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1. Introduction?

Ukraine has always been known as an agrarian goubtnas often been termed
the “bread-basket” of Europe, which is true in teraf its rich natural potential:
70% of Ukrainian territory consists of arable landd 66% of this is covered with
the most fertile soils in the world (called “chomeon”, or black earth) and profits
from favourable climatic conditions for plantidg.

Despite favourable natural conditions, Ukraine hasbeen able to capitalize on
its potential advantages in the agricultural secinis is indicated by FAO
statistics: in 2015 the value added of agricultwes lower than in neighbouring
Poland or Germany and France, as well as in theiRu$ederatiod.This paper
traces the developments in this sector since Uieraimdependence in 1991 and
distinguishes different phases in its evolutione Huthors then attempt to situate
the economic developments of the past twelve ysamse the Orange Revolution)
in their political context. This approach sheds sdimght on trajectories which are
difficult to explain from an economic standpointarder to better understand both
current reform blockades and possible future sienar

This effort is especially necessary now, since mgethe question of Ukrainian

land reform has catapulted up the political agenda2017 the International

Monetary Fund (IMF) decided to make land reformrergy in its discussions

with the Ukrainian government. Despite the fact tha Ukrainian parliament has
so far failed to pass legislation abolishing théstxg moratorium on land sales,
the IMF requirement has rejuvenated the debatehenidsue and provoked a
plethora of inputs from political and economic astdoth inside and outside
Ukraine. It is thus extremely timely to review bdife economic and political
frameworks in which this debate is occurring, anditaw conclusions regarding
likely future developments.

! The authors would like to thank Stephan von Crafauabadel for his helpful comments on an
earlier draft of this chapter.

2 JlepxaBHa ci1yx0a YKpaiHu 3 muTaHb reojesii, kaprorpadii ta kagactpy (2015):Indorpadixa:
CrtpykTypa yKpaiHChKUX 3eMeJb Ta CITIBBIIHOIIEHHS KUTBKOCTI YOpPHO3EMiB B YKpaiHi Ta 1HIIUX
€sponeiicskux kpainax (Infographics: The structure of Ukrainian landsl &éme ratio of black soll

in Ukraine and other European countries), URItp://land.gov.ua/info/infohrafika-struktura-
ukrainskykh-zemel-ta-spivvidnoshennia-kilkosti-amoremiv-v-ukraini-ta-inshykh-ievropeiskykh-
krainakh/(accessed 21.03.2017).

3 Food and Agriculture Organization of the Unitediblas: FAOSTAT, URL:
http://www.fao.org/faostat/en/#data/Mléccessed 29.07.2017).




2. Economic influence

2.1 The current performance of the Ukrainian agricdtural sector
This chapter reviews the state of the Ukrainiancafural sector and its role in the
country’s economy with regard to two dimensions:

1) The internal dimension,which allows us to assess macroeconomic
relevance by looking at some commonly utilized paeters.

2) The external dimensionwhich covers trade in goods and foreign direct
investments, thus permitting a more internatiomaispective.

2.1.1 Internal dimension

1) Share of agriculture in GDP
Agriculture is the third most important sector betUkrainian economy, with a
GDP share of 14.4% as of 2016, as compared to tiryd(#6.3%) and services
(59.3%)? The Ukrainian government appears to see agrieulas the most
important sector in terms of growth and investnapgortunities.

As Figure 1 shows, agriculture is much more resipbmgor GDP performance in
post-Soviet Ukraine and neighboring Belarus thanthe European Union on
average: the EU share for agriculture has congligtbren lower than 2% during
most of the last 20 years, while in Ukraine andaB&d its share was slightly more
than 20% at the time of independence, althoughast imad a strong tendency to
decline. However, in Ukraine this tendency has besersed and the share of

agriculture in GDP has been rising since 20071 firdually and then more
rapidly.

Figure 1. Share of Agriculture in GDP in Ukraine, Belarus and EU, %
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4 CIA US: The World Fact Book: Ukraine, URhttps://www.cia.gov/library/publications/the-
world-factbook/geos/up.htnfaccessed 28.02.2017).




2) Structure of gross agricultural production

Plant production contributes most to gross aguealt output. In 2015 wheat,
barley, corn and other grains constituted 27% afsgrproduction, followed by
oilseeds with 20%, and vegetables and potatoes avit®% share. At the same
time meat production yielded only 14% of agricuduoutput and milk production
11%. Other types of production were responsible ¥ of gross outpuit. It
should be noted that Ukraine enjoys an internati@oaparative advantage in
grain production: its production costs are 50% lowean those of any other
European countr§.

