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Intfroduction

In 1995 DG VI published a series of ten country
reports and a summary report on the agricultural sit-
uation and prospects in the associated countries of
Central and Eastern Europe (CEECs). The reports
provided an analysis of the transition agriculture and
the agro-food sector in these countries were going
through in the first half of the nineties and an assess-
ment of the outlook for the main agricultural com-
modity markets till the year 2000.

With three years more of information the current pub-
lications, which cover Bulgaria, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Poland, Roma-
nia, Slovakia and Slovenia, provide an update of the
1995 reports and take the outlook horizon till 2003.
The underlying working hypothesis for the reports is
that the first CEECs will join the Union and will start
to be integrated in to the single market and the Com-
mon Agricultural Policy after 2003.

The accession process was officially launched on 30
March 1998 with the submission to the applicant
countries of the Accession Partnerships, which for
each country set out the principles, priorities, inter-
mediate objectives and conditions leading up to acces-
sion. A main priority is adoption of the “acquis”, the
body of Community legislation, including for agri-
culture the sensitive areas of veterinary and phy-
tosanitary legislation.

As was the case in 1995 the individual country reports
have been prepared by the services of the Commis-
sionin close collaboration with national experts of the
countries concerned and with the help of scientific
advisers.

The country reports and the summary report attempt
to provide an objective analysis of the current situa-
tion in agriculture and the agro-food sector and an
assessment of where the candidate countries can be
expected to be in their agricultural development by
the time of the next enlargement.
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About the data...

The data used in the country reports are derived from
a CEEC dataset established by DG VI in cooperation
with other services of the European Commission and
with external experts. Data originate from various
sources, mainly national statistics and economics
institutes, FAO, OECD, and the European Commis-
sion (DG II, Eurostat).

For agriculture in general the FAO data were used, but
for certain countries and/or for certain products, and
in particular for the most recent years, the figures
were adjusted or replaced by data from other sources,
after discussion with country specialists. For the com-
modity supply balance sheets a simpler approach than
by the FAO was used, taking into account trade in agri-
cultural commodities up to the first processing stage,
but not in further processed products.

The main objective was to obtain a dataset which was

as coherent as possible, offering a good comparabil-
ity of data.
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Despite all efforts to create a coherent, reliable and
up to date dataset, all figures presented in the coun-
try reports should be interpreted with care. Signifi-
cant changes in data collection and processing meth-
ods have sometimes led to major breaks in historical
series as the countries concerned have moved from
centrally planned to market economies. One general
impression is that these problems may have led to
overestimate the decline in economic activity in gen-
eral and of agricultural production in particular in the
first years of transition, data from 1989 and before
being somewhat inflated and data after 1989 under-
recording the increase in private sector activity. More
recently many CEECs have undertaken serious efforts
to start to harmonise data collection and processing
methods with EU practices.

With three more years of data and experience the orig-
inal 1995 dataset has been improved and further
adapted to DG VI’s analytical needs.



(2

Executive Summary

General economic situation

The transition of the Estonian economy from a cen-
tral planning to a market economy resulted in a sig-
nificant decrease in GDP. 1995 was the first year of
resuming growth with a rate of 4.3% in real terms.
The preliminary figures for the first two quarters of
1997 show a growth of 11.7% as compared to the
same period in 1996.

Inflation has decreased remarkably since the begin-
ning of independence. Whereas in 1993, consumer
prices increased by 89.8%, inflation slowed down in
1996 to 23%. In March 1997, the annual inflation
rate was 9.1%, the lowest level since 1991.

Unemployment was estimated at 10.5% of the total
labour force in the second quarter of 1997. Major job
losses occurred in manufacturing, construction and
agriculture. Employment is increasing especially in
the service sector.

Estonia remained a net-importer after independence.
The foreign trade balance is deteriorating rapidly, due
to a rapid economic growth. In 1997, the deficit boost-
ed to 20 917 million EEK (52% of exports). The total
balance of payments continued to be positive due to
a remarkable foreign direct investment and tourism.

Agriculture in the national economy

Agriculture has traditionally been one of the most
important sectors in the Estonian economy. Before
independence, the primary sector employed 20% of
the labour force. In 1996, agriculture accounted for
5.5% of Estonian GDP; employment went down to
8.1% of the labour force.

Agricultural trade has traditionally been an important
element of Estonian foreign trade. Despite decreased
volumes, food exports remain the second biggest
group of exports after clothing, footwear and head-
gear. In 1997, agricultural exports accounted for
16.3% of total exports. The share of agricultural
imports was 16.5%.

The trade balance for food products has been negative
since 1995. The trade deficit increased threefold in
1996 to 2 054 million EEK and further to 3 529 mil-
lion EEK in 1997. Transit trade is important, and re-
exports accounted for 23% of total food exports.

The former Soviet Union has traditionally been the
most important export destination accounting for 59%
of Estonian food and beverage exports. Exports to the
EU accounted for 20% of total agricultural exports in
1996.

Land use and farm structures

The Estonian agricultural area is 1.450 million
hectares, which represents one third of the whole ter-
ritory. 45% of the whole territory is covered by forests.
Arable land covers 1.128 million hectares.

The percentage of unused arable land is stabilising at
around 20% of the total arable land. 0.310 million
hectares are permanent pastures and the remaining
0.015 million hectares are used for permanent crops
i.e. fruit and berries. Comparatively low soil quality
and a short growing season lead to relatively low crop
yields.

A key issue in the structural development of the farm
sector has been the privatisation of land. The privati-
sation process is based on the restitution of land to
previous owners or their heirs. The whole privatisa-
tion process proved to be very time consuming. After
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more than five years of land privatisation, preliminary
results indicate that only one fourth of the land will
finally be restituted.

In January 1997, the Estonian agricultural sector
accounted for 898 farm enterprises with an average
size of 450 hectares, 22 722 private family farms with
an average size of 22 hectares, and 45 000 household
plots with an average size of 4 hectares.

The share of farm enterprises in the cereal produc-
tion dropped to 46% by 1997 (from 75% in 1992). By
then, family farms accounted already for 51% of
cereal production. Agricultural enterprises remain
important in animal production with a production
share 57% of all milk, 70% of pork, 48% of beef, and
64% of eggs. The production of household plots is
most significant in animal production. In 1996, they
produced 28% of milk, 41% of beef, 23% of pork, and
33% of eggs.

The profitability of agricultural enterprises per annu-
al working unit reached only 60% of the level of pri-
vate family farms.

Agricultural production

By 1996, gross agricultural output declined by 27.6%
as compared to the level of 1992. The decrease in live-
stock production (-36.9%) was more significant than
in crop production (-14.2%).

In 1996, the area used for cereals fell close to 0.300
million hectares, a reduction of roughly one quarter
as compared to the pre-independence period. In 1997,
the cereals area increased again to 0.325 million
hectares, mainly caused by a doubling of producer
prices.

The area planted by fodder crops dropped to 0.481
million hectares, a reduction of 27% as compared to
the level of 1990. More than 95% of the area is sown
with perennial grass for silage and hay. Fodder roots
are of minor importance, accounting in 1997 for only

8 < CEC Reporis - Estonia

0.007 million hectares. Green grain was 0.004 mil-
lion hectares in 1997.

In 1997, the area used for potatoes was 0.035 million
hectares, which represents a decrease of 29% as com-
pared to the 1990 level. Foreign trade in potatoes is
not important.

Spring and winter rapes are the most common
oilseeds in Estonia. Due to increased export possi-
bilities, the cultivation of oilseeds has increased rapid-
ly since 1990. However, climatic conditions and
weather uncertainty are limiting factors, resulting in
yields lower than 2 tonnes/ha. In 1996, the rape seed
area was 8.6 thousand hectares providing a yield of
10 thousand tonnes.

The production of vegetables is concentrated on pri-
vate farms (50%) and household plots (41%). It is
used largely for direct consumption by farm house-
holds. In 1996, the most important plants in open
field production were cabbages (44%), carrots (17%)
and red beet (13%).

Before independence, Estonia was an intensive ani-
mal producer. A significant share of production, based
partly on imported low-priced grain, was dedicated
to Russia. Pig, poultry, sheep and goat numbers
decreased by about two thirds between 1988 and 1998.
While the period of decline appears to be over, meat
production has not yet reached a path of sustainable
recovery.

The milk sector shows a certain stabilisation, being
the only sector where self-sufficiency has been main-
tained. The direct support measures for milk will also
help, from 1998 onwards, to stimulate production.




Agricultural trade

Before independence, cereals imports were equivalent
to more than half the domestic cereals production,
since animal production was based largely on import-
ed low-priced grain. As meat and milk production
decreased dramatically, the need for imported grain
decreased. In 1993 imports dropped to less than 10%
of domestic production. By 1996, imports increased
again to 246 thousand tonnes, as the decrease in ani-
mal production slowed down. Grain exports have been
limited to less than 20 thousand tonnes, mainly bar-
ley and wheat. In 1997, imports declined due to the
good harvest of 1996.

Imports of milk and meat products increased signif-
icantly since 1996. However, Estonia is still self-suf-
ficient in dairy products. The self-sufficiency rate in
1996 was for milk approximately 134%, for butter
180%, for cheese 175% and for skim milk powder
333%. In 1996, milk and dairy products accounted for
29% of the agricultural exports.

Up- and downstream sectors

Despite the decline in production, the food industry
is still the main branch of manufacturing. The food
processing industry is divided into fast-developing,
exporting enterprises and smaller companies, which
operate on the local markets. The food processing
industry contributed 35% of gross industrial output
in 1995.

Concentration of the industry will also continue in the
future. At present, only two milk processing enter-
prises control 90% of the market.

The privatisation process of up- and downstream facil-
ities advanced faster than the privatisation of land. Pri-
vatisation took place by tender, public or restricted
auction or public offers for the sale of shares through
the stock exchange. Shares in the agricultural enter-
prises are held either by producers, private share-
holders or by foreign investors. Shares of these farm

enterprises are quoted on the Tallin stock market, with
relatively good success. Since 1996, the whole down-
stream industry is privatised.

A problem seems to result from the preferential treat-
ment of processing co-operatives in the privatisation
of the food processing industry which — given their
lack of financial resources, and technical and busi-
ness skills - seems to have contributed to a lack of a
dynamic development of the food industry.

The preferential treatment of processing co-opera-
tives may also explain also the low level of foreign
direct investment, compared to other sectors of indus-
try. Foreign direct investment was concentrated main-
ly in beverages, fruit and vegetable processing, and
tobacco.

The up-stream sector provides for a satisfactory sup-
ply of machinery and inputs of both domestic and
European origin. Estonian products are cheaper,
which makes them more popular. Leasing of ma-
chinery is common, since farms lack capital and
collateral.

Environmental aspects

In the 1980, an estimated 76% of the nitrogen load
and 20% of the phosphorus load which were leached
into water bodies, originated from agriculture. The use
of heavy machinery leads to compaction and a poor
structure of soils.

Since then, agricultural production has declined and
the intensity of agricultural production went down. At
the same time, input prices increased rapidly. This led
to a decreasing use of fertilisers and pesticides which,
on the one side, lead to a lower fertility of soils where-
as, on the other, the emission of pollutants was
reduced.

In 1996, the area fertilised with mineral fertilisers

was only 31%. Manure was used on 10% of the sown
area. The intensity of the use of Nitrogen fertiliser was
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low with only 19 kg per sown hectare and 62 kg per
fertilised hectare.

The use of pesticides declined fivefold, according to
national estimates. In 1996, farm enterprises used
0.6kg/ha of herbicides and 1.0 kg/ha of fungicides.
Herbicides were used on 140 000 hectares in 1996.

While the negative influence of agriculture on the
environment decreased due to a decline in production,
afull recovery of the environment may still take some
time. In 1996, out of the tested samples of drinking
water, 9.4% did not meet health standards.

Agricultural policies

Since independence, Estonia has followed a liberal
agricultural policy and all border protection measures
have been abolished. By 1997, only a limited number
of support measures were in effect. The main empha-
sis was on providing farms with loans at favourable
terms. Compensation for fuel excise tax was of a cer-
tain importance, as were measures to improve the
quality of inputs used. The use of direct support mea-
sures to agriculture was limited.

New tools for Estonian agricultural policy are being
developed. An examples for this new development is
the Rural Credit Guarantee Fund, which provides
additional credit guarantees to farmer, and the Capi-
tal Grant Scheme supporting selected investments up
to 30% of the investment. Estonia is also launching
direct income support measures in 1998. Hectare pay-
ments shall account for 120 million EEK and support
for milk producers will be 70 million EEK. The funds
will be allocated only to the most efficient producers.

Although considerable progress can be stated, much
work remains to be done in the veterinary field. This
includes an approximation of the legislation as well
as laboratories facilities and the establishment of a
sufficiently equipped official veterinary service,
‘including the effectivé control of trade at border
inspection points.
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The approximation of legislation in the field of ani-
mal nutrition is in an initial stage. As regards plant
protection products and organic farming, legislation
is not yet harmonised with EC legislation, but work
on the adoption of the legislation has been initiated.

Since September 1997, an Estonian Approximation
Strategy concerning environmental legislation has
been elaborated. Estonian environmental legislation
is being harmonised with that of the EU; the institu-
tional conditions for implementation are being
assessed.

Outlook

The stabilisation and recovery of Estonian agriculture
is dependent on general economic growth. In the first
half of 1997, Estonia was one of the world’s fastest-
growing economies, reaching a real growth rate of
11.7%. For 1998 and 1999, a growth rate of 4.7% is
expected; a growth rate of 4,5% is forecasted for
2000-2003. Domestic demand is expected to increase,
a trend which will also hold for the demand for food
products.

The share of food expenditures as a proportion of
total household will start to decrease, although at a
slow pace.

The overall trade deficit as a share of GDP is expect-
ed to decrease with an increasing variety of exported
products and improved quality. The same will happen
with agricultural trade, although at a slower pace,
since changes in agriculture are slower than in the gen-
eral economy.

The cereal area is expected to increase to 352 thou-
sand hectares by 2003. The fodder crops area starts
to increase, following an increase in the number of
cattle. The share of idle land is expected to decrease,
although parts of it will probably never come back into
production.




The number of cattle has not yet reached its lowest
level; it will start to increase, at the earliest, by 1999-
2000. By 2003, the recovery should pick up to 2.5%.
Beef production will remain a by-product of milk
production.

The number of pigs is expected to recover by 1999
and reach a rate of 4% for the years 2001-2003. For
poultry, an annual increase of 7,5% to 10% should be
possible during the period 1998-2003.

The number of sheep and goats will continue to
decrease and stabilise from 2000 onwards.

The agricultural economy has not yet reached a path
of sustainable recovery. One of the main reasons is
the lack of fundamental institutional arrangements:
75% of agricultural land remains in state hands. The
uncertainty surrounding land ownership discourages
much-needed investment and long-term planning.
Farmers still have difficulties obtaining credits. There-
fore, land registration and crediting of the farm sec-
tor will be key issues in the development of the farm
sector.

Another key issue will be the up-grading of product
quality in primary production and food processing.
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1.
General overview

1.1. The Estonian economy

1.1.1. Background

Estonia has an area of 45 230 km’ and a population
of 1.5 million, which represents respectively 1.4%
and 0.4% of the present European Union. Adminis-
tratively, Estonia is devided into 15 counties, with
254 municipalities. The largest city is the capital,
Tallinn, with a population of 435 000. Estonian inde-
pendence was declared in August 1991. The most

recent parliamentary elections were held in March
1995 and the Coalition parties received 41 seats of 101
(Table 1).

Estonia has been an observer of the GATT since 1992,
and requested accession in March 1994. Its applica-
tion to become a member of the WTO is currently
being examined. Estonia has 9 different free trade
agreements. The free trade agreement with the
EU came into force on 1 January 1995. Estonia pre-
sented its application for membership of the EU on
24 November 1995.

chle 1. Main macro-economic indicators

1992 1993
Population (1.1) 000 1548 1528
- of which rural % 288 294
" - density n/km2 342 338
Total arca 000 ha 4523 4523
- agricultural land 000 ha 1455 1454
- forestry 000 ha 2016 2022
GDP
- current prices MEEK 13158 22 060
MECU 1425
- change % =220 -85
- in PPS per capita ECU 3509
- share of GDP % 100.0 100.0
Agriculture % 11.9 93
Fishing % 0.6 0.6
Forestry % 1.0 1.1
Industry and constr. % 33.0 311
Services % 535 519
Exchange rate 1 ECU=  _EEK 15.484
Inflation rate % 1077 89.8
Short term interest rate % 352 273
Trade balance M EEK 421 1195
- of GDP % 32 -5.4
Budget balance of GDP % 1.9 24
Unemployment
- total labour force 000 794.8 757.8
-of 15-69yrsoldpop. % 37 6.5
Monthly wage
- average EEK 549 1066
- agriculture EEK 388 641
1) Jamuary 1998 2) figure indicates average I-11197
S E Conmmi

'3

1994 1995 196 1997p 1998
1507 1491 1476 1462
29.7 300 30.2 30.6
133 329 125 23
4523 4523 4523 4523 4523
1450 1450 1450 1450 1450
2017 2016 2016 2016 2016
30103 41503 52379
1948 2768 3324
18 43 40 5.2 47
3593 3917 4153
100.0 100.0 100.0
82 62 55
06 05 05
14 1.5 13
305 287 276
59.3 632 65.1
15453 14996 15758 15668  15.803
411 290 231 108 8.5
21 16.0 137
4567 8063  -13565 20917
152 -19.4 259 278 254
29 0.9 15
7494 7269 76 7078
76 97 10.0 105
1734 2375 2985 3419
1010 1405 1811 2063

jon CEEC database; Bank of Estonia; Statistical Office of Estonia
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1.1.2. Economic recovery

Up to 1990 the Estonian economy grew slowly, but
from 1991 onwards the transition from a centrally
planned economy to a market economy led at first to
asignificant decrease in GDP. In 1992, the real change
in GDP was -22%. Since then, significant progress
has been made in terms of macro-economic develop-
ment. In 1993, economic decline slowed down to -
8.5% and in 1994 to -1.8%. The year 1995 was the
first year of resuming growth with a rate of 4.3% in
real terms. In 1996, economic growth continued at
4.0%.

The recovery in GDP growth can be explained, first
of all, by an increase in the service sector, an increase
in the number of new private businesses and a rise in
foreign direct investment. However, an expansion in
industrial production has also taken place. Estonia’s
economic success has partly been based on excep-
tionally liberal principles of trade, privatisation and a
balanced state budget. The share of the private sector
in GDP was estimated at 70% in mid-1996. In addi-
tion, the share of services in GDP is high, 65% in
1996. GDP per capita was about 23% of the EU aver-
age in purchasing power terms.

The preliminary figures for the first two quarters of
1997 showed a growth of 11.7% as compared to the
same period in 1996. Growth in real terms was
strongest in the financial sector (GVA +30%), man-
ufacturing (+22%) and transport activities (+21%).
Agricultural output has continued to decline by 2.5%.
In 1996, the decline was 6.3%.

The strong growth of private consumption was influ-
enced by a credit boom: according to the Bank of
Estonia, total stock of loans to individuals increased
in nominal terms by 70% from December 1996 to July
1997, which was also influenced by declining inter-
est rates. In September 1997, the weighted average
annual interest rate level was 10.6.%.

