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iMPACT OF PRICE AND TRADEPOLICY CHANGES
D U R I N G TRANSITION IN ROMANIB:
THE CASE OF CEREALS AND OILSEEDS

Carmen Clapan andGeorge Mergos

ABSTRACT
This paper focuses on Romanian agricultural policy and trade with emphasis on cereals and oilseeds, and
investigates the changes and impad of agricultural trade policies. It analyses the impact of price changes on
agriculturalprotection,agriculturalproducers,
and productionincentives during thetransitionperiod,using
conventional methodology. The study finds that the low efficiency of the market and the poor organisation of
marketing and distribution channels,as well as the slow implementation of the reform, have allowed Stateownedenterprises to maintain theirmonopolistic and monopsonisticpower.Theresultsalso
show that
agricultural policies lead to a large negative protection (implicit taxation) all the products examined. Finally,
the paper indicates that the changes have brought confusion and uncertainty and asks for more transparency
in agricultural policy-making.
ROMANIA, AGRICULTURAL PROTECTION, AGRICULTURAL TRADE POLICY, TRANSITION ECONOMIES

f.
In the process of their transition towards becoming market economies, the Communist countries
have proceeded with the restructuring of their economic, social, political, and judicial systems. The
agricultural sector plays a central role
in the development of this transformation. The process of
transition is similar in all thesecountries, but manydifferencesexist in the way in whichthe
measures and reforms are applied. In Romania, the Ceausescu era left the economy in ruins. The
inflation rate exceeded
in 1993. Agriculture, like other sectors, was left in bad shape; although
Romania has traditionally been a major agricultural exporter, food shortages
led to an official export
embargoin1990and4991onmostagriculturalproducts,whilefoodimportsincreasedsharply.
Privatisation in farming has been implemented in a confused way: many smallholdings have been
created but withoutadequateequipmentorfinance.Romaniacannottakeadvantageofits
considerable agricultural potential
until these problems are solved.
The European Union recognisedthe importance ofthe agricultural sector for the Central and Eastern
Europeancountries(CEECs)andconcludedagriculturaltradeagreementswithsomeofthem,
including Romania, with the purpose of providing a market
for their exports. The drive towards trade
liberalisation is one of the most important goals for the CEECs in this period. Trade protection and
administered prices are crucial means of government intervention. Under the conditions of transition,
a number of factors other than explicit government intervention have brought about deviations from
what would have occurred if markets had been purely competitive. Among these factors
are the
instance of regional monopoly, the lack of measures
to speed up market development, and slow
privatisation. Changes in agricultural trade policy as well as the other factors mentioned have an
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impact on both producers and consumers. They create transfers of welfare along the entire chain
between producers, downstream sectors and
final consumers.
The purpose of this study is to analyse the pre-reform instruments of agricultural policyand trade in
Romania, the various changes in agricultural policy and trade4hat have occurred since 1989, and
their impact on agricultural developments. The methodology devised
by Josling and extensively used
by the OECD for the calculation of the Producer Subsidy Equivalent
is used to measure the impact
of
agricultural policy on producers. Clarification of its impact on the whole agro-food chain can assist
the government in taking the appropriate decisions. This is particularly important in the Central and
Eastern European countries where the maintenance low
of consumer prices for the mainfood goods
was one ofthe chief goals of agricultural policy
in the pre-reform period.
The structure of the study is as follows. Firstly, a review is made of the most important agricultural
reforms debated or introducedin Romania after 1989, concentrating on land reform and privatisation,
and new pricing policies. The features of the pre-reform period are mentioned in order to provide a
better understanding of the effects of changes during transition. The study then focuses on activities
concerned with agricultural production, the main characteristics of Romanian agricultural trade, the
changes in trends of Romanian imports and exports, and the main agreements between Romania
and the European Union (EU). It illustrates how the changes in agricultural trade and policies are
reflectedin the Romanianagriculturalsectorthroughthecalculation
oftheNominalProtection
Coefficient (NPC), Nominal Protection Rate (NPR), and Producer Subsidy Equivalent
for the
main agricultural products (cereals and oilseeds). It concludes with a summary of the agricultural
and tradepolicies followed and their impact on Romanian agricultural trade and development.

2.
All governments intervene in agricultural markets, for a number of reasons: in order to raise tax
revenue,supportproducers'incomes,reducefoodcosts
to consumers,attainself-sufficiency, or
counter interventions by other governments. Policy instruments
for intervention arenumerous;. some
of them are listed in Table 1. Four widely-used measures of government intervention in the operation
of agriculturalmarketsare
(1) thenominalprotectioncoefficient,
(2) theeffectiveprotection
coefficient, (3) the producer and consumer subsidy equivalent, and
(4) classic welfare analysis.

