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Annotation

Efficient agricultural production is not only ansestial prerequisite for successful developmentdd! territories and food processing industry but
also an important factor in providing employmend atability of national economy. The creation dathvalue added by agrarian sector substantially
contributes to the growth of economic prosperitywil population. This study aims to explore tffecency of Latvian agricultural production at
micro (farm) level measured by value added in trgext of selected EU member states. All the catas were performed by the authors and were
based on data for the years 2007-2013 which had betined from the public databases of Farm Actamay Data Network and SUDAT. An
examination of the proportion of farm net value edido annual work unit has revealed that the B&tates still belong to the lowest ratio group
compared with the EU average. Latvian field craosns were in a particularly difficult economic sition. In comparison with the EU average, the
ratio of farm net value added per 1 hectare ofzeti agricultural area was the smallest in the BEUWatvian dairy farms the ratio of farm net value
added per 1 livestock unit to the EU average washfigher and achieved approximately 70 %. Howeitestjll was not as high as for farms in
neigbouring Baltic countries where the ratio waagtdy the same as the EU average. Latvian farn m@mained among the most heavily
subsidized agricultural holdings in the EU. In agna sector the proportion of production subsidiegarm net value added was two times higher
than the EU average. A growing dependence of fasmsubsidies manifests deteriorating competitiver#sagrarian sector. This trend could be
reversed by introducing innovative forms of produttprocess, modernizing technology and learningfexperience of other EU member states,
particularly, of Scandinavian countries which hairailar or even more adverse climate.

KEY WORDS: value added; farms; production efficigncatvia.

Introduction

Efficient agricultural production is not only an accomplish the undertaken tasks several research
essential prerequisite for successful developméntiral  methods such as monographic, systematic, statistich
territories and food processing industry in Lat@ad logical abstraction have been employed.
other EU member states but also an important faotor In this study, an analysis of data for the year8720
providing employment and stability of national ecoty 2013 has been carried out. Two main reasons have
(Svarinska 2008). The creation of high value addgd determined the choice of this time span. Firstly, i
agriculture substantially contributes to the growdh coincides with the period of the Rural Development
economic prosperity of rural population (Kilkennya. Programme for Latvia (2007-2013) - the most imparta
2001). The Common Agricultural Policy of the EU document which establishes the focus areas and top
(hereinafter - CAP) plays a major part in this @s& To priorities of agricultural development and prodanti
implement the CAP effectively the EuropeanSecondly, most scholars (Sp® et al. 2007; @veris et al.
Commission needs detailed statistical informationtte  2007; Buina et al. 2008; Bratka et al. 2009gWeéris
economic situation in the agrarian sector. Statistilata 2009) based their analysis of value added of Latvia
on the income and production efficiency of farmmms of farms on data for the years preceding the giveioger
paramount importance because they shed light updn aTherefore, the period under current study had renb
provide an opportunity for monitoring the actual explored. Although some paperBpérka et al. 2010;
performance of the sector. Bbparka et al. 2012) also used data for a few years

The study aims at exploring the efficiency of Latvi following the year 2007, these papers focused walal
agricultural production at micro (farm) level megsiiby  the comparison of value added between Latvian farins
value added in the context of selected EU memla¢est different specialization without analysis in thentext of

The following research tasks have been formulated: the EU. Consequently, the novelty of this studythie
1) to outline the merits and drawbacks of valugeald examination of value added of Latvian farms durihg
as an economic indicator; years 2007-2013 in the context of other EU member
2) to examine the role played by subsidies in thestates, filling the gap in literature and adding tte
efficiency of production at micro (farm) level; current body of knowledge. The selection of EU memb

3) to spot the position of Latvian farms acrossnfa  states for comparison was determined by the avtitjab
in selected EU member states with regard to pramluct of required data in a public database.
efficiency and the dependence on state support.

