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Introduction

In 1995 DG VI published a series of ten country
reports and a summary report on the agricultural sit-
uvation 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
publications, which cover Bulgaria, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, Slovakia and Slovenia, provide an
update of the 1995 reports and take the outlook hori-
zon 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 Common Agricultural Policy after
2003.

The accession process was officially launched on
30March 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
accession. A main priority is adoption of the
“acquis”, the body of Community legislation,
including for agriculture the sensitive areas of vet-
erinary and phytosanitary legislation.

As was the case in 1995 the individual country
reports have been prepared by the services of the
Commission in 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 co-
operation with other services of the European Com-
-mission and with external experts. Data originate
from various sources, mainly national statistics and
economics institutes, FAO, OECD, and the Euro-
pean Commission (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 fig-
ures were adjusted or replaced by data from other
sources, after discussion with country specialists.
For the commodity supply balance sheets a simpler
approach than by the FAO was used, taking into
account trade in agricultural commodities up to the
first processing stage, but not in further processed
products.
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The main objective was to obtain a dataset which
was as coherent as possible, offering a good compa-
rability of data.

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
underrecording the increase in private sector activi-
ty. 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
original 1995 dataset has been improved and further
adapted to DG VIs analytical needs.



Executive Summary

General economic situation

Latvia, with a population of around 2,46 million,
had in 1997 a gross domestic product (GDP) of
ECU 4 743 million (expressed in current prices),
equivalent to 14 119 million ECU at purchasing
power parity. The first years of independence and of
economic transition were marked by a dramatic
output decline. Economic growth resumed in 1996
at a rate of 3,3 % and accelerated sharply in 1997
to 6,5 %.

The exchange rate of the Lat has been relatively sta-
ble against the ECU. Inflation is down to 6 % in
1998, from a peak of three digits in 1992. Prudent
fiscal policy, and the withdrawal of the government
as a major borrower from the domestic market has
allowed a decline in commercial credit rates, and an
increase in the volume of lending to the private sec-
tor by commercial banks. Commercial lending rates
for short-term credits fell nominally to around 13 %
by the end of 1997.

Non-working persons, registered with the State
Employment System in January 1998, numbered 89
558. This represents a rather moderate official
unemployment rate of 6,7 %. Considerable regional
disparities exist. In areas around Riga, unemploy-
ment is around 4 %, whereas in other parts, unem-
ployment exceeds 26 %. In addition, there is a sig-
nificant level of hidden joblessness.

Compared to the first 11 months of 1996, Latvia’s
total exports grew in 1997 by 21,6 %, while its
imports grew by 25,5 %. The gap between the gross
value of exports and imports has continued to grow.
Latvia’s major exports were wood pulp and wood
pulp products (29,9 %), textiles and textile products
(15,6 %), food products (up to 14,5 %), and
machines, mechanical devices, electrical equipment
(9 %). The EU has been growing in importance as an
export market with a share of around 50 % in 1997.

Agriculture in the national economy

In 1996, agriculture and agro-processing accounted
together for around 15 % of GDP. The importance of
primary agricultural production in terms of GDP is
declining. In 1996, the percentage of primary agri-
cultural production amounted to 7,6 % of total
added value and it fell to 6,9 % in 1997.

In 1997, around 17 % of the working population
were employed in agriculture, whereas 3 % were
employed in the food processing industries.

Increasing prices for agricultural commodities and
the steady decline in real income since 1990 led to
changes in the patterns of food consumption. Con-
sumers substituted cheaper products for more
expensive ones. As a result, consumption of dairy
products, meat, fish, eggs and sugar declined, while
consumption of potatoes, vegetables and edible oils
increased.

The proportion of household spending on food
increased to 52,2 % in 1996 from 44 % in 1995
because of large retail price increases. In 1997 the
turning point may have been reached when house-
hold expenditures fell to 49 %.

Land use and farm structures

Total agricultural area in Latvia is 2,52 million ha
(39 % of its total land area), of which 1,7 millionha
are classified as arable land (67 %). 44 % of Latvia
is covered by forests (2,9 million ha) and timber pro-
duction is rising steadily. The most fertile soils can
be found in the plains to the south of Riga, where
most of the sugar beet production and also fruit and
vegetable production is concentrated. The central
and eastern mountainous areas are less favourable
for crop production and are therefore dominated by
cattle breeding.

CEC Reports - Latvia > 7



In 1997, the sown area accounted for 1 million ha,
which represents only 40 % of the agricultural land.
Meadows and pastures cover about thirty percent of
the agricultural land. The land use for the remaining
30 % is not clear; a reasonable assumption appears
to be that this proportion is idle.

A significant feature of the changes in the arable
sector was the sharp decline of the production of
fodder crops which, in 1997, accounted only for half
of the area used for these crops in 1990. While sugar
beet, oils seed and vegetables represented a low per-
centage of the total sown area, with the absolute
number of hectares decreasing over time, the
increase of the total sown area from 1996 onwards
resulted from an increase in the cereals. Potatoes
remained broadly stable with some fluctuations
reflecting short-term responses to the market situa-
tion.

With the land privatisation process winding up, land
division has resulted in 95 000 family farms with an
average farm size of 23,6 ha; this includes on aver-
age 13,7 ha of agricultural land and 7,7 ha of forest.
Additionally, there are 173 000 household plots with
an average size of 7,9 ha, including 4,9 ha of agri-
cultural land and 2,1 ha of forests. There are 474
agricultural enterprises and statutory companies and
81 specialised State farms, which together own
around 5 % of the total agricultural land.

Delays in land titling and registration have seriously
constrained land transactions. As a consequence, a
functioning land market has not really evolved yet.

Agricultural production

Following the major drop in farm output in the tran-
sition period, the level of production started to sta-
bilise in 1997. Gross agricultural output even expe-
rienced a minor increase in 1997 when it reached
LVL 9,100 million. The tendency towards stabilisa-
tion was totally due to a rise in crop output as live-
stock production continued to decline.
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Cereals have been the most important arable crops
grown over the last decade on roughly half of the
cultivated area. An upward trend in the total sown
area could be observed since 1996, which kept
momentum in 1997 reaching 482,7 thsd. ha. The
area sown with cereals is, however, still 30 % below
its 1990 value. Yield reached on the average of all
types of cereals 2,14 t/ha in 1997. Total grain pro-
duction recovered from a low level of 687.000 t in
1995 to 1.037.000 t/ha in 1997.

Both the potato area and harvest remained stable in
the first third of the decade with some fluctuations
due to weather conditions. In 1997, the potato area
reached its low at 69 thsd. ha. With yields remaining
stable, the level of total production followed the
decline in area and reached 843 thsd. t in 1997.

The area planted with sugar beet has been relatively
constant reaching 11 thsd. ha in 1997. Sugar yields
and sugar content were relatively low, especially in
the first years of the reform period, while recovering
to the pre-reform levels in 1997. A recovery of sugar
production could be observed during the last three
years up to a level of 387 thsd. tonnes in 1997.

The main fruit grown in Latvia are apples and other
tree fruits, which account for roughly 90 % of total
fruit production. Other fruits grown are strawber-
ries, raspberries and black- and red currents. The
area under fruit trees has declined in recent years,
whereas the area planted to berries has increased,
mainly in small household plots.

The cultivation of vegetables increased, mainly on
household plots, whereas professional production on
large-scale farms has dropped significantly in recent
years. As a net effect, total production dropped to lit-
tle more than two thirds of its pre-independence
level and reached 146,5 thsd. tonnes in 1997.

In 1997, dairy production accounted for roughly one
fourth of total agricultural output and half of the
livestock part in GAO. Between 1990 and 1997,
total milk production has been reduced to half of its



pre-reform level. The decline in cow numbers,
which continued up to 1997, was outweighed in
recent years by increasing yields per cow, resulting
mainly from the selection of more productive cows
in the de-stocking phase. As a net-effect, production
shows a certain recovery in 1997 with a level of 986
thsd. tonnes.

Beef meat has turned to hardly more than a by-prod-
uct of milk-production, with a contribution to the
livestock GAO of not more than 10 % in 1997.
The cattle inventory showed a decline from about
1,47 million animals in 1990 to almost a third, i.e.
509 thsd. animals, in 1997. At the same time, the
proportion of dairy cows in the herd increased from
37 % in 1990 to 54 % in 1997. Total production of
beef and veal was at a level of 125 thsd. tonnes in
1992. Until 1997, total production experienced a
dramatic contraction, falling to only 27,6 thsd.
tonnes.

Developments in pig production, which was before
independence was the most important part in meat
production, witnessed a sharp decline. The steady
decline came to an end in 1997 at a production level
of 44,5 thsd. tonnes which represents only a third of
the pre-independence output. The main problem of
the transition process was the deterioration of pro-
duction capacities in units of a competitive size.
Individual farms and household plots increased their
share in stocks from 13 % in 1990 to 60 % in 1997.

In 1997, production of poultry meat reached with
7,6 thsd. tonnes, only a fifth of pre-independence
level. Its share in livestock GAO accounted only for
4,5 %. Production of poultry meat used to be con-
centrated in a few very large-scale state enterprises
which accounted, in 1990, for 90 % of the stock, and
- after their transformation into private statutory
companies - still hold a share of 70 %.

Egg production has a higher share than poultry meat
within GAO. In 1997, its proportion was 12 %. Total
production was 464,7 million eggs in 1997 - half of
its pre-independence level. Egg production has

experienced, however, a positive development over
the last four years. In 1997, production was 30 %
higher than in 1994, when production hit its lowest
level.

The forest sector has a high potential that could be
mobilised relatively easily. In the last few years, the
timber harvest has markedly increased. In 1997,
9 million m? (about 3,1 m*ha) were cut as compared
to only 4,4 million m* (about 1,6 m*ha) in 1991. The
1997 figure may be considered having reached the
limit of increment. For the future economic devel-
opment of Latvia, the forestry sector and its related
industries have a significant potential.

Agricultural frade

Following liberalisation, trade patterns changed dra-
matically. Over the last 5 years, Latvia changed from
a net-exporter of agricultural commodities to net-
importer, while the share of agricultural trade in
total trade is still significant.

Agricultural exports were at LVL 141,1 million in
1997, which is an increase of 5 % as compared to
1996. Agricultural exports accounted in that year for
14,5 % of total exports. Agricultural imports
increased from 1996 to 1997 by 28 % reaching LVL
219,5 million. This represents a proportion of 15 %
of total imports. The trade deficit in agricultural
commodities 78 million LVL in 1997.

The rise in imports of food products gathered
momentum in 1995, notably for products such as
fruit, sugar, tropical beverages and cocoa. By the
end 1997, it was estimated that grain imports, which
had in the past accounted for one quarter of total
agro-food imports, had fallen to around 3,7 % of the
total value. The main imports were alcoholic bever-
ages, juices and mineral water, fish, sugar, and fruit
and vegetables. Traditional export commodities like
meat and live animals reached a remarkable share of
5 %.
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The main destination of Latvian agricultural exports
has been the NIS. The Russian and especially the St.
Petersburg regions remain an important market,
since both the difficulties in attaining EU produc-
tion standards and the longer distances to large
Western markets make a significant shift of trade
flows towards the EU difficult.

As far as imports of agricultural and food products
are concerned, the Member States of the European
Union have become the largest partners. In 1997, the
EU share in Latvian agricultural imports accounted
for 53 %. The CEECs have become the second rank-
ing source of agricultural imports. Showing high
fluctuations in recent years, their share more than
doubled between 1990 and 1997.

Up- and downsiream sectors

Within the agricultural industry, privatisation in the
processing industry and the food sector started in
1992-1993 and is now virtually complete.

During the last three years, food processing account-
ed for 8 to 9 per cent of total GDP and for about 40
per cent of GDP in manufacturing. Roughly 400 dif-
ferent food—proceésing plants exist in the country.
These employ about 30 000 people or 3 % of the
total number of employed persons, with an average
output per employee of about LVL 17 000 per year.
There are a relatively large number of meat, dairy
and mill processing firms (140, 73 and 17 respec-
tively). 65 % of these firms are estimated to employ
less than 100 people - only 5 % have more than 500
employees.

Both the dairy industry and the milling industry,
where the four largest milling enterprises have a
market share of 60 %, reveal growing concentration.
At the same time enterprises have started to spe-
cialise, targeting a definite segment of the consumer
market with their production activities. The milk-
processing sector has specialised in either whole
milk or products such as cheese or ice cream.
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First signs of a positive development reveal a certain
improvement in competitiveness. Growing Western
imports put pressure on the Latvian food industry to
reorient towards meeting consumer requirements by
increasing the quality and variety of food products,
as well as improving the packaging. Nevertheless,
serious problems remain to be solved. The quality of
Latvian food industry output; although improved,
still varies greatly, reducing the export possibilities
for such products, especially to the West. The out-
dated machinery and the lack of access to capital
also hamper the competitiveness of this sector.

Environmental aspects

The Soviet regime left Latvia with a set of environ-
mental problems concerning eroded land, polluted
sites, and hazardous livestock units.

The main environmental problems related to agri-
culture include the eutrophication and pollution
caused by nitrogen, phosphorus and other biogenic
materials, pesticides and heavy metals. A major
problem is the pollution of the Baltic Sea. In 1993,
wastewater resulting from agricultural activities,
food processing and fishery production represented
21,3 % of total wastewater discharges in Latvia.

The use of pesticides and synthetic fertilisers fell
sharply over the last few years. While this poses
problems for agricultural productivity, the implica-
tion for the environment is clearly that the risk of
pollution from farm inputs has, at least on the aver-
age, diminished.

Agricultural policies

After independence Latvia adopted a liberal profile
in agricultural policy. Support has been provided
mainly by border protection measures. The current
political discussion within the farm sectors points,
however, towards a higher engagement by the state
in the development of the agricultural sector. The



agricultural budget reaches LVL 39,64 million in
1998, which is a spectacular increase of 40 % as
compared to the budget of 1997.

The limited use of price support over the past years
led for most commodities to prices, which are sig-
nificantly lower than the comparative EU prices.
The price gap between Latvian producer prices and
EU prices is less significant only for those com-
modities where EU price support has been moder-
ate, for example pig meat and rape seed, or for
which a high world market price could be observed
as for cereals over the last few years. For poultry,
Latvian prices are even higher, since tariff rates are
higher than in the EU.

Agricultural commodities, which are domestically
produced are protected with tariff rates ranging from
25 % for wheat to 60 % for refined sugar. The Gov-
ernment announced in 1996 its intention to reduce
tariffs from the current levels of 30-50 % to 30 %. In
the year 2000, the differences in tariff rates for dif-
ferent commodities are bound to be reduced, which
will result in lower rates for butter, cheese and pig
meat.

Certain tax reliefs exist to stimulate agricultural pro-
duction in Latvia. Until recently, private individual
farmers, householders and private auxiliary farmers
were not liable to pay income tax on income earned
in agriculture. Property tax is not levied on property
used exclusively for agricultural operations. Since
1995, some reimbursement of excise tax on diesel
fuel used in agriculture is granted for agricultural
producers.

The agricultural and rural support package for 1998
focuses on addressing structural problems and the
development of rural areas, including an improve-
ment of the rural environment. Provision of support
is geared towards preparing for integration into the
European Union Common Market and compliance
with EU production requirements. It will also pro-
vide an element of co-financing in the context of EU
pre-accession policies.

The 1998 budget foreseen for structural policy and
rural development support reaches in total LVL
17126,7, which represents 43 % of the agricultural
budget. The funds allocated to different programme
areas include support of modernisation and
improvement of productivity, the development of
marketing channels, diversification of income
sources of farm households, agri-environmental
activities and credit guarantees.

Latvia signed the Agreement on Free Trade and
Trade-related Matters with the EU on 18 July 1994.
Under this agreement, which entered into force on
1January 1995, the EU eliminated restrictions on
imports of industrial products from Latvia in Janu-
ary 1995. For agricultural and food products, the
agreement provides for reciprocal trade concessions.

These concessions represent a significant potential
for Latvia to export to the EU its meat and dairy
products. Unfortunately, a lot of current access is
not taken up due to Latvia’s inability to comply with
EU import requirements. Some progress has been
achieved to date, which is illustrated by the fact that
since January 1998 six dairy processing establish-
ments have been licensed to export to the EU. How-
ever, as of July 1998, no Latvian slaughterhouse has
received the authorisation for exports to the EU.

Serious efforts are being made to adopt the “acquis”
in the field of agriculture. This includes the intro-
duction of measures to modernise agricuiture as
mentioned above. Measures to bring Latvian agti-
culture into line with EU environmental require-
ments and rural development measures are due to
start in 1998 and are envisaged to be strengthened in
subsequent years. A good deal of legislation on vet-
erinary, phyto-sanitary, and quality- and health-
related standards is in preparation or has already
been established and, at least in parts, implemented.
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General Outlook for Latvian
Agriculture

The stabilisation and recovery of Latvian agriculture
is highly dependent on general economic growth
and growth in consumers’ real income. Recent fig-
ures show signs of a recovery in the macro-econom-
ic situation. GDP increased in 1996 for the first time
in the Nineties and reached in 1997 a strong growth
rate of 6,5 %. These growth rates are likely to be
maintained for the near future.

With the strong growth of GDP, the real income per
household increased. The population of only 2,6 mil-
lion inhabitants has, however, only limited purchas-
ing power and the market for processed, high value
added products is small. Positive developments in
per capita consumption of some products like white
meats, potatoes and vegetables may be offset to
some extent by a further decline of the Latvian pop-
ulation, which is assumed to continue, although at a
lower rate (0,6 %).

In line with the overall economic development, agri-
cultural production recovered somewhat in 1997,
but at a slow pace. This recovery was due to an
increase of crop production, whereas the decline in
livestock production continues, although at lower
rates. With a view to the future trend it appears rea-
sonable to assume that crop production will contin-
ue to recover much quicker than the livestock sector,
which is particularly in need of investment.

Total agricultural land is assumed to remain at the
1997 level of 2,53 million hectares. The share of idle
land will most probably continue to decrease again,
since parts will be allocated to other use, and parts
will be brought back into cultivation to meet the
increased need for cereals and fodder area. The eco-
nomically favourable long term prospects for
forestry implies an increase in the forest area.

Agricultural production costs are still marked by

low costs for labour and machinery. Labour produc-
tivity is, however, also low, compared to Western
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standards. Production costs per output unit are
affected by low yields in the crop sector due to cli-
matic conditions and the low fertility of the soil.
Feed conversion rates in the livestock sector are con-
siderably lower than in the EU.

Progress in the completion of land registration and
more concentration on structural and rural policies
are likely to give momentum to the structural devel-
opment of agriculture, and improved productivity.
Together with funding from international institu-
tions and the EU pre-accession programmes, such
policies should become an important driving force
in the process of structural adjustment and recovery
of Latvian agriculture.

With the completion of privatisation, an essential
precondition for a recovery of the food processing
industry is met. Although the first positive signs of
an improvement are visible, a significant take-off in
the food processing industry is still awaited. Low
capacity utilisation rates, obsolete equipment, and
the slow pace of renovation caused by the lack of
investment remain serious problems,

Agricultural trade will remain important, but the
trade balance is likely to stay negative after the turn
of the century. Only for cereals and dairy products
will domestic production continue to exceed con-
sumption. The NIS and especially Russia will
remain the principal markets for Latvian products in
the coming years although some cutbacks may result
from the actual economic crisis in Russia. There
would be a chance to reverse the trend of a widening
trade balance for agricultural commodities, if Latvia
manages to take advantage of trade opportunities
established by the free trade agreement with the EU.



Prospects for Crop Production

The recovery in arable production involves a certain
specialisation, which contributes to the relatively
high share of cereals. The cereals area is assumed to
increase to 548 thsd. hectares by 2003, following a
trend which has already started in 1996. As a result
of the development of area and yield, production
should increase to 1246 thsd. tonnes by 2003, from
1038 thsd. tonnes in 1997. By 2003, utilisation will
total 982,8 thsd. tonnes. Self-sufficiency is expected
to be at 127 % by the year 2003, which is signifi-
cantly higher than the level of 1997 (112 %).

Potatoes are reiatively important for the domestic
market and rank second among the marketable crops
produced in Latvia. The cultivated area will stabilise
at the 1995 level of roughly 75 thsd. hectares which,
subject to yields, enables Latvia to reach self-suffi-
ciency in potato production. Production should
increase to 949 thsd. tonnes by 2003, from 843 thsd.
tonnes in 1997. Human consumption will decline
further, as a result of increasing income. By 2003,
utilisation will total 952 thsd. tonnes with self-suffi-
ciency at a level of 99,7 %.

Sugar production played only a limited, albeit stable
role in Latvian agriculture with a share in the sown
area of around 1 %. The cultivated area is expected
to cover 12,3 thsd. hectares in 2003 which is a little
bit higher than the 1997 level and still lower than
that of 1990. As a result of the development of area
and yield, the production should reach 39 thsd.
tonnes of raw sugar by 2003. Human consumption
of sugar, including processed sugar is expected to
increase again to 33 kg per capita in 2003. By 2003,
utilisation will total 79,9 thsd. tonnes. Self-suffi-
ciency is expected to be at 48,8 % in 2003.

Prospects for Livestock Production

Milk production has traditionally been a key element
in livestock production. Since the pre-independence
yield level has been reached again, only a moderate
increase in yield is expected for the coming years. As
a result of the expected developments in cow

numbers and yields, the production should increase
to 1034 thsd. tonnes by 2003 from 986 thsd. tonnes
in 1997. Total human consumption is expected to
reach 759,4 thsd. tonnes in 2003 which would result
in a rate of self-sufficiency of 104,7 % by the year
2003.

A recovery of the dairy herd will also improve the
basis for beef production. The average carcass
weight may increase from its currently low level of
140 kg to roughly 180 kg by 2003, which would still
be only 80 % of the 1990 level. As a result of
increased carcass weight and an increasing herd
size, production is expected to reach 32,4 thsd.
tonnes by the year 2003. Beef consumption will
increase only moderately to 41,8 thsd. tonnes by the
year 2003, with self-sufficiency reaching 77,3 %.

Pig production used to be the most important branch
in Latvian livestock production. The number of ani-
mals is expected to recover from the year 2000
onwards. This implies a forecast pig population of
493 thsd. animals by 2003. The carcass weight is
expected to remain at 84 kg, the average figure for
the last five years. As a result, pork production will
recover by 2003 to a level of 50 thsd. tonnes, an
increase of 10 % over the 1996 level. A moderate
increase in total consumption to a level of 70,7 thsd.
tonnes in 2003 is projected. Self-sufficiency in pork
will be at 70,3 % by the year 2003.

Poultry has kept a small, albeit, stable share (4-5 %)
in the gross output of the livestock sector. Following
the strong decline in animal numbers up to 1997,
livestock numbers will start to recover in 2000 by
5% and increase in 2002-2003 by 4 %. Production
could increase from 7,6 thousand tonnes in 1997 to
10,4 thousand tonnes in 2003. With consumption
per capita reaching 9 kg by 2003, total consumption
would amount to 21,6 thsd. tonnes in 2003, which is
an increase by 15,1 % as, compared to the 1997
level. Self-sufficiency is expected to increase from
1999 onwards up to 48,1 % in 2003, which is
extremely low, bearing in mind that Latvia used to
be a net-exporter of poultry meat.
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1.

The general economic situation

1.1. Macro-economic development

1.1.1. Economic Overview

Latvia, with a population of around 2,46 million,
had in 1997 a gross domestic product (GDP) of
ECU 4 743 million (expressed in current prices),
equivalent to 14 119 million ECU at purchasing
power parity. The population is about 0,7 % of that
of the European Union, while its economy accounts
only for about 0,07 % as measured by GDP. The
GDP per capita expressed in purchase power parity
is about 18 % of the Union average.

