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Abstract: Except of 2001 and 2002, the agriculture has produced |osses of SKK 38.8 billion over the entire process of transforma-
tion. The losses in agriculture were caused by major disparities between the price of supplies to agriculture and prices of
agricultural products, plustherestrictive subsidy and |oan policy adopted in the early years of the economic reform. The economic
situation has improved over the last two years. This was caused by the increase in subsidies, as well as by the continuing
restructuring process (sales and liquidation of dubious assets, optimised production), reduction in numbers of loss-making
enterprises, by growth and increasein efficiency of production and dueto a substantial increase in earnings of many partnerships.
However, even despite the positive trends current financial position of most agricultural enterprises does not meet the require-
mentsfor development in agriculture, with the rate of TFA (tangible fixed assets) depreciation achieving 50% (of that, depreciation
of machinery stands at 70%). The earnings are moderate even in profit making enterprises, with 75% of those enterprises making
only up to SKK 1.5 million in earnings.
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Abstrakt: Pol'nohospodarstvo pocas celého transformaéného procesu, az na roky 2001 a 2002, bolo stratové so suhrnnou
stratou 38,8 mld. Sk. Stratovost’ bola spdsobend vyraznou cenovou disparitou medzi cenami dodavok do pol'nohospodar-
stva a pol'nohospodarskymi vyrobkami, restriktivnou dota¢nou a tiverovou politikou v zaciatkoch reformy. Ekonomicka
situacia sa za posledné dva roky zlepsila, okrem zvySenej dotac¢nej podpory aj vplyvom pokracujicej restrukturalizacie
(odpredaj a likvidacia dubidzneho majetku, optimalizacia vyrob), Gstupom hospodarenia stratovych, resp. upadkovych pod-
nikov, ozivenim a zefektivnenim vyroby a vyraznym zlepSenim hospodarskeho vysledku v obchodnych spolo¢nostiach. Aj
pri pozitivnych tendencidch finan¢né pozicia vacsiny polnohospodarskych podnikov v sii€asnosti nie je adekvatna potre-
bam rozvoja tohto odvetvia, ked opotrebovanost’ HIM dosahuje 50 % a z toho opotrebovanost’ strojov 70 %. Uroveii hos-
podarskeho vysledku nie je vyznamna ani u ziskovych podnikov, pretoze 75 % z nich dosahuje zisk len do 1,5 mil. Sk.
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INTRODUCTION

Since 1990, Slovak agriculture has been a loss-mak-
ing industry. After a substantial economic decline in
1991 and 1992, when almost 90% of the enterprises
made a loss, the situation has gradually improved until
1997 as a result of the adopted measures. In 1998, how-
ever, the amount of loss has increased and this situa-
tion continued to prevail by as late as 2000. The effects
of increased subsidies provided to alleviate the after-
math of drought in 2000 were only mirrored in the earn-
ings in 2001 when the agricultural sector made profit for
the first time during the economic transition. The indus-
try has again recorded profit in 2002, although the earn-
ings were lower than the year before. Over the last few

years, the portion of profitable enterprises has raised,
even though their earnings were largely unimportant,
with 75% of profitable enterprises making a profit of up
to SKK 1.5 million.

MATERIAL AND METHODS

In order to achieve the planned objective, we had to
utilise the available multi-annual data (1991-2002) pro-
vided by the Slovak Statistical Office, and mainly by the
Central Database maintained by the Ministry of Agricul-
ture including detailed data on agricultural enterprises.
The collection in question represents about §94—1 200
enterprises — legal entities with 20 and more workers. En-
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terprises may be sorted by organisational structure, core
business and by differentiated natural conditions of
farming.

The collection is representative enough since it in-
cludes enterprises that have used about 75-81% of the
agricultural land in the respective years. The analysis
used economic relations and numerical calculations of
the assessed indicators.

RESULTS AND DISCUSSION
Economic results

The economic results of Slovak agriculture after 1990
(Table 1) were affected by a number of factors, which were
subsequently offset by the respective measures.

The reasons, which affect the economic development:
— one of the major loss-making factor has been a substan-

tial disparity between prices of agricultural products

and of suppliesin agriculture. Since 1990 until now, the

prices of supplies in agriculture have risen by 360%

and prices of agricultural productsincreased by 180%.