The object of research is value added as a mea$ure
agricultural production in Latvia at micro (farnevel. To
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All the calculations were performed by the authorsscholars highlighted this trend. For example, Szher
and were based on data obtained from the publi€1982) recognized an increasing heterogeneity i th
databases of FADNFarm Accountancy Data Netwdtk —structure, ownership and use of farm productioriofac
and SUDAT? (Saimnietbu uzskaites datuikis). The and supported a new concept of separation of ptimduc
latter is developed, maintained and updated by thfactor owners and users which replaced a previcade
Latvian State Institute of Agrarian Economics whista  of individually controlled farms. According to Poppt.al.
national liaison agency for FADN in Latvia. Estabied (2004), this process of increasing complexity afrfimg
in 1965, FADN is the EU system of sample annuapractices and relations in Western Europe is still
surveys which are carried out by liaison agencies tunderway.
monitor agricultural sector and to assess the impkihe Limited available information for statistical pugeEs
CAP. Farms exceeding the threshold set for eachbleem was another reason for the growing popularity di®a
state participate in the survey aiming at a pogsibladded. Between the years 1978 — 1982 ‘labour income
comprehensive representation of agricultural outatga per unit of labour’ was considered the main income
and labour force of market oriented holdings. FADNindicator within FADN framework. However, at initia
helps the European Commission to assess the econonstages of the development of FADN system some EU
situation at microeconomic level. This network member states could not obtain reliable informatibout
successfully complements the Economic Accounts fofarmers’ expenses on some production factors, &dpec
Agriculture prepared within the framework of nat@bn interest payments (Hill 2012). As the calculatioh o
accounts by Eurostat and give valuable insight intdabour income involved the deduction of costs famd
agricultural  production from a macroeconomicand working capital, real or imputed, their valdivas

perspective (Hill 1991). guestioned and severely criticized by both the Ream
Commission and independent experts (Hill 1991).sThu

Value added as a measure of production there was urgent need for developing an alternative

efficiency measure. As a result of a major revision of thegeaof

) o ) FADN indicators in 1982, a new indicator — ‘farmtne

Value added is a significant and widely spreadjajye added’ (FNVA) per holding and per annual work
measure of productivity and efficiency (Hedderwick nit (AWU)” - was introduced.
1988; Richard 1989; Riahi-Belkaoui 1996, 1999). jies It is a more precise measure of the farm sectota t
Christensen’s  (1975) opinion that the use Ofgytput because it better reflects the contributidnall
comprehensive measures based on such general aatiosproduction factors regardless of the form of owhigrs
output per worker or yield per 1 ha could yield Erickson et. al. 2002; Johnson et. al 200@yeéfis 2009).
misleading results, value added for several decadss ENVA shows benefits received by the owners of ladl t
used as a crucially important indicator of farm Wog  production factors such as land, capital, entregusal
efficiency (Hayami 1970; Borchert 1983). An increas  skills and labour force which consists of paid dimnd
value added is considered a sign of innovativgnpaid family labour inputs. Therefore, it is a big of
development both at enterprise and national econonpawards” (Hill 1991: 11) and gives analysts an
level (Boland 2009). It is maintained that agriomt opportunity to dissect it according to different
focused on creating high value added is more efiicin  ¢|assifications by function and ownership.
promoting sustainable development, raising thelleve Doubtlessly, FNVA offered an optimal solution te@th
wellbeing and quality of life (Kilkenny 2001). Mareer,  proplem as its calculation did not require knowkedd a
Nakamoto (1996) emphasizes the necessity to an#igze fy|| set of expenses (Hill 2012). This new indigato
value added created exclusively by agriculturat@eof  replaced its predecessor ‘labour income’ and soes w
national economy. acknowledged as one of the main measures of farm

Historically, the contribution of agriculture was performance. At present, net value added is widskd
measured by net farm incofn@Vhen this approach was as a fundamental concept of major income indicaitors
developed after the Second World War, farm opesatofihe agrarian sector both at aggregate (Eurostat) an
and their families owned an overwhelming majorify 0 enterprise (FADN) levels. Yet, FNVA does have akdar
production factors. Therefore, payments to suppliefl  sjde too. It cannot be used as a proxy of the totaime
some factors were ascribed to production exper®es.  of farmers as it disregards other sources of incik
the years, the situation changed dramatically hyda 1991).
farms where a large proportion of land, labour éoamd Relative simplicity of FNVA is mentioned as its mai
capital were owned by non-owners of the businesmeS  advantage (EU Farm... 2013, 2014). Despite its otsviou
attractiveness, FNVA per holding suffers from sesio

! http://ec.europa.eu/agriculture/ricaprod/datalitetebase_en.cfm drawbacks. Thls indicator might be u.serI for aﬂf_lig
2 https://sudat.Ivaei.lv/Login.aspx?ReturnUri=962fddfaspx the concentration and structure of agriculturaldpiaion

