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ABSTRACT

Public support for the agricultural sector of Moldova represents an essential priority of the bodies
entitled to the development and implementation of public policies in the field of agriculture. Given
the accelerated attempts to join the European Union, an alignment of the Moldovan agricultural
policy to the EU's Common Agricultural Policy (CAP) and broader EU green infrastructure with
Green Deal and Farm to Fork, are receiving an increasing attention. In order to support the
policy makers and the experts with input for the EU legal approximation and future EU accession
negotiations, this article presents recent estimates of public support for the agricultural sector
of the Moldova using the OECD methodology. More specifically, the Producer Support Estimate
(PSE) results are presented for eleven products covering the period 2007-2018. Despite increasing
budgetary support of agricultural producers from the Government of Moldova, PSE for most
commodities is negative. Given the relatively low relevance of trade interventions, the calculated
price differentials hint at non-policy-related barriers to price transmission between the border
and the farm gate. Potential reasons are discussed, and policy recommendations are developed.
Furthermore, the structure of public policies for agriculture and rural areas, approximated by the
General Services Support Estimate (GSSE), are presented. The comparison with the current CAP
reveals that the structure of instruments differs substantially. Funding for the current Moldovan
agricultural policy is heavily concentrated on investment support and the inspection and control
system. Although the CAP might be further reformed until Moldova joins the EU, environmental
and rural development policy objectives will remain paramount within the EU, and the relevant
ministries should start to develop suitable joint strategies.

Keywords: agricultural policy, producer support estimate, general services support estimate, Moldova, EU
accession, EU's common agricultural policy

Sprijinul public pentru sectorul agricol in Republica Moldova reprezinta o prioritate esentiala a
institutiilor abilitate cu elaborarea si implementarea politicilor publice Tn domeniul agriculturii.
Avand in vedere incercarile accelerate de aderare la Uniunea Europeana, va primi o atentie din ce
in ce mai mare alinierea politicii agricole a Moldovei la Politica Agricola Comuna (PAC) a UE si o
infrastructura ecologica mai larga a UE marcata in Pactul Verde European si Strategia de la ferma
la furculita. Pentru a sprijini factorii de decizie politici si expertii cu contributii pentru apropierea
juridica la UE si viitoarele negocieri de aderare la UE, acest articol prezinta estimadri recente ale
sprijinului public pentru sectorul agricol al Moldovei folosind metodologia OCDE. Mai precis,
rezultatele Estimarea Sprijinului Producatorului (PSE) vor fi prezentate pentru unsprezece produse
care acopera perioada 2007-2018. In pofida cresterii sprijinului bugetar al producatorilor agricoli
din partea Guvernului Moldovei, PSE pentru majoritatea marfurilor este negativ. Avand in vedere
relevanta relativ scazuta a interventiilor comerciale, diferentele de pret calculate sugereaza bariere
nelegate de politici in calea transmiterii preturilor la hotar si de producator. Motivele potentiale
sunt discutate si sunt elaborate recomandari de politici. De asemenea, este prezentata structura
politicilor publice pentru agricultura si zonele rurale, aproximata prin Estimarea Sprijinului
Serviciilor Generale (GSSE). Comparatia cu PAC actuala arata ca structura instrumentelor difera
substantial. Finantarea politicii agricole actuale a Moldovei este concentrata Tn mare masura pe
sprijinirea investitiilor si pe sistemul de inspectie si control. Desi PAC ar putea fi reformata in
continuare pana la aderarea Moldovei la UE, obiectivele politicii de mediu si dezvoltare rurala vor
ramane primordiale Tn cadrul UE, iar ministerele competente ar trebui sa Tnceapa sa elaboreze
strategii comune adecvate.

Cuvinte cheie: Politicd agricold, estimarea sprijinului pentru producadtori, estimarea sprijinului pentru servicii
generale, Moldova, aderarea la UE, politica agricold comund a UE

