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Dear Ladies and Gentlemen,

I would like to look at recent developments and short-term prospects of the agricultural and fertilizer sectors in Eastern Europe and Central Asia (Table 1). The region includes former  Soviet republics. This is a complicated region. Some countries are EU members (Estonia, Latvia, Lithuania), some are CIS (Commonwealth of Independent States) members. A part of the countries has joined WTO (Estonia, Latvia, Lithuania, Moldova, Armenia, Georgia, Kyrgyz Republic). Another part is just carrying on negotiations to join the Organization (Russia, Ukraine, Belarus, Azerbaijan, Kazakhstan, Tajikistan, Uzbekistan). The third part does not yet participate in the negotiation process. What is important, the status of the economy in the countries varies from state-regulated to semi-state-regulated and market economy. However, despite these differences all the countries are on the development course.
Table 1.

	Eastern Europe and Central Asia 
                                                                

	The Baltic States

	Commonwealth of Independent States (CIS)

	Estonia
	Western CIS

	Latvia
	Russia

	Lithuania
	Ukraine

	 
	Belarus

	 
	Moldova

	 
	 

	 
	Central Asia

	 
	Armenia

	 
	Azerbaijan

	 
	Georgia

	 
	Kazakhstan

	 
	Kygyz Republic

	 
	Tajikistan

	 
	Turkmenistan

	 
	Uzbekistan


First of all, I would like to touch upon the economic situation in the region. The average regional GDP of 9.2 percent is above the global average growth of 3.8% (World Bank, 2004). This is a positive factor. Regional agricultural production is behind industrial production. As it is shown in Table 2, the highest growth rates in agricultural production are demonstrated by Ukraine, Moldova - 20% each and Armenia and Belarus – 15% and 13% respectively. 
Table 2.
	Macroeconomic Indicators                                                                                           
 2003-2004

	
	GDP growth                           

% to the previous year
	Agricultural production  % to the previous year
	Industrial production % to the previous year

	

	
	2003
	2004
	2003
	2004
	2003
	2004

	The Baltic States
	
	
	
	
	
	

	Estonia
	105,1
	106,2
	no data
	102,5
	107,9
	105,0

	Latvia
	107,5
	108,5
	101,0
	103,5
	109,4
	107,0

	Lithuania
	109,7
	106,7
	102,1
	103,0
	116,0
	107,0

	
	
	
	
	
	
	

	Western CIS
	
	
	
	
	
	

	Russia
	107,3
	107,2
	101,0
	102,0
	107,0
	106,0

	Ukraine
	109,6
	112,1
	89,0
	120,0
	116,0
	112,0

	Belarus
	107,0
	111,0
	107,0
	113,0
	107,0
	116,0

	Moldova
	106,6
	107,3
	86,0
	120,0
	116,0
	108,0

	
	
	
	
	
	
	

	Central Asia
	
	
	
	
	
	

	Armenia
	114,0
	110,1
	104,0
	115,0
	115,0
	102,0

	Azerbaijan
	111,2
	110,2
	106,0
	105,0
	106,0
	106,0

	Georgia
	111,0
	106,2
	110,0
	93,0
	115,0
	109,0

	Kazakhstan
	109,3
	109,4
	101,0
	99,5
	109,0
	110,0

	Kyrgyz Republic
	107,0
	107,1
	103,0
	104,0
	117,0
	104,0

	Tajikistan
	111,0
	110,6
	no data
	no data
	110,0
	115,0

	Turkmenistan
	116,9
	117,0
	no data
	no data
	119,0
	no data

	Uzbekistan
	104,2
	107,7
	106,0
	110,0
	106,0
	109,0


Source: CIS Stat Committee, World Bank
The intensive growth in the countries is largely due to increased production of grain in 2004 as is shown in Table 3. 
Table 3.
	Major Agricultiral Indices                                                                                                        

2002-2004

	              Agricultural production               

% to 2003
	Cereals, Total Area Harvested (mln ha)
	Cereals, Total production (mln mt)