3 Frorek et al. (2007) have developed a scoring modefdons which @S it_ shows _the amount of Va'“_e added Createdmls_faf
consists of such variables as net income (profiglio value added, particular size. Nevertheless, interchangeable urah

operational assets and investment. Despite widelg bpinion of net  factors are one of the main reasons for judginticatty

income as a primary indicator of farm overall pemrance, it has been U :
proved that value added outperforms net income &dmore the use of this indicator for other purposes. Suligin

appropriate for classifying agricultural holdingscarding to their
performance. However, the results of the study iedrrout by
Chrastinova (2008) have revealed the correlatidwéden value added 4 Annual work unit (AWU) is the work performed by arpon who is
and an economic performance of agricultural codp@® No such  occupied on a farm on a full-time basis. 1 AWU gai@ to 1800 hours
correlation was found in business agricultural hd. or 225 working days of 8 hours each.
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of on-farm inputs for purchased inputs, for insenc production, employment and investment. In agrigeltu
family labour for purchased fuel or land for maratfmed  subsidies are justified by the necessity of mairintgj
fertilizers, might result in similar final outputand sustainable use of land, preserving the landscayk a
different FNVA. For this reason, FNVA per AWU seenviable systems of agricultural production in less-
as a measure of partial labour productivity (EUnfrar  favourable regions, and supporting rural population
2013, 2014) or per other single production factathsas Thus, Dibrova et al. (2009) make a valid point amgu
agricultural land measured in hectares could béefable  that the need to support agrarian sector is detenby
indicators. However, their interpretation might éeen  several factors including the particularities ofiagjture
more problematic and come under attack because FNV&s one of national economy sectors and its impoetan
is the result of using a mix of production factonstead food self-provision of the state as well as by the
of the result of any separate factor such as lafenurual  susceptibility of this sector both to adverse ctiena
work units), land (hectares) or capital. Consedyettte  conditions and volatility of commodity markets. The
proportion of FNVA and any single factor is also rationale of subsiding agriculture in developingictries
guestionable (Hill 1991). stems from either stimulating agricultural develeaminor
Although definitions of the value added differ protecting the meager incomes of some vulnerable
(Ekonomikas... 2000; Shim et.al. 2001; Black et.al.cultivators, who may not have the risk bearing cipa
2012), the algorithm of its calculation is similarhe  Nevertheless, in developed countries, usually slifssito
United Nations System of National Accounts (Systenfarmers are paid to keep them ‘“in parity” with non-
2009), Farm Accountancy Data Network methodologyfarming communities.
(Lauku... 2008) and scholars (Hill 2012) suggest that For V. Karpik (Karpik 2006), there are the followin
value added can be found as the difference between types of state support for agriculture: indirecppsort
value of farm output and the variable inputs puselth (preferential crediting, taxation, other indirecibsidies)
from other sectors of the economy after adjustnient and direct support (grants, favorable loans etBulati
changes in the stocks of products and inputs abasgel et. al. (1995) offer a different classification.rdtj the
subsidies and taxes on production. To calculate &NV government can pay a much higher price for agricalt
further adjustments for the consumption of capitaproducts compared with a price farmers are offared
(depreciation) should be made. free market. Second, vitally important inputs sueh
The ratio of FNVA to the consumption of labour isirrigation water, electricity, fuel, investments assets
one of the most popular economic analytical indicmbf can be subsidized. Of these two alternatives, dtterlis
farm labour efficiency, used by numerous scholarsiormally preferred because it is believed that fitnef
(Spasis et al. 2007; Wveris et al. 2007; Biina et al. government expenditures can be derived by the farme
2008; Steletek et al. 2009aVeveris 2009). Net value only proportionally to their use of inputs. It is@ argued
added is the industry level indicator. Thus, aco@ydo  that incentives like subsidies are not supposedeéo
the interpretation of the purpose of Article 39 tbk  substitutes for long-term measures, for exampley ne
Treaty of Rome as relating to all people working inagro-technology (Gulati et al. 1998). Consequently,
agriculture (employed, self-employed, and familyphe subsidies on inputs are usually justified as tempor
no distinction between farmer’s labour and hirdablar is  measures which could be withdrawn once the objestiv
made when the ratio “FNVA per AWU” is calculated have been achieved. But the past experience clearly
(Hill 2012). According to another explanation (Hil091), shows that reduction in or cancellation of subsidgean
no distinction is made because the purpose of thié &  extremely difficult political decision.
to give benefits to everyone who is employed in the
agrarian sector irrespective of their status. Hawev A comparative analysis of value added
serious flaws are concealed because these explasati jn [ atvia's context
successfully mix sectors of hired and family labour . o )
whose principles of remuneration are completely Viira etal. (2011) have highlighted the importarude
different. While in the former reward is the onjgpe of taking into consideration the subsidies to perfonore

remuneration, in the latter it is the combinatidivarious ~ detailed analysis of FNVA. As a result, productWA,
factors with diverse levels of risk. which is equal to FNVA minus production subsidiesn