locysapcTBeHHas MNoAJepXKa CenbCKOXO3AMCTBEHHOro cektopa MongoBbl ABASETCA O4HUM
N3 OCHOBHbIX MPUOPUTETOB OPraHOB, YMOJHOMOYEHHbLIX Ha pPa3paboTky U peanmsalmio
rocyZapCTBEHHOM MOMIUTUKN B 061aCTU CENbCKOMO XO3ANCTBA. YUNTbIBAs YCKOPEHKWe MOMbITOK
npucoeanHeHnss K EBponerickoMy coro3y, Bce 6o0/bluee BHUMaHWE YAenseTcss COornacoBaHuio
CeNbCKOX03ANCTBEHHOM MNOAUTUKM MongoBbl C EAVNHOM CenbCKOXO3AMCTBEHHOWM MOJINTUKOM
EC (ECM) n 6onee wmnpokol 3eneHor nHepacTpyktypoir EC — «3eneHbiM cornalleHnem» u
Crpatervein «OT ¢pepmbl K CTONY». B Lensix noaaep kM NoANTUKOB W 3KCMEePTOB, BHECLUNX CBOW
BKNaj, B npaBoBoe coamxeHue ¢ EC n byaylime neperosBopbl 0 BCTynaeHun B EC, B 3Toli cTaTbe
npeActaBfieHbl MNOCAeAHME OLEeHKW roCyfapCTBEHHOM MOAAEPXKU CeNbCKOXO3ANCTBEHHOro
cekTopa MongoBsbl € Ucnonb3oBaHveM metogonorum O3CP. B yacTHOCTW, pe3ynbTaTthl OLEHKN
noAzep>xkn npouvssoautenel (PSE) npeacTaBfieHbl 418 OAVHHAALATU MPOAYKTOB 3a Mepuoj
2007-2018 rr. HecmMoTpst Ha ycuneHne GHAXETHOW MOAAEPXKN CenbX03Mpou3BoAUTENelr Co
CTOPOHbI NpaBuTenscTBa MongoBsbl, PSE Mo 601bLLMHCTBY TOBApPOB OTPULATENbHbIA. YUNTbIBas
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OTHOCUTENIbHO HU3KYHO 3HaYMMOCTb TOProBblX BMeLLaTeNbCTB, PACCUUTAHHbIE PasNINYnS
B LleHaX yKasblBalOT Ha He CBA3aHHble C MOJUTUKON Gapbepbl ANS Mepefaydn LeH MeXAy
rpaHuLen n Bopotamu ¢epmbl. B cTaTbe 06CyXaatoTCd BO3MOXHbIE MPUYNHBI 1 NPeaCcTaBAeHbl
peKkoMeHZAaLnm Mo COBEPLLEHCTBOBAHWIO MOAUTUKN B AaHHON cdepe. Kpome Toro, npescTaBfieHa
CTPYKTYpa roCyfapCTBEHHOM MOANTUKM A5 CeNbCKOro XO03AMCTBa W CeNbCKUX PaioHOB,
annpokCUMMPOBaHHAasA OLEHKOM NoajepXku obLmx cnyx6 (GSSE). CpaBHeHMe C AeliCcTBYyOLLel
ECM nokasbiBaeT, UTO CTPYKTYpa MHCTPYMEHTOB CyLLECTBEHHO oTan4aetcs. PrHaHCMpoBaHue
TeKyLLel CeNlbCKOX03ANCTBEHHOM MOANTUKM MOJIL0BbI B 3HaYNTEIbHOWN CTEMeHN CoCpesoToYeHO
Ha MoAAep>KKe NHBECTULMIA N CUCTEME NHCMEKLMN 1 KOHTPOoAS. XoTs ECI MoXeT 6bITb MoABeprHyT
JanbHenwemy pepopmMMpOBaHNIO A0 NpucoeanHeHna Mongossl K EC, Liean noanTtrkm B obnactu
OKpYXXatoLLen cpejbl 1 pasBUTUA CeNIbCKUX PANOHOB OCTaHYTCA NepBocTeneHHbIMN B pamkax EC.
Mcxoasa 13 3Toro, COOTBETCTBYHOLLIME MUHUCTEPCTBA AO/MKHbI HauaTb pa3paboTky HEOBXOANMbIX
COBMECTHbIX CTpaTern.

Knroyesbie cn1080: CenbCKOX03ALUCMBEHHAS NOAUMUKGA, OyeHKa noddepxcku npousgodumerneli, OyeHKa

noddepaicku o6uwjux cayx6, Mondoea, scmynaerue e EC, eduHas cenbckoxossilicmeeHHas noaumuka EC

INTRODUCTION

With more than 1.5 million people, i.e., 57 %
of the total population, living in rural areas,
Moldova belongs to the less urbanized
countries of Europe (National Bureau of
Statistics, 2022). The agricultural sector
contributes 11% of the Gross Value Added
(GVA)', employs 21% of the total labor force
(2020), and, thus, still represents an important
economic activity. However, the ratio between
GVA and the agricultural labor force points
to low agricultural sector productivity. In the
medium term, the sector might face particular
adjustment requirements to benefit from
EU integration. Agricultural policy will be
challenged to align closer to the EU's Common
Agricultural Policy (CAP). In particular, labor
productivity will have to increase by either
further reducing agricultural employment or
increasing the value of agricultural products.
Agricultural policies can play an influential role
in both processes.