3) Employment in agriculture

A high share of working population involvement igrigulture can be interpreted
as a sign of the low total productivity of the sectUkraine placed 41 (TFP:
0.0385 annual average during 2004-2013) of 173 tcesnaccording to the US
Department of Agriculture At the same time, agriculture has been respan$ibl
about 20% of the workforce since 199Thus, Ukraine is a more agrarian country
than its post-Soviet neighbour Belarus, where thares of employment in
agriculture declined from 21.1% in 1991 to 9.7%2@15° The EU has much lower
population shares employed in the agricultural@eon average: 9.5% in 1991,
5.7% in 2005, and 4.2% in 2015%.

4) Households’ expenditures on food

Ukrainian households spend above 50% of their ircam food, which makes
them more sensitive to food price increases tharhBukeholds or even those in

5 Vysotskyi T. (2016): Ukrainian Agriculture Sect@eneral Overview, presentation for
Association “Ukrainian Agribusiness Club”, slideURL.:
http://www.minagro.gov.ua/system/files/Brussel_Mg&yi 0.pdf(accessed 13.02.2017).

6 OECD Eurasia (2015): Review of Agricultural Invesnt Policies of Ukraine, p.15, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

7 United States Department of Agriculture: EconoRssearch Service: International Agricultural
Productivity: file: Agricultural total factor prodtivity growth indices for individual countries,
1961-2013, URL: https://www.ers.usda.gov/data-potsfinternational-agricultural-productivity/
(accessed 19.04.2017).

8 TheGlobalEconomy.com: Ukraine: Employment in Agliare, URL:
http://www.theglobaleconomy.com/Ukraine/Employmémt agriculture{accessed 27.02.2017),
Ukrstat for 2010, 2015.

9 HaumoHanbHelii cratuctuyeckuii komurtet PecyGmuku benapych: UMCIEHHOCTD 3aHATOTO
Hacenenus PecnyOnuku benapych 1o Bujam sxkoHoMuueckoii nesitensHoctd (Number of employed
population of the Republic of Belarus by type obmamic activity), URL:
http://www.belstat.gov.by/ofitsialnaya-statistikalialnaya-sfera/trud/godovye-dannye/chislennost-
zanyatogo-naseleniya-respubliki-belarus-po-vidamwreknicheskoi-deyatelnosti/ (accessed
03.03.2017).

10 Eurostat: Database: Employment by sex, age, ambetc activity, URL:
http://appsso.eurostat.ec.europa.eu/nui/show.daSetatfsa_egan2&lang=€accessed
03.03.2017).




Belarus. More precisely, in 2014 a Ukrainian hou¢etlspent 51.9% of its income
on food (excluding take-away and restaurant foodhich was a certain
improvement over 2000, when the share of food edip@res constituted 6496.In
Belarus an average household spent 39.2% of in@mieod in 2014 and 58% in
200012 At the same time, since 2000 an average EU holtdtas spent only
slightly more than 12% of its income on fobid One important explanatory factor
is the low income level leading to high expenditumn food: for example, in
Ukraine a household’s monthly income in 2014 avedagnly EUR 23%#
compared to EUR 644 in Belafdsind EUR 187% in Germany.

The poverty of the Ukrainian population was suppasebe reduced by different
policies regulating food prices during certain pds of time (chapter 2.1) as well
as by measures concerning consumer support. EBpepice subsidies were
used, which can be counterproductive as they mayltreén decreases in
investments, production volumes and employment.

5) Agriculture as part of the state budget

Agriculture plays a large role in the public budgespecially on the side of
revenues: It is one of the main budget-forming eooic sectors in Ukraine. This
is very unusual for western countries, which gelhe@ddress this sector more
from the expenditure side. Its importance increasgsficantly each year; thus, in
2016 the agricultural contribution to the state dritdconstituted 11.6% (UAH

11 Ukrstat:Ctpykrypa cykynuux Butpat gomorocnoaapcts (2010-2014) (Structure of total
household spending (2010-2014)), URL:
http://ukrstat.org/uk/operativ/operativ2007/gdvdig/dvdg_u/strukt2010_u.htrfaccessed
03.03.2017).

