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ABSTRACT

Prior to enlargement regulations and the subsidstesy played an important role in

stabilising, especially, the livestock sectors, dquwers got used to national intervention
mechanism, and production became rather insengitivaarket signals. This, along with

other shortcomings, caused serious problems iprheess of opening the domestic markets
during the EU integration process.

In this paper, after discussing the evolution @& Hungarian agricultural policy, we focus on
the major agricultural sectors in the context @& tlevelopment of agricultural and food trade
in Hungary after EU enlargement. Despite excesskstof cereals, the prospects for the
major feed grain consuming sectors (i.e. dairy, ipigat and broiler meat production) to
expand look rather slim in the mid-term. Meat amdtydproducers will face the burdens of
adjustment in the livestock sectors and the ardteigp boom of biofuel production in

Hungary.
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1 INTRODUCTION

Because of the excellent natural conditions stakien® of the Hungarian agri-food sector
supported Hungary’s accession to the EU. They wrpecting a single market without trade
distortion and a rational division of labour, wittie assumption that all stakeholders would
prepare for a successful EU accession. The posékpectations were based on relatively
high yields and low producer prices. Model resatts some sectors reflected that in particular
crop producers (cereal, oilseed and protein) wdutd the winners of the enlargement
[Mészaros et al., 1999, 2000a, 2000b; Udovecz, 2D#szaros and Spitalszky, 2002]. The
low feed costs have masked the competitive angdle of the poultry and pork production
Prior to accession the market price for feed gnainlungary was on average way below the
intervention price in the EU (Figure 1).

Figure 1:Producer prices of maize in Hungary, Poland, Frane and Germany
(2003-2007)
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Source: Research Institute for Agricultural Econgsni

The projections of market developments, howeverewmt positive: they highlighted the
existing inefficiencies, the lack of cooperationtveen farmers and the burdens of
adjustments.

The share of agriculture in the GDP and employnfexst not changed considerably after
enlargement. In 2005, agriculture in Hungary cantted 4.3 and 5 % respectively of GDP
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and employment. No major change can be observidreit the development of the share of
agricultural and food products in total exports dmalisehold income spent on food. The
contribution of agriculture and the food industoytbtal exports was 7.2 % in 2005, down 0.8
% from 2000. The share of food products in the ayemousehold budget remained relatively
high over the past years and stood at about 252006 (Table 1).

Table 1:Agriculture’s place in the Hungarian economy (199@005)

2000 2004 2005
Share of agriculture in GDP (%) 5.4 4.8 4.3
Share of agriculture in employment(%o) 6.6 5.3 5.0
Share of agriculture in total investments(%) 5.0 3.9 4.4
Household income spent on fooPb) 29.2 26.7 25.0
S)?Sc;(rat So{ (;;?”CU“W&' and food products in total 30 71 79

Source: Hungarian Central Statistical Office (CSO)
*Includes agricultural investments of households.

2 AGRICULTURAL POLICY PRIOR TO ENLARGEMENT

Before enlargement, border measures, administereésp input subsidies, area and headage
payments, export subsidies were the main policyrungents used to support agriculture.
Among payments based on the use of inputs, the ipstrtant were subsidized credits and
capital grants, and fuel-tax subsidies. Budgetarypert, based on capital, was provided
mainly in the form of subsidized interest rates farm credit and capital grants (for
investments, working capital, land improvement amdjation, for purchases of breeding
animals etc.).

Institutional prices introduced before accessiomeweell below the EU intervention price
level especially for bread wheat and maize. A systé guaranteed prices combined with
minimum and maximum intervention prices existed rfaling wheat and feed maize, and
buy-up quantities were strictly limited. Prices foilk, pig meat and beef were supported by a
system of guaranteed, intervention and guidanazgriFor these livestock products, output-
based payments were used to cover the gap betwastemnprices and guidance prices. In
addition, price premiums for high-quality productioere provided mainly for beef, milk, pig
meat, poultry and game meat, although some vegetablducts were also eligible. Support
was also granted for the distillation and storafienigh quality wines as well as for the
storage of apples. Agri-environmental and ruraleligment measures were increasing in
importance. Per hectare subsidies to limit soikieno and to promote organic farming were
the two main environmental policy measures.