The first three years of independence and of eco-
nomic transition were marked by a dramatic output
decline: by the end of 1993 real GDP had halved
compared with 1990. The decline seemed to have
ended in 1994, but the incipient recovery was inter-
rupted in 1995 by banking and budgetary crises
(table 1).

Recent macroeconomic developments in Latvia
have been positive. Economic growth resumed in
1996 at a rate of 3,3 % and accelerated sharply in

1997 to 6,5 %. The increased growth has not result-
ed in any significant inflationary pressures, and con-
sumer price inflation has continued to fall at a
steady pace.

The faster growth continues, however, to put pres-
sure on the country’s external balances, and the cur-
rent account deficit continues to widen. In 1997,
Latvia’s trade deficit and current account deficits
were equivalent to 17 % and 8 % of GDP respec-
tively. Although the current account deficit is high,
it is more than covered by capital inflows; foreign
direct investment is a large component of these
inflows. This has allowed a gradual increase in the
country’s foreign exchange reserves.

The macroeconomic outlook for Latvia appears to
be good, if the country can maintain its current pace
of structural reform and current high investment
rates and if it meets the challenges posed by a low
quality infrastructure, pockets of industrial decline
and urban crisis, conversion of former defence activ-
ities and a lack of economic development in the
rural areas.

Table 1: Main Economic Indicators

Units 1992
Population (end of year) mio 2,61
Economic output (annual change GDP) % -349
Consumer price index (annual average) % 951,2
Current account mio LVL 1429
Exchange rate (annual average) LVL/ECU 0,891
Gross Industrial Product (change in volume) % 44,5
Government budget deficit as % of GDP % | -2,96

Interest rate (central bank lending rate)

Disposable income per household member  LVL
As percent of the previous year %
DGII; CSBL, LSIAE

1993 1994 1995 1996 1997
2,57 2,53 2,50 248 2,46
-14.9 0,6 0,8 33 6,5
109,2 359 25,0 17,7 84
289,0 1124 -9,5 -228,8 -328,7
0,793 0,665 0,690 0,699 0,659
-32,1 -9,5 -6,3 1,4 6,1
0,17 -1,86 -3,1 -1,4 1,78
27 25,0 24,0 9,5 4,0
2741 40,29 49,34 51,52 53,73
197 146,99 122 104 107
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(6]

1.1.2. Monetary Policy and Inflation

The national currency, the Lat, has been informally
pegged to the Special Drawing Rights basket of cur-
rencies since February 1994. As a result, the
exchange rate of the Lat has been relatively stable
against the ECU. Strict adherence to this peg, main-
tenance of which is the cornerstone of monetary pol-
icy, has allowed inflation to come down to relatively
low levels today. Inflation is down to 6 % in 1998,
from a peak of three digits in 1992.

Although the nominal pegging of the currency has
meant that the currency has appreciated in real terms
over time, Latvia still retains a margin of export
competitiveness.

Inflationary pressures still remain subdued; for
example, wage growth in Latvia continues to be low;
however, this is expected to change as growth picks
up. The main impetus for increases in the consumer
price index at the moment continues to come from
the liberalisation of prices.

1.1.3. Budget

Latvia continues to pursue a prudent budgetary pol-
icy which, together with improved tax collection,
and stronger growth, led to a considerable improve-
ment of the fiscal position; in 1997, the general
Government budget registered a surplus.

In the 1998 budget, passed by Parliament on 5 De-
cember 1997, it is envisaged that the State budget
will be balanced, while the general, consolidated
government budget, which also includes the social
security fund, and municipal budgets as well as
other items, projects expenditure of LVL 1 280 mil-
lion (ECU 1 932 million) against revenue of LVL
1211 million, with a deficit of LVL 67,8 million.

In 1996, State spending on agriculture declined by
50 %, because part of the budgetary allocation to
agriculture was used to pay the outstanding State

debt to agriculture from the previous year. A large
proportion of this budget is related to education. In
1997, the agricultural spending accounted for 5,8 %
of the total budget. For 1998, a considerable
increase of the agricultural budget by 34 % has been
decided. As a result, public spending on agriculture
would be 6,8 % of the general budget. The amount
of direct subsidies for agriculture is expected to be
LVL 17,1 million, which is in accordance with the
3% limit stated in the Law on Agriculture of 1996.

Prudent fiscal policy, and the withdrawal of the gov-
ernment as a major borrower from the domestic
market has allowed a decline in commercial credit
rates, and an increase in the volume of lending to the
private sector by commercial banks. Commercial
lending rates for short-term credits fell nominally
from 24 % in 1996 to around 13 % by the end of
1997.

1.1.4. Foreign Direct Investment and Growth

In recent years, Latvia has been successful in attract-
ing foreign direct investment (FDI); the growth in
FDI flows has in large part been related to the recent
acceleration of the privatisation process in Latvia.
The Latvian Development Agency estimates that
between 1990 and 1997, Latvia has attracted LVL
988 million of FDI, of which LVL 232 million was
accumulated in 1997. Investment came mainly from
Denmark, Russia, the USA, Germany, the UK and
Sweden, and was mainly concentrated in the ser-
vices sector (transport, communications and bank-
ing), but also in some specific industries like
forestry and wood processing.

Activity in services, especially in the transport, stor-
age and communications sectors, continues to drive
growth on the output side. A strong factor i the rise
in GDP has been an increase in transit operations.
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1.1.5. Population

The Latvian population is in decline, which was
partly due to the out-migration of residents of Russ-
ian origin. In 1997, the birth rate declined for the
ninth year in a row. The natural growth rate declined
-principally in the depressed region of Latgale
(table2).

The population density is just over 38 inhabitants
per km?, which means the country is sparsely popu-
lated by developed country standards. Around one
third of the population lives in the capital Riga.
Today more than two thirds of the people live in
towns. A trend of migration to the cities, where the
employment situation is much more favourable than
in most rural areas, has led to a particularly high age
structure in rural areas.

1.1.6. Employment

Non-working persons, registered with the State
Employment System in January 1998, numbered
89558. This represents a rather moderate official
unemployment rate of 6,7 %. The private sector,
making up approximately 60 % of value added,
accounts for 66 % of employment,. However, transi-
tion to a market economy and restructuring of indus-
tries with rapidly growing, concentrated capital,
have created severe regional imbalances.

Latvian sources report unemployment rates for 1996
and 1997 of 7,6 % and 6,7 %, respectively. However,
the labour force survey carried out in 1995 indicated
that 19% of the active population were looking for
work and ILO figures suggest unemployment rates of
around 18,3 % and 14,4 % in the years 1996 and 1997.

Although Latvia is a relatively small country, con-
siderable regional disparities exist; generally, the
south-eastern regions are less developed than central
districts. Latvia has a concentrated urban structure

Table 2: Population and Population Density

Units 1992 1993 1994 1995 1996 1997
Resident population 2606 2566 2530 2502 2480 2464
- of which urban Thsd. 1791 1776 1747 1726 1712
- of which rural 815 790 783 776 767
Population density .
- gll areas " . 40,3 39,7 39,1 38,7 38,7 382
- in cities (mbab@w 20107 19692 19329 19062 19062 18720
- in districts per 20,0 20,0 19,6 19,4 19,4 19,16
DGIL; CSBL
N
Table 3: Unemployment in Cities and Rural Areas
Units 1993 1994 1995 1996 1997
Unemployment rate (national sources) % 58 6,5 6,6 7.2 6,7
Unemployment rate (ILO) % 189 18,3 144
Unemployed
- in cities (national sources) % 4,0 4,1 48 438 44
- in districts (national sources) % 9,8 9,5 10,1 10,1 9,9
DGIE; CSBL
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with Riga being the most populated city in the Baltic
States. In areas around Riga, unemployment is
around 4 %, whereas in some parts of Latgale
(South East Latvia), unemployment exceeds 26 %.
In addition, there is a significant level of hidden job-
lessness (table 3 on previous page).

Looking at employment it has to be taken into account,
that a large amount of economic activity falls outside
the formal economy. Estimates suggest that up to 30 %
of GDP may come from the shadow economy, which
is especially important in rural areas.

1.1.7. Trade

Since independence, the composition of trade has
undergone dramatic changes. For example, the share
of food products in exports declined from around 22 %
in the pre-reform period to 14,5 % (covering basic
agricultural and fishery products and processed items)
in 1997. On the other hand, the share of wood and
wood products increased from some 3 % to nearly
30%, and is now the most important export category.

Compared to the first 11 months of 1996, Latvia’s
total exports grew in 1997 by 21,6 %, while its
imports grew by 25,5 %. The gap between the gross
value of exports and imports has continued to grow:
in January-November 1996, *imports exceeded
exports by 55,5 %, but in January-November 1997
by 60,5 %.

The EU has been growing in importance as an
export market with its share increasing from around
45 % in 1996 to 50 % in 1997. More than half of
Latvia’s imports (53,5 %) came from the EU, up
from around 50 % in 1996. The NIS share on the
other hand has declined. Exports from Latvia to the
region dropped from 36,5 % to 28,8 %. Imports
from the NIS fell from 24,7 % to 19,5 %. Latvia’s
major exports ( % of total exports) were, wood pulp
and wood pulp products (29,9 %), textiles and tex-
tile products (15,6 %), food products (up to 14,5 %),
and machines and electrical equipment (9 %).

1.2. Agriculture as a Part of the
Latvian Economy

1.2.1. Share of Agriculture in the Economy

Agriculture and agro-food processing is still an
important sector in the Latvian economy; it has been
one of the country’s major sources of income,
employment and foreign exchange earnings. In
1996, agriculture and agro-processing accounted
together for around 15 % of GDP. However, the
importance of primary agricultural production in
terms of GDP is declining. In 1996, the percentage
of primary agricultural production amounted to
7,6% of total added value and it fell to 6,9 % in
1997.

The share of agricultural trade in total trade is still
significant. In recent years, total exports have shown
some fluctuation around a mainly stable trend. In
1997, a decline of 15 % could be observed as a
result of which agricultural exports amounted to
14,5 % of total exports. Agricultural imports are
slightly increasing over time, and in 1997 amounted
to 15 % of total imports.

In 1996, GDP of agricultural production including
agro-food processing arrived at two thirds of the
1990 level. Economic decline in the agricultural sec-
tor was, however, generally less than in the economy
as a whole, since GDP over the same period
decreased by about a half (table 4).

In 1997, around 17 % of the working population
were employed in agriculture, whereas 3 % were
employed in the food processing industries. In 1992,
it was estimated that agricultural employment
accounted for 19,5 % of total employment (or
249000 people). It is clear that the relatively high
level of employment in agriculture indicates that
average productivity in the sector is rather low.

Agriculture in recent years is assumed to have acted
as a safety net against urban unemployment. As a
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Table 4: Share of Agriculture in the Economy

Units 1992

Share of agro-food of total GDP % 19,7

- of which primary agricultural production % 11,2

- of which food processing % 8,5
Share of agriculture of national employment

- primary agricultural production % 19,5

- food processing % na.
Share of agriculture of total foreign trade:

- expotts % 92

- m‘pom % 6,5
CSBL, LSIAE, IAMO

1993 1994 1995 1996 1997
169 158 162 150 -
103 8.4 89 76 69
66 74 13 74 -
.
189 18,6 180 178 172
na, 32 32 34 30
13,2 128 164 169 145
58 10,7 103 135 139

consequence, agriculture’s share of total employ-
ment will, at least in the short to medium term, con-
tinue to play a key role in providing a buffer for jobs
lost in other sectors, especially in rural areas.

The general situation in agriculture is characterised
by a vicious cycle of low prices for farm products, a
limited added value of agricultural production, inap-
propriate farm structures resulting from privatisa-
tion and the poor state of farm capital including
machinery and buildings. The result is a low demand
for services and parts of the farm sector lapsing
back to a semi-subsistence position with home pro-
duced inputs and limited specialisation.

The rural/urban income gap has widened. While a
significant number of private farmers generate
incomes equivalent to those of urban dwellers, rela-
tive poverty has become a widespread phenomenon
among part-time farmers and rural pensioners. Farm
incomes continue to be depressed, as productivity in
primary production remains low and farm product
prices come under pressure due to inefficient pro-
cessing and strong competition from imports, espe-
cially meat products. This situation is exacerbated
by falling consumer demand for domestic food
products. Farmers are responding to this situation by
reducing the size of the breeding herd and adopting
less intensive production methods.

Recent land reform has led increasingly to restitu-
tion of private land to original owners or heirs, and
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the creation of a large number of family farms of
small size and uncertain viability. A consolidation is
to be expected in as far as agricultural land can be
sold or rented. At present, the development of land
markets is hampered by the fact that many farmers
lack clear title to land ownership. This has been a
disincentive to investment in agriculture, which acts
not only against the development of a land market; it
also limits the expansion of agricultural credit, since
land cannot be used as collateral for bank loans.

1.2.2. The Development of Gross Agricultural
Output

Following the major drop in farm output in the transi-
tion period, the level of production started to stabilise
in 1997. Gross agricultural output even experienced a
minor increase in 1997 when it reached LVL 9100
thousand. The tendency towards stabilisation was
totally due to a rise in crop output as livestock pro-
duction continued to decline (figure 1 on page 20).

Despite the steady decline in livestock production,
there was some recovery in eggs, pig and milk pro-
duction. Improvements in crop production could be
observed for grain and sugarbeet. While formerly
two thirds of the gross agricultural output was live-
stock production which was subsequently exported
to the former Soviet Union, currently each of the
two sectors represents roughly half of the gross agri-
cultural production.



Table 5: Composition of the Gross Agricultural Output

Units 1990 - 1991
Total GAO! mio LVL = 20,66 19,83
- - of which crops? mioLVL 660 692

- of which livestock? =~ mio LVL ~ 14,06 12,91
Crops (% of total) % 3235
Livestock (% of total) % - 68 65
! prices 0f 1990

? estimates derived from GAQ indices for crops and livestock reported by LSIAE

CSBL, LSIAE, EC DG VI

1992 1993 1994 1995 1996 1997
16,73 = 13,02 10,33 9,71 9,09 9,10
6,15 6,07 4,63 4,37 5,02 5,06
10,58 6,95 5,70 5,34 4,07 4,04
37 47 45 45 55 56
63 55 55 45 44

53

Fignre 1: Developmnt of Gross Agricultural Output (GAO)
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Figure 2: Agricultural Input and Output Price Indices
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In crop production, recovery from 1996 onwards
was driven by the development of individual farms,
which increased their share in production from 12 %
in 1990 to 80 % in 1997. The recovery of crop pro-
duction was based on increasing production of cere-
als, pulses and sugarbeets, whereas fruit and vegeta-
bles output declined somewhat after having
increased considerably in the first half of the
Nineties (table 5).

The steep decline in the animal sectors was mainly
due to the abandonment of production capacities of
state farms and collective farms with family farms
unable to fill the gap. In meat production, state
farms and statutory companies still account for 40 %
of total production. For eggs, statutory these farms
are still dominant with about 70 % of the production
capacity. Milk production shows a different picture
where the share of individual farms increased from
29 % in 1990 to 86 % in 1997 with a slight increase
from 1996 onwards after a steep fall between 1990
and 1995 to half of the 1990 level.

1.2.3. Input and Output Prices

Since independence, both the structure of prices and
production costs have changed completely. Prices
for inputs, such as fertilisers, seeds, pesticides and
energy increased enormously which — in conjunc-
tion with low liquidity of many farms - is one reason
for the decline in the use of fertilisers and pesticides

(figure 2).
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Compared to EU levels, prices for diesel fuel, for
labour and particularly machinery are, however, still
far below EU levels, leading to lower unit costs. In
addition, it should be noted that the cost structure
differs between different types of farms. Even taking
into account the fact that labour costs in general are
low, small farms often do not calculate any labour
costs, due to the absence of other occupational pos-
sibilities. Labour intensive production therefore is
concentrated in these farms.

When price liberalisation began in 1991, the retail
prices of all products increased steadily, partly
because processing enterprises sought to offset the
added costs of low rates of capacity utilisation by
increasing prices.

The given price-cost ratio resulted in serious eco-
nomic problems in the farm sector. Whereas in 1995
market revenues per hectare (69,06 LVL) still
exceeded total expenditure per hectare by 1,78 LVL,
in 1996, expenditure was 6,57 LVL higher than mar-
ket revenues per hectare. When in 1997, input and
output prices started to decrease, farm gate prices
decreased more steeply than input prices, further
worsening the agricultural terms of trade. This will
put agriculture even more under pressure to adopt
more efficient production structures.
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2. Consumption,

production, structural developments

2.1. Food Consumption

Before the economic transition, food consumption
in Latvia was relatively high, even by OECD stan-
dards. Since the reform process got underway in
1990, however, both FAO data and national statistics
reveal a decline in food consumption (table 6).

Increasing prices for agricultural commodities and
the steady decline in real income since 1990 led to
changes in the patterns of food consumption. Con-
sumers substituted cheaper products for more
expensive ones. As a result, consumption of dairy
products, meat, fish, eggs and sugar declined, while
consumption of potatoes, vegetables and edible oils
increased.

The drop in consumption was especially sharp in the
case of meat, eggs and dairy products. Production
and consumption of fruit and vegetables on the other
hand was relatively strong, aided by the production
of small household plots. Bread consumption (and

especially the traditional rye bread) remained quite
stable and perhaps increased, replacing to some
extent consumption of more expensive meat and
dairy products.

Despite the decline in the amount of food consumed,
the proportion of total household spending on food
(excluding tobacco and beverages) increased in the
early 1990s, rising from 29,4 % in 1990 to 48,2 % in
1992 (average EU household budget spending on
food is around 20 %.). The proportion of household
spending on food increased to 52,2 % in 1996 from
44 % in 1995 because of large retail price increases.
In 1997 the turning point may have been reached
when household expenditures fell to 49 %.

Especially low-income households spend an
extremely high share of their total expenditure on
food. According to the results of household budget
surveys, spending on food exceeded 75 % and 65 %
of total expenditure in the poorest 10 % and the
poorest 20 % of the population in 1996 respectively.

Table 6: Food Consumption

Units 1990 1991
Household income share
spent on food % 294 378
Pig meat kg/head 24,7 212
Poultry meat kg/head 10,5 114
Beef meat kg/head 124 7,7
Sheep meat kg/head 0,6 04
Mitk litreshead 454 420
Butter kg/head 73 7.3
Cheese kg/head 44 346
Eggs piece/head 259 232
Potatoes kghead 916 978
Vegetables kg/head 69 69
Vegetable oil litre/head 7.8 38
Fruit kg/head 33 37
Sugar kghead - 48,1 40,5
Bread kg/head 80,1 83,7
CSBL, LSIAE

1992 1993 1994 1995 1996 1997

482 47,7 459 442 52,2 49,0

19,6 17,6 143 15,5 139 12,8
71 2.8 42 53 7.2 79
69 10,9 838 83 58 52
0,6 0.9 0,5 0.2 0,3 04

370 355 345 327 311 9
55 53 43 3,1 2,5 19
38 3,5 32 32 3,1 32
213 210 206 214 197 180

101 1109 108,2 136 152 143,5
75 T 73 54 97 = 103,1
39 6,7 7.3 69 84 8,6
34 50 52 28 44 534
328 36 36 234 329 280
90,7 92,3 89,2 89 . 86 824
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Analysts have noted that this percentage is consider-
ably higher than that of Estonia, but similar to that
of Lithuania, and is one of the highest in the CEECs.
It has also a negative influence on economic growth
in that it limits the scope for the consumption of
non-food products in Latvia.

2.2. Agricultural land use

Latvia has a total land surface of 64.600 km?, which
is comparable to that of Ireland. It is dominated by
large forests and a multitude of lakes and rivers.
Average temperatures in Latvia reach 17°C in sum-
mer and -50°C in winter. Average annual rainfall is
700-750 mm.

Four natural regions can be distinguished: the
coastal region along the Baltic Sea, western Latvia
which is characterised by lowland plains, central
Latvia which is more mountainous, and eastern
Latvia which has an average altitude of 170 m.

Total agricultural area in Latvia is 2,52 million ha
(39 % ofits total land area), of which 1,7 million ha
are classified as arable land (67 %). 44 % of Latvia
is covered by forests (2,9 million ha) and timber pro-
duction is rising steadily. The most fertile soils can
be found in the plains to the south of Riga, where
most of the sugar beet production and also fruit and

vegetable production is concentrated. The central
and eastern mountainous areas are less favourable
for crop production and are therefore dominated by
cattle breeding (table 7).

In 1997, the sown area accounted for 1 million ha,
which represents only 40 % of the agricultural land.
Meadows and pastures cover about thirty percent of
the agricultural land. The land use for the remaining
30 % is not clear; a reasonable assumption appears
to be that this proportion is idle.

A high proportion of idle land results from the fact
that, despite the rather high ratio of arable land (by
western European standards), there are large areas
of low quality soils (boggy and marshy soils with
peat and peat-gley horizons). The poor soils had
been forced into production before independence
and parts may never come back into agricultural
production. The share of acid soils, requiring liming,
has increased to 40 % of the total arable area. How-
ever, liming of soils declined from 779 000 tonnes in
1990 to 8 000 tonnes in 1994. Some 38 % of soils
also contain insufficient natural phosphorus.

The very moist climate of Latvia means that
drainage plays an important role. However, this
has not been carried out in a systematic way in
recent -years. Previously installed systems with a
total area of 1,5 million hectares, especially some

Table 7: Agricultural Land Use _
Units 1990 1991
Total area 000ha 6459 6459
Agricultural land 000ha 2567 2568
-of whichsownarea  000ha 1627 1621
- of which meadows
and pastures’ 000 ha 844 843
~ sown area of
agricultural land % 63 63
- meadows and pastures’
of agr. Land % 33 33
Forestland " 000ha 2830 2802
* pstimates for meadows and pastures in 1996 and 1997
CSBL, LSIAE, BC-DGVI :

2830

1992 1993 1994 1995 1996 1997
6459 6459 6459 6459 6459 6459
2542 2538 2540 2540 2541 2521
1572 1426 1195 930 98 1003

825 803, 801 798 795 792
62 56 47 37 39 40

2 32 2 31 3 31
2839 2870 2870 2881 2859
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250000 hectares, require reconstruction and repair.
Presently, the State finances only the maintenance of
those drainage systems under the jurisdiction of the
State. Landowners bear responsibility for care and
maintenance of the drainage systems on private
farms.

2.3. Arable Crops

Before independence, the arable sector's primary
function was to supply the livestock sector with feed
grains and compound feed. More than half of the
arable land was put to fodder crops. However,
domestic production of cereals was far below the
level of consumption and large amounts of feed
grains were imported, mainly from the FSU, to sup-
ply the livestock sector. The economic and political
changes which followed liberalisation also affected
arable production (table 8).

A significant feature of the changes in the demand
and supply structure of the arable sector was the
sharp decline of the production of fodder crops
which, in 1997, accounted only for half of the area
used for these crops in 1990.

While sugar beet, oils seed and vegetables repre-
sented a low percentage of the total sown area, with
the absolute number of hectares decreasing over
time, the increase of the total sown area from 1996
onwards resulted from an increase in the cereals area
which in 1997 was 70 % of the pre-reform years.
Potatoes remained broadly stable with some fluctua-
tions reflecting short-term responses to the market
situation. A more significant decline in the sown
area used for potatoes could, however, be observed
in 1997.