be calculated. In comparison with FNVA, production
NVA provides a valuable and more realistic insigiio
the potential of farms to create additional valuéheut
Recently, the issue of subsidies in general andny financial support from the state. Previously,
agricultural  subsidies in particular has assumegroduction NVA of farms in Latvia has been analybgd
considerable significance and attracted a lot tfnéibn  Spasis et al. (2007). However, this measure is not the
of policy makers, scholars, analysts and farmersonly one suggested by scholars. An alternativecatdi
Subsidies are a public financial contribution whiish  for the analysis of dependence of farms on stap@at
made to achieve a financial balance of a receivingvas proposed by Lososova (2013). It is a subsidgxn
organization without specifying the purpose (Séeka s equal to the ratio of costs to revenues aftex th
2012). For Rutherford (2002), subsidy is a paymmade deduction of subsidies.
by the government to a company or a householdderor During the period from 2007 to 2013 the highest
to reduce the cost of used labour or capital. Galyer FNVA per 1 AWU was created by fieldcrop and
agricultural subsidies play a crucial role in stiating the  granivore farms whereas the lowest one - by mixed
development of any country by facilitating agricmétl  livestock and mixed cropping farms (Table 1 and/).

The role of subsidies in agrarian sector
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low proportion of production NVA definitely showhat

unfavourable because subsidies exceeded FNVA and

farms of some specialization, namely, mixed livekto consequently resulted in a negative production NVAA.

mixed crops and livestock, fieldcrops and dairyingre

case of changes in agricultural policy or suspended

able to generate FNVA mostly owing to state supporsupport payments the farms which are excessively

received. In some years the situation was even momependent on state support would bankrupt.
Table 1.FNVA and the proportion of production NVA in FNVA
created by livestock farming and granivore farmkatvia in 2007-2013 (LVL)
Type of farming Ratio 2007 | 2008 2009 2014 2011 2012 2013 Average
Dairvi FNVA per 1 AWU 5225 4646 3720 4426 4676 4684 5079 6374
airyin
ying Prod. NVA / FNVA 0,29 0,14 -0,20 0,13 0,23 0,22 9,2 0,15
. ) FNVA per 1 AWU 3473 2779 2626 3038 3114 2751 3033 97
Mixed livestock
Prod. NVA / FNVA 0,26 -0,19 -0,08 0,08 -0,0b 0,11 ,0® 0,02
Mixed crops FNVA per 1 AWU 4576| 4290 3846 4460 5567 5476 4502 674
and livestock Prod. NVA / FNVA 032| 011| -012| 003 012  0,1¢ D1 011
Grani FNVA per 1 AWU 7158 7764 10969 915¢ 7373 12250 5783 10358
ranivores
Prod. NVA / FNVA 0,60 0,58 0,82 0,59 0,4% 0,51 0,56 0,59
Table 2.FNVA and the proportion of production NVA in FNVA
created by crop farming and horticulture farms atvia in 2007-2013 (LVL)
Type of farming Ratio 2007 2008 2009 2010 2011 2012 2013 Average
Field FNVA per 1 AWU 10837 10170 4448 731 7824 13561 3807 8890
ieldcrops
P Prod. NVA / FNVA 0,41 0,13 -0,60 -0,11 0,12 0,54 29, 0,11
. ) FNVA per 1 AWU 3299 3308 2858 28938 3046 4718 3941 438
Mixed cropping
Prod. NVA / FNVA 0,44 0,44 0,26 0,27 0,27 0,29 0,40 0,34
. FNVA per 1 AWU 2561 2969 4134 5484 5375 5053 6088 5244
Horticulture
Prod. NVA / FNVA 0,93 0,90 0,94 0,96 0,97 0,97 0,99 0,95
FNVA per 1 AWU 4632 5421 3905 253 3148 4406 4544 084
Permanent crops
Prod. NVA / FNVA 0,58 0,67 0,48 -0,33 0,37 0,14 @,( 0,28

_In addition to the measures shown in Tables 1 and Production income consists of the amount earned by
Spasis et al. (2007) suggest that the proportion of ANV farms themselves (total output) and the amountatex
in farm production income is also explored (Tab)le 3 by the state as support payments (production skels3id

Table 3.The proportion of FNVA in farm production incomeliatvia in 2007-2013 (in percent)

Type of farming 2007 2008 2009 2010 2011 2012 2018 Average
Dairying 33 28 27 29 28 27 27 28
Fieldcrops 36 30 18 24 23 32 23 27
Mixed livestock 34 26 29 31 26 28 31 29
Mixed crops and livestock 36 31 29 30 32 30 27 31
Mixed cropping 39 44 37 31 39 40 39 38
Horticulture 25 26 30 34 29 20 21 26
Permanent crops 55 50 52 28 38 35 35 42
Granivores 21 18 24 21 14 20 21 20