This contribution aims at describing the
development of the agricultural policy of
Moldova over the most recent decade in a
consistent way. Furthermore, it compares
the typology of policy instruments between
Moldova and the CAP. More specifically, key
indicators of the OECD-family of support
estimates will be used. We rely on the Producer
Support Estimate (PSE) for direct support to
agricultural producers. For quasi-public goods

' See Annex 1 for abbreviations

for the agricultural sector in general, we use
the General Services Support Estimate (GSSE).

The methodological foundation to quantify
agricultural policies dates back to studies by
Josling (Josling, 1973) and Krueger et al. (Krueger
et al. 1988) and was later expanded and
further developed by OECD. The application
of the PSE methodology by OECD (OECD, 2016)
provides a standardized quantitative method
of measurement of support to the agricultural
sector. Similar initiatives are the Monitoring
and Analysing Food and Agricultural Policies
(MAFAP) programme by FAO (MAFAP 2015) and
a World Bank-initiated project coordinated
by Anderson (Anderson et al., 2008, Anderson
et al., 2009, Anderson and Nelgen, 2009) with a
focus on a broader set of countries including
several developing countries. The quantitative
effects of agricultural policy in Moldova and
other selected CIS countries using Nominal
Protection Rate (NPR) coefficients were
explored by Volk (Volk et al. 2015) in their report
on the CIS trade potential. NPR is a simplified
methodology used to ensure comparability
between CIS countries. At the same time, in
2015, the first attempt to expand the approach
by calculating PSE and other OECD coefficients
for 2006 - 2014 was made by Shik (Shik 2015,
Shik et al., 2016) and Lucasenco (Lucasenco,
2017). This contribution builds upon these
studies and covers more recent years.
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THE POLICY FRAMEWORK

Moldovan government’s agricultural policy
objectives are expressed in the most recent
strategy - “National Strategy for Agriculture
and Rural Development for 2014-2020" (GRM,
2014), the new sectoral Strategy still being
in the process of development. Starting in
2017, all subsidies for agricultural producers
have been merged under the National Fund
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characterized by three priorities that reflect
the objectives of Moldova's agricultural
policy: “Increasing the competitiveness of the
agri-food sector through restructuring and
modernization” (Priority ), “Management of
sustainable development of natural resources”
(Priority 1l), and “Increasing investments in
physical infrastructure and rural services”

for Development of Agriculture and Rural (Priority Ill). Under these priorities, five

Environment (NFDARE). The NFDARE is measures provide a further structure:

. Measure 1: Investments in agricultural holdings for restructuring and harmonization to Europe-
an Union standards

. Measure 2: Investments in processing and marketing of agricultural products

. Measure 3: Preparation for the implementation of actions related to the environment and rural
area

. Measure 4: Improvement and development of rural infrastructure

. Measure 5: Consultancy and training services (GRM, 2017).

The total monetary amount spent in the form
of subsidies to agricultural producers and
processors varies from year to year. In 2018,
it amounted to 968 million Moldovan Lei
(MDL) (ca. 49 million Euros), which accounts
for ca. 68 % of the ministry’s budget line. The
relative importance of the different measures
changes from year to year; some measures
have been longer in place than others. AlImost
all instruments represent investment support
and will be distributed after the investment
takes place. Thus, support is only accessible
to farms that have sufficient financial means
or access to credit markets.

Additionally, during the period covered
by this analysis, funds of the Ministry of
Agriculture have been allocated to researchin

DATA SOURCES AND METHODS

TheOECDsupportestimatesaimatestablishing
an objective and consistent measure of
policy-induced incentives and transfers. The
observed market conditions are compared
with a benchmark or non-policy situation. In
particular, distortions directly related to policy
instruments such as tariffs or non-tariff trade
barriers could be approximated by comparing
producers’ output prices with a hypothetical
non-distorted price level. The ratio of both
values is known as Nominal Protection Rate
(NPR). Similarly, a comparison of input prices
could quantify distortions in input markets.
Suppose the difference between market
and reference prices is positive. In that case,

10

the agricultural sector, the extension service
(in the period 2013-2016), plant and animal
disease control and food safety, as well as
animal identification and traceability system.
All of these expenditures are not part of the
NFDARE.