Estonia has had relatively high foreign investment
activity, measured on a per capita basis. 55% of all

direct foreign investment in 1989-1996 originated
either in Finland or in Sweden. By May 1996, there
were almost 9600 joint-ventures with foreign partic-
ipation, the majority of them (5052) coming from
Finland, followed by Russia (1145) and Sweden
(1098).In 1993-1995, annual net direct foreign invest-
ments ranged between 2 000 - 2 800 million EEK.
There had been concern that foreign investment would
decline when privatisation was completed. In 1996,
foreign net direct investment decreased to 1 330 mil-
lion EEK. However, in 1997, by the third quarter, net
direct investments accounted for 2 098 million EEK.

As with other CEECs, Estonia has difficulties in
attracting investment to the primary processing sec-
tor. As regards the agro-food sector, this is mainly due
to legislation in relation to privatisation: according to
article 32 of the privatisation law, preference in own-
ership was given to processing co-operatives, which
mostly consisted of farms. Foreign direct investment
has concentrated mainly in beverages, because this
field of activity was not covered by article 32, but also
in fruit and vegetable processing, and tobacco.

1.1.3. Employment and domestic demand

Major changes in employment took place in 1992-
1994. Unfortunately, several changes in the statisti-
cal methods used to calculate the employment struc-
ture make it difficult to accurately compare pre- and
post-independence employment structures. For exam-
ple, before privatisation, many former non-agricul-
tural employees of collective and state farms were
counted as agricultural employees.

The official unemployment rate stayed close to 4-5%
during 1993-1996. This figure does not include the
part of the labour force that is seeking work because
it is employed on a short-term basis. Using the ILO
method, the unemployment rate was 3.7% in 1992,
showing since then a steady increase. Unemployment
was estimated at 10.5% of the total labour force in the
second quarter of 1997. It has to be considered, how-
ever, that the ILO-method does not cover unregis-
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tered job-seekers. Therefore, the real unemployment
in certain rural areas may be as high as 25-30%.

Employment is increasing especially in the service
sector. Major job losses occurred in manufacturing,
construction and agriculture. Despite this, manufac-
turing has maintained its leading position as the most
important employer with a share of 24%. Before inde-
pendence, the employment share of the primary sec-
tor was approximately 20% of the workforce. By
1996, the primary sector of agriculture employed not
more than 8%. Including hunting and forestry, the
primary sector employed altogether 9.1% of the sec-
tion of the population aged 16-69. The primary sec-
tor as employer is nevertheless still a very significant
employer in the counties of Jogeva (25%), Jarva
(22%) and Pdlva (15%) (Table 14).

New business start-ups are highest in the Tallinn
region, and other urbanised areas as well as in the
western part of the country. The eastern part of Esto-
nia is less buoyant. Income levels are lowest in south-
ern and eastern Estonia. Also, unemployment figures
are relatively high in south-eastern Estonia. In the
north-eastern part of the country, heavy industry was
heavily hit by the breakdown of former Soviet Union
markets.

Inflation has decreased remarkably since the begin-
ning of independence. In 1993, the increase in con-
sumer prices was as high as 89.8%, but by 1996 infla-
tion had slowed down to 23%. In March 1997, the
annual inflation rate was 9.1%, the lowest level since
1991. Since then, the change in consumer prices
accelerated steadily to 12.5% by December 1997.
After a period of steady decline, the inflation rate is
increasing again, due to the exceptionally fast pace

of economic expansion and strong domestic demand
exceeding supply, indicating a widening trade deficit.
However, for 1998 inflation is still expected to slow
down to 8.5%.

In 1995, real income per household increased slight-
ly, but in 1996 real income dropped by 0.2%. Income
differences are large and widening. 39% of consumer
expenditure is still used on food, although some 7%
is self-produced. During the third quarter of 1997, the
decile with lowest income spent 60% it’s income on
food, whereas the decile with highest expenditure
used only 24%. Half of households used more than
50% of total expenditure on food.

1.1.4. Foreign trade

Estonia has followed a liberal course on trade policies,
abolishing trade barriers and allowing free trade
without any import duties or tariffs for most com-
modities. Should ongoing discussions on trade
policies finally lead to an imposition of import tariffs
for some agricultural products, this would signal a
fundamental shift in Estonia’s trade policy. Estonia
verified the maximum tariff levels in October 1997,
but up to now, there has been no decision on tariffs,
which will be implemented. Estonia has committed
itself to establishing tariff levels no higher than
10-15%.

In 1992, Estonia’s exports exceeded imports by 8%.
Since 1993, Estonia has remained a net-importer. In
1994 the trade deficit was 4 567 million EEK (27%
of exports). However, the foreign trade balance is
deteriorating rapidly, due to rapid economic growth.
In 1996, the deficit increased to 13 565 million EEK.

Table 2. Structure of employment: 3 most important sectors and primary sector

1 1992 1993
Manufacturing 23.6% 21.4% .
Wholesale and retail trade 9.4% 114%
Transport, storage, communication 8.0% 8.3%
Agriculture, hunting and forestry 16.3% 14.3%

]

1994 1995 1996 17
20.7% 24.8% 23.9% 243%
12.7% 12.6% 13.3% 13.5%
84% 10.0% 10.0% 9.6%

S 12.6% 9.6% 9.2% 9.1%

Sommwofmofﬂmﬁgempwmhﬁmagedlmbymicwﬁmy
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In 1997, the deficit boosted to 20 917 million EEK
(52% of exports). Nevertheless, the total balance of
payments has continued to be positive because of the
remarkable foreign direct investment and tourism,
with 1.2-1.3 million visitors annually.

In 1997, exports accounted for 40 408 million EEK
and imports were 61 325 million EEK. In 1996, as
regards exports, no single sector is dominant. The
most important exports are textiles (14.3%) and
footwear and headgear (1.6%) with a share of 15.9%.
Food products have a share of 15.7% and machinery
and equipment of 13.4%. Also the wood, pulp and
products of wood are of importance with a share of
13.4%. Major trading partners are EU-countries
(50%), Russia (17%) and the two other Baltic states
(14%). While EU companies want to benefit from the
low labour costs in Estonia, Russia has its semi-fin-
ished products processed in Estonia because of its
relatively higher production quality.

As regards imports, the most important product cat-
egories are machinery and equipment (22% in 1996),
food products (16%) and chemical products (14%).
Almost two thirds of imports originate from within
the EU, especially from Finland (29%). Russia has a
share of 13%.

As regards agricultural trade, since 1995, the trade
balance for food products has also been negative. The
trade deficit increased threefold in 1996 to 2 054 mil-
lion EEK and further to 3 529 million EEK in 1997
(54% of exports). In 1996, exports of fish and milk
products accounted for over 3/5 of agricultural and
food exports. Transit trade is important, and re-exports
accounted for 23% of total food exports. Food prod-
ucts destined for the former Soviet Union have tradi-
tionally been the most important exports and thus
NIS-countries accounted for 59% of Estonian food
and beverage exports. Exports to the EU accounted
for 20% of total exports in 1996.

As regards imports, no single group is dominant. The
5 biggest HS-groups' accounted in 1996 for 40% of
all imports, of which beverages and tobacco were the
two biggest groups. 58% of all food imports originate
in the EU, especially Finland, the Netherlands and
Germany. The trade balance with the EU shows a
strong deficit for Estonia, 2 691 million EEK or
respectively 129% of total deficit in 1996.

1.2. Agriculture in the economy
1.2.1. Share of agriculture in the economy

Agriculture has traditionally been one of the most
important sectors in the Estonian economy. In the
Soviet era, Estonia exported 30-50% of its milk and
meat production. Since then, production has declined
sharply and currently Estonia is not even self-suffi-
cient in meat and cereals.

The value of agricultural production in 1995 was
approximately 0.13% of that of the EU. In 1996, agri-
culture accounted for 5.5% of GDP and employed
8.1% of the labour force. These figures are above the
EU averages (respectively 1.8% and 5.3% in 1995).
When forestry and fishery are included, the share of
GDP is 7.3%. The drop in agricultural employment
from 18% in 1989 to 8% in 1996 illustrates not only
dramatic developments, but is also attributable to sev-
eral statistical changes (Table 3).

Despite the decline in production, the food industry
is still the main branch of manufacturing. It con-
tributed 35% of gross industrial output in 1995. The
share of agri-food exports in total exports declined
from 23.5% in 1993 to 16.3% in 1997. At the same
time, the share of agri-food imports has increased
slightly from 14.7% to 16.5%. Agricultural trade has
experienced a rapidly deteriorating deficit since 1995.

' In international trade statistics, products are classified into HS-groups. The food products are divided into 24 different main product categories called

HS-groups, like “meat and edible meat offal”.
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1.2.2. Structure of agricultural output

By 1996, gross agricultural output declined by 27.6%
as compared to the level of 1992. The decrease in live-
stock production (-36.9%) was more significant than
in crop production (-14.2%). At the same time, the
share of crop production increased to 48.8% of gross
agricultural output, This development is understand-
able in an environment of fundamental change, as
arable cultivation needs less investment than animal
production and is therefore easier to rebuild.
Also, the loss of traditional markets for animal
products is another important factor (Table 4).

The decline in output slowed down in 1997, but agri-
cultural economy is not yet ready for sustainable
recovery. One of the main reasons is the lack of
fundamental institutional arrangements: 75% of

Source: Estonian Institute of Agrarian Economics

Tuble 4. immn cf |uss cgriamul ovipet (-lllln llK n pmos of 19?5)

agricultural land remains in state hands. This uncer-
tainty surrounding land ownership discourages much-
needed investment and long-term planning. Further-
more, under present conditions, farmers have
difficulties obtaining credits.

Milk production started to recover slightly in 1997,
however the rest of the animal production sector
doesn’t show signs of any clear recovery. The num-
ber of animals born continued to decrease in 1997.
The change in crop production is affected by the
changes in international grain prices, as there are no
border protection measures. The increase in interna-
tional grain prices has tended to support an increase
in the cultivation of cereals, which had adverse effects
on the competitiveness of the animal sector.

1998 1996
5968 5589
AT - 2T
S 31 . 2864
47 - 488
523 512
02 463

18 43

59 82
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1.2.3. Price development

For inputs, the Statistical Office of Estonia has cal-
culated a price index since 1995. There is no index
available with a base year prior to 1995. The animal
feed prices have the biggest influence on the overall
index. Together with energy they account for 72% of
the whole index. According to the input price index,
by the third quarter of 1997, input prices had risen by
51% compared to 1995. While the price of pesticides
declined, pesticide use has not yet come back to the
normal.

There is no detailed data available concerning output
prices. The calculation of an output price index is
scheduled to start in 1998. However, some rough esti-
mates can be done on the basis of national accounts
and nominal producer prices. In 1996, the nominal
producer price level of all products rose significant-
ly compared to 1995; but in 1997, the nominal cattle
and poultry meat prices decreased by 2-3% and the
milk price rose by 5% compared to 1996. Comparing
1997 to 1995, the average producer prices rose by
12% for beef and 24% for milk. The average cost
level rose during the same period by 51%, which indi-
cates a reduction of profitability at farm level.

Changes in international prices have immediate
effects on Estonian producer prices because of the
lack of border protection. Since the fourth quarter of
1996, pork prices have been at exceptionally high lev-
els increasing within one quarter from 20 840 to 24
892 EEK per tonne, affected by international markets
and the lack of domestic supply. During the fourth
quarter of 1997, the pork price level even slightly
exceeded the EU-level, being 25 610 EEK or 1 618
ECU per tonne. During the fourth quarter of 1997
pork prices were 44% higher than in 1995. Despite
the higher prices, costs have risen more than the rev-
enue from the markets (Table 5).

Table 5. Inpot price index
‘ Weight 1995 1996  III/Y7
Feeds 4857 100 1396 1449
Energy, fuel, lubricant 2378 100 1216  159.7
Maintenance and repairing of
buildings and equipment - 69.7 100 1236 1365
Livestock =~ 63.1 100 1178 1597
ilisers, bedding 60.5 100 1233 162.9
Seeds: - - 40.2 100 1728 187.8
Materials and small tools 251 100 1088 146.2
Pesticides 10.7 100 97.8 9.8
Communication 12 100 123.9 144.6
TOTAL 1000.0 100 1318 150.8
Source: Statistical Office of Estonia
It can be summarised that Estonian agriculture faces
the problem of increasing input prices with producer
prices increasing at a much slower rate (Table 6).
Table 6. Price indices. Buse year 1995
S e 1993 1994 1995 1996 INMT
Consumer priceindéx - 52 . 78 . 100 123 139
Retail food priceindex 64 - 86 100 118 123
hiput pricéindex - 100 132 151
Output pricé index" 68 (7] 100 124

Sourees: Snfistical Office of Estonit ind 1) Commission cakulations

Currently, there is little economical data available
concerning farm income. Based on the information
in Estonian national accounts, in 1996, the operating
surplus? of agriculture and hunting after taxes was
12.4% of the gross output of 7 150 million EEK.
Referring to this indicator would - other than the
above-mentioned comparison of the cost/revenue
development - support the hypothesis of an improved
profitability in farming, given that, in 1994, the oper-
ating surplus was still slightly negative at -0.2% of
gross output. Investments in fixed assets showed some
increase within agriculture, hunting and forestry. In
1995, investments were 296 million EEK, a figure that
doubled from 1994. However, the level of investments
does not cover depreciation.

?  Operating surplus is vatie added - wages and salaries - social contributions - consumption of fixed capital - taxes on production.
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The statistical situation will improve when the FADN’
system will have been implemented by the Estonian
Institute of Agrarian Economics. 400 family farms
and 150 farm enterprises are scheduled to be includ-
ed in this system. 50 family farms and 50 agricultur-
al enterprises were included already on a voluntary
basisin 1997. Very preliminary results for 1996 show
that arable and mixed farms were doing best, which
may result from the strong increase in producer price
of cereals (see 3.2.2.). Concerning arable production,
the labour income was in 1996 approximately
6 825 ECU at private family farms (utilised agricul-
tural area 44 hectares with 1.9 annual working units).
In comparison, the income per annual working unit
at agricultural enterprises was 2 934 ECU. These
farms had a utilised agricultural area of 781 hectares
with 33.8 annual working units.

These preliminary FADN results show that the prof-
itability of pork farms was strongly negative in 1996.
The income in the field of dairy was 4 520 ECU at
private family farms with 16.4 cows, 27.1 hectares of
utilised agricultural area and 3.3 annual working units.
Atagricultural enterprises, the profitability per annu-
al working unit was approximately 60% of the level
at private family farms.

*  Farm Accountancy Data Network
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2.

Agriculture and rural society

2.1. Agricultural production and
consumption

2.1.1. Land use

The total agricultural area comprises 1.450 million
hectares, which represents one third of the total land
area. 45% of the total area is forest. Land structure
varies from county to county. The share of arable land
is biggest in Tartu County (55% of all land) and the
share of forest is biggest in Hiiumaa. (42%).

Arable land covers 1.128 million hectares, represent-
ing 78% of the agricultural land. 0.310 million
hectares are permanent pastures and the remaining
0.015 million hectares are used for permanent crops
i.e. fruit and especially berries. Comparatively low
soil quality and a short growing season lead to rela-
tively low crop yields. Thus, the main part (56%) of
the cultivated arable land was used for fodder crops
and 39% for cereals, in 1997. The remaining 5% were
used to grow industrial crops, potatoes and vegetables.

Currently, the percentage of unused arable land is sta-
bilising around 0.220 million hectares, which is equiv-
alent to 20% of the total arable land. In 1992, only
1% of the arable land was idle. There are three prin-
cipal reasons for this situation. Incomplete land reg-
istration is one of the key elements, as 75% of agri-
cultural land is still in the hands of the state. The land
privatisation process is proceeding slowly and, so far,
idle land also remains in the hands of the state because
there are no claims on such land at all. In addition,
farmers find it unprofitable to produce, and thirdly,
the quality of soils on the remaining state owned land
is lower than the national average.

One possible outcome may also be that a main part
of the idle arable land will not return into agricultur-
al use and the land will gradually start to become

woodland. This phenomenon also has a regional
dimension - most of the idle land is situated in the
south-eastern part of the country. The share of idle
land is even much higher when the idle natural grass-
land area - approximately 0.175 million hectares - is
included. This means, more than one fourth, 0.4 mil-
lion hectares, of the total agricultural area of 1.45 mil-
lion hectares is currently idle.

Nearly 2/3 of the arable land was drained over the past
40 years, but as collective farms were dismantled after
1991, the drainage system lacked maintenance and,
therefore, often can be found in a bad condition
requiring investment. This also has a negative impact
on yields. From the World Bank and national funds,
a total of $ 5.5 million has been made available for
the maintenance of the drainage system. The Ministry
of Agriculture has chosen the maintenance of the
drainage system as one of the key investment areas.
However, the program only got underway in 1997.

2.1.2. Arable Crops
2.1.2.1. Cereals

In 1996 the area used for cereal production in Esto-
nia ceased to decline. In the period 1985-1990, the
total cereals area was approximately 0.400 million
hectares. In 1995-1996 it fell close to 0.300 million
hectares, a reduction by roughly one quarter com-
pared to the pre-independence period. In 1996,
producer price for cereals almost doubled, which
resulted in an increase of the cereals area in 1997 to
0.325 million hectares.

In 1998, the state of Estonia decided to launch a direct
income support scheme for cereals, oilseed and flax,
after years of poor profitability and a lack of direct
support measures. The budget allocation is limited to
120 million EEK, but the decision itself represents a
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significant change in the attitude towards agriculture.
This decision will help to some extent to stabilise
cereal production, as the total revenue per hectare
will increase by 5-8%.

The importance of agricultural enterprises’ in cereals
production has declined remarkably. In 1992, farm
enterprises still accounted for 75% of total cereal
area, but by 1997 their share dropped to 46%. In 1997,
family farms accounted already for 51% of cereal
production. This means that most production takes
place on small farms. At the same time, most house-
hold plots have ceased cereal production, concen-
trating instead on fodder crops.

Total grain yield dropped from pre-independence
level of 900-950 thousand tonnes to 615 thousand
tonnes in 1997. Due to unstable weather conditions,
the annual yield levels vary broadly from 1.5 to
2.5 tonnes per hectare. Annual yield fluctuation has
increased in recent years. One reason for this is a low
utilisation of fertilisers. The area fertilised with min-
eral fertilisers counted in 1996 for only half of the
cereal area and the levels used were comparatively

low, some 62 kg of Nitrate per hectare. Additionally,
organic manure was used for 1/6 of the cereal area,
but the amount per hectare decreased from 40 t/ha in
1994 to 30 t/ha in 1996.

Most of the decrease in the cereal area is attributable
to a reduction in the barley area, which remains the
most important crop with a share of 50%. This was
due to the drop in demand for barley as animal food.
In the period 1985-1990, the barley area varied from
0.250 to 0.300 million hectares. By 1996, however,
the sown barley area decreased to 0.150 million
hectares. In 1997, cultivation of barley increased to
0.164 million hectares. Farm enterprises account for
more than half of the production. The yields achieved
during the Soviet era were 2.1-2.4 t/ha. Yields
decreased nowadays to 1.5-2.1 t/ha due to the insuf-
ficient use of fertilisers and plant protection products,
but also due to the severe drought in 1992.

Wheat and rye count altogether for one quarter of the
cereal arca. The wheat area doubled during the time
of independence to 0.050 million hectares and the rye
area fell to half to 0.032 million hectares. Cultivation

R AT
Table 7. Cereals supply balance '
R S 199 1991
Area 000ba 397 418 -
Yield  tha 241 224
Production 000t 957 939
Imports1) 000t

000t

000t

1993 0 1994 1995 199%  1997p
454 375 320 306 289 325
133 216 160 167 217 1.89
592 811 510 515 629 615
‘ 172 246 140

12 19 20
8 99 20
683 757 ns
: ! 70
389 335

114 120

1mn 6

182 184

743 125

L 86%

4 See closer chapter 2.3. In this publication, agricultural enterprises refer to former state farms and collectives, of which most are now privatised, although the
state still mostly owns the land on which they operate. Family farms are private farms, which operate on restituted land, which they own. Household plots were
under the Soviet regime used by workers of state farm and collectives and they still in most cases don’t own the land.
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of wheat continues to increase. Sowings of winter
wheat were 5% higher in 1997 than in 1996. Bread
grain quality has often been insufficient for bakeries
partly because of problems of varieties and partly due
to an insufficient application of fertilisers (Table 7).