An area based payment scheme was established & d4®® remained one of the main

programs providing direct payments to farmers. Bamwith less than 300 hectares of

agricultural land were granted area payments tb pétyments inversely related to the farm
size (this discriminative feature was later discargd). Headage payments were provided for
the purchase and breeding of animals. For milkpaiput quota was introduced. None of

these policy measures did fully comply with the Cj®®pp — Potori, 2006].

An agricultural trade agreement between HungarythedEUentered in force on 1 July 2000.
This agreement liberalized agri-food trade accagydmthe so-called “double-zero” principle
under which the two parties agreed not to use éxpfunds or import duties for a range of
products. For some more sensitive products, wheseptinciple was not applied preferential
quotas were extended. In 2002, the agreement vpdacesl by a new trade liberalization
agreement. As a result, 97 % of Hungarian agri-fegdorts to the EU and 84 % of EU
exports to Hungary became free of import dutiesteefccession.



The producer support estimate (PSE) — supportddymer measured as a percentage of farm
receipts — remained relatively high between 199 2003 in the EU-15 fluctuating between
32-39 %.

During the period 1998-2003, the PSE in Hungaryoaindoubled from a 15 % average of
1991-1997 to 33 and 28 %, respectively, in 2002 2003 (Figure 2). The upward and

downward trend of the PSE between 1991 and 200%eeadm considerable increase in

budgetary payments and market price support (MR&)ertheless, other candidate countries
(Poland, Baltic states, Slovakia ect.) provided legpport to producers prior to enlargement
than Hungary

Figure 2:%PSE of Hungary and the EU-15 (1991-2003)
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Source: Research Institute for Agricultural EconcsnOECD

With a view to EU membership, budgetary resourcesevallocated to support farm extension
services, to improve the farm data collection arahagement system (Farm Accountancy
Data Network) and to build the institutional franww required for the EU Special Accession
Program for Agriculture and Rural Development (SAHA. Investment aids were also

granted to the food industry in order to ensure gicance with EU quality and food safety

regulations.

Prior to accession, SAPARD provided funds for fguoups of measures: investments in
agricultural holdings; improvement of the procegsind marketing of agricultural and

fishery products; development and improvement ddirinfrastructure; and diversification of

activity in rural areas. Due to the late approviathe Hungarian SAPARD by the European
Commission (EC), payments to agriculture within S48 accounted for only 25 % of the

total SAPARD funds in 2004. In 2005, 50 % of theat®bAPARD funds were paid out, and
the rest was made available in 2006.

3 EU ENLARGEMENTS

3.1 Direct payments

Hungary has opted for the Single Area Payment SehE&®WPS). The Act of Accession
provides for a transitional period for the progressntroduction of the CAP direct payments
in the new member states. New member states rec@iv@004 25% of the full EU-15

payment rate from EU budget, rising gradually t0%0by 2013. Direct payments are divided
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equally over all eligible hectares. During the phas period the new member states may
complement (top up) EU funds for direct paymentsiagonal contribution (Complementary
National Direct Payment: CNDP) up to 30% aboveapplicable phasing-in level for direct
payments for the relevant year (Table 2).

Table 2:Phasing-in schedule for direct payments in the EUA

2004] 2005] 2004 200F 20d8 2009 2di0 2011 2b12 2013
EUpaymen{ 25 | 30 | 35 | 40| 50| 60| 70| 80 99 100
National 30 | 30| 30| 30| 30| 30| 30| 20 10

top-up

Maximum oo 1 60 | 65 | 70| 80| 90| 100| 1000 100 10§
payment

Source: DG AGRI, Brussels

CNDP may be granted for the production of prodecigered by the CAP support schemes.
Bovine animals (beef production) and ewes can Ippated exclusively by CNDP. Most
support will continue to benefit larger and oftecher farms. The level of area payments is
based on reference yield. Due to low referencedgjearea payments granted for the new
member states (EU-10) will reach by 2013 on ave&8§é of the level of the EU-15 (Table
3).