Arable production experienced a significant decline
in output per hectare, which appears to have result-
ed mainly from the low level of input use. In the

. ]
Table 8: Crop Production (Sown Aren)
Units 1990 1991 1992 1993 1994 1995 1996 1997
Cereals 000 ha 67540 648,30 696,70 693,60 486,30 40840 446,20 482,70
Pulses 000 ha- 10,56 . 9,00 670 280 2,80 3,00 3,60 4,70
Oilseeds 000 ha 1,90 0,70 1,30 170 2,20 1,10 0,80 0,90
Potatoes 000 ha 80,30 82,20 97,00 88,00 80,00 75,30 79,00 69,60
Vegetables 000 ha 10,80 12,70 . 19,10 18,60 17,50 17,50 15,70 13,20
Sugar beets . 000 ha 14,70 14,60 24,80 12,10 12,00 9,50 10,00 10,90
Other industrial crops 000 ha 156 1 99 39 4,7 3,3 31 2,5
Fodder crops 000 ha 8197 8434 718 6069 590,9 4132 428,8 4188
sown area (total) 000 ha 1627 1622 1572 1426 1194 930 986 1003
CSBL, LSIAE
O T
Table 9: Fertiliser and Pesticide Use
Units 1996 1991 1992 1993 1994 -1995 1996 1997
-N kg/ha 76 58 35 B .12 15
- P,0s kg/ha 60 51 19 B 5 6
- K0 kg/ha 106 92 37 . 20 4 6 5
Pesticides kg/ha 22 49
Sown area treated with -
pesticides % 82 41 29 15 i1 20 26 36
CSBL, LSIAE, MoA

CEC Reports - Latvia » 23



years following independence the use of fertilisers
and pesticides reached an extremely low level which
only in the last two years started to resume while
still being low (table 9 on previous page).

The low input use had certainly effects on the yield
levels. Yields of cereals and sugar beets fell dramat-
ically in the first half of the Nineties. Yields recov-
ered to a higher level in the last two years, possibly
influenced by the introduction of more intensive
practices and also favourable weather conditions.
Sugar beets yields were in 1997 even higher than in
the pre-reform years (figure 3).

Figure 3 beveldpmeht of Yields

2.3.1. Cereals

Cereals have been the most important arable crop,
grown over the last decade on roughly half of the
cultivated area. The total area sown with cereals did
not contract very much until 1993, which was to
some extent due to high cereal prices. In 1994, how-
ever, the area planted to cereals dropped significant-
ly reflecting a general downward trend in the area
used for arable crops.

This development was due to declining demand, the
drop in cereal prices following the 1993 harvest, and
the shocks resulting from the reconstruction of the
farm sector. In addition, a large proportion of mar-
ginal land, which had been brought into production
by the previous output oriented regime, was not used
any more (table 10).

490 3 + 24,00

asg ‘ e ' ) )
A / 200 Wheat held in 1997 the biggest share (38 %) of total
Epan \ \ | o Vi production, while being second ranking after barley
e \\'7/\\ i E?_Iafm / 20 . as regards the area sown. The wheat area experi-
i v i = 7 S enced, after a significant decline in the middle of the
e % " Vi 1800 N 3 .
) mk “m's% ij J 3 Nineties, a recovery up to a level of 157,0 thsd. ha in

100 e 800 1997.
50
S0 o e 1400 Barley which was, in the pre-reform period, the most
1990 fo81 682 1993 1984 1995. 1996 1997 ) .
: o b g ‘ e important cereal, was in 1997 grown on 192,3 thsd.
i ha which still represents the biggest share of the
Table 10: Types of Cereals in Total Cereals Production

,  Units 1990 1991 1992 1993 1994 1995 1996 1997
Total cereals 000ha 6754 6483 . 6967 6936 4863 4084 4462 4827
~ Wheat 000ba 1415 TLS 1286 1691 946 1096 1492 157,
~Rye 000ha 1307 692 1314 1876 627 404 564 623
- Barley 000ha 3080 3985 3504 2753 2665 2033 1784 1923
- Qats 000ha . 824 = 927 - 694 . 485 . 540 - 456 53,6 59,2
— other 000ha - 128 164 169 13,1 85 95 8,6 11,8
Total cereals 000t 15992 13148 11434 12307 8961 6890 9608 10378
— Wheat S000t - 3718 1902 ¢ 3324 3383 199,4 2437 3574 394,6
~Rye 000t 3236 1458 2950 3407 1134 713 1129 1335
~ Barley 000t 6970 7649 4335 4555 481 2840 3714 3598
- Oats 000t 1761 1772 600 737 889 T2 1014 1166
— other L3057 22,5 33,3

000t
CSBL, LSIAE, MoA ottt

3670

133 16,8 11,7
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cereals area (40 %). While barley shows, in terms of
sown area, a steadily declining trend, an upward
trend in production could be observed in 1996 and
1997, thanks to improving yields. In 1997, produc-
tion of Barley reached 359,8 thsd. tonnes represent-
ing 35 % of the total cereals production.

Rye was grown in 1997 on only 13 % of the cereals
area - less than half of its pre-reform level. Oats pro-
duction recovered after a strong decline in the first
years of the Nineties and shows an upward trend in
the second half of the decade. The share of oats in
total cereals production still remains the lowest of all
cereals, reaching 12 % in 1997.

Looking at the aggregate of all cereals, an upward
trend in the total sown area could be observed in
1996, which kept momentum in 1997 reaching
482,7 thsd ha. The area sown with cereals is, how-
ever, still 30 % below its 1990 value.

The average cereals yield contracted in the first half
of the Nineties from 2,3 t/ha in 1990 to 1,8 t/ha in
1994. In last three years up to1997, yields have

Table 11: Cereals Supply Balance

come back to the normal, with fluctuation due to
weather conditions. Yield reached on the average of
all types of cereals 2,14 t/ha in 1997. Total grain pro-
duction recovered from a low level of 687.000 t in
1995 to 1.037.000 t/ha in 1997.

Both feed grain consumption and food use are still
in decline. Per capita consumption of grain and
grain products showed a modest increase up to the
middle of the Nineties when bread seems to have
substituted for more expensive commodities. After
1995, a lower level of bread consumption per capita
could be observed. Total consumption declined at a
higher rate than per capita consumption, which was
mainly due to a downward trend in population
(table 11).

While Latvia had been a net importer of cereals in
the mid nineties, it had reached the position of self-
sufficiency in 1997 (113 %). This resulted mainly
from massive de-stocking in the livestock sector and
the downward trend in cereals consumption. Grain
imports seem to have a somewhat stable trend over
time with fluctuations from year to year.

Units 1990 1991

Area! 000 ha 6754 6483
Yield tha 24 2,0
Production* 000 ¢ 1599,2 13148
Hports 000t 4820 4640
Exports 000t - -
Stock change? 0001t 44 -1420
Utilisation® 000 ¢ 20368 19208
Seed use® 000t 202,6  188,0
Feed useé? 000t 1447,1 13524
Human consumpt’ 000 ¢ 387,1 3804

- of which bread 000 ¢ 357,5 3502

- other processing 0001t 29,6 303
Bread per capita kg 1076 1050
Consumpt. per capita kg 1448 1426
Self-sufficiency % 78,5 684
* pulses excluded;
* eutimates (1994 ﬁxlgum consumption);
3 estimate based on Hvestock numbers
CSBL, LSIAE, MoA, EC-DG-VL

1992 1993 1994 1995 199 . 1997
696,7 6936 4863 4084 4462 4827
1,6 18 18 L7 22 2,1
11434 1230,7 8961 6890 9608 10378
498,0 8,0 484 544 2382 76,1
04 59,0 619 244 11,8 16,2
-126,1 3210 3508  -326,1 2464 178.8
17671 15007 12274 10451 949,7 9286
2020 1942 136,2 1144 124,9 1352
11693 9144 7022 6193 5260 5102
3958 3921 3890 3115 2988 2832
3653 3616 3592 2814 2689 2554
304 30,5 298 30,1 29,8 21,1
o0 1110 1120 89,0 86,0 824
1489 1505 1516 1231 1194 1142
64,7 82,0 73,0 659 1012

HL8
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2.3.2. Potatoes

After liberalisation, the production of potatoes
increasingly switched to private subsidiary farms
and household plots. In 1997, these farms account-
ed for almost 60 % of the total potato harvest, while
the remainder is produced by individual farms.

Around one third of potato production is used for
feed purposes. Under present conditions, many of
these farms use labour with little or no opportunity
costs, which implies that potato production, despite
being labour intensive, covers the own needs of
these farms and provide also some additional
income. The statutory companies have consistently
reduced their potato production.

Both the potato area and harvest remained stable in
the first third of the decade with some fluctuations
due to weather conditions. In 1997, the potato area
reached its low at 69 thsd. ha. With yields remaining
stable, the level of total production followed the
decline in area and reached 843 thsd. t in 1997.

While seed potatoes have traditionally been an
important export commodity, a strong decline in this
field finally lead to a situation of no exports at all.
On the consumption side, the use for feed and seeds

declined, whereas the food consumption per head
saw a remarkably positive development, reflecting a
substitution of more expensive types of food by
potatoes due to low household incomes in the time
of economic transition (table 12).

The downward trend both on the supply side and the
demand side resulted in a self-sufficiency for pota-
toes in the range of 90 to 100 %.

2.3.3. Sugar

Production of sugar beet is concentrated in the
southern districts with fertile soils. The area planted
with sugar beet has been relatively constant, with an
area between 12 thsd. and 15 thsd. ha, and which
covered 11 thsd. ha in 1997. Sugar yields and sugar
content were relatively low, especially in the first
years of the reform period, while reaching again the
pre-reform levels in 1997.

The exceptionally high sugar production of 462,6
thsd tonnes in 1992 followed a 70 % increase in the
area planted, encouraged by a special promotion
scheme which was offered in 1991 and which made
sugar production very profitable. After a drop in
production in the middle of the Nineties, following

Table 12: Potatoes Supply Balance

Units 1990 1991

Area 000 ha 80,3 82,2
Yield tha 127 115
Production 000t  10160. 9440
Imports 000t 18,0 1,0
Exports T 000t 240 1,0
Stocks change 000t -1000 945
Utilisation 000t 11100 10385
- seed use 000t 3212 3384

- feed use 000t 356,2 3180

- human consumpt. 000t 334,1 3071

~ other use , 000t 98,5 75,1
Consumption/capita kg 1250 1150
Self-sufficiency % 91,5 90,9

CSBL, LSIAE, MA, EC-DG-VE

1992 1993 1994 1995 1996 1997
97,0 88,0 80,0 753 79,0 69,6
12,0 14,5 13,1 11,5 13,7 12,1
1167,0 12720 10450 8640 10820 8433
62,0 0,5 0,5 2,1 30 3,0

1,0 6 02 0,0 62 . 01

1076 1299 636  -1892 00  -160,0
11204 11410 11089 10553 1084,8 1006,2
3973 3803 3200 3400 3160 2730

© 3435 3511 3300 3174 3150 3050
3086 3106 3084 2682 3800 @ 3544
71,0 99,0 150,5 12,7 ~ 738 68,8
1160 1190 120,0 106,0 1520 143,5
1042 1115 94,2 81,9 99,7 83,8
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a short period of phasing-out of the sugar support
measures, their re-introduction in 1995 resulted in a
recovery of sugar production during the last three
years up to a level of 387 thsd. tonnes in 1997.

Sugar beet has been processed in three obsolete fac-
tories, which have been working below their pro-
cessing capacity over the last few years. A major
part of the sugar produced comes from imported raw
sugar; its share in total production declined and fell
below the level of sugar of Latvian origin in 1997.
Thus, sugar produced from domestic sugar beet
accounted for two thirds of internal consumption in
1997, whereas the lowest level had been 30 % in
1994.

As in the other Baltic countries, sugar consumption
used to be rather high with 48 kg per capita in 1990
(EU 32,09 kg). After the significant drop in the mid-
dle of the Nineties, sugar consumption recovered
slightly during the last two years. However, the level
of 28 kg reached in 1997 is still significantly below
the levels of pre-reform Latvia and that of the EU, A
significant share of sugar was processed into alcohol
and sold to Russia (table 13).

Due to the recovery in sugar production combined
with a strong drop in total utilisation, Latvia reached
a self-sufficiency of 71 % in 1997 which is above
the target of 60 % set by the Latvian Ministry of
Agriculture.

Table 13: Sugar Sepply Balance

1997

Units 1990 1991 1992 1993 1994 1995 1996

Area 000 ha 147 146 48 121 12,0 95 10,0 10,9
Yield (sugar beets) t/ha 299 259 18,7 24,6 19,6 263 25,8 35,6
Production 000t 4391 3779 462,6 2980 2282 250,0 2578 3875
Sugar (ref.eqivalent) (%) 11,2 11,0 10,8 19 . 113 11,3 13,5 126
Yield (sugar) (to/ha) 34 28 20 29 2,1 30 35 45
Production (sugar) 0001t 493 415 50,1 355 258 283 3438 488
Net imports and .

stock change 000 ¢ 793 66,5 310 583 66,6 30,9 47,5 20,6
Utilization' 000t 1286 1080 871 938 924 592 82,3 694
Consumption per capita kg 48,1 405 328 36,0 36,0 234 32,9 28,0
Self-sufficiency % 384 384 57,5 37.8 219 47,7 423 © 70,3
! including sugar used in processed products
Table 14: Fruit and Berries Supply Balance

Units 1990 1991 1992 1993 1994 1995 1996 1997

Area 000 ha 303 284 198 196 19,5 293 16,2 -
- of which productive 000 ha 25,0 29 18,0 179 18,0 21,8 12,6 -
Yield dt/ha 94 436 369 65,9 189 . 352 244 -
Production (total) 000t 235 9.9 66,5 1179 34,1 76,8 308 -
Net imports 000 t 64,6 -1,1 239 126 99,5 -6,0 792 1319
Utilisation 000¢ 88,1 988 904 1305 ‘ 1336 70,8 1100 1319
Consumption per capita kg 30 370 340 500 520 280 440 534
Self-sufficiency % 267 101,1 75 903 255 1084 28,0 -
CSBL, LSIAE, MoA, EC-DG-VE;
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2.3.4. Fruit and Berries

The main fruit grown in Latvia are apples and other
tree fruits which account for roughly 90 % of total
fruit production. Other fruits grown are strawber-
ries, raspberries and black- and red currents. The
area under fruit trees has declined in recent years,
whereas the area planted to berries has increased,
mainly due to the increased activity of the small
household plots. Yields indicate much annual fluctu-
ation, especially for tree fruits (table 14 on previous

page).

The few commercial farms have in particular faced
serious problems resulting in a contraction of this
type of production. Household plots again play a
major role in production but for growth in this par-
ticular part of agriculture, an efficient marketing
chain would be an essential pre-condition. This for
the moment is lacking. Otherwise climatic condi-
tions, low labour costs and other commercial factors
would favour the production of fruit and berries.

Fruit and berry consumption per capita increased
significantly as compared to the pre-reform level
and reached a high of 53 kg per capita in 1997. With
per capita consumption increasing and considerable
fluctuations in total yield due to weather conditions,
the level of self-sufficiency fluctuated as well,
reaching only 26 % in 1994 and exceeding 100 % in
the years 1991 and 1995.

2.3.5. Vegetables

The cultivation of vegetables increased mainly on
household plots and has helped to improve the nutri-
tion of many families, whereas professional produc-
tion on large-scale farms has dropped significantly
in recent years. As a net effect, total production
dropped to little more than two thirds of its pre-inde-
pendence level (table 15).

However, this downward trend was accompanied by
notable fluctuations between years. This develop-
ment coincided with a steady increase of per capita
consumption reaching 103 kg in 1997. As a result
self-sufficiency dropped from a level formerly well
above 100 % down to 57 % in 1997.

2.4. Livestock Production

Before independence and economic transition, live-
stock production was the most important part of Lat-
vian agriculture, with a share of 66 % of the Gross
Agricultural Output. Livestock production was
closely linked to the markets of the FSU. A large
proportion of animal feed cereals was imported at
very low prices from the FSU. In return, an impor-
tant part of the meat production was exported, main-
ly to the FSU. Approximately 25 % of total beef and
pork production, 20 % of poultry production and
more than 40 % of butter production were exported.

Table 15: Vegetables Supply Balance

Units 1990 1991
Area (open field) 000 ha 10,8 12,7
Yield (open field) dt/ha 1420 1510 -
Production (total) 000t 1694 2092
Net imports , 000t 150 251
Human consumption 000t 1844  134,1
Per capita consumption © kg 69,0 69,0
Self-sufficiency % 1089 1136
CSBL, LSIAE, MoA, EC-DG-VE; ‘

1992 1993 1994 1995 1996 1997

191 186 175 175 157 132
1240 1480 1280 1220 1080 1070
2514 2850 2330 2240 1795 1465
S2,1° -1000 457 874 632 1092
1993 1850 1873 1366 2427 2557
750 7,0 730 540 970 1031
1262 1540 1244 1640 40 573
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The livestock production has been dramatically
affected by the transition process and fell to 48 % of
the GAO in 1998. This has been a result of a sharp
de-stocking trend which accelerated in 1994
(table 16).

After independence, leading to less strong commer-
cial links with Russia, imported cereals became
more expensive, leading to higher costs of produc-
tion. Changes in farm structures, underdeveloped
credit supply and lacking investment in family farms
were factors contributing to the dramatic decline of
total production of all meats. The stocks formerly

held by large-scale state farms could not be replaced
by built-up capacities of private farms (table 17).

Total meat production fell from a 1990 level of
308,5 thsd. tonnes to 81 thsd. tonnes in 1997. The
decline was most dramatic for beef and poultry
which reached in 1997 only a fifth of their respec-
tive 1990 levels. Pig meat gained relative to other
meats reaching 56 % of total meat production in
1997, while nevertheless dropping to a third of its
1990 production figure.

Table 16: Development of Livestock'
Units 1990 1991

Cattle 000 1472,0 14390
o.w. dairy cows 000 5440 5350
Pigs 000 15550 1401,0
Horses 000 35,0 31,0
Sheep & goats 000 1750 1700
Poultry 000  10300,0 10400,0
o.w. laying hens 000 3900,0 3800,0
! as of 31st of December previous year

CSBL, LSIAE, MoA

1992 1993 1994 1995 1996 1997
13830 11440 6870 551,0 5370 509,0
53,0 4820 3510 3120 2920 2770

12460 8670 4820  S0L0 5330 4600
300 280 260 270 270 258
1900 1710 1200 930 810 640

9500,0 5400,0 41000 37000 42000 38000
3500,0 2900,0 23000 22000 23000 22000

Table 17: Development of Meat Production
Units 1990 1991

Total meat' 000t 3085 2964
Total meat % 1000 1000
Beef % 06 445
Pigs % “z 26
Sheep & goats % 1,1 13
Poultry % 131 112
Other meat’ % 05 04
Beef Index 1000 1054
Pigs Index 1000 913
Sheep & goats Index 1000 1086
Poultry Index 1000 826
Other meat’ Index 1000 929
Total meat' Index 1000 96,1

1992 1993 1994 1995 1996 1997
2465 1925 136,0 1228 85,4 814
1000 1000 100,0 100,0 100,0 100,0

48,7 556 50,1 383 358 33,9
40,8 354 39,6 510 51,6 54,7

6 20 1,6 09 038 0,5
86 66 8.4 88 102 93
04 05 04 1,1 1,5 1,6

959 855  s44 316 245 221
727 493 389 453 319 322
1114 1086 629 314 200 = 114
524 3,5 283 268 216 189
T4 643 357 99 929 929

799 624 44,1 39,8 21,7 264

! deviation from CSBL figures due to re-estimation of beef and pig figures by LSIA;

* Estimate for “other meat” for 1996 and 1997;

CSBL, LSIAE, MoA, EC-DG-V;

CEC Reports - Latvia > 29



2.4.1. Milk and Dairy Production

In 1997, dairy production accounted for roughly one
fourth of total agricultural output and half of the
livestock part in GAO. In the pre-reform phase, milk
had represented less than a fifth of GAO and around
a third of the animal part in GAO. While gaining in
terms of relative share, milk production has experi-
enced difficulties in the reconstruction process.
Between 1990 and 1997, total milk production has
been reduced to half of its pre-reform level. Produc-
tion shows, however, a certain recovery in 1997 with
a level of 986 thsd. tonnes.

The decline in cow numbers, which continued up to
1997, was outweighed in recent years by increasing
yields per cow, resulting mainly from the selection
of more productive cows in the de-stocking phase.
From a level of 2400 kg per cow in 1993, yields
increased by almost 50 % to 3559 kg per cow in
1997, and thereby exceeded even the pre-reform
level.

As a result of the privatisation of the large-scale
state farms, dairy production was subject to a major
shock and many of the large cow herds were dis-
solved. Between 1990 and 1997, the percentage of

Table 18: Milk Supply Balance

milking cows kept in small units (typically with only
one or two animals), increased from 30 % to 75 %.

Difficulties in the processing industry resulting in
delayed payments (up to six months) added to the
problems making milk production less profitable for
commercial farming. Another factor was declining
producer prices: Over the last five years, the pro-
ducer price has fallen in real terms to about half of
its pre-independence level (table 18).

As cow herds contracted, the average milk quality
deteriorated, mainly due to the unavailability of
cooling equipment on the individual farms. There-
fore, the percentage of milk collected declined. On
the other hand, the on-farm use of milk on the other
hand grew in importance.

Before independence, more than 90 % of the milk
produced was collected and processed. An important
share of dairy products, especially butter, was
exported to the former Soviet Union. In 1990 about
25.000 t of butter were exported to the former Sovi-
et Union. Trade volumes deteriorated significantly
after independence.

However, trade remains of central importance for
the dairy sector. With a significant decline in per

Units 1990 1991
Cows' 000 5440 5350
Yield per cow? kg 3480,1 32542
Milk production 000t 18932 17410
Net imports and
stock ¢hange 000t -527,0 3594
Utilisation 000 t 13662 13816
- feed use at farms 000t 152,71 2611
- human consumption 000t 1213,5 11205
Consumptiont per capita kg 454,0  420,0
Self-sufficiency % 1386 1260
1 end of the previous year;

2 calculated on the basis of milk production and cow mmber

CSBL, LSIAE, MoA, EC-DG-VI

1992 1993 1994 1995 1996 1997
531,0 4820 3510 3120 2920 2770
27844 24000 28521 3037,5 31599 35588
14785 11568 10011 9477 9227 9858
1996 576 1343 1070 861 475
12789 12144 11354 10547 10088 9383
2958 2892 2502 2275 2308 2167
0831 9252 8852 272 T80 TG
3700 3550 3450 3270 3110 2910
1156 953 882 899 915 1051
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3

capita consumption of cheese from 4,8 kg to 2,5 kg
between 1992 and 1997, exports accounted in 1997
for almost half of total production. Similarly, the
decline in domestic butter consumption led in 1997
to an export share of total production of almost 50 %
(table 19).

While progress has been made, product quality in
many cases does not meet Western standards, so that
the opportunities for new markets cannot easily be
found. This could become an even more serious
impediment to further development of the dairy sec-
tor, given that for milk as whole, self-sufficiency has
been reached while being even higher for cheese and
butter.

The milk and dairy sector also suffered from the dif-
ficult general economic situation with a declining
per capita consumption together with low milk
prices. Per capita consumption of milk fell from a
comparatively high level of 454 kg in 1990 to 291 kg
in 1997. In addition, internal consumption of butter
decreased due to strong competition from cheaper
margarine. Although, in 1997, butter production
reached a level of less than a quarter of its 1992 pro-
duction, self-sufficiency was 160 %.

