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ABSTRACT

The paper is devoted to the influence of ‘markedamentalism’ on the Russian agrarian policy in2199
- 2006. On the basis of analysis of two stagesohemic and agrarian policy is concluded that "nok"
‘market fundamentalism’ and some pragmatism has allmwed achieving sustainable growth of
agricultural production. Resource potential of éigeiculture is reduced by high rates, however tieen
essential increase of an economic efficiency: #perses for unit of gross agricultural productiorthe
comparable prices are reduced by rather high rétethe future the forms of the state support @& th
agricultural producers should help to provide thefipability, which is necessary for extended
reproduction in zones of commodity manufacture.

1. WHAT WERE THE EXPECTATIONS FROM THE REFORMS ?

In the period before the start of the market refoimthe USSR (1987-1991), most economists had a
fairly clear distinction between the objective a@heé means of the reforms, including between thdse o
agrarian reforms. The objective was to build a &nable growing agrarian sector that increases its
efficiency by introducing innovative technologiddie means was to create a mixed economic system
based on private property, numerous forms of eng&ag properly functioning competitive marketshwit

a regulating role of the state. The key words ditar&zing the objective are sustainable growth and
increasing efficiency. After fifteen years of rafms in the Russian agriculture, it can be statetl ttie
basic institutions of market economy have genetadign established. Since 1999, after seven yeans of
unprecedented decline of production, there has beegrtain increase, both in the economy in general
and in the agrarian sector in particular. Howetlag growth in agriculture has not been sustainabihe
average rate of gross output growth in agricultmr€2002-2005 was 2 per cent and mostly in plant
production, while the real rates of increase initfttdmes of the population exceeded 6-8 per cdrard

is a certain efficiency growth, and we will focus the indicators of this growth in due course. Wk w
also mention here that employment at large entpris decreasing by about 10 per cent each year, t
decrease in cultivated areas being 4-5 per ceatia y

What is then the reason that sustainable growtmbabeen achieved? Why the efficiency has Igrgel
been growing at the expense of reducing resourtanpal, i.e. of dying out of the weakest entergsia!

In our opinion, the main reason is that an appatersystem of governmental regulation has not been
formed, including a system of regulating agricugtuit is the practice based on the ideology of kaar
fundamentalism’ (MF) well established in the Russstate governance that prevented such system from
emerging. What do we mean by ‘market fundamentalisen?!

2.WHAT IS ‘“MARKET FUNDAMENTALISM '?

‘Market fundamentalism’ as a term is widely usedJb$tieglitz in his work on the negative aspects of
globalization, although no specific definition thef is given. However, it is clear from the text of the
cited work that what is meant is a concept thatrestenates the possibility of market relations and
competition as such and underestimates the regglatie of the state, including that of creatingell-
balanced system of institutions that would help ¢kenomy to function for the benefit of sustainable
development and in the interests of all populatibthe society.

With this in mind, we treat ‘market fundamentalisapproximately as the following point of view oreth
necessity of nhumerous institutions of modern madainomy and the role of the state: for a normal
development and functioning of modern market econitns sufficient to ensure the existence of ptéeva

! At first this term appears in the book in connemtivith a criticism of the belief of the Internaia Monetary Fund’s
decision makers in the positive impact of privaima, irrespective of creating conditions for etfee work of future private
enterprises. Quoted by the German edition: Joseigfit§ 2002. Die Schatten der Globalisierung. die Verlag, Berlin.
2002. 304 S¢. 75. (Original issue Globalization and its Dis@nts. 2002. W.W. Norton & Co., New York. 2002). ther on
Stieglitz says that Russia faced a change of oelgwith Marxism replaced by the new religion aefrmarket (P.220). “At
the same time, it is widely agreed that the staae® an important contribution to the formatiorpafductive and humane
society and economy” (P.251)
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property rights and protection thereof, as welcamspetition. The main task for the state is exattly
protect private property rights and competitione Hocial task of the state is also to ‘pick up fddken
and the deceased’ in competitive activities, berovide only a minimum level of social support.

