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Abstract:

In this chapter, we analyse macroeconomic imposaoicagricultural sector in
countries of the West Balkans (WB), as well as wagssector is contributing (or
hindering?) the economic growth. We are observihg tmost important
macroeconomic challenges and a macro-picture ofativécultural sector (in the
first chapter), and perspectives of this sectothia near future. By this approach,
we are pointing to: (i) contribution of the sectar GDP, (ii) weak points of the
regional agriculture, (iii) possibilities for advaement and (iv) contribution to
the future growth. Hence, productivity becomesdbmmer stone of our analysis,
affecting mostly: (i) unemployment reduction anidl ¢urrent account deficit
reduction, but also (iii) inflationary pressuresh& next phase of development of
the sector leads to its corporatization, thus ciegpresumptions for its accrued
productivity.

Key words:agriculture, west Balkans, productivity, Europeategrations
INTRODUCTION

The agricultural sector in Western Balkans (WB)rtdes' has a relatively larger
importance over its European counterparts. It megnebe stated that WB
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economies are largely oriented on agricultural potidn, both in terms of

foreign commerce and in terms of employment. Is tthapter, we analyse and
try to quantify the relative importance of agricué in WB economies, in

comparison with EU countries (the EU being the ewgence target of the WB
countries). This chapter is organized as follows.

We divide the chapter in two chapters, with thetfne having two further sub
divisions. The first chapter provides informatiom e macroeconomic stability
of the WB, with a review of the 2000-2010 period.the first chapter we also
review the economic performance of the agricultseaitor in WB, in comparison
to its EU27 benchmark. In the second part of ttmesahapter, we are presenting
the concrete results of WB agriculture. It is whereare presenting the results of
crop production and animal husbandry. Going foiththe second chapter, we
will give ideas on future dynamics of the WB aghiate. After having identified
major macroeconomic challenges and agricultural esinpents in the first
chapter, we want to see in the second chapter lgoMuéture may contribute to
further growth and development of these countriestly, we summarize the
most important lessons learned from the chapter.

As for methodology, we observe the period spanfiiagn 2000 to 2010, as the
beginning of the observed period is also the baggof the most intense phase
of WB countries transition. Also, 2010 is selectedbe the last year in the
observed period given the scarcity of informatiGoing forth, the data is mostly
obtained through Eurostat and to some smaller exteough World Bank Data

Bank and from a number of scientific papers.

WHERE IS WB AGRICULTURE NOW? SITUATION OF THE
AGRICULTURAL SECTOR IN THE WB COUNTRIES

Macroeconomic environment and major challenges

In order to understand the role of agriculturehia YWB region, we opted to place
the discussion within the macroeconomic field. fdes to achieve this goal, we
will present the macro data on the region, withdkierview of the region’s most
important challenges, and to see how and in whattiva agriculture is a part of
the solution (or problem?). Before entering anyeotliscussion, a short overview
of location and basic demographic information isdesl.
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Table 1: Population and area statistics for 2011.

AL [BA [HR [MK [ME [RS [EU27

Total area (000 ki) 28.7| 51.2| 56.6| 25.7| 13.8| 77.5| 4,325.2
Population (million) 3.2 38| 44 21 06| 7.1 497.6
Population density 111 75 78 80 45 95 115
(inhabitants/krf)

Total area (where EU27 0.7 1.2( 13| 06| 03] 1.8 100
equals 100)

Population (where EU27 | 0.6 0.8 0.9 04| 01| 15 100
equals 100)

Source: WB's statistical offices, Eurostat

Apart from being small in size, the relative lowrsficance of the region is also
reflected in its European integrations lagging hdhts East European peers. The
region commenced its reforms only in 2000 (lagdwetpind most East European
countries, which had already reached a mature phasansition). The lagging
was mainly driven by political instability, spangirfrom low level political
tensions to all-out war in some of the region’srmtdes. Hence, only when the
authoritarian regimes of the 1990's were oustquaee for European integrations
opened. Albeit all WB’s were granted the potentahdidate status, Croatia and
Macedonia have been fastest in obtaining the fatididacy (2004), faster than
Serbia and Montenegro (2012 and 2011 respectivelylereas Bosnia and
Herzegovina and Albania haven't still reached tblaase. As seen before, the
economic corollary of the European integrationsentite profound economic
reforms, characterized by, between other effectadet liberalization and
institutional (“rule of the game”) changes. Thdamges did trigger growth,
particularly intense before 2008 crisis breakostisavisible from Figure 1.