In the Soviet era, cereals imports equalled more than
half the domestic cereals production and animal pro-
duction was based largely on imported low-priced
grain. As meat and milk production decreased dra-
matically, the need for imported grain decreased.
In 1993 imports dropped to a level of approximately
59 thousand tonnes, less than 10% of the domestic
production. By 1996, imports increased again to 246
thousand tonnes, as the decrease in animal produc-
tion slowed down more than the production of cere-
als. Another reason is low yields. Grain exports have
been limited to less than 20 thousand tonnes, mostly
barley and wheat. In 1997 the imports declined due
to a good harvest in 1996.

The grain markets are also affected by changes in
state grain security levels. In 1996, security levels
were cut from 54 thousand tonnes to 32 thousand
tonnes. In 1997, it was the intention of the Estonian
government to increase the state grain security level
to 37 thousand tonnes. By the year 2000, reserves are
due to rise to 100 thousand tonnes.

2.1.2.2. Fodder crops

In 1997, 56% of the cultivated arable land was used
to plant fodder crops. The planted area dropped to
0.481 million hectares, a reduction of 27% as com-
pared to 1990. During the last three years, the fodder
crops area was roughly 0.500 million hectares with a
tendency to stabilise. More than 95% of the area is
sown with perennial grasses for silage and hay. Fod-
der roots are of minor significance, accounting in
1997 for only 0.007 million hectares and green grain
crops for 0.004 million hectares.

40% of the fodder crop area is sown by agricultural
enterprises, 30% is cultivated by family farms, and
30% by household plots. The use of mineral fertilis-

ers decreased heavily; the fertilised area is only 1/5
of the fodder crop area. In 1993, fertilisers were still
used on 0.210 million hectares, but in 1996 only on
0.099 million hectares. Fertilisers use per hectare
dropped from 120 kilos to 67 kilos as measured in
active substance. The use of organic manure dropped
by half to 20 tonnes per hectare in 1996.

2.1.2.3. Potatoes

In 1997, the area used for the production of potatoes
was 0.035 million hectares, a decrease of 29% as
compared to 1990. Most production is used for human
consumption or for animal feed. Farm enterprises are
of minor significance, producing 10% of potatoes
with an average yield of 11 800 kg per hectare in
1996. Yields are remarkably higher (14 500 kg/ha in
1996) on household plots and private farms. 60% of
the production takes place on household plots. Foreign
trade in potatoes is limited (Table 8).

2.1.2.4. Industrial crops and sugarbeet

Industrial crops are not important in Estonian agri-
culture. The main plant is rapeseed with 8 thousand
hectares in 1997; the area cultivated with other indus-
trial crops is less than one thousand hectares.

Spring and winter rapes are the most common
oilseeds in Estonia. Due to increased export possi-
bilities, the cultivation of oilseeds has increased rapid-
ly since 1990. However, climatic conditions and
weather uncertainty are limiting factors, resulting in
yields lower than 2 tonnes/ha. A programme for grow-
ing oil plants was launched for the years 1994-2000.
The aim is to increase the cultivation of oilseeds to
30-35 thousand hectares or to 50 thousand tonnes. In
1996, the rapeseed area was 8.6 thousand hectares,
providing a yield of 10 thousand tonnes, The yield
level has so far recovered to a level of 1.17 tan/ha
(Table 9).

Production of sugarbeet is of minor importance in

Estonia. During the recent years, the cultivated area
ranged from 0.2 to 0.6 thousand hectares. Total yield

CEC Reports - Estonia » 21



!llili 8 l’omus nnly hluco

; ‘oooha U455 R
U vha . 136
000t 0 618
U000t - ‘
000t

. 000t
. 000t
000t

© 000t
MM I T3
¥} Al equivaleit” i)mum-md\mwammmm "
mwmwommfwwvm

1995 199 1997p
" 369 353 324

14.5 142 143
- 537 500 462

6 1

4 2
-25 13
518 518
140 140
175 185
27 21
13 14
160 158
107 107
104 9

Ww%&mwwwmdmf

was not more than 13 thousand tonnes. No process-
ing plant for sugarbeet exists in Estonia. Processing
into sugar takes place either in Finland or in Latvia;
the refined sugar is imported back to Estonia
(Table 10).

2.1.2.5. Permanent crops

Permanent crops do not play a major role in Estonian
agriculture and there was no significant change in the
production area. Farm household directly consumes
most production. 75% of production area is concen-
trated on household plots and only 5% on agricultur-
al enterprises. Two thirds is planted with apple and
pear trees (Table 11).
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The 1996 harvest was exceptionally weak, due to cli-
matic conditions. For example, the apple yield was
only 1/3 of the 1993-1995 average. The 1997 yield
was exceptionally good. Low labour costs and cli-
matic conditions favour the production of soft berries.
The area under strawberries increased to 336 hectares
in 1996, but is of marginal economic significance.

2.1.2.6. Fresh vegetables

The production of vegetables is concentrated on pri-
vate farms (50%) and household plots (41%). It is
used largely for direct consumption by farm house-
holds. In 1996 the most important plants in open field
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Yable 11, Production of fruits and berries
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production were cabbages (44%), carrots (17%) and
red beet (13%) (Table 12).

The greenhouse area declined to 127 ha in 1996.
Tomatoes were produced on 67 ha, yielding 2.7 thou-
sand tonnes, a sharp decrease as compared to the
7.9 thousand tonnes of 1992. Cucumbers were pro-
duced on 43 ha in 1996, producing 7.5 thousand
tonnes. In 1992, the total production of cucumbers
was still 7.9 thousand tonnes. Due to increased ener-
gy prices, inefficient greenhouses have been aban-
doned. Producers are also growing crops that require
minimal amounts of energy or which that can be
£rown in summer.

2.1.3. Livestock sector

Under the Soviet regime, Estonia was an intensive ani-
mal producer. A significant share of production,
which was based partly on imported low-priced grain,
was dedicated to Russia. As presented in table 13, pig,
poultry, sheep and goat numbers decreased by two
thirds or even more up to January 1998 as compared
to 1988 levels. The decrease in cattle and dairy cow
numbers was only slightly lower.

In 1992, animal production accounted for 59% of
gross agricultural output, but by 1996 its share

decreased to 51%. Agricultural enterprises remain
important in animal production: in 1996, they pro-
duced 57% of all milk, 70% of pork, 48% of beefand
64% of eggs. This means that production takes place
in large units. Production on smaller family farms is
expanding only slowly (Table 13).

Currently, the milk sector only shows some degree of
stabilisation being the only sector where self-suffi-
ciency has been maintained. The direct support mea-
sures for milk will also help, from 1998 onwards, to
stimulate production. In meat, the period of sharp
decline in production is over, but the situation has not
yet reached sustainable recovery. As in 1996 the pro-
ducer price for cereals almost doubled, the producer
price for meat did not follow the same development.
Poor profitability discouraged farms from making
new investments. New investment support measures
may in future help to stabilise production. Imports of
milk and meat products increased significantly since
1996.

As can be seen from table 14, the trade balance of
meat and meat products changed dramatically in
1996. In the beginning of independence, Estonia was
still a net-exporter of meat and meat products as mea-
sured by weight. By 1996, the country became a net-
importer. In 1997, the foreign trade in poultry meat
increased heavily. This is due to re-exports to Russia.
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Iglile 13. Nomber of animal us of 1 of Janvary

1988 1989 1990 1991 1992 -
Cale -~ 821 819 806 758 708
cowcows 303 301 294 281 264 -
Pigé. 1084 1099 1080 960 799
Poultry - - 6776 . 6897 6923 6537 5538
Sheep&goat 136 135 140 140 143

Sdurce: Statisticil Office of Estonia

1994

1993 1995 1996 1997 1998p Change
o | 88-98

(615 463 420 370 343 313 -62%
2530227 a1 185 12 162 4%
541 423 460 449 298 301 -T2%
3418 3226 3130 2911 2325 - 66%
123 83 62 50 45 36 -74%

In 1997, imports of poultry meat were 76.9 thousand
tonnes and exports stood at 63.3 thousand tonnes, rep-
resenting 84% and 90%, respectively, of the foreign
trade in meat (Table 14).

2.1.3.1. Milk and milk products

In the Soviet era milk was a key element of Estonian
agriculture, with high export volumes. This situation
has not changed despite the fact that production vol-
umes decreased remarkably. Nowadays, Estonia is
still self-sufficient in dairy products. The self-suffi-
ciency rate in 1996 was for milk approximately 134%,
for butter 180%, for cheese 175% and for SMP 333%.
In 1996, milk and dairy products accounted for 29%
of all Estonian agricultural exports (Table 15).

Cow numbers started to decrease in 1988 from a level
of 303 000 cows. The biggest decrease took place
from 1993 to 1995. In January 1998, the number of

cows was 162 300, indicating a reduction of 47% as
compared to 1988.

Despite the continued decrease in cow numbers, there
has been a recovery in milk yield per animal since
1993. This is because farmers are slaughtering ani-
mals with a weak production potential, which increas-
es the average production per cow. It can be estimat-
ed that in 1997, the yield per cow recovered close to
the level of 1990, leading to a recovery in milk pro-
duction for the first time since 1987. Milk production
is estimated to be 700 thousand tonnes in 1997. Milk
yield per cow on agricultural enterprises is 11% lower
than on private farms and household plots.

In 1998, direct support measures will be launched for
milk production, encouraging farmers to some extent
to expand production. The planned direct payments
will reach 70 million EEK. However, only 60% of the
present cowherd are expected to be entitled to the

‘I'nblel 4. qupign Iud, of meat p!odms (toms) ~

. Meat and edible meat offal
< imports
- exports
- balance
Sausages and similar products
- imports
- exports
-balance -
Other preparéd preserved meat...
- imports
- exports
' - balance
Source: Statistical Office of Estonia
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2) As milk equivalent, exchuding butter 3) Calculated as production per domestic utilisation

support, given the restrictive requirements of the
scheme. In order to be eligible, the farm must partic-
ipate in the milk recording system, exceed a certain
reference yield per cow and, in addition, the dairy cow
herd must at least count for five cows. According to
the estimates of Ministry of Agriculture, the aid per
cow will equal to approximately 700-750 EEK.

Agricultural enterprises still produced 57% of milk
in 1996, despite the fact that since 1992, the number
of cows decreased by 52% to 102 000 cows in Janu-
ary 1997. Household plots accounted for 28% of milk
production in 1996. After 1994, the number of cows

on household plots started to decrease annually by
some 10%. This was also the case for farm enter-
prises. Private farms are of minor importance in milk
production, accounting for 15% in 1996. The number
of cows on private farms is increasing slowly; during
1994-1996, the annual increase was on average 3.7%.
This is partly due to poor profitability, which dis-
couraged farmers from making further investments.
An additional reason is the difficulty with obtaining
credits.

According to FAO estimates, feed use of milk seems
to be stabilised round 100 thousand tonnes. Com-
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pared to 1990, butter production dropped by 41% to
17.2 thousand tonnes in 1996, showing some stabili-
sation during 1995-1996. Cheese output stabilised at
a level of 8.9 thousand tonnes in 1996, which repre-
sents a drop of 45% as compared to 1990.

Imports of dairy products, traditionally of minor
importance, have risen in recent years. Butter imports
increased to 8.3 thousand tonnes (48% of production)
in 1996 and cheese imports to 2.5 thousand tonnes
(28% of production). This is due to the decreased
domestic production and the abolition of all border
protection measures, changing consumer preferences,
wide income differences and due to re-exports.
Exports of cheese and butter increased in 1996-1997.

The main export destinations are still Russia and the
former Soviet countries. Due to the difficulties in
complying with EU hygiene standards, the Estonian
EU-quota for exports of cheese has not been utilised.
The quotas for skimmed milk powder and butter were
eventually fully utilised, which was mainly due to re-
exports. However, in January 1998, EU banned all
Estonian dairy imports, after EU inspectors reported
that Estonia failed to meet the EU health and hygiene
standards.

2.1.3.2. Beef

Beef production is largely a by-product of the dairy
sector and there are no herds specialised in beef pro-
duction. Since 1988, the number of cattle dropped by
62% and up until now this decline did not stop. In
1997, beef production accounted for approximately
21 thousand tonnes, a decrease of two thirds as com-
pared to 1990. Producers slaughtered dairy cows with
a weak production potential, which indicates that the
fall in cattle number will continue for some time. This
will also affect beef production. In 1997, the number
of calves born continued to decline by 7%. In addi-
tion, most calves were slaughtered, because of the
low profitability of beef production (Table 16).

In spite of the significant and continuous decrease in
cattle numbers on agricultural enterprises, they still
account for two thirds of all cattle. Household plots
account for 21% of the cattle herd, an annual decrease
of 11% since 1994. The number of cattle on private
farms is increasing slowly, by only 2% in 1997. In the
medium term, beef production will continue to be
concentrated in large herds on farm enterprises. The
support measures for dairy production from 1998 will
also help to stabilise beef production, but the impact
will not be major over the next two-year period.

Teble 16. Beef supply balance | »

i 1995 199 - 1997p
Catile 000 806 . 758 a2 M 3
Hpoets life 000 500 0 0 0 0
Expotts lif 000t iy s 1 o 0
T000 299 268 186 161 152
AvGige liv kg aA 398 295 292 2%
Average carc Weight kg 210 194 139 137 140
Produdtion 000t . 630 520: 258 M1 213
Ipocs? S0 T 0y 46

Exports® 000t 18 0.1

Human consinmption . . 000t 249 267

. :kgloapita . kg 167 181
Self-sufficiency” % TU01%  103% 83%

1) As theat equivalent 2) Calculated as production per domestic utilisstion. ‘

Sowces: Comsmission PECO-datsbase, FAO and Statistical Office of Estonia
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Beef exports declined from 20 thousand tonnes in
1986-87 to less than 1 thousand tonnes in 1995-1996.
For a long time a large-scale net-exporter of beef,
Estonia became a net-importer of beef in 1996. In
1996 beef imports showed a remarkable increase to
4.6 thousand tonnes, of which 3.4 thousand tonnes
was meat and the rest was processed products. This
is due to insufficient domestic production and abol-
ishing all trade barriers. Additionally Estonia has not
yet succeeded in complying with the EU hygiene
standards necessary to be able to export to the EU.

2.1.3.3. Pork, poultry and eggs
Pork

Developments in the pig meat sector largely reflect
those in the beef sector. The relative decrease in pro-
duction is quite similar. Pig number fell by January
1997 by 73% as compared to 1988 levels. In 1997,
pork production was estimated at approximately 30
thousand tonnes, a decrease of 60% as compared to
1990.

Under the Soviet era pork production was highly
dependent on imported feed and concentrated on large
units. 85% of pigs still remain on farm enterprises and
only 6% on family farms. The increase in pig num-

bers on family farms has been slow, indicating that
production will continue to be concentrated on large
units. One of the latest trends is vertical integration:
some meat processing plants bought pork producing
farm enterprises (Table 17).

Pork exports declined to 2.5 thousand tonnes in 1996
from a level of 20 thousand tonnes in the 1980s.
Exports of live animals stopped almost totally.
Imports of pork show a sharp increase totalling 19%
of production in 1996. Domestic consumption of pork
declined from some 45 kilos per capita during the
Soviet era to 25 kilos in 1996.

The profitability of pork has been poor. For pork pro-
duction, there will be no direct support measures in
1998. The proposals to launch border protection mea-
sures for pork as the only agricultural product had
been withdrawn in autumn 1997. Since the third quar-
ter of 1996, pork prices have been at exceptionally
high levels increasing from 20 EEK/kg to 25 EEK kg,
even exceeding the EU-level. This reflected the situ-
ation on international markets and the lack of domes-
tic supply. Compared to 1995, pork prices were 41%
higher during the third quarter of 1997. Despite this,
pig and poultry numbers decreased in 1996-1997 due
to a worsening of the price ratio between meat and
cereals.

L1990 1992 1993 1994 . 1995 1996 197p
k 000 1080 960" 799 541 | 423 - 4600 449 298
Inapeicts Tife 00 0 0 2 e 0 o 0
" 000 65 66 50 02 T 4 1 2
Stimghters -* 000 1317 1090 797 - 550 450 52 503 418
Average live weight kg 105 101 % 9% 102 100 93 106
Average cac weight ~ . kg~ 7 69 6 . 63 .68 68 6 72
Pioduction =~ . 000t 951 75.2 501 347 304 354 317 30.1
lmports® ~ .. " . 000t 02 .27 1.9 46 93
Exports" ~ . - 000t 13 50 .51 36 25
Stock chinge .. - . 000t S0 10 40 00 -13
Human consumption =000t 440 . 334 313 364 373
-kg/capita kg 284 219 247 244 252
Seif-sufficiency® - - % 114% - 104% 82% 9% 85%
1) Exprisaed as meat equivalent. 2) Cakoulated as production per domestic wtilisation.

Sources: Commrission PECO-database, Statistical Office of Estonia and FAO
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Table 18. Poultry supply balance

1990 1991
Poultry number 000 6923 6537
Imports life 000 0
Exports life 000 2335
Slaughters 000 15892 14741
Average live weight kg 1.9 2.0
Average carc weight kg 1.4 L5
Production 000 t 21.6 22.0
Imports” 000 t
Exports” 000t
Human consumption 000t
- kg/capita kg

Self-sufficiency”

%

1992 1993 1994 1995 1996  1997p
5538 3418 3226 3130 2911 2325
0 978 1848 590 1101 818
1682 274 790 1012 57 34
8 664 4123 5307 5111 33802 3982
1.7 1.8 1.9 1.7 1.7 1.7
12 12 12 1.1 1.1 1.1
10.5 51 6.6 5.8 43 4.5
0.0 1.2 42 89 15.0 715
02 0.6 1.1 4.0 23 58.1
10.3 5.6 9.7 10.7 16.9 179
6.7 3.7 6.4 7.2 114 12.2
102% 90% 68% 54% 25% 25%

1) As meat equivalent. 2) Calculated as production per domestic utilisation,
Sources: Commission PECO-database, Statistical Office of Estonia and FAQ

Figure 1 explains the reasons for the recent signifi-
cant de-stocking of pigs and poultry. In 1994, only
4 kg of pork or poultry meat was needed to purchase
100 kg of barley, but by 1996 the ratio worsened to
8 kg. This development results from the fact that,
from 1995 to 1996, the average producer price of bar-
ley almost doubled, increasing from 995 EEK to
1723 EEK per tonne. At the same time, the produc-
er price of poultry meat remained almost unchanged
and the producer price of pork increased at the end of
year by 20%. Additional reasons for de-stocking were
increased low-priced pork and poultry meat imports.

In 1996, the average import price of poultry meat was
only 54% of producer price. As a consequence, many
large agricultural enterprises sharply reduced their

production capacity and some of them were closed,
like the Parnu Pig Factory with 20 000 pigs. In 1997
the price ratio improved again, resulting in a stabili-
sation of animal numbers (Figure 1).