-

Table 1 Examples of policies influencing competitiveness
and trade
Direct Trade Intervention

* Tariffs and taxes
* Import and export quotas
* Export subsidies
Controlled Exchange Rates

* Fixedrates
* Differentialrates
* Exchange controls, licenses
Market Price Support

* Domestic price supports linked with border measures
(quotas, permits, tariffs, variable levies, and export
restitution
* Price premiums (often usedfor fluid milk)
* Domestic price supports linked with production quotas
* Government inventory and commodity loan activity
Tweeten, 1990, p.
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Measures of protection

The nominal protection coefficient of a commodity i is defined as the ratio of its domestic producer
price Pd toits border (world)price Pb:
NPC = Pd¡ / Pb¡,
where
NPCi = nominal protection coefficient
for commodity i in a given country

i at the producer or wholesalelevel
Pd¡ = domestic price of commodity
Pb¡ = border price of commodityi at the same market locationas the domestic price, with the border
price constituted bythe international trade world price mutiplied by the
rate of exchange.
In general, the higher the NPC, the greater the degree of protection provided to domestic industry
and the greater the market distortion.
The nominal protection rate, a form of the
NPC, is the percentage by which the domestic price
exceeds the border price. It can be expressedas
NPR = 100(NPC - l).
Quotas and other measures, in addition to tariffs, can drive a wedge between border and domestic
prices. The NPR is a means by which
to convert such measures
to a tariff-equivalent rate.
The official exchange rate may
not be a realistic measure of the real domestic value of foreign
currency in a measurement of the NPCs. Exchange rates are frequently overvalued
in developing
countries because they are facing inflation.An overvalued currency constitutes a tax
on exports and
a subsidyto imports. The nominal protection coefficient for commodity
i is:
NPCi = Pd¡ / Pb¡$ OER,
where OER is the official exchange rate, Pd¡ is domestic price in local currency, and Pb¡ is border
price in dollars. If we adjustto the shadow, paralle1,'or accounting exchangerate (SER) as necessary
where currency valueis distorted, the NPCis:
NPCi = Pd¡ / Pb¡$ SER.
There are some alternatives to using the official exchangerates. In many instances the parallel
market rate will be the best estimateof an equilibrium exchange rate (Tweeten
1990).
Measures of assistance

The Producer Subsidy Equivalent (PSE) and
the Consumer Subsidy Equivalent (CSE) are designed
to include and measure the impact of
all policies that assist producers and consumers, respectively,
of agricultural commodities. Assistance to the agricultural sector has an impact on trade which is
eitherdirect,because it is implemented through border measures, or indirect, because
it affects
levels of domestic production and consumption. The PSE is defined as the payment that would be
required to compensate farmersfor the loss of income resulting from the removal of a given policy
measure. The CSE corresponds to the implicit tax on consumption resulting from a given policy
measure andto any subsidiesfor consumption.
The PSE and the CSE are flexible and easily computed measures of all transfers of domestic policy
to producersandconsumers.PSE
is oftenexpressed as apercentageofgrossvalue
offarm
production, and CSE as a percentage of food cost. The PSE indicates the subsidy equivalent needed
to compensate producers for termination of commodity programs, tariffs, quotas, and other supports.
Economists use the coefficients of protection (NPC and EPC) and the subsidy equivalents (PSE and
CSE) to establish the real impact of pricesin agriculture. Joslingfirst proposed the PSElCSE concept
as part of a studyby the Food and Agriculture Organisation on international agricultural adjustments.
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The concept has been useful over timemultilateral
in
trade negotiations.
Themeasurementoftotalassistance
to a commodity involves a combination
of both budgetary
payments and price comparisons. The PSE and CSE can be calculated by the following algebraic
form :
TOTAL PSE

Q(Pd-PW)+D-L+B

PER UNIT PSE

TOTAL PSUQ

'?hPSE

100 (TOTAL PSE)/ (Q(Pd)+ D - L)

TOTAL CSE

Pw) + G

PER UNIT CSE

TOTAL CSUC

% CSE

100 (TOTAL CSE)/C(PC),

where :
C

-

level of consumption;

Pd

=

domestic producer price;

Pc

=

domestic consumer price;

Pw

=
-

reference price;

Q

D
L
G

--

-

level of production;

direct payments;
producer levies and fees;
other budget payments, direct or implicit;
budget paymentsto consumers.