2.4.2. Beef

Beef meat production has experienced dramatic
changes. In the pre-reform period, it contributed
about a third of the gross output in livestock pro-
duction. Currently it turned to hardly more than a
by-product of milk-production, with a contribution
to the livestock GAO of not more than 10 % in 1997.
As regards the production system there has always
been a close relationship to milk production since
special breeds for meat production have rarely been
used.

The cattle inventory showed a decline from about
1,47 million animals in 1990 to almost a third, i.e.
509 thsd. animals, in 1997. At the same time, the
proportion of dairy cows in the herd increased from
37 % in 1990 to 54 % in 1997.

Total production of beef and veal was at a level of
125 thsd. tonnes in 1992, with exports accounting
for half of total production. Exports increased in the
following years when the high number of slaugh-
tered animals due to de-stocking could not be
absorbed by the domestic market. Until 1997, total
production experienced a dramatic contraction,
falling to only 27,6 thsd. tonnes (table 20).

Table 19: Dairy Supply Balance
Units 1990 1991

Cheese production 000 t 24,0 213
Net imports and stock change -12,2 -9,0
Utilisation 000t 11,76 12,27

- consumption per capita kg 44 4,6
Self-sufficiency % 204 174
Butter production 000 ¢ 43,6 383
Net imports

and stock change 000t -24,1 -18,8
Utilisation 000 t 195 195

- consumption per capita kg 73 73
Self-sufficiency % 223 197
SMP production 000 t 89 6,3
CSBL, LSIAE, MoA, EC-DG-VI;

1992 1993 1994 1995 1996 1997

174 13,7 93 9.4 89 10,7
13 - 46 -1,1 -1,3 -1,1 28
10,10 9,12 8,21 8,09 1,76 7,94
38 35 3,2 32 3,1 3,2
172 150 113 116 115 135

318 189 98 6,5 13 76

112 51 12 13 -0 29
146 138 110 18 63 47
55 53 43 31 25 19
218 137 89 8 17 16l

5,5 28 0,8 0,7 1,8 3,1
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Domestic consumption dropped sharply and was at
14,9 kg per capita in 1997, only 60 % of the pre-
independence level. The problems evident in dairy
production affected also the production of beef
meat. With a decline in domestic consumption and
export possibilities, new market outlets were diffi-
cult to establish and due to the inadequate sanitary
conditions of most slaughterhouses, substantial
exports to the EU do not appear possible for the
moment.

Despite the fact that beef has been the only meat to
experience a continuous increase in real prices, pro-
duction fell more steeply than demand. As a result,
beef production fell to a level of self-sufficiency of
76 % which marks a radical change as compared to
the former high level of 266 %, recorded in 1991.

2.4.3. Pork

Before independence pig meat production was con-
centrated on large-scale farms. With an annual pro-
duction of about 138 thsd. tonnes in 1990, pig meat
production even exceeded beef meat output. But
developments from 1992 onwards witnessed a sharp

decline in production. Increasing prices for pig meat
and lower prices for cereals gave relief in 1995 when
production increased by 16 %. However, in 1996 the
decline continued and stabilised only in 1997 at a
production level of 44,5 thsd. tonnes which repre-
sents only a third of the pre-independence output.

The main problem of the transition process was the
deterioration of production capacities in units of a
competitive size. Pig production moved from state
farms and collective farms to individual farms and
household plots which increased their share in
stocks from 13 % in 1990 to 60 % in 1997. Pig pro-
duction also had to face the handicap of relatively
high cereal prices, which could not be passed over
by sufficiently high pig meat prices. Thus, the prof-
itability of pig production has deteriorated. The
inadequacies of the processing industry added to the
problems and still appear to be an obstacle to further
progress.

An important number of pigs, kept on household
plots, do not appear on the market. They are kept for
on-farm consumption or for direct marketing. Offi-
cial statistics may tend to underestimate this part of
the total production (table 21 on next page).

Table 20: Beef Supply Balance

Units 1990 1991
Cattle number 000 14720 14390
- of which dairy cows % 37,0 372
Imports life 000 0,7 0,1
Exports life 000 11,9 9,8
Average carc. weight kg 5505 5506
Slaughters’* 000 2272 2394
Production! 000 ¢t 125,1 1318
Net imports and
stock change 000t  -626 828
Utilisation! 000t 625 49,0
- Consumption per capita! kg 23,4 18,4
Self-sufficiency % 200,0  269,1

1992 1993 1994 1995 1996 1997
13830 11440 6870 5510 5370 5090
384 42,1 51,1 566 544 544
0,0 0,7 45 0,7 0,1 08
18 220 0,1 0,0 0,0 0,0
6127 700, 3824 2173 2055 1853
1959 1528 1781 2163 1490 1490
1200 1070 681 a9 306 276
149 516 256 69 7.8 93
451 494 425 401 384 369
170 19,0 16,6 158 154 14,9
2663 2165 1603 1173 7197 748

1 years 1990-1995 estimated by LVAEI according to the methodology used since 1996;

2 years 1996-97 estimated by LVAEI on the basis of data from MoA and CSBL
CSBL, LSIAE, MoA, EC-DG-VI,
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On the demand side, a continuous decline in per
capita consumption could be observed. In 1997,
consumption reached 26,6 kg per capita, only 70 %
of the pre-independence level, At the same time,
exports declined sharply and nearly ceased after
1995.

It appears that adverse supply side factors had a
more significant impact on the development of pig
production than the demand side. In spite of
decreasing consumption, self-sufficiency fell from a
1991 level of 140 % to 67 % in 1997. Latvia became
a net importer, mainly from Denmark and Germany.

2.4.4. Pouliry

Poultry production has witnessed the sharpest
decline in production in recent years. In 1997, pro-
duction of poultry meat reached with 7,6 thsd.
tonnes, only a fifth of pre-independence level. Its
share in livestock GAQO accounted only for 4,5 % in
1997 (table 22).

Production of poultry meat used to be concentrated
in a few very large-scale state enterprises which
accounted, in 1990, for 90 % of the stock, and - after
their transformation into private statutory compa-
nies - still hold a share of 70 %. Apart from produc-

Table 21: Pork Supply Balance

Units 1990 1991 1992 1993 1994 1995 1996 1997
Pig number 000 15350 14010 12460 8670 482,0 501,0 533,0 4600
Imports life 000 0,1 0,0 0,0 7.0 36 0,3 0,0 0,9
Exports life 000 11,7 14,0 7,0 0,9 0,0 0,0 0,0 0,0
Slaughters' 000 17413 15288 12975 8071 648,7 738,2 5250 530,1
Average carc. weight kg 79,4 82,5 71,5 84,4 82,9 84,8 84,0 84,0
Production (estimated) 000t 1382 1262 1005 68,1 538 62,6 44,1 45
Net import and stock change 000t  -35,6 -35,9 25,9 -1,2 38 -3,7 26,4 215
Utilisation® 000t 1026 90,3 74,6 66,9 57,6 589 70,5 66,1

- ke/capita*) kg 384 338 281 257 24 233 282 26,6

Self-sufficiency % 1346 1398 1347 1018 934 106,3 62,5 674
' years 1996-97 estimated by LVAEI! on the basis of data from MoA and CSB;
2 years 1990-1995 estimated by LVAEI according to the methodology used since 1996
CSBL, LSIAE, MoA, EC-DG-V1
Table 22: Povltry Supply Balance

Units 1990 1991 1992 1993 1994 1995 1996 1997
Poultry numbers Mio 10,3 104 9,5 5,4 41 37 4,2 38
Total slaughters Mio 29,0 25,0 18,5 10,1 8,1 7,1 55 4,2
Average carc. weight kg 1.4 1,3 1,1 1,3 1,4 1,5 1,6 1,8
Production 000t 403 333 21,1 12,7 114 10,8 8,7 76
Net imports and stock change 000t  -12,7 3,5 -2,6 -1,0 0,6 2,6 93 11,1
Utilisation 000t 276 298 185 11,7 108 134 18,0 18,7
Consumption per capita kg 10,3 11,2 10 45 4,2 53 1.2 7,6
Self-sufficiency % 146,1 11,8 1141 1083 105,8 80,9 483 40,5
CSBL, LSIAE, MoA, EC-DG-VI
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tion for on-farm use, small-scale farms do not play
a major role in poultry production and, given the
economies of scale in this sector, are not likely to
assume a major role in poultry meat production.

On the demand side, market prospects improved due
to a recovery in per capita consumption which
increased, after a sharp drop in 1992 to a level of
7,6kg in 1997. Total consumption reached 18,75
thsd. tonnes in 1997. This demand was mainly met
by imports putting severe competitive pressure on
domestic production. In 1997, increased consump-
tion together with low domestic production resulted
in a self-sufficiency rate of 41 %, while in 1990,
with a level of consumption a third higher than in
1997, self-sufficiency had been 146 %.

2.4.5. Eggs

Egg production has a higher share than poultry meat
within GAO. In 1997, its proportion in livestock
GAO was 12 %. Also egg production experienced a
sharp decline in output. Total production dropped to
464,7 million eggs in 1997 - half of its pre-indepen-
dence level. It has to be noted, however, that egg pro-
duction experienced a positive development over the
last four years. In 1997, production was 30 % high-
er than in 1994 when production hit its lowest level
(table 23).

As with poultry, egg production used to take place in
large sized units of the state sector; the share of such
units fell from 90 % of total production in 1990 to
75 % in 1997. Also, in the case of egg production,
the considerable potential for economies of scale
makes it less probable that family farms would take
over a considerable part of production, unless invest-
ment can be attracted into commercial size units.

On the demand side, per capita consumption fell
continuously and led together with the decline in
population to a drop in total consumption which
accounted in 1997 for only 65 % of the pre-inde-
pendence level. Due to an even steeper decline in
production up to 1994, self-sufficiency reached
68 % in that year, down from a level of 118 % in
1990. Self-sufficiency was again at 104 % in 1997.

2.4.6. Sheep and Goats

In the Soviet era, sheep and goat meat had already a
limited importance in meat production. In 1992, for
example, total production did not exceed 4000 t per
year. Since then, a steady decline could be observed
to an insignificant level of 400 t in 1997.

Private farms and household plots accounted, tradi-
tionally, for the major part of sheep and goat meat
output. In 1990, this farm type retained two thirds of
the stocks and on-farm use has increased signifi-

Table 23: Egg Supply Balance

Units 199¢ 1991
Laying hens’ Mio 39 38
Eggs per her? piece 210,0 2010
Production Mio 8189  760,6
Production 000 ¢ 51,2 415
Net imports 000t -1,9 -8,9
Utilisation 000 ¢t 433 38,7
Consumption per capita kg 16,2 14,5
Self-sufficiency % 1183 1229
! estimate, calculated from total production;
* estimate for 1997;

CSBL, LSIAE, MoA, EC-DG-VI

1992 1993 1994 1995 1996 1997
35 29 23 22 23 22
1720 1350 1540 192,0 205,0 210,0
5955 3890 3599 4210 4700 464,7
372 243 225 263 294 290
-1,8 9.9 10,5 75 14 -L1
354 34,2 330 338 30,8 279
13,3 13,1 129 13,4 12,3 113
105,2 71,1 68,1 77,8 954 104,1
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cantly since. Therefore, sheep and goat meat can be
considered as having some importance only in terms
of on-farm consumption, a fact which makes it very
difficult to cover this sector by official statistics.

As compared to other meats, per capita consumption
is on average very low. In 1997, a level of 0,16 kg
was reached which represents not even 10 % of the
corresponding level of 1990 (table 24).

The hypothesis that sheep and goat meat is mainly
relevant in the context of on-farm consumption is, in
addition, supported by the fact that sh'eep and goat
meat does not play a role in agricultural trade, with
a level self-sufficiency remaining stable around
100 %.

2.4.7. Forestry

Forests cover 44 % (2,88 million ha) of Latvia, two
thirds of which are conifers, mainly pine. The forest
area increased significantly in the Nineties as the

agricultural area was reduced. The timber is mainly
used for the paper and construction industries. Mod-
ern domestic manufacturing capacities, such as
paper-mills and sawmills, are only in the course of
being established. Wood and wood products repre-
sent the biggest group of exports, which reached in
1996 about a third of total exports.

50 % of the forest area remains state property. Many
of the newly established individual farms-have an
important share of forestland, which provides them
with - both, heating material and the possibility of
receiving some additional income (table 25).

The forest sector has a high potential that could be
mobilised relatively easily. In the last few years, the
timber harvest has markedly increased. In 1997,
9 million m* (about 3,1 m*ha) were cut as compared
to only 4,4 million m? (about 1,6 m-/ha) in 1991. The
1997 figure may be considered having reached the
limit of increment. For the future economic devel-
opment of Latvia, the forestry sector and its related
industries have a significant potential.

Table 24: Sheep and Goats Balance

Units 1990 1991 1992 1993 1994 1995 1996 1997
Sheep & goats 000 17560 1700 190,0 1710 120,0 93,0 81,0 64,0
Total slaughters 000 1270 - 1153 1396 1302 80,4 440 318 18,2
Average carcass weight kg 27,6 33,0 279 29,2 274 25,0 220 22,0
Production 000 t 35 38 39 38 22 11 0.7 04
Net imports 0001t na. na. na. na. 0,0 0,0 0,0 0,0
Utilisation 000 ¢ 35 38 39 38 22 L1 0,7 04
Consumption per capita kg 1,3 14 1,5 LS 0.9 0,4 0,3 0,2
Self-sufficiency % 100,0 1000 1000 1000 100,0 100,0 972 99,5
CSBL, LSIAB, MoA, BC-DG-VI
Table 25: Forest area and Fellings

Units 1991 1992 1993 1994 1995 1996 1997
Forest area thsd. ha 2802,0 28300 28390 28700 28810 28580 28840
Fellings thsd. 4392,2 40146 47572 573000 68857 67636 89200
Yield per ha m’ 1,5675  1,41859 1,6757 19965 239004 2,3666 3,09293
CSBL, EC-DG-VI
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2.5. Agricultural trade

The agricultural and food processing sector accounts
for a significant share of the foreign trade turnover of
Latvia. Traditionally, Latvian agriculture produced
large surpluses of dairy products, fish, eggs and meat
that were exported mainly to the former Soviet
Republics, in particular, to Russia. The value of
exported food products amounted to roughly 25 % of
total export value, when agro-food output was at its
peak. However, this production was dependent on
substantial imports of subsidised animal feed, grain,
fertilisers, plant protection products and machinery,
mainly from the FSU. Following liberalisation, trade
patterns changed dramatically. Over the last 5 years,
Latvia changed from a net-exporter of agricultural
commodities to net-importer (figure 4).

A major factor influencing trade patterns resulted
from the fact that, after independence, imported
animal feed from Russia had to be paid for at
world market prices. Livestock production became
more expensive and exports to Russia were less
competitive.

Consequently, in the period 1990-1994, livestock
exports and cereals imports dropped significantly.
Already in 1994, for a time, Latvia actually became
a net importer of meat and dairy products. Despite

the recovery of agricultural exports after 1994, the
trade deficit in agricultural commodities increased
steadily.

The total import volume of agricultural products in
1997 was LVL 219,5 million, an increase of 28 % as
compared to the 1996 figures. Exports were at LVL
141,1 million and increased in comparison with
1996 by 5 %. The trade deficit in agricultural com-
modities amounted in 1997 to net imports of a value
of 78 million LVL.

With respect to trade statistics, it has to be noted,
however, that the Ministry of Economics counsels
prudence on the issue of the comparability of export
and import data, over the years. Also, the Ministry of
Agriculture reports significant volumes of uncount-
ed agricultural and food stuff exports and imports.

2.5.1. Analysis by Category of Product

Exports of livestock products dropped dramatically
in the early 1990s. Some recovery could be
observed, however, from 1995 onwards, specifically
for processed products including dairy products.
When, by 1997, the value of total agricultural
exports had doubled as compared to the 1994 level,
processed products represented the major part of

Figure 4: Development of Latvian Foreign Trade

1992 1993 1994 1995 1996 1997
2000
1500
1000
53 e

’ . = " o 78 B Imports min.LVL

500 B 1 Bl Exports min.LVL

% l Sl

[] Trade balance min.LVL
1000 — Agricultural trade balance min.LVL
LSIAE, OECD
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agricultural exports. The share of the crop produc-
tion remained insignificant (table 26).

Exports of finished fish products and canned fish
constituted more than half of total exports of food
products in 1996. This share declined again, howev-
er, to little more than a third in 1997. Milk and milk
products gained an export share of around 14 per
cent in 1997. Confectionery accounted for 7 %.

The rise in imports of food products gathered
momentum in 1995, notably for products such as
fruit, sugar, tropical beverages and cocoa. By the
end 1997, it was estimated that grain imports,
which had in the past accounted for one quarter of
total agro-food imports, had fallen to around 3,7 %
of the total value. The main imports were alcoholic

beverages, juices and mineral water, fish, sugar, and
fruit and vegetables. Traditional export commodi-
ties like meat and live animals reached a remarkable
share of 5 %.

2.5.2. Andlysis by Pariner

The main destination of Latvian agricultural exports
has been the NIS, mainly Russia, Belarus and the
Ukraine. The Russian and especially the St. Peters-
burg regions remain an important market, since both
the difficulties in attaining EU production standards
and the longer distances to large Western markets
make a significant shift of trade flows towards the
EU difficult.

. i

Table 26: Structure of Agricoltural Trade

Exports (total) in million LVL
Which includes
— Dairy produce, eggs, honey
— Prep. of meat, fish a. o.
~ Meat and edible meat oftal
~ Beverages, spirits and vinegar
~ Tobacco and manuf, tob. substitutes
— Sugars and sugar confectionery
~ Cocoa preparations
- Fish & other aquatic inv.
~ Prepatation of vegetables, fruit, nuts
~ Live animals
Imports (total) in million LVL
Which includes
* Edible fruit and nuts
* Beverages, spirits and vinegar
* Sugars and sugar confectionery
* Coffee, tea, mate and spices
* Prep. of vegetables, fruit, nuts
* Fish & other aquatic inv.
* Cereals
* Flour products
* Animal or veget. fats & oil, waxes
* Tobacco and manuf, tob. substitutes
* Meat
* Live animals
* Milk products

CSBL, LSIAE, OECD

1992 1993 1994 1995 1996 1997
526 90,0 75,1 1129 134,7 1413
15,8 182 6,9 8,7 14,7 218
64 154 23,7 379 54,4 46,2
74 13,3 1.4 0,7 0,6 20
55 94 72 9,5 14 104

2,7 29 3,9 44 20 0,7
21 30 4,1 10,6 11,6 10,2
0,5 19 4,0 29 4,6 5,1
0.8 2,6 7,1 21,2 20,6 11,3
1,2 26 1,2 59 6,0 10,5
3,1 23 0,7 04 0,5 0,4

354 31 74,6 98,4 1720 2195
18 3,5 79 9.5 124 14,5
4,1 33 9.2 16,0 216 244
71 33 94 10,9 17,8 16,1

2,1 30 2,1 48 78 131
12 29 38 40 70 131
142 209
93 06 23 41 239 177
04 14 32 2,7 41 43
13 . 29 68 121 167
13 30 23 63 119
0,1 1,1 30 24 68 9,7
07 52 1,7 08 1,8
00 0,0 18 15 3,7

CEC Reports - Latvia » 37



While the share of the NIS was continuously
increasing - up to 76 % in 1995 - other countries
have gained as well over the recent years. The sec-
ond ranking share of exports went to the CEECs
which, after having plunged to 9,2 % in 1995,
gained at the expense of exports to the NIS and
reached 15 % in 1997. Both the NIS and the CEECs
have accounted together for a stable proportion of
80 % of Latvian agricultural exports.

The third ranking export destination is the EU which
accounted for 15 % of agricultural exports in 1996
and 11,2 % in 1997 (table 27).

As far as imports of agricultural and food products
are concerned, the import share of the NIS fell
sharply from 50 % in 1990 down to 4,3 % in 1997.
The Member States of the European Union have
become the largest partners in terms of Latvian agi-
cultural imports. In 1997, the EU share accounted
for 53 %. The CEECs have become the second rank-
ing source of agricultural imports. Showing high
fluctuations in recent years, their share more than
doubled between 1990 and 1997.

The trade balance for the first nine months of 1997
was negative with all EU Member States and, in
total, amounted to LVL 100 million. A comparison
of exports in the first nine months of 1997 and 1996
reveals that trade with Austria, Belgium, France, UK
and the Netherlands shows growth. The trade

balance with the NIS is positive; it totalled LVL
86,4 million, an increase of LVL 9,7 million, com-
pared with the same period in 1996.

2.6. Transition to Private Ownership in
Primary Production

2.6.1. Privatisation of Agricultural Land

During the Soviet era, land and other production
assets were nationalised. Agricultural production
was carried out in large-scale sovhoses (state farms)
and kothoses (collective farms) which by the 1980s
averaged 3 000 ha to 4 000 ha and had a high level
of vertical integration.

There was, however, a strong tradition of farm pro-
duction on small household plots, both for the mar-
ket and domestic consumption. Members of collec-
tive farms were allowed to farm small personal plots
of around 0,5 ha. In fact, the "Law. on Individual
Farms", established in May 1989, before the eco-
nomic reforms, encouraged private family farming,
but without stating ownership to the land.

In 1990, it has been estimated that Latvian house-
hold plots produced 62 % of all potatoes, 45 % of all
vegetables, 27 % of all meat and 29 % of all liquid
milk.

Table 27: Destination of Agricvitural Trade

1992 1993 1994 1995 1996

Exports in million LVL
Total 60,6 1009 71,1 1129 1347
OECD 10,1 142 83 139 226
of which: 60 00 00 00 00
~EU 75 96 57 122 199

~OECD-CEECs 0,0 0,0 0,0 1,0 1,7
~North America 0,2 0,5 0,3 0,7 0,8
—-Other GECD 24 4,1 24 0,0 0,1

CEECs 12,0 - 20,0 89 106 128
NIS 36,1 661 535 861 966
Other 24 0,5 0,2 2,3 2,7

CSBL, LSIAE, OECD

1997 1992 1993 1994 1995 1996 1997
Imports in million LVL

141,2 40,8 41,1 746 984 1714 2196
18,8 144 195 370 63,0 1118 1543
0,0 00 00 00 00 00 00
16,3 10,7 148 279 490 879 1164
1.8 00 00 00 00 128 160
0,6 12 03 08 1,3 26 5,7
0,1 25 44 82 128 85 163
224 29 71 153 142 184 366
96,0 193 103 83 82 199 95
42 4,1 41 141 129 212 192
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Economically, however, the household plots
remained dependent on the large-scale farms and,
for the bulk of their production, relied on their mar-
keting channels, and also, machinery and the supply
of other inputs.

When Latvia gained independence in 1990/91, it
was decided by the Latvian Supreme Soviet that for-
mer owners or their heirs should have the right to
restitution of, or compensation for, all property
seized during the Soviet era. A series of laws were
subsequently enacted, and the general policy goals
were to put in place a system based on private prop-
erty rights, and a market-oriented agro-food sector,
and to create a farm structure based on the family
farm system which had obtained in Latvia prior to
the Soviet annexation of 1940.

The "Law on Land Reform", adopted on 21 Novem-
ber 1990, aimed to eliminate the Soviet system. It
set up the legal conditions and administrative frame-
work to restore rightful ownership to the land
nationalised during the Soviet period.

The "Law on Land Privatisation in Rural Areas"
adopted on 9 July 1992, provided the framework for
the second phase of land reform. During this second
stage, which officially commenced on 1 January
1993, formal title to land was to be recorded on the
basis of land surveys, so as to facilitate the operation
of a proper land market. This necessitated further
legislation to establish both the State Land Survey-
ors’s Service, and the Land Title Register. The first
land title was registered on 31 May 1993.