Table 3:Area payments granted for the EU-10 [SAPS+CNDP*]/hdin EUR/ha)

Country ;gfjrt?ﬁge 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 ggié
gzz‘i‘)”c 420 | 1457 159,0| 172,2| 1855| 212,0| 23855| 265| 265
Hungary | 4,73 | 1495 161,0| 174,3| 208,6| 238,4| 268,2| 208| 298
Poland 3,00 | 1040 1134| 1229| 132,3| 151,2| 170,1| 189| 189
Slovakia | 4,06 | 140,8 153,6| 166,4| 179,2| 204,8| 230,4| 256| 256
EU-10 | *4,00 | 138,6| 151,2| 163,8| 176,4| 201,6| 226,8| 252| 252
EU-15 477 | 300,89 3005/ 300,5| 300,5| 300,5| 300,5| 300,5| 300,5
Cogos | 838 | 461 s503| 545 587 67.1) 755| 838| 838

Source: DG AGRI, Country Reports
*CNDP: from the national budget
**Author’s estimate

3.2 Rural development

SAPARD was replaced by the Hungarian Agriculture &ural Development Operational
Programme (ARDOP) and the National Rural Develognidan (NRDP) for the EAGGF

Guarantee Section Measures both covering the y&#4-2006. However, due to the late
approval of these programs by the European Comomisghere were no payments in 2004.
Payments within these programmes started onlyeaetid of 2005, and will be finished by

2008.



The NRDP planned expenditure is € 754 million fo period 2004-2006, of which 20% or €
152 million has to be financed by the national leid@able 4). The NRDP has bemanced
by the EAGGF Guarantee Fund on rural developmentoripes, i.e. different
agro-environmental schemes as well as to helpféessired areas (LFA) or to finance early
retirement, etc. In 2006, HUF 61 billion (€ 244 loih) has been paid from the NRDP budget.
A total of € 423 million was made available throtRDOP over the period 2004-2006 with
25 % financed by the national budget (Table 5).ip2004-2006, the Agriculture and Rural
Development Agency (ARDA) received over 11 thousapplications for ARDOP support of
which almost 40 % were accommodated. Over 60 %h@ftcommodated applications were
submitted for investment aids. Until March 2007p@ibHUF 77 billion (€ 308 million) has
been paid from the ARDOP budget [Potori — Nyar€720

Table 4:EAGGF Guarantee expenditures in Hungary: NRDP (208-2006)

Total budget
Measures € 602 min (EU) +€ 152 min
(national)
HUF billion %

1. Agri-environment 78 40.8
2. LFA and areas with environmental restrictions 21 10.8
3. Meeting standards/animal welfare 43 22.5
4. Afforestation of agricultural land 20 10.6
5. Early retirement 5 2.6
6. Semi-subsistence farming support 6 3.2
7. Setting up producer groups 9 4.5
(8. Technical assistance) 10 5.0
Total 192 100.0

Source: Research Institute for Agricultural Econgsni
Table 5:EAGGF Guidance expenditures in Hungary: ARDOP (208-2006)

Total budget
M € 317 min (EU) + € 106 mIn
easures ;
(national)
HUF billion %

1. Assistance to investments in agriculture 55 5P,
2. Setting up of young farmers 3 2.9
3. Assistance to vocational training and retraining 2 1.5
4. Structural assistance in the fisheries sector 1 1.4

(FIFG) '
5. Improvement of processing/marketing of

. 15 14.2

agricultural products
6. Expansion of rural income earning opportunitjes 6 6.1
7.Development and improvement of

: : : 12 11.3

infrastructure connected with agriculture
8. Renovation and development of villages 4 3.5
(9. LEADER+) 5 4.6
(10. Technical assistance) 3 2.5
Total 106 100.0