The implementation of the different support
programs has been delegated to the Agency
of Interventions and Payments in Agriculture
(AIPA) since 2010. The agency's primary
functions relate to ensuring the correct and
legal implementation of the management of
the funds allocated to support agricultural
producers, examining the applications and
materials submitted by the applicants and
their eligibility, as well as operating the
internal control system (GRM, 2010).

policy causes benefits to producers in output
markets. If negative - policy leads to implicit
taxation of the farmers via outputs (Shik, 2015).

Besides the price-related distortions, the
methodology aims at classifying all budgetary
transfers flowing into the agricultural sector.
Payments are classified as whether they are
linked to current or historical production
levels, area farmed or animals kept, and
whether they require production. All those
payments favoring individual producers are
added to the price support and form the so-
called Producer Support Estimate (PSE). All
payments serving public-good type support



such as rural infrastructure, education and
training, or public food safety are categorized
as General Services Support Estimate (GSSE).

The structure of policy instruments, directly
and indirectly, affecting the agricultural
sector of Moldova is closer to other European
transition countries than the classical
developing countries of the 1980s. State
trading monopolies, dual exchange rates,
or other measures drawing resources from
the agricultural sector to subsidize urban
consumers and non-agricultural sectors
are largely absent. In particular, besides an
average tariff rate of 11.2% for agricultural
products in general (International Trade
Administration, 2022) and import quotas for
selected products (sugar), no other border
measures were notified at the World Trade
Organization (WTO, 2007-2018).2 Although
the level of direct budgetary transfers to
agricultural producers is much lower than
the European Union, the OECD methodology
is appropriate to quantify the size of political
support to agriculture.

The share of the 11 selected products (wheat,
sunflower, maize, pork, poultry, milk, grapes,
beef, eggs, potatoes, and sugar beet) in the
total value of production varies between 65%
in 2015 to 92% in 2012, with an average value
of 80% during the analyzed period (see Table
1). As sugar beets and fresh milk are not
internationally traded, conversions of prices into
traded commodities (i.e., white sugar, butter
and skimmed milk powder) have been applied.
For the EU, OECD data cover 21 agricultural
commodities, which account for 74% of the
total value of production. Obviously, any direct
comparison of monetary values will suffer
from price, quantity, and coverage differences.
Therefore, the comparison will be limited to
the structural characteristics of the various
measures and their variability over time.

Thomas HERZFELD, Eugenia LUCASENCO, Dmitry ZVYAGINTSEV

Reference prices have been derived from
Moldovan external trade statistics conditional
upon Moldova's net trade status. As shown in
Table 1, Moldova has been a net exporter of
wheat, maize, sunflower seeds, white sugar,
and grapes for almost all years. Concerning
potatoes, beef, pork, and poultry, the country
has been predominantly a net importer. The
net trade position changes more frequently
for dairy products, such as butter and
skimmed milk powder. Unit values represent
anaverage price atthe border. For netexports,
export unit values (i.e., an approximation
of free-on-board (fob)-prices), and for net
imported commodities, import unit values
(i.e., an approximation of cost, insurance,
freight (cif)-prices) have been calculated.
Weighted averages have been calculated
for more differentiated products such as
beef, pork, poultry, and dairy products. This
approach deviates from OECD, which uses
international reference prices for specific
qualities at particular locations (e.g., Gulf of
Mexico, Rouen, Black Sea). However, varying
locations would increase the uncertainty due
to missing information on transport costs and
quality differences between Moldovan and
international markets. A further deviation
from the OECD methodology is the treatment
of reference prices that exceed domestic
prices for net exported commodities. If no
policy instruments hamper exports, OECD
assigns the negative price difference to zero.

The main sources of information related to
farm-gate prices, production, and output
are Annual reports and the database of the
National Bureau of Statistics. Reports of
the Agency of Intervention and Payments
in Agriculture, of the Ministry of Finance on
budget execution, and UN Comtrade database
(UCD, 2020) represent other information
sources.