PouLTRY

Under the Soviet regime poultry production was also
heavily based on imported and highly subsidised con-
centrate feed. Production was concentrated on large
farms. Since then, poultry numbers decreased sharply
by 66%. After independence, feed prices rose signif-
icantly weakening the profitability of production. The
dramatic decrease in animal numbers in 1996-1997
was due to the worsening of the price ratio between

Figure 1. Price ratio: how many kg of meat is needed to purchase 100 kg of barley.

Pork

= = =Poultry

1993 1994

1995 1996 1997
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meat and barley as explained earlier (see figure 1, sec-
tion “pork™). In 1997, the number of slaughtered ani-
mals experienced some stabilisation and production
can be estimated to a total of 4.5 thousand tonnes. This
is due to a slowdown in the decrease in poultry pop-
ulation, increased imports and a drop in exports of live
animals (Table 18).

During the mid-1980s, exports of poultry meat
accounted for 5 thousand tonnes annually, dropping
during the first years of independence to less than
1.0 thousand tonnes. In 1995 and 1996, exports
showed some recovery, which was mainly due to re-
exports. In 1997, foreign trade in poultry increased
dramatically, imports reaching 71.5 thousand tonnes
and exports 58.1 thousand tonnes. Imports came
mainly from USA and Canada and are re-exported to
Russia. Imports are low-priced meat, equalling on the
average half of the domestic producer price. This

M‘ 20. Sheep and goet meat supply balance

199 1991
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Sources: Commission PECO-database, Statistical Office of Estonia and FAO

development led to a situation, where the self-suffi-
ciency rate of poultry meat fell to 25% in 1996. Since
1997, consumption of poultry meat recovered to its
pre-independence level of 12 kilos per capita.
Increased consumption of poultry meat can be esti-
mated to continue in Estonia, reflecting world-wide
trends.

EaGGs

Since 1990, egg production declined sharply, by
approximately 45% to 18.8 thousand tonnes in 1996.
In 1997, production of eggs is assumed to have
decreased by 2.4% to 18.3 thousand tonnes, while
the number of laying hens shows some sign of
stabilisation (Table 19).

Two-thirds of egg production takes place on agricul-
tural enterprises in large units and one-third takes

1992 1993 1994 1995  19%6  199%p
S U SRS v < DR S 50 45
BN ERTRO RA TR I | I 0 0
2. s 3 1 0 0
8 - 6 87 38 25 23
@17 M 9 4 7y 4
2 a2 0 21 20 20
18- 12 13 08 05 04
0.0 00 - 00 0.0 0.0 0.0
o1 00 0.0 0.0 0.0 0.0
18. 13 13 08 05 0.5
1.1 08 0.9 0.5 03 03
104% 9% 9%  100% 9%  100%

1) Calculated as production available for utilisation.
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place on household plots for direct consumption. This
relation is probably not going to change in the medi-
um term. As regards foreign trade, exports decline and
imports increase, which matches the overall tenden-
cy for all other animal products.

2.1.3.4. Sheep and goat meat

Sheep and goat meat production is of minor impor-
tance in Estonia. Production declined by 80% to
0.5 thousand tonnes in 1996. Consumption of sheep
and goat meat is also limited. Up until now, there is
no sign of stabilisation in animal numbers (Table 20).

2.1.4. Fisheries

Fisheries play an important role in the Estonian econ-
omy. In 1996, fishing provided 0.5% of GDP, exclud-
ing the fish processing industry, which is the fourth
biggest branch of the food industry, contributing 2.0%
of the value added. Fisheries employ approximately
20 000 workers. The whole sector is privatised.

199 . 1997 1998

22801

- 223801 18 005
5000 5000 5000
1078 588 195

T 56800 56800 56800
51500 56650 56650
2937 3200 2492
102 3 9N
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Before independence, fish was largely exported to
the former Soviet Union. The situation changed due
to the collapse of traditional markets, increased
costs for energy and technical equipment. For exam-
ple, the distant water fleet was reduced from 75
vessels in 1991 to 31 vessels in 1996, reflecting the
decline in production and exports. Between 1991 -
1996, the catch of the distant water fleet fell from
230 thousand tonnes to 35 thousand tonnes. In addi-
tion, in 1996, there were in the Baltic Sea 161 ves-
sels operated by small private companies and a fur-
ther 500 boats under 12 meters. Baltic Sea catches
increased from 42 thousand tonnes in 1993 to 71
thousand tonnes in 1996. Inland water catches were
at a level of 2.4 thousand tonnes in 1996. In fish
farming the dominant species are rainbow trout and
carp, but production decreased from 1.7 thousand
tonnes in 1989 to 0.3 thousand tonnes in 1996
(Table 21).

Over half of the fleet is more than 20 years old and
would need considerable investment in order to
maintain the utilisation of the different quotas at its
present level. However, those fishermen who would
like to make investments often lack the necessary
guarantees. The machinery and equipment of the
fish processing industry is in most cases outdated
and productivity is low (Table 22).

In 1995, exports of fish and crustaceans were 55
thousand tonnes accounting for 14% of the value
of total agricultural exports. In 1996, exports
decreased by 25% because of the bankruptcy of the
state-owned company “Ookean”. However, exports
of prepared and preserved fish continued to increase
reaching 48 thousand tonnes in 1996. 85-95% of all




5)

fish product exports are directed to the former Sovi-
et Union. Annual per capita consumption of fish and
fish production was a little bit more than 20 kilos
in 1996.

2.1.5. Forestry

Forestry is a crucial part of Estonian economy, as
forests cover 45% of the total land area with 1.9 mil-
lion hectares in January 1997. The main tree species
are birch (31%), pine (29%), fir tree (25%) and
grey alder (11%). In 1996, forestry accounted for
1.3% of GDP and manufacture of wood and paper
products 1.1% of GDP.

Only 10% of the forests are managed by private
forest owners. In August 1996, 57% of the forests
were managed by state forest districts. Privatisation
of forests encountered the same problems as resti-
tution of arable land. The 22 000 private family
farms each have at present approximately 8 hectares
of forest on average.

Total growing stock increased steadily to 295 mil-
lion cubic meters in 1997. The annual growth of
forests varies between 7-10 million cubic meters,
but it is not fully utilised. Annual felling increased
from 2.92 million cubic meters in 1990 to 4.03 mil-
lion cubic meters in 1996. At the beginning of the
1990s, final felling and reforestation were in bal-
ance. However, in 1996, final felling covered 9 800
hectares, but reforestation accounted for only 5 400
hectares (Table 23).

ERL TR
fling.-© - millm 292 3.00
l‘dhcl vistingimensity  m'ha 1.58 1.62

199

The forest industry is export-oriented. Timber,
paper and products thereof represented the fourth
biggest group of merchandise exported in 1996,
with a share of 12.7% of total exports. In 1994, the
share was 11.0%.

The furniture industry, especially highly specialised
manufacturers, has some competitive advantages
due to inexpensive wood, a skilled, low-cost labour
force and a low capital investment need, due to the
high share of manual work. The competitive situa-
tion of processing forest industry is much more dif-
ficult. Notably, the pulp industry is technological-
ly obsolete and causes great environmental damage.

2.2, Agricultural trade

2.2.1. Agricultural trade within global trade

Agricultural trade has traditionally been a key element
of Estonian foreign trade. Despite decreased volumes,
food exports remain the second biggest group of
exports after clothing, footwear and headgear. In
1997, agricultural exports accounted for 16.3% of the
total exports. Share of agricultural imports was 16.5%
(Table 24 - Figure 2).

, 1995 1996 1997

S L2740 2714 2845 2949 2951

1427 1527 1537 1536 1538
215 344 - 362 382 40
1.08 121 1.80 1.89 2.00

CEC Reports - Estonia > 31



Table 24. Agricultural trade

1992 1993 1994 1995 1996 1997p
Total foreign trade
- exports M EEK 5549 10 636 16 942 21049 24988 40 408
- imports MEEK 5128 11 831 21 509 29 112 38 553 61325
- balance M EEK +421 -1195 -4 567 -8063  -13565 -20917
Agricultural products
- exports M EEK 974 2499 3748 3453 3937 6589
annual change % +156 +50 -8 +14 +67
- imports M EEK 517 1741 3430 4137 6014 10118
annual change % +237 +97 +21 +45 +68
- balance M EEK +456 +758 +318 -684 -2 078 -3529
- exports of total % 17.5 23.5 22.2 16.4 15.8 16.3
- imports of total % 10.0 14.7 15.9 142 15.6 16.5
Source: Statistical Office of Estonia
Figure 2. Development of foreign trade
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Source: Statistical Office of Estonia

The overall trade balance has been negative since 1993.
For food products, the trade balance has also been
negative since 1995. The annual increase of agricul-
tural imports was greater than the increase of exports,
which also here lead to a rapidly deteriorating trade
balance. The trade deficit increased threefold in 1996
to 2 054 million EEK, due to rapid economic growth.
In 1996, the annual increase in food imports was 45%,
whereas increase in exports was only 14%.

During 1997, the increase in imports boosted, due to
the strong growth of the economy, but the development
of exports was also positive. Transit trade is important,

re-exports accounted for 23% of total food exports.
Some black market activities also exist, however there
are no estimates as to the volumes concerned.

2.2.2. Analysis by category of product
(Table 25)

The export side is clearly more concentrated than the
import side. 2 HS-chapters® of all 24 account for 52%
of all agricultural exports. The biggest group is dairy
and eggs with a share of 29.1%. In second place is
preparations of meat and fish, with a share 0f22.8%.

* Ininternational trade statistics, products are classified into HS-groups. The food products are devided into 24 different main product categories called HS-

groups, like “meat and edible meat offal”.
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Table 25. Strectore of agricoltural trade

84

53
41

, 1995
M EEK %
“EXPORTS - 34520 100.0
4 bas;md:ggs 1013.8 293
16’ P:epnnm ofmcatmdﬁsh 8052 233
; . 4819 14.0
163.6 47
169.1 49
1092 32
461 13
724 2.1
5907 - 171
41345 100.0
4709 114
o258 57

- 3453
3234 78
2210
169.7

3372 8.2
3592 8.7
- 16720 404

6825

1996 Of which
MEEK % EU CIS  others
39368 1000 7881 23373 8114
11448 291 3556 5985 1907

897.9 28 U0 7209 1430
351.0 89  ISLS 1564 431
261.7 6.8 163 2062 452
2542 6.5 293 686 1563
155.6 40 153 1073 33.0
92.7 24 70.0 172 5.5
%7 23 203 404 30.0
6822 173 958 4218 1079
60144 1000 34791 6232 19121
5682 95 4259 2713 1150
5159 86 1614 09 3536
4817 - 80 1900 1038 1879
433 712 3740 258 35
3991 . 66 3547 138 30.6

3980, 66 - 876 02 3102

3865 . 64 2949 103 813
3652 61 3391 19.0 7.1

24665 410 12525 - 4221 7929

2016 -2691.0 -1100.7

1714.1

When the third biggest group, fish, is included, these
three sectors account for 61% of all exports. Howev-
er, as mentioned already, in 1996 exports of fish
decreased to 351 million EEK, because of the bank-
ruptcy of the state-owned company “Ookean”. For-
eign direct investment in the beverage sector seems
to have an impact also on exports. The export of bev-
erages is rising strongly at a rate of 50% in 1996.

Agricultural imports are more fragmented; no single
group is dominant. The five biggest groups account-
ed in 1996 for 40% of all imports. The 16 smallest
groups accounted for 40% of the imports. Beverages
and cocoa products were the two biggest groups.
Imports of the latter product group showed a strong
increase, as did the imports of meat products.

2.2.3. Andlysis by parter

59% of all agricultural exports in 1996 were destined
for the NIS-markets and 20% to the EU-markets. In

1995, the related figures were 53% and 29%, respec-
tively, indicating that the increase in exports to the
NIS-markets is stronger than the increase in exports
to the EU-markets. In 1996, EFTA-countries had a
share of 1%. Russia still remains the most important
trading partner with a share of 37.8%, despite the
import tariffs which Russia has put in place in rela-
tion to products exported from Estonia. Ukraine also
had an important share of 12.6%. The third ranking
trade partner in 1996 was the Netherlands with a share
of 9.6%. In 1997, the share of the Netherlands
increased due to the important role of the country as
a re-exporting trade partner (Table 26).

In 1996, 58% of all food imports came from the EU,
especially from Finland (16.2%), Germany (8.4%)
and Netherlands (8.0%). This means, that Estonia has
aremarkable trade deficit of 2 709 million EEK with
the EU. Estonia has a permanent, significant trade sur-
plus with the NIS-countries. Imports from CEECs
show a strong increase since 1992 and the former
trade surplus changed to a trade deficit in 1996.
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2.3. The evolution of farm structures
and privatisation

In the Soviet era 360 state farms were responsible for
the major agricultural production. The average size
was 3 700 hectares. In addition, there were numerous
household plots for the use of workers on the state
farms.

In January 1997, the total number of all farms
was approximately 65 000. Less than 900 of these
farms were agricultural enterprises. The number of
private family farms almost tripled in 5 years from
8400 farms to 22 700 farms. Agricultural enterpris-
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es are referred to as former state farms and collectives,
of which most are now privatised, although the state
still owns the land on which they operate. Family
farms are defined as private farms which operate on
restituted land and which is owned by the farmer.
Household plots were under the Soviet regime used
by workers of state farms and collectives and they still
in most cases don’t own the land. The difference
between a private family farm and a household plot
is not always clear. Some of the farms, privately
owned by a family, are counted as household plots
because farmers resist having their farm included in
the Farm Register in order to avoid obligatory book
keeping (Table 27).
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The land reform process is based on the restitution of
land to previous owners or their heirs. In principle, the
deadline for receiving claims has elapsed. The whole
privatisation process proved to be time consuming in
Estonia. After more than five years of land privatisa-
tion policy preliminary results indicate that only one
fourth of the land will finally be restituted. Original-
ly, there were claims covering only 50% of the arable
land; during the process half of the claims were with-
drawn. Many people who had the right to claim land
had other professions; in many cases they were city
dwellers so that starting farming would require mov-
ing to the countryside. Also the attitude of the gener-
al public towards agriculture was not encouraging.
Some people even questioned whether Estonia needs
agricultural production at all. Combined with poor
profitability and lack of functioning land markets,
these reasons resulted in a low rate of claims.

The price of land fell as a result of poor profitability
and inadequate land markets in Estonia. Land tax is
approximately 1-2% of the taxation price of land. In
1993, the taxation price of arable land was 6 000 EEK,
but by 1995 the taxation price decreased to 3 000 EEK.
The bureaucratic process of buying land costs, in
many cases, as much as buying the land.

Farmers have the possibility to expand their crop pro-
duction without purchasing land, as unused arable
land is available. Non-privatised land can be used on
the basis of a request to the local community, but only
on an annual basis, and without having any security
to continue. The charge for using this land corre-
sponds to the land tax. There is a strong need for a
functioning land market and land rental market, since
land would be needed as a collateral for loans. Efforts
for creating a land registry have been made, but
progress is still limited.

2.3.1. Agricultural enterprises

In 1990, there were 117 state farms and 212 collec-
tives in Estonia. After independence these farms were

to be privatised, and land and other assets returned to
previous owners or to their heirs. The implementation
of the privatisation policy at farm level was done by
local reform commissions.

New agricultural enterprises are organised mostly as
joint stock companies, but also as co-operatives and
partnerships. In January 1997, there were 898 farm
enterprises with an average size of approximately
450 hectares. 44 of these are agricultural auxiliary
farm enterprises, which are relatively small in size,
indicating that the size of the remaining 854 large-
scale farm enterprises is above the average.

The share of arable land used by agricultural enter-
prises decreased from 1.019 million hectares in 1992
to 0.395 million hectares in 1996. In 1996 agricultural
enterprises cultivated 45% of total arable land. 40%
of the land is used to grow cereals and 55% is used
for forage crops. The agricultural enterprises still have
a major role in animal production. In 1996, they pro-
duced 57% of all milk, 48% of beef, 70% of pork and
64% of eggs. In addition, agricultural enterprises still
produced 52% of all cereals, although their cereal
area was only half of the 1992 figures.

New agricultural enterprises had start-up difficulties.
If needed, the sale of buildings and other assets was
often difficult, because there was no market for them
or their market value was insufficient to cover the
debts to which they are attached as collateral. At the
same time, the profitability of farming decreased
dramatically.

The privatisation process involved new obligations for
agricultural enterprises. Firstly, they must pay com-
pensation of 377 million EEK to 100 000 qualified
claimants. Secondly, they must recognise labour
shares of 987 million EEK for 185 000 former work-
ers. In January 1997, the agricultural reform was com-
pleted in 178 state farms and 85% of the compensa-
tions and 94% of the labour shares were paid. The
reform was well advanced in most of the remaining
farms.
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Overall, the operational efficiency of agricultural
enterprises has not improved, this is partly due to the
prevailing uncertainty concerning future develop-
ments. In most cases, they own buildings and machin-
ery, but not a single hectare of land. Land was rented
to the agricultural enterprises on a short-term basis,
awaiting final arrangements. As long as the agricul-
tural enterprises do not have titles to their land, in
many cases they are not able to raise new loans
because of the lack of guarantees. The consequences
were often weak internal management, and low work
morale. New investments were lacking; existing live-
stock and machinery were sold to pay the salaries of
the workers.

Privatisation of the land of the agricultural enterpris-
es would be possible either by selling it to the current
members of agricultural enterprises or by opening
competition to buyers on the basis of auctioning.
There are also proposals for creating the legal frame-
work for leasing. If farmland can’t be privatised by
selling it, a long-term lease would solve the problem
for some time. At the expiration of the lease period,
the parcel would be auctioned for sale again. Leased
land could be used as a guarantee for loans and sell-
ing part or all of the lease would be possible.

2.3.2. Private family farms

In January 1997, there were 22 722 private family
farms. The average size was 22 hectares of which
approximately 14 hectares was arable land and the rest

forest or other land. 29% of the farms have less than
10 hectares and 24% have more than 30 hectares. In
the period 1992-1997, the number of smaller farms
increased more than the number of bigger farms. At
the same time, the share of cultivated arable land oper-
ated by private family farms increased from 0.088
million hectares to 0.319 million hectares, represent-
ing 35% of all cultivated arable land (Table 28).

40% of the land is under cereals and 43% is sown to
forage crops. In 1996, family farms produced 44% of
all cereals, 49% of industrial crops and 30% of pota-
toes. They are less significant in animal production.
In 1996, they produced only 15% of milk, 11% of
beef, 7% of pork and 3% of eggs.

The need for advisory services is strong, because
many family farmers have no advanced farming or
management skills. Family farmers can be divided
into four different groups:

management level staff of former state and col-
lective farms highly skilled to run their farm

- specialised workers of former state and collective
farms with limited management skills

- families on household plots with farming experi-
ence but a lack of capital

- persons with no farming experience receiving the
land which their family had held before
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For a long time, many of the private family farms had
only temporary titles to their land. In August 1994,
the land registry included only 3500 private farmers,
although there were more than 10 000 private farms
established. There are several reasons for this. First-
ly, many landowners deliberately delayed registration
of their land to avoid land taxes. Secondly, a lot of the
registration work was left undone and new data about
land use is missing, because there are not enough land
registration specialists for each local administration
and not enough money to pay for these services. By
1.1.1997 only 11.7% of the total area of Estonia was
registered. By summer 1997, an estimated 20% of
arable land was under formal title. The situation is
improving and land users who haven’t registered their
land formally by 1 January 1998 will start paying
additional land taxes to the state.