Figure 1: GDP growth and unemployment in WB coestin 2000 — 2010
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Figure 2: Unemployment, GDP growth averages ov&2R010 period, relative
to size of economyn 2010
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The 2008 — onwards growth slowdown is a resulthef global economic crisis
that stroke a mighty blow on WB economies, andaictome endogenous, WB-
specific, shifts. As the Figure 2 shows, Albania llze most robust growth (5.6%
GDP growth average in 10 year observed periodpeitabn the lowest basis,
while Macedonia grew slowest (2.7%). However, ewgth a relatively robust
multi-year growth, unemployment remains persisyehigh. It reached a decade
low in 2008, only to rebound in 2009, on effects thE economic crisis.
Unemployment is highest in Macedonia (32% in 20H0)d lowest in Croatia
(11.8% in 2010). Apart from unemployment, the regiaces a constant current
account deficit (CAD) burden. A high CAD is provakby high trade deficit, and
is only to some extent offset by traditionally inn@mt remittances inflows. A
high CAD in the WB'’s is a particularly important egtion, because of low
financial capital inflows (external indebting, potto inflows and FDI), mostly
due to the effects of the Eurozone crisis relaigkl aversion. Hence, a persistent
CAD, in sync with faltering portfolio and FDI infles (due to risk aversion
surge), are putting downward pressures on domestiencies, thus jeopardizing
macroeconomic stability.

> Size of bubbles relates to size of an economy
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Figure 3: CAD and trade deficit relative to GDP\WB countries
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Moreover, it becomes obvious that the CAD 2000 68@eepening went in sync
with the most intense GDP growth, pointing to astonption driven growth,
which is not in the same time the most efficient absorbing a growing
population of idle workers in the economy. Henbe, ¢consumption driven, CAD
- ridden growth, couldn’t resolve the long-standingemployment challenge,
which even aggravated from 2008 onwards.

In most of the period, we may say that growth waged by services sector, and
in much lesser extent, by tradable sector (whichcarsider to be a sum of
industrial and agricultural sectors, for the sakéhe methodology), as shown on
the following figure.

Figure 4: GVA contribution by branches in WB’s
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The share of agriculture in total GVA is on the ldgag trend throughout the
whole observed period, whereas services sectoairgsng in importance. In all
WB countries (except for Albania), the economicisture has been characterized
by shrinking of the tradable sector (industrialg¥iaector), and ballooning of the
services. This trend was particularly intense innkdoegro and Macedonia,
whereas Albania had an inverse trend consistingeafidustrializatioh Going
forth, agriculture sector is the most importanibania (19% of GVA in 2009,
although Albania recorded the fastest trend of idecbf agri contribution to
GVA. Agriculture had the least contribution in Ctiea(5.5% in 2010), possibly
on (i) relatively affluent economy and (ii) traditial importance of services —
tourism — in that country.

Foreign trade — wise, as suggested beforehandutapean integrations opening
did trigger an important rise of trade, as visiflem the following figure. It
should be noted, though, that the 2009 contradaalso due to the crisis, i.e.
smaller exports due to faltering external demanthgon sync with slowing
domestic activity — related import contraction. Hower, in the aftermath of the
crisis, the foreign trade started to recuperate.

Figure 5: Total trade volume of the WB's, relatteeGDP (%)
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Source: Eurostat

® A precision is needed: only 10% of Albanian GVAascumulated by the industrial
sector, vs. 18% WB average. Hence, Albanian restréhlization is merely an adjustment
with the regional economic structure, and not a $3§ a profound difference vis a vis
other countries.

72009 is the last available information sourceAtirania



316 Chapter 16.

Within the international trade, agriculture in WBuntries is not of primordial
importance (with an exception of Serbia). So fdrttee countries (except for
Serbia again), are net importers of agriculturadpicts. Both exports and imports
display a clear trend of rise, but, exports stajlieat to the crisis effects, unlike
the imports, which contract in 2009.

