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STRATEGIC DIRECTIONS OF DEVELOPMENT OF UKRAINIAN
AGRICULTURAL SECTOR AND ITS FINANCIAL SUPPORT

Y cmammi npoananizoeano cmpameziuni npozpamu po3eumKy azpapHo20
CEKmMopy SIK CUCMeMOYMEOPIOBAIbHOI 2any3i eKOHOMIKU Kpainu. OOIpyHmosauo
nompeoy Hanpaylo8aHHs CMpameiyHux Hanpsamie po3sUmK)y azpapHo2o CeKmopy
HA 3acaoax Ccmano2co po3sUMKY 3 GUSHAYEHHAM HNpIOpUmMemie ma HanpsmKie,
GdopmynioeanHam yinel, iHCmMpymMeHmie ma O4iKy8aumux pesyiomamis. Buseneno
OCHOBHI 308HIWHI MA GHYMPIWHI YUHHUKU 3HUNCEHHS (DIHAHCO8020 3a0e3neyeHHts
azpapnozo cekmopa. Busnaueno nioxoou 0o @opmysanna @DiHaAHCO8020
3a6e3neuents Cmano2o po3sUMKY aspapHo20 CeKmopy Kpainu 3 ypaxy8anHsm 3MiH
Yy  Ono0amky8aHHi  ma  O0EpIHCABHIU  NIOMPUMYI  CLIbCbKO2OCNOOAPCLKUX
mMoeaposUpoOHUKIE .

Kniouosi cnoea: cmpamecis, po3sumox, cmanuii po3umox, azpapHull
cekmop, Qinancoge 3a6e3neyeHns, 0eprHcaeHa NiIOMpUMKA

Problem. In consequence of numerous attempts to reform, the agricultural
sector has become a kind of reliance for Ukraine's economy in difficult crisis years
(its production volumes increased by 44.8% over the period of 2007 to 2015, while
GDP fell by 19.6%) and demonstrates the increase of the agricultural products’
profitability — from 15.6% in 2007 to 45.9% in 2015.

Despite the existing positive dynamics, there is an urgent need to overcome
a number of systemic barriers to the development of agricultural sector:
incompleteness of land reform; industry-specific imbalance of agriculture,
significant dominance of certain agricultural products or certain categories of
producers in the agricultural production; inefficient use of resource potential; lack
of financial resources to support the sustainability of agricultural producers;
development lag of agricultural logistics from needs of the market; discrepancy of
domestic agricultural and food products to European standards; insufficient level
of development of social infrastructure in rural areas. A prerequisite for solving
these problems is working out a reasonable strategy for development of
agricultural sector with the creation of appropriate financial security of its
implementation.



Analysis of recent research and publications. The works of such scientists
like Borodina O. [1], Y. Lupenko [2], T. Ostashko [3], B. Paskhaver [4],
O. Popova [5], P. Sabluk, N. Sirenko [6], B. Tregobchuk, A. Shubravska [7] and
others are devoted to the study of strategic directions of Ukrainian agricultural
sector’s development. The questions of financial support of the agricultural sector
covered in the works of O. Hudz, M. Demyanenko, O. Oliynyk, V. Onegina,
L. Tulush [8] and others.

The aim of the paper. The aim of this paper is to substantiate the strategic
directions of development of Ukrainian agricultural sector and define approaches
to the development of financial support for their implementation.

Results. Focused efforts of the government on the formation of market-
oriented agricultural sector have provided increasing of agricultural production
(due to crop production) even during a financial crisis and political instability.
Government interventions of the agricultural sector and its state support mainly by
indirect methods (eg, by the action of VAT special scheme) contributed to increase

of production of highly profitable, export-oriented products - crops and sunflower
(Table. 1).