The fact that modern market economy is itself a @em system of institutions coordinating and
supporting producers, with the role of utmost im@nce among these institutions is being that of the
state that develops and implements a concept @la@ment, monitors international and internal sedto
markets and creates an environment for sustaindélelopment, is not taken into account by the
supporters of MF. The MF supporters also pay ldtlention to the idea that the state should premaot
regular functioning of the markets by means of ehsmating market information, implementing a
sensible customs policy, regulating financial systencluding banking system, etdith regard to the
transition process, MF insisted on single-stage&ck’ way of price liberalization, on fastest ptization
possible and ignoring the ‘social costs’ of theorefs. In fact, for the market fundamentalists the
objectives and the means were mixed up, as thectolgefor them was a maximum expansion of the
market sphere, and not at all finding a solutionddain socio-economic issues.

3.“M ARKET FUNDAMENTALISM " AND THE CRISIS OF 1998

Market fundamentalism was to a large extent resptngor the decline of production output in Russia
between 1992 and 1998, when the GDP decreased pgr4fent, industrial production — by 52 per cent,
and gross agricultural production — by 42 per tehtying to harness the inflation caused by a singl
stage price liberalization, the government procdeftem the principle of minimizing the state
influence and minimizing the circulation of cash resourcBserefore it opted for a sharp decrease in
state expenditures that had been supporting thteatized economy by state orders. The economyestart
to decrease rapidly. Later on the government wquttice massive non-payment of its debts to the
enterprises for already accomplished (!) state rerdéinancing of science and the social sphere was
sharply reduced. Apart from cutting expenditurbsyé was a permanent practice of long-standingjgor
to 6-8 months, arrears in the state paying itsgjebtluding wages in the social sphere and paysrent
production orders. This excessive compression sh gasources in circulation could by itself cause a
sharp and unmanageable decline of production, Hsas/a decrease in the incomes of the majoritjhef
population. However, this was accompanied by hpstsatization processes, which, with hyperinflation
in mind, led to further disorganization of econornmds.

According to the logic of ‘market fundamentalisriihancing of the social sphere on the part of tia¢es
was not aimed to compensate the losses in wagie @mployees of this sector or to finance its ityal
development, which resulted in its impoverishment a massive decrease in the quantity and qudlity o
social services, as well as to a collapse of tmeesponding sectors.

Privatization was accompanied by a jump in the ginosf differentiation in wages. Wages of enterprise
directors and top managers exceeded the averagesveadghe enterprise by hundreds and thousands of
times, while the withdrawal of the state from amyitrol in the sphere of income distribution restilie

an almost triple decrease in the purchasing capatihe population compared to the pre-reformquéri

It is obvious that with such a decline in custodemand and the state demand the economy could not
avoid the ‘vicious circle’: decline in the economylecrease in the incomes of the population anestax
decrease in demand — decline in the economy and.so

? Stieglitz says it is impossible to introduce calim in both fast and successful way at the same, twithout building a

fundamental institutional infrastructure. Giving erample, he says that before creating stock exmsarit is necessary to
establish a corresponding framework of general @ein conditions, including a system of genuine, wotild-be, banks that
would need, in their turn, a separate legal frant&wanother his example of this is the Russian@gdtiral producers that, in
the market conditions, should have an opportunitgurchase resources and sell their products witthfficulties (and losses
—D.E.), as well as a system of social institutialuseph Stieglitz, 2002, P.167.

% Russian Yearbook of Statistics - 2001. M., 2001.
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This vicious circle was aggravated by a decreagaraduction efficiency resulting from a fall in the
scale of production and its disorganization. By&®9er 90 per cent of agricultural enterprises ewer
53 per cent of industrial enterprises were unpaibfe.

Another negative aspect of ‘market fundamentalisauld be seen in the sphere of currency policyhWit
the objective of fighting the inflation, the goverant was maintaining the exchange rate of the eotdl
US dollar at the level of 5-6 roubles per dollar fwo and a half years. From the end of 1994 arid un
mid-1998 the dollar exchange rate grew by 1.75dimaéhough the consumer price index and the agerag
prices of Russian producers increased by 4 timethiMthis period, starting with 1995, the exchange
rate of the dollar was at the level of 5-6 rublesatUS dollar. However, this did not stop the itidla,
while the competitiveness of Russian goods, congperéhe cheeping imports, faced a sharp decline by
1998, which furthered a deepening in unprofitapiind a decline of production. Tax proceeds shrank,
and the capacity of the government to repay foregmency loans decreased. At the same time, the
government attracted more loans, having issued btatds with the appalling interest rates of ufQ6

per cent. They were repaid by new loans with evghdr interest rates. Finally, this ‘financial pyral’
collapsed, and the dollar exchange rate grew up Boto 21 rubles per US dollar within the periocai
August till December 1998, i.e. by more than theees.