Figure 6: Total exports and imports of agricultugaoducts in WB'’s

Source: Eurostat, authors’ calculations

The rising trend of exports may be linked to risprgductivity gains (what will

be discussed afterwards), whereas the importsahilypin post 2008 years, given
the shrinking economic activity in the region. Mawer, agriculture in most
countries (except for Serbia) is not contributiogatieviating the CAD challenge,
but rather contributing to it. Meanwhile, seeing thade from a different angle,
agricultural trade within the trade picture remaufslittle importance (again,
Serbian exception being made).

Figure 7: Share of agricultural exports and impoirgotal trade, in % of total
exports/imports

Source: Eurostat, authors’ calculations



Dusko Bodroza, Marko Danon 317

Except for Serbia, where some app. 19% of totaloggpare generated by
agriculture (as in 2010), for most of WB countriagriculture trade remains a
low — interest territory, in the light of sharetatal trade volume. Country specific
differences may be observed at this level t00.0b02 Montenegro had a share of
20% of agricultural imports within the total impsrtwhereas Serbia was at 6%
only. Export — wise, it is Albania that is expogithe least in comparison with its
total exports, 4% in 2010, whereas, again, Sefiad, the agri exports share at
20%.

Going forth, it seems that employment structur¢him region has been changing
as well, as shown at the following figure.

Figure 8: Employment structure in WB'’s as perceatafjtotal employment
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Services sector, again, is showing a rising trehdoatribution in employment
structure, whereas agriculture is rapidly declinilgbania has the highest
percentage of agricultural jobs — 55% on the awetagtween 2000 and 2010,
whereas Montenegro has it lowest — 6% over the el period. On the other
hand, it is again Albania that records the steegexi in agri jobs. However, this
picture is extremely blurred by regional differesc®n the average, the agri jobs
are on the decline. But, country specific differemitiere play an important role.
For instance, Albania, Macedonia and Serbia recrdrop in agricultural
employment, whereas Croatia, Bosnia and Montenegem had a rise (albeit
very modest) both in agricultural jobs and in petage of agricultural
employment in total employment.

Due to massive political and economic changes énrégion, there has been a
relatively sizeable population shift from ruraludban areas, as presented by the
following chart.
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Figure 9: Rural population in EU and WB'’s
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Albeit still far from the EU average, the gap betweeU27 and WB in share of
rural population is narrowing. This might be areeffof growth of productivity of
agriculturé and new possibilities being opened in urban centhedeed, the
trends of agricultural employment and rural popatagre closely interrelated, as
presented on the following figure.

Figure 10: Agricultural employment and rural poptitan in WB'’s
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® Because growth of productivity is narrowly linked average size of farms and
mechanization level. The two factors imply smahember of agricultural jobs going in
sync with a growing agricultural productivity.
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Now, when we have the information on employment ged — sector GVA

creation, we may also have some more in-depth idegsoductivity dynamics of
the agricultural sector in the WB. Indeed, as saethe following figure, WB

agricultural productivity is growing, and it is foling the EU27 trend. However,
the spread between WB and EU27 productivity averageesistant to rising

productivity gains in WB agricultural sectors, heribere is little convergence in
the observed period, if not even some divergér@euntry — wise, Croatia and
Bosnia and Herzegovina boast agricultural prodigtiat the EU27 level,

whereas all the other WB countries are far below.

Figure 11: Agricultural productivity in EU27 and VW in USD per worker
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However, the productivity rise, resulting from leetimachinery and chemicals
used, couldn’t offset slow — adjusting agricultucaitput growth. As we see on
the following figure, agriculture production in &¥B countries still seems to be
of little cyclical correlation to overall economiends, suggesting either that (i)
WB agriculture is modestly integrated into the ewog (i.e. has a small
contribution to GDP), and/or (ii) its productivity still heavily reliant on random
weather conditions.