2.3.3. Household plots

About 45 000 household plots exist with an average
size of approximately 4 hectares. Household plots are
cultivated by workers of former state and collective
farms, accounting for 21% of the cultivated arable
land. The difference between a private family farm
and household plot is not always clear. Some of the
farms, although privately-owned, are counted as
household plots, because they are not enrolled into the
Farm Register.

Less than 5% of the land is used to grow cereals
declining from 56 000 hectares in 1992 to 8 500 hec-
tares in 1996. The main emphasis is on forage crops
(84%) and potatoes (11%). In 1996, the household
plots produced 61% of potatoes. The importance of
household plots is greater in animal production. In
1996, they produced 28% of milk, 41% of beef, 23%
of pork and 33% of eggs.

Household plots face the same uncertainty as farm
enterprises, because the occupiers were not given
titles to their land. The well-run and productive house-
hold plots are suffering from a relative disadvantage

compared to private farms, because they can’t use the
land as a guarantee for bank loans for investments.

2.3.4. The diversity of farm structure -
the example of the dairy farms

More detailed information is available on the basis of
the data of the Milk Recording Centre. In 1990, 85%
of all cows were included in the milk yield recording
system. At that time, there were 340 farms with dairy
cattle and the average herd size was 862 cows.
Production was concentrated in large units, only
7 farms had less than 100 cows and two thirds had
300-900 cows. By 1993, the number of farms partic-
ipating in the milk yield recording was at its highest
level, at 3 797 farms, covering 80% of all cows. In
that year 54% of the farms had only 1-4 cows, indi-
cating a radical change in farm structure.

In January 1998 milk, yield recording covered about
72% of all cows. Average herd size was 44 cows. Half
of the farms have 1-6 cows, having only 3.6% of the
total herd. The 90 largest units - with more than 300
cows per farm - account for only 3.4% of all farms
but for 41% of the total herd. Milk production is still
heavily concentrated on large units. Those farms
which are not participating the milk yield recording
are probably relatively small farms or household plots
with some 45 000 cows.

When direct income measures will be put in place in
1998, as envisaged, only those farms which are par-
ticipating in milk yield recording will be entitled to
aid. However, those farms must exceed also a certain
regional reference yield level, and have at least five
cows in order to be eligible. The Ministry of Agri-
culture intends to promote only the most efficient
farms (Table 29).
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Table 29. Structure of dairy farms as of 1 of Janvary

1990 1993

Herd size Number % Number %

of farms of farms
1-2 - - 1248 33
34 - - 803 21
5-6 - - 398 11
7-8 - - 222 6
9-10 - - 144 4
131-50 - - 291 8
51-100 7 2 161 4
101-300 24 7 342 9
301-600 107 32 120 3
601-900 114 34 27 1
901-1200 54 16 6 02
1200- 4 9 5 02
Total 340 100 3767 100
Aver. size 862 67.2
Included* 85% 80%
* Share of cows included in milk recording, of total number of cows.

Sources: Animal Recording Centre, Estonia

1996 1998
Number % Number % Cattle %
of farms of farms at farms

871 30 512 19 660 0.6

615 21 406 15 1403 12

301 10 386 15 2095 18

205 7 248 9 1 847 1.6

136 5 182 7 1722 1.5

291 10 472 18 9204 8

127 4 124 5 9262 8

278 10 226 9 42 141 36

74 3 71 3 28 616 25

14 05 12 05 8994 8

5 02 4 02 4193 4

3 01 3 01 5938 5

2920 100 2651 100 116075 100
421 437
66% T2%

2.4. Rural development

2.4.1. Regional economy

In 1995, the GDP per head was about 23% of the EU
average in purchasing power terms. GDP levels vary
largely from county to county. New business estab-
lishment is highest in the Tallinn region and other
urbanised areas as well as in the western part on the
country. The eastern part of Estonia has more prob-
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lems, where also employment in public sector is rel-
atively high. Income leveis are lowest in southern and
eastern Estonia.

The average official unemployment rate is around
4-5%, whereas the unemployment rate according to
the ILO method was 10.5% of the total labour force
in the second quarter of 1997. Unemployment is rel-
atively high in the south-eastern part of Estonia. The
main reason for the economic depression in the north-
eastern part of the country is the decline of heavy
industry, which was hit by the breakdown of former
Soviet Union markets and is fighting for economic
survival. The unemployment figures are to some
extent higher in rural areas than in urban areas. The
difference has increased among males during recent
years. In 1996, the unemployment rate of rural males
was 11.8% and respectively 10.3% among urban
males. The labour force participation rate of females
is remarkably lower in rural areas (55.0%) as com-
pared to the rate in urban areas (64.3%). However, the
real unemployment rate in certain rural areas may be
even 25-30% due to high number of unregistered job
seekers (Table 30).



2.4.2. Rural and urban population

The population is 1.462 million (on 1.1.1997). The
population peaked in 1990 at 1.574 million, but since
then it has been decreasing. This can be explained
mainly because of the re-migration of Russians, but
also by a declining birth rate. The Russian minority
is large, representing 28% of the total population,
declining from 475 000 inhabitants in 1989 to 413 000
inhabitants in 1997.

30.6% of the population lives in rural areas. The share
of the rural population is increasing, due to a decrease
in the urban population, as a result of migration back
to Russia. In absolute numbers, the rural population
decreased only by 0.3% between 1990-1997.

Administratively, Estonia is divided into 15 counties,
which encompass the altogether 254 self-governed
units. There are 207 municipalities and 47 towns, of
which the biggest is Tallinn, the capital, with a declin-
ing population of 420 000 in 1997. In 1990, Tallinn
had 480 000 inhabitants. The second biggest town,
Tartu, has a population of 102 000 (in 1990 114 000)
and Narva 75 000 (in 1990 82 000). Up until now, the
population in the biggest towns has decreased.

The average population density in Estonia is 32.3
inhabitants per km?, which is remarkably higher than
in Finland and Sweden, but below that of Ireland.

2.5. Agriculture and the environment

In the Soviet era, Estonia was an intensive animal
producer, based on low-priced, heavily subsidised,
imported inputs. Also fertilisers and pesticides were
highly subsidised. Exports were up to 60% of pro-
duction of milk and meat products. The high intensi-
ty of livestock production led to problems with organ-
ic fertiliser disposal. National investigations estimated
that in the 1980’, 76% of the nitrogen load and 20%
of the phosphorus load that were leached into water
bodies originated from agriculture. The use of heavy

machinery lead to compaction and a poor structure of
soils.

Since then, agricultural production has declined
sharply and the intensity of agricultural production
went down. At the same time, prices of inputs
increased rapidly leading to low purchasing power at
farm level. This led to a decreasing use of fertilisers
and pesticides.

Fertilisers are not used at all over large areas which
considerably increased in 1995 and 1996. In 1988, the
area fertilised with mineral fertilisers was 92% of the
sown acreage, while in 1996, the coverage was only
31%. Manure was used on 10% of the sown area.
Also the intensity of fertilisers used per hectare was
reduced significantly. In 1988, for the whole sown
area, 250 kg/ha of NPK was applied; in 1996 the fig-
ure was only 25 kilos. Nitrate was used in 1996 at an
intensity of only 19 kilos per sown hectare on the
average and 62 kg per fertilised hectare. As a conse-
quence, the fertility of soil decreased significantly. In
1997, a slight recovery took place.

The use of pesticides declined fivefold, according to
national estimates. In 1996, farm enterprises used
0.6 kg/ha of herbicides and 1.0 kg/ha of fungicides.
Herbicides were used on 140 000 hectares in 1996.
Use of all other pesticides was rare, ranging from 100
to 27 000 hectares. Insufficient use of pesticides led
to a reduction of yields.

The negative influence of agriculture on the environ-
ment decreased remarkably. Due to the decline in pro-
duction capacities, the emission of pollutants to the
environment decreased and the general state of the
environment improved. However, despite the sharp
decrease in the use of fertilisers, the recovery of the
environment will take a long time. Under the Soviet
era ground water became increasingly polluted. At the
end of 1980s, there was even the danger that large
areas would have problems with usable drinking
water. In 1996, out of the tested samples of drinking
water, 9.4% did not meet health standards (Table 31).
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The number of registered violations of nature pro-
tection regulations almost doubled in the last three
years. 6 800 violations of nature protection regulations
were registered in 1996, causing damages of esti-
mated 21.9 million EEK. The value of damages
against forest and other flora protection regulations
was the highest with 17.9 million EEK. The environ-
ment protection expenditures of non-financial cor-
porations and municipalities increased significantly:
in 1995 the total expenditure was 471 million EEK,
increasing to 941 million EEK in 1996.

2.6. Upstream and downstream
aclivities

2.6.1. Upstream services

During the pre-independence period, the upstream

sector was only represented by one state organisation,
Estonian Agricultural Machinery (EPT). It was
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responsible for the sales of machinery, fertilisers, and
other inputs, but also of technical and transportation
services. ETP had 27 subsidiaries, one or two locat-
ed in each county. Nowadays, there are about 120 up-
stream manufacturers, of which 20 are larger in
turnover. Most of the production is directed to domes-
tic markets, only minor amounts are exported to Fin-
land and Sweden, mainly fertilisers. Production facil-
ities for fertilisers need to be modernised significantly
and large investments are needed to protect the envi-
ronment. Since 1997, the whole upstream industry has
been privatised.

The up-stream sector provides for a satisfactory sup-
ply of machinery and inputs of both domestic and
European origin. The Estonian products are cheap-
er, which makes them more popular. Some foreign
manufacturers, like the Danish Kvarneland, have
joint venture companies in Estonia. Leasing of
machinery is common, since farms lack capital and
collateral.
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1994

1993

1992 1995
620 50.5 489 50.3
76 579 519 50.2

662 71.0 89.1 80.9

©'80.7 722 7.5 69.6
760 - 60.7 23 424
825 41.1 371 327
75.1 324 . 30.7 31.2

556 41.1 339 2.1
754 98.8 87.5 139

2.6.2. Food indusiry

Industry had a share of 23% of GDP in 1995, account-
ing for 28% of employment. Within the industry
(manufacturing, constructing and energy) the food
processing industry accounted for 21% of the GDP
and 20% of its employment. As compared to the total
GDP, the food processing industry had a share of
4.8% (Table 32).

Production capacity of the Estonian food industry
was originally planned to meet not only domestic
demand, but also the demand of many parts of the
FSU. Market collapse led to sharp output reductions.
Until 1995, the manufacture volume of food products,
beverages and tobacco products declined by 50% as
compared to the 1991 figures. In 1995, manufacture
of grain mill products was only 31% and of dairy
products 33% as compared to 1991. The food indus-
try is still the most important sector within Estonian
manufacturing. Agricultural exports accounted for
15.8% of the total exports in 1996. 59% of exports go
to NIS-countries.

The privatisation process of up- and downstream facil-
ities advanced faster than the privatisation of land. It
had been handled by the Privatisation Agency. With-
in the food industry, privatisation reached its peak in
1994-95. Privatisation took place by tender, public or
restricted auction, or public offers for the sale of
shares through the stock exchange. Shares in agri-
cultural enterprises are held either by producers, pri-
vate shareholders or by foreign investors. Shares of

these farm enterprises are quoted on the Tallin stock
market, with relatively good success. Since 1996, the
whole downstream industry is privatised.

According to Article 32 of the privatisation legisla-
tion, priority in the privatisation process was given to
processing co-operatives, which consist of farms and
possibly of co-operatives with the same product spe-
cialisation. Article 32 gave them the right to buy the
whole farm enterprise or parts of them for a deposit
of 10% of the fixed price. The remaining 90% of the
purchasing price are to be paid within 10 years.

The producer co-operatives met severe problems:
given their lack of financial resources and of techni-
cal, marketing and business skills, the preferential
treatment of processing co-operatives seems to have
contributed to a lack of a dynamic development of the
food industry, which causes adverse effects also on
agriculture. This may explain also the low level of for-
eign direct investment compared to other sectors of
industry.

Up until now, the Estonian food processing industry
has not succeeded in attracting many foreign direct
investors, which has been the case also in most
CEECs. Open tenders concentrated foreign direct
investment on farm enterprises not covered by Arti-
cle 32. This meant, that foreign direct investment was
concentrated on the drinks and beer industry, but also
on agricultural enterprises, which were privatised
under bankruptcy procedures. In addition, the food
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industry developed some international co-operation,
such as with the Finnish dairy company Valio.

During the pre-independence period, there were
48 state-owned food-processing companies, among
them 11 dairy enterprises, 12 large-scale slaughter-
houses and meat processing plants, and 9 mills. At
present, the food processing industry is still concen-
trated in a few large companies. The Statistical Office
of Estonia has an enterprise register for companies
with more than 50 employees. In 1995, there were
altogether 119 large-scale food processing enterpris-
es, accounting for approximately 90% of total food
industry sales. In addition, there are many small enter-
prises, especially in the meat processing industry. For
example, in 1996, the meat processing industry
included 16 companies with more than 50 employees,
while 184 meat-processing businesses were registered
for veterinary licences. Altogether there are 430 com-
panies producing food products and drinks
(Table 33).

The food industry has also a regional dimension in
Estonia. 44% of the functioning food industry is con-
centrated at the north coast of Estonia, meaning
Tallinn, Harju, Ida-Viru and Laine-Viru. 48% of the
people employed worked in this area.

42 < CEC Reports - Estonia

There is a tendency towards a further concentration
of the processing industry, especially in the field of
milk processing. In 1996, the processing undertaking
“United Milk Processors”, was created. This consists
of three of the four largest processing enterprises,
processing approximately 40% of Estonian milk pro-
duction and is planning to build a plant to Russia. In
addition, there is a central co-operative, which
processes some 20% of Estonian milk. This group
includes co-operation in marketing and product devel-
opment. The two main enterprise groups control
approximately 90% of the market.

In the meat processing industry, the ETFC group is
dominant. It has the largest meat processing enterprise
in Rakvere, processing half of all meat in Estonia. The
new production complex was completed in 1990. In
May 1997, the Rakvere meat processing enterprise
bought a meat processing enterprise in Latvia, in Riga,
with 20% of Latvia’s meat processing capacity. Part
of the ETFC group is the Tallinn Piimat6ostus Ltd.,
the third biggest milk processing enterprise in
Estonia, with a market share of 18% of whole milk
products.

As a recent trend, vertical integration of food pro-
cessing industry into primary production can be
observed. The Rakvere meat processing enterprise is




the biggest shareholder of the Viljandi pork produc-
tion company.

The Estonian food industry has encountered severe
problems in meeting EU hygiene and quality stan-
dards. This is due to many reasons. Firstly, there are
still management problems and operating difficulties
in companies, which require profound reform. It takes
time to change the ideas, principles and functions of
a planned economy to a market-oriented one. Sec-
ondly, production facilities need modernisation and
large-scale investment.

Steps were taken on the legislative side to improve
quality and to meet the requirements. In addition, a
project was launched under PHARE to upgrade the
quality level of the dairy industry to comply with EU-
standards. According to national expert assessments,
the dairy sector needs to make total investments of
2.86 billion EEK. 1.5 billion EEK are needed for the
renewal of dairy production technology, 1.0 billion
EEK for the renewal of feed production technology
and an additional 0.36 billion EEK for the recon-
struction and re-equipping of the dairy industry.

2.6.3. Banking system

Banks had a limited interest to grant loans to agri-
culture. One reason is that, until recently, there was
an overall lack of long-term financing. For example,
in the processing industry only 20% of the invest-
ments were financed by bank loans during the first
9 months in 1996. Another reason results from the fact
that the agricultural sector is more risky and less prof-
itable than other sectors of the economy which pro-
vide more secure and higher revenues. In addition, the
high level of interest rates was an additional difficul-
ty for farmers. During the last quarter of 1996, the
average interest rate for agriculture was approximately
16%, when the general average rate was 14.1% for
short-term loans and 14.7% for long-term loans.
However, the effective interest rate was low, or even
negative due to high inflation.

In the light of the above-mentioned problems, spe-
cialised funds were established. These funds operate
with state budgetary financing, providing interest sub-
sidies and some of them also loan guarantees. The
main element was the Agriculture and Rural Life
Credit Fund, with total funds of 400 million EEK. The
funds are channelled to customers via authorised
banks and lease companies. Both short- and long-
term loans are possible and the authorised institutions
carry the main part of the risk. Mainly the Union
Bank of Estonia and the Estonian Land Bank are
involved in lending to agriculture and rural areas.

An additional problem is to find the necessary col-
lateral. The land registry does not yet work well, there
is no functioning land markets and only about 25%
of agricultural land is in private hands. To help to
solve this problem, at the end of 1996, the Rural Cred-
it Guarantee Fund was established with total funds of
EEK 50 million to give additional guarantees to rural
enterprises. With the help of a PHARE-programme,
it is being estimated that a functioning land register
will be established within the following two years.
This is seen as a priority, since - as long as farmers
are not acting on the basis of well-defined property
rights or contracts — the resulting uncertainty would
hamper the recovery and sustainable development of
agriculture.

The establishment of leasing contracts sometimes
helps to overcome the problem of being unable to
obtain credit on favourable terms. The following
forms are used:

B the United Milk Processors provide farmers with
milk coolers and the financing takes place grad-
vally by deducing parts from the producer
payments

‘M the Tartu Lease sells fertilisers to farmers and the

payment takes place in autumn by delivering the
grain to Tartu Lease.
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3.

Agricultural and rural policies

3.1. The budget of the Ministry of
Agriculture

Since independence, Estonia has followed a liberal
agricultural policy and all border protection measures
have been abolished. By 1997, only a limited number
of support measures were in effect. The main empha-
sis was on arranging financing for agriculture and
rural development with favourable credit terms with
the help of credit subsidies, loan guarantees and cap-
ital support. Compensation for fuel excise tax was of
importance, as also to a certain extent were the mea-

sures to improve the quality of the inputs, soil and cat-
tle used. The use of direct support measures to agri-
culture was limited. The budgetary resources allo-
cated for agriculture and rural life are presented in the
table 34. The state of Estonia has notified following
support measures to the WTO.

During the first years of independence, most branch-
es of agriculture proved to be unprofitable. By 1997,
proposals for direct income support measures were
not accepted despite the Agricultural Producers’
Income Law. This was due to budgetary considera-
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tions to maintain a balanced budget. In the initial
stage, the main emphasis was on the development
and recovery of the overall economy.

However, new tools for Estonian agricuitural policy
were recently developed, after years of limited state
support. Examples of recent changes are the Rural
Credit Guarantee Fund, providing nowadays also for
an additional credit guarantee and the Capital Grant
Scheme supporting selected investments up to 30%
of the investment amount. Both measures were estab-
lished in 1997. For 1998, the budget allocation for
these measures increases remarkably.

In addition, direct support measures for dairy and
cereals production are foreseen for 1998. The state
budget allocation 1998 for these measures reaches
190 million EEK, which represents a remarkable
increase in state support to agriculture. The aid will
be directed only to the most efficient producers,
enhancing the development of efficiency and pro-
gressive production methods. The agricultural budget
allocation for 1998 is 558 million EEK, representing
3.7% of the total budget expenditure. It should be
noted, that this figure is not perfectly comparable with
the figures presented in table 34.

3.2. Agricultural market policy

In the Soviet era, both agricultural production and
distribution of inputs were centrally planned. The phi-
losophy of production was based on low input prices,
high producer prices and low retail prices. The aim
was to provide citizens with cheap food. Currently,
market policy for agricultural products in Estonia is
based on liberal principles. In practice all production
is free of regulations or quotas. However, there is cur-
rently a certain tendency to move towards a more reg-
ulated and supported agricultural sector. Starting in
1998, for the first time since independence, some
direct payment schemes will be launched.