On 5 August 1997, the Cabinet of Ministers adopted
measures concerning the completion of the land
reform. On 30 November 1997, the Saeima passed a
law “On land reform completion in rural areas”,
which came into force on 27 November. This law
retained the deadlines for submission of applications
of land claims laid down by the Cabinet and stipu-
lated that the deadline for decision making on land
allocation in permanent use shall be a month after

the date of the enactment of the law (27 December
1997).

By 1 February 1998, there were 129 872 landown-
ers registered in the State land cadastre with a total
land area of 1965 572 ha. These include 98 189 land-
owners registered in the Land Book (the Legal Reg-
ister-of Land Holdings) with a total land area of
1472636 ha. So, out of 3,63 million ha in private
ownership, 55 % was registered in the State land
cadastre and 41 % in the Legal Register.

Several problems arose in the process of land reform
and privatisation: Firstly, there were conflicts
between the demands filed under land reform legis-
lation enacted in the post-independence period for
restitution of former land owners or their heirs and
the claims of new users who had started to work the
land under the "Law on Peasant Farming" of 1989,
the first tentative effort to encourage private
farming.

Secondly, due to differing legal measures on land
reform and disposal of non-land assets, privatisation
of land did not take place in parallel with the pri-
vatisation of other assets. Consequently production
units were often left without land and could not be
operated properly.

According to the State Land Service, land holding
registration in the State Cadastre is envisaged to be
completed in 1998. The question of the legal regis-
ter of land holdings is more complicated. The delays
in land titling are caused by a slow legal process in
settling claims, absence of standardised land book
registration procedures, inadequate staffing, and
high fees for registration and titling.

In order to speed up the land register reform, it was
seen important to elaborate the State Land Service
development concept from January 1998 onwards.
The registration system is being elaborated with the
help of a Phare project “Technical assistance for
land registration and privatisation in Latvia”.

CEC Reports - Latvia > 39



The delays in land titling seriously constrain land
transactions. As a consequence, a functioning land
market has not really evolved yet. There is a specu-
lative reluctance to sell land on the side of those who
received land in the restitution process and don’t
want to farm the land. In addition, the economic per-
spective in Latvia is not as yet favourable to the
stimulation of the land market. An emerging land
lease market provides a temporary solution for farm
consolidation and for the more efficient farmers to
increase their farm size. In 1996, 27,2 % of the agri-
cultural land was not used. The unused land was
mainly low productivity land owned by the State and
brought into production by the output-oriented
planners of the previous regime.

2.6.2. Structure of Land Ownership

With the land privatisation process winding up, the
main attention is now focused on long-term land
management. Land division has resulted in 95 000
family farms with an average farm size of 23,6 ha;
this includes on average 13,7 ha of agricultural land
and 7,7 ha of forest. Additionally, there are 173 000
household plots with an average size of 7,9 ha,
including 4,9 ha of agricultural land and 2,1 ha of
forests. There are 474 agricultural enterprises and
statutory companies and 81 specialised State farms
which together own around 5 % of the total
agricultural land.

Land reform resulted in big collective and State
farms transforming into a large number of compara-
tively small private farms. As yet, many existing pri-
vate farms do not participate actively in the market.
As at least one third of them does not possess the
necessary production facilities on this land, they
lease the land to those farmers who are already
established and who possess the necessary
machinery.

Many farms are oriented towards food production
for family needs. Although existing farms partly
help to solve employment and social problems in
rural areas, the competitiveness of many farms in
future may be doubtful (table 28).

It remains difficult to make a clear distinction
between those farms producing for the market and
those engaged in producing for own consumption.
In 1996, some 40 % of agricultural land were oper-
ated by farms which were not producing for the mar-
ket but which were dependent on off-farm sources
of income.

The creation of family farms benefited from parts of
the capital equipment and education from the former
system of collective farms. However, understand-
ably, many former collective farm workers lack
entrepreneurial skills and market understanding.

L —
Table 28: Development of Number und Land' of different Types of Farms
Farm Type Number of Farms® Area (thsd ha}  Percentage of Land Average Size (ha)
' 1989 1997 1989 1997 1989 1997 1989 1997
State Farms 241 81 1.574 28 41% 1% 65324 340,5
Collective Farms 363 - 2.075 - 54% 0% 5980,2 -
Corporaie Farms - 474 - 147 0% 4% - 3093
Family Farms® 3931 94905 66 2.239 2% 59% 16,7 236
Household Plots® 250172 173280 9 1.409 3% 3% 0.4 8,0
" excluding state fotests and nou-agricultural fand secs;
* as of heginning of year shows;

3 i 1989 these Jands sre inctaded also in area of collective ind stat farms;
CSBL, LSIAE, MoA, BC-DG-VI
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2.6.3. Farm Organisations

Liberalisation of the economy and of political and
social life was accompanied by a reconstruction of
farm organisations, aiming at political representa-
tion and the provision of services to their members,
The Latvian Farmers’ Federation (LZF) was found-
ed in 1991 and is one of a number of producer
organisations. It has approximately 20000 mem-
bers. It represents regional farmers’ organisations,
farmer co-operatives, co-operative organisations
and associations, as well as other farmer organisa-
tions, in the whole of Latvia.

The LZF’s territorial structure includes 254 parish
farmer organisations and 26 regional farmer organi-
sations. The LZF’s aims and commitments are to
represent its members in political decision making
concerning the development of agriculture and to
ensure that their members’ legal rights are defended.
LZF aims to provide proposals and ideas to Govern-
ment, institutions and other organisations to favour
the development of the rural economy and to pro-
mote family farming.

With view to improve competitiveness of the agri-
cultural sector the LZF is committed to advance
LZF members’ economic and social development,
undertake economic and social research, and assist
with the economic and professional education of
farmers, and helping to raise the profile of the agri-
cultural industry.

Co-operation agreements have been established with
the Ministry of Agriculture, and between the three
Baltic nation farmer organisations. There is also a
co-operation agreement between Swedish Farmers’
Federation and Latvian Farmers’ Federation.

2.7. Privatisation and Development in
the Agricultural Processing
Industry

2.7.1. The Institutional Framework of
Privatisation

Within the agricultural industry, privatisation in the
processing industry and the food sector started in
1992-1993 and is now virtually complete.

Most enterprises were privatised according to the
general privatisation scheme determined by the
“Law on privatisation of state and municipal enter-
prises” of 1992, and its new version adopted in
1994. The law was applied to most cases of privati-
sation of vegetable and fruit processing industries,
beverages and confectionery production (excluding
the bakery industry), as well as to the remaining
enterprises from other (non-food) sectors of the
economy.

In both the 1992 and the 1994 versions of the gener-
al privatisation law, the shares of a privatised com-
pany were to be distributed between several groups
of applicants: employees, the state and so-called pri-
vate investors. The law stipulated that employees
could acquire between 5 and 20 per cent of shares,
and 5 per cent of shares ought to be left in state own-
ership, to be used as a source of income for the State
Pension Fund. The remaining 75 to 90 per cent of
the shares were to be offered to private investors.

According to the general privatisation scheme which
was applied from 1992 to 1994, the business part-
ners of enterprises under privatisation (suppliers of
raw materials or main purchasers) could acquire 30
to 70 per cent of shares in an enterprise. The remain-
ing shares could be offered to any other investor. In
most cases, this meant that other possible applicants,
e.g. banks or investment funds, had no real chance to
acquire shares in the company during the course of
privatisation, except in the case of companies with
operating difficulties.
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Concrete rules of privatisation were elaborated by
the privatisation commission, focusing on issues
such as the value of the enterprise, the number of
shares in different lots, and the form and terms of
payment. The privatisation commission was
appointed by the government for each individual
enterprise.

The approach chosen initially caused several prob-
lems. The lack of flexibility concerning the terms of
payment and the division of capital shares made it
difficult for privatised enterprises to solve problems
with large debts. Financial funds acquired during
privatisation were not used for the development of
enterprises, but for fiscal purposes. The emerging
broad range of owners with conflicting interests, and
lacking preferential rights in the decision-making
process, created serious obstacles for management
and investments. The privatisation process was very
slow, since various governmental institutions had to
decide on each enterprise individually. As a conse-
quence, only a limited number of enterprises was
privatised in the years 1992 to 1994.

After 1994, a different approach was applied.
Instead of a decentralised management approach,
with the privatisation process being organised by
sectoral ministries, a permanent State Privatisation
Agency was established. This seemed necessary to
speed up privatisation, to strengthen its management
capacity, and to centralise the money flow, so as to
be able to cover state enterprise debts from the
money earned. The privatisation agency is managed
by a Board of Directors and supervised by a Super-
vision Council, consisting of representatives from
different political groups.

The new version of the law focussed on the newly
introduced concept of the “strategic investor”. This
refers to any natural or legal person interested in
acquiring management control over an enterprise
after privatisation. This approach acknowledged the
need for an individual, a company or an organised
group of persons, with a clear picture of the future
development of the company after privatisation, and
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who would be ready to follow the rules agreed on for
a particular company. The new version of the law
also helped to improve the transparency of the pri-
vatisation process.

A third urgent problem solved by the updated law is
the liquidation of insolvent state enterprises. For this
purpose, the 1994 privatisation law defines the pro-
cedure of how to liquidate a state company, sell its
assets and cover its debts.

Some sectors of the food précessing industry, name-
ly the milk, meat, grain industries, bakeries and also
the sugar industry, were privatised according to so-
called special legislation. The special legislation was
passed before the 1994 version of the general pri-
vatisation law. Privatisation in agriculture and the
retail sector was largely concluded in 1992-1993. In
the first years after independence, food processing
was the only link in the whole food chain remaining
in state hands, which caused additional problems
and inefficiencies in the up- and downstream
sectors.

These special regulations were implemented to reg-
ulate the distribution of shares among different
groups of shareholders. While the general privatisa-
tion law did not give preference to agricultural pro-
ducers, although there was strong political pressure
to do so, this request was taken up in the privati-
sation laws for the dairy and grain processing
industries.

Another aim of the special legislation was to make
the management of the privatisation process more
efficient by establishing a centralised privatisation
commission for each particular processing branch,
as opposed to the special commissions for individual
enterprises provided under the general privatisation
legislation until 1994.

Several concepts from these specific laws were used
in the new version of the general privatisation law.
Among them are the reorganisation of state enter-
prises into state joint stock companies and the sale



of shares to this company, one privatisation commis-
sion for the whole branch, and the “strategic
investor” concept.

The main features of the special legislation govern-
ing the dairy, meat and milling industries, which are
the most important branches of the Latvian food
industry, are given below.

The dairy sector was privatised according to the
“Law on privatisation of state milk processing enter-
prises”, passed in 1992. The creation of milk pro-
ducers’ co-operatives was one basic principle of the
restructuring and privatisation process in this sector.
In a first stage, large dairies were reorganised, and
milk collecting and processing enterprises were
offered to co-operatives free of charge. In a second
stage, the remaining milk processing enterprises
were privatised, including those units that were part
of the former centralised milk processing system.
This included reorganising state enterprises into
companies and offering their shares to milk produc-
ers’ co-operatives, employees, other natural or legal
persons, and the state pension fund. Milk producers’
co-operatives had to be given preference in becom-
ing the principal shareholders, with quotas of no less
than 70 per cent of the shares being offered to them.
Other persons were only allowed to take control of
the enterprise in exceptional cases or in later stages
of the privatisation process.

The meat processing sector was privatised according
to the “Law on privatisation of state meat processing
enterprises”, passed in 1993. The main method of
privatising state meat processing enterprises was
their reorganisation into state joint stock companies,
followed by the sale of state-owned shares to indi-
viduals or companies. The majority of stocks (no
less than 51 per cent) had to be offered in public ten-
der to so-called principal investors, who could be
natural or legal persons. Potential principal investors
were required to present their business plans to the
privatisation commission. Amendments to the law
that were adopted later granted certain privileges to
farmers and their co-operatives. However, agricul-

tural producers did not utilise fully their rights to
obtain the 20 to 30 per cent of shares allocated to
them.

Under the “Law on Privatisation of Bakeries”
(passed in 1993) the same privatisation approach as
in the meat processing sector was generally used in
the grain processing and bread production enterpris-
es. The grain sector has a high level of vertical inte-
gration and remained for a long time under the con-
trol of a state monopoly "Latvia Labiba". This
organisation comprised 28 enterprises including
some 13 state bakeries, and some 17 grain process-
ing enterprises. On 9 November 1992, the concern
“Latvijas Labiba” was liquidated. The operating
enterprises are in certain cases not very competitive,
although performance differs between branches.
Flour mills are in a far better condition than feed
mills, which badly need investment. Drying facili-
ties are of crucial importance since the average
moisture content of the grain harvested is too high
for storage. They are, however in poor condition,
and in need of major investments.

Principally both versions of the general privatisation
law and also other privatisation concepts allow for-
eigners to participate in the privatisation process -
either directly or through subsidiaries registered in
Latvia, Sometimes foreigners were even given pref-
erential treatment under the privatisation rules for
individual companies. As a result, Scandinavians
entered the brewery industry, Austrians and Ger-
mans the bakery industry, Americans the confec-
tionery industry, and the British the sugar industry.
In other cases, foreign companies entered the Lat-
vian food processing industry after the initial pri-
vatisation had ended and private enterprises had
been established. In the bakery industry, for
instance, a joint venture was formed with Cultor
from Finland, and investors from Estonia became
involved in the meat and dairy industries.
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2.7.2. Results of Privatisation

The privatisation process of the Latvian food indus-
try was affected by political changes and political
pressure from the farm lobby. Despite the difficul-
ties, privatisation was carried out in a relatively
short time, and, by the end of 1996, privatisation of
the food-processing sector had essentially been
completed.

However, it must be stressed that the privatisation
carried out in this sector so far can only be consid-
ered as the initial stage of restructuring. Further
adjustments will be necessary. Restructuring is rela-
tively slow and the food industry, dominated by
grain, meat, and dairy processing, is very vulnerable
to external competition. Quality standards and effi-
ciency levels are low by EU standards. Tremendous
over-capacities drive production costs up.

Table 29 summarises the situation in 1997 in rela-
tion to the privatisation of the agro-food processing
and service sector.

The State agro-service enterprises covering agticul-
tural machinery, agricultural chemicals, land recla-
mation, construction and other services have been
privatised. Also 125 such units were split up into
800 facilities before being privatised.

2.7.3. Structure and Performance of the
Agricultural Processing Industry

The production structure of the food processing
industry has substantially changed since the early
90s. Production volumes of more expensive prod-
ucts such as processed meat and sausages, butter and
cheese have fallen dramatically, since the demand
for these products has declined considerably. In
addition, domestically produced goods are often not
able to compete with cheaper imports from West
European countries.

Some sectors seem, however, to be able to compete
on the domestic market and on the markets of the
FSU countries. These include the dairy, fish,
milling, beverages and confectionery industries,
which have strengthened their position on the
domestic and eastern markets and are even starting
to expand into the EU market. It is estimated that the
self-sufficiency rate varies between 71 % for choco-
late and its by-products to 85 % for alcoholic bever-
ages and 95 % for sugar-based products.

Following the sharp drop in production in the early
90s, the Latvian agro-food industry now seems to
have overcome the economic crisis. Between 1990
and 1993, output in the sector dropped both largely
due to the fall in both domestic consumer demand
and the loss of export markets. Between 1994 and

A

Table 29: Privatisation in the Agricultural Processing and Service Sector (1997)

State enterprises

before privatisation

Privatisation based on special law 185

— milk processing enterprises 15

~ 1meat processing enterprises 14

~ bakeries 14

~ grain processing enterprises 17

— agricultural service enterprises 125

Privatisation according to general laws 143

— of which sugar refineries 2

Total 328
1 under the responsibility of the Privatisation Agency

LSIAE, MoA

Privatised  Subject to liquidation = Privatisation
state enterprises or privatisation'  not yet started
157 28 -
15 -
11 3 -
13 1 -
14 3 -
104 21 -
29 82 32
2
189 110 32
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1995, however, production rose by 10 %. In 1997,
year-on-year industrial production is estimated to
have increased by 13,6 %. Among the biggest year-
on-year rises in output was food and beverages (up
by 17,7 %) second only to metal working industries
(up by 23 %).

During the last three years, food processing account-
ed for 8 to 9 per cent of total GDP and for about 40
per cent of GDP in manufacturing. Roughly 400 dif-
ferent food-processing plants exist in the country.
These employ about 30 000 people or 3 per cent of
the total number of employed persons, with an aver-
age output per employee of about LVL 17 000 per
year.

There are a relatively large number of meat, dairy
and mill processing firms (140, 73 and 17 respec-
tively). 65 % of these firms are estimated to employ
less than 100 people - only 5 % have more than 500
employees (table 30).

Both the dairy industry and the milling industry,
where the four largest milling enterprises have a
market share of 60 %, reveal growing concentration.
At the same time enterprises have started to spe-
cialise, targeting a definite segment of the consumer
market with their production activities. The milk-
processing sector has specialised in either whole

milk or products such as cheese or ice cream. At
mid-April 1998, six Latvian establishments were
authorised to export dairy products to the EU.

First signs of a positive development reveal a certain
improvement in competitiveness. Growing Western
imports put pressure on the Latvian food industry to
reorient towards meeting consumer requirements by
increasing the quality and variety of food products,
as well as improving the packaging.

Nevertheless, serious problems remain to be solved.
The quality of Latvian food industry output;
although improved, still varies greatly, reducing the
export possibilities for such products, especially to
the West. The outdated machinery and the lack of
access to capital also hamper the competitiveness of
this sector.

Also developments in the agricultural sector have
had significant implications for the food-processing
sector. The drop in agricultural production has con-
siderably reduced raw material availability for the
processing sector and has thus been a major reason
for the low capacity utilisation in this sector.

In addition, the restructuring of the agricultural sec-
tor led to the creation of many very small peasant
farms, many of them primarily engaged in subsis-

Table 30: Structure of the Agro-Food Industry in 1996

Type of activity/product Output
mill, LVL?
Total food industry 430,9
~ Meat processing 517
~ Fish processing 69,5
~ Fruit and vegetable processing 18,3
- Milk and dairy products 78,5
~ Basic cereal products 37,0
— Bread production 514
~ Sugar production 143
~ Checolate/chocolate products 27,4
~ Non-aleoholic beverages 274
— Other types of activity 554
! gurrent prices
CSBL, LSIAE, IAMO

Share in total Number of Output per
food output (%) employees  worker (LVL)
100,0 29 627 14 544

12,0 3150 16413

16,1 7292 9531

42 903 20 266

18,2 5199 15099

3,6 1142 32399

19 5 601 9177

33 1259 11 358

6,4 1269 21592

6,4 1816 15 088

129 1996 271756
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tence farming. The lack of alternative employment
opportunities has encouraged these farms to engage
in processing activities themselves inducing a
decrease in the procurement share of total produc-
tion.

Low profitability, low capacity utilisation, and obso-
lete technology remain significant constraints in the
process of restructuring the meat-processing sector.
At mid-April 1998, no Latvian meat plants were
authorised to export meat or meat products to the
EU (table 31).

Table 31: Procurement Share in total Production of Livestock

Products
Product 1990 1994 1995 1996 1997
Meat 87.1 372 32.1 40.4 384
Milk 85.1 37.1 339 39.1 36.5
CSBL, LSIAE, IAMO

Wood processing is a significant part of Latvian
industry (8 % of the industrial production). It is the
only sector which records a rise in employment.
Wood is one of the country’s major national assets
(it covers 40 % of the territory). Wood products
account for some 30 % of Latvian exports (of which
85 % go to western markets and mainly to the EU -
Sweden and the UK are big importers). The share of
processed and value-added products (sawn materials
as opposed to round wood) in exports, while it is
increasing, remains low.

Investment in the wood-processing sector is grow-
ing. However, the need for modernisation and ratio-
nalisation is underlined by the fact that more than
80 % of firms in the sector had an annual capacity of
5000 m* at end 1996. Output of wood and wood
products rose by 16,6 % in 1997.
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2.8. Technical assistance and Foreign Direct
Investment

EU technical and financial assistance to Latvia com-
menced under the 1991 TACIS programme and has
been extended under PHARE since 1992. In the
1992-1996 period, the PHARE programme allocat-
ed ECU 124 million to Latvia. The allocation for
1997 was ECU 38 million. The support has been
focusing on supporting the reform of the legal and
institutional framework, infrastructure development,
restructuring and privatisation of enterprises and
land, and tax administration and customs.

This technical assistance has been operated in paral-
lel with implementation of the first World Bank
credit line for US $ 25 million - the Agriculture
Development Project (ADP). Currently, the Latvian
Government is working with the World Bank to pre-
pare the Rural Development Project (RDP), a sec-
ond credit line of US $ 25 million. RDP, while con-
tinuing provision of credits to larger farmers and
agro-processors as well as wood-processors, will .
widen the scope of assistance available by including
a grant component in credits provided to rural
households, and farmers whose agricultural activi-
ties generate only marginal income. There will also
be a loan guarantee element, to reduce the risk that
banks face as a result of being offered low levels of
collateral by poorer farmers and rural entrepreneurs.

Foreign Direct Investment (FDI) into the agricultural
sector has increased considerably in recent years. Most
of the FDI allocated to the agricultural sector went into
food processing with the major part going into sec-
ondary (for example, tobacco, beverages and confec-
tionery) rather than primary processing branches
where farmers own a high volume of shares. In 1997,
the flow of FDI into food processing reached the con-
siderable amount of US $ 12,3 million.

FDI into primary agricultural production has
remained insignificant. While, in 1993, a relatively
high share of 1,8 % had been reached, the following
years saw a level below 1 %. Apart from the gener-
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ally low profitability of primary agricultural produc-
tion, the specificity of the privatisation process
including its slow progress may have added to this
outcome.

The level of FDI going to agriculture and the agro-
food industry has accounted only for a limited share
of total FDI over the last few years. Having reached
a peak of 11,5 % in 1994, FDI into agriculture and
agro-food processing fell to 8§ % of total FDI in
1997, which is half the value of the agro-food sec-
tor’s proportion in the Latvian economy (table 32).

Most FDI into the Latvian processing sector origi-
nates from Scandinavian countries and Austria, and
also from the USA.

2.9. Environment

The Soviet regime left Latvia with a set of environ-
mental problems concerning eroded land, polluted
sites, and hazardous livestock units.

In several places, contamination by the accumula-
tion of hazardous substances (for example, heavy
metals) is a serious problem. Other environmental
problems related to agriculture include the eutroph-
ication and pollution of the Baltic Sea as well as
general pollution caused by nitrogen, phosphorus
and other biogenic materials, pesticides and heavy
metals. In 1993, waste water resulting from agricul-

tural activities, food processing and fishery produc-
tion represented 21,3 % of total wastewater dis-
charges in Latvia.

The percentage of organic substances in the soil fell
from 1,97 % in 1945 to 1,77 % in 1994, resulting in
a reduction of the buffer capacity (the ability of the
soil to absorb nutrients and transfer them to plants)
and an increase in surplus nutrient input entering the
internal waters and the Baltic Sea. In 1996, the
amount of fertiliser was about two to three tonnes of
manure, which didn’t pose a major risk. Problems
result, however, in the form of localised pollution
from leaking manure tanks.

The big cattle breeding units were one of the biggest
polluters of soil, water and the Baltic Sea. Although
their number has fallen, problems do persist.
According to hydro-chemical and hydro-biological
data, most surface water (about 85 %) is slightly pol-
luted or polluted.

The main environmental problem of Latvian agri-
culture is eutrophication caused by nutrients. It has
to be noted, however, that also other sources like
municipal waste waters add to the problem.