In the years 2007 — 2013 the highest percentage @onsequently,

it makes possible to bring another

FNVA was generated by farms whose specializatios waanalytical dimension to the comparison of farms of
permanent crops and mixed cropping while granivoredifferent specialization.
showed the lowest one. However, these results ghmall
interpreted cautiously. In contrast to productioWA A comparative analysis of value added in the EU
they do not give a direct answer to the questiooutb context
farms’ ability to operate without state support.thes,

these results provide an alternative perspectivd an

describe FNVA in relation to the most important s

used

Nowadays, the value added approach is accepted and

internationally. Data on value added provide
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the agricultural sector at macrolevel. This kind dafta
could also be used in microlevel analysis to find the
distributional implications of agricultural policfOffut
2002; Grznér et al. 2004). In addition, they givasaful
insight into the organizational and operationaiciure of
farms as revealed by stakeholder payments. Dataloe
added could be an important source of information f
making comparisons both between farms with a differ
organizational and legal structure (family farmimited
companies, cooperatives etc.) and between countiths

was available in the public FADN database. Theltgsu
of the current study support earlier conclusionsuab
significant disparities between FNVA across diffare
members of the EU (EU Farm... 2013, 2014).

A comparative analysis of the proportion of FNVA to
AWU (Table 4) shows that EU farms could be divided
into three groups. Over the period of six yearsnfi2z007
to 2012 the majority of new member states (theiBalt
States, Cyprus, Malta, Poland, Slovenia and Slayaki
and Greece and Portugal as old member states adhiev

a different structure of farms (Johnson et al. 2007the lowest ratio compared with the EU average. &/hil

Definitions... 2011).

farms in Austria, the Czech Republic and Hungargt ha

In this study, the indicators of the value added ofpproximately the same ratio as the EU averageatie

Latvian farms are analyzed in comparison with gebbc

in the remaining member states significantly exeeetthe

EU member states for which the necessary informatioaverage level.

Table 4.The ratio of FNVA per annual work unit to the ElUeaage in some EU member states in 2007-2012

Member state 2007 2009 2011 2012 Member state 2007 2009 2011 2012
BEL 2,80 2,41 2,07 2,27 LUX 2,65 1,76 2,21 1,86
CYP 0,59 0,66 0,60 0,49 LVA 0,52 0,45 0,41 0,51
CZE 0,90 0,83 1,06 1,04 MLT 0,85 0,54 0,32 0,39
DAN 3,98 3,21 4,69 5,16 NED 2,95 2,85 2,52 2,89
DEU 2,33 1,98 1,94 2,17 OST 1,57 1,38 1,28 1,19
ELL 0,88 0,89 0,68 0,64 POL 0,44 0,36 0,41 0,39
ESP 1,56 1,36 1,13 1,06 POR 0,50 0,64 0,51 0,50
EST 0,87 0,66 0,93 1,02 SUO 1,73 1,51 1,45 1,43
FRA 2,27 1,68 2,06 2,01 SVE 2,22 1,45 1,91 1,96
HUN 0,89 0,74 1,10 1,05 SVK 0,53 0,18 0,62 0,54
IRE 1,51 1,08 1,41 1,25 SVN 0,29 0,32 0,28 0,21
ITA 1,51 1,68 1,23 1,20 UKI 2,68 2,35 2,45 2,08
LTU 0,62 0,46 0,48 0,54 EU average (EUR) 15165 13583 18208 18962

However, Lal (1999) has pointed to some limitations(Mala et al. 2011). A number of scholarsi€Biiek et al.

as differences in national methodology for caldofat
value added could decrease an
comparability of results. Various depreciation satsed
in different EU member states are a case in p&asé¢k
et al. 2011). Grznar et al. (2004) emphasize tlzdties
added depends not only on the efficient use oflfased
inputs but also on climate and other natural cook,
quality of soil, management and the structure
production process in agricultural holdings. All them
might vary widely. For instance, Mich&kova et al.
(2014) has identified the influence of the farnusture
on labour productivity. In most regions of Centeaid
Eastern Europe the average size of farms is sitiwel,
level of mechanization is low and a significant tpaf

2003;Bielik et al. 2006; Hrabalova et al. 2006jek

internationatt al. 2010) have underlined the crucial role piapy

subsidies and the dependence of farms on thenanie s
countries this subsidy dependence becomes a uaivers
phenomenon. For instance, Chrastinova et al. (2089
reported that an average Czech farm is not abtaeake
profit if no subsidies are receivefiimilarly, von Witzke

okt al. (2006) are deeply pessimistic and have coled

that without such type of subsidies as direct payméhe
majority of German agricultural holdings (legal igat)
would run at a loss.