Source: Research Institute for Agricultural Econgsni

3.3 National support

Apart from top up payments, several national suppiagrams have been provided following
EU accession as a continuation of pre-accessianypwieasures. These include support for
on-farm afforestation, subsidized veterinary costsa-EU marketing of agri-foogroducts,
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water management, training, education and researetit subsidies, producer organizations
and social insurance fees. In February 2004, anwdtyrral loan program worth € 397 million
to help farm businesses, and small- and mediund$ed processing plants prepare for EU
accession was approved. The program providaed; alia, for medium-term loans with a
favourable interest rate and debt rescheduling. eSmsources were also allocated to new
temporary national support schemes maintained 88tipril 2004 such as support for fruit
and wine plantations, export subsidies, etc.

4 EXPECTATIONS AND EXPERIENCES OF HUNGARY

The situation in Hungarian agriculture 3 years raéielargement appears relatively mixed.
The market impact of enlargement seems to be baghiye and negative. High expectations
have been fulfilled only partly: the single markkets not proved to be transparent due to
different direct payment schemes in place in thenber states leading to trade distortion.
The delayed preparation for EU membership anddteeiinplementation of the CAP can not
be considered a success story either. Agricultpraducers and the food industry have
underestimated the burdens of adjustment and thespre to improve efficiency after

enlargement.

Hungary has not realized in time that the huge tdlaton of purchasing power and
consumption patterns of consumers in the membdesstaould have an impact on the
development of consumer food prices: a food produaine member state considered as a
cheap “by-product” become highly demanded in amptiereby destroying producer prices.
More efforts are needed to improve the vertical rdo@ation and strategic cooperation
between the up- and downstream sectors.

The first experiences of enlargement have beereratkhgative than positive for Hungary
leading to cash-flow problems faced by the Hungafe@rmers after enlargement, to rapid
increase of agricultural imports and to demongireti The relative “peace” in agriculture can
be attributed to the record harvest in the pasethyears and to the implementation of the
single area payment scheme (SAPS) together with ENiDaddition, the income of farmers
has increased every year since enlargement. Agteteintegration into the single market
depends on the development of production and matgkeinfrastructure and on the
compliance of production with EU standards in atcefficient manner [Mészaros et al.,
1999].

5 DEVELOPMENTS IN AGRICULTURAL TRADE

As regards agricultural and food trade, Hungaryrastained its position as a net exporter
after accession. During 2004-2006, exports and itegdmoth increased, from € 3.1 to € 3.6
and from € 2 to 2.6 billion respectively. The agtiaral and food trade balance has fallen
from almost € 1.6 billion in 2001 bellow 1 billian 2006 (Figure 3). Although imports are

projected to increase further, the agricultural &bl trade balance of Hungary is likely to

remain positive; however, if improvements in thenooercial infrastructure fail to take place,

the trade surplus may slowly erode (it is worthimpthat the sale of the intervention stock
may temporarily increase trade surplus in 2007).

Figure 3:Dynamics of agricultural and food trade (2000-20 -
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A high level of integration of markets of the EU-2&s achieved prior to enlargement. The
impacts on intra-EU-25 trade are driven by changesroduction and consumption, rather
than by the lowering of intra-EU-25 protection, aiiwas already low before accession.
Nevertheless, trade creation effects have beemadabsince accession in a number of areas
where prior to enlargement barriers to trade edjste particular between old and new
member states but also between old and new merndies. sMembership had positive effects
as far as trade integration between Hungary anchéve member states is concerned. The
integration of agricultural and food trade betwéamgary and the EU is more advanced on
the import side: the share of exports to the EUrRZBeased from 64 to 69 per cent while the
share of imports from the EU-25 rose from 67 topgd cent in 2004. While the share of
exports to the EU-25 remained stable the sharmpbits from the EU-25 rose 89 per cent in
2006 with only imports from the new member statesixsng an increase (Figure 4).