	 
	2004
	2002
	2003
	2004
	2002
	2003
	2004

	The Baltic States
	 
	 
	 
	 
	 
	 

	Estonia
	102,5
	0,3
	0,3
	0,3
	0,5
	0,5
	0,6

	Latvia
	103,5
	0,4
	0,4
	0,4
	1,0
	0,9
	1,1

	Lithuania
	103,0
	0,9
	0,9
	0,9
	2,5
	2,6
	2,9

	 
	 
	 
	 
	 
	 
	 
	 

	Western CIS
	 
	 
	 
	 
	 
	 

	Russia
	102,0
	43,0
	36,8
	40,5
	84,9
	65,6
	76,2

	Ukraine
	120,0
	13,8
	10,7
	14,4
	38,0
	19,7
	41,0

	Belarus
	113,0
	2,3
	2,1
	2,2
	5,7
	5,1
	6,6

	Moldova
	120,0
	1,0
	0,9
	1,0
	2,5
	1,6
	2,8

	 
	 
	 
	 
	 
	 
	 
	 

	Central Asia
	 
	 
	 
	 
	 
	 

	Armenia
	115,0
	0,2
	0,2
	0,2
	0,4
	0,3
	0,5

	Azerbaijan
	105,0
	0,8
	0,8
	0,8
	2,1
	2,0
	2,1

	Georgia
	93,0
	0,4
	0,4
	0,3
	0,7
	0,7
	0,7

	Estonia
	102,5
	0,3
	0,3
	0,3
	0,5
	0,5
	0,6

	Kazakhstan
	99,5
	13,9
	13,7
	14,0
	15,9
	14,7
	12,4

	Kyrgyz Republic
	104,0
	0,6
	0,6
	0,6
	1,7
	1,6
	1,7

	Tajikistan
	no data
	0,4
	0,4
	0,4
	0,7
	0,9
	0,9

	Turkmenistan
	no data
	0,8
	1,0
	0,9
	2,5
	2,7
	2,8

	Uzbekistan
	110,0
	1,5
	1,8
	1,4
	5,5
	6,0
	5,1


Source: FAO, World Bank, CIS Stat Committee
Despite the high growth rates not all of the countries are large agricultural producers. Among large producers we can single out Russia, Ukraine and Kazakhstan. 
In the Baltic States agricultural production is stable. When arable land acreage may not expand, production increases moderately and steadily. In other countries agricultural production is volatile. It is not only that the Baltic States always enjoy favourable weather conditions whereas other countries have high risk agricultural areas. If we look at the Baltic States, agricultural land and agro-processing enterprises have essentially been privatized. In Western CIS and Central Asia the countries demonstrate various ownership models of agricultural land. In Belarus it remains state-owned. Only 1% of arable land belongs to private farms. In Russia, Ukraine, Moldova privatization is not fully completed. In some countries of Central Asia like Kazakhstan and Azerbaijan agricultural land has been almost 100% privatized. In Georgia privatization is 50% completed. In Tajikistan and Turkmenistan agricultural land is owned by the state. The major reason for instability in agricultural production in CIS countries is that the countries lack required technologies, machinery, investments. Agriculture financing system in CIS is still lagging behind that in the Baltic States. Some commercial banks are not willing to give credits to agriculture and prefer less risky economic sectors like trade, oil and gas industries. Long-term credits are rare, interest rates are rather high. The number of banks cooperating with agriculture remains limited. The conditions mentioned above together with sometimes unclear state policy in some CIS countries inevitably affect profitability of farms, reducing funds required to buy new efficient farm equipment and inputs. Insufficient availability of inputs, including mineral fertilizers, is also one of the factors which decreases agricultural production potential. 
Diagram 1.
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Source: Fertecon