The use of pesticides and synthetic fertilisers fell
sharply over the last few years, since imported fer-
tilisers and pesticides, now dominating the market,
have to be paid for at world market prices, while
farm-gate prices for agricultural products remain

Table 32: Foreign Direct Investment

FDI Stock

1992 1993
Total FDI (mio. US$) 32,14 74,62
Primary Agriculture
value (US$ million) 0,02 1,33
% of total FDI 0,08 1,79
Food Processing
value (US$ million) 1,60 3,81
% of total FDI 4,99 510
1 Figures for 1997 refer to VII-IX
CSBL, LSIAE

FDI Flow
1994 1995 1996 1997 1997
30946 51927 68539 854,69 169,30
0,13 0,07 0,41 0,43 0,03
0,04 0,01 0,06 0,05 0,02
3555 5341 5597 6833 12,36
1149 1029 8,17 7,99 7,30
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comparatively low. The lack of liquidity and short
term credits has added to the situation. While this
poses problems for agricultural productivity, the
implication for the environment is clearly that the
risk of pollution from farm inputs has, at least on the
average, diminished.

The use of Nitrate fertilisers in 1996 was at only a
third of its 1990 level. Similarly, the use of pesti-
cides declined. In 1996, the number of areas treated
accounted only for a fourth of the pre-reform level.

Lack of liming has contributed to a serious deterio-
ration of land resources and lower productivity over
the past six years. The deterioration of pH levels
has been very serious and the proportion of soils
with increased acidity has increased from 15% in
1989 to 50% in 1997. In 1985 - 1990, on average,
200000 hectares were treated with lime; in 1996
however - only 2 500 hectares were so treated. It has
been estimated that crop losses due to increased
acidity amount to more than LVL 20 million.

It has been estimated that 230 000 ha or 13,4 % of

all arable land is exposed to wind erosion and
380000 ha or 24,3 % to water erosion.
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3.

Agricultural and Rural Policies

3.1. General Orientations in
Agricultural Policies after
Independence

Agricultural policy in Latvia has developed in
response to both internal and external factors. Exter-
nal factors include those linked to commitments
made in negotiating accession to the WTO, includ-
ing trade measures relating to import restrictions as
well as to national subsidy programmes. Of central
importance are the EU association agreement and
the EU accession process as whole, as well as nego-
tiations with IMF and World Bank.

After independence Latvia adopted a liberal profile
in agricultural policy which is reflected by the fact
that the Producer Subsidy Equivalent (PSE) was
only 4 % in 1996 and 8 % in 1997. The only excep-
tion was sugar, where a relatively high border pro-
tection resulted in a PSE of 57 % in 1997,

The main support for Latvian agriculture has been
provided by border protection measures. Apart from
subsidies for high quality seeds and breeding mate-
rial, there is practically no internal price support,
either through state procurement or direct payments.

The general orientation in Latvian agricultural poli-
cy, as noted already, gave way to the replacement of
larger state and collective farms by predominantly
small family farms. While some see this as an
unavoidable side-effect of overcoming the commu-
nist farming model and re-installing private owner-
ship, the orientation pursued has also been criticised
as a populist approach which ignored that small
family farms may not survive in the absence of pro-
tectionism and which, therefore, impedes the neces-
sary modernisation of the farm sector.

In Latvian agricultural policy debates, it appears,
however, that there is a clear understanding to the
need to move to more efficient farm structures.

The current political discussion within the farm sec-
tors points towards a higher engagement by the state
in the development of the agricultural sector. The
agricultural budget reaches LVL 39,64 million in
1998, which is a spectacular increase of 40 % as
compared to the budget of 1997.

The budget increase certainly reflects Latvia’s
efforts to adopt policy elements as established in the
context of the EU agricultural policy, with Latvia
giving clear emphasis to structural policies.

In addition, the farm groups have generated pressure
with a view to achieving a higher support level,
since the economic difficulties including the high
volatility of farm prices, are blamed on imports
which are said to undermine the ability of farmers to
make a reasonable living.

A recent survey, commissioned by the World Bank
and the Latvian Government, found out that farmers
perceive assistance through business advisors,
mobile credit officers, pagast officials, and technical
advisors as being important for further develop-
ment. The policy priorities mentioned were credit
for land purchase, domestic market protection, and
mortgage credit.

3.2. The Institutional Set-up for
Agricultural and Rural Policies

The responsibilities of agricultural and rural policies
are shared among several ministries. The Ministry of
Agriculture is responsible for the development of
the rural economy, including the crop, livestock,
fisheries and forestry sub-sectors, as well as intro-
ducing measures for rural diversification.

The Ministry of Environmental Protection and

Regional Development is responsible for the devel-
opment of legislation concerning regional develop-
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ment, spatial planning, supervision of local Govern-
ment and the Administrative territorial reform of
local and regional Governments.

The Ministry of Economy deals with policies con-
cerning economic development including the opera-
tion of the Regional Fund (assisted regions) and the
Municipal Development Fund. The Latvian Devel-
opment Agency is an executing agency under the
Ministry of Economy. The Ministry is also responsi-
ble for regional enterprise support centres.

The Union of Local Governments represents Lat-
vian local Governments (75 % of all regional and
local Governments being members). The Union pro-
vides linkage between local/regional and central
Governments in the field of regional development.
Local Government officials are increasingly
involved in spatial planning and local development
initiatives.

In 1997, the Regional Development Council was
approved by Parliament, to co-ordinate (a) regional
development issues at central Government level, and
(b) central, regional and local Government activi-
ties. The specific tasks of the Council are to deter-
mine regional development strategy, propose poli-
cies to the Cabinet, and develop programmes for
regional development. The Council is responsible
for operation of the regional fund.

An inter-ministerial working group was set up in
1997 to maintain a permanent rural policy dialogue,
as well as prepare agreement with the World Bank
on the financing of the Rural Development Project
(RDP). The main focus is to co-ordinate efforts and
resources at the disposal of different ministries in
order to achieve efficiency, transparency and cost-
effectiveness.

To pursue its European integration activities, Latvia
has established a European Integration council con-
sisting of the Ministers principally concerned which
meets every month to co-ordinate the implementation
of the national programme for integration into the EU.
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3.3. Agricultural and Food Strategy
Obijectives

The “Law on Agriculture” passed by Parliament on
November 8, 1996, aims to achieve an efficient agri-
cultural policy for the transition period until acces-
sion to the EU and establish the main principles of
market regulation in agriculture. The law sets out the
main long-term objectives and implementation
mechanisms for Latvian agricultural policy as
follows:

B the necessary structural adjustments and
increased international competitiveness;

B an cconomically efficient, environmentally
friendly, and socially oriented agriculture;

B the development of efficient processing enter-
prises and to increase valued-added,;

B the maintenance of employment in rural areas;

B bringing up incomes in agriculture up to the
average in the national economy;

B the development of agricultural research and
education.

Under the law, the Government is required to set out
farm policy programmes for the coming twelve
months by the first of August each year. The legisla-
tion stipulates the level of budgetary allocations for
public spending and investment in agricultural
research and education. The law states that public
spending on agriculture may not fall below 3 % of
total annual budgetary expenditure. It also makes
some provision for legal protection to producers in
the event of delayed payment for goods.

The Ministry of Agriculture assumes no significant
contradictions between the goals and instruments
mentioned in the “Law on Agriculture” and those
requirements and principles laid down by
GATT/WTO, existing free trade agreements and the



EU association agreement. Indeed, the Law states  Table 33: Producer Prices in Latvia in Percent of the EU Prices

that any type of support to agriculture and rural

Commodity 1993 1994 1995 1996 1997

development should not contradict the principles  wheat 3907 5131 7367 98,18 9516
and statements enshrined in international agree-  Rye 3571 4247 63,75 98,09 98,88
ments signed or to be signed by Latvia. Barley 33,22 40,94 47,34 79,22 78,46
Potatoes 55,25 38,15 44,19 70,33 76,29

Rapeseed 75,18 67,76 73,81 78,75 91,26

. Sugarbeet 58,96 67,59 66,42 65,06 70,66

3.4. Instruments of Agrlcultyrul and i 2540 2 4208 4635 415
Rural Development Policy Beef/Veal 11,84 2418 2980 3700 3539

Pig meat 76,98 12947 90,12 76,76 86,38

Poultry 7115 108,64 11585 10547 124,42

3.4.1. Market Intervention

Market intervention has not played a major role in
Latvian agricultural policy. The main support instru-
ment has been border protection which is described
in the following section. In the latest discussions on
orientations in Latvian agricultural policies, howev-
er, a reinforcement of market intervention is under
consideration.

The limited use of price support over the past years
led for most commodities to prices which are signif-
icantly lower than the comparative EU prices.

The price gap between Latvian producer prices and
EU prices is less significant only for those com-
modities where EU price support has been moder-
ate, for example pig meat and rape seed, or for
which a high world market price could be observed
as for cereals over the last few years. For poultry,
Latvian prices are even higher, due to the fact that
Latvia, being a net-importer, applies higher tariff
rates than the EU (table 33).

After liberalisation of agricultural prices in 1991,
so-called minimum prices for grains, livestock prod-
ucts, and flax were introduced as a transitional mea-
sure. The price guarantee was not applied by specif-
ic regulations but by the state food processing enter-
prises, which were ordered to pay at least the mini-
mum price for the products they purchased.

In the case of sugar, the price for sugar beet was set
by the Ministry of Agriculture up to 1994. With the

CSBL, LSIAE, MoA, EC-DG-VI

privatisation of the state owned food-processing
enterprises, the state could no longer provide price
support through price setting.

Most of the minimum prices for agro-food products
became irrelevant as a result of shifts in relative
price levels and were abolished already at the end of
1992. Only, the minimum price for grain was main-
tained for state use, while there was no specific
mechanism providing a real price guarantee to pro-
ducers. The minimum guarantied price for grains
was abolished in 1997.

A certain market influence could have been exerted
by the Latvia State Cereal Bureau which was estab-
lished in 1993 and which has been replaced, mean-
while, by the Cereal Trade Agency. These institu-
tions were set up to determine grain needs and the
possibilities of its coverage with home-produced
grain, to analyse and predict price formation in the
Latvian grain market, to regulate foreign trade in
grain, to ensure quality and protection of consumer
interests, and to arrange procurement and mainte-
nance of the State Grain Reserves.

The Cereal Trade Agency managed in 1997 only
3,3% of Latvia’s overall harvest, while being capa-
ble of ensuring three months’ consumption of
milling grain in Latvia. Therefore, the market
impact of its activities can only be limited.
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Due to the low purchasing power of the population
and increased volumes of production (grains and
milk particularly) policy does not allow the mainte-
nance of higher prices on the internal market as
compared to prices for imported products. Another
reason not to envisage agricultural market interven-
“tion may be the genecrally restrictive budgetary
policy.

3.4.2. Border Protection

Since mid-1997, there have been no measures pro-
tecting the internal market other than ordinary
import duties. Quantitative restrictions on the
import of grain as well as the import ban on sugar
have been abolished and the import licensing system
has been modified to meet the requirements of the
WTO Agreement on Import Licensing Procedure.

The vast majority of imports is subject to free trade
agreements or has MFN status. The Government is
committed to reducing the peak tariffs, but hesitates
to do so prematurely before having achieved WTO
membership.

Import tariffs range from 1 % or less for raw mate-

rials to 15 % for most goods for final consumption. .

Goods not produced in Latvia or produced to an

insufficient amount, as well as capital goods and raw
materials are exempt from customs tariffs or are sub-
ject to minimum import tariffs (0-0,5 %) (table 34).

Agricultural goods which are domestically produced
continue to be protected with tariff rates ranging
from 25 % for wheat to 60 % for refined sugar.
Since considerable tariffs for agricultural products
represent a distorting element in current agricultur-
al policy, the Government announced in 1996 its
intention to reduce tariffs from the current levels of
30-50 % to 30 %, as agreed with the World Bank. In
the year 2000, the differences in tariff rates for dif-
ferent commodities are bound to be reduced which
will result in lower rates for butter, cheese and pig
meat.

3.4.3. Tax Relief

Certain tax reliefs exist to stimulate agricultural pro-
duction in Latvia. Until recently, private individual
farmers, householders and private auxiliary farmers
were not liable to pay income tax on income earned
in agriculture. In other activities, income tax is set at
25 per cent of taxable income. Currently, personal
income tax must be paid from profits from agricul-
tural activities exceeding 3000 LVL and from all
other profits.

Table 34: Tariff Protection of Selected Commodities’

Wheat Oilseeds Refined Sugar
1997 2000 1997 2000 1997 2000
applied rate bound rate applied rate bound rate applied rate bound rate
25 30-40 0,5 10-15 60 60
Butter Skimmed Milk Powder Cheese
1997 2000 1997 2000 1997 2000
applied rate bound rate applied rate bound rate applied rate bound rate
45 36-45 30 30 45 36-45
Beef Pig meat Poultry
1997 2000 1997 2000 1997 2000
applied rate bound rate applied rate bound rate applied rate bound rate
30 40 45 36-45 30 20-40
! expressed as ad valorem equivalents

CSBL, LSIAE, MoA, EC-DG-Vi
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According to rules established from 1995, those pri-
vate farmers whose turnover in the previous year is
less than 45000 LVL were exempt from corporate
income tax and they could choose to pay personal
income tax. Other agriculture enterprises had a tax
discount of LVL 10 per hectare of land used in agri-
culture. They could choose the so-called small enter-
prise discount rate of 20 % from calculated income
tax.

Changes in the tax legislation during 1997 had
important tax implications for farmers. Private indi-
vidual farmers, householders and private auxiliary
farmers are now liable for income tax at the standard
rate of 25 %, if their annual income is less than LVL
45000. Agricultural enterprises whose profits
exceed LVL 45 000 are subject to the much higher
rate of corporate tax.

The general rate of social tax remains 37 % with
farmers being eligible for a lower tax rate of 19 % up
to 1995. Since the new law on Social tax came into
force in 1996, farmers have had to pay higher social
taxes than before, 22 % in 1996, and 28 % in 1997.
The balance (up to the general rate of 37 %) was
paid from the budget. From the beginning of 1998,
farmers must pay the full social tax.

Property tax is not levied on property used exclu-
sively for agricultural operations (or intended to be
so used).

Since 1995, some reimbursement of excise tax on
diesel fuel used in agriculture is granted for agricul-
tural producers.

3.4.4. Structural Policy and Rural
Development Support

The agricultural and rural support package for 1998
focuses on addressing structural problems and the
development of rural areas, including an improve-
ment of the rural environment. Provision of support
is geared towards preparing for integration into the
European Union Common Market and compliance
with EU production requirements. It will also pro-
vide an element of co-financing in the context of EU
pre-accession policies (table 35).

An important principle of the supp(;rt package is
additionality of funding, implying co-financing up
to a certain proportion of project costs, with the
remainder having to be financed from other sources.
Co-financing rates range from 10 to 50 %, depend-
ing on the type of measure.

Table 35: Programme Areas of the Agricultural Budget in 1998

Programme areas
Crop related and agro technological improvement of soils

Development of production and modernisation of technology

Pedigree work

Seed Breeding

Production and Storage of High Quality Production
Support to non-traditional sectors and the rural environment
Credit Guarantee Fund

Renovation of private forestry land and afforestation of non-agricultural land

Fisheries

Liquidation of consequences of accidents
Total ‘

MoA

(thousand LVL)
1500,0
6000,0
3416,5
22202
1880,0

951,0
804,0
105,0
150,0
100,0
17126,7
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The 1998 budget foreseen for structural policy and
rural development support reaches in total LVL
17126,7, which represents 43 % of the agricultural
budget. The funds allocated to different programme
areas are shown in table 35.

-Under the headings of the programme areas, it is

envisaged that the following measures relating to
agriculture and rural development will be imple-
mented:

B Crop-related and agro-technological improve-
ment of soils: This programme aims to improve
the technical cultivation properties of soil cover-
ing at least 60,000 hectares of land each year.
The programme-area includes projects for field
organisation, improvement of meliorated land
and existing melioration systems and the
improvement of acidic soils.

B Development of agricultural production and
technological modernisation: Here, the objective
is to support the competitiveness of local food
products on domestic and international markets
by upgrading both processing enterprises, and
the implementation of quality control systems to
ensure compliance with EU standards. The
actions envisaged include the promotion of land
purchase, the reconstruction and upgrading of
farm equipment and machinery, the reconstruc-
tion and building of production infrastructure,
the purchase of high quality breeding animals
and the reproduction of perennial plantations.

B Pedigree work: The objective is to improve the
quality of animals and start up and increase
highly productive milk and beef animal herds.
The development of pig breeding, horse and
sheep herds are also eligible. Furthermore,
national animal registers shall be developed.

B Seed breeding: This measure includes the pro-

duction of certified seed breeding material,
maintenance of the genetic fund, and the
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improvement of technical equipment for scien-
tific activities.

W Production and storage of high quality produc-
tion: These measures envisage partial funding to
support high quality plant cultivation for pro-
cessing, specifically in the sectors of flax, barley
for brewing, potatoes, protein crops, and vegeta-
bles from green houses. Furthermore, storage
for grain, breeding of young animals for meat
and measures to improve the competitiveness of
forage are eligible.

B Support for non-traditional sectors and rural
environment: These measures focus on problems
of rural development in the pre-accession peri-
od. They are conceived in the framework of cur-
rent government policy regarding the attraction
of World Bank credit for investments in rural
development and EU support from structural
funds to be used for development of rural infra-
structure. The aim is to improve living condi-
tions and the environmental functions in rural
areas, to strengthen agricultural production, to
support diversification of the rural economy and
activities like rural tourism.

B Credit Guarantee Fund: The aim of this instru-
ment is to improve farmers’ access to credit
resources for the purposes of development and
modernisation of production. Credit guarantee
funds are to be spent for co-provision of guaran-
tees of 30-50 %, depending on the specific aim.
The maximum amount of guarantees is up to
50,000 or 70,000 LVL, depending on the invest-
ments. Funding of the credit guarantee fund will
be in form of a deposit with cumulative accruals.

Apart from agri-environmental provisions being
part of the agricultural and rural support package,
no specific environmental policies are established
for the agricultural sector. There are, however, pro-
visions established under the general framework for
environmental and planning policies which are also
applicable to agriculture.



3.4.5. Farm credit

Access to credit at reasonable interest rates is a pre-
requisite for developing the farm sector. Involve-
ment of commercial banks in providing farm credits
is still limited and so is the assistance offered by
credit programmes which has reached mainly a few
better-off farmers. There is therefore still a shortage
of both short-term and long-term credits for agricul-
tural producers in Latvia. Long-term interest rates
fluctuate between 25-40 % for long-term credits.

Credits are also available to the farm sector through
the special State credit institution “Laukkredits”
(rural credit) which was set up to run the World
Bank’s $25 million credit line for agriculture. These
credits have a fixed interest rate of 18 % and are
available subject to strict conditions; the pay-back
level is very high.

In 1996, three credit and savings co-operatives were
established with the assistance of the EU. However,
their resources are still very limited and it is unlike-
ly that they will play any significant role in the pro-
vision of rural credit unless some donor credit lines
(State issued or foreign) are channelled through
these institutions or unless there is an improvement
in the general economic situation.

In the context of policies to improve farmers’ access
to credits, the credit guarantee funds, mentioned in
the previous section could play an important role.
This fund is specifically needed in cases where
farmers, due to unclear or lacking land titles, are
unable to provide for a credit guarantee on their
own.

3.5. Regional Policy

As Latvia and the other CEECs have been attributed
Objective 1 status in Agenda 2000, Structural Fund-
ing will become an important instrument in facili-
tating development. This will require inter-sectoral
and horizontal co-ordination, as well as clearly

defined legal and administrative arrangements for
rural and regional development.

Concerning the legal framework, basic documents
governing regional development in Latvia are
Guidelines for Regional Policy in Latvia (1995),
Concept of Regional Policy in Latvia (1996) and a
draft Law on Development Planning. This legisla-
tion aims to provide methods and means for devel-
opment, in order to promote sustainable and bal-
anced regional development in Latvia, and establish
better co-ordination of activities and actors involved
in regional development/planning.

In May 1997, Parliament passed the Law on Assist-
ed Regions. This stipulates conditions for obtaining
status of an assisted region, and the measures that
can be provided in order to support these regions.
The law also sets out the principles for co-operation
between central and local Government institutions.
The status of assisted regions has been assigned to
three regions (Balvu, Kraslavas and Preiul rajons
(districts)), six cities (outside the three assisted
rajons) and 55 rural municipalities (pagasts) and
towns (within 16 rajons outside the three assisted
rajons).

Latvia’s regional development initiatives are imple-
mented through sectoral ministries. While the Min-
istry of Environment and Regional Development
deals primarily with spatial planning, the Ministry
of Economy handles regional policy. A Regional
Development Council, including representatives
from all concerned ministries, participates in the
drafting, co-ordination and implementation of
regional development initiatives. The actual support
for economic development of these regions will be
channelled through the regional fund.

Latvia’s current regional policy expenditure is limit-
ed. However, the share of Latvia’s total development
related expenditure, which could constitute potential
counterpart funds to the EU structural policy, cannot
yet be determined.
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3.6. Policies Governing Trade
Relations

3.6.1. World Trade Organisation

Latvia is expected to become a member of the World
Trade Organisation (WTO) in the course of 1998.
Since 1992, when Latvia applied for GATT mem-
bership, it has had observer status. Upon accession,
it would have to comply with the obligations of the
multilateral WTO agreements to which the Euro-
pean Community is a party, including the provisions
of the Uruguay Round GATT Agreement concern-
ing market access, domestic support and export
subsidisation.

3.6.2. Free Trade and Association
Agreements with the EU

As with Lithuania and Estonia, the most important
achievement in bilateral relations with the EU was
the Agreement on Free Trade and Trade-related Mat-
ters signed on 18 July 1994, and which entered into
force on 1 January 1995. Under this agreement,
Latvia has been granted a four-year transition period
in which to adapt its non-agricultural economy to
competition within the Western European context,
while a six-year transition period has been agreed
for agriculture. The EU eliminated restrictions on
imports of industrial products from Latvia in Janu-
ary 1995. For agricultural and food products, the
agreement provides for reciprocal trade concessions.

The broad-ranging Association Agreement between
the European Union and each of the three Baltic
Republics, concluded on 9 June 1995, entered into
force on 12 February 1998. It confirms these trade
provisions and broadens the co-operation into other
areas.

Since July 1996, these trade arrangements have been

modified to take into account the Agreement on
Agriculture concluded during the GATT Uruguay
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Round, and also to reflect further improvements in
the concessions on agricultural products granted to
the Baltic States by the Community.

In the Marrakech agreement, the Community
replaced the variable agricultural levies and other
non-tariff barriers by fixed customs duties from 1
July 1995. This replacement affected the agricultur-
al concessions granted in the Free Trade Agreements
with the Baltic States, and in order to maintain the
degree of preferential access granted, it was there-
fore necessary to adjust the agricultural concessions
provided in the Agreements on free trade and trade-
related matters.

Community concessions were improved in 1996. In
1997, trade in processed products was even further
liberalised. At the same time, allocated quotas of
dairy products were slightly extended and exports of
confectionery and spirits to the EU were possible on
more favourable terms.

The GATT-related adjustments, together with the
new concessions decided by the Community, result-
ed in the level of preference for all agricultural prod-
ucts being increased from 60 to 80 %. The applica-
ble duty is in general 20 % of the MFN duty (com-
pared to 40 % previously). The arrangements also
provide for a 5 % yearly increase in the volumes of
the tariff quotas (table 36 on next page).