° It should be noted that the 2010 productivity gagindling is only due to massive
improvement in Croatia’s productivity, thus contiimg to the overall WB average
productivity.
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Figure 12: Link between agriculture output growthdaGDP growth y-o0-y in WB
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Nevertheless, the basic production factor — lanth -most of the countries,
especially Serbia, continental parts of Croatia modh — eastern parts of Bosnia
is very favourable for growing crops, whereas tliyy WB regions (most of
Montenegro, Albania, Bosnia, Macedonia, southembi&emaritime Croatia) are
very suitable for animal elevation. In comparisdthihe EU27, WB countries in
average enjoy approximately the same share ofidgnial land in total land area
(app. 45%), whereas Serbia has an even higher &gpe 60%). However, the
low productivity reflects again in a relatively lew irrigation, fertilizer and
machinery usage than in some European coutitries

Table 2: Agricultural production factors indicatdrs

Arable land | Irrigated land Fertilizers Machinery
(% of total (% of arable used (kg per | (units per 100

land) land) ha of arable m?of arable

land) land)

Albania 43,94 16,78 45 8% 1227°%
B&H 41,73 N/A 24,52% N/A
Croatia 23,23 0,38 246,84 49%
Macedonia 40,17 7,3%" 56,93° 1.243%"

% Due to (i) scarcity of this information and (iips rate of change of these indicators,
we present a static — 2010 picture. Moreover, duthé¢ information scarcity, we use at
this case not the WB averages, but the accuratatmehy-country statistics. Finally,
Netherlands, France and Portugal are used as bank$inand not average representatives
of the EU27.
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Arable land | Irrigated land Fertilizers Machinery
(% of total (% of arable used (kg per | (units per 100
land) land) ha of arable m?of arable
land) land)
Montenegro 38,27 N/A N/A N/A
Serbia 57,80 0,61 133,78 17,7G%
Netherlands 56,83 10,55 240,9% 1.301,55™
France 53,44 5,66 148,27% 635,32°*
Portugal 40,3 11,44% 159,11% 1.397,78%

Source: Eurostat, World Bank Databank
* Data is from 2010, if not otherwise stated

Going forth, another source of low productivity,asipfrom technology, lies
within the farm structure. Seemingly small farmsnge 3 — 10 times smaller than
the EU27 average) impede higher productivity. Asx@sl and al. (2002) and
Yee and al. (2004) point, the economic rationalgirmbis that the small(er) farms
may not unlock the economy of scale effect, ands tthey stay behind the
productivity curve in comparison with the large snutting it more simply —
small farm production raises the unitary costs rfdpction due to high labour
intensity (unlike the capital — intensive, economyof — scale large farm
production).

Table 3: Farm statistics in WB and EU27

Abania  Bosnia  Croatia  Macedonia Montenegro ~ Serbia ~ EU27
Number of farms (in 000) 357 515 450 193 43 779 13633
Average size of farm (ha/farm) 12 33 24 L7 32 3 127
Share of farms up to 2ha 8%  50%  67%  90%  66%  46%  47%
Share of farms over 10ha 4% 5% 1% 5% 6%  20%
Share of agricultural area on farms over 10ha 5%  13% 4% @ 25% 8%
Average size of farms over 10ha (halfarm) 57 00 242 165 549

Source: Tina et al (2010)

Agricultural production in WB countries

In the previous part, we have seen how the aguailfits into the macro picture
of the WB. We have also shed some light on macraracteristics of the
agricultural sector: what is its macroeconomic ingace, what is its productivity
level, what are the trends, and where it is in camngpn with a EU27 benchmark.
However, an agricultural picture is inconceivablghaut a detailed summary of
what are the predominant agricultural productsteck&n the WB region. Hence,
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we will give a detailed overview of the two basigriaultural branches — crop
production and animal husbandry in the WB. By obiser the 2000 — 2010
period, we will try to (i) draw basic conclusions agricultural trends within the
branch and (ii) to observe the convergence ratardsvthe EU27 productivity
within the sector. Thus, we will be able to discespecific niches of WB
agriculture, i.e. pinpoint areas where WB countrieght concentrate in order to
increase their agriculture’s productivity.

Crop production

The most important crop categories in the WB areals (comprising of maize
and wheat), followed by oil seeds and sugar beédtsollowing figures, we are

presenting production in WB countries (where supaets and oil seeds
production comprise only of Serbia/Croatia factheo countries’ production
being insignificanty".