1. Production and profitability of the main types of agricultural products in
the agricultural enterprises of Ukraine in 2007-2015

Output of products, thousands of Profitability, %
[TokazHuku tons

2007 2015 y % 2007 2015
Crops and pulse crops 29295 60125,8 | y2,1p. 28,7 42,6
Sugar beet 4174 10330,8 | y2,5p. -11,1 27,7
Sunflower 4174 11181,1 | y2,7p. 75,9 78,4
Potato 19102 20839,3 109,1 24,7 24,6
Vegetables 6835 9214,0 134,8 14,1 32,0
Fruits and berries 1470 2142.6 145.,8 8,5 58,3

Meat (slaughtering weight), 1912 23226 121.5 X <

thousands of tons

beef and veal 546 384 70,3 -41,0 -16,9
pigmeat 635 760 119,7 -27,6 12,6
poultry meat 689 1144 166,0 -19,0 -5,4
Milk, min of tons 12,3 10,6 86,2 13,8 12,7
Eggs, min 14063 16783 119,3 9,1 60,9

Source: calculated according to the data of State Statistics Service of Ukraine

At that, the negative effect on soil fertility was amplified due to excessive
tillage, irrational structure of sown areas, lack of organic and mineral fertilizers;




indicators of food security and social indicators were deteriorated. Thus, level of
consumption of meat and meat products (calculated by us as a ratio of the actual
annual consumption to rational standards) changed from 57.1% in 2007 to 63.6%
in 2015; milk - from 59.1% to 55.2%; fruits and berries - from 46.8% to 56.6%
respectively.

The daily calorie diet of Ukrainian citizens had decreased by 4.8% over this
period. Only 29.2% of the average daily diet is provided by products of animal
origin, while minimum set at 55% [9].

The rural population had decreased by 1.6 mln during this period or
202 thousand people during average year; the share of wage and deductions in the
cost structure of agricultural production decreased from 13.3% in 2007 to 8 3% in
2015.

However, a fairly high level of profitability of the main types of crop
production is largely due to the specifics of the industry and the influence of a
number of internal and external factors. L. Tulush notes the following causes of a
significant increase in profitability: outstrip the rate of increase in prices of
agricultural products on the growth of the total cost; lengthy operating cycle in
agriculture; devaluation of the currency; significant acceleration of inflation;
lowering of the level of components of costs (wages with deductions, depreciation,
etc.). According to his calculations, adjusted profit margins in the years 2014-2015
are 20-25 percentage points lower than the figures released by the State Statistics
Service of Ukraine [8], which greatly reduces opportunities for agricultural
producers on forming their own financial resources and financial support to the
process of reproduction.

In this, so many questions need to be addressed for sustainable development
of the agricultural sector as a “coordinated development of economic and social
processes, as well as the environment” [3].

Given the importance and complex nature of these issues, a number of
strategic programs of the agricultural sector, as a systematically important and one
of the most important sectors of the economy, had been developed at the national
level for the last three years. In particular, the Agricultural Sector Development
Strategy up to 2020 (October 2013) were identified the main objectives:
guaranteeing food security; ensure predictability and long-term sustainability of the
agricultural sector through the development of various business patterns; promote
the development of rural areas, providing employment and increasing incomes of
the rural population; improvement of investment attractiveness of the agricultural
sector and the competitiveness of domestic agricultural production capacity;
to ensure the stability of markets.

The objectives of the Single and Comprehensive Strategy and Action Plan
for Agriculture and Rural development in Ukraine for 2015-2020 (February 2015)



determined: completion of land reform; streamlining taxation and facilitating
access to finance; improving the business climate; public administration reform
and control of markets and production; innovation promotion and reasonable and
sustainable rural development policy to address the needs of small and medium
enterprises, and the rural population in general. However, the prospects for
implementing the strategic objectives far removed as a result of significant changes
in the formation and deterioration of financial support of agricultural sector.