The above table illustrates the concessions concern-
ing a number of products of particular importance
for Latvian agriculture. These concessions illustrate
the potential for Latvia to export to the EU its most
important meat and dairy products. Unfortunately, a
lot of current access is not taken up due to Latvia’s
inability to comply with EU import requirements.

Some progress has been achieved to date, which is
illustrated by the fact that since January 1998 six
dairy processing establishments have been licensed
to export to the EU. However, as of July 1998, no
Latvian slaughterhouse has received the authorisa-
tion for exports to the EU.



I A
Table 36: Concessions according to the Free Trade Agreement with the EU
Annual quantities (tonnes)
Type of commodity Base 1.71996to 1.7.1997t0 1.7.1998t0  1.7.1999 te from
quantity 30.6.1997 30.6.1998 30.6.199  30.6.2000 1.7.2000

Meat of bovines, fresh, chilled

or frozen 1500 1575 1650 1725 1800 1875
Meat of domestic swine, fresh, chilled

or frozen 1 000 1050 1100 1150 1200 1250
Meat of sheep or goats 100 105 110 115 120 125
Chicken carcases; breast of chicken;

legs of chicken 500 525 550 575 600 625
Skimmed-milk powder 2500 2625 2750 2875 3000 3125
Butter 900 945 990 1035 1 080 1125
Cheeses 1200 1260 1320 1380 1440 1 500
EC-DGVI

This underlines the scale of the challenges to be met
before membership of the EU becomes a reality -
upon accession to the Community, not only export-
ing establishments but all abattoirs, dairy and meat
processing plants must meet EU requirements.

Achievement of this objective will require high
investments, a major training effort and a massive
mobilisation of all sectors involved - the administra-
tion, industry, co-operatives and farmers’ organisa-
tions - so as to secure the vital upgrading of stan-
dards needed to effectively enforce EU regulations,
and assure Latvia’s access to EU markets.

3.6.3. Free Trade Agreements in the Balfic
Co-operation

Latvia has been an active participant in Baltic co-
operation, both in the different co-operation struc-
tures which exist between the three Baltic States,
and in the wider context of the Council of the Baltic
Sea States.

On 1 April 1994, a free trade agreement between
Latvia and the other Baltic States, Estonia and
Lithuania, came into force. During 1996, provisions
were established to extend the Baltic FTA to agri-
cultural products. This agreement establishes com-
plete free trade in all products meeting the Baltic

rules of origin. The agreement on agricultural com-
modities entered into force on 1 January 1997 and is
intended to be the first step in the formation of a
customs union.

Bilateral free trade agreements were concluded,
inter alia, with the Scandinavian countries and
Switzerland. All of Latvia’s free trade agreements
stipulate that a separate agreement on trade in agro-
food products has to be concluded.

The conclusion of a free trade agreement with EFTA
in December 1995 replaced Latvia’s bilateral agree-
ments with EFTA member countries. Since January
1995, its trade links with Finland and Sweden are
covered by the agreements it has completed with the
EU.

3.7. Relations with the EU and Efforts
to adopt the “Acquis
Communitaire”

The Commission’s White Paper of 1995 on the Inter-
nal Market sets out the legislation which the candi-
date countries would need to transpose and imple-
ment in order to apply the “acquis communitaire”,
that is the established body of European and Com-
munity Law, Rules and Regulations, and identified
elements for the implementation of the single mar-
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ket. In March 1998, the Commission submitted the
“Accession Partnership” to Latvia, which sets out
the priority areas in the pre-accession phase.

The Latvian National Programme for EU Integra-
tion was established in April 1998 as the general
strategy for the pre-accession phase, as a response to
the “Accession Partnership”.

The implementation of Community policies, espe-
cially for agriculture and the Structural Funds,
requires efficient management and control systems
for public expenditure, with provisions to fight
fraud. Approximation of legislation is moreover
needed to allow the system of “own resources” to
be introduced, with satisfactory provision for
accounting,.

The Europe Agreement provides for co-operation in
audit and financial control, including technical
assistance from the Community as appropriate.

Given that EU agricultural expenditure, Structural
Funds and “own resources” are quite different from
current systems in Latvia, the establishment of the
necessary management and control mechanisms
will require considerable preparation.

Serious efforts are being made to adopt the “acquis”
in the field of agriculture. This includes the intro-
duction of measures to modernise agriculture as
described above. Measures to bring Latvian agricul-
ture into line with EU environmental requirements
and rural development measures are due to start
in 1998 and are envisaged to be strengthened in
subsequent years,

Another priority to be accomplished by the year
2000 is the strengthening of the capacity of the Min-
istry of Agriculture with a view to cope with the
requirements of accession. This includes measures
on training and the improvement of management
skills, measures to strengthen the plant protection
services, veterinary and phyto-sanitary border con-
trol and veterinary field services, and the strength-
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ening of statistical services and agricultural
accounting. Work on the improvement of national
food quality control system is also a priority for
1998-2000.

A good deal of legislation on veterinary, phyto-san-
itary, and quality- and health-related standards is in
preparation or has already been established and, at
least in parts, implemented.

Although considerable progress has been made,
much remains to be done. This includes also the
investment in technical equipment for control and
monitoring services in the veterinary and phyto-
sanitary field.



4.
Mid term outlook

4.1. The General Economy

The stabilisation and recovery of Latvian agriculture
is highly dependent on general economic growth
and growth in consumers’ real income. Recent fig-
ures show signs of a recovery in the macro-econom-
ic situation. GDP increased in 1996 for the first time
in the Nineties and reached in 1997 a strong growth
rate of 6,5 %. These growth rates are likely to be
maintained for the near future.

The official unemployment rate declined over the
last few years and reached a rate of 6,7 % in 1997.
As mentioned earlier, it is estimated, however, that
there is a significant hidden unemployment. With
the recovery in the overall economy, a further
decline in unemployment can be expected. This
would have implications also for the development of
the agricultural sector. Apart from affecting the
overall purchasing power, a high rate of unemploy-
ment slows down structural adjustment in the farm
sector, since agriculture assumes the role as a buffer
against joblessness.

With the strong growth of GDP, the real income per
household increased also, although the absolute
level 1s still low and the majority of households face
serious difficulties in making a living.

The rate of inflation, as measured by the consumer
price index, came down to 8,4 % in 1997 and will
most probably continue along this pathway. This
contributes to rising real income, resulting in an
increase in purchasing power and giving a positive
prospect for the demand for food products.

The population of only 2,6 million inhabitants has,
however, only limited purchasing power and the
market for processed, high value added products is
small. Positive developments in per capita consump-
tion of some products like white meats, potatoes and

vegetables may be offset to some extent by a further
decline of the Latvian population which is assumed
to continue, although at a lower rate (0,6 %).

The exchange rate of the "Lat" has remained stable
and the currency is forecast to remain strong. While
this causes problems with respect to the growing
trade deficit and competitiveness of domestic prod-
ucts vis-a-vis imports, it positively influences the
scope for consumption in general.

In relation to the development of trade relations, the
markets in the East are likely to remain more impor-
tant than Western markets until Latvia is able to
overcome the low standards of quality and packag-
ing. The general trade balance has been in deficit
since 1992 and is likely to remain in deficit, at least
for the next few years. Similarly, the trade balance
for agricultural commodities became negative in
1996 with a most probable tendency to widen over
the coming years.

4.2. Developments in Agriculture and
the Agro-Food Processing
Industry

Gross Agricultural Output declined from 1990
onwards. The livestock sector was more affected by
this development than the crop sector. In line with
the overall economic development, agricultural pro-
duction recovered somewhat in 1997, but at a slow
pace. This recovery was due to an increase of crop
production whereas the decline in livestock produc-
tion continues, although at smaller rates. With a
view to the future trend it appears reasonable to
assume that crop production will continue to recov-
er much quicker than the livestock sector, which is
particularly in need of investment.
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A definitive trend of improvement in the productiv-
ity and profitability of farming can be observed
already, although the economics of farming is still
volatile. The main problems are outdated machinery,
the need for markets, very small holdings, and the
bad condition of building infrastructure.

While the decline in the sector seems to have ended,
there is little likelihood of significant growth over
the next few years.

Production costs are marked by low costs for labour
and machinery and the absence of a genuine land
market. On the other hand, labour productivity is
also low compared to Western standards. Production
costs per output unit are also affected by relatively
low yields in the crop sector due to climatic condi-
tions and the low fertility of the soil.

Feed conversion rates in the livestock sector are con-
siderably lower than in the EU, to the extent that the
potential benefits from cheaper animal feed are
somewhat reduced. Conversion rates however could
be improved if a higher percentage of protein was
used in the feed mixture. Most of the protein feed
will have to be imported. Dramatic changes in the
structure of production costs cannot be expected for
the coming years.

The farm structure is still evolving. Some of the
statutory companies, emerging from former co-
operatives and state farms have not proved viable in
current economic circumstances and are in the
process of liquidation. The number of private farms
is increasing, with small-scale farming accounting
for nearly 37 % of agricultural land use.

An improvement in farm structures is of central
importance for the development of Latvian agricul-
ture. In recent years, the slow progress in land regis-
tration following privatisation has hampered the
development of a land market and discouraged
investment.
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Farm gate prices for cereals dropped sharply after
independence, leading to a better position for the
livestock sector. In 1996, the terms of trade for the
livestock sector worsened again, since producer
prices for milk and for meat did not follow the
development of cereal prices. In 1997, farm gate
prices rose at a slower pace than retail food prices,
leaving higher margins for the intermediate and
particularly the retail sectors.

Modernisation and improved competitiveness of the
food processing industry on the international mar-
kets are important for the development of Latvian
agriculture as a whole. With the completion of pri-
vatisation, an essential precondition for recovery is
met.

Although the first positive signs of an improvement
are visible, especially in the dairy industry, a signif-
icant take-off in the food processing industry is still
awaited. Low capacity utilisation rates, obsolete
equipment, and the slow pace of renovation caused
by the lack of investment remain serious problems.
Incentives for foreign investment in the food indus-
try, apart from investment in fish processing, tobac-
o and soft drink sectors are still rather limited.

Agricultural trade will remain important, but the
trade balance is likely to stay negative after the turn
of the century. Only for cereals and dairy products
will domestic production continue to exceed con-
sumption. The NIS and especially Russia will
remain the principal markets for Latvian products in
the coming years, although some cutbacks may
result from the actual economic crisis in Russia.

The WTO implications for Latvia are not yet clear.
Exports of dairy products and beef meat could how-
ever face problems if the costs of production exceed
world market levels. At present internal support
measures are at a very low level and it is unlikely
that GATT will provide much scope for an increase.

Trade with the EU is based on the Europe Agree-
ment, which entered into force in February 1998.



For the most relevant commodities export quotas
have been fixed which benefit from tariff reduc-
tions. The trend of a widening trade balance for agri-
cultural commodities may be reversed, if Latvia
manages to take advantage of trade opportunities
established by the free trade agreement with the EU.

Progress in the completion of land registration and
more concentration on structural and rural policies
are likely to give momentum to the structural devel-
opment of agriculture, and improved productivity.
Together with funding from international institutions
and, notably, in conjunction with the EU pre-acces-
sion programmes, such policies should become an
important driving force in the process of structural
adjustment and recovery of Latvian agriculture.

4.3. Commodity Projections
4.3.1. Land use

Total agricultural land is assumed to remain at the
1997 level of 2,53 million hectares. Changes in land
use are expected to be most significant with respect
to the area sown with cereals. Already from 1995 to
1997, it was mainly the cereals area which drove the
total of the sown area up to a level of 1003 thsd. ha.

As regards other crops, stabilisation or a moderate
increase, as with potatoes and vegetables, appears to
be likely. The fodder crops area may increase slight-
ly from the year 2000 onwards, when the number of
cattle is expected to increase again (table 37).

The share of idle land will most probably continue
to decrease again, since parts will be allocated to
other use, and parts will be brought back into culti-
vation to meet the increased need for cereals and
fodder area. The economically favourable long term
prospects for forestry implies an increase in the
forest area.

4.3.2. Cereals

Cereals are currently the most important arable
crops, with a share in the total sown area higher than
the formerly dominating fodder crops. Expansion of
the cereals area reflects a recovery in the arable pro-
duction, while livestock production, and thus the
production of fodder crops, continue to decline. The
recovery in arable production involves a certain spe-
cialisation, which contributes to the relatively high
share of cereals.

Table 37: Land Use Projection

Units

Total area 000 ha
Agricultural fand 000 ha
of which is sown area 000 ha

— cereals 000 ha

— pulses 000 ha

— potatoes 000 ha

— vegetables 000 ha

~ sugar beets 000 ha

~ industrial crops 000 ha

- fodder crops 000 ha
of which is meadows and pastures 000 ha
of which is idle land 000 ha
Forest land 000 ha

CSBL, LSIAE, MoA, EC-DG-VI

1990 1995 19%6 1997 2000 2003
6459 6459 6459 6459 6459 6459
2567 2540 2541 2521 2521 2521
1627 930 986 1003 1052 1077

675 408 446 483 532 549

11 3 4 5 5 5
80 75 79 70 75 78
11 18 16 13 14 15
15 10 10 11 1 1
16 3 3 3 3 3

820 413 429 419 412 417
844 798 795 792 787 787
93 823 760 726 682 657
2830 2870 2881 2859 2902 2946
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Main assumptions

B The cultivated area will increase to 548 thsd.
hectares by 2003, following a trend which has
already started in 1996.

In 1995-1997, the average yield was 2 t/a.
Yields are expected to stabilise at 2,10 t/ha by
2003, remaining well below the pre-indepen-
dence level.

Due to unstable weather conditions, annual
fluctuation of yields will probably remain
high - especially if the use of fertilisers does
not recover.

As a result of the development of area and yield,
production should increase to 1246 thsd. tonnes
by 2003, from 1038 thsd. tonnes in 1997.

Seed use is assumed to stay at the 1997 level of
280 kg/ha.

Feed use will increase as animal production
starts to recover. Feed use is likely to increase to
533 thousand tonnes by 2003 from 510 thousand

Processing (mainly alcohol) is expected to
increase moderately to 30 thsd. tonnes.

Human consumption is projected to increase to
124 kg per capita by 2003 which will still be sig-
nificantly lower than the pre-independence level.
The increase in per capita consumption is
expected to offset the effect of the declining
population.

By 2003, utilisation will total 982,8 thsd. tonnes.
As production reaches 1246 thsd tonnes, Latvia
will become a net exporter. Self-sufficiency is
expected to be at 127 % by the year 2003, which
is significantly higher than the level of 1997
(112 %) (table 38)

4.3.3. Potatoes

Potatoes are relatively important for the domestic
market and rank second among the marketable crops
produced in Latvia. Potatoes gained in significance
in recent years also, because - due low average stan-
dard of living - potatoes have been for many house-
holds an affordable substitute for more expensive

tonnes in 1997. food.

Table 38: Cereals Projection
Units 1990 1995 1996 1997 2000 2003
Area 000 ha 675,4 408,4 446,2 482,7 532,5 548,6
Yield t/ha 24 1,7 2,2 2,1 2,2 2,3
Production 000t 1599,2  689,0 9608 10378 11563 12457
Stock change and net imports 000 ¢ 4376 4049 12,5 -76,9 220,8 263,0
Utilisation 000 ¢ 20368 1045,1 949,7 928,6 9354 982,8
Seed use 000t 202,6 1144 124,9 135,2 149,1 153,6
Feed use 000t 14471 619,3 526,0 510,2 492.8 532,5
Human consumption 000t 387,1 311,5 298,8 283,2 293,5 296,6
- of which bread 000t 357,5 2814 268,9 2554 263,5 266,6
- other processing 000t 29,6 30,1 29,8 27,7 30,0 30,0
Bread per head kg 107,0 89,0 86,0 824 86,6 89,2
Human consumption per capita kg 1448 1231 1194 1142 120,6 124,1
Self-sufficiency % 78,5 65,9 101,2 111,8 123,6 126,8

CSBL, LSIAE, MoA, EC-DG-VI
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Main assumptions

B The cultivated area will stabilise at the 1995

level of roughly 75 thsd. hectares which, subject
to yields, enables Latvia to reach self-sufficien-
cy in potato production.

In 1995-1997, the average yield was 12,6 t/ha
which appears to be a realistic level also for the
future although with fluctuations due to weather
conditions.

As aresult of the developments in area and yield,
production should increase to 949 thsd. tonnes
by 2003, from 843 thsd. tonnes in 1997.

Seed use is assumed to stay at the 1997 level of
4 t/ha.

Feed use will increase again with a recovery in
pig production which is expected for the year
2000. Feed use may reach 298 thsd. tonnes in
2003 which would still be less than the 1997
level.

Processing (mainly alcohol) is assumed to con-
tinue its role as a residual consumption with

some fluctuations between 70 and 80 thsd.
tonnes.

Human consumption will decline further, as a
result of increasing income. For 2003, a per
capita consumption of 120 kg is expected, which
is slightly lower than the pre-independence level.
The decrease in per capita consumption in con-
junction with a decline of population will further
reduce total human consumption.

By 2003, utilisation will total 952 thsd. tonnes.
As production is expected to reach 949 thsd
tonnes, self-sufficiency will be at a level of
99,7% (table 39).

4.3.4. Sugar

Sugar production played only a limited, albeit stable
role in Latvian agriculture with a share in the sown
area of around 1 %. Expansion is limited, since only
a part of Latvian soils is suitable. Expansion of the
area sown with sugarbeets is in short term also lim-
ited by a limited processing capacity.

Table 39: Potatoes Projection

Units
Area 000 ha
Yield t/ha
Production 000 t
Imports 000t
Exports 000t
Stocks change 000 t
Utilisation 000t
- seed use 000 t
-feed use 000t
- human consumption 000t
- other use 000t
- consumption per capita kg
Self-sufficiency %

CSBL, LSIAE, MoA, EC-DG-VI

1990
80,3
12,7

1016,0
18,0
24,0
-100,0

1110,0
321,2
356,2
334,1

98,5
125,0

91,5

1995 1996 1997 2000 2003
753 79,0 69,6 74,6 753

11,5 13,7 12,1 12,6 12,6
8640 10820 8433 939,6 949,0
2,1 3,0 30 2,7 27
0,0 0,2 0,1 0,1 0,1

-189,2 00  -160,0 -10,0 0,0

10553 10848  1006,2 952,2 951,6
340,0 316,0 278,0 2983 3013
3174 3150 305,0 275,6 298,1
268,1 380,3 355,9 304,3 286,9
129,7 73,5 67,3 73,9 65,2
106,0 152,0 143,5 125,0 120,0

81,9 99,7 83,8 98,7 99,7
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Main assumptions

B The cultivated area is expected to cover 12,3
thsd. hectares in 2003 which is a little bit higher
than the 1997 level and still lower than that of
1990.

B As regards yields, a high fluctuation could be
observed in recent years. A moderate increase
from a base level of 26,3 tonnes per hectare
appears to be a realistic. Due to unstable weath-
er conditions, actual fluctuation of yields will
remain high. The sugar content is assumed to
stay at the last years’ average of 11,8 %.

B As aresult of the development of area and yield,
the production should reach 39 thsd. tonnes of
raw sugar by 2003.

B Human consumption of sugar, including
processed sugar is expected to increase again to
33 kg per capita in 2003, The increase in per
capita consumption will partly be offset by the
decline of the Latvian population.

B By 2003, utilisation will total 79,9 thsd. tonnes.
As production reaches only 39,35 thsd tonnes
self-sufficiency is expected to be at 48,8 % in
2003 (table 40).

4.3.5. Milk

Milk production-has traditionally been a key ele-
ment in livestock production which, over the last
five years, even gained in relative importance. Milk
production depends to a large extent on the cost of
feedstuffs and labour. Commercial production in
large-scale farms has therefore been very much
affected by high price ratio of feed and milk.

Milk production dropped steeply and the bulk of
milk production has been transferred to household
plots, with grassland as the major source of feed.
The first signs of a recovery in the downstream sec-
tor would indicate a positive deveiopment in the
milk sector.

Main assumptions

B The number of dairy cows will start to recover
slowly by the year 2000. Up to now, there is no
evidence of a recovery in animal numbers.
Direct support measures starting in 1998 may
stimulate the number of animals to a certain
degree. Herd size is expected to be 273,7 thsd.
cows in 2003.

B After a sharp drop in milk yields per cow
between 1990 and 1993, the last five years saw

Table 40: Sugar Projection

Units
Area 000 ha
Yield (sugar beets) © tha
Production , 000 ¢
Sugar (ref eqivalent) (%)
Yield (sugar) {to/ha)
Production (sagar) 000t ~
Net imports and stock change 000t
Utilization’ 000t
Consumption per capita kg
Self-sufficiency %

' including sugar used in processed products
CSBL, LSIAE, MoA, EC-DG-VI

1990 1995
14,7 95 10,0 10,9 11,6 12,3
29,9 26,3 258 35,6 26,5 26,9

S 4391
12 13 135 126 118 118

1996 1997 2000 2003

, 250,0 2578 387,5 3068 330,5

34 30 35 4,5 3.1 3,2

49,3 283 348 48,8 36,2 390
79,3 309 415 20,6 383 40,9

128,6 59,2 82,3 69,4 745 9,9
48,1 234 329 28,0 30,6 334

384 477 423 03 486 488
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an improvement of yields at an annual rate of
10%. This spectacular improvement was mainly
due to the selection of high-yield cows in the
phase of de-stocking. Since the pre-indepen-
dence yield level has been reached again, only a
moderate increase in yield is expected for the
coming years, reaching an annual milk yield per
cow in the year 2003 of 3778 kg.

B As aresult of the expected developments in cow
numbers and yields, the production should
increase to 1034 thsd. tonnes by 2003 from 986
thsd. tonnes in 1997.

B Feed use will follow the development of live-
stock numbers and is expected to increase over
the coming years at an average annual rate of
1%. ‘

B Consumption per capita of milk and dairy prod-
ucts may remain stable up to the year 2000 and
then .increase again as a result of improving
household incomes.

B Total human consumption is expected to reach .

759,4 thsd. tonnes in 2003 which — despite the
continued decline in Latvian population — would
be slightly higher than the level reached in 1997.

B With production recovering faster than demand,
self-sufficiency would reach 104,7 % by the year
2003 (table 41). ’

4.3.6. Beef

Beef production is highly dependent on develop-
ments in the dairy sector. The number of cattle con-
tinued to decrease by 5 % in 1997, with a stock of
478 thsd. animals on 1.1.1998.

The number of dairy cattle is expected to start to
recover in 2000, although at a very slow pace (1 %
per annum; increasing to 2 % by 2002). This implies
a recovery of the production base for beef. Since -
with low prices in recent years - only few calves
were left alive for fattening, calve numbers represent
an actually under-used potential for expanding pro-
duction. However, this potential would be exploited
only, if there where with more favourable develop-
ments in the markets.

Main assumptions

B Total slaughters are based on cattle numbers tak-
ing into account the production cycle for beef. In
1997, almost 40 % of the total cattle herd were
slaughtered. The ratio is expected to decrease to
35% in 2003, alongside with an increasing car-

Table 41: Milk Projection

Units

Cows* 000
Yield per cow? kg
Milk production 000 ¢
Net imports and stock change 000t
Utilisation 000t

- feed use at farms - 000t

~ human consumption 000t
Consumption per capita kg
Self-sufficiency %
! end of the previous year; .