It is also stressed that different amounts of gliesi
allocated to farms according to their type of fargni
could influence or even determine the type of fagni

output is used for consumption. The orientation obecause subsidizing stimulates the production ofieso

agricultural sector in Malta and Slovenia to
productive types of farming, namely mixed cropparmy

lessagricultural commodities and suppresses the pramuct

of others. As a result, subsidies distort the potida

other permanent crops, has been mentioned as one sifucture and diverge it from the pattern of demardis,

potential reasons for particularly low ratios (Edrip...
2014).

subsidies could simultaneously be the cause anckthudt
of the type of farming. In addition, there is anirogn

The CAP aims to maintain or increase the totathat a low proportion of subsidies in revenues ddug
revenues of farms by using instruments such astdiredevastating and undermine competitiveness because

payments within the first pillar and different typef
subsidies within the second pillar of the CAP. tidition
to influencing the total revenues, these instruséate a
profound impact on the level of agricultural protioc

farms do not have enough financial resources tolaey
renew and modernize assetsi¢®tek et al. 2009b).
Spikka et al. (2009) show that production subsidies
exercise direct influence on the amount of farmeraies

and expenses, prices and structure of agrariarorsectand act as a ‘financial cushion’ reducing the \tiatof
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revenues. This mitigating factor is particularlypontant On the whole, the proportion of subsidies in farm
to crop farming, heavily dependent on weather dogité  revenues in old EU member states was lower compared
and, consequently, on volatile market prices. with the proportion in the new member states (EU

Farm... 2014). Our calculations concur with this
conclusion (Table 5).

Table 5.The proportion of production subsidies in FNVA
created by farms in some EU member states in 2002-gn percent)

Member state 2007 2009 2011 2012 Member state 2007 2009 2011 2012
BEL 28 36 31 28 LUX 63 109 75 80
CYP 33 35 24 36 LVA 68 113 89 67
CZE 61 101 65 64 MLT 45 35 34 28
DAN 36 48 26 22 NED 14 18 16 14
DEU 41 59 46 38 OSsT 51 75 55 57
ELL 38 45 46 a7 POL 34 62 46 44
ESP 20 35 35 34 POR 44 a7 44 45
EST 49 94 70 63 SUO 125 177 144 143
FRA 44 65 41 40 SVE 69 121 81 73
HUN 51 77 51 48 SVK 97 477 95 101
IRE 77 116 65 74 SVN 78 111 92 125
ITA 17 21 22 22 UKI 52 63 44 48
LTU 40 77 53 49 EU average 36 49 39 38

The agrarian sector was most heavily subsidized ipositive. For example, the ratio for Slovenian farwas
Slovakia, Finland, Slovenia and Sweden. Aimostdéry about 1.5 times higher than the EU average whedigas
ago scholars already emphasized the great dependénc Polish farms it was approximately 80 % of the EU
Latvian farms on state support and found that theverage. Even the ratio for Finnish field cropsmamwas
proportion of production subsidies in FNVA had beenhigher than that for the Baltic States despite B-kvwn
higher in comparison with the average level in ot  fact that in this northern Scandinavian country eade
member states @'eris et al. 2007). The situation has notclimate conditions might transform an agricultural
improved and the proportion of production subsidies production process into an arduous task.

FNVA of Latvian farms is still two times higher thahe Contrary to the situation in field crops farms, th&o
EU average. It was also 5.5 times higher than m thof FNVA per 1 livestock unit to the EU average in
Netherlands — a country with the smallest percentafg Latvian dairy farms was considerably higher and
production subsidies in FNVA. This small percentageachieved approximately 70 % (Table 7). Althouglvits
could be explained by the focus of Dutch agricalton  a much better result than in Malta and Slovakiss, thtio
highly profitable and less supported sectors sush astill was not as high as for farms in neigbouringltig
horticulture and granivores (EU Farm... 2014). countries where the ratio was roughly the saméagt)

According to the data of the latest Census ofaverage. Belgian, German and Danish farms reached
Agriculture, conducted in Latvia in 2013, 46 % df a similar results. Miglavs et al. (2007) maintain tthhe
economically active farms were field crops farmal an highly fragmented structure of Latvian milk produgi
16 % - dairy farms Therefore, these specializations arefarms is one of the main reasons for a relativeny |
the most popular among agricultural holdings inviaat FNVA in the dairy sector. The increase in its
and have been chosen by authors for a furtherldétai concentration and specialization could have a pesit
analysis of FNVA indicators. influence on the growth of FNVA (Kriewa 2009).