In this expression, the reference price may refer either
to a world price or
to a domestic price, and the
budgetary payments refer
to the various cost-reducing measures from which farmers benefit.
PSE methodology as it has been developedby the OECD does not take into account differencesin
inputcostsindomesticandworldpricesresulting
from distortions in marketsorgovernment
intervention in othersectors.However,sincethesedifferencesareactuallyasourceofwelfare
transfer between suppliers of inputs and agricultural producers, they should be taken
into account in
determining thelevel of support to producers and transfers
at farm level.

A main characteristic underlying the calculation
ofPSEandCSE
is the existence of supply and
demandcurves in conjunctionwithworld
price equilibriumquantities that areconsumedand
produced.Themeasurement
of PSEsandCSEsassumesthatcommoditiesproducedand
consumed are homogeneous. This applies both to the commodities defined for reference (world)
price purposesanddomesticcommodities.
The PSE calculationsdonotinclude
all transfers
generated by agricultural policies. They exclude some budgetary outlays which are not received by
producers such as subsidies specific
to the food processinganddistributionsectors,outlaysfor
stock-holding, and others.
The CSE is the value of transfers from domestic consumers to producers and taxpayers from a given
set of agricultural policies in a given year. It measures the implicit tax imposed on consumers by
agricultural policies. There is a close relationship between the PSE and CSE measures. A positive
(negative) transferto producers from consumers is equivalent to a subsidy to producers (tax) and a
tax on consumers (subsidy). Transfersare measured in the two ways mentioned
above.
The trade competitiveness of a country is determined by the cost of production (hence its factor
endowment),thepricepoliciesfollowed(positiveornegativesupport),themacroeconomicand
exchange rate policies (through the determination
of border prices), and the marketing infrastructure
(availability of good transportation, storage facilities, markets, port facilities etc).
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In this study, the PSE for cereals and oilseeds
is calculated and and an analysis is made of the
economic conditions and trade competitiveness where these
two commodities are concerned.

3. The Macroeconomic Situationin Romania
During the transition period from a centrally-planned
to a market economy in Romania, important
changeshavetakenplace
in agriculture,thesystemoftradeandgovernmentpolicies.The
government which came to powsr in December 1989 proposed and implemented a major reform
program to restructure the economy, through which Romania joined the other Eastern European
countries undergoing reform. Its objectives and manyof its policies were equivalentto those of other
countries in the region,
but there were significant differences
in detail.
The pre-reform instruments of policy were replaced and most budgetary supports have been cut.
Significantmeasuresweretakenduring1993andthe
first halfof1994.Newconditionsaugur
favourably for macroeconomic stability
and faster structuralchange. The government has negotiated
an extensive agreement with the International Monetary Fund (IMF) which incorporates conditions
aimed at the reduction of inflation, as well as complementary structural measures to improve policy
coherence. In broad terms, the structure of the economy has been changed. In 1993 - for the first
timesince1988
- theRomanianeconomyregisteredapositivegrowthof1%.Theshareof
agriculture in Romanian GDP has increased, the level being one of the highest
in the CEECs.
After recovery from a severe drought in 1992, agriculture was the major contributor to this positive
outcome, with 14% growth.Industrialdeclinealsostopped,andasmallpositiveincreasein
production was registered. The service sector increased its share of output by 6% (from 26% of
GDP to 32%). The current account deficit in the balance of payments was reduced from 8.3% of
GDP in 1992 to 4.6% in 1993 (Table 2).

-

Table 2 GDP by sector (% change)

National Commission for Statistics of

1993

Price inflation acceleratedin 1993 to 256%, but there are signs of deceleration
(in 1995 it was below
%). After the application of a number of measures, there are also signs of an increase in
economicgrowth
in 1995),animprovement in thecommercialbalance,andincreasing
of
industrial and agricultural outputs.
Agricultural development is influenced by all general economic conditions in Romania, but major
structural changes are underway. The break-up of the majority
of cooperative farms in 1990and the
subsequent privatisationof about 80% of agricultural land stimulated those changes. Also, incomes,
savings,employmentandpricestabilityareessential
to agricultureandaffect demand forfarm
products,availabilityofcreditandfarminputs,prices
of farmassetsandnon-farmemployment
opportunities (World Bank 1994). The agricultural sector occupies a very important position in the
Romanianeconomy. It was, and still is,thesecondlargestsector,accountingforanimportant
percentage of GDP and total employment, and significant foreign exchange earnings. In real terms,
agricultural output has fallen over time: this situation could be explained by the peculiarities of the
previous system (Table
3).
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The major structural changein the agricultural sector wasthe transfer of land and livestock assets
to
the private sector.In 1990, only 25% of the 14.8 million hectares of agricultural land
in Romania was
privatelyowned.Thisshareincreasedto
80% in 1993. Asimilartransformationoccurredinthe
livestock subsector. In 1989 private farmers produced56% of livestock output, this share increasing
to 72% in 1992. However, constraints on the potential of agricultural production continue through the
land fragmentation that has taken place in the post-reform period (the average of size of land-holding
is 1.7 - 2 hectares per holding) and lead to the higher cost of production and less efficient
farm
structures, especially when compared
to those in the European Union.