2 https://notifications.wto.org/en/status-by-member/moldova-republic-of

3 Average exchange rate: 1 EUR = 17,9 MDI (2007 - 2018)

11
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Table 1:
Major commodities covered by analysis (2007-2018)

Average farm
gate price
(MDL/%)

Share in GVA
2018

Net exporter in
... years

Net importer in
... years

Commodity

December No2/ 2022

Average ref-
erence price
(MDL/t)

Wheat 8.9 12 0 1,987° (461) 2,621 (678)
Maize 14.5 10 2 2,238 (458) 2,493 (553)
Sunflower 12.2 12 0 4,675(1,368) 6,159(1,439)
White sugar 1.4 10 2 4,049 (989) 4,382 (875)
Potatoes 2.9 1 11 2,240 (336) 2,808 (917)
Grapes 1.3 12 0 3,420 (914) 6,154 (1,732)
Milk 1.5 4,685 (941) 2,616 (2,188)
Butter 6 6 54,640 (3,596)
Skimmed

milk powder 5 7 35,107 (2,310)
(SMP)

Beef 6.9 2 10 37,991(10,645) 46,728 (8,295)
Pork 11.0 0 12 32,144 (4,594) 30,839 (11,991)
Poultry 7.0 0 12 29,694 (3,145) 14,217 (3,681)
Eggs 2.0 2 10 15,322 (2,464) 5,815(8,981)

Source: National Bureau of Statistics (2020), UN Comtrade (2020)
Note: Standard deviations in parentheses.

THE RESULTS OF RESEARCH AND DISCUSSIONS

The following results present two different PSE estimates for Moldova. The first, called ‘all’,
includes all prices. The second, called ‘OECD’, neglects negative price differences between
domestic and reference prices for net exported commodities. The data for the EU is directly
taken from the OECD. Similarly, the classification of transfers follows the OECD approach.

STRUCTURE AND LEVEL OF PSE

Figure 1 presents a comparison of the
structure of the PSE over the period 2007-
2018. In Moldova, the major components of
the PSE are the market price support (MPS)
and the different farm investment subsidies
classified here as payments based on input
use.Independent of the way of calculating MPS,
the transfers from the government budget to

12

farms account for a smaller share. The EU’s PSE
is much more complex and reflects the various
instruments in place. The decoupled direct
payment occupies the largest share (43%). Still
existing output-based support and transfers
requiring production account for 20% each.
Payments based on input use are relatively
less important in the current CAP (14%).
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Comparison of the structure of PSE between Moldova and the EU

100%
80%
60%

Structure of PSE

40%

20%

0%

-20%
-40%
-60%

-80%

-100%
all
Moldova

B Miscellaneous payments

B Payments based on non-current A/An/R/l, prod. not req
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B Support bassed on commaodity outputs

OECD OECD

EU
B Payments based on non-commaodity criteria

B Payments based on input use

Source: Own computation based on National Bureau of Statistics (2020), UN Comtrade (2020); OECD (2022)

As measured by the PSE, the level of support
is substantially lower in Moldova compared
to the EU. Considering all commodities, the
percentage PSE, expressed in relation to the
value of the agricultural production, amounts
to -13.5% on average. Neglecting the net
exported commodities results in a percentage
PSE of 6.2%. On average, budgetary support
alone accounts for 2.3% of the total value
of agricultural production. For the EU, the
percentage PSE has been 23.2% over the
period 2007-18. Furthermore, the PSE is much
more volatile for Moldova than for the EU. This
is driven by two factors: changes in the MPS
and changing budgetary transfers. The latter
varies between 242 mill. MDL#(2012) and 954
mill. MDL® (2018). The coefficient of variation
is almost six times higher for Moldova (0.38)
compared to the EU (0.06), which is only one
indication of a more unstable agricultural
policy environment in Moldova in the past.

A closer look at commodity-level is required to
understand the strong differences within the
MPS for Moldova. Figure 2 displays the MPS by
commodities and years for all commodities (left
panel)andonly netimported commodities (right
panel). Obviously, wheat, sunflower seeds and
grapes which have been net exports in all years
are missing in the right panel. Price differences

seem to have increased in both directions over
time. Thus, the data suggest that domestic
producer prices for, in particular, poultry and
dairy products exceeded the reference border
prices and prices for wheat, pork, grapes, and
eggs have been lower than border reference
prices. In the case of grapes, producer prices
are lower than Turkish farm gate prices and
export prices are only half or even less than half
of the export prices of South Africa and Chile. A
closer look at the tariff rate schedule underlines
the conclusion for poultry meat, where import
tariff rates range between 15% and 20% + 100
EUR/ton. Despite tariffs and import quotas for
sugar, MPS for this commodity was negative
in two years when Moldova was a net sugar
importer. This observation suggests that other
supply chain actors than farmers benefit from
border protection. However, the estimate for
eggs has to be interpreted with caution as
values before 2015 most likely include eggs for
incubation. UN Comtrade data differentiate
trade in eggs at a six-digit level only from 2015
onwards. In the case of beef, the switching sign
of MPS from negative to positive in 2015, 2016,
and 2018 is surprising. As Moldova was a net
beef exporter for most of all years, this result
indicates either segmentation of markets or
a strong competitive advantage of Moldovan
beef besides price.

