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Bozena Baborska

THE FATE OF STATE OWNED FARMS
IN POLAND

Polish agriculture’s specific feature, as compared to other domains of national economy,
was a relatively low proportion of state ownership in the entire period of real socialism.
State sector in agriculture was comprised mainly of enterprises called usually PGRs
(abbreviation of the official Polish name — Paiistwowe Gospodarstwa Rolne). In 1992 an
action was undertaken to privatize agriculture as fast as possible. A spectacular result of this
action was the liquidation of PGRs as separate economic entities which was completed in
the spring of 1994. The way of transformation of state agriculture is distinct in some specific
solutions from privatization of non-agricultural enterprises. In order to realize this program
special government Agency of Agricultural Property of the Treasury was created (known as
AWR after its Polish name).

In this paper I strive to describe the conditions and method of realization of ownership
structure transformation in state agriculture in the years 1991-1994. I also pointed out some
ditficulties encountered by AWR in its effort of fast privatization as well as the effects of its
activity to the end of 1994.

1. INTRODUCTION

In the entire period of real socialism, the overwhelming share of land was
privately owned. About 3/4 of the land in agricultural usage mostly belonged
to small family farms (average area not exceeding 6 ha.). The state nonethe-
less was, and still is, a big landowner; almost half of the overall land surface
of the country is state owned. However in agriculture itself the share of the
state is not and never was, throughout the post-war period, too big. (Wherever
other source of data is not stated, the source is one of publications of Central
Statistical Office (GUS) mentioned in references.) In 1990, PGRs managed
18 per cent of the total land in agricultural usage. Besides PGRs the state
ownership in agriculture comprised of numerous farms, rather small compa-
red to PGRs, belonging to different state organizations and to the State Land
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Fund (PFZ). Therefore the state agricultural sector in the beginning period of
transformation is commonly equalled to the PGRs.

A distinctive feature of state agriculture was its spatial structure; it was
characterized by the concentration of PGRs in just a few regions in northern
and western Poland, i.e. on former German territories adjoined to Poland after
the World War II. PGRs had significant importance in the economy of three
northern voivodeships: Szczecin, Slupsk and Koszalin. They managed more
than 50 per cent of the land in agriculture usage and in the 1980’s employed
about 17 per cent of the total labour force in these regions. There, as well as
in many other smaller regions (e.g. Bieszczady or Sudety region), PGR had a
significant or even dominating share of employment (Gorzelak 1990, p. 18
and 21). In central and eastern Poland on the contrary, the share of state
agriculture was very small. A large percentage of land was dispersed among
small and very small private farms as well as large proportion of part time
farmers were the main characteristics of these territories.

2. ADAPTATION PROBLEMS OF PGRs
IN THE BEGINNING OF SYSTEM TRANSFORMATION

By the end of the 1980°s there were about 1500 organizational units with
PGR status. Almost 60 per cent of them had an area bigger that 1000 hecta-
res, and there were also giant enterprises such as e.g. Agricultural and Indu-
strial Combine Igloopol. possessing more than 60 thousand hectares! As many
as 38 per cent of PGRs were made up of many farms. The status of semi-
independent division of enterprise was mostly given to farms separated in the
spatial and organizational sense. Many enterprises were comprised of several
farms frequently located in different villages. Apart from agricultural farms,
processing plants (distilleries, cattle food plants, starch factories etc.) also
belonged to PGRs; in total there were almost 1900 (Kolodko 1992).

At that time PGRs employed about half a million people. They also
owned many social services (often the entire infrastructure of a village as well
as housing settlements). Employees and pensioners of PGRs and their families
were guaranteed free housing (with free heating, lighting etc.). The cost load
of this social infrastructure in agriculture was incomparably bigger than in
other sectors of the national economy. It is estimated that they amounted to
about 1/3 of current costs in PGRs (Naszkowska 1993b).

Since January 1990 PGRs, like all agriculture, were deprived of virtually
all state subsidies. In that year their costs of both main and social activities
rose significantly. For many reasons the possibility to rationalize the economic
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of PGRs was very limited. Significant causes were in the enterprises them-
selves as well as outside them.