-

Table 3 Agricultural production, 1986-1993(in thousand tons)

Source: OECD, 1994
a: carcass weight
million litres

In Romania the labour force employed in agriculture has decreased during the last few years. In
1990, the share of agriculturein total employment was 20.25% whereas byl993 this had decreased
to 17.9%. This is due to the slow implementation of the land law, fragmentation of the land, and also
to other employment opportunities.
Land-holdings are small and fragmented and owners have different interests. A large proportion of
owners is notworkingtheland;anothergrouphasalimitedproductioncapacity,and
the
demographic structure of the agricultural population is not conducive to progressive farming. The
whole legal framework for the agricultural sectoris not yet in place. The renting of land, a first step
toward more consolidated holdings, has begun
but it affects fewer than 10%of land-holdings.
A significant number of landowners formed their own organisations for the purpose of continuing
collective production. There are two types of organisations: agricultural societies (AS) and farmers'
associations(FA).Agriculturalsocietiesarelegalbodiesandoperate
as primaryproduction
cooperative societies with general assemblies which elect chairmen and boards of directors, and an
average membership of 190 private farmers. There are 4,050 agricultural societies which work
totala
of about 1.9 millionhectares.Not all membershavesurrendered all of their land to the AS
for
collective production. Some farmers retain a part of the land for their own production. The second
type of organisation, the farmers' association (FA), is constituted in the same way as the
with
individuallandownersasmembers.The
FA issmallerthananASandtheaveragenumberof
members is approximately 60. Theagriculturalsocietyisthreetimesbiggerboth
in termsof
members and the number of hectares, but the average land area per member (2.5 hectares) is the
same for both types of organisations. The number of FAs is greater than ASS, but their efficiency is
lower.
According to the Ministryof Agriculture, a great number
of farmers, owning more than half of the land
distributed, have decided to stay outside organised collective production. Nevertheless, when the
previous experience of Romanian farmers with the cooperative system is taken into
account, it is
surprising that so many of the landowners opted for joint production. This time, the ASS and FAs
were formed voluntarily by
the members, of their own free will.
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Some of the practical results of the privatisation process have been detrimentalto the efficiency of
Romanian agriculture. Fragmentation of agricultural land
has been a major problem, with the average
size of new farms beingtwo hectares (the legal upperlimit is ten hectares). Another problem is that
just over 50% of theland was receivedbythoseoutsidetheagriculturesector,about
30% by
pensioners, and another 25% by those who do not intend to farm. However, some of the difficulties
will to a large extent be overcome if a market for the sale and rental of landis actively encouraged
and facilitated. The law allows for private associations to be formed in the various branches of the
agro-food sector and for the renting of land, but this has not yet been significantly developed. The
lack of possession offinal title to land effectively prevents
the existence of a properly functioning land
market in Romania.
The price and support policies in Romania after 1989 were mostly defended on the grounds of food
security,guaranteeingsuppliesoffoodtothepopulation.
However,thenotionoffoodsecurity
appears to be confused with self-sufficiency, as Romanian agricultural policies tend more towards
maintaining domestic production at self-sufficiency levels
than ensuring thai the country has the
economic capacity to secure food supplies for the population from all sources, both domestic and
foreign. In principle, prices are determined by market forcesin Romania, but in practice, many agrofood products are either directly or indirectly subject to government intervention. This is especially
the case for "basic" products - maize, wheat, cows' milk, live cattle and pigs, poultry etc - whose
contract and purchase prices were guaranteed by the State in
1993. The intention behind such price
intervention wasto stimulate domestic agricultural production through higher prices and therefore to
reduce the country's reliance on agro-food imports. However, this appears to conflict with separate
policies introducedto keep the retail price of selected food products
low in the interest of consumers,
and yet other policiesthat restrict exports of agro-food products perceived
to be in short supply. is
not clear whether these policies will be able
to achieve the desired outcomes, and they could prove
expensive for the State budget.
Measures of price liberalisation introduced in1993 freed seventeen products andsenfices which had
their tariffs and prices controlled
by a special orderof the Ministryof Agriculture and approved by the
Ministry ofFinance. The mostmajorproductswere
kept within the previous system, i.e.wheat,
maize, cattle, milk, pigs and poultry. The State also controlled retail prices of bread, milk and milk
products,meatandmeatproductsfromState-ownedcompanies.
ameasure to ensurethe
access of the populationto basic products, and especially of those people whose purchasing power
has fallen dramatically, wholesale and retail prices for meat, milk (not powdered), bread, oil
and
butter were exempted from value-added tax (VAT). To offset this, "luxury" goods, such as refined
alcohol, alcoholic drinks, cigarettes and tobacco products, became subject
to additional taxes.
Producer prices were, and still largely are, based on the cost-plus principle. The Government used
this methodto estimate average cost of production both
for agro-industries and primary producers. A
fixed profit margin was added to these calculated costs
to arrive at sale prices. This method of price
determination
completely
disregarded
Romania's
comparative
advantage
in production;
commodities for which the country did not have any comparative advantage were produced, while
others in which Romania is an efficient producer were penalised by the extent of their efficiency. The
principle of cost-plus price formation was probably, fromthe economic point of view, more costly for
the agricultural and food sector than for other sectors, since
this sector was heavily affected by past
planning practices which advocated the productionof specific products even in regions which were
notbestequippedwithnaturalresources
to producesomeagriculturalproducts.Theregional
specialisation which would have improved the efficiency of the economy was not permitted to the
greatest possible extent, since the planners considered self-sufficiency for some products on the
judep levelasnecessary;hence,thesectorhad
to adjusttheregionalproductionpattern
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significantlytothenewrelativeprices.Moreover,thesector
has beenwidelyrestructuredsince
1989, but all the necessary changes will either be delayed or even undertaken
in an incorrect way if
price ratios do not signal the direction which adjustmentsin the sector shouldtake.
An aspect of major importance concerning Romanian agricultural trade is the Association Europe
Agreement which will make accessto EU markets easier; exports to the EU are an important factor
for the developmentof the Romanian agricultural sector. As in the case
of other Central and Eastern
European countries, the Agreementis seen as a major step towards membership an
of enlarged EU.
This is a political and economicgoal for both sides.
In an overall perspective, the economic impact of'the Agreement is quite useful for Romania.
It
establishes a period of time during which Romania must carry out the obligations required
for future
accesion to the European Union. This means acceleration
of the reform process, andit is not certain
that all conditionscan be satisfied by 1996, the
final year for an evaluationof the state of progress.