In 2016, the state increased the tax burden on agricultural producers by
increasing a fixed tax (additional tax burden estimated amount to 2.1 billion USD);
introduced transitional conditions in the application of the special regime for VAT
(saving available to producers 15% for operations with grain and industrial crops,
80% — for the operations of animal products, 50% — for other agricultural
operations); significantly reduced the volume of direct budget support (support for
the livestock industry in the current year provided 50 mln UAH, the financial
support through easing of credit — 300 mln UAH).

At the end of this year, The Ministry of Agrarian Policy and Food of
Ukraine initiated the development of a new policy document — Agricultural Sector
Development Strategy “3 + 57, which includes three main priorities (reform of
state support with a focus on small farmers; completion of land reform; reform of
public enterprises) and the five major areas (marketing development; organic
produce and niche cultures in agriculture; rural development; irrigation; safety and
quality of food products) (Fig. 1).

In our view, this document contains provisions that logically develop the
main components of the Single and Comprehensive Strategy for Development.
This document assigns priority in financial and credit relations to the state support
of agricultural producers. At that, the milestones are direct state support of small
and medium farmers; support of smallholders, who can create products with added
value and new jobs; clear focus on target groups (recipients of support are
manufacturers in livestock, horticulture and viticulture, processing industry);
stability of support results.

The main tools of implementation of this support had been defined as
compensation of interest rates; development of insurance; use of public
infrastructure; a supporting fund for small farmers; subsidies to small farmers.

It 1s expected that the results of the reform will be: stimulation of organic
production; competitiveness and economic success of small farmers; transparent
disposition of support funds. As to the evaluation of quantitative parameters of
direct state preferences, to support small and medium producers were allocated 1%
of agricultural products — it could reach 5.5 billion UAH in 2017 according to
expert estimates.



Priorities I_V 1. Land reform 2. State support reform 3. Public enterprises reform
I I I
- creation of legislation on turnover of - direct state support of small and medium-sized - profitability of agricultural
(— .. ) | agricultural land,; farmers instead of agricultural holdings; enterprises, privatization of unprofitable
§ - capital procurement for the development of - support for small producers, who can create public enterprises;
¥ P small and medium-sized enterprises (sale of — products with added value and new jobs; — - job creation;
:E tenant right); - clear focus on target groups and stability of - elimination of  corruption in
<) - enforcement of the proprietary rights of new support results. enterprises;
~— | speculators. - additional costs in the state budget.
I I I
— | - the establishment of the minimal term of land - financial support using the compensation of - comprehensive and detailed of public
lease for perennial crops; interest rates; enterprises;
- the exchange of land, located in the same - the use of public infrastructure; - transparent bidding and selling
“ area; - supporting fund for small agricultural unprofitable enterprises;
S ™ - the transfer of public agricultural land to the [| producers; | - responsibility for corrupt officials.
& municipal property; - the development of insurance;
- land evaluation; - subsidies to small farmers, and other programs
- regulation of the use of retained (unclaimed) to stimulate the development of certain areas.
land.
I I I
— | - civilized and transparent land market; - promotion of organic production; - new jobs;
- boost to the development of small farms - competitiveness and prosperity of small - the development of production
= (extension of lease rights); farmers; technology and investment;
z | - intensification of production in the South of [ - transparency of distribution support. — - access to international markets;
[~ Ukraine; - additional costs in the state budget,
- increasing the value of land and intellectual good roads, schools and hospitals.
—/ | capacity of the market.
Z
Directions 1. Rural development 2. Marketing 3. Organic produce and 4. Irrigation 5. Safety and quality of food
development niche cultures in products
agriculture

Fig. 1. The components of Agricultural Sector Development Strategy “3 + 5”, developed by The Ministry of Agrarian
Policy and Food of Ukraine in 2016

Source: summarized by the author



Supporting generally declared strategic directions of development of the
Ukrainian agricultural sector (the validity of some of them confirmed by the
results of our studies), however, we consider it appropriate to define our own
position on the formation of financial support for their implementation. Given
the fact, that indirect state support through special VAT regime of accumulation
was 19.8 billion UAH in 2014, 28 billion UAH in 2015, according to experts,
the introduction of transitional conditions in its application in 2016 lead to:
withdrawal of working capital of enterprises in the amount of 27 billion UAH,
which were used for production purposes; decline in production by 4.3 - 4.5%;
decrease in foreign exchange earnings from exports of agricultural products in
the amount of 1 billion USD.

