Globalisation,
P integration
Pluses
Impact Minority (rather Minuses
manufacturing than majority
Service)
Survival Survival Business
Result Growth without changes with changes bankruptcy
Minority Majority Majority
\
Changes Dﬁ]:rr;:; gfxg: Product quality Costs Management

Figure 1. Effect of globalization and integration on small and medium sized enterprises

Source: Globalization and Small and Medium Enterprises, OECD, Paris, 1997

L.C. Leonidou described barriers to internalization as structural, operational and other limitations which
prevent a company from starting, developing and pursuing international activities. Therefore we may
classify these barriers as follows:

e Internal — national
Internal foreign
External domestic
External foreign (Btawata F., 2004).

Internal national barriers - result from inside the enterprise and refer to the national environment.
These include in the first place: lack of professional staff in export marketing or foreign government
regulations, negative perception of risk involved in sale abroad or managerial pressure on development of
operations on domestic markets, particularly in case of large domestic markets.

Internal foreign barriers — primarily result from limited marketing capabilities of a small enterprise and
are perceivable on foreign markets. In case of some SMEs entering international markets is impossible,
e.g. because of required product modifications in order to meet foreign standards.
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External national barriers — result from the national SMEs environment but are totally beyond their
control. Problems with a lack of suitable support from the government, crucial for breaking down barriers
to internalization are often pointed out at this place.

External foreign barriers — are problems from the exterior of an enterprise but perceptible on international
markets, e.g. restrictions comprising currency exchange rates of tariff limitations.

On the other hand, K. Miesenbock divided the barriers for SME internalization into four groups:

— export barriers caused by external reasons (customs formalities, trade barriers, standards and norms,

high exports costs, fluctuation of currency rates),

— Dbarriers due to a lack of sufficient resources (lack of manufacturing capacities, lack of information,

lack of proper staff or lack of financial means),

— Dbarriers associated with marketing (difficulties in estimating sales volume, difficulties with

necessary product adjustment, or problems with the intermediary),

— Dbarriers connected with the attitude of owner — manager (insufficient knowledge, lack of experience,

too high risk).

Conclusion

Poland’s accession into the EU requires fast adjustment of Polish economy to the economies of other
EU member states in all aspects of its functioning. The whole adjustment process refers also to SME
sector and its chances to achieve competitive position on a common market largely depend on its ability
to break down the barriers to development. One should remember that in the EU member states, SME
sector actually participated in establishment of the common market, whereas for Polish small and medium-
sized enterprise European Common Market was an accomplished fact and they had to find their place on it.

Modern strategy of enterprise management, operations and cooperation between multi-cultural companies,
progressing globalization and new roles and tasks increased the influence of human potential on the firm’s
success.

The article has pointed pout that these relationships may be observed especially in the management of
small and medium-sized enterprises. In global SMEs the directorial functions have changed into typically
managerial activities, which raised the degree of soundness of decision and solutions. The assets of human
resources in creating SME competitiveness comprise:

e attitude towards educational tasks

e attitudes towards work and firm

¢ involvement, work efficiency

o identifying the employees with their enterprise

e positive attitude towards the hierarchy of values accepted in the enterprise.

Nowadays an enterprise which understands that in the process of progressing globalization a strategy
of strengthening competitiveness is implemented mainly through human capital, has far better chances
not only on survival on the domestic market, but also on the European Union market or even on a world
market.
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