4.

Analysis of the Irnpaci..of the Agricultural Policy Changes

-

of protection Nominal protection coefficients and nominal rate protection
There is an important similarity between policy analysis
using protection coefficients and project
analysisusingshadowprices.
In bothcasesthesystematiccomparisonrevealstheeconomic
differencesthatpolicyandprojectintroduce.Protectioncoefficientsindicatetheextent
to which
domestic price policy protects domestic producers from the direct influence
of foreign markets andin
the process generates incentives for domestic production and consumption.
The first step in the analysis was data collection, and the second step border price calculation.
Subsequently the ratio of the domestic price to the border price was calculated to obtain the gross
NPC. According to the results, the protection was negative for wheat and sunflowers during the
whole period under study. There was discrimination against producers while the consumers were
favoured.Forbarley
and maizetheprotectionwaspositive
in 1989 and 1990,andbecause of
intervention consumers hadto pay a higher price than they would have done without it. From 1991
to 1993 the protection was negative, thus consumers were favoured (Appendix, Tables 4-6).
Table 4 -Agricultural border prices for cereals and oilseeds
in Romania

Source: Computed on the basis of data
the National Commission
Statistics of Romania, 1995, Institute
Agricultural Economics, Information Bulletin, 1993, National Romanian Bank, 1994
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-

Table 5 Nominal protection coefficients for cereals anf oilseeds

Barley
Maize
Sunflowers

0.03
0.03
0.03

0.02
0.02
0.02

'

0.003
0.003
0.003

0.002
0.002
0.002

0.0006
0.0006
0.0006

Source: Computed on the basis of data from the National Commission for Statistics of Romania, 1995, Institute of
Agricultural Economics, Information Bulletin, 1993, National Romanian Bank, 1994

-

Table 6 Nominal protection rates for cereals
and oilseeds
1989
1992 1991 1993
1990
Wheat
-0.128
-0.538 -0.589-0.378
-0.042
0.094
-0.41 1
0.097
-0.308
-0.075
Barley
Maize
-0.31 l
-0.329 -0.694 -0.508
-0.266
-0.559 Sunflower
-0.835
-0.826
-0.705 -0.778
Source:Computedonthebasis
of data of theNationalCommissionforStatistics
of Romania, 1995,Institute of
Agricultural Economics, Information Bulletin, 1993, National Romanian Bank, 1994