4. NON-PAYMENT , BARTER, MUTUAL OFFSETS OF DEBTS AND ‘RED DIRECTORSHIP’

In the situation of enormous deficit of cash researcreated by the above-mentioned circumstances,
enterprises became unable to provide for timelymgts for the goods delivered. Mutual delays in
payment reached six months and even more. Sucérasbould have led to an increase in the number of
bankruptcies, but this was not happening. Domestit foreign advocates of ‘market fundamentalism’
believed this is going on due to the bad will @drdirectors’ that intend to make the country gdadue

to their non-payments, thus ‘discrediting the pesgive reforms and the reformers’. They were
demanding a stricter legislation on bankruptciesl @m expansion of state-initiated insolvencies.
However, in this situation the state itself shooéddeclared bankrupt as the main non-payer ofeitésgl
which was exactly what happened in the end (th&ro@tcy of the Russian government in August 1998).
The behavior of the enterprises seldom going tacthet of arbitration against the companies in aeiot

be considered fairly rational. Indeed, in casergererise in debt goes bankrupt, there was a lstfiged
order of paying debts. Debts to the suppliers weteconsidered a priority. The chances of receianyg
compensation from the bankrupt were slim. But tebtar was ready to pay with the products it was
producing or, for instance, with raw resources labée. In full compliance with the exchange natune,
the lack of a unified means of payment, any goodslable may become such means of payment. The
negative sides of barter are fairly obvious. Thehexge proportions in case of barter include tretima
costs related to the necessity of further serieexahange to obtain the needed goods or cash.dn th
situation the risks are increasing. This results isignificant distortion of market signals anduess
production efficiency. However, on the part of #@erprises, this was a fairly rational responsthéo
irrational functioning of the institutional system.

Regional authorities and heads of regions weradryo relieve the social situation in order to pdev
enterprises with an opportunity to sell their prauand the workers — to receive their wages. Toere

in many regions systems of mutual offsets werebésteed that made it possible to partially settle
interpayments. Sometimes these systems were baBedrooffsets in goods. Sometimes it was suffitien
to allocate a small amount of money and to wiraibugh the long chain of non-payments in order to
repay all these payments in chain.

‘Market fundamentalism’ advocates treated this abébarter and mutual set-offs as ‘an attempt to
reestablish natural distribution and a Soviet-tposver over the producers in the region’. Yet, imm ou
view, this was a fairly rational and socially respible reaction of regional authorities to the deekl
created by the inadequate economic policy at tteré& level. It was not by pure accident that affiter
crisis of 1998 and a change of the monetary patidavor of a more pragmatic one, barter and mass n
payments disappeared within two years.



5. MARKET FUNDAMENTALISM AND AGRICULTURAL PRODUCTION BE FORE 1998

In terms of the agrarian sector, ‘market fundamlemta resulted in: 1) a decrease in the level oiftta
protection down to one of the lowest in the wontdgombination with an overstated ruble exchange; ra
2) a refusal, in the situation of high disparity mices for industrial and agricultural producfipto
establish any legally institutionalized and stablestem of state support of agriculture with clear
objectives; a decrease in support per hectare dowrradically lower level than in developed coiasr

The economically unjustified support of the doksacchange rate at the level of 5-6 rubles per Usadol
between 1995 and mid-1998 reduced the prices fpoitad products in the domestic market. This was
furthered by a decrease in the level of tariff potibn. This had the most adverse effect on cattle
breeding. By 1998 the imports of meat amounted3t@e& cent of its consumption. The imports of milk
powder and dairy products lowered the productiomdk, as well as profitability thereof. Meat cattl
breeding, raising and fattening of cattle and pguh particular, became unprofitable. In 1996-1988
profitability of milk production was between -35iflus 35) per cent and — 42 (minus 42) per centlewhi
the profitability of meat production amounted betwe- 40 (minus 40) per cent for pork production and
60 (minus 60) per cent for cattle. As most farmgenmvolved in both crop production and cattle
breeding, agriculture in general became unprofitabl

This unprofitability was for the government thegea to withdraw from any support of agricultureeTh
governmental authorities started calling agricatua black hole’. The generally known sectoral
specificity of agriculture, familiar to any quaéfi economist, that make such support necessaryneére
taken into account by market fundamentalists. H@nethere was still certain ‘pragmatic’ support,
although constantly decreasing, of agriculturaldpicers due to corresponding demands from the State
Duma [Parliament] dominated by left-wing parties.