The Ministry of Agriculture and the Ministry of Envi-
ronment are the main bodies responsible for agricul-

tural policy. The Food Board operates under the con-
trol of the Ministry of Social Affairs. An inter-minis-
terial Food Policy Council provides support to the
agricultural decision-making process. Also, a Cham-
ber of Agriculture and Commerce was established in
June 1996.

3.2.1. Income policy and direct support
measures

Under the Soviet era, agricultural production was
heavily subsidised. For the period 1986-1991, OECD
calculated an average net PSE of 72%. Since inde-
pendence there has been a sharp decrease of support.
The year 1992 was the most dramatic one for Eston-
ian farmers with an average PSE of -91%, which
means a remarkable, implicit tax upon agriculture. By
1996 the average PSE figure increased to 7% with
beefand veal remaining at -43% and poultry high with
+43%.

In summer 1993, the Estonian government passed the
Agricultural Producers’ Income Law. According to
this law, producers and the state should negotiate the
target prices at a level that ensures income parity
between the agricultural and industrial sectors. The
required level of support for the agricultural sector is
defined as the difference between the market price and
a target price multiplied by projected output levels.
Up until 1997, agriculture did not receive any income
support payments because of budgetary reasons. Ini-
tially, the emphasis was on the development and
recovery of the overall economy.

Only a limited range of support measures was in use
by 1997. However, Estonia is launching direct income
support measures in 1998. Planned hectare payments
account for 120 million EEK and those for milk pro-
ducers 70 million EEK. These support schemes will
not cover all farmers. The funds will be allocated only
to the most efficient producers, who meet certain cri-
teria. The aim is to enhance the productivity of agri-
culture. For hectare payments, the requirements are a
minimum of 5 hectares of a supported crop and a cer-
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tain level of agro-technology. For the headage pay-
ments, the preliminary requirements at farm level are
to have at least 5 milking cows, participating and reg-
istering under the milk recording scheme and exceed-
ing certain regional reference yields. As a conse-
quence, only 60% of total dairy cattle are estimated
to be eligible under the support scheme. The direct
support measures will stimulate milk production only
slightly, increasing the revenue per cow approximately
only by 700-750 EEK or 7%. Thus, the support may
not have a significant impact on the production vol-
ume. More significant will be as to whether the dairy
processing industry increases the producer price - as
requested by farmers - by more than 20% from
2.6 EEK per litre to 3,2 EEK per litre.

3.2.2. Price levels compared to EU

Estonia is a small country, which means that it is des-
tined to be a price-taker on the world market. The dif-
ference between Estonian and EU producer prices
decreased remarkably since 1993. However, this is not
the case for all products. The domestic markets are
only starting to stabilise. But still imbalances and
fluctuations in supply and demand could have an
impact on price relations. Estonia has no quota sys-
tem for milk production, nor for any other products.
And finally, Estonia had practically no support mea-
sures for agriculture. 1998 will be the first year with
direct payments. Since Estonia abolished all con-
sumer subsidies and all border protection measures,
the markets are strongly affected by changes in inter-
national prices. For this reason, the stabilisation of
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production proved to be difficult, and the profitabil-
ity of farming varies strongly.

Price differences vis-a-vis the EU were also caused
by a lower quality of products. This is the case, in par-
ticular, for beef and milk. In addition, the downstream
industry is still relatively inefficient and the collec-
tion of raw material is not effectively organised.

Price information is collected by the Statistical Office
of Estonia, with the help of different sampling meth-
ods, which may however affect to some extent the
results. The following producer prices are converted
into ECU using an annual exchange rate. Compared
prices are EU-15 average market prices (Table 35).

Cereals and other crops

Barley is the most important type of cereal, and is
mostly used as animal feed. Because of the decrease
in animal production, the producer price for barley
was initially well below the EU-prices. By 1996, the
difference declined to 85% and further to 89% in
1997. The producer price of barley increased by one
third from 1995 to 1996, causing severe problems to
pork and poultry production due to increased costs.
As a consequence, the numbers of pigs and poultry
decreased during 1996.

The cultivation of wheat has doubled since indepen-
dence, partly due to the higher world market prices
and insufficient domestic supply. Since 1993, the
price difference relative to EU-prices was smallest in
cereals, declining to 88% by 1996. With the rye area
declining by half, the price difference in comparison
with EU-prices was wide. However, by 1996, the
nominal producer price of rye increased considerably
to 97% of EU-prices. This, together with the direct
hectare payments to be launched in 1998, may
enhance production to some extent. In autumn 1997,
winter sowings were 31 500 hectares, at the level of
three previous years.

Most of the potato yield is directly consumed by
households. Potato prices in Estonia varied between




92-111 ECU per tonne in the years 1994-1996. In
1996, the Estonian price was approximately 85% of
the EU-price. It has to be noted, however, that the
producer price for potatoes varies greatly also among
the EU-countries.

The cultivation of rape-seed increased due to
increased export possibilities and high world market
prices, which affected directly the Estonian prices.

Milk

In 1997, the milk producer price was only 56% of the
EU level. This is partly due to the low milk quality in
Estonia. However, the difference is still high. The
Estonian Association of Milk Producers demanded
dairies to increase the producer price from 2.6 EEK
per litre in 1997 to 3.2 EEK in 1998. Thus the Eston-
ian price would be two-thirds of the EU level. Eston-
ian dairies do not see the possibility to increase the
price to this level because of the threat of low-priced
imports. The producer price for milk in Estonia is
close to the world market level: in 1995 the Estonian
milk price was approximately 110% of milk price in
New Zealand.

Milk production continued to decrease until 1996.
However, in 1997, milk production increased. The
farmers have been slaughtering animals with weak
production potential, which increased the average
yield level per cow. Estonia was traditionally strong
in exporting dairy product. If production starts to
recover, the surpluses will starts to increase further.
In 1996, the self-sufficiency rates were as follows:
butter 180%, cheese 175% and SMP 333%.

Recently, a strong indication of concentration
emerged in the milk processing industry. In 1996, the
undertaking “United Milk Processors” was created,
consisting of three of the four biggest dairies in
Estonia. This increased additionally the bargaining
power of the processing industry vis-a-vis the milk
producers.

Beef

In 1996, the Estonian beef price represented only 46%
of the EU level, being the only type of meat with such
a big price gap vis-a-vis the EU. In 1996, self-suffi-
ciency for beef was 83%. The main reason for the
price gap is the lower quality of beef, partly resulting
from beef production being a by-product of milk pro-
duction. The Estonian producer price in 1995 was
approximately 65% of the world market price of beef.
In 1997, the price gap became smaller with the Eston-
ian price increasing by 14% of the 1995 level.

As a consequence of low prices and hence of low
profitability, only few of the born calves were left
alive for meat production in 1997.

Pig meat

Pork prices in 1993-1995 were remarkably closer to
the EU level than the cereal price, reaching 69-93%
of the EU level. In 1996, pork prices increased strong-
ly both in Estonia and the EU: the Estonian price was
84% of the EU level. At the same time, the producer
price of barley in Estonia almost doubled and reached
85% of the EU level, diminishing strongly the prof-
itability of pork farms. In 1997, the average Estonian
pork price increased by 18%, influenced by the high
international prices, reaching 96% of EU-prices.
Imports of pork increased during 1996-1997, while
exports declined. This implied that Estonia was no
longer self-sufficient (85% in 1996) for pork.

Poultry

In 1997, the consumption of poultry meat recovered
to the level of 12 kilos per capita, from a level of 4
kilos per capita in 1992. The producer price level was
in 1994 approximately 88% of EU level. Since then
Estonian producer price has exceeded EU-level. Esto-
nia has not been self-sufficient in poultry since 1993
and imports increase steadily. In 1996, self-suffi-
ciency was 25%, but imports of live animals pushed
the real rate even lower. In 1997, a new feature is the
re-exporting of poultry: exports equalled 13 times the
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domestic production. Poultry meat represented 85-
90% of the total volume of foreign trade in meat.
Meat is exported from USA and Canada to Russia via
Estonian dealers.

Eggs

For eggs, there is no EU reference price available.
The producer price in Estonia increased to 838 EEK
per 1000 pieces or 13 400 EEK per tonne in 1996.
Imports of eggs increased and self-sufficiency
declined, being 95% in 1996. Two thirds of the egg
production takes place on agricultural enterprises in
large units and one third takes place on household
plots for direct consumption.

3.3. Trade policy

Since independence, Estonia has pursued a liberal
trade policy. Border protection measures have been
abolished. No legislation on trade barriers or quanti-
tative restrictions is in force. Licences are needed
only for the importation of alcohol, tobacco, cars,
pharmaceuticals, arms, precious metals and metals.
All prices are freely determined by the market, with
the exception of some energy prices.

Estonia applies only limited export support in the
form of export promotion, and export credits. In 1995,
export promotion accounted for 10 million EEK. The
State Export Crediting Fund was established in 1993
to provide loans on favourable interest terms. In 1996,
the funds accounted for 40 million EEK.

Estonia’s liberal trade policy caused severe adjust-
ment problems to farmers as well as the Estonian food
processing industry. Import possibilities are open to
foreign competition facing low or no import tariffs.
A severe obstacle for trade results from the fact that
the Estonian food processing industry is not able to
meet the hygiene and quality standards demanded by

¢ Average market support
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the EU or other western markets. Therefore, exports
of agricultural products are still mainly directed to
CIS-countries. There is an urgent need to upgrade the
quality of Estonian food products. This is reinforced
by the fact that consumers can also buy western prod-
ucts on the market and they will demand a higher
quality also for domestic products. However, as an
important constraint on the domestic market remains
the low purchasing power of consumers. In 1996, as
much as 32.4% of the household income was spent
on food products.

Recently, increasing pressure emerged for some pro-
tective measures to be established to counteract per-
ceived unfair foreign competition with exceptionally
low import prices. Domestic production dropped
below self-sufficiency levels for meat products in
1996 (beef 83%, pork 85% and poultry 25%). Agri-
cultural imports have been increasing and the agri-
cultural trade deficit has widened rapidly from
684 million EEK in 1995 to 2 078 million EEK in
1996. The growth in the trade deficit is clearly not
slowing down, as in 1997 the agricultural trade deficit
reached 3 529 million EEK. Also, potential member-
ship of the WTO and the EU are increasing the pres-
sure to impose border protection measures.

Estonia has been an observer at the GATT since June
1992 and requested accession in March 1994, Its
application to become a member of the WTO is cur-
rently being negotiated. At the time of preparation of
this report, discussions with the USA, Canada, New
Zealand and Australia were still ongoing. The nego-
tiation process is expected to be finalised in the course
of 1998.

Estonia offered to bind its AMS® to 1.2 billion EEK
and agreed in the course of the negotiations to further
substantial reduction. Negotiations are going on as to
whether Estonia can restrict its AMS to 6 — 8% of the
gross agricultural output over a period of maximal
8 years. The current WTO rule is 5%. Estonia's export




subsidies had been limited to 480 million EEK. The
Government is open to disclaim further concessions
in the field of export subsidies, if their position with
AMS is being agreed too. With respect to market
access, Estonia made related suggestion, although
currently no import restrictions whatsoever are in
force. For products which are sensitive for Estonia, a
reduction of tariff equivalents in the range of 10 to
49% is discussed.

Achieving membership in both the WTO and the EU
may cause domestically some political problems as
to set priorities with partly conflicting requirements.
The WTO is clearly demanding a more profiled trade
liberalisation for agricultural products. In 1998, Esto-
nia is taking first steps to launch for the first time
direct income support schemes, but a significant
increase in subsidy levels in real terms is not expect-
ed over the coming years.

Estonia has 12 different free trade agreements with
the EU, EFTA, Baltic states, Ukraine, Czech Repub-
lic, Slovak Republic, Republic of Slovenia, Hungary,
Poland and the Faeroe Islands.

The growth of trade volumes was most significant
with the EU, the Baltic states and Ukraine. The free
trade agreement with Ukraine came into force on
March 1996, giving full access to the Ukraine mar-
kets. In 1996, Ukraine was the second biggest export
destination for Estonian agricultural products with a
share of 12.6%.

The Baltic free trade agreement came into force on 1
April 1994. Agriculture was first left out because of
the differences in agricultural policies implemented
by the Baltic countries. The agreement including agri-
cultural products came into force on 1 January 1997.
The agreement is intended to be the first step in the
formation of a customs union. In 1997, the agreement
resulted in a significant increase in trade between the
Baltic states.

The free trade agreement between Estonia and the EU
came into force on 1 January 1995. Since then,

Estonian exports of agricultural products enjoyed
mainly a 60% reduction in EU tariffs for quoted prod-
ucts. The quotas increased to some extent from the
base level in 1995. Concerning dairy products, the
quotas for milk powder and butter have been fully
utilised, while the quota for cheese has not been
utilised at all. In addition, the EU set a ban against all
Estonian dairy imports in January 1998 due to non-
satisfactory hygienic conditions in dairy plants. Esto-
nia has also not been able to utilise its quotas for meat
products due to problems in meeting EU hygiene stan-
dards. For cereals and cereals products, Estonia does
not have any preference. The Europe Agreement with
the EU was signed in June 1995.

Trade relations with Russia were affected by a spe-
cial import tax on Estonian exports, introduced by
Russia in July 1994. Inspite of this additional tax,
Russia remained the most important export destina-
tion for Estonian agricultural products.

3.4. Veterinary and phytosanitary
policies

Introducing the legislation identified in the White
Paper is an important requirement for accession.
Already now, it will be a precondition for allowing
Estonia to develop its trade with the EU and other
industrialised countries.

In the veterinary field, work remains to be done in
adapting the Estonian national legislation to EC
requirements. This includes an approximation of the
legislation (the aim is to complete it by 1998) as well
laboratories facilities and establishment of a fully
resourced official veterinary service, including the
imposition of effective controls at border inspection
points, and on goods transiting the country. Consid-
erable progress in establishing a State Veterinary
Department can be stated. This service reports direct-
ly to the Ministry of Agriculture. The staff can be
considered to be sufficient to cover the tasks of vet-
erinary laboratories and border inspection posts. Cer-
tification procedures and the introduction of an effec-
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tive animal identification system need to be further
developed. Further legislation on animal welfare will
be required. There also will be a need to upgrade cer-
tain food processing establishments both for trade
and for the internal market.

In the field of animal nutrition current legislation
appears to be inconsistent with Community rules.
Approximation of legislation is in an initial stage, and
no timetable is given for the completion of the work.
As regards plant protection products and organic
farming, legislation is not yet harmonised with EC
legislation, but work on the adoption of the legisla-
tion has been initiated. It appears that pesticide residue
monitoring is not carried out in Estonia at present. As
regards seeds and propagation material, legislation is
stated to be harmonised with that of the EC. Estonia
does not enjoy equivalence for any EC species and it
seems that considerable amount of work still needed
to truly approximate and establish necessary devel-
oped infrastructure.

3.5. Structural policy in agriculture
3.5.1. Support to investments

In the first years after independence, only a few invest-
ment support measures had been applied. The state
did not promote any particular type of farming. The
development and structure of different farm types
was determined by market development and general
institutional reforms. In autumn 1995, the Agricul-
tural Market Regulation Law passed. The aim of this
law was to improve the structure of agriculture by pro-
viding favourable credit terms and interest subsidies
to improve the profitability of production. This led
finally to an increase in the application of measures
to support investment, being also an indicator of a
change in Estonian agricultural policy.

Currently credit subsidies and programmes for mod-
ernising production and improving quality are used
as investment support measures. In addition, a cred-
it guarantee fund was established recently. The state
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budget allocation for rural development support mea-
sures is presented at table 34 at page 44.

The main instrument in structural policy is the Agri-
culture and Rural Life Credit Fund (ARLCF) estab-
lished in 1993. The ARLCF provides loans both to
agricultural and other sectors. The share of loans
granted to agricultural production was 64% in 1997.
In August 1997, the total value of funds outstanding
was 426.5 million EEK. In 1997, the value of loans
approved was 173 million EEK. This state Fund pro-
vides aid for investments in the form of interest sub-
sidies for both short- and long-term loans. Also, loan
guarantees and capital support are possible. The funds
are channelled through 9 authorised commercial
banks and 5 lease companies to customers. The autho-
rised banks are responsible for the assessment of loan
applications and the evaluation of business plans.
Interest rates up to 5% are offered to authorised insti-
tutes which in turn give loans to borrowers at appro-
priate interest rates.

In 1993, the average interest rate for these loans was
15%, but for 1997 - due to the introduction of com-
petition between the commercial banks for fund
resources - there were lower nominal interest rates for
borrowers. The interest rate for these loans in 1993
was in real terms strongly negative, since the infla-
tion rate was at §9.8%. In 1997, the interest rate on
long-term loans (up to 10 years) was 10% and for
short-term loans (under 1 year) 11%, equivalent to
inflation. Since launching the fund, the share of short-
term loans in all loans is approximately one third. In
1997, the share was 31.8% (Table 36).

In 1997, the Capital Grant Scheme was implemented
for supporting investments to agriculture and rural
development. The scheme provides support to select-
ed investments with up to 30% of the investment.
Support can be granted if the investment is made with
the help of commercial loans, leasing contracts or
with own capital. The minimum requirement for own
capital is 30% and performance records must be made
available for the last 3 years. The funds for this pur-
pose were 20 million EEK in 1997, coming from the




TCHON, Inflation rate and loans provided by the ARLCF
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336 35.6 279 318
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state budget. For 1998, the Council of ARLCF will
decide the total amount of funds, whereas the pre-
liminary decision is to allocate 57 million EEK of
total 97 million EEK.

The Rural Credit Guarantee Fund was launched in
1997 under the guidance of Ministry of Agriculture.
The main goal of this fund is to give additional guar-
antees to rural enterprises when they are borrowing
more than their own collateral allows. The fund can
guarantee only those enterprises which have been in
business for at least two years. The fund is valued
today at 50 million EEK and is able to guarantee up
to 60% of the loan. The fund got its capital from sell-
ing European wheat aid. The fund guarantees long-
term investment loans for the following purposes:

- agricultural production

- agricultural supplies and marketing of agricul-
tural products

- establishment of enterprises

- fishery: inshore and fresh-water fishing and fish
breeding, fish processing

- in rural areas also activities that are not directly
connected with agriculture

Up until now, only five applications have been accept-
ed with a total volume of 1.77 million EEK, corre-
sponding loans of 3 million EEK. First applications
were accepted in September, after a nearly one-year
process of starting the fund.

There is also an investment programme for land
improvement. In 1997, the aid was 31.5 million EEK.

3.5.2. Farming in Less Favoured areas

Estonia paid up to 1993 compensation to farmers in
less favoured areas. In 1993, payments accounted for
4.7 million EEK. The country was divided into four
different zones. Soil fertility, density of population
and remote location from major roads and markets
were taken into consideration. Since 1994, no com-
pensation has been paid.

3.5.3. Taxathion

Family farms are exempted from all taxes for the first
5 years, if the farm was registered before 10.12.1993.
In addition, since 1996 the first 35 000 EEK of the
yearly income of farmers is free from income tax. The
normal rate for the income tax is 26%. The latter
exemption had an economic significance of about 40
million EEK in 1997.

Producers are also entitled to have an excise tax reduc-
tion on diesel fuel. The reduction was worth 59 mil-
lion EEK in 1997. The support is paid per hectare,
using a flat rate. However, from 1998 onwards the
scheme may change so that the type of crop grown
will also influence the amount paid per hectare. For
1998, the total budget allocation is 89 million EEK.