Figure 4:Integration of agricultural trade between Hungary and the EU ( 2000 -2006)
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Although livestock producers in Hungary enjoyedyatam of guaranteed, intervention and
guidance prices, and some direct subsidies, trey almost no access to investment and
capital aids in the pre-accession years, which pasally the reason for a drop-back in
production, even with headage payments being cssdirafter accession to help pig and
poultry producers meet EU environmental, animaltheand welfare requirements. Late
approval of the Hungarian SAPARD, the ARDOP and thEBDP by the European
Commission and thus the delay of payments have @sdributed to the decline of the
livestock sectors [Mészaros — Spitalszky, 2002].

In Hungary, the livestock sectors are the largeasamers of cereals. Production of pig meat
and poultry will remain the dominant factor in tbevelopment of total demand for feed
grains. The Hungarian domestic market of cereath&gacterised by the decreasing use of
cereals for feed and food. The cereal-fed livestpeiduction could not benefit from
favourable regional feed cereal prices as wellras) fopportunities to expand markets share
of poultry meat and pork meat on the EU marketsgMdéos et al., 2000a]. In the past two
years, Hungarian pig meat production has decreasea faster pace than poultry meat
production (Figure 5). The lack of competitivendéss led to production constrains in the
dairy markets as well (Figure 6).

Figure 5 Trade of meat products in Hungary
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Figure 6 Trade of dairy products in Hungary
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6.1 Cereals production

As a result of the extraordinarily favourable weatrconditions, cereals production in
Hungary doubled in 2004, compared to 2003, to arceof 16.8 million tons, and 2005
output was only slightly down. In 2006 productioasastill well over 14 million tons (Figure
7).

Figure 7:Production of the major cereals in Hungary (1990-206)
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Source: Hungarian Central Statistical Office andsdech Institute for Agricultural
Economics

Market participants with insufficient storage capabegan to invest in the building of new
stores in order to bridge the gap between harwest and the beginning of the intervention
season, and thereby fully benefit from the CAP speed up this process, rural development
funds were made available. By the end of 2006,ta @wf 4.1 million tons of new storage
capacity became available for the storing of irgation grains. Unfortunately, these
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investments were not fitted into an overall infrasture development strategy, and therefore
the whole program might prove economically unsusiteésn the longer term.

In 2004/05, expectations of market participantsardmg the guarantees provided by the EU
cereal intervention regime on the one side, contbiwgh the lack of adequate storage
capacity for intervention grains and the high cofstransport, on the other, led to serious
disruption in the Hungarian cereals market. Astdking of cereals into intervention as well
as the area payment (both SAPS and the nationaligopayment for arable crops) was
delayed considerably, farmers faced increasingdityuproblems, and began to sell out their
wheat; maize and barley stocks mostly to well @digiéd trading firms at the lowest prices in
the EU-25.

In the 2004/05 and 2005/06 intervention seasonn@llion tons of cereals were taken into

intervention. Intervention opening stocks at thgibeing of the 2006/07 crop year totalled to

7 million tons. In the 2006/07 intervention seasonly 1.5 thousand tons of cereals were
taken into intervention. The disappearance of uaetion stocks became a rapid process. If
this continued at the pace observed in the lastimsasf 2006 and in the first months of 2007,
intervention stocks could decline below 1 milliamn$ until the beginning of the 2007/08

intervention period.

For Hungary, as for a few other new member stabesng landlocked is a permanent
disadvantage not considered in the Common Markga@sation for cereals. The transport
cost of cereals is high due to the scarcity of ingp capacities and the inefficiency of
infrastructure. Hungarian cereals are competitinky evithin a limit of certain distances of
transportation, primarily by shipping cereals oa thanube River (Figure 8). The cost up to
the sea amount to € 20-30 per ton at least. Gramsport on rails has been too expensive in
the last few years, and this it is hardly surpgdinat the share of railways in Hungarian grain
exports has decreased recently.

Figure 8:Cost of shipping cereals by different transport mdes from
Hungary to EU destinationstés (April, 2007)
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Note: 36 €/t (FOR — FOB) to Koper means the cogtarfsporting 1 tonne of grain to Koper alreadydke on
wagon at the geographical centre of Hungary isi€8kiding handling charges plus the cost of havireggoods
loaded aboard a ship.