The share of expenditures for the state suppoaigatulture in the consolidated budget decreasauh fr

15 per cent in 1991 to 2.7 per cent in 1998. I pgariod 13 per cent of the population were empmlage
agriculture, while the share of agriculture in GPP1997-98 amounted to 6 per cent. By 1996-98 the
share of subsidies in the revenue of agriculturakmprises amounted to 10.5-11 per cent, decreasing
down to 7.2 per cent in the total costs. Interggyinevaluating the level of state support of thiegs for
agricultural production by the price subsidy eqiewa indicator, as of 1995 Russia was at the lefel
developed countries. The reason for that was tieatruble exchange rate in this period was seriously
overstated.

Table 1: Level of price subsidies of agricultural poducers, in per cent

Countries 1993 1994 1995 1996 1997
Russia -26 -9 21 32 26
Canada 31 25 22 22 20
EC® 49 48 49 43 42
Check Republic 27 21 15 14 11
Hungary 24 31 21 15 16
Poland 15 20 19 23 22
USA 23 19 13 15 16
Estonia -30 -6 3 7 9
Latvia -38 9 8 7 8
Lithuania -33 -8 6 14 18

4 Compared to the pre-reform year of 1991, by 199&p for industrial production consumed by agtietal producers grew
by 5 times more than those for agricultural proaturct

®> Source: Reviews of Agricultural Policies. Russkatleration. OECD. 1998., PP. 189, 264, 272.
®EC - 12 till 1994 EC — 15 since 1995.
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In this situation net investment in agriculturabg@uction almost stopped, with the withdrawal of mai
assets exceeding their inflow by four times. By ¢ine of 1998, the total debts of agricultural gmtises
exceeded annual revenues by 52 per cent, withabiident of own circulating assets supply deceels
from 36 per cent in 1995 down to — 20 (minus 20@)gaat in 1998.

At the same time, despite the situation of marketgetition, the efficiency of agricultural produarti did

not increase over the period of ‘market fundamesitdldomination in Russia. We evaluated the costs
per unit of gross output in the comparable price4395 and. It turned out that the costs per unit of
output in 1995 exceeded the costs of 1990 by 4&.Zent (in the prices of 1990), while the costsyrat

of gross output in 1998 exceeded the costs of 1898 per cerit We can see here that after a sharp
decline in efficiency, in 1996-98 enterprises somat:adapted to the new situation. However, theaiver
increase in cost per unit in comparable prices antalto 47 per cent in 1998. Thus as a resultefitht
stage of reforms, lasting seven years and over9881the expectations of those who treated market
relations as an aim, not as a means, were nofigasgither in terms of growth of agricultural pradion,

or in terms of increase in efficiency.

6. MODERATE MARKET FUNDAMENTALISM AND AGRICULTURE AFTER 2000

It is common knowledge that on 18 August 1998 tlewegsnment of Russia declared itself insolvent, i.e.
incapable of repaying its debts, at the same tigleasing’ the dollar, which led to a radical chamgthe
macroeconomic situation in the country, as weltcashanging the Government. The living standards of
the population again decreased by approximately twws. However, the Primakov Government,
pragmatic and strange to ‘market fundamentalisna’s wtrikingly fast in tackling most difficult isssief

the socio-economic crisis and providing the econevitia circulating assets, repaying wage arrears and
eliminating a significant share of the accumulated-payments between enterprises. It was apparently
for this reason that this Government was dismidsgedPresident Yeltsin, who himself soon resigned
having nominated Vladimir Putin as the successor.