Farmers pay an annual land tax up to 2%, varying
between different parts of country. Family farms and
household plots were exempted from this tax until the
end of 1997 by decision of local authorities.
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Estonia applies a single VAT rate of 18%. Certain
activities are exempt from VAT relating mainly to
activities in the public interest or financial and insur-
ance services.

3.6. Rural development policy

In 1995, the Ministry of Agriculture formulated the
policy proposals of the Government for the Develop-
ment Strategy for the Rural Economy. The proposals
highlighted the following topics:

- toensure that the social environment and the qual-
ity of life of the rural population corresponds to
the national average in order to preserve rural
populations and the vitality and development of
rural areas

- to guarantee that the population is supplied with
high-quality food products at affordable prices

- topromote the development of competitive enter-
prises, efficient market structures and interna-
tional trade relations.

Today, Estonia doesn’t have any specialised laws on
rural development and the formulation of rural devel-
opment policy is still at an early stage. Only a few
institutions are working in the field of rural develop-
ment, but there is no Ministry exclusively responsi-
ble for all the implemented measures. Some progress
is visible, since work started in 1996 to draft the new
Law on Rural Life. This law is going to put more
emphasis on rural development. The “Strategy for
Regional Development” will be established by the
end of 1998.

The Rural Development Board operates under the
Ministry of Agriculture. The board supported the
development of villages and farms, especially in bor-
der regions. Budgetary means were assigned also for
improving the infrastructure in regions with a low
density of population, and a good agricultural poten-
tial, Nowadays, there is a clear tendency towards more
specialised programs. Since 1996, the state has been
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supporting the following 6 regional programmes. Pro-
grammes selected on the county level include:

B Promotion of the development of villages, aim-
ing to support local initiatives

B Programme for the development of islands, aim-
ing to develop the technical and social infra-
structure

B Programme for economically backward country
regions; for developing the technical and social
infrastructure

B East-Virunmaa Programme; aiming to support the
assimilation of non-ethnic population

B Programme for mono-functional settlements; for
diversifying the entreprencurial environment to
create new jobs

B Programme for the development of border
regions; aiming to support the settlement of these
regions and the strengthening of border control
system

In addition, several state-linked funds support and
assist small- and medium-sized entrepreneurs in rural
areas. In 1996, 40.6 million EEK were allocated for
funding of all these programmes, including the
6 above-mentioned programmes.

B The Agriculture and Rural Life Credit Fund
(1993) provides loans for small- and medium-
sized agricultural and rural enterprises (see
3.3.1). In August 1997, the total outstanding
funds of ARLCF were 426.5 million EEK.

B The Regional-Political Credit Fund also uses state
resources. Credits are made available according
to regional priorities. The existence of collateral
is not obligatory.

B The Rural Business Development Fund provides
grants to rural businesses selected on a competi-
tive basis.

B The Estonian Export Crediting State Fund (1993)
provides loans for increasing the capacity of
export production, single expenses related to start-
ing exports, market research and advertising.
Approximately 25% of the loans were reserved for




rural enterprises. Loan resources for 1996 were 46

million EEK.

B The Small Enterprises Crediting Fund (1993) pro-
vides state loans and loan guarantees for high-
technology production with export potential. Loan
resources for 1996 were 10 million EEK. Credit-
ing is done through the banks and has to be
secured by the bank. The fund has only a minor
significance in rural areas,

3.7. Agri-environmental policy

Most efforts concerning environmental policies relat-
ed to agriculture were linked to water pollution. This
is due to the fact that, in the Soviet era, Estonia was
an intensive animal producer, having serious problems
of the disposal of organic fertilisers. According to
national investigations, in the 1980, 76% of nitro-
gen load and 20% of phosphorus load in water bod-
ies originated from agriculture. Ground water became
increasingly polluted. Since then, agricultural pro-
duction declined sharply and the intensity of agricul-
tural production went down.

The law of 1994 on water has a most significant influ-
ence on agriculture. The regulation reduces the nutri-
ent leaking from agriculture through the following
measures:

- Regulation on animal density. Maximum permis-
sible animal density varies from 1.0 livestock unit
per hectare in environmentally sensitive karst
areas and environmentally vulnerable islands up
to 1.5 livestock units per hectare in other regions.

- Fertiliser and manure application according to
quantities and timing.

- Capacity of manure storage. Storage capacity
should not be less than 8 months for cattle farms
and 10 months for pig and poultry farms. Manure
should be stored, spread and handled in such a
manner that it would not endanger surface and
ground water quality.

The Plant Protection Law regulates the use and export
of pesticides. In addition, the Ministry of Agriculture
runs, together with the County Environmental Depart-
ments, the Environmental Impact Assessment (EIA).
EIA is used to evaluate the effects of proposed pro-
jects on the environment. Assessment covers the food
industry and, at farm level, facilities for animal hus-
bandry with more than 10 cows or 30 pigs and cor-
responding cattle sheds and poultry farms.

Since September 1997, an Estonian Approximation
Strategy concerning environmental legislation has
been elaborated within the PHARE-programme. Leg-
islative gap analysis, implementation analysis and
investment analysis started to harmonise Estonian
environmental legislation with those of EU and to
assess the necessary efforts to build up the institu-
tional conditions for their implementation. This work
is also dealing with directives related to agriculture
and agricultural production, like the Nitrate Directive.

Nature conservation is based on a system of protect-
ed objects, protected species and protected areas. The
total territory of protected areas is 472 000 hectares,
accounting for 10% of the territory. The main part of
the protected area consists of landscape reserves
(Table 37).

Area (000 ha)
120.4

45.0

1156

190.7

4717

640.0
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4.

Long term outlook

4.1. Main hypothesis

The aim of this chapter is to describe the most recent
development of Estonia in order to build the mid-
term scenario for Estonian agriculture.

4.1.1. Overall economy

The stabilisation and recovery of Estonian agriculture
is dependent on general economic growth. The devel-
opment of food demand depends on the GDP growth
and the change in consumers’ real income. In spite of
the strong growth of GDP, which started in 1995, the
real income per household increased only slightly in
1995, and in 1996 the real income decreased by 0.2%.

In the first half of 1997, Estonia was one of the world’s
fastest-growing economies, reaching a real growth of
11.7% on an annual basis. The fast growth led to
remarkable macroeconomic imbalances and in
autumn 1997, the government undertook a number of
policy measures to slow down the growth of the econ-
omy. These measures contributed to a situation where
the stock market lost more than half of its value. For
1998 and 1999, the Commission indicates a growth
of GDP by 4.7% in real terms, and further 4.5% for
the period 2000-2003.

tast of muia macreeconomic indicaters

199 1997 1998
%. 40 52 41 . 47
¢ - 81 108 85 15
244 218

254 208
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These assumptions create a basis for predicting an
increase of domestic demand influencing to some
extent positively also on the demand of food products.
However, still in 1996, one third of the household
income was spent on food products. During the third
quarter of 1997, half of the households spent more
than 50% of their total expenditure on food. The share
of food of total household expenditure will start to
decrease, but at a slow pace. Income differences
showed in 1993-1996 a strong increase, which will
continue to some extent, affecting also food demand
(Table 38).

Trade relations with Russia are affected by a special
import tax on Estonian exports, introduced by Rus-
sia in July 1994. In spite of this additional tax, Rus-
sia remained the most important export destination,
accounting for 38% of all agricultural exports in 1996.
This high dependence on one market may be a risk in
the future.

The exchange rate of the EEK against the ECU is
rather stable since 1993 and no remarkable changes
in this respect are expected. Estonia has fixed the
exchange rate of the EEK against the German mark.

In 1997, Estonia had 1.46 million inhabitants. Due to
a declining birth rate and re-migration of Russian cit-
izens, the number of inhabitants will decrease to
1.43 million by 2000 and further to 1.40 million by
2003.

4.1.2. Agricultural economy
The share of agriculture within the Estonian econo-

my decreased, being 5.5% of the GDP in 1996. In the
future, this share will not decrease very much, first-




ly, because the level is already low compared to many
other CEECs and, secondly, because agricultural pro-
duction is starting to show a slow recovery. The share
of agriculture of GDP will, however, depend on the
overall growth in GDP. It can expected that the
decrease of the Gross Agricultural Product will come
to an end within the coming 2-3 years, showing a
higher speed of increase after the year 2000.

Agricultural trade has shown a rapidly increasing
deficit, mainly as a result of the fast-growing econo-
my, and partly because of the lack of border protec-
tion. In order to maintain the balance of the econo-
my, the trade deficit must start to decrease. The overall
trade deficit as a share of GDP is expected to decrease
with an increasing variety of exported products and
quality improved. The same will happen with agri-
cultural exports, but at a slower pace, since changes
in agriculture are slower than in other parts of the
economy.

Producer prices increased since 1993, with the effect
that only milk and beef prices are remarkably below
EU-prices. The producer prices of all other main agri-
cultural products fall into the range of 88-120% of the
EU-prices. In the future the price gaps will further
decrease.

For 1998, the allocation of funds for the agricultural
budget showed a remarkable increase after launching
direct income support measures for milk and arable
crops, reaching 190 million EEK. The measures
launched represent one third of the total agricultural
budget. From 1999 onwards, the nominal budget allo-
cation may increase annually by 10-15%, which rep-
resents in real terms only a very slight increase.

However, after years of a very liberal agricultural pol-
icy and despite recent institutional improvements,
there is no solid long-term security as regards the
direction of agricultural policy, and the political cli-
mate towards agriculture may still change. The poten-
tial EU-membership will put pressure on maintaining
at least the current measures. The outlook is based on
the assumption that Estonia will slowly move into the

direction of more regulated and supported agricultural
sector. Otherwise the trade balance of agricultural
products would show even a stronger deficit, as
domestic production fails to meet demand.

4.1.3. Farm siruciures and food industry

The process of land privatisation has proved to be
time consuming in Estonia. As a result of six years of
land privatisation policy, only one fourth of the agri-
cultural area is titled and the rest belongs still to the
state. The slow pace of the land privatisation process
may prove to be one of the major obstacles for sta-
bilising the agricultural economy. Efforts have been
made to establish a land registry. Without a function-
ing institutional framework, the stabilisation of agri-
culture will remain slow. This is particularly the case
for those farmers who use land owned by the state on
a short-term basis. Evidence of the negative conse-
quences come from a further decreased use of fer-
tilisers: farmers are not willing to invest in maintain-
ing or improving the fertility of soils, because they
have no security of continuing the cultivation of the
same parcel next year.

The number of agricultural enterprises will further
decrease. National estimates indicate that 1/3 of agri-
cultural enterprises is doing well and 1/3 is operating
on very low profit. The last 1/3 will go to bankrupt-
cy and will be taken over by other agricultural
enterprises.

The number of private family farms will continue to
increase, but their importance in animal production
will remain low. One reason for this is the limited
availability of credit for private family farms. Lately,
some improvements took place, but it will take time
before significant results are visible. A second reason
would be that the turnover of these farms is limited
due to their small size, limiting also the size of pos-
sible investments which can be made on an econom-
ically stable basis.
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Animal production is traditionally concentrated on
the agricultural enterprises, which also have the best
possibilities to invest by means of own resources, but
also banks favour financing them. In principle, the
investment possibilities are the same for all private
family farms, but in practise much depends on the
farmer. As a result of the privatisation process, not all
farmers have advanced farming or management skills,
which creates a strong need for advisory services.

The share of private family farms in crop production
will continue to increase, because the investments
necessary are lower than in animal production. In
addition, the input suppliers also provide short-term
credits for farmers and the repayment takes place in
the autumn by selling the grain to the input suppliers.

Agriculture is highly dependent on the upstream and
downstream sectors. During the coming years one of
the key elements will be how the Estonian food indus-
try succeeds to upgrade the quality of its products. By
1.3.1998, Estonia was not able to utilise its EU-quo-
tas for meat products and cheese. Recently, the quo-
tas for milk powder and butter were fully utilised, but
on 1.1.1998, the EU set a ban for all Estonian milk
products, as Estonia failed to meet the EU health and
hygiene standards.

At present, two milk processing enterprises control
90% of the market. Concentration of the food indus-
try will continue. The food processing industry is
dividing into fast developing, exporting enterprises
and smaller companies, operating on local markets.

In 1996, 59% of all agricultural exports went into
NIS-countries and additionally 15% to CEECs. Up
until now, Estonia has not taken a major effort to
upgrade the quality of products, since exports to tra-
ditional markets have been successful with the pre-
sent quality. However, this may be a risk for the agri-
cultural exports in the future, should traditional
trading partners set new criteria for the quality of
products.

4.2, Commodity projections

In 1996, 20% of the agricultural land was idle. On this
land, the quality of soil is low and parts of this area
will perhaps never return into agricultural produc-
tion. More emphasis is put on increasing the produc-
tivity of the presently cultivated area.

4.2.1. Land use

The cereal area will increase to 352 thousand hectares
by 2003. The fodder crops area starts to increase as
the number of cattle starts to increase as well. The
share of idle land will decrease due to two reasons.
Parts of it will be taken into other use, and parts of it
will be used for cultivation due to increased need for
cereals and fodder area (Table 39).

Table 39. Prejected land vse
Agricultural land total 000 ha 1450
Arable land - 000 ha 1130
- cereals 000 ha 306
- fodder crops 000 ha 494
-others - 000 ha 7%
-idleland 000 ha 254
Natural grassland 000 ha 307
Orchards - - 000 ha 15

!

1996 1997 2000 2003
1450 1450 1448 1445
1128 1128 1127 1125
288 325 336 352
516 481 482 487
81 96 108 13
244 226 200 175
307 307 306 305
15 15 15 15
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4.2.2. Cereals

The state of Estonia made the decision for 1998 to
launch a direct income support scheme for cereals,
oilseed and legumes. The budget allocation is 120
million EEK, but it will help to some extent to pro-
mote the cereals production. However, the impact will
be limited, as the total revenue per hectare will
increase not more than 5-8%.

In 1996, cereals production reached its lowest level
since independence. Producer prices for cereals
almost doubled in 1996, which resulted in an increase
in the cereals area in 1997. In 1997, wheat produc-
tion is at a higher level - 0.054 million hectares in 1997
- compared to 0.012 million hectares in 1988. Weath-
er conditions during the growing period have a great
impact on the quality of wheat, which may differ
largely from year to year, affecting also the yield per
hectare. In 1996, the cultivation of barley was half of
the pre-independence level, which was caused by a
decrease of animal production. By 1997, rye produc-
tion stabilised to 0.032 million hectares, which is half
of the pre-independence level. The feed use of rye
declined remarkably from 105 thousand tonnes in
1992 to 9 thousand tonnes in 1996.

Main assumptions

B The cultivated area will increase to 0.352 million
hectares by 2003, in order to meet increased
demand for cereals and to decrease the need for
imports.

B In 1995-1997, the average yield was 1.91 t/ha.
Yields will stabilise at 2.10 t/ha by 2003, remain-
ing well below pre-independence level. Due to
unstable weather conditions, annual fluctuation of
yields will remain high - especially if use of fer-
tilisers does not recover.

B As aresult of the development of area and yield,
the production should increase to 741 thousand
tonnes by 2003, from 614 thousand tonnes in
1997.

B Seed use will remain stable at 220 kg/ha.

M Feed use will increase as the animal production
starts to recover. Feed use will increase to 381,5
thousand tonnes by 2003 from 335 thousand
tonnes in 1997.

B Processing will continue to increase by 5% annu-
ally, due to increased demand (breweries).

B Human consumption will increase to 127 kg per
capita by 2003 due to increased demand and
increased number of tourists. Tourism is very

O —

Table 40. Projected cereals owtlook.

1995

000 ha 306
tha 1,67
000t 515
000t 172
000t 12
000t -159,6
000t 8

© 000t 682,6
000t 66
000t n
000t 108

= 000t 12
000t 173
kg 116

% 83

1996 1997 2000 2003
288 325 136 152
217 1.89 2.00 2.10
629 614 668 741
246 140
19 20
227 -121 57 -53
99 25
757 75 726 195
63 70 4 77
389 135 27 182
114 o120 136 149
S 1 6 7 7
182 184 184 180
123 125 127 127

83 86 92 93
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important for Estonia, with some 1.2-1.3 million
visitors annually.

B By 2003, utilisation will totat 794,6 thousand
tonnes. As production covers only 741 thousand
tonnes of demand, Estonia will remain a net-
importer with 52,8 thousand tonnes. The self-suf-
ficiency will be 93% in 2003, which is signifi-
cantly higher than in 1996 (83%) (Table 40).

The 1995 report was much more optimistic, as regards
production and consumption of cereals. Expectations
for the recovery of agriculture - and especially for ani-
mal sector - were at that time very optimistic. How-
ever, recent developments show that the recovery did
not take place as expected.

Production of rapeseed is increasing strongly, but is
still insignificant. The climatic conditions limit the
production potential as well as yield levels per hectare.
By 2003, production may increase to 0.020 - 0.030
million hectares or to 35 thousand tonnes.

4.2.3. Livestock
Main assumptions

B The number of cattle has not yet reached its low-
est level; it will start to increase, at the earliest,
by 1999-2000 at a very slow pace, depending
directly on the development of cow numbers. By
2003, the recovery should pick up to 2.5%. Beef
production will remain a by-product of milk pro-
duction.

B The number of cows has not yet reached its low-
est level. It will start to recover very slowly by

1999-2000 at the earliest. By 2003, the recovery
should pick up to 2.5%.

B The number of pigs decreased in 1996-1997, due
to a dramatic worsening of the price ratio between
pork and cereals and increased low-price imports
of pork. The number of animals will start to recov-
er by 1999 with an annual increase of 4%.

B The number of poultry decreased remarkably in
1996-1997 due to a dramatic worsening of the
price ratio between pork and cereals and low-
priced imports of poultry meat. At farm enter-
prises, the number of poultry increased in 1997.
For the period 1998-2003, the estimated increase
will fasten from 7,5% to 10% per annum to meet
the increasing domestic demand.

B Sheepand goats: In 1997 the number of sheep and
goats decreased by 20%. The number of animals
will continue to decrease until 2000 and then sta-
bilise to the reached level (Table 41).

The new outlook differs from the 1995 outlook
remarkably, especially concerning the production fig-
ures. The main reasons are improved statistics and
delayed recovery of Estonian agriculture. Recent
development also shows that the recovery of agricul-
ture has not yet started as expected. The pace of recov-
ery of animal production will not be fast. The level of
investment to improve the fodder production and farm
technology is low. In beef production, an additional
problem is the low producer price, resulting in a very
poor profitability.

The human consumption of meat was in 1996 approx-
imately 55 kg per capita. By 2003, consumption is
expected to the level of 62 kg, which is equivalent to
human consumption of Finland in 1996.
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Figore 3. The development of milk yields within milk recording herds. -
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4.2.4. Milk

Milk production is traditionally the key element of
Estonian agriculture. In spite of the remarkable reduc-
tion in milk production since 1988, Estonia remained
strongly self-sufficient in milk and dairy products
unlike with all other main agricultural products. Dairy
products accounted for 29% of all agricultural exports
in 1996, which describes well the significance of this

product group (Figure 3).
Main assumptions

B The number of dairy cows will start to recover
slowly by 1999-2000. Up until now, there is no
evidence of a recovery of animal numbers. In 1997

Table 42. Projected milk outlook

000

. 000t
000t

. 000t
- 000t
000t
000t
000t
000t
000t

%
1) Milk and all dairy products exclading butter, as milk equivalent.
2) Calculated as production per domestic utilisstion

the number of calves born decreased by 7%,
which is more than the decrease in the overall ani-
mal number (-5%), indicating that reduction will
continue. The direct support measures starting
1988 will stimulate the number of animals only
slightly, increasing the revenue per cow approxi-
mately by only 700-750 EEK or 7%.