12 Belstat:Tlorpe6uTtensckue pacxoasl fomamnux xo3siicte (Consumer spending of households),
URL.: http://www.belstat.gov.by/ofitsialnaya-statistikalialnaya-sfera/uroven-zhizni-
naseleniya/osnovnye-pokazateli-za-period-s-___ -po-gody_4/potrebitelskie-rashody-
domashnih-hozyaistaccessed 03.03.2017).

13 Eurostat: Final consumption expenditure of houkihioy consumption purpose (COICOP 3
digit), URL: http://appsso.eurostat.ec.europa.eu/nui/submitVagAction.do(accessed
03.03.2017).

14 Jlepxasna Ciyx6a Craructuku Ykpainu: Jlemorpadiuna ta coniansna craructuka; CTpykTypa
CYKyIHHX pecypciB gomorocmnoaapets (1999-2004) (Structure of total household rescaif@899-
2004)), URL:http://ukrstat.org/uk/operativ/operativ2007/gdvdi/dvdg_u/strukt res2010_u.htm
(accessed 30.03.2017).

15 HanmonaneHelii cTaTucTnueckuii komuteT Pecniybonku benapycs: OdunuanbHas cTaTHCTHKA!
OcHOBHBIC [TOKA3aTeNH ICHEeKHBIX 10x010B Hacenenus (The main indicators of cash income of the
population), URLhttp://www.belstat.gov.by/ofitsialnaya-statistikalialnaya-sfera/uroven-zhizni-
naseleniya/osnovnye-pokazateli-za-period-s- ___-po-gody_4/osnovnye-pokazateli-dohodov-
naseleniya(accessed 30.03.2017).

16 Eurostat: Database: Income and living conditidisan and median income by household type,
URL: http://appsso.eurostat.ec.europa.eu/nui/submitVasilgAction.doaccessed 30.03.2017)
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277bn)}” Budget income from agriculture in Ukraine is dbéal mostly from a
tax on land lease, taxes on wages, VAT on impoftgroductive resources,
uncompensated VAT for export, tariffs and an exdiae on fuel® On the
expenses side however — again different from mestevn countries - agriculture
only receives 0.37% of public expenditures. This is dramatically lowiean in the
EU, where the sector consumes 38% the overall budget.

2.1.2 External dimension

1) Trade in agricultural commodities

Ukraine is the dominant world exporter of sunflowdrand occupies second place
in exporting crops (excluding ricé). Ukraine provided 6% of the total world

export of cereals in 2015, rankind" @mong cereal exporters after the USA,
France, Canada, India and Australia, while amorgpiers of cereals the country
took 729 place??

According to the WTO, in 2015 Ukraine’s top five nemodities destined for
agricultural export were sunflower seeds, maizen)cowheat and meslin, soya
beans, and solid residues from other oil (Figure 2he top five imported items
included unmanufactured tobacco, citrus fruits,dfqmreparations, preparations
used in animal production, and extracts, essenedscancentrates (Figure 2).
Thus, agricultural products constituted 42.5% @f Wialue of Ukrainian exports in
2016, and their share has been rising steadilgdant years?

17 Ukrstat (2016): Gross domestic product, 2016, URL:
https://ukrstat.org/en/operativ/operativ2016/vvpvikv/vvp_ kv _elvvpf kv2016e n.htaccessed
28.07.2017).

18 \Vysotskyi T. (2016): Ukrainian Agriculture Sect@eneral Overview, presentation for
Association “Ukrainian Agribusiness Club”, slidel2RL:
http://www.minagro.gov.ua/system/files/Brussel_Mg&yi 0.pdf(accessed 13.02.2017).

19 JlepxaBHa ka3Hauelchka ciyx0a Ykpainn: BUKOHaHHS epkaBHOro Oro/pKeTy: Piunmii 3BiT po
BukoHauHs JlepkaBHoro 6romkery Ykpainu 3a 2015pik (Annual Report on the State Budget of
Ukraine for 2015), URLhttp://www.treasury.gov.ua/main/uk/doccatalog/ksif?Dir=311513
(accessed 30.03.2017).

20yon Cramon-Taubadel, S., Heinemann, F. (2017):Bbs Common Agricultural Policy. Why
reform is overdue, URLhttp://www.bertelsmann-

stiftung.de/fileadmin/files/user_upload/EZ flashiigeurope 2017 06 ENG.pf#Hccessed
30.03.2017)

21 MinicTepcTBO arpapHoi IOJTITHKH Ta poaoBonbeTBa Yikpainu (2017):Konuenuis JlepxkaBHoi
[iJILOBOI POrpaMu PO3BUTKY arpapHOro CeKTopy ekoHomiku Ha nepion mo 2020poky (Concept of
The State Target Programme of Agrarian Sector Dewetnt till 2020), URL:
http://www.minagro.gov.ua/apk?nid=168¢atcessed: 09.02.2017).