In 1990 the coincidence of specific factors caused the activity of PGRs to
be especially dependent on short term credits. In the fall of 1989 they sold that
year’s harvest to the state and their income was dramatically and suddenly
reduced by the ,,shock therapy”. In 1990 prices of all production means rose
sharply as a result of correctional inflation. However the prices of products
and services outside agriculture rose much more than those of agricultural
products. A common problem of that year and the subsequent one were the
difficulties with sales of almost all products. Because of these reasons and the
above-mentioned tremendous costs of social activities as well as specific
problems related to the inappropriate structure of production means supply in
1990 almost all PGRs were indebted in banks, their suppliers and in the state
budget. The problem of PGR indebtedness was in 1991 so aggravated that
almost half of them lost their credit capability in that year (Michalczyk 1991
Naszkowska 1993b).

It can be seen then, that in the second year of system transformation the
process of extensification in PGRs began and quickly increased: more and
more land was left idle, less fertilizers and other agricultural treatment were
used. Limitation of cattle raising in PGRs was widespread, in order to survive,
livestock and other capital goods were sold. In spite of increasing financial
problems, PGRs postponed layoffs for a relatively long time. The decisive
factor here was resistance of employees frequently expressed in dramatic
forms. As a result, reductions were undertaken too late from the enterprises
interest’s point of view.

In the first two years of transformation, privatization processes occurred
in agriculture on a small scale. Like all other state enterprises. PGRs could be
then privatized only by the so-called liquidation way:; either according to
Article 19 of the act dated September 25, 1981 on state enterprise, when li-
quidation is recommended because of bad economic condition of the enter-
prise, or due to regulation in Article 37 of the act dated July 13, 1990 on pri-
vatization of state enterprises, when liquidation is a precondition to privati-
zation.

Practically only five PGRs were liquidated according to Article 37. Ca-
pital goods of these farms were sold and immobile assets were given to private
companies, chiefly founded by employees, mostly on leasing basis. With res-
pect to 95 PGRs, a liquidation process was enacted due to their very bad eco-
nomic condition, i.e. according to the act of 1981. No attempts at capital way
of restructuring of PGRs were made (Szot 1992a).

When the possibility of a mass bankruptcy of PGRs became real, the state
introduced institutional and organizational reform for restructuring state-
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owned agriculture. The necessity of PGRs’ separate treatment became
apparent afier problems were encountered during attempts to sell enterprises
by auction, undertaken in the beginning of the nineties, on the initiative of
their main debtors. Buying offers were made for part of assets of liquidated
enterprises only. This in turn would lead to large scale dilapidation and waste
of a significant part of state property, without substantial profits for debtors.

Besides the apparent waste of assets, it bore the danger of anarchy on
local labour markets in the regions with large concentration of PGRs. The
problem of the tremendous social infrastructure of PGRs couldn’t be solved in
this way either. Finally mass bankruptcies of PGRs could lead o chain
bankruptcies in the economic environment of agriculture.

3. THE PROCESS OF PGR LIQUIDATION
AND PARTIAL PRIVATIZATION OF THEIR ASSETS

The creation of separate institutional and legal solutions for agriculture in
the domain of property transformations was then fully grounded. They were
introduced in the act dated October 19. 1991. on management of agricultural
real estate by State Treasury. It came into force on January 1. 1992; since
then the restructuring tasks with respect to agriculture were performed by the
above-mentioned special government agency — AWR. Its tasks are analogous
to the German Treuhand with restriction, that its scope of action is much
narrower. Accordingly to this act, all PGRs ought to have been liquidated by
the end of 1993 and the assets of liquidated enterprises were to be taken over
by the Agency. Actually this process took half a year longer.

The task of the Agency is to guarantee proper use of these objects.
According to the plans, possibly widespread and fast privatization was
intended. Because the principles of controlling capital assets of PGRs by the
Agency during liquidation process were not strictly determined and the pro-
cess was time consuming in most cases, the possibility of devastating privati-
zation before liquidation still existed.

Until mid-1992, the activity of the Agency was concentrated on the orga-
nization of its territorial branches and updating statistical information regard-
ing state agriculture. It was then determined that the Agency should take over
the assets afler liquidation of 1495 enterprises, among them 3130 thousand
hectares of land. The book value of durable assets slightly exceeded zl 87
trillion and the value of capital goods, in the amount of 11419 billion, was
already then significantly lower than the indebtedness of PGRs.
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Already in the first months of AWR’s activity, it turned out that hopes for
the increase of the privatization rate and solution of problems for indebted
PGRs were quite nad’'ve. In practice, it turned out that the problems with pri-
vatization of state-owned agricultural sector were only a beginning, that the
operation would be costly and long, and whether it would generate any profit,
remained uncertain (Szot 1992b).