We believe that in case of cancellation of state support in 2017 at the
expense of a special regime of accumulation of VAT and the transition to direct
budget support to the target group producers — even with the full implementation
of expenditure, the funding in the amount of 5.5 billion UAH is few times less
then funds, formed through the indirect support. However, additional factors of
reducing the financial security of industry can be the decrease of financial
performance through the deterioration of pricing environment on certain
products in the agro-food market; increasing the tax burden due to higher rates
of fixed tax; devaluation of the currency; difficult access to bank credits; lack of
investment funds and others.

Meanwhile, we should realistically assess the financial capacity of
Ukraine: the underfunding of budget programs for agricultural development
took place even with the positive dynamics of the GDP (funding level was
70.8% in 2011, 70.5% - in 2012). At a time when the state budget deficit set for
2017 in amount of 77.5 billion UAH (10% of expenditure), we believe it is
unreasonable to give up public support through tax concessions and move to
fully support from the budget, reducing the volume of financial support of
agricultural producers in the medium term.

Conclusion. The transition from state support through tax concessions to
budgetary financing of agricultural sector and offset payments towards
payments unrelated to production (under the “green basket”) must be gradual,
phased, based on real terms of budget revenue base and consider the formation
options of financial support of the agricultural sector, sufficient to achieve the
strategic goals of development.
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Kanamunkosa T.B., Kamamuaukos O.H. O6ocHoBaHue u puHaHcoBOE
o0ecrneyeHue CTPATern4eCKUX HANPaBJIeHUH Pa3BUTHSA arpapHOro ceKTropa
Ykpaunsl. B cratee TpoaHaNM3UpOBaHBl CTPATETMYECKHE IMPOTPAMMBI
pa3BUTHUSL arpapHOro CEKTOpa KakK CHUCTEeMOOOpas3yrolleld OTpaciu 3KOHOMHKHU
ctpanbl. OO00CHOBaHAa MOTPEOHOCTh Pa3padOTKH CTPATErHUECKUX HAMPABICHUN
pa3BUTHUSL arpapHOro CEKTOpa Ha NPUHLMUIAX YCTOHYMBOIO Ppa3BUTHS C
OTIpeNle]ICHNEM TIPUOPUTETOB M HAINpaBIICHUH, (QOpMyIupoBaHUEM IIEJICH,
MHCTPYMEHTOB U HAMEUEHHBIX PE3yJbTaTOB. BBIABICHBI OCHOBHBIC BHEIIHHE U
BHYTpeHHUE (AKTOpbl CHIDKEHUS (DUHAHCOBOTO OOECIEUeHUs] arpapHoro
cektopa. Onpenenenpl moaxobl K GOpMUPOBAHUIO (PHHAHCOBOTO 0OECTICUCHHMSI
YCTOMYHMBOTO Pa3BUTHSI arpapHOro CEKTOpa CTPAaHbl C YYETOM H3MEHEHUil B
HAJIOrOO0JOKEHUN U TOCYAapCTBEHHOW TMOAAEPKKH CEIbCKOXO3HCTBEHHBIX
TOBAPOIIPOU3BOIUTEIIEH.

Kntwuesvle cnoea: crpaterusi, pas3BUTHE, YCTOWYMBOE pa3BUTHE,
arpapHbIii CeKTOp, GUHAHCOBOE OOECTIeYeHHNE, TOCYTapCTBEHHAS ITiIIIEPIKKA.