Undoubtedly, Hungary will remain a major potengaiporter of wheat in the new member
states: production of wheat is expected to stabibetween 4.5 and 5 million tons while
domestic consumption is unlikely to exceed 2.5-3ioni tons. Demand from the milling
industry will stay at around 1.3-1.5 million tonshagh quality wheat, while the expansion of
feed wheat use may be constrained to a large eltettie excess quantities of by-products
from the emerging bioethanol industry.
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Demand for feed maize is expected to remain wadvibd million tons in the next few years.
Bioethanol production isikely to increase domestic maize consumption aetlice excess
stocks significantly in the mid-term. Besides theot existing processing plants
(Szabadegyhaza and Gyor) with a total capacityboiua 500 thousand tons of maize (for
bioethanol and glucose production), various invegtoups have announced the building of
bioethanol plants at more than 20 sites in the tguAssuming that the demand for raw
material of the domestic bioethanol industry inee=a3 million tons in 2010/11, and world
market prices of cereals remain at a high levelidwhs very likelyinter alia because of
mandatory blending of bio-fuels in the US and thé),Bhe eventual accumulation of maize
stocks will become a marginal issue (Figure 9).

To comply with the 5.75 % replacement rate setheyEU Biofuels Directive for renewable
energy resources in 2010, Hungary would need atizithousand tons of bioethanol, which
can be produced from 50-60 thousand hectares afem&iowever, in the-mid term, large
quantities of bioethanol could be exported to thg-15 (e.g. Sweden, Denmark and
Germany).

Figure 9:Domestic feed and industrial use of maize in Hungg (1990-2006)
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Economics

The production of biofuels from energy crops wibpide for many Hungarian farmers with a
significant new market for their crops. Farmersl Weve potential for long-term contracts;
price certainty through fixed contracts, with pacéeing set higher than the cost of
production, allowing cash-flow forecasts and thusvyging an opportunity to invest in the
infrastructure and thus they will face less riskae high-protein by-product of the industry
supports the livestock sector reducing the neegifoduction of some cereals being grown
for animal feeds topped up by EU imports.

6.2 Oilseeds production

With a production volume over 1 million tons a yesuinflower is by far the most important
oil crop in the country. Oilseed rape is secondstaflower in Hungary with an average
output of 300 thousand tons (2004-2006).

Due to the growing demand for edible sunflower seiednd biodiesel produced from oilseed
rape, as well as the phasing in of EU direct supmoiseeds production is expected to be
profitable in the short- and mid-term. The eventaatumulation of oilseeds stocks is
improbable: sunflower and rapeseed produced in Biyngill be processed domestically or
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exported. Due to the expansion of domestic crusluiagacities, exports are expected to
decrease further (Figure 10).

To comply with the 5.75 % replacement rate setheyEU Biofuels Directive for renewable
energy resources in 2010, the country would ne@dtli@usand tons of biodiesel for domestic
use which would require the processing of more sapé than the total output of the last
years or the imports of biodiesel.

Figure 10:Production of the major oilseeds in Hungary (199@006)
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6.3 Fruit and vegetable production

Fruit and vegetable production represent 10-12 %taf agricultural production in Hungary.

In the fruit sector, the impacts of accession hagen more adverse than expected. The
foreign trade of fruits has been characterizedheydecline of exports and the steady increase
of imports during the past few years. Import growths particularly strong in the case of
banana and exotic fruits (substitutes for traddiofiuits), as well as of melons and table
grapes. However, processed fruits still exhibitgubaitive balance thus the total net trade of
the fruit sector amounted to minus € 42 millior2006 (Figure 11).

Figure 11:Foreign trade position of the Hungarian fruit and vegetable sector
(2000-2006)
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Vegetable production is of significant importanceHungarian horticulture. In the Central
and Eastern European region, natural conditionsgrgghical location (proximity of major
markets) and traditions are all favourable for agke production. As a result of adverse
market trends total vegetable production decre&sad 2 million tons in 2004 to 1.5 million
tons in 2006. The foreign trade of fresh and preeds/egetables has been characterized by
the steady increase of both exports and importsigltine past few years; however the growth
of imports were more dynamic thus the trade balatesgined by 16 % during 2003-2006
(Figure 10).