 Since Russia is the biggest agricultural producer in the region I would like to look specifically at developments in agriculture in this country. General performance of agriculture over the last 6 years has been quite positive. Agricultural production rose in the period by 26%. Profitability of agricultural enterprises has considerably increased. In 2004 it rose by 15.2% against 3% in 2003. The number of loss-making farms in 2004 was reduced to 37% from 50% in 2003. Increased profitability of farming raises attractiveness of the sector for national and foreign investments. One of the positive trends in Russia`s agricultural production is the creation of agro-industrial holding companies, such as Rusagro, Yug Rusi, Stoylenskaya Niva, which make required investments, introduce modern and efficient agricultural practices in the sector. The government, in its turn, implements a complex of measures targeted at alleviating tax burden for agricultural produces, promoting the leasing of farm equipment, yield insurance, the use of soil-friendly technologies.  It has been implementing the programme “Improvement of soil fertility in Russia in 2002-2005” to be followed by another one on “Maintenance and improvement of fertility of agricultural soils and landscapes as national property of Russia in 2006-2010”. However, the sector still faces a number of challenges which the country has failed so far to overcome following economic crises of 1990s. The major challenges are low production potential, insolvent farm demand which still results in barter transactions. Disparity of prices and revenues in agriculture and other sectors of the economy continues to negatively affect production costs and competitiveness of the sector. Private land ownership is recognized and protected by the Land Code (2001) and the Law on Agricultural Land Turnover approved in 2002. The land market though remains relatively inactive due to legal ambiguity regarding land transactions. However, despite the difficulties Russia`s agriculture has been making significant progress which will definitely continue in the future.  
Now let us move on to the current supply/demand balance in the region. Over the period 2002-2004 regional fertilizer production increased by 15.5%. Output of nitrogen, phosphate and potash fertilizers rose by 8.6%, 13.5% and 24.9% respectively. Production of phosphate and potash fertilizers grew faster than production of nitrogen fertilizers. In 2004 regional fertilizer production reached slightly over 25 million tones nutrient in 2004. It is an increase of 9.6% on the 2003 level (Diagram 2, Table 4). 
Diagram 2.
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Table 4.

	Fertilizer Production in Eastern Europe and Central Asia 
by country                             
2002-2004 
(`000 tonnes nutrient)

	 
	2002
	2003
	2004

	 
	N
	P
	K
	N
	P
	K
	N
	P
	K

	The Baltic States
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Estonia
	25
	 
	 
	34
	 
	 
	61
	 
	 

	Lithuania
	591
	322
	 
	615
	375
	 
	607
	386
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Western CIS
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Russia
	6011
	2518
	4381
	5995
	2545
	4706
	6547
	2731
	5599

	Belarus
	626
	78
	3791
	631
	92
	4229
	671
	121
	4612

	Ukraine
	2311
	27
	9
	2455
	38
	39
	2372
	102
	3

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Central Asia
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Georgia
	83
	 
	 
	90
	 
	 
	130
	 
	 

	Kazakhstan
	 
	78
	 
	 
	113
	 
	 
	120
	 

	Kyrgyz Republic
	17
	 
	 
	21
	 
	 
	39
	 
	 

	Tajikistan
	12
	 
	 
	19
	 
	 
	40
	 
	 

	Turkmenistan
	85
	 
	 
	87
	 
	 
	87
	 
	 

	Uzbekistan
	618
	145
	 
	686
	125
	 
	721
	137
	 

	Total
	10378
	3168
	8181
	10633
	3283
	8974
	11275
	3596
	10214


Source: Fertecon
Russia, Belarus and Ukraine account for more than 90% of total regional fertilizer output. Nitrogen fertilizers account for 45% of total fertilizer production in the region. Potash and phosphate fertilizers have a 41% and a 14% share respectively (Diagram 3). 
Diagram 3.
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The major part of fertilizers produced is exported. In the period 2002-2004 exports were up by 20%. In line with production potash and phosphate fertilizer exports have demonstrated higher growth – 33.8% and 12.9%- than those of nitrogen fertilizers - 9%.  In 2004 exports rose by 10.2 % to around 20 million tonnes nutrient, which was about 80% of fertilizer production in the region. In total regional exports potash accounted for 47%. Nitrogen and phosphate fertilizers had a 39% and a 14% shares respectively (Diagram 4). 