The macroeconomic situation was characterized byenease in the dollar exchange rate, followed by
the cost of all imported products, by 3-4 timesroagfew weeks from August 1998, which made all
imports, including imported foodstuffs, inaccessibd the majority of the population for a long periof
time. This immediately ‘made room’ for the Russmonducers both in the economy in general, anden th
agrarian sector in particular. The prices for dameproducts, including foodstuffs and agricultural
products, significantly increased, while the saarwvere growing at a much slower pace. In 1998 the
growth of agricultural and foodstuff prices was evaster than that of the prices for industrialduats.
This means that the revenue of agricultural andgssing enterprises radically increased, with ahmuc
slower growth of costs. Over 50 per cent of agtimal and processing enterprises became profitalde

a few months. This made them attractive for investinThe capital of various sectors, including that
gained by importing foodstuffs, accumulated inieagears was being actively invested in the prsiogs
industry and later, with the objective of ensursupplies of raw resources, in agriculture.

This created good macroeconomic conditions for ¢gmowhich even further improved after a 50 per cent
increase in the oil prices in the world market @@ with their subsequent growth.

However, the increase in the oil prices led to ege money supply, which the new government, @frai
of a growth of inflation rate, did not find appragie to use within the country. Market fundamestali
demonstrated itself at the macrolevel by an attetopsterilize’, i.e. to withdraw from using in the
economy, the enormous resources gained from oilgaisd Nevertheless, starting with 2003, US dollar

" This indicator can be treated as ‘total factorjoitivity index’.

8 D. Epstein, 2001. Financial crisis of agricultueaterprises in Russia// International Agricudiufournal, Issue 3, 2001. PP.
20-21. On Russiandfuureiin J.5., 2001.0uHaHCOBbIM KPU3UC CEILCKOX03MMCTBEHHBIX NpeanpusTuii Poccun.// Mexmy-
HApOIHBIN CEIbCKOX03IUCTBEHHBIH sk ypHa. Ne 3. 2001.C. 20-21).
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began falling in price due to excessive dollar sypprelation to import demands. Together withldnl
less expensive became the imported goods. It regdia¢ situation of 1995-98.

Market fundamentalism also maintained in the sphefethe agrarian sector, too. Among its
manifestations were: 1) earlier practices of redgdtate support for agriculture compared to buatget
expenditures — they fell from 2.5 per cent in 19881 per cent in 2006; 2) withdrawal from legally
establishing any system of state regulation ofcadfure with clear objectives and tools.

However, due to an increasing interest of the Runssbciety and the President in developing domestic
production, market fundamentalists became morefuda@nd moderate in denying the needs of
agriculture presented actively by the Ministry Agriculture.

Starting with June 2002, the Ministry for Agricukuinitiated the implementation of a financial reery
program for agricultural enterprises, which wasaniting off penalty fees, and fines of the entesps.
They had to take the obligations of timely repaytmehtheir current debts and to carry out these
obligations. Agricultural enterprises were allowedshift to the so called ‘unified agricultural taxhich,

in fact, resulted in a certain decrease of tax éurand a simplification of the taxation system. $tade
introduced subsidies to cover the interest for tstewm loans for agricultural producers at the lefaéwo
thirds of the Central Bank rate. This made the $aased more widely.

Starting with 2000, the agrarian policy on the wvehahight be called the policy of forced minimum
support in the situation of anticipatory growth fobdstuff imports. The support was at the minimum
level since it allowed keeping an average profilgbslightly above zero, but the only noticeably
expanding form of this support was subsidizingittierest for the loans. Quotas for poultry impaitsl
higher taxation for raw sugar imports were alsadu@»th measures of import restriction had a pesiti
impact on the dynamics of output of these produtiss support wagorced because otherwise we
would have witnessed an absolute decrease in theuligral output, which would adversely affect the
image of the authorities.

However the key issue — ensuring the profitabibfyagriculture at a level sufficient for production
development and stable growth — was not tackled.aMerage ratio of the profits (including subsiyies

the revenue over the period between 2000 and 26@uated to 4.7 per cent, while the ratio of the
profits to the self-cost of the products sold antedrto 5.1 per cent, which was too low to provided
sustainable growth. As a result, the agricultuxgpat growth rate decreased from 6.4 per cent B919
2001 to 2.1 per cent in 2002-2005, with the cditkeding output decreasing by 3 per cent over 2003
2004 and increasing by a marginal 0.3 per cenfbb2accompanied by a very high livestock decreasing
rate. Such growth can hardly be called sustainable.