In the pre-accession years, cooperation betweemefar and emerging Producer

Organizations (POs) started too late and too sloahy the lack of readiness has spawned
further weakening in producer bargaining positicassing an unfavourable effect on sales
and incomes (Figure 12). Currently there are 5Zipianally recognized and 8 recognized

POs integrating some 21 thousand producers, anddiam estimated 15-18 % share of total
fruit and vegetable sales which signals a consimergrowth compared to 2004.

Figure 12 Share of PO sales in the fruit and vegetable sextof the EU-25 in 2004
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6.4 Pig meat production

During 2000-2006, producer prices of pigs in Huggeosely followed price movements in
Germany and Denmark with a few months lag. Sindargement, Hungarian prices have
been fluctuating around €130 per 100 kgs carcagghtyestill above the Danish but below the
German average (Figure 13).

Prior to accession, imports were insignificanthe sector but after enlargement the number
of imported live pigs and the volume of importedkpbave increased dramatically. In 2005
Hungary became a net importer of pig meat (Fige Most of the imported live pigs came
from Holland; however, in 2006, Poland became tlagomsupplier.

As far as direct support is concerned, the padigull decoupling of top-up payments will
have no perceptible impact on the development efHhngarian pig sector: in the coming
few years, the number of pigs is expected to chaegg little, not exceeding 4-5 million at
the end of the decade. The possession or use lbédeand which helps the sector to receive
support indirectly is undoubtedly an essential ¢l for growth. Flattening of the pig-cycle
is expected in the coming years. This is primadlye to the substantial decrease in the
number of small-scale family farms engaged in prgding and fattening which results in a
more balanced supply and a more stable domesticetdar

! Already in the year of accession, over 200 thodstmily farms abandoned pig breading and fattening
because of the changes in agricultural policy aadkats.
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Figure 13:Producer prices of pigs in Hungary, Germany and Denmark (2000-2006)
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The lack of capital, the urgent need for modermsatcompliance with EU environmental,
animal-health and welfare requirements are all rdatg production; moreover, foreign
investors are discouragéater alia by the existing land law. Also because of the pressn
the Hungarian pig meat market caused by Polishréspe number of producers including big
farms decided to give up production in the firstntis of 2007.

6.5 Broiler production

During 2000-2006, producer prices of chicken vathetiveen € 60 and 75 per 100 kgs live
weight in Hungary. Due to strengthening of the ovadi currency in the second half of 2001,
prices reached the German level, and since themluper prices in Hungary and Germany
have been moving more or less closely but remaieddbelow the French level (Figure 14).

After enlargement, due to the continuous declinprotiucer prices production dropped back

slightly. In 2006, due to the increase of produttimsts, low purchase prices and outbreaks
of Avian Influenza, the broiler industry faced lessand production continued its downward

trend. However, in the next few years, broiler npgatiuction is expected to stabilise.

Sales to the EU-15 are expected to decrease furthtee next few years; in fact, there is a
threat that exports will completely erode by the efthe decade. The position of Hungarian
broiler meat production will be seriously challedgsince Hungarian broiler meat exports
essentially consist of oven-ready products. In geaiprices, Hungarian exporters are unable
to compete with Brazilian suppliers.

Figure 14:Producer prices of chicken in Hungary, Germany and-rance (2000-2006)
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6.6 Dairy and beef production

During 2000-2006, producer prices of milk in Hungahowed more seasonal fluctuations
than prices in the old member states. Due to tlemgthening of the national currency in the
second half of 2001, prices in Hungary reached@keman level, and since then, they have
exhibited a seasonal peak very close to the aptiuzg level in Germany every year (Figure
15).