Theincreasein prices of supplies, even with the econ-

omy of scale applied, haswithdrawn over SKK 11 hil-

lion from the agricultural sector;

—reductionin subsidiesfrom SKK 17.5 billionin 1990 to
the current SKK 7.8 billion has caused a substantial
reduction in capital balance;

—restrictive loan policy and prices of loans resulted in
thedropinloans volumefrom SKK 13 hillion to SKK
5.9hillionin 2002,

— measures targeted to improve employment in rural ar-
eas have caused the costs to increase, especialy in the
first yearsof thereform.

Measures targeted to alleviate the unfavourable devel-
opment:

— taxes: tax exemptions on payroll and benefit tax granted
in 1992 and additional tax exemptionsintroduced since
1993 (reductioninincometax rate, tax holidays applica
bletoincometax —fiveyearsfor newly registered farm-
ers, reduction inland tax rate, exemption on road tax for
vehiclesused in agriculture, and, in 1996, introduction
of aclaimto return aportion of exciseduty ondiesel ail,
reduced excise duty on mineral oilsas of 2003);

— loans — the following schemes were established: insti-
tutional scheme of guarantees in the SGDB, reduced
rates on operation loans, financial scheme (SSFAFI) to
support investment plans, better conditions of subsi-
dies- making funds availableto provide loansfor oper-
ation and investments, approval by the parliament of
the Act on Goods and Warehouse Bonds;

—in 2000, address of therisksin agricultural production
by an ad hoc subsidy granted from the state budget, in
addition to budgetary funds scheduled for agriculture
(SKK 3hillion);

—improved wage costs by gradual layoffs reducing the
labour in agriculturefrom 300 000 to the current 200 000.

Earnings by form of business

Before 1992, there were no significant differences in
performance of agricultural co-operatives (ACs) and
state-owned farms (SFs) in terms of results per hectare
of agricultural land. However, with the inception of part-
nerships in 1992, the gap in performance in individual
types of businesses has increased (Table 2).

Over the entire course of reform, the worst performance
was that of SFs. This was largely caused by the pre-pri-

Table 1. Development of economic results in agriculture in SKK billion (current prices)

Indicator 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Income 47,5 44,6 52,2 57,4 55,3 57,5 61,4 57,5 54,4 56,7 62,7 62,3
Costs 59,1 54,9 59,3 60,8 58,1 60,1 62,3 59,0 56,4 57,3 62,1 62,0
Earnings -11,6 -10,3 -6,8 -3,4 -2,8 -2,6 -0,9 -1,5 -2,0 0,6 0,6 0,3
Source: Slovak Statistical Office, MoA, Information sheets, CD released by the RIAFE

Table 2. Earnings by organisational structure of business, in SKK/hectarea.l.

Form of business 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Agricultural

co-operatives —5260 —-4388 -1634 -1175 964 —756 —499 914 -1012  -830 59 208
Partnerships - - 224 847 58 -96 265 —-158 -293 123 662 853
State farms -5629 5363 -3191 2706 -2523 4540 -3367 -2698 -1755 - - -
PFs” -365 1854 788 800 246 30 790
Source: CD released by the MoA, RIAFE

" including personal benefits
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vatisation agony and by extending the period of privati-
sation, and also by the fact that the new partnerships,
which emerged from SFs and some ACs, took most of the
valuable assets. On the other hand, the original business-
es were left over with old debts owed to banks and other
creditors, as well as with transition obligations owed to
shareholders. At present, the extent of farming in state-
owned businesses is negligible.

Except of 2001, most of the ACs reported losses over
the period. The current rate of profitability even in prof-
itable ACs, does not cover the reproduction needs. De-
spite that being the case, this form of business makes up
for the decisive portion of production (62%) and added
value (69%) in the industry.

The best results have been achieved by partnerships.
This is attributable to better conditions of their inception,
especially due to the fact that the new companies did not
take over old debts and due to the positive impact of
adjusting entries on the acquired assets.

PFs use about 7% of a.l. and according to the statistics
data, their production share runs up as high as 30% (in-
cluding self-supplies). The number of private farmers
increased in the early nineties, and the next wave of
growth could be expected when Slovakia integrates into
the EU when the subsidies are expected to increase. The
population in rural areas, including but not limited to ar-
eas with worse natural conditions, may increase once the
infrastructure will have been completed and the charges
payable for exclusion of land from agricultural land fund,
for the purposes of residential development, will be abol-
ished. The key factors in rural area will be the social sit-
uation and unemployment growth. These will cause the
population to extend self-supplies, and to use other than

production potential of rural areas. This will partially off-
set the income of primary agricultural activities.