7. DECREASE IN RESOURCE POTENTIAL AND GROWTH OF PRODUCT IVE EFFICIENCY

Together with the unsustainable growth rates, arewitness a sustainable high rate of decreasiag th
resource potential of agricultural enterprisese number of employees decreased almost twofola fr
1998 to 2004 and continues shrinking at the ratevef 10 per cent a year; the agricultural landiced

by 13 per cent, i.e. by 30 million hectares; calted areas of agricultural enterprises decreas&8per
cent, i.e. by 22.3 million hectares, over theseysiars. The circulating assets of the enterpriselsided

in the statistics of the Ministry for Agriculturen comparable prices, decreased, according to our
estimates, by 37.9 per cent. Despite a certainsinvent growth, the fixed assets of agricultural
enterprises, in the prices of 1998, reduced by Z#d cent by 2004. Since 2001 the number of
agricultural enterprises has also been decreasng fast (by up to 10 per cent a year), while their
resources are not being transferred to other amdesy as such an overall reduction of resourcaddvo
not take place otherwise.

Let us turn to the situation with the productivéaééncy, i.e. with the dynamics of costs per wfigross
output, in comparable prices. It can be expected, thnder a very tough pressure of the disparity of
prices, the surviving agricultural enterprises walée to adapt to this situation after 1998 andeagha
decrease in the costs per unit of output. Out esésisupport this hypothesis (see Table 2).



Table 2: Dynamics of self-cost of a unit of grosggaicultural output in comparable
prices of the earlier period in 1990-2004 in Russjger cent

1995in  1998in  1999in 2004 in %

% of % of % of of 1999
1990 1995 1998
Self-cost of a unit of gross agricultural42.7 103 91 72.1

output in comparable prices, in %
Source: Own estimates

Obviously, in 1999 agricultural enterprises werdealo overcome the tendency of increasing use of
resources per unit and then started to increashuptive efficiency at a fairly high pace (over 5 pent a
year). This efficiency growth is partially causeat only by a growth of efficiency in active entagas,

but also by withdrawal of the least effective eptees and their resources. We carried out an
approximate estimation of efficiency growth andperticular due to withdrawal of weak enterprises on
the basis of data from the Leningrad Region (Ohlast

8. DYNAMICS OF GROWTH OF PRODUCTIVE EFFICIENCY IN THE LENINGRAD OBLAST

The Leningrad Oblast is among the most successftiie country in terms of the pace of productivity
growth in cattle breeding at agricultural enterpsis The agrarian policy in the Leningrad Region can
certainly be also characterized as a policy of ddreninimum support, as the government of the
Leningrad Oblast does not go beyond minor subsidigso an average of 6 per cent of the revenunof
enterprise. Most subsidies go to relatively stramderprises. Weaker enterprises also receive some
support. For instance, there is a program of supmprenterprises in disadvantageous areas. The
Leningrad Region participated in the financial nemy program. The Region does not apply any
measures that would limit market development.

The agriculture of the region is significantly iéinced by the constantly growing demand of the
population of St.Petersburg for foodstuffs (dugitowing incomes), as well as a competition in tdeok
market of the city’s industrial enterprises withatavely high wages. Influence and competition be t
part of the neighboring regions (Vologda and NowegoRegions, Central Russia) that also produce milk,
poultry, vegetables, as well as competition onpitue of imported dairy, meat and vegetable prodcats
also be found.

The said stable situation, with weak support frbin gtate and high level of competition on the pathe
imports, influenced the resource potential andcedficy of enterprises in the following way. Accargli

to the general report of the Committee for Agroistdal Complex for the saigeriod of three years, the
number of workers employed by agricultural entesgsi decreased by 30.5 per cent. The area of
agricultural land reduced by 20.9 per cent, the arecultivated land — by 23 per cent, irrigatedaar
decreased by 30 per cent, while drained areas eddug 15.4 per cent. The number of tractors felB0y
per cent, with the quantity of trucks decreasedlBy per cent. A fairly fast decrease in the reseur
potential of agricultural enterprises is also o8

A comparison of resources used and the output usiaggeneral reports of 2001 and 2004 in the
comparable prices of 2001 gives the following ressuhther interesting in our opinion: total expémes
(total self-cost in comparable prices) decrease® Ipgr cent over three years; total output measured
the average regional prices of 2001 increased by @ér cent, while the output per unit of resources

° By the end of 2005, the milk yield in the regianaunted to 6240 kilos per cow, with the countryrage figure being 3280
kilos.