Figure 13: Cereals production and cereal yielddMB countries
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Cereals have a traditional importance in some Winties, like Serbia and, to
lesser extent, in Croatia. Due to very large plaigh soil — quality terrains
(Vojvodina in Serbia and Slavonia in Croatia), eér@roduction is being

1 NB: Data for cereals are the only to include agergields of EU27 and WB, due to (i)
data scarcity and (i) much higher importance okaés in the analysis comparing to the
other crops
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traditionally important. However, when we compdre tereal production to the
EU27 benchmark, we see at least two essentialeer@al productivity (measured
as yield in kg per ha) is persistently lower in Wn in EU27, and consequently,
(i) cereal production is seemingly more dependarihe weather conditioffsin
the WB than in the EU27 (as lower productivity sestg a lower technological
level, thus heavy reliance on the weather). Neeétds, maize & wheat are
increasingly important for some WB economies (nigt&erbia), given its trade
importance. However, as we see, after having isegroductivity in the first
three years in the observed period, the WB regias hever breached 2004
production, which might suggest that no or litdehnological advance has been
made.

On the other hand, oil seeds and sugar beets grodudisplays a different
growth pattern, as seen on the two following figurBue to presence of large
agricultural companies, that contribute to techgmal growth (on larger
agricultural areas and modern machinery used),sedds and sugar beets
represent a true success story in the WB, muclkeutitie cereals.

Figure 14: Oil seeds production in WB countries

1.400

1.200

1.000

800 -
600 -

in 000 tons

400 -
200 -

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

M Croatia M Serbia

Source: Eurostat

21n two “bad” years, 2003 and 2007, WB's ceredlg contracted by 22.3% yoy and
15.9% yoy respectively (vs. EU27’s -9% yoy and 92.%oy respectively)
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Figure 15: Sugar beets production in WB countries
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Animal husbandry

The animal stock we are presenting in this chagenprise of cattle, dairy cows
(along with milk production), pigs, and sheep amatg. Generally, unlike crop
growing, animal husbandry is the less successfutatural branch in the WB.
As pointed out by Upton (2004), livestocks are ta@issets, produced in the past
and contributing to future product output. Henb&t foroduction tends to be more
risky in an environment of low subsidies or absewntedeveloped banking
products for agriculture, impeding hedging in agitigre.

Figure 16: Cattle stock in WB countries
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The cattle stock has a clear trend of diminishiegpecially marked after 2006.
The regions’ countries are equally and consequentberiencing a loss in dairy
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cows stock. However, the milk production has a res@ trend until 2007, i.e. the
production is clearly growing until 2007, only tiag diminishing afterwards. The
initial milk production growth trend, contrary tbe dairy cows’ stock decrease is
definitely a result of technological improvementsthe first half of the 2000’s.
Afterwards, a drop in milk production is recordedpbably on the sharp decrease
of the cows stock that speeded up in that periode@ease that couldn’t have
been offset by technological improvements. In tlatle production in WB,
Serbia is the largest producer, followed by Albaaria Bosnia and Herzegovina,
whereas Montenegro and Macedonia are at the baifotime scale due to their
limited territory.

Figure 17: Dairy cows stock and milk productionfB countries
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Source: Eurostat

Figure 18: Pig stock in WB countries
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Pig stock displays a different dynamics than thitlecatock, mostly due to an
extensive production in Serbia and to a lesseméxteCroatia. The pig elevation
has a very long tradition in some of the WB cowsrinotably in Serbia, driving
an intense domestic demand for these productskéJittie pig stock, the sheep
and goat stock is clearly decreasing since 200Baih is the regions’ leading
producer, probably given its’ hilly and mountainarsvironment. Serbia is, after
Albania, the most important producer.

Figure 19: Sheep and goats stock in WB countries
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WHERE NEXT? PERSPECTIVES OF WB AGRICULTURE.