With regard to the economic trends in agriculture and
its differentiation, one also needs to take into account
the enterprises in decline, which account for about 10—
15% of the total number of enterprises. These are highly
loss-making enterprises with negative impact on the
overall performance in agriculture. The enterprises were
unable to accommodate to the new economic environ-
ment and with the decline in production, there is little
chance of them being able to pay their debts, and the
enterprises mostly survive due to the exploitation of as-
sets acquired in the past years, as proved by the sub-
stantial decrease in their equity. Most of these enterprises
are located in areas with worse natural conditions, that
being yet another cause of their unfavourable economic
development. The number of loss-making enterprises is
on the decline and mostly partnerships and private farm-
ers take over their land.

The results in differentiated conditions
of farming

Most of the agricultural enterprises (67%) make busi-
ness in worse natural conditions (WNC), using 75% of
the agricultural land. The development of economic in-
dicators under differentiated natural conditions has
shown that compared to the average performance of the
Slovak agriculture, the enterprises which farm under
WNC achieve by 25-35% worse level of the decisive
economic indicators (converted to 1 hectare of a.l.).
Compared to areas with better natural conditions (BNC),

Table 3. Economic indicators of farming results under different natural conditions, in SKK/hectare a.l.

Indicator 1996 1997 1998 1999 2000 2001 2002

LPP Earnings 119 759 —490 -557 -467 1113 668
LPG 16-20 Percentage of enterprises

— profit-making 72 78 59 61 50 79 77

—loss-making 28 22 41 39 50 21 23

Income costs 99.7 98.3 101.1 101.4 101.1 97.7 98.7

Added value 13 167 13 549 12738 12 042 8 868 13289 13 445

Total assets 62417 62943 63 858 59577 56087 59 686 63 566

Equity 35397 34244 36998 37070 36038 37328 39273

WNC Earnings —-1266 —730 —673 —704 515 —24 -25
LPG 1-15 Percentage of enterprises

— profit-making 46 51 53 50 54 70 73

—loss-making 54 49 47 50 46 30 27

Income cost 105.6 102.9 102.7 103.0 102.0 99.9 100.0

Added value 4790 4831 4646 4176 3343 4778 5362

Total assets 44 631 42 814 40872 38612 37725 38432 39253

Equity 26 859 24 626 24330 24705 23963 23506 23789

Source: MOA Information sheets, CD released by RIAFE
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the difference increased to almost 50-60%. In average,
the enterprises farming under WNC continued to gen-
erate loss, except of 2001. This was happening despite
the continuing reduction in losses. On the whole, how-
ever, the decisive volume of loss generated by these
enterprises had a negative impact on the average results
in agriculture, even though the proportion of profit
making enterprises to the loss making ones was more
favourable, both in the case of BNC and WNC. Since
2000, the earnings were on the rise in both groups of
natural conditions (Table 3).

While income in BNC ranged from SKK/ha 39 249 to
SKK/ha a.l. 44 160, the income in WNC amounted to SKK
per ha 22 525-27 445, and the overall BNC costs were
higher by 59.5%. The production costs were higher in
WNC, with average costs of SKK 102.7 per SKK 100 of
income, which was by 2.8% higher than the costs in BNC
enterprises. Demanding agricultural technology opera-
tions, especially on heavy soil prevailing in these areas,
caused the higher income costs in WNC. While the WNC
income has stagnated over the last 2 years, BNC income
has risen over the period, as a result of the improved sub-
sidy support, especially in 2000, when the subsidies for
BNC were lower by mere 12.8% than WNC subsidies. In
average, the subsidy support of farming in WNC over the
last 6 years came up to be higher by 53% than the sup-
port of farming in BNC, as a result of prevailing subsi-
dies slated for compensation of WNC.

Assets and investment

The value of total assets is an important indicator,
which reflects the financial situation in agriculture. Since
1990, the value of total assets has been decreasing, along
with the decline in equity, with the exception 0of 2001 and
2002, when the value of total assets has risen due to sup-
port policy measures aimed at making funds available for
investment. Despite the fact that the assets of agricul-
tural enterprises are the prerequisite of their future com-
petitiveness, the value of fixed assets, mainly buildings
and animals, continues to decline in the long run, as a
result of sales, liquidation and seizures. Although the
structure of fixed assets gained a positive momentum
over the last few years in favour of increase in the value
of machinery, the renewal of assets is inadequate, with
the rate of depreciation standing at almost 50%. This con-
dition has been largely caused by the financial situation
in most of the agricultural enterprises.