%1n Leningrad Oblast in 2004 the corporate farnpsoduced over 64 per cent of gross agriculturgbaiutomparing with the
country’ average of 42 per cent.
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increased by 38.6 per céht The growth of sales was generally achieved dugothouse vegetables,
cattle meat and poultry. Table 3 below contains dhta on the extent of decrease in the number of
enterprises producing certain products and of aswen production concentration.

Table 3: Growth of production concentration in theLeningrad Region in 2001-2004

Products Quantity of producers, Quantity of largest producers on
enterprises aggregate giving 50 per cent or
more
2001 2004 2001 2004
Grain 106 83 14 8
Potatoes 155 116 21 16
Vegetables 66 46 5 5
Milk 166 126 35 34
Dairy products 36 23 6 4

To evaluate the growth of efficiency of the surktyienterprises we organized a panel data analiygie o
aggregate of 126 enterprises functioning in 2001 2004. Using the least-squares method, we pletted
Cobb-Douglas production function for the output @actors on the aggregate of 2001-2004 with the
data reduced to the prices of 2001 and with the fimctor (neutral technological progress). By asf,

the production function is a usual Cobb-Douglascfiom with y for output, t for the independent time
factor and X for the vector of inputs:

y (X, t) = C&" XP with o andP being the required function parameters. The egnatemonstrated a
serious increase in technical efficiency in 200mpared to 2001, at the rate of over 6 per centahnu
(see below).

Table 4. Coefficients and statistical evaluation gbroduction function for the
Leningrad Region in 2001-2004

Regression Standard T

Variables coefficient error - criterion Significance
Constant 0,2699 0,257 1,051 0,2944
Ln (labor, average number of the
workers, persons) 0,106 0,053 2,002 0,046
Ln (material cost minus cost of
fodder, thou. Ruble) 0,442 0,056 7,920 0,000
Ln (cost of machines, equipment,
transport means, thou. Ruble) 0,002 0,023 0,073 420,9
Ln (agricultural area, ha) 0,080 0,017 4,563 0,000
Ln (concentrates, thou. fodder units) 0,274 0,028 9,711 0,000
Ln (other fodder, thou. fodder units) 0,171 0,046 733 0,000
T (time, year) 0,063 0,012 5,349 0,000
n 252
df (degrees of freedom) 7
R’ 0,969
F - criterion 895,1
Durbin-Watson-criterion 1,964

1 Production output was estimated as a sum of atlysts sold in the comparable prices of 2001, #meesfor all enterprises.
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Standard error 0,196

With the average annual rate of neutral efficiegegwth of 6.3 per cent a year, its growth over ¢hre
years amounts to 20.1 per cent. This means that lealé of the 38.6 per cent growth of productive
efficiency was achieved as a result of growth &iteincy of active enterprises, with the almostasthalf
being the result of withdrawal of less effectiveéezprises.

Obviously, the efficiency growth in the Leningrag@d®on was noticeably ahead the average efficiency
growth in Russia. We can also see a significanheety of scale: with the increase in production wodu

by 1 per cent, the output is growing by 1.075 metté, even without considering technological progress.
Thus the outcome of ‘moderate market fundamentalisrthe region of such a big city of St.Petersburg
was also ambivalent, as in Russia in general. @notie hand, there was a significant increase in the
efficiency of using resources. On the other han, i weak support there was a serious decredbe in
number of agricultural enterprises, as well ah@elabor and land resources used by them.

9. WHAT’S NEXT? ABOUT A VISION OF AGRARIAN POLICY WITHOUT MARKET
FUNDAMENTALISM

In order to correspond to the objectives of thentquin the situation of globalization and to aclde
efficiency growth in combination with an increase both production and consumption, market
fundamentalism in agrarian policy should be abaedorn our opinion: 1) the total expenditures for
support shall be determined on the basis of theectibp of providing conditions for extended
reproduction of foodstuffs and increasing the catitipeness of the products, including that in therh
market® 2) forms of support shall ensure the profitapilitecessary for extended reproduction in the
sphere of commodity production, as well as narrgviire gap between wages in agriculture and wages in
industry, at the same time distorting the marketgs of the production to the lowest degree possik)

the level of protection of the domestic market fréime imports shall be determined by the internal
objectives of agrarian policy.
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