Thefarmersaregenerallydiscriminatedagainstbecauseofhighinflationandothereconomic
conditions. They are paid after many months' delay for their production, which is sold to the State.
Romcereal does not have the necessary funds to buy the crops and proceed with exports. Hence,
farmers are sometimes unwilling tosell the grain and therefore store it. Evenin cases where private
companiesbuythecropsfromthefarmers,
the handlingfacilitiesatexportpoints(usuallyport
facilities) are not suitable for the handling of large quantities for export. Thus, there is a negative
effect onthe country's export competitiveness.
Measurement

assistance: PSE calculation

The biggest problem in the calculation of PSEs is the validity of the basic data. This arises from the
shortageofadequatedataforbudgetaryexpenditure.Also,there
are no dataavailableabout
quantities of different products affected by these decisions and expenditure connectedthem.
with
The agricultural price policies pursued from1990 onwards generated a rapidly expanding system of
subsidies since the difference between the cost of production and returns at administered prices (in
farm input industries,at farm level and in processing) hadto be largely compensated for, in the form
of State subsidies. They are shown, for the products analysed,
in Table 7.

-

Table 7 Subsidies for Romanian agriculturein 1990-1993, in billion lei
I990
Total agricultural subsidies
476.0 180.0 306.5
Food subsidies
Indirect Davments
I Inmits/bDerations
I
53.0
261.O
96.9
Credit '
39.9
Source: Institute of Agricultural Economics, Information Bulletin, 1993

I

1993 1992 1991
344.0
167.9 170.6 215.0 127.0
176.1 135.9
115.1
61.0

I

The main instruments of government support for agriculture were direct and indirect support- price
subsidies and deficiency payments to producers, input subsidies and some tax concessions. Here,
the term "deficiency payments" means output subsidies, whose amount
per unit of output is intended
to cover the difference (or part of it) between centrally-fixed farm-gate prices and the
unit cost of
output.
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The major agricultural products included in the analysis are wheat, maize, barley and sunflowers.
Calculation of PSEs has been made on the basisof published official and statistical data. According
to the PSE methodology all policy measures are allocated to the following groups: direct supportto
producers, indirect supportto producers, and marketprice support.
In 1992, total budgetary subsidies relatingto the food economy amounted to more than 268 billion lei
(US$
billion),ofwhich170
billion leiwereconsumer food subsidiesand97billionleiwere
agricultural subsidies. Total subsidies relating to the food economy were equivalent to more than
20% of agricultural
and about 4.5 % of total GDP. In real terms, the government expenditure
on agriculture decreasedif the high inflationin this period is taken into account.
The results of the PSE calculations for the products analysed and
for agriculture as a whole are
shown in Table 8.Over the period, PSEs are negative, showing that farmers' losses due
to the
distortions in the price system outweigh all the concessions given to them. The
partial price and trade
liberalisation in conjunction with decreasing real government support and other measures taken by
the governmenthad different effects on crop production.