After EU accession, imports of liquid milk and Igwiced dairy products from the NMS
increased at a fast rate, and the volume of higle@&dalue dairy products from the EU-15
has grown as well. On the other hand, raw milk etspio Italy increased continuously thanks
to high prices in the Italian market. In 2005 Huryghas become a net importer of milk and
dairy products (Figure 11). Imports of dairy protdusuch as cheese and curd doubled while
total exports decreased by 34% during 2004-2006Gle/the volume of raw milk imports is
unlikely to change, imports of processed dairy patsl is forecasted to expand further.

The number of dairy cows is likely to decreasehthgin the years ahead. Nevertheless, the
total number of cattle in Hungary is expected tmag at the same level in the next few

years, which can be regarded as a positive chaftge experiencing a continuous decline

during the period between the start of economiasiton and EU enlargement. This is

primarily due to the EU and national direct subssdivhich are considerably higher compared
to direct payments granted before accession, aridrass beef cattle are considered, to the
push-up effect of the EU institutional price on destic producer prices. However, partial and
full decoupling of direct aids may have a negaéffect on beef production.

The low profitability of milk production warns th#te sector may not be able to generate the
financial resources needed for an urgent moderarzanter alia, to meet EU environmental
requirements. An anticipated slight increase ofdpo®r prices in the coming years may
contribute to the improvement in net incomes ofyd&rms still in production.

Figure 15:Producer prices of milk in Hungary, Germany and ltaly (2000-2006)
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Direct aids coupled to production, guarantees piexiby the beef intervention system and
the growing demand for fattened bulls had a pasigffect on beef production in 2004 and
2005. Producer prices continued their upward tieamdl exceeded the 2004 level by nearly 30
% in 2005 and increased by a further 3% in 200Bpah they were still below the EU-25

average. Imports of live cattle are expected toredse steadily as the complementary
national direct payment for fattened bulls has bezalecoupled from production in 2007.

Imports of beef are projected to grow only slightxports of live cattle and beef are

foreseen to decrease by 10 % until the end of ¢lcadk.

7 CONCLUSIONS

The impact of enlargement on certain markets hasbeen unambiguously positive in
Hungary. Problems caused by delays in establisihey required infrastructure and
institutions have been amplified by record harvasthe first two years of EU membership.
Both the value of agricultural exports and impdrés increased in Hungary after accession.
In 2004 and 2005, the rate of increase of impoxtseeded that of exports. However, the
agricultural trade balance will still remain pog#iwith a decreasing trend partly due to the
increasing feedstock consumption by the biofueligtcy.

Competitiveness of cereal and oilseeds productidtiungary is out of question; however, the
use of cereals for food and feed is decreasingandidethanol production is likely to increase
domestic maize consumption. The production of auwill provide for many Hungarian
farmers with a significant new market for their gsoThe trade balance of the fruit and
vegetable sector has declined after enlargement.

In the pre-accession years livestock producersungdry enjoyed some direct subsidies but
they had almost no access to investment and cagital This and the late approval of rural
development programmes contributed largely to teelide in production. Outlook for
livestock production, especially for the pig megaiultry meat, and milk production is rather
depressing.

The proposed "health-check” of the CAP in 2008 les an opportunity for both review and
simplification. We hope that the “health-check vidad to more transparent single market, to
the decrease of trade distortions between mematassand to less support schemes based on
past production. The health check may also progi®pportunity for further reform driven

by the pressures from the 2008/2009 EU budget wevighe budget review provides an
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opportunity for the EU to undertake a full and wraaging review on all aspects of EU
spending, including the CAP. The mechanisms oftA® will need to be reformed in order to
ensure simplification and reflect the demands aqeatations of society if public money is to be
spent on public goods.

Agriculture remains a strategic asset; this islyike increase in the coming years given the
contribution it can make to reducing climate charggricultural production is likely to increase in
the longer term due to the growing global demandofed and non-food crops, including energy
crops. Looking to the future there is a clear rieed longer term policy outlook in the EU, to paepfor
and respond to growing external (globalisation)iatginal (societal, financial, enlargement) pressu
and at the same time to give farmers the certaihgy need to run their businesses
competitively.
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