_ *calculated on the basis of milk production and cow number .
CSBL, LSIAE, MoA, EC-DG-V1

1990 1995 1996 1997 2000 2003
5440  312,0 2920 2710 260,5 273,7
3480,1 30375 31599 35588  3666,7 37778
18932  947,7 922,7 9858 9551 10340
-527,0  107,0 86,1 47,5 -50,5 -464
13662 1054,7 10088 9383 904,6 987,7
152,71 2275 2308 216,7 210,5 2283
12135 8272 718,0 721,6 694,1 7594
4540 3270 3110 2910 285,1 317,6
138,6 89,9 91,5 105,1 105,6 104,7
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cass weight and a change from de-stocking to
increasing herds. There is some potential to
increase the average carcass weight of animals
from its present estimated level of 140 kg to 149
kg per animal. It is assumed that, by 2003, the
carcass weight will have reached roughly 180 kg
which would still be only 80 % of the 1990 level.

B As a result of increased carcass weight and an
increasing herd size from 2000 onwards, pro-
duction is expected to reach 32,4 thsd. tonnes by
the year 2003. While this would be an increase
by roughly a sixth as compared to 1997, it would
represent total only a quarter of the 1990 level.

B Human consumption declined sharply after
independence from 23 kg per capita in 1990 to
15 kilos in 1997. Consumer preference for beef
is lower than for pork. Slowly increasing pur-
chasing power is likely to result in an increase in
pork consumption and, in particular, in poultry
consumption. Beef consumption is expected to
increase only to 18 kg per capita by the year
2003.

B At present, the level of self-sufficiency is at
74,8%. This rate is expected to increase to
71,3% by the year 2003, due to increased
production. (table 42).

4.3.7. Pork

Pig production used to be the most important
branch in Latvian livestock production. However, by
1997, it ranked second after milk production. The
number of pigs decreased sharply, by 70 %, during
the period 1990-1997.

After a slight recovery in 1995, pig numbers have
again decreased in the 1996-1997 period due to a
worsening of the price ratio between pork and bar-
ley. In addition, increased low-priced imports of
pork meat have begun to put domestic pork produc-
tion under severe competitive pressure.

Main assumptions

B The number of animals is expected to recover
from the year 2000 onwards at a rate initially of
2 % per year which could accelerate to 4 %. This
implies a pig population of 493 thsd. animals by
2003.

B Total slaughters are based on the historical pro-
duction cycle being approximately 10 months.
The carcass weight is expected to remain 84 kg,
the average figure for the last five years.

Table 42: Beef Projection

Units
Cattle number 000
- of which dairy cows . %
Average carc. weight kg
Slaughters'* 000
Production 000 t
Net imports and stock change 000t
Utilisation' 000t
- Consumption per capita*) kg
Self-sufficiency - %

1990 1995 1996 1997 2000 2003
14720 5510 5370 5090 4824 5214
04 06 0,5 0,5 0.5 0,5
272 2163 1490 1490 1628 ° 1779
5505 2173 2055 1853 1723 1818
1251 470 306 276 281 324
626 69 8 93 109 9,5
625 401 384 369 390 418
24 158 154 149 160 175
2000 1173 797 748 720 713

! years 1990-1995 estimated by LVAEI according to the methodology used since 1996,

? years 1996-97 estimated by LVAEI on the basis of data from MoA and CSBL
CSBL, LSIAE, MoA, EC-DG-V1
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B Due to the developments in animal numbers and
carcass weight, pork production will recover by
2003 to a level of 50 thsd. tonnes, an increase of
10 % over the 1996 level. Production will be at
its lowest point in 1999.

B Human consumption is expected to increase as a
result of rising incomes from 26,6 kilos per capi-
ta in 1997 to 29,6 kilos by 2003. This would still
be only three quarters of the 1990 level. Higher
per capita consumption will take place in con-
junction with a decreasing population, and a
moderate increase in total consumption to a level
of 70,7 thsd. tonnes in 2003 is projected.

B In 19970, self-sufficiency in pork was 67,4 %.
Since production is expected to recover more
rapidly than consumption, self-sufficiency is
projected to increase to 70,3 % by the year 2003.
(table 43).

4.3.8. Pouliry

Poultry has kept a small, albeit, stable share (4-5 %)
in the gross output of the livestock sector. As with
the rest of the livestock sector, poultry production
experienced a shock after independence, resulting in
a strong decline in animal numbers up to 1997. This
decrease gained momentum again in the last two

years due to a worsening of the price ratio between
poultry and barley and due to increased low-priced
imports of poultry.

Main assumptions

B Livestock numbers will start to recover in 2000
by 5 % and increase in 2002-2003 by 4 %, main-
ly driven by increasing domestic demand.

B Total slaughters are based on the historical pro-
duction cycle; intensity will continue to
increase, although it will not be back at the pre-
independence level by 2003. Average slaughter
weight is expected to go down to 1,5 kg in 2003,
reflecting the consumer demands and higher
conversion rates.

B As a combined effect of the number of slaugh-
tered animals and carcass weight, production
could increase from 7,6 thousand tonnes in 1997
to 10,4 thousand tonnes in 2003.

B Consumption per capita has risen significantly
since 1995 and will continue to do so, reaching
9 kg by 2003.

B Total consumption would amount to 21,6 thsd.
Tonnes in 2003, which is an increase by 15,1 %
as compared to the 1997 level.

Table 43: Pork Projection

Units
Pig numbers © 000
Average carc. weight kg
Slaunghters' 000
Production 000t
Net import and stock change 000t
Utilisation® 000t
- kgfcapita® kg
Self-sufficiency %

1990 1995 1996 1997 2000 2003

15550 501,06 5330 460,0 473,9 4929

794 848 84,0 84,0 84,0 84,0

17413 7382 5250 530,1 568,7 5915

1382 62,6 4,1 4.5 478 49,7
-35,6 -3,7 26,4 215 22,1 21,0

102,6 58,9 705 66,1 69,9 70,7
38,4 233 28,2 26,6 29,1 29,6

1346 1063 625 67,4 68,4 70,3

! years 1990-1995 estimated by LVAEI according to the methodology used since 1996;

% years 1996-97 estimated by LVAEI on the basis of data from MoA and CSBL

CSBL, LSIAE, MoA, EC-DG-VI
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M Foreign trade in poultry expanded in 1996 and

1997, mainly low-priced imports from the USA
and Canada. It is, however, unclear as to whether
the gap between recorded domestic production
and consumption has actually been filled by
imports only, or whether there is a higher

As a result of developments in production and
consumption, self-sufficiency is expected to
increase from 1999 onwards up to 48,1 % in
2003, which is extremely low, bearing in mind
that Latvia used to be a net-exporter of poultry
meat (table 44).

amount of unrecorded domestic production.

Table 44: Poultry Projection

Units 1990 1995 1996 1997 2000 2003
Poultry numbers Mio 10,3 3,7 42 38 3,7 4.2
Average carc. Weight kg 29,0 7,1 55 42 52 7,1
Total slaughters Mio 1,4 1,5 1,6 1,8 1,4 1,5
Production 000 ¢ 403 10,8 8,7 7.6 714 10,4
Net imports and stock change 000t -12,7 2,6 9,3 11,1 12,7 11,2
Utilisation kg 27,6 134 18,0 18,7 20,1 21,6
Consumption per capita kg 10,3 5.3 7.2 7,6 83 9,0
Self-sufficiency % 146,1 80,9 483 40,5 36,7 48,1

CSBL, LSIAE, MoA, EC-DG-VI
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Glossary/Abbreviations

CEECs

CEFTA

COMECON Council for Mutual Economic Assis-

CPI

CSBL

EC-DG VI

ECU

EFTA

EU

FAO

FDI

FTA

FSU

GAO

GAP

GATT

GDP

Agricultural Development Project

Central and Eastern European Coun-
tries

Central European Free Trade Associa-
tion

tance

Consumer Price Index

Central Statistical Bureau of Latvia

European Commission, Directorate
General VI (Agriculture)

European Currency Unit

Baitic Free Trade Agreement
European Union

Food and Agriculture Organisation
Foreign Direct Investment

Free Trade Agreement (Tariff conces-
sion)

Former Soviet Union
Gross Agricultural Output
Gross Agricultural Product

General Agreement on Tariffs and
Trade

Gross Domestic Product

ha

ILO

IMF

LSIAE

LVL

LZF

MFN

MMPP

MoA

NIS

OECD

PHARE

PPS

SMP

TAIEX

WB

WTO

Hectare

International Labour Organisation
International Monetary Fund
Kilogramme

Latvian State Institute of Agrarian
Economics

Latvian Lat (national currency)
Latvian Farmers’ Federation

Most Favourite Nation

Minimum Marginal Purchase Price
Ministry of Agriculture

Newly Independent States (from the
former Soviet Union)

Organisation for Economic Co-opera-
tion and Development

Poland and Hungary Aid Restructur-
ing Economy; extended to all CEECs

Purchase Parity Standard
Skim Milk Powder
Tonnes

Technical Assistance Information
Exchange

World Bank

World Trade Organisation
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~ Annex 1:

The veterinary sector in Latvia

Prepared by the Technical Assistance
Information Exchange Office (TAIEX)

The situation of Latvia's agriculture is still linked to
the outcome of the privatisation of the collective
farming system. However, as land reform and pri-
vatisation are now almost complete, agricultural
production has started to stabilise following a dras-
tic fall after independence. Larger family farms (up
to 20 ha), smaller farms and household plots now
characterise the scene. Only very few of the former
collective farms have survived and are now being
operated as co-operatives. Self-sufficiency in the
main products of animal origin ranges from just
over 100% for milk (annual production ~986.000 t.)
to only about 66% for meat (annual production
80.000 t.). At present, Latvia is a net importer
of animal products. The situation in the fish sector
is similar. The number of fishing vessels, both
the high-sea fleet and the Baltic fleet have been
drastically reduced. The total catch is now about
200.000 t. per year, including the inland aqua-
culture production, which is becoming increasingly
popular. More than 17% of Latvia's population is
employed in agriculture and food production.

In order to assist in restructuring the agricultural
sector and to ensure increased trade flows, Latvia
has identified the veterinary sector as being critical
within the pre-accession period and policies.

In a functional analysis of the veterinary sector at
least five sub-sectors are to be distinguished.
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1. Veterinary Education and Training
Sector

1.1 Founded in 1919, the Latvian Faculty of Veteri-
nary Medicine is now part of the Latvian Uni-
versity of Agriculture in Jelgava, a city 40 km
south of Riga. Fifty new students are admitted
annually, representing ~0.002% of the Latvian
population. This percentage is sufficient to
cover the future needs of the veterinary profes-
sion in Latvia. Veterinary students are trained
for 5 years and awarded the diploma of veteri-
narian upon qualifying.

1.2 The Veterinary Faculty has developed its cur-
riculum based on the needs, traditions and
experience of Latvia as well as the experience
of other veterinary colleges in Europe, USA
and Canada. However, the Faculty has not
undergone an evaluation procedure with regard
to the application of EU training schemes and
teaching programmes.

1.3 Inrespect of postgraduate training, the Latvian
Association of Veterinarians is responsible for
the continuous professional development of
private veterinary practitioners, who are com-
pulsory members of the Association. The Asso-
ciation organises regular events for postgradu-
ate training. One way of controlling the profes-
sional development of the private sector is the
private vets’ licence, issued by the Association
for a five year period and extended only if the
private vet has passed a further examination or
has a good professional standing. The State
Veterinary Department manages the profes-
sional development of its staff through regular
meetings; specialisation in the hygiene sector is
possible. Further intensive in-and-out country
training for state veterinary officials is provid-
ed by TAIEX activities and seminars and vari-
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ous Phare programmes. This should be contin-
ued systematically throughout the process of
implementing and applying the EU veterinary
acquis.

The State Veterinary Sector

The State Veterinary Service (SVS) of Latvia
became an independent institution in 1992, and
comes under the supervision of the Ministry of
Agriculture. A Chief Veterinary Officer (CVO)
is head of the service, appointed by the Cabinet
of Ministers. In general, the SVS is responsible
for preparing national veterinary legislation,
which should fully correspond to the EU vet-
erinary acquis, according to political consent.
The SVS also has to enforce veterinary legisla-
tion, except border controls. Since May 1997,
veterinary checks on imports, transit and
exports of consignments of veterinary concern
are carried out by the Sanitary Border Inspec-
tion, again an independent state institution sub-
ordinate to the Ministry of Agriculture.

Concerning veterinary legislation, the EU vet-
erinary acquis is in the process of being inte-
grated into Latvian legislation. Consequently,
as for all Associated Countries, access to
updated and consolidated EU legislative texts,
ideally by electronic means, is a major prob-
lem, as is the grouping of legislative measures
to simplify the task of creating meaningful
national legislation. With regard to the enforce-
ment of veterinary legislation, the SVS oper-
ates its headquarters with 7 divisions called
State Veterinary Departments (SVD). Under
the direct control of the SVD are the national
veterinary laboratory and the laboratories at
district level; The 26 district veterinary offices
and Riga city veterinary office - known as Dis-
trict Veterinary Boards - are also directed by
the SVD. Altogether the SVS employs about
540 vets.
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To oversee the meat and other food industries
and for the veterinary supervision of markets,
the veterinary boards contract about 430 vets.
Another 400, mainly private practitioners, are
contracted for carrying out compulsory pro-
phylactic measures on animal health in the
field. State veterinary inspectors have all the
executive and administrative powers necessary
to carry out the checks, for which farmers and
the industry have to pay. The revenue flows
back into the State Veterinary Service's budget.

The situation for Sanitary Border Inspection
(SBI) is completely different. All checks are
carried out without any charge. This decision is
highly appreciated by the industry which main-
ly lives from the transit business. On the other
hand, it could definitely lead to a serious dis-
tortion of competition, for example for the
ports on the Baltic Sea. At present, Latvia's
Sanitary Border Inspection Service operates 31
Border Inspection Posts (BIPs) on roads, in
railway stations, ports and airports comprising
veterinary, phytosanitary and medical checks.
Because of a lack of infrastructure to carry out
physical inspection at the border, consignments
are sent to their destination following docu-
mentary and identity checks at the BIP. There
are 50 specially approved customs warehouses
inside Latvia, where the physical sanitary
examination is carried out. At present, import
and transit controls are based on a licence pro-
cedure. Licences are issued by the SVS follow-
ing written application by the importer or tran-
sit agent. The number of import consignments
checked per year is rather low (1996: 2000);
the main activity is checking the transit of con-
signments of items of veterinary concern
(1996: >12.000). The number of BIPs will
clearly be reduced drastically when Latvia and
neighbouring Associated Countries join the
EU. Probably not more than 3 BIPs at road
crossings (2 to Russia, 1 to Belorussia), 1 BIP
on the railway, BIPs at 3 ports and 1 airport
will remain. Available resources should there-
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fore only be spent on these earmarked BIPs, to
bring them up to the standard required by EU
veterinary legislation. Plans for new infrastruc-
ture, already underway, need reviewing as con-
cerns their veterinary aspects. A number of free
zones and free ports are planned, which must
be under full veterinary control, if it is intend-
ed to introduce consignments of products of
animal origin into these areas. It is worth men-
tioning that the processing of consignments of
veterinary concern in these areas is prohibited,
if the products are not fit for import into the
EU.

The equipping of veterinary offices and BIPs
with PCs has made good progress. However, a
computerised communication network is still
missing but desperately needed by both ser-
vices. It would be very wise to have only one
integrated system for the two services. The rea-
son for this can be seen in the EU veterinary
acquis. Once a consignment of veterinary con-
cern, introduced from a non-EU member, has
been cleared at the EU border, it still has to be
under the intra-community veterinary trade
control system until it is consumed in a Mem-
ber State or has left the EU again. Latvia wish-
es to install the EU IT systems like ADNS,
ANIMO, SHIFT and Inforvet as soon as possi-
ble.

The animal health situation of Latvia concern-
ing OIE-List A diseases appears to be good.
However, Classical Swine Fever (CSF) remains
a problem, at least in the wild boar population.
CSF-surveillance tests on wild boars revealed a
sero conversion rate of 5%. Accordingly, oral
vaccination of the wild boar population against
CSF is planned for this year, whereas vaccina-
tion of the domestic pig population against
CSF will cease. The domestic cattle population
is free of Tuberculosis and Brucellosis; whilst
Enzootic Bovine Leucosis is not yet complete-
ly eradicated (9% cases per year). Infectious
Bovine Rhinotrachitis and Aujeszky's disease
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are under eradication programmes, based on
vaccination. Assistance is required to complete
the elaboration of disease monitoring and sur-
veillance plans as well as contingency plans.

Concerning Animal Welfare legislation, a new
draft has recently been presented to the Latvian
government. The SVS has also drafted 4 of the
8 necessary implementing regulations and is at
present preparing the remaining 4. The applica-
tion of EU animal welfare standards on keep-
ing of calves, pigs, laying hens and laboratory
animals as well as on the transport and slaugh-
ter of animals is therefore pending the imple-
mentation of corresponding Latvian animal
welfare rules.

In the field of public veterinary health, the vet-
erinary service has a very strong involvement.
Veterinary staff and veterinary supervision are
organised in such a way that the “stable to
table” concept can be realised. Much veteri-
nary attention is paid to the permanent supervi-
sion and inspection of the traditional food mar-
kets. These markets still play an important role
in the direct supply of food to consumers by
farmers and producers. Riga market, for exam-
ple, processes more than 12.000 cattle carcass-
es and more than 15.000 pig carcasses annual-
ly. A specific task for the veterinary services at
these markets is to carry out the post mortem
examination of pig carcasses (including exam-
ination of Trichinella) and sheep and goats car-
casses in the delivery area of the market halls.
Exceptionally, the slaughter of these categories
of animals is allowed on the farm without meat
inspection. Any movement of such a carcass
from the farm to the market requires an indi-
vidual veterinary certificate, including the ante
mortem inspection results. However, it is not
possible to check the identity of the carcass,
because the individual animal identification is
not on the carcass.
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4.1

A number of other activities are in the process
of being implemented and applied such as the
elaboration of a zoonosis control plan, a
residue monitoring and sampling plan and the
introduction of control point/haCCP concepts
within the food processing sector.

The Private Veterinary Sector

A veterinary chamber does not exist in Latvia.
However, it is compulsory for veterinary prac-
titioners to be members of the Latvian Veteri-
nary Association. The Association has observer
status with the Federation of Veterinarians of
Europe (FVE) and represents the profession.,
Since 1994 they have been responsible for issu-
ing the licence necessary for private veterinary
practitioners. At present, about 1700 vets are
licensed as practitioners, but about a third of
these do not provide services. Around 300 prac-
titioners are employed by co-operative farms,
local municipalities or private clinics. Around
800 practitioners execute official state veteri-
nary duties on the basis of an agreement with
the boards mentioned above. However, the state
does not pay the practitioner; he himself has to
charge the industry or the farmer for his ser-
vices. The average income of practitioners is
generally still very low.

It is worth mentioning that there are some tech-
nicians licensed as vets, who qualified under
the former Soviet system.

Livestock Sector

At present neither a full register of holdings,
nor an animal identification system exist in
Latvia. Only a database for pedigree cattle
exists, operated by the Livestock Department.
However, Phare projects have been established,
to assist in animal identification, herd registra-
tion and animal movement control.

4.2
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Every movement of cattle from one district to
another requires a veterinary movement certifi-
cate.

The domestic livestock population comprises
509.000 cattle, 460.000 pigs, 64.000 sheep and
goats, 26.000 horses and 3,8 mio poultry.

A national animal health trust fund does not
exist at present. However, an appropriate pro-
posal was included in the draft amending the
Veterinary Activities Act. It seems very impor-
tant for Latvia's livestock farmers to have a
fund of this kind, in view of current problems
financing any emergency actions such as erad-
ication measures.

The Processing Industry under
Veterinary Legislation

Animal production is still an important compo-
nent of farming in Latvia and so is the process-
ing of animal products. This requires a compet-
itive processing industry fulfilling EU hygiene
and technical standards as laid down in the rel-
evant veterinary directives on meat, milk, fish,
eggs and other products of animal origin. How-
ever, it seems that at present there is no real
pressure for the industry to adopt EU stan-
dards. The reasons for this may be, firstly, the
low standards of self-imposed efficiency, for
example with respect to meat and, secondly, the
nearby export markets of Russia and the
Ukraine.

This could also explain why, out of the whole
agri-food industry, only 6 dairies have been
approved according to EU standards. EU
approval for fish establishments is under con-
sideration at present.

Pushed by the Veterinary Services, the industry

is being forced to apply CP/HACCP concepts
and good manufacturing/good laboratory
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practices. In doing so, food hygiene and food
quality or product safety and quality will be
improved. But there is no doubt that substantial
funds are also needed for the technical up-
grading necessary for the agri-food industry to
reach EU standards. At present, there are
about 430 establishments dealing with meat
(slaughter including low capacity slaughter,
collecting, processing and purchase), 50 mar-
kets, 150 dairy establishments, 18 plants pro-
ducing eggs, about 200 bigger stores, 27 com-
panies producing or supplying veterinary
pharmaceuticals and about 250 veterinary or
human pharmacies allowed to supply veteri-
nary pharmaceuticals.
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6. Conclusion

As animal production and the processing of
animal products are still important for Latvia,
the veterinary services are working very hard
and intensively to remove major obstacles to
Latvia’s accession to the EU. However, the
introduction of EU system.



Annex 2: PHARE

in the Latvian agricultural sector

Phare programme funds’ commitments in agricul-
ture accounted for ECU 17 million from 1990 to
1996 and ECU 7 million from 1997 to 1999.

To date, most technical assistance in support of Lat-
vian agriculture, forestry and rural development has
been provided by Phare 1993 and 1994 “first wave”
projects (backed up by selective bilateral assis-
tance). This has assisted:

B the Ministry of Agriculture (MOA), to improve
its management, co-ordination, training and sta-
tistical capacity;

B Laukkredits, to help it appraise, disburse and
recover demand-led applications for credit,
using Western banking principles;

B State Land Service, to facilitate the registration
and titling of land, in order to develop a land
market, so that it can be used as collateral
against bank leﬁding;

W agro-enterprise restructuring, to assist medium-
sized companies in the dairy, meat, bakery,
brewing, fats/oils, confectionery, fish and other
sectors, focusing on the release of constraints to
marketing, distribution, investment and quality
control; and

B agro-industry privatisation and capitalisation, to
help complete the privatisation process in select-
ed agro and fisheries enterprises, and facilitate
investment by local and/or foreign investors.

1995 and 1996 “second wave” Phare support for pri-
vate Latvian agriculture/forestry covered:

B development of agricultural policy and statistics
in MOA, as part of an overall programme of

institutional support (which started implementa-
tion in the last quarter of 1997);

B convergence/integration/harmonisation/approxi-
mation of Latvian legislation with EU laws,
standards, regulations and directives, particular-
ly related to veterinary and phyto-sanitary issues
(which will start implementation in the first
quarter of 1998);

M national food quality control and regulation, and
its implementation at sector level (which started
implementation in the last quarter of 1997);

W private farm and forestry business development
(under implementation);

B diversification of the rural economy, and devel-
opment of rural finance (which started imple-
mentation in January 1998); and

B pilot activities in support of border inspection
and control (veterinary and phyto-sanitary), and
animal identification (implementation in the last
quarter of 1997 and first quarter of 1998).

The “third wave” of Phare support for Latvian agti-
culture will focus on facilitating the EU pre-acces-
sion process and related tasks, and cover:

B bringing forestry legislation into line with that in
Europe, at the same time as addressing land use
issues and ensuring that forestry policy is struc-
tured to stimulate afforestation of abandoned
farmland and re-afforestation (1997);

B follow-up to three pilot activities focused on

strengthening veterinary, phyto-sanitary and
border control services (1997);
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