The ratio of FNVA per 1 hectare of utilized Another proposal is the introduction of employees’
agricultural area (BaSek et al. 2011) and the mtialue  motivation schemes which might help achieve a highe
added per 1 hectare of utilized agricultural afemova labour productivity (Michatikova et al. 2013).
et al. 2012) are a popular alternative to a comnatin of
FNVA per 1 AWU. In comparison with the EU average, Conclusions
the ratio of FNVA per 1 hectare of utilized agricumal , o
area in the Baltic States was the lowest in the EU Value added has been recognized as a significaht an
(Table 6). yvidespregd measure of pr_oducti\_/ity anq efficientty.

Among the Baltic States Latvia yielded the worstiNcreéase is considered a sign of innovative deveep

results. The results achieved by an overwhelmin%Oth at enterprise and national economy level. Algh

majority of other new member states were much mor istorically the _contrlbutlon of agrlculture_z was melr_ed
by net farm income, a continuous increase in the

proportion of land, labour force and capital owrtagd
® http://data.csb.gov.lvipxweb/Iv/lauks/lauks__ikgathukstrukt_ 13 non-owners of the business as well as limitatiofis o
1.visp/LSS13_107.px/?rxid=cdcb978c-22b0-416a-aati58d3e2ce0
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available information for statistical purposes wéhe alternative measure. Farm net value added is one of
main reason for the rising popularity of value atlds an economic indicators derived from value added.

Table 6.The ratio of FNVA per 1 ha of utilized agriculturaiea
to the EU average in field crops farms in some Edniner states in 2007 — 2012

Member state 2007 2009 2011 2012 Member state 2007 2009 2011 2012
BEL 1,90 2,13 1,91 2,12 LVA 0,36 0,26 0,25 0,42
CZE 0,62 0,60 0,75 0,73 MLT 5,46 5,07 4,68 3,28
DAN 1,39 1,63 2,19 2,46 NED 3,02 4,54 2,48 3,98
DEU 1,08 1,24 1,09 1,40 OST 1,37 1,42 1,68 1,45
ESP 0,81 0,77 0,74 0,63 POL 0,8( 0,76 0,81 0,84
EST 0,43 0,21 0,33 0,39 POR 0,71 1,46 0,92 1,06
FRA 1,07 0,82 1,13 1,21 SUO 0,68 0,3( 0,46 0,41
HUN 0,56 0,55 0,83 0,74 SVE 0,84 0,53 0,79 0,80
IRE 1,60 0,87 1,22 0,92 SVK 0,43 0,15 0,59 0,51
ITA 2,03 2,36 1,69 1,50 SVN 1,58 2,71 1,1( 0,79
LTU 0,57 0,40 0,44 0,56 UKI 1,05 0,97 1,07 1,01

Table 7.The ratio of FNVA per 1 livestock unit
to the EU average in dairy farms in some EU merstaes in 2007 — 2012

Member state 2007 2009 2011 2012 Member state 2007 2009 2011 2012
BEL 1,18 1,03 0,96 0,86 LVA 0,67 0,73 0,63 0,78
CZE 0,87 1,07 1,22 1,40 MLT 0,52 0,52 0,46 0,53
DAN 1,16 0,74 1,08 1,12 NED 1,25 0,95 1,24 1,22
DEU 1,15 1,05 0,95 1,02 OST 1,50 1,73 1,4p 1,46
ESP 1,38 1,43 0,91 0,78 POL 0,89 0,71 0,96 0,91
EST 0,96 0,87 1,02 1,07 POR 0,74 1,09 0,717 0,85
FRA 0,73 0,64 0,79 0,78 SuUo 1,34 2,01 1,40 1,76
HUN 0,89 1,03 1,34 1,39 SVE 0,86 0,80 0,9v 0,87
IRE 0,79 0,63 0,90 0,75 SVK 0,56 0,18 0,46 0,71
ITA 1,41 2,03 1,62 1,67 SVN 0,70 0,79 0,65 0,7D
LTU 0,88 0,95 0,88 0,88 UKI 0,76 0,81 0,77 0,71

It is a more precise measure of the farm sectot& t A comparison of Latvia and the EU member states by