22 UN Comtrade Database, URMbitps://comtrade.un.org/dai@ccessed 06.03.2017).

23 WTO: Country Profiles: Ukraine, URlattp:/stat.wto.org/CountryProfiles/UA_e.hif@ccessed
28.02.2017).

24 MiHicTepCcTBO arpapHoi MOJITHKY Ta poaoBonbeTBa Yikpainu (2017):Cran ramyseii AIIK 2016
(Agriculture overview 2016), URLhttp://www.minagro.gov.ua/monitoring?nid=190@€cessed:
07.02.2017)
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The Ukrainian agricultural sector possesses thenpial to satisfy internal demand
for many commaodities with its own production capiasi This is demonstrated by
the food self-sufficiency ratio of Ukraine. From @0 to 2013 the respective
average ratio for all products grew from 148.3%2007 to 162% in 2011 and
188.6% in 2013° Ukraine produces 3 to 5 times more vegetablehaihtit can
consume, and 1.5 to 2 times more grain crops.

Figure 2. Top five export and import partners of Ukraine regarding major
agricultural commodities in 2015

Agricultural commodities

Oil seed USS, min| Cereals |USS, min. [ Meatproducts |USS, min. | Dairy products, eggs, etc. |USS, min.
: Turkey 389.5 Egypt 758.7 Russian Federation 125.4 Iraq 40.6
9: France 178.7 China 676.9 Iraq 58.2 Germany 27.7
%’ Iran 157.1 Spain 593.2 | the Netherlands | 38.8 Kazakhstan 25.7
S‘ Portugal 108.1 |Saudi Arabia| 402.8 Kazakhstan 22.8 UAE 24.9
Belgium 103.3 Italy 317.2 Germany 16.9 Denmark 24.1
i USA 37.8 | Romania 38.9 Poland 45.7 Germany 14.5
S Turkey 32.4 | Hungary 34.1 Germany 22 Poland 10
; Germany 25.2 France 21.2 | the Netherlands 8.4 USA 6.4
2 France 17.4 | Pakistan 17.3 Belgium 3.5 Portugal 6.4
£ India 17.2 India 13.6 Spain 3.1 Czech Republic 6.3

Source: DESA/UNSD, United Nations Comtrade databdBd.:
https://comtrade.un.org/labs/BlIS-trade-in-
goods/?reporter=804&partner=0&commodity=12&year=2B8&flow=2 (accessed 01.03.2017)

Ukraine ranks 27 among the EU’s trade partners as of 2016. Agricaltproducts
constituted 31% (EUR 4067mn.) of EU imports fromrélke and 9.3% (EUR
1540mn.) of EU exports to Ukrairie.

Ukrainian exports of agricultural products to ther&ean Union have risen by
1.6% in 2016 in comparison to 2015. The EU is theond largest importer of
Ukrainian agrarian production after Asia. In 20lte tEU share in overall
Ukrainian exports decreased to 27.5% from 31.592015. The main items
exported to the EU are cereals, oil, oil seedstsfrand nuts. By the end of 2017
the EU plans to increase the quotas on honey, gsedetomatoes, grape juice,
oats, wheat, maize, and barley which can be imgdrtan Ukraine at a 0% tariff
rate?’” Ukrainian products such as cocoa paste, cocoartartl ice cream have just

25 Kobuta, 1., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 24.

26 European Commission (2017): European Union, Tiad®ods with Ukraine, URL:
http://trade.ec.europa.eu/doclib/docs/2006/septeindeoc 113459.pdfaccessed 01.03.2017).
27 The European Council (2017): Ukraine: Council aon$ political agreement on temporary
trade preferences for Ukraine, URiitp://www.consilium.europa.eu/en/press/press-
releases/2017/06/28-ukraine-trade-preferen@esessed 28.07.2017).
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entered the European market in 2016, which encegrddkraine to further
diversify its exports to the E®.