Diagram 4.
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Regional fertilizer consumption in 2004 was around 5.1 million tonnes nutrient or around 20% of total regional production (Table 5). According to IFA, it rose by 7%. N-P-K demand increased by 6%, 10% and 7% respectively. This year fertilizer consumption in the region is projected to be up by 2.8%, with phosphate fertilizer demand being the fastest to grow, followed by consumption of nitrogen and potash fertilizers – by 2.5% and 2.4% respectively. 
Table 5.

	Fertilizer Production, Exports, Consumption

in Eastern Europe and Central Asia

by nutrient 
2004

(`000 tonnes nutrient)

	 
	N
	P
	K
	Total

	Production
	11275
	3596
	10214
	25085

	Exports 
	7808
	2695
	9457
	19960

	Consumption *
	3467
	901
	757
	5125


* carryover stocks are not included

Source: Fertecon

In the Soviet times the industry was mainly focused on domestic markets. After the break-up of the USSR the drastic fall in domestic fertilizer consumption made producers to switch to exports to avoid shutdowns. The industry became profoundly export-oriented. Today, the industry is influenced by the following factors: 

Production-related

· Consolidation of assets (e.g. JSC Silvinit, RUE PA Belaruskali, JSC Silvinit, holding companies: Phosagro, Eurochem, Acron). 

· Required investments in maintenance of ore deposits, purchase of new equipment and introduction of modern technologies due to depletion of current deposits and significant wear and tear of fixed assets.

· Lack of efficient infrastructure – storage, transshipment facilities, railway cars, etc.
· Rising energy and transportation costs.
Marketing-related

· Reliance on world markets due to insolvent domestic farm demand.

· Absence of clear state agricultural policy.

· Incomplete implementation of the reform on agricultural land privatization.

· Lack of agricultural production and yield marketing infrastructure (farm machinery, inputs – seeds, fertilizers, pesticides).

Now I would like to have a look at the performance of the fertilizer industry and fertilizer consumption in Russia, Ukraine and Belarus. Russia accounts for around 60% of total regional fertilizer production. Fertilizer production has been growing since 1999. In the period 2002-2004 production rose by 15% (Diagram 5). Production of nitrogen, phosphate and potash fertilizers increased by 8.9%, 8.5% and 27.8% respectively. In 2004 the fertilizer output was up by 12% to around 15 million tones nutrient on the last year boosted mainly by bigger export sales due to a favourable situation in the world fertilizer market 
Diagram 5.
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Production increased despite a 22% rise in natural gas prices and a 12% increase in railway tariffs. Output of potash fertilizers was the fastest to rise with almost 19% followed by nitrogen and phosphate fertilizers with 9% and 7.5% respectively. Higher production increased total capacity utilization rates  by 8.9% to 82.7%.In the breakdown of Russia`s total fertilizer production in 2004 nitrogen fertilizer accounted for 44%, followed by potash with 38% and phosphate fertilizers with 18% (Diagram 6). 
Diagram 6.

[image: image6.emf]Shares of N, P, K 

in Russia`s Fertilizer Production 

2004

38%

K

18%

P

44%

N


Source: Fertecon

In 2004 domestic fertilizer sales (Table 6.) were up by 11.7%. Only 1.5 million tonnes nutrient were supplied to agriculture, the highest level since 1997.  Though in absolute numbers fertilizer consumption still not high enough, the N-P-K consumption ratio in Russia 1:0.42:0.27 is similar to the global average of 1:0.41:0.28.
Table 6.