output because it better reflects the contributidrall  Veveris et al. (2007) revealed that Latvia could éeked
production factors regardless of the form of owhigrs among countries with the highest intermediate
However, FNVA cannot be used as a proxy of thel totaconsumption and a low level of production efficignc
income of farmers as it disregards other sources dfalue added per AWU). Although almost 10 yearsehav
income. passed since this comparison was made, the results
Generally, agricultural subsidies play a crucidérim  study show that the situation has not improved.
stimulating the development of any country by An examination of the proportion of FNVA to AWU
facilitating agricultural production, employment dan shows that the Baltic States still belonged togtauip of
investment. In agriculture, subsidies are justifedthe member states with the lowest ratio compared with t
necessity of maintaining the sustainable use ofl,lan EU average. Field crops farms were in a particylarl
preserving the landscape and viable systems dfifficult economic situation. In comparison to ti)
agricultural production in less-favourable regiomsid average, the ratio of FNVA per 1 hectare of utdize
supporting rural population. In addition to inflidmg the  agricultural area in the Baltic States was the kivire the
total revenues, subsidies have a profound impadhen EU. From among the Baltic States Latvia yielded the
level of agricultural production and expenses, ggiand worst results. Unlike the poor results obtainedfiejd
structure of agrarian sector because they stimulage crops farms, the ratio of FNVA per 1 livestock uiitthe
production of some agricultural commodities andEU average in Latvian dairy farms was much highet a
suppress the production of others. As a resultsidigs achieved approximately 70 %. Although it was a dvett
distort the production structure and diverge itnfrohe result than that of Malta and Slovakia, this ratiitl was
pattern of demand. In some countries the dependefnce lower for farms in neigbouring Baltic countries wlehe
farms on subsidies becomes a universal phenomenon. ratio was roughly the same as the EU average. dmtvi
farms remained among the most heavily subsidized
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VALUE ADDED AS A MEASURE OF
PRODUCTION EFFIECIENCY OF FARMS IN
LATVIA IN THE EU CONTEXT

Summary

This study aims at exploring the efficiency of Latv
agricultural production at micro (farm) level megsii by value
added in the context of selected EU member sta#tsthe
calculations were performed by the authors and Wwesed on
data for the years 2007-2013 obtained from theipulaitabases
of Farm Accountancy Data Network and SUDASa{mniedbu
uzskaites datukls).

Value added is a significant and widespread measeftire
productivity and efficiency. Although historicallythe
contribution of agriculture was measured by netfamcome, a
continuous increase in the proportion of land, labmrce and
capital owned by non-owners of the business as agelimited
available information for statistical purposes wéhe main
reason for the rising popularity of value addecasalternative
measure. Farm net value added is one of econordicaitors
derived from value added. It is a more precise mreasf the
farm sector’'s total output because it better rédlethe
contribution of all production factors regardlegsttee form of
ownership. Nevertheless, FNVA cannot be used aso®ymof
the total income of farmers as it disregards otbmurces of
income.

Generally, agricultural subsidies play a crucialeran
stimulating the development of any country by féafing
agricultural production, employment and investmerih
addition to influencing the total revenues, sulesdhave a
profound impact on the level of agricultural protioic and
expenses, prices and structure of agrarian seettause they
stimulate the production of some agricultural cordities and
suppress the production of others. As a resultsidigs distort
the production structure and diverge it from thdtgra of
demand. In some countries the dependence of farms
subsidies becomes a universal phenomenon.

An examination of the proportion of FNVA to AWU
showed that the Baltic States still belong to theugr of
member states with the lowest ratio compared wlith EU
average. Field crops farms were in a particularifficdlt
economic situation. In comparison with the EU agerathe
ratio of FNVA per 1 hectare of utilized agricultuexea in the
Baltic States was the lowest in the EU. Among thdiB@&tates
Latvia yielded the worst results. Unlike to the paesults
obtained by field crops farms, the ratio of FNVA fdivestock
unit to the EU average in Latvian dairy farms waschmhigher
and achieved approximately 70 %. However, thiorstill was
not as high as for farms in neigbouring Baltic co@st where
the ratio was roughly the same as the EU averaagidn farms
remained among the most heavily subsidized agurllt
holdings in the EU. In the agrarian sector the prtpn of
production subsidies in FNVA was two times highleart the
EU average.

In Latvia, over the period from 2007 to 2013 thghtst
FNVA per 1 AWU was created by fieldcrop and gramé/o
farms. The lowest one was by mixed livestock anckeohi
cropping farms. A low proportion of production N\Wefinitely
shows that farms of some specialization, namelyxethi
livestock, mixed crops and livestock, fieldcropsd atairying,
were able to generate FNVA mostly owing to statppsut
received.

In a market economy a growing dependence of farms o

subsidies manifests deteriorating competitivenessagrarian
sector. Farms could reverse this trend and incrpesduction
NVA by introducing innovative forms of productiorrgeess,
modernizing technology and using the experiencetloér EU
member states, particularly, of Scandinavian caestwith
their similar or even harsher climate. In practiceimerous
actions at micro- and macroeconomic level mightdsen. For
instance, the establishment of cooperatives, tleation of
agriculture-friendly system of taxation and a fertheduction in
administrative burden, the allocation of additiorfadancial
resources to farms for renovation, an improved esysiof
leasing of agricultural equipment, the adoption woéw
approaches based on the principles of knowledgetyoc
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