Table 8 - PSE for cereals and oilseeds

1 Wheat
~

~~~~

Barley
Maize
Sunflower

I

19921991
-143,6

-206,l

1

1
I

1993
-60,8
-8,2 -44,6
-36,2 -103,2
-45,l
-39,l
,o

-116,4

Source: Computed on the basis
of data from the National Commission
Agricultural Economics, Information Bulletin, 1993

for Statistics of Romania. 1995. Institute of

The factors underlying the changes in total PSEs are analysed
on the basis of the percentage share
of the components in totalPSEs. The results of the component share analysis show that, during the
period under study, measures taken by
the government have had the opposite effects on agriculture.
In 1990 the impact of direct payments for crop producers was offset by direct taxation on farmers.
Budget supportto crop producersin 1991 increasedto 6% of the losses due to negative market price
support. In 1992 and 1993 budget support to farmers was more than 8% of the losses due to low
domestic prices. The components are expressed as nominal values and percentage shares in net
total PSE. Since total PSEs are negative for most of the products investigated, but
some of the
components are positiveas well as negative, the signs of thetotal PSE and the component analysed
need to be taken carefully into account in
an examination of the influenceof each of the elements. If
the latter have opposite signs, it means that these components have an opposing influence on net
total PSE. Where a total PSE is positive the share of each component shows what part of the total
PSE is due to this component. If the total PSE is negative, the shareof each component shows how
the total PSE changes when this element is removed.
Market price support is a result of all agricultural policy measures concerning the trade regime and
price system (e.g. fixed price
projected price system, tariffs, import and export taxes, quotas).
Within the period and forthe products examined, marketprice support is in almostall cases negative,
which shows that there is a transfer of farm income to taxpayers, to other sectors or to consumers
through the price and distribution systems. The analysis shows that market price support
is the most
important component exerting influence
on PSEs.
The direct supportof crops has an insignificant influence onnet total PSE. Also, the indirect support
for the products examined exerts only a small influence on PSEs. Within the period and
for the
products examined market price support is negative, which largely determines the negative results
for PSEs and shows that there is a transfer of farm income
to taxpayer, to other sectors, or to
consumers through the price and distribution systems. The
rate of transfer is high. Since market price
support duringthe period observedis negative, theprice gap between domestic and world prices
had
the effect not of support, but rather of taxation.
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For the products examined (with the exception of sunflower) PSEs were positive
in 1990, albeit
small. Support to producersof wheat, maize and sunflowers became negative in1991 and remained
so in 1992 and 1993. The effective taxation of producers of these products fluctuated during this
period.
In spite of the liberalisation of agricultural policy which took place during the period under
study,
PSEs for cereals and oilseeds, and for agriculture, remained low as a whole. Nevertheless there
were some small increases in percentage PSEs so that discrimination against the production of the
former and against agriculture in general declined. In order to explain the reasons for this change,
the impact of the changes in the basic components (quantity produced, direct payments, indirect
payments, domestic prices, world prices, exchange rate) on
total PSE would needto be analysed.
Since market price support is the basic component determining the PSEs, changes in this element
are the most important determinantof the changes in PSEs. Change in market price support is the
combined result of changesin domestic prices, world prices and the exchange rate. Domestic prices
of the products examined increased roughly in nominal terms. Changes
in world prices (in US$)
during the period observed were small. Because the Romanian lei depreciated there were increases
in world prices in terms of national currency which were larger than the increase in internal prices.
As a result, the price gap between domestic prices and world prices in national currency
became
bigger in nominal termsbut smaller in percentage terms.
Due to the large sizeof the components in relation to the total PSEs for all the products examined,it
is difficultto determine their impact on changes in PSEs on the basis
of component share analysis. It
isalsoimpossible
to makeanyconclusionsconcerningthechanges
in theinfluenceofthe
components on PSEs. Nevertheless it is obvious that the distortions of the price system during the
transition period have continuedto be large. The change of the impact of the components of PSEs
can be determined and analysed only
by decomposition of the changes in PSEs.

Transfers to Agricultural Producers

During the first year of the transition period budgetary transfersto crop producers were negative. In
spite of the deficiency payments for cereals which existed in 1990 the
total amount of payments
received was lower (98 million lei) than taxes paid by the producers of the crops examined (102.2
million lei). In later years the net budgetary payments to crop producers were positive.
In July 1993 a
value-added tax was introduced under which agricultural products are taxed at
%.18
Transfers from Agricultural Producers

Analysis of the transfers from farmers shows that the largest part of these went
to the processing
sectors. Between the beginning and end of the period under study there was an increase in the
share of total transfers from crop producers which to
went
crop processors.
The share of transfers from crop producers which wentto crop exporters decreased.In the transfers
to downstream sectors it was found that there was a significant changein the pattern of disposal of
the products in favour of exports. There were also changes in the structure of the unit transfers for
the crops examined but in the aggregate these were swamped by the high share of wheat in total
transfers.
During the period 1990-1993, the PSEs of the products examined and for agriculture as a whole in
Romania were negative. Government expenditure on agriculture was substantial and producers were
exempt from taxes during thefirst two years, but these measures did not offset the distortions of the
price system and the export restrictions which
led to a large gap between domestic and world prices.
In 1991 PSEs for agriculture and for the products examined remained negative, but there
was a
small increaseas a percentageof output. Total transfers from producers as ratiosof value of output
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at domestic prices declined in general