4 Equivalent to 15.13 million Euro at the 2012 exchange rate
°> Equivalent to 48.2 million Euro at the 2018 exchange rate

13

Payments based on non-current A/An/R/I, prod. reg.
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Figure 2:

One common non-policy-driven reason for
price differences relates to different qualities
traded domestically and internationally. For
instance, in the case of poultry, more than
90% of imports took place in the category of
Poultry cuts and offal, frozen (020714). Thus,
the positive MPS might partially also reflect a
segmentation in imports of relatively cheap
parts and domestic production of higher

MPS by commodities and years

December No2/ 2022

quality/ fresh poultry meat. Although quality
differences mightexplain some partofthe price
wedge, the year-to-year variation also hints
at other impediments to price transmission
between the farm gate and border. Anecdotal
evidence suggests a limited competition and
existence of market power within the supply
chain post-farm gate. Further research is
needed to understand the underlying reasons.

Source: Own computation based on National Bureau of Statistics (2020), UN Comtrade (2020)

If producer prices below border prices are
transmitted to consumer markets, negative
marketpricesupportinrecentyearswouldimply
lower costs of consumers' diets. Furthermore,
comparatively low producer prices represent a
potentially higher competitiveness of Moldovan
agricultural producers on export markets.

CLASSIFICATION OF BUDGETARY SUPPORT

As mentioned above, the transfers from
the Ministry’s budget can be categorized in
transfers to individual farms and funding for
quasi-public goods. Whereas the first type
of budgetary expenditures is part of the
PSE, the second type constitutes the GSSE.
Figure 3 illustrates the funding allocation and
development over time. Aremarkable increase
of expenditures took place in 2014, but was

14

In the case of the EU, MPS during the period
analyzed here has been still high for beef and
veal and poultry meat. For six commodities
(durum wheat, oats, soybeans, sunflower,
rapeseed, and tomatoes) MPS was or has been
assigned to zero in all years.

not maintained continuously in the following
years. Except in 2015, the majority of funds
have been allocated to farm-specific transfers.
In 2016 and 2018, less than a quarter of the
funding was allocated to GSSE-categories.
However, this share is always higher compared
to the EU countries where only between
13% and 18% of the budgetary transfers are
categorized as GSSE.
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Figure 3:
Classification of budgetary support
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BUDGETARY TRANSFERS TO PRODUCERS

Having a closer look into the specific measures
representing direct transfers to farms (see
Figure 4), the financially most important
measures focus on stimulating investments
for the purchase of agricultural machinery
and equipment, production of vegetables
and fruits on protected land, establishment,
modernization and deforestation of perennial
plantations, and procurement of irrigation

Figure 4:

equipment. These measures have been
classified according to the OECD approach as
support to fixed capital formation (B2). Coupled
support (C), either based on income or on area,
and support of variable input use (B1) have
been important before 2011. But with the
exception of payments for organic agriculture
and energy subsidies for irrigation, they have
been phased out in recent years.

Breakdown of budgetary transfers to producers by implementation criteria (in %)

100%

2018

[ . || ||
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B Variable input use
On-farm services
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Source: calculations based on Agency for Intervention and Payments in Agriculture (2010-2018), World Trade Organization (2007-2018),

% Fixed capital formation
Based on current receipts/income

Ministry of Finance of the Republic of Moldova (2007- 2018) and Parliament of the Republic of Moldova (2008)
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Figure 5:

Support for general services (GSSE) shows
structural differences between Moldova
and the EU (see Figure 5). While the share of
measures classified as Agricultural knowledge
and information system is twice as large in
the EU, the Moldovan expenditures exhibit
a strong focus on the Inspection and control
category, accounting for almost half of
the quasi-public goods expenditures. The
majority of this position serves as financing
of measures of plant and animal disease
control and protection, securing food safety
and quality, as well as plant testing. The
funding for the animal identification and
traceability system, a prerequisite for access
to EU markets and funding, either didn't
receive any funding since 2014 or it has been
submerged under a different heading (see
Figure 6). Funding for the development and
maintenance of infrastructure and public
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stockholding has been declining during the
analysis period. Obviously, strict compliance
with the EU’'s food safety standards is a
prerequisite for market access and an
important field of public action to increase
Moldovan agriculture’s competitiveness in
markets of higher-income countries. However,
the administration of the inspection and
control system should be designed efficiently
with minimized risks of corruption. Here we
assume that these imperfections are absent
and that improving food safety standards
and meeting export market requirements is
beneficial for the sector in general. Activities
related to marketing and promotion are
left for producers’ concern and receive low
support from the budget. Generally, we have
to conclude that also GSSE-type expenditures
exhibit a relatively high variability over the
period analyzed here.