In the first half year of its existence AWR took over only 78 officially
liquidated, but still existing as farms, enterprises. The book value of these
farms was zl 3.3 trillion and their debts exceeded zl 1.7 trillion!

The first attempts to sell these capital goods taken by the State Treasury,
have shown how big the discrepancy between their book and market values
was. On average the book value was at least twice as big as the market one.
The first auctions have shown that interest in buying land and other elements
of durable goods by this way is small and it is difficult to find buyers for all
objects offered within one offer (Szot 1992b; Korona 1993).

In this situation the Agency inherited the threat of bankruptcy, previously
troubling the majority of PGRs. According to law, it is to perform its statu-
tory duties on the base of income from privatization and profits from farms it
runs. As a result, a big part of the activity of both regional and central
branches of the AWR in the years 1992-1993 was directed to negotiations
with the main creditors of overtaken former PGRs, as well as the PGRs pre-
pared for liquidation. The Agency strove for general restructuring of PGRs’
indebtedness. These efforts were not supported by appropriate legislative
regulations. At the end of 1993 AWR undertook firm action to decrease its
indebtedness, among other things by sclling debts through specialized agen-
cies, €.g. on December 15 AWR offered for sale debts of nominal value zI 73
trillion. The buyers were mostly persons who bought or were renting land of
liquidated PGRs (Ziemia... 1993).

Other problems are related to maintaining production in the former PGRs
taken over by the Agency. These farms comprised on one hand farms under
temporary management, scheduled for privatization and, on the other hand,
farms for which privatization was not planned in the near future. In the years
1992-1993 only some of them were profitable, even smaller was the number
of farms with indebtedness lower than book value of equity. In order to
maintain economic activity in large area farms it is necessary to use short
term credits (it is a universal feature of such farms in market economy).
Banks have given and still give loans on the Agency’s guarantee, even in cases
of the deteriorating economic situation of these farms. Because of this the
Agency’s indebtedness is still growing. At the end of 1993 debts of Treasury
farms were lower than the value of their capital goods only in 5 territorial
branches (Szot 1992b; Kulawik et al. 1994).
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1t is worth mentioning here that the problem of a tremendous debt of state-
owned farms also occurred in the former GDR. In Germany this problem was
solved by grouping the debts of former state farms in one bank and post-
poning their payment until new owners begin to generate profit so making
them able to start payment. Compensation for the creditor-bank because of
freczing of the debt is paid by the state. It is also worth mentioning that the
difficulties encountered during privatization of former state owned farms in
Germany are analogous to those encountered in Poland, despite much bigger
state support in Germany (Dzierzyfiska 1993; Olko-Bagienska 1992).

In the period mid-1992 to mid-1993, AWR took over almost 1000
liquidated PGRs, and then also the large scale privatization process began.
Till May 1993, 2205 auctions were organized, offering several thousand
farms with a total area of 850 thousand hectares for sale or rent. These offers
covered groups of farms comprising whole large scale farms and also the land
separated from liquidated PGRs.

As the result of 1895 auctions held, buyers were found for 32 thousand
hectares and rented almost 414 thousand hectares. Only half (exactly 52,7%)
of the land offered at the auctions found new owners. The agreements
finalizing privatization process were made till the end of May only for 18.8
thousand hectares of former PGRs land (Korona 1993; Olko-Bagienska
1992). Assuming that later also all others ,,determined as buyers” have signed
such agreements, it is apparent that full privatization was done for less than
half of one per cent of the land offered by the Agency at auctions! The press
informed many times on low interest in purchase of land or whole agricultural
complexes offered by AWR at auctions; exceptional in Poland was Poznan
voivodeship, where already in the spring of 1993 almost 60 per cent of the
area proposed for sale were sold. As examples the articles of K. Naszkowska
(1992 and 1993a) can be quoted.

In many cases limited liability companies were organized by the employees
of liquidated PGRs. This was the most frequent form of privatization of large
complexes. Since such companies had priority to buy, the typical form was
renting land and buildings, and leasing other elements of durable goods.

Besides selling and renting, the Agency gave almost 34 thousand hectares
of land free of charge to be used by former PGR employees. This form of
temporary use was called lending of land. The users of lent areas are obliged
only to pay the land tax. More than 100 thousand hectares of land formally
ltake over by AWR, has found temporary users in the form of so called
informal use; it pertains as a rule to small lots located among private grounds.
This form of temporary , privatization” covered in the post-war period about
10 per cent of the land formally belonging to the PFZ. This Fund was li-
quidated with the creation of AWR, which took over its whole assets com-
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prising 436 thousands ha. as compared to 4232 thousands ha. taken over from
former PGRs (Prywatyzacja przedsiebiorstw... 1995, p.48).