In the previous parts, we have juxtaposed the negormomic situation with the
role of agriculture within the economies of the WA we have seen, the two
major challenges of most of WB economies, if ndt are the persistent
unemployment and a traditional CAD. As a result,ViB economies are very
fragile and their growth (if any exists since 20@8yery unsustainable. Hence, a
shift towards net export / FDI driven growth shoblel promoted, so that the WB
economies might absorb the idle workers (reduce mpleyment) and
impede/reverse the CAD (in order to shift the giowd a sustainable path). In
this respect, agriculture may be an engine of dgnpwatbeit only auxiliary. The
trends started in the 2000’s (abruptly ceased 08R0hclude (i) diminution of the
agricultural contribution to GDP, (ii) diminutiorf ¢he agricultural employment
within the total employment, all in presence of) (rowing productivity of the
agricultural sector. However, the trend seems tofrbeen, with agriculture
reaching its limits, because of (i) faltering dotreand external demand and (ii)
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overly weather — reliant, low technology productidhe leap forward is found in
moving up the value chain, meaning that the agducal products portfolio
should diversify, in order to include some moretssticated products. Moreover,
agricultural productivity should not be regardedtses goal itself, as much as the
agriculture sector shouldn’'t be regarded as thenrgeswth engine in a country,
given its generally low GVA. Hence, a viable aghiotal sector should be rather
a raw material source for the related manufactunigistries (food-processing,
beverages, energy, chemicals, etc.).

For these reasons, the productivity being the majuallenge for the WB

agricultural sector, every reform in augmentingntgportance must be pointed to
a productivity hike. Indeed, higher productivityllwnost definitely lead to further

diminution of the agricultural employment, but illvgenerate higher yields, thus
securing the raw material basis and/or exportingpleses that will be more

helpful in fighting either unemployment and/or CALhe rationale for this is that
the productivity rise should generate higher amewhtagricultural products, thus
yielding either cheaper inputs for the manufactiindustry (hence increasing
the manufacturing industry competitiveness, allawijpb creation), and/or

diverting the excess agricultural yields to expdr{shus alleviating the CAD

challenge). An additional macroeconomic effect gfieulture productivity is its

upshot on the pric&s e.g., an average Serbian family spends app. 40%s o

income on food-related expenses. A more produciyeculture might break

away from its heavy dependence on weather, andhigtier yields, it might help

gradually diminish food-related upward price pressu

Hence, agriculture as it is now in the WB is botpaat of the problem and of a
potential solution. Local political elites are peoim suggesting the agriculture as
a main growth engine. However, the WB agricultusétas now is not in position
to be a growth-driver, but merely to shoulder awdlo driven by a more
diversified number of sectors. However, a robusicafjural sector, having a
strong productivity, might, as we pointed out, hekduce the CAD and
significantly reduce the food related price volgtillt may, also, indirectly help
reduce unemployment, through the mechanism of ase@® competitiveness in
the related manufacturing industries (i.e. foodcpesing, energy sector, etc.).
Hence, in order to achieve these goals, the progitydbecomes the corner stone
of any agricultural strategy. The largest impeditrnproductivity now is the

3 An example: Serbia is the world’§ @orn exporter. However, this is a mixed blessing,
because the corn exporting success owes to a waaly domestic demand (deteriorating
cattle stock, inexistent ethanol production).

14 However, with an anemic GDP growth, inflation seembe tamed in the WB, and this
is why we have not put it in the spotlight amonganaconomic challenges
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farm size. We believe in introduction of larger gamies in the fiefd attracted
by food sector liberalization, as a mean of indreashe farm size. Increased
farm size going in sync with a hike in capital fation'® is directly contributing
to a less volatile, more productive agriculturaitee

Although sometimes efficient, we refrain from advgs to intensify the
government subsidy system (at least not in volulmef) rather to make incentives
for diversifying the agricultural production (creeg a more diversified
agricultural products portfolio), and/or allocatecentives for the agricultural
production demand side (such as feed-in tariffstiormass electricity plants,
thus increasing demand for agricultural products rasing its price).

Hence, based on the two abovementioned opiniondelieve that the only way
to increase agriculture productivity in the WB, amdmake it (b)reach EU27
norms is in corporatization of the sector and nain increased government’s role
in redistributing the tax-payers’ financial resascto some arbitrary-selected
domains. In our vision, a productive agriculturetter consists of a layer of mid
to large size companies that employ a relatively $hare of working population,
but have a robust capital formation and R&D, allsync with a high market
sensibility. Hence, we believe that the level ofpowatization will also be the
measure of agricultural success in the WB in thming period.
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