Moldova
Agricultural knowledge and innovation system
m Development and maintenance of infrastructure
Cost of public-stockholding

EU
Inspection and control
Marketing and promotion

m Miscellaneous

Source: calculations based on Agency for Intervention and Payments in Agriculture (2010-2018), World Trade Organization
(2007-2018), Ministry of Finance of the Republic of Moldova (2007- 2018) and Parliament of the Republic of Moldova

(2008)
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Development of GSSE-type expenditures for Moldova
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In Moldova, the share of GSSE in budgetary
support in recent years is 25% (2017 - 2018).
Although not directly comparable, this share
is below the share of GSSE in Total Support
Estimate for other countries, such as Brazil
(38%, 2017-2019), Canada (30%, 2017-2019),
Australia (55%, 2017-2019), or South Africa
(27%, 2017-2019). On the other side, it is 13%
in Israel, 10.3% for the EU, and 4.7% in Norway
(OECD, 2020). One possible reason for the
emphasis of GSSE on inspection and control
might be the country’s proximity to the EU
market and policy focus to harmonize with the

Figure 7:

EU in food safety. Butthereis also a transitional
character to develop a sound system that
ensures the availability of safe products
for consumers and foreign tourists. We are
observing a similar emphasis in Kazakhstan,
while Russia and Ukraine put a relatively
higher priority on expenditures for knowledge
and information systems and infrastructure
investments. Compared to the EU, budget
allocation for these purposes also seems more
volatile in Russia, Ukraine, and Kazakhstan.
For none of the countries, a clear tendency to
increase GSSE-type support is visible.

GSSE structure in Russia, Ukraine, Kazakhstan and EU-28
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CONCLUSIONS AND RECOMMENDATIONS

The agricultural sector of the Moldova
is constantly changing, being subject to
transformations as a result of the influence
of both endogenous and exogenous factors.
An accelerating integration into the EU might
increase the pressure to adapt at the level of
farms and the level of policy development at
the same time. During 2010 - 2018, the vast
majority of the allocated subsidies have been
intended for investments for the purchase
of agricultural equipment, the development
of post-harvest infrastructure, and the
establishment of multi-annual plantations. All
these sub-measures are in line with the current
state policy in the field of agriculture, which
is focused on enhancing the competitiveness
of the sector, but rather focused on the
development of the crop sector. At the same
time, only a small amount is earmarked for the
livestock sector. Moreover, small farmers are
less supported in accessing state subsidies, as
the current model of post-investment granting
of subsidies requires the presence of financial
means for investment, which, in many cases,
small farmers do not have at the moment of
investment is done.

The estimates of output-related supported
revealed for several commodities a relatively
large and time-varying gap between farm gate
and border reference prices. The Producer
Support Estimate indicator is low or negative
throughout the study period, especially for
the cereal crops. During 2007 - 2018, mostly
negative MPS values have been identified for
wheat, maize, sunflower, potatoes, and grapes.
Fluctuating values have been identified for
sugar, milk, beef, pork, and eggs and only the
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poultry subsector has shown high levels of
support. The negative results for the analyzed
crops are assumed to be explained by the
existence of a strong segment on the market,
that of intermediaries, low bargaining power
of farmers as well as other drivers of market
segmentation which prevent a convergence of
producer and border prices.

In particular, all cases where trade measures
are absent and the gap is negative deserve a
more detailed analysis. Although, low prices
could help increase Moldovan farmers'’
competitiveness on foreign markets, the
sector might probably gain more if more
emphasis is placed on improving the quality
of products, a greater transparency of supply
chains and further investments in hard
and soft infrastructure. Agricultural and
economic policy could help the farming sector
relatively efficiently by eliminating or reducing
market power of post-farm gate actors in the
supply chain. Additionally, enabling farmers’
negotiating positions by establishing market
information systems and extension could
complement anti-trust actions.

Moldova faces two larger export destinations
with rather heterogeneous requirements. The
member states of the Eurasian Economic Union
(EAEU) are still far from a harmonized food
quality system, while EU markets are driven by
supermarkets with their own requirements on
top of EU food safety regulation. Furthermore,
the Russian market has been subject to short-
notice trade barriers in the past and might be
inaccessible in coming years depending on the
further state of the aggression against Ukraine.