Financial cash flow

The high insolvency has been a lingering problem in
agriculture. This is especially the case with primary in-
solvency, which applies to most of the agricultural enter-
prises with total payables exceeding the volume of
receivables by 2.3 times (Table 4).

Table 4. Development of receivables and payables, in SKK billion

Indicator/years 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Receivables total 9.6 11.9 11.5 10.1 114 12.6 12.6 11.2 9.2 8.5 8.6
of which: overdue 5.7 6.3 6.2 6.1 6.2 6.7 6.6 6.1 4.7 39 34

Payables total 334 34.1 354 27.3 29.7 29.2 27.0 22.7 18.7 19.2 18.3
of that: overdue 10.6 11.9 11.9 10.5 10.2 10.1 8.8 8.2 6.1 6.0 5.3

Source: Slovak Statistical Office, Pol’ P3-04, Prod 3-04

Table 5. Debt indicators, in %

Form of business 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Total charge on assets

Agriculture, total 21.4 26.2 354 38.6 42.0 40.3 42.7 40.3 35.9 34.0 34.7 34.3

Co-operatives 22.7 28.5 39.8 43.4 46.2 394 36.2 32.9 28.9 26.1 25.5 25.3

Partnerships - - 51.8 51.6 459 53.83 66.1 61.8 57.8 54.8 55.2 523

— state farms 15.3 18.6 18.9 20.5 23.6 27.0 322 - — - - -

Credit exposure on assets

Agriculture, total 12.6 12.0 11.0 11.2 11.5 114 11.8 10.3 7.9 7.0 7.8 8.8

Co-operatives 13.3 12.9 11.5 11.7 11.7 10.9 10.0 8.6 6.7 5.8 6.1 6.6

Partnerships — - 10.2 11.4 10.8 14.5 17.5 15.3 11.5 10.1 11.5 13.3

— state farms 8.7 9.1 9.4 9.5 11.0 10.7 14.3 - — — - —

Source: 1991-1992: Ug. 4A-02 funds, 1993-2002: MoA Information sheets, CD released by the RIAFE Bratislava
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The agricultural enterprises hold a large amount of re-
ceivables owed by the processing industry. The capital
investment which initially appeared as a reasonable
method of settlement between the agricultural production
and processing industry, ended up with negligible
amounts of invested capital. This was caused by the lack
of interest on the part of processing plants to share the
business with financially weaker partners in agricultural
production. The capitalisation of debts appeared as an
unrealistic option with regard to the fact that some enter-
prises, such as those purchasing agricultural products,
and other processing plants owing money to agricultural
enterprises filed for bankruptcy. Many processing busi-
nesses were taken over by foreign investors and the pres-
sure of financially strong companies has been on the rise.

The overall charge on assets of agricultural enterpris-
es has risen from 21.4% in 1991 to 34.3% in 2002. The
highest debt was recorded by the partnerships (55.2%).
This relates to their better access to the loans (Table 5).

CONCLUSION

Since 1990, important structural and economic chang-
es took place in agricultural enterprises. The process of
transition and the accepted measures, especially the re-
strictions on subsidies and loans, as well as inadequate
price coverage of costs resulted in reduction of funds
and had a major impact on losses in the industry until
2000. Agriculture made profit for the first time in 2001.
This was made possible by additional funds, such as the
loss and damage compensation resulting from climate
effects in 2000. The industry has again recorded a profit
in 2002, although lower than in 2001. In the past, the ag-
ricultural enterprises addressed their financial needs by
reducing the operation and investment costs. Later on,
this has resulted in lack of nutrients and poor renewal of
fixed capital. With growing availability of loans, the use
of subsidy support, including interest rate subsidies, and

decline in the costs of loans, a certain potential for in-
vestment activities was unlocked in the recent years.
Additional measures, such as the amended Act on Bank-
ruptcy designed to make the respective procedures avail-
able in agriculture, introduction of the system of special
funding conditions — creation of new and extension of
the existing loan schemes with state guarantees, interest
rate subsidies, measures to address old debt issues (in
co-operation with the banking sector) have largely im-
proved the situation, despite the fact that the financial
position of more than a half of agricultural enterprises is
inadequate due to the low yield on capital investment and
may not cover the requirements of the industry. The cur-
rent level of economic results, even in profitable enter-
prises, is insignificant, as 75% of such enterprises
achieved profit worth less than SKK 1.5 million.
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