4. RESTRUCTURING OF STATE SECTOR
OF AGRICULTURE AFTER LIQUIDATION OF PGRs

In parallel with liquidation processes and taking lands of former PGRs by
the Agency in enterprises incorporated in these processes, organizational chan-
ges took place, most frequently in the form of complexes divided into several
smaller farms. As a result, in April 1993 it was determined that the Agency
had to take over the assets of 1,640 enterprises.

Since rapid privatization was impossible, vast majority of former PGRs
were transformed into Treasury farms. Lacking legal entity, often with much
less land than before liquidation and much less equipment, they are managed
most frequently by temporary managers, some are managed by administra-
tors. In 1992 - 1994, 1,647 PGRs, with a total area 4,232 thousand hectares,
were liquidated and in their place 1,770 Treasury farms were created. Their
total area amounted to only 44 per cent of former PGRs. Therefore share of
state sector in agriculture decreased significantly (Prywatyzacja przedsie-
biorstw... 1995, pp. 47-48).

The commercialization process highly desired in the current situation is
aimed at creating companies with 100 per cent shares in the hands of the
Agency which would take over the assets and experience of many vears of
former enterprises specialized in seed production and cattle raising. In total,
147 of the former PGRs have been proclaimed as farms of particular
importance for the national economy. It was concluded that property transfor-
mation could endanger the continuity of cattle raising and the development of
these farms, because according to AWR | in conditions of limited demand for
seeds and young cattle, this activity is of low profit and in case of privatiza-
tion it could very likely be abandoned” (Przeksztalcenia przedsighiorsiw...
1993). For these farms the form of limited liability company was chosen, with
AWR as the sole owner. It is interesting that in analytical works these
companies are treated as privatized units although in practice we can talk only
about the commercialization of a state property (Guzewicz et al. 1994).
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5. CLOSING REMARKS

So far the process of privatization of state-owned agriculture is very li-
mited and its economic results are hard to evaluate. Critical opinion prevails
among Polish economists. One does not reject the necessity of restructuring of
state-owned agriculture, accompanied by the privatization of part of its re-
sources. It is the state-chosen way of reform that is controversial. From many
critical opinions one, formulated by one of the most prestigious agricultural
economists, is worth quoting:

...like other big state-owned units turned out to be totally unprepared to the conditions
of market economy... they had to adapt themselves. The dilemma is in the fact that they
were not given a chance to adapt... the means of economic policy which were used in
this sector... have led to its final degradation. Such losses would not be necessary were
other strategy for this sector adopted, and that was possible... (Wo$ 1994).

Yet more categorical were the opinions of J. Glowczyk (1994) and W. Zglin-
ski (1994 and 1995). In my opinion the creation of AWR and thus ending the
period of principal disengagement of the state with respect to structurally
grounded adaptation problem of this sector was certainly positive for state
agriculture. Now at least there exists an institution assuming responsibility for
necessary reforms, among them much needed property transformations. Ho-
wever, one must not overestimate these positive effects. The solutions adopted
for financing the Agency do not let it actively support the commercialization
process in the state sector of agriculture, nor the stimulation of demand for
post-PGR objects by the private sector. Worth quoting is the opinion of Z. Gzyr;
Common opinion that an agency possessing goods of a potential value of zl 100 trillion
can easily handle a debt of 18-20 trillion is very nad've. The realization of statutory
tasks coupled with requirement of self financing of the agency dramatically clashes with
real possibilities and causes the whole activity of AWR to be burdened by financial

priorities (ensuring liquidity) at a cost of politics in the material sense, taking social
aspects into account. (Gzyr 1993)

The Agency’s indebtedness is still growing as the indebtedness of alrcady
commercialized farms is growing. In this situation it is obvious that the speed
and cfficiency of restructuring and privatization in the future will depend to a
large extent upon financial support of these processes by the state. On the
other hand it will depend upon the rentability of agriculture; if the situation of
recent years — i.e. low and very uncertain rentability — becomes permanent, it
will be difficult to count on an increasc in demand for land or whole large
farms. It will be equally difficult to count on the increase of interest of good
managers in managing commercialized state owned farms.
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