Thus, a diversified export strategy is important
to reduce uncertainties, but is costlier at the
same time. Support for specialized services,
for instance via farmers' associations or
cooperatives, could help farmers to better
understand requirements. Export market
information and support for adaptation of food
quality requirements of major export markets
play a key role here. Similarly, a diversified
structure of import origins or substitution
of imports by own competitive production
represent goals to increase the food system'’s
resilience.

Obviously, budgetary monitoring does
not allow any assessment of the quality of
general services. From a welfare economic
perspective, public policies which aim at
eliminating information asymmetries between
producers and consumers, improve human
capital of farmers or eliminate external effects
and improve the functioning of markets should
be pursued (Rausser and Goodhue, 2002).
However, real world context might prevent the
realization of welfare gains of these policies.
The following paragraph discusses some
aspects which should be taken into account
in an evaluation of the inspection and control
system.

Against the background of comparatively high
levels of perceived corruption in Moldova,
inspection and control services might act as
a two-edged sword. Excessive inspections
might cause unnecessary costs for producers,
disturb them from daily work and even be a
source of corruption. Although food safety
inspections and compliance with standards
are crucial conditions for gaining access
to export markets, their reliability might
suffer in a corruption-prone environment.
Unfortunately, it is challenging to quantify
the extent of corrupt practices at a sectoral
level. Evidence from international rankings
and surveys among non-farm businesses
indicate potential risks associated with a non-
transparent inspection system. National-level
data for Moldova indicate a comparatively high
spread of corrupt activities and perceptions
of it. According to the Corruption Perceptions
Index (CPI) published annually by Transparency
International, Moldova ranks 120th out of
180 countries. Its score of 32 is well below
other Central and Eastern European countries
such as Poland (58), Latvia, Czech Republic
or Georgia (all 56) or Romania and Hungary
(both 44) (CPI,_2019). More than 20% of
firm managers in agribusiness asked in the
Business Environment and Enterprise Survey
2013 report corruption as biggest obstacle
(Herzfeld et al. 2018). Thus, any efforts to
reduce corruption will help to strengthen the
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reliability of Moldova's public authorities in
the field of food safety and veterinary controls
and, most likely, will help farmers in increasing
transparency of administrative procedures and
decisions.

Farm extension service will support the
competitiveness at farm and sectoral level.
Adaptation of food quality requirements of
major export markets, introducing of new
production technologies, quality upgrading,
increasing value added on the farm by on-farm
processing, and similar actions will increase
farms’ position in the market. A reallocation
of government budget from subsidies to an
improved extension service is in particular
recommended for farms who cannot hire
private professional consultation and in areas
where external effects are high. How to allocate
responsibilities; establish incentive-compatible
service fees and other questions would
require a more detailed analysis of successful
examples in other countries. However, an
increased competitiveness and a stronger
competition have certain consequences for
structural change. Less competitive farms will
be forced to adjust or exit the sector. Social and
regional policies (e.g. pensions, training for jobs
outside of agriculture, vitalization of off-farm
rural economy) are crucial in accompanying
this process.

Given the recent occurrences of adverse
weather events, in particular harsh winters and
drought, agricultural policy should strengthen
farmers' capabilities of risk management. This
policy field yields high synergies with farm
extension service. But as weather events
might have strong impacts at a regional scale,
i.e. several neighboring farms will be affected
at the same time, risk management cannot
be exclusively delegated to farm managers.
Instruments to secure the liquidity of farms
might be necessary in addition.

Further EU integration and increasing
incomes of Moldovan consumers might
allow a diversification of supply channels.
Wealthier consumers might stimulate the
demand for locally or organically produced
food. The development of short value chains
would contribute to the development of the
agricultural sector but might require more
cooperation between producers. Similarly,
it is likely that contract farming will gain in
importance. While demanding specific product
characteristics, processors might provide the
necessary technological transfer, production
advice, and appropriate inputs. Support for
enhanced cooperation between producers and
across stages of the value chain requires long-
term continuous engagement.
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ANNEX 1. LIST OF ABBREVIATIONS

CAP - Common Agricultural Policy

EAEU - Eurasian Economic Union

EU - European Union

GSSE - General Services Support Estimate

GVA - Gross Value Added

MPS - Market Price Support

NFDARE - National Fund for Development of Agriculture and Rural Environment
NPR - Nominal Protection Rate

OECD - Organisation for Economic Co-operation and Development
PSE - Producer Support Estimate

WTO - World Trade Organization
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