Agricultural exports to ASEAN countries are risimgpidly — in the first four
months of 2016 export volumes doubled (presumabynpared to 2015) and
reached US $183mn. Ukraine exports mainly crop8SBAN member states. The
commodity structure of exports from Ukraine is folowing: Indonesia — flour
products, cereals, poultry eggs; Vietnam — medgl,oflax seeds; Malaysia -
condensed milk, flour and cereals; Singapore +flothand meal; Thailand - meal,
poultry eggs not in shell, egg yolks and butterwideer Russian products seriously
compete with Ukrainian ones in ASEAN markéts.

Africa is emerging as an interesting market for alke. Keny&, Tanzani& and
other African countries may become prospective etarior Ukrainian agricultural
machinery, technologies of production and fertiizeas well as agricultural
products such as “meals (including for fish and lpgy apple juice and
concentrates, seeds, poultry and pdfkHowever, currently exports to Kenya
(expressed in USD) account for only 0.5% of the ambdJkraine exports to the
EU. Despite low volumes of trade with African caues, this continent may be of
great interest for Ukrainian producers due to rgpgrowing demand and existing
free trade agreements among African countries, whermit access to a market
consisting of 500 million people. Despite the hgglantities of exports anticipated
by the Ukrainian government it will be extremelypantant (though difficult) to
produce goods and commodities of high quality ieleble manner.

Though the image of Ukraine as a significant adtucal trade partner is often
promoted and emphasized by political actors, bgsirrepresentatives provide a
gloomier assessment. According to Pavel Fesiuk,ctiramercial director of a
large Ukrainian agricultural company, “UkrAgroConenterprises from Ukraine

28 Ministry of Agrarian Policy and Food of Ukrained(®7): Export of Ukrainian agricultural
products to European countries has reached $4ighkiin 2016 - Olga Trofimtseva, URL:
http://www.minagro.gov.ua/node/231dccessed: 07.02.2017).

29 Pyrunpka, B. (2016):I1po Ykpainy, Pocito, ACEAH i Minbsapa nonapis Ha pik (About Ukraine,
Russia, ASEAN and one billion US dollars in a yebMRL.:
http://www.epravda.com.ua/columns/2016/06/3/5949aécessed 10.02.2017).

30 Ministry of Agrarian Policy and Food of Ukrained(7):

Bilateral trade with Kenya should receive a neweing for development - Olga Trofimtseva,
URL.: http://www.minagro.gov.ua/node/230%&ccessed: 07.02.2017).

31 Ministry of Agrarian Policy and Food of Ukrained(7):

Tanzanian market has interesting niches for Ukaaiigioods - Olga Trofimtseva, URL.:
http://www.minagro.gov.ua/en/node/230%accessed: 07.02.2017).

32 Ministry of Agrarian Policy and Food of Ukrained(7):

Bilateral trade with Kenya should receive a neweing for development - Olga Trofimtseva,
URL.: http://www.minagro.gov.ua/node/230%&ccessed: 07.02.2017).
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have gained a reputation as unreliable trade partiedian and Chinese partners
have claimed that they were permanently cheatddKoginians®®

This image of an “unreliable partner” was formedmarily during the 1990s,
when many companies were created for obtainingkcamd substantial profits and
were destroyed (i.e. declared bankruptcy) justraieeiving the expected cash
inflows. But nowadays many companies are interestdalilding long-term stable
businesses with a permanent clientele.

2) FDIs in agriculture

The overall picture indicates a low rate of foreigmestments in the agricultural
sector compared to other sectors such as steein R@07 to 2015 FDIs in
agriculture were not significant: their share itatd-DI inflows rose to a maximum
of 2.3% in 2009, whereas such inflows into steghgsame year comprised nearly
30% of all FDI. However, investments into steel éaince decreased and reached
the level of agricultural FDI inflows in 2015. Ukngéan agriculture has higher
shares in total FDI than EU member states sucheas&y (not more than 0.03%)
and Poland (approximately 0.5%§).However, these countries are in a better
position to invest in their own agricultural sest@nd benefit from EU subsidies as
well.