Between 1965 and 1990 the average milk yield
increased from 3000 kilos to 4250 kilos, equalling
on an annual basis with an increase of 1.4%. The
average yield per cow should increase to 4 458
kilos by 2003, which corresponds to the long-
term growth, The exceptionally strong increase in
yield in recent years was due to slaughtering of
cows with weak production potential, which now
has come to an end. In the future, the main empha-

3
000t

1998 1996 2000 2003
211 185 164 174
588 . . 3809 4201 4458
i 7 Y 7 4 © 694 785
ey 3
12 22
11 20 24 28
696 656 670 758
91 99 107 114
115 158
321 335
206 177 156 233
400 404 407 410
295 295 285 294
144 134 135 150
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sis is put on increasing the yield instead of the
number of cows.

B Asaresult of the expected development cow num-
bers and yield, the production should increase to
785 thousand tonnes by 2003 from 675 thousand
tonnes in 1996.

B Feed use will increase annually by 2% due to the
intensification of dairy production.

B Human consumption of milk and dairy products
excluding butter will increase annually by 1% due
to an increased demand (yoghurt, cheese).

B In 1996, the self-sufficiency level of milk was
134%, but the rate is expected to increase to 150%
by 2003 due to increased production. Net-export
figures of processed products result from the col-
lusion of production and consumption. Net-
exports of fluid milk will increase from 20 thou-
sand tonnes in 1996 to 234 thousand tonnes by
2003. Net-exports of processed products -
expressed as milk equivalent - will increase from
177 thousand tonnes in 1996 to 233 thousand
tonnes in 2003 expressed as milk equivalent
(Table 42).

4.2.5. Beef

Beef production is highly depending on the develop-
ment in the dairy sector. The number of cattle con-
tinued to decrease by 8% in 1997 with an ending
stock of 313 000 animals on 1.1.1998. The number
of dairy cattle is expected to start to recover in 1999-

2000, although at a very slow pace (1% per annum
fastening to 2.5% by 2003) which implies that the
number of cattle is starting to recover as well. The
recovery can only be slow in the beginning, because
the number of calves born in 1997 decreased by 7%
as compared to 1996. Due to low producer prices for
beef and hence a low profitability, few calves were
left alive for beef production in 1997. This indicates
that production of beef is continuing to decline.

Main assumptions

B Total slaughters are linked to a certain ratio
between cattle and slaughter numbers, according
to which 44% of the total cattle number were
slaughtered in 1996. The ratio is expected to
decrease to 40% in 2003 alongside with an
increasing carcass weight and a change from a de-
stocking to increasing animal number. There is a
certain potential in increasing the average carcass
weight of animals from its present estimated level
of 140 kilos of carcass weight to 168 kilos per ani-
mal. A low carcass weight would result from de-
stocking.

B Human consumption declined sharply after inde-
pendence from 25 kilos per capita in 1992 to
18 kilos in 1996. Consumer preference for beefis
lower than for pork. Slowly increasing purchas-
ing power is likely to result in an increase in pork
consumption and in particular in poultry con-
sumption. Beef consumption per capita will
increase from 17.5 kg in 1998 to 18 kg by 2003.

Table 43. Prejected beef outlook.

1995
Cattle mmber 000
Total staughters 000 186
Average carc weight kg 139
Production 000 t 258
Imports? 000 t
Exports® 000t 1.8
Net-exports 000t - 08
Human consumption 000t 249
" -kg/capita - kg 16.7
Self-sufficiency® % 103

1) As mest equivalent 2) Calculated as production available for utilisation

2

09

1996 1997 2000 2003
370 - 343 325 348
161 152 140 139
137 149 154 168
221 213 25 234
46 '

0.1
4.6 42 38 -18

26.7 524 253 252

18.1 174 17.7 18.0
83 8 85 93
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B At present, the self-sufficiency level of beef is
83%, but the rate is expected to increase to 93%
by 2003 due to increased production. Net-export
figure result from collusion between production
and consumption. Up until now Estonia has been
a net-importer of beef (Table 43).

Milk and beef production is concentrated in big units.

The milk recording system covers 72% of total num-
ber of cows. According to the information based on
milk recordings, 78% of dairy cows are on farms with
more than 100 cows and the 20 biggest herds account
for 17% of the total herd. In the future, the milk and
beef production is assumed to stay concentrated in big
units. The increase of herds in private family farms
has been slow.

4.2.6. Pig meat

The number of pigs decreased heavily, by 74% dur-

ing the period 1988-1998. Even in 1996-1997 the
number of pigs decreased heavily due to a dramatic
worsening of the price ratio between pork and barley
and increased low-priced imports of pork meat. Self-
sufficiency dropped from 111% in 1992 to 85% in
1996. The most recent animal numbers from the
beginning of 1998 indicate only a slight increase of
1% over a one-year period. However, the number of
piglets born increased by 1% in 1997.

Main assumptions

B Total slaughters are take from the historical pro-
duction cycle, being approximately 10 months
taking into account the total pig number.

B Number of animals will start to recover in 1998
at a slow pace (3% per annum).

W Average carcass weight will increase by 1999 to
75 kilos.

B Due to the development in animal number and car-
cass weight, pork production will recover by 2003
to the level of 1996. The bottom of production will
be reached in 1998; the recovery will not start
before 1999. The net-imports of pork will peak in
1998-1999, equalling 10-11 thousand tonnes.

B Human consumption will increase from 25.2 kilos
in 1996 to 28.6 kilos per capita by 2003, recover-
ing to the 1992 level.

B In 1996, self-sufficiency level of pork was 8§5%,
but the rate is expected to decrease further to 70%
in 1998 due to a decrease in production and an
increase in consumption. By 2003, self-suffi-
ciency will recover to 81%.

B Net-export figures are a result of the collusion
between production and consumption. Up until
now, Estonia has remained a net-importer of pork.
However the recent vertical integration between
slaughterhouses and pork producing farm enter-
prises, may lead to a more speedy recovery of
sector (Table 44).

Juble 44. Projected pork outlook

| ST

DT 1995 1996 1997 2000 2003

Pig mumber 000 460 449 298 334 361

Total slaughters 000 522 503 418 385 434

Average carc weight Kg 68 63 7 75 75

Production 000t 354 317 30.1 289 125

Imports®. 000t 46 93

Exports® 000t 36 25

Net-cxports . 000t -1.0 6.9 63 99 15

Stock change 000t 0.0 -1.3 13

Human consumption 000 t 36.4 373 317 38.8 40.0
= kg/capita Kg 244 252 258 272 28.6

Self-sufficiency? % 97 85 80 74 81

'1) As meat equivalent. 2) Calculated as production available for utilisation
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During 1996-1997, pork prices increased to the EU
level. In spite of this, the profitability of pork pro-
duction decreased significantly between 1994 and
1996 due to a fast increase in barley price. This result-
ed ina remarkable decrease in animal number in 1997
(see page 20). The price ratio between barley and pork
is not expected to worsen further, because nowadays,
Estonian producer prices for pork and barley match
quite well with international prices. However, the fluc-
tuation in international pork prices is expected to con-
tinue further, affecting also Estonian prices.

4.2.7. Pouliry

The number of poultry decreased heavily, by 66%
during the period 1988-1997. In 1996-1997 the num-
ber of poultry decreased further due to a dramatic
worsening of the price ratio between poultry and bar-
ley and due to increased low-priced imports of poul-
try. The level of self-sufficiency dropped from 102%
in 1992 to 25% in 1996. The price ratio improved
again in 1997 which, according to the most recent fig-
ures, led to an increase animal numbers. Despite this,
poultry production is at present affected by low-priced
imports (Table 45).

Main assumptions

B Livestock number will start to recover in 1998 by
5%, increasing further in 2002-2003 to 10% in
order to meet the increasing domestic demand.

B The price ratio between poultry and barley is not
expected to worsen any more, because present
Estonian producer prices compare quite wetl with
international prices.

B Total slaughters are based on the historical pro-
duction cycle; the intensity will continue to
increase.

B Average slaughter weight will increase from
1.12kg in 1996 to 1.24 kg by 2003 due to the
intensification of production.

B Asacombined effect of the number of slaughtered
animals and carcass weight, production could
increase from 4.3 thousand tonnes in 1996 to 10.4
thousand tonnes by 2003.

B Human consumption per capita will increase
steadily by 2.2% per annum to 14.6 kg by 2003.

B Foreign trade expanded dramatically in 1996 and
1997. This is due to low-priced imports of poul-
try from USA and Canada, which were re-export-
ed to Russia. An additional reason for increased
tmports is the insufficient domestic production.
Net-imports will peak in 1997-1998 in an order
of magnitude of 13.4 thousand tonnes. The level
of net-imports will decrease to 10.4 thousand
tonnes by 2003. Self-sufficiency is still low at
51% in 2003

Tuble 45. Projected pouliry outlook.

L1998

1997

Poultry sumber =~ 000 73130 - - 2911 2328 2821 3755
Total slsughters. .. 000 . 5111 C 3802 3982 5501 8448
Average carc weight ‘ kg D B INEE R VA 113 118 1.24
Production © - ‘ 000t 58 43 45 6.5 104
Imports” . 000t 89 15.0 75

Exports® 000t 40 - 23 - s8]

Net:exports 000t 49 126 -134 -126 -10.0
Huoman consumption 000t 107 169 179 19.1 204
. - kgfeapita \ kg 12077 1A 122 134 14.6
Belf-sufficiency” % 8% ;28 25 3 51
1) As meat equivaent. 2) Calolated as production available for utlisation

62 < CEC Reports - Estonia




Glossary/Abbreviations

ARLCF Agriculture and Rural Life Credit GATT  General Agreement on Tariffs and
Fund Trade

EFTA Baltic Free Trade Agreement GDP Gross Domestic Product

CEECs Central and Eastern European ha Hectare
Countries

IMF International Monetary Fund
CEFTA Central European Free Trade

Association MEN Most Favourite Nation
COMECON Council for Mutual Economic MMPP  Minimum Marginal Purchase Price
Assistance
NIS Newly Independent States
CPI Consumer Price Index (from the former Soviet Union)
ECU European Currency Unit OECD  Organisation for Economic
Co-operation and Development
EEK Estonian Crown
PPS Purchase Parity Standard
EU European Union
SMP Skim milk powder
FAO Food and Agriculture Organisation
TAIEX  Technical Assistance Information
FDI Foreign Direct Investment Exchange Office of the European
Commission
FTA Free Trade Agreement
(Tariff concession) WTO World Trade Organisation
GAO Gross Agricultural Output WB World Bank
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Annex 1:

The veterinary Sector in Estonia

prepared by the Technical Assistance
Information Exchange Office (TAIEX)

In Estonia agricultural trade is still of great impor-
tance to the agricultural sector. Risks arising from
inadequacies in the animal and public health sector
are therefore very big, as would the cost be of possi-
ble consequences arising from any shortcomings.
Accordingly, the efficient functioning of the veteri-
nary sector is essential for the accession of Estonia to
the EU.

In a functional analysis of the veterinary sector at
least five sub-sectors are to be distinguished.

1. Veterinary Education and Training
Sector

1.1 The veterinary qualification can only be obtained
at the Estonian Agricultural University at Tartu.
The number of veterinary students accepted annu-
ally is about 25, which represents 0.0015% of the
Estonian population, a percentage close to the
average Member State figure (e.g. Germany).
Enough veterinary professionals are therefore
supplied. However, the Tartu veterinary faculty
has not undergone a full evaluation procedure
with regard to the application of EU training
schemes and teaching programmes.

1.2 Postgraduate training has been provided by dif-
ferent TAIEX seminars and Phare programmes,
on top of postgraduate studies organised by the
State Veterinary Department, the Tartu Veterinary
faculty and the Estonian Veterinary Association.
This aspect seems to have sufficient coverage, if
it is continued on the implementation and appli-
cation of the EU veterinary acquis.

2. The State Veterinary Sector

2.1 The State Veterinary Sector in Estonia has recent-
ly been reorganised. Changes were introduced as
from January 1998. As the traditional line struc-
tures and chain of command in the process of
reorganisation are not yet clear, it would be appro-
priate to make an assessment of the efficiency of
the new structures relatively soon.

2.2 Estonian veterinary legislation is still not com-
pletely in line with EU veterinary rules, repre-
sented by more than 100 basic directives and reg-
ulations. Because of the enormous workload, the
progress in legal harmonisation and transcription
has to be monitored quite carefully. The newly cre-
ated Veterinary and Food Department in the Min-
istry of Agriculture (MoA) has been given the
responsibility of preparing all aspects of veteri-
nary and food legislation.

2.3 On the other hand, the State Veterinary Depart-
ment, outside the Ministry of Agriculture but
reporting directly to it, is now the structure for the
execution of internal veterinary legislation and
border controls. With the ongoing reorganisation,
the division of tasks will become much clearer
than it is for the moment. In the past there was a
straight chain of command from the State Veteri-
nary Department, headed by a Chief Veterinary
Officer, down to 17 district veterinary offices and
community veterinarians. The State and 10 dis-
trict veterinary laboratories as well as 8 Border
Inspection Posts (BIPs) were directly attached to
that chain of command. The number of veterinary
staff at all levels (617 employees) including com-
munity veterinarians seems sufficient to carry out
present tasks. The competence given to cover the
EU veterinary acquis is adequate.
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2.4 However, it is appropriate to examine the new
structure for the execution of veterinary legisla-
tion with regard to the veterinary line structures
needed, including appraisal visits to laboratories
and BIPs.

2.5 The veterinary BIPs need new structures for bor-
der inspections to be carried out according to EU
requirements. Financial resources to establish
inspection and storage facilities are to be allocat-
ed only for those BIPs needed following the acces-
sion of Estonia to the EU. The accession of neigh-
bouring countries has to be considered in this
context. In total, 11.000 consignments of items of
veterinary concern were released through the
Estonian veterinary BIPs in 1996, whereas 24.000
consignments were inspected for export.

2.6 All BIPs are linked with the State Veterinary
Department through a computerised network.
This is not the case for the district veterinary
offices and laboratories, which should likewise be
part of the communication network.

2.7 The animal health situation in Estonia is extreme-
ly good compared to the EU. There are no serious
animal disease outbreaks except 100 cases of
rabies per year. Disease monitoring and surveil-
lance plans as well as contingency plans are to be
elaborated under the ongoing Phare projects.

2.8 The application of EU technical standards in ani-
mal welfare for keeping pigs, calves, laying hens
and laboratory animals as well as for the transport
and slaughter of animals is pending enforcement,
following the harmonisation of Estonian welfare
legislation with the corresponding EU rules.

2.9 The application of technical standards and
CP/HACCP principles by the industries
concerned, particularly in the veterinary public
health sector, is in its early stages, whereas the
Estonian residue monitoring and sampling plan is
seeking approval by the EU. The need for the
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elaboration of zoonosis control plans has also
been recognised.

3. The Private Veterinary Sector

3.1 The private veterinary sector has been established

in Estonia since 1992. Running a veterinary prac-
tice is subject to a license, issued by the State Vet-
erinary Department. So far, 682 personal veteri-
nary and 84 company veterinary licenses have
been delivered. Some 240 private veterinarians
also work as community veterinarians, under con-
tract the State Veterinary Department. All private
veterinarians are involved in animal disease con-
trol and are obliged to notify disease outbreaks to
the State Veterinary Department. They also sup-
ply veterinary pharmaceuticals and biologicals
like vaccines to the farmers.

3.2 There are now close contacts with the Federation

of Veterinarians of Europe (FVE) to establish a
professional regulatory body.

4. Livestock Sector

4.1 Atpresent, there are no complete registers of hold-

ings/herds in Estonia. It is therefore only possi-
ble to estimate the number of holdings/herds
(~25.000 in 1997). The situation of cattle herds
under a pedigree breeding and milk recording
scheme is more clear, representing ~67% of all
Estonian cows and 7% of the herds. At present,
movement control within Estonia is based on cer-
tificates issued by community veterinarians. This
system works for 50% of cattle movements.

4.2 There is no doubt that the identification and move-

ment control systems for cattle (343.000 - 400.000
heads), pigs (301.000), sheep and goats (36.000)
and horses (4200) will have to be improved and
built up to the required EU standards.




4.3 Although the animal health situation is very good,
the creation of a national animal health trust fund
could help prepare for an emergency, in which the
EU’s eradication policy had to be applied to live-
stock. At present, rules on compensation for farm-
ers exist in draft form only.

5. Processing Industry under EU
Veterinary Legislation

5.1 EU veterinary legislation covers a wide range of
industries which handle products of animal ori-
gin or produce products for animals, such as drugs
or feed. Concerning trade, for Estonia by far the
most important are the fish and dairy industries,
followed by the meat industry. All have to meet
detailed technical standards and to apply either
CP/HACCP concepts or good manufacturing /
good laboratory practices in their daily opera-
tions. It is evident that considerable investments
have been made in the fish sector to upgrade pro-
cessing facilities. A quarter of the 89 plants have
been approved for exports to the EU; None of the
27 dairy, 231 red meat or 13 white meat plants
have reached EU standards yet, according to the
approval procedures.

5.2 In planning the agricultural budget, the need for
substantial investment in these industries will have
to be taken into account, if a major obstacle to
improving the whole agricultural sector is to be
removed.

6. Conclusion

Livestock, meat and dairy production remain impor-
tant to the Estonian economy. For Estonia to trade with
the EU in these products, EU equivalent veterinary
standards must be introduced. This is now taking place
and, so far, potential difficulties in maintaining ade-
quate animal and public health controls during pri-
vatisation and restructuring of both land and the vet-
erinary service have not been evident. However,
further progress is required in introducing communi-
ty veterinary systems, which would allow Estonian
agriculture to be included in the EU’s Internal Mar-
ket. This will also require significant investment in
slaughterhouses and processing plants and training of
veterinary staff in both the public and private sectors.
The fish sector, which is also important, has howev-
er benefited from much investment, with satisfacto-
ry results.
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Annex 2:

Phare in the agricultural sector

1. Basic data

EU assistance to Estonia commgnced under the 1991
TACIS programme, and has been extended by
PHARE since 1992.

The overall PHARE allocation 1991/1997 amounts to
135 MECU. In addition, the EU provided 20 MECU
of loans (structural adjustment).

During the same period, World Bank loans repre-
sented 75 Mio USD, and EBRD assistance amount-
ed to 58 Mio USD.

The PHARE allocation for the period 1998-1999 is
approximately 30 MECU.
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2, Assistance in the agricultural sector

From 1991-1997, PHARE commitments in the agri-
cultural sector amounted to 7.4 MECU, around 5% of
the total commitments.

During the first years (1991-1994), assistance to agri-
culture has not been considered as a priority by the
Estonian authorities and the Commission, and no
PHARE funds were allocated.

From 1995 to 1997, approximately 10% were devot-
ed to agriculture and food industry, to support pro-
jects in the field of :

- land reform, cadastre, land policy management
(2 MECU)

- support to the Ministry of Agriculture (including
policy advice, statistical registration system)
(2.7 MECU)

- agriculture development (advisory service, micro-
credit scheme, rural diversification (1.1 MECU)

- food control (1.1 MECU)

- food industry improvement (0.4 MECU)

Proposals for the 1998 programme, to be adopted in
September, focuses (apart from 3 MECUS for the
Special Preparatory Programme for the Structural
Funds) on the phyto-sanitary sector (1.8 MECU) and
statistical network (0.7 MECU)

The 1999 programme could be mainly devoted to the
veterinary sector (after the results of a comprehensive
evaluation of the state of play) and the continuation
of the assistance in the statistical sector.
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