	Russia`s Fertilizer Production, Exports, Consumption

by nutrient

2004

(`000 tonnes nutrient)

	 
	N
	P
	K
	Total

	Production
	6547
	2731
	5599
	14877

	Exports 
	4694
	2250
	5236
	12180

	Domestic deliveries *
	1853
	481
	363
	2697


* carryover stocks are not included

Source: Fertecon
Fertilizer producers encouraged demand by supplying fertilizers before application seasons, postponing payment deadlines, offering discounts, building regional distribution centers. By the end of this year the government intends to compensate about or possibly more than 50 million dollars to farmers for fertilizers purchased. Traditionally the major fertilizers consumed are ammonium nitrate, NPK-fertilizers, and MAP. Blends account for just 2% of total domestic fertilizer sales due to higher prices than for compounds and the limited number of blending plants – 15 in all Russia. Three major holding companies account for most domestic fertilizer supplies – Phosagro, Eurochem, Acron. These companies are developing their own distribution network in various regions of the country.  
In the period 2002-2004 exports increased by 24%. Exports of nitrogen, phosphate and potash fertilizers grew by 14.8%, 12.2% and 40% respectively. In 2004 exports were 13% higher than in 2003 and totaled more than 12 million tones nutrient which was 82% of total fertilizer production.  One million was sold to FSU. 
Belarus accounts for 22% of total regional fertilizer production, manufactures nitrogen, potash and phosphate fertilizers. Total fertilizer production was 5.4 million tonnes nutrient or 9% higher than in 2003 (Table 7). Potash accounts for 86% of total fertilizer production. The shares of nitrogen and phosphate fertilizers are 12% and 2% respectively. 
Table 7.
	Belarus`s Fertilizer Production, Exports, Consumption by nutrient 
2004 
(`000 tonnes nutrient)

	 
	N
	P
	K
	Total

	Production
	671
	121
	4612
	5404

	Exports 
	287
	21
	4162
	4470

	Domestic deliveries* 
	384
	100
	450
	934


* carryover stocks are not included

Source: Fertecon

2004 saw a rise in output of all three fertilizer types. Potash production and exports rose by 9% and 11% on the 2003 level. 
In 2004 fertilizer exports accounted for around 83% of total production. They increased by 8.4% and reached almost 4.5 million tonnes nutrient on 2003. Potash accounted for 94% of the country`s fertilizer exports. The share of nitrogen fertilizers was 6%.  Potash domestic deliveries were close to 0.5 million tonnes. The Belarussian government regulates the potash price for domestic use. 
Ukraine accounts for 10% of total regional fertilizer production. In 2004 fertilizer production was slightly less than in 2003 – about 2.5 million tonnes nutrient (Table 8) - because of lower nitrogen production.
Table 8. 
	Ukraine`s Fertilizer Production, Exports, Consumption by nutrient 
2004 
(`000 tonnes nutrient)

	 
	N
	P
	K
	Total

	Production
	2372
	102
	3
	2477

	Exports 
	1922
	8
	0
	1930

	Domestic deliveries*
	450
	94
	3
	547


* carryover stocks are not included

Source: Fertecon

Output of nitrogen fertilizers decreased as a result of introduction of trade barriers in EU and US and suppressed world demand for ammonium nitrate. Nitrogen fertilizers dominate Ukrainian fertilizer production with a 96% share. Under the decree of the Ministry for Industrial Policy local producers receive compensation of costs to be able to compete with Russian fertilizers. About 80% of product was exported in 2004. Major exported fertilizers are ammonium nitrate, urea, ammonium sulphate. 
To sum it up I would like to say that some countries are ahead of others in development, other countries are behind. But all of them are on the development course. It is evident that now there is no sufficient demand for fertilizers in domestic markets of the region. But we have to look in the near and far future. Investments have started flowing into the fertilizer industry. A little later they will go into agriculture. Domestic fertilizer consumption largely depends on economic reforms implemented in the countries, the pace of the reforms. In the short-term prospect moderate growth of fertilizer consumption is expected. In the long term, I think, we shall see a notable increase.
Thank you for your attention.
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