The main region investing in the Ukrainian agrarsactor is Europe — its share is
about 49% of FDI stock. Cyprus alone is the origir28.6% of FDI stock from
companies investing in agricultufe.However, often Ukrainian and Russian
investors use accounts in Cyprus, so this may edidl originating from the EU.
Germany is the second largest investor with a sharel2.8%, while the
Netherlands follow with 12%. Other important invast are Austria, the United
Kingdom, France, Italy, Poland, Switzerland and Wimted States. Investors from
China and the Gulf countries have been increashair tparticipation in the
agricultural sector of Ukraid® using innovative models. For instance, in 2012 a
Chinese bank provided Ukraine with a credit linekthange for a part of its corn
harvests over the next 15 years, while a Saudi iAnahgribusiness consortium

33 ®eciok, I1. (2017): Kyna xartutcs arpapubii 6msuec? (Where does agro-business roll?), in
Latifundist.com, URL: http://latifundist.com/blog/read/1707-kuda-katitsagrarnyj-biznes
(accessed 10.02.2017).

34 OECD.Stat: FDI flows by industry, URL:
http://stats.oecd.org/Index.aspx?DatasetCode=FODWLINDUSTRY (accessed 20.04.2017)

35 OECD Eurasia (2015): Review of Agricultural Invesint Policies of Ukraine, p.20, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine ENG.pdf
(accessed 10.03.2017).

36 |bid.
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acquired the Ukrainian Continental Farmers Group20133%’ Ukraine sees
countries such as Saudi Arabia and Qatar as pakéentiestors and encourages
them to consider opportunities in Ukraine includfpgvatization of agrarian state
enterprises; investments in agribusiness productidngher added value products
(processing industry, organic farming, etc.) andpssation in the field of
agricultural machinery constructior?.

There are also some financial funds which invesUkrainian agriculture. For
instance, NCH Agribusiness Partners Fund |, NCH Newope Property Fund II,
and Sigma Bleyzer Southeast European Fund IV coatrotal of around 550,000
ha of Ukrainian land after having invested USD 760m primary agriculturé®

FDI inflow volumes into the Ukrainian economy mag thot always correct due to
a so-called round-tripping process, whereby Ukeaininvestors use offshore
entities to channel local funds into the countrijch are then classified as FfI.
If we consider the data presented in Annex 1 ortisde&olving land leasing and
concessions in Ukraine by foreign investors simzependence, it is evident that
foreign-registered de facto “branches” investedJkmainian “mother-companies”.
For instance, Kernel Holding S. A., registered ixémbourg in 2005, has twice
invested in Ukrainian Kernel Holding S. A., whiclasvcreated in 1995 in Ukraine.
There is no other evidence from open sources ond{éfolding S. A.’s activity,
except for agricultural ones in Ukraine. Anotherample is the Netherlands-
registered Astarta Holding NV, which invested ie tdkrainian company Astarta
Kyiv LLC. According to theFinancial Times the operational activity of Astarta
Holding NV has been concentrated exclusively onditkan agricultur&, and
63% of the holding’s equity is owned by two Ukrains?2

Land deals as a special case of FDIs with hightali relevance

Even if the available data distort the picture soim, land is nonetheless an
interesting investment opportunity, as foreigneftero face much higher land

37 OECD Eurasia (2015): Review of Agricultural Invesint Policies of Ukraine, p.21, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

38 Ministry of Agrarian Policy and Food of Ukrained@7): Minister: Ukraine is ready to supply
regularly agricultural products to Qatar and extéstomenclature, URL:
http://www.minagro.gov.ua/node/230%&ccessed: 07.02.2017).

39 OECD Eurasia (2015): Review of Agricultural Inwesint Policies of Ukraine, p.21, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

40 OECD (2016): OECD Investment Policy Reviews: Ukea2016, OECD Publishing, Paris, p.
17.

41 Financial Times: Markets Data: Equities: ASTARTAlHing NV, URL:
https://markets.ft.com/data/equities/tearsheetile=AST:WSHaccessed 23.03.2017).

42 Dragon Capital: Institutional Investors: Reseafchmpanies: Astarta Holding (AST PW), URL:
http://www.dragon-capital.com/en/institutional_ist@rs/research/companies_issuers/ast_pw.html
(accessed 23.03.2017).
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prices in their home countries (e.g. as of 201%2®,EUR/h& in Germany
compared to a preliminary estimated maximum of %,EUR/hd* in Ukraine).
However, only 6% of all agricultural land is at th@eign investors’ disposal.
From 25 deals, including round-tripping ones, régarby the Online “Public
Database on Land Deals” (Land Matrix) 5 deals wetended to invest in lands
for both livestock and crops production, 3 — inddar planting food crops, 2 — in
biofuels and food crops planting, while the intentifor the rest is unspecified
(Annex 1). US investors seem to have the most frusikrainian land leasing:
they contracted the highest share (22%) of thecaljural land which is available
to foreign investors (Figure 3). At the same tine tUS ranks 10 among
agricultural FDI providers excluding land leaseeThain investor in the Ukrainian
agrarian sector — Cyprus — is the third among leaders. The second largest
investor — Germany — is only responsible for 0.3%lbinvestments.