for crop production.
In 1992 and 1993 the process of price liberalisation continued. Domestic prices went up and the
exchange rate of lei to the
US$ increased. Total government expenditurein favour of agriculture was
smaller than in 1991 but totalPSE for agriculture increased.
Some of the measures taken by the Government during this period which were intended mainly to
affectconsumerpricesofthe
main foods(such as minimumfarm-gateprices)haveled
to a
substantial negative impact on producers without having much positive effect on consumers.
In spite of the transformations in agricultural policy duringthe transition, the changes in the level of
distortions in the domestic price system up to 1993 have been small.The continuous discrimination
against agriculture in Romania was largely the result of the effects of macroeconomic and trade
policies.

5. Conclusions
Agriculture has played a leading role in Romania's transformation to a market economy, and the
government in turn has maintained a strong presence in the agricultural sector. The Government
controls pricing policies, direct credit, provision of subsidised inputs and services, and the activities
of
large State-owned procurement, storage, and input provision companies. Over the last
few years, a
largevolume of legislationhasbeenpassedestablishing
new institutionsandthestatutory
framework needed to govern public and private activities in a market environment. Price setting has
been largely liberalised and a new tariff code adopted, with tariffs becoming the main instrument of
trade policy. Someof the main objectives of agricultural policy are the increase of agricultural output,
the modernisation of equipment and technology in agriculture, and the acquisition of access to EU
and international markets.
Romania has traditionally been a major producerof both grain and livestock. The dissolution of the
majority of cooperative farms in 1990 and the subsequent privatisation of about80% of agricultural
land are among the most important changes in agriculture. Farm sizes are now very small, holdings
are fragmented and there is a large class of urban-dwelling owners
of rural land. Over time, the
establishment of an effective land market should bring consolidation of holdings, but the lack of a
land registry andslow process of establishment of land titles make this a long process.
One important finding of this study is that the imperfect operation of the free market and the poor
organisation of the distribution channels have allowed Romcereal and Government agencies
to keep
themonopolisticpositionoftheStateinpurchasingagriculturalproducts.
Hence,theState
agricultural fund purchasesup
to 50% ofthemainagriculturalproductsforaguaranteed
procurement price and upto 90% of the sugar beet and sunflower.
The procurement price established by the State
is generally lower than the world price
for most of the
agriculturalproducts.Theabsenceofopportunities
in thedomesticmarketsasaresultofthe
monopolistic position of the State increases the structural disadvantage of agriculture within the
existing national macro-economic environment. a consequence, an increase in agricultural output
exceedingdomesticneedsforcerealsledthecerealpriceinthefreemarket
to fall belowthe
procurement price at the end of the1994 harvest, thus transforming the procurement price into a
guaranteed minimum price.
Romania's Interim Agreement on Trade with the EU which came into effect in May 1993 brought
about some changes in the agricultural sector. Basic agricultural products were granted preferential
access to EU marketsthroughexemptions or reductionsofcustomsdutiesandvariablelevies.
Customsdutieswereabolishedforprocessedagriculturalproducts,andvariablelevieswere
scheduled to be reduced progressivelyup to 60%.
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It would appear from an overall perspective that the economic impact of the Agreement
will be useful
for Romania. It stipulatesaperiod of timewithinwhichRomaniamust
fulfil certainobligations
necessary for future accession into the European Union. However, this means acceleration
the
reform process, and it is not certain that all conditions can be satisfied by1996, the final year for an
evaluation of the state of progress.
Asecondfindingisthattariffs
are generally low, andtheauthoritieshaveavoidedthe
use of
quantitative restrictions on imports despite difficulties with the balance of payments. A number of
export quotas and bans on exports exist but these have been steadily reduced in number. At the
beginning of 1994, the Government reintroduced trade restrictions on a small number of agricultural
products, including wheat and maize. These bans on the export of wheat and maize are part of a
policy of maintaining domestic supplies.
Thirdly, the study indicates that there is an indirect taxation in agriculture which
is growing over time.
TheGovernmentdistortstherelativeprices
ofthecommoditiesexamined.Pricingpoliciesare
influenced by certain enterprise-integrators and lead to domestic prices that are different from the
corresponding international prices.
The study also shows
that the changes in agricultural policy have brought confusion and uncertainty.
A well-designed strategy which is more transparent and aimed
at revitalising agriculture through
market liberalisation, accelerating entry of private companies, and establishing wider competition,
would serveto promote efficiency and accelerate sector growth.
An important strategy for Romanian agriculture, jointly developed by the Romanian authorities as
well as the IBRD,
EU and EC-Phare, was discussedin Bucharest in January,1994. The main
recommendations were: reduction of the transition period by accelerating the privatisation process
and creating the conditions and mechanisms of a market environment, the ending
of agricultural
reform, the formulation of a national food policy
in order to ensure national food security, and the
introduction of a new price system. Romania has faced a long agenda of reforms
in this period of
transition to a market economy based on the recommendations.
The measurestakenbytheGovernmentconcerningtheagriculturalpricepolicywereinitially
intended to protect consumer prices of the main foods,but have led to a substantial negative impact
on producers without having much of a positive effect on consumers. The level of distortions in the
domestic price system remains large and they are not greatly affected by the changes
in agricultural
policy.
Thenecessity to provide an agriculturalsupportsysteminRomaniainorder
to increasefarm
incomes arises a l a moment when in the world, and especially in Europe, the classic agricultural
support models based on market price support are being eliminated. For this reason Romania has to
findanappropriatesupportsystemwhich
is in accordancewiththeGATTandtheEurope
Agreements.
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