Figure 3. Percentage of agricultural land contractd by foreign investors
regarding their country of registration (% of total, 2 466 292 ha in total)

Switzerland Others
3% 8%
Austria

4% USA

22%

21%

France
5%

Russian Federation
9%

Netherlands
10%

Cyprus
18%

Source: Land Matrix: Ukraine, URL:http://www.landmatrix.org/en/get-the-detail/by-taite
country/ukraine/?order_by=investor nameé&starts with (accessed 10.03.2017), authors’ own
calculations.

General parameters influencing investments in agtice

43 Euroactive (2016): Structural changes in Germang eesult of climbing agricultural land price,
URL.: https://www.euractiv.com/section/agriculture-fooddgraphic/structural-changes-in-
germany-as-a-result-of-climbing-agricultural-landep/ (accessed 29.07.2017).

44 AgroPolit.com (2016)EkcnepTy migpaxyBaiu LiHy reKTapa 3eMili B YKpaiHi — JOCIiKEHHsS
(Experts estimate the cost per hectare of landkiride - study), URL:
https://agropolit.com/news/56-eksperti-pidrahuvsiitu-gektara-zemli-v-ukrayini--doslidjennya
(accessed 30.03.2017).
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According to the World Bank’s Ease of doing busiaslex®, Ukraine occupied
the 80" place out of 190 countries in 204%This is on the one hand a success,
taking into account that in 2014 Ukraine was in 1A€" position. But on the other
hand, Ukraine is the third worst performer aftejikistan (128" and Uzbekistan
(87" among those post-Soviet countries evaluated.

Businesses in Ukraine have to cope with numerous rent always transparent
licensing and permit requirements, unnecessarydatds, certifications and other
checks as well as corruption. Despite some senlgbislation, the combination of
crony capitalism, corrupt behaviour, and an unssimdted and manipulable
judicial system no doubt prevents some entreprsnom making use of their
legal rights and opportunities. Selective or dotdtendard application of
legislation is still a commonly used practice inrbike.

Ukraine’s low rank in the Corruption Perceptiondéxti 2016 — 131 place, which
it shares with Iran, Kazakhstan, Nepal and Russibpf 176 countries — reinforces
the statements abot&This situation is being worsened by ongoing viokein
Eastern Ukraine and the continuing Russian ocompadénd annexation of the
Crimea.

One factor inhibiting investments is the insuffitie state of Ukrainian
infrastructure: storage, transportation and irfi@afacilities remain in inadequate
condition. The rapidly growing demand for grainnsport has not been nfét.
Despite some governmental efforts to invest inastiucture for the agrarian sector
such as increasing the storage and transloadingcitegs of a few ports in
llychevsk, Odessa, Mykolaiv, Kherson and otéras well as an increase in

45 Ease of doing business indexan index estimated by the World Bank by measuiiusiness
regulations and their enforcement across 190 ecasors low numerical value of a country’s
place indicates better and simpler regulation®diminess and stronger protection of property
rights.

46 The World Bank: Ease of doing business index, URL:
http://data.worldbank.org/indicator/IC.BUS.EASE . Xp@=2016&start=2015&view=map
(accessed 01.03.2017).

47 Corruption Perception Indeis an index estimated by Transparency Internatticamking 176
countries by their perceived levels of corruptionrfisused public power for private benefit)
determined via expert assessments and opinionygimehigher numerical value of a country’s
place indicates untrustworthy and badly functiorpodplic institutions as police, judiciary, etc.
48 Transperancy International: Corruption Percephimex 2016, URL:
http://www.transparency.org/news/feature/corrupterceptions_index 20X&ccessed
01.03.2017).

49 OECD Eurasia (2015): Review of Agricultural Invesint Policies of Ukraine, p.7, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

50 OECD, the World Bank (2004): Achieving Ukraine’grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank,Washington DC, p. 8
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private investments in grain storage facilitiesmdead is expected to double by
202031

Other obstacles to investment are the sector’'sfgignt dependence on gas and
electricity as energy sources while prices aretdlattng and often high, the
absence of private water rights, a lack of adedyatelled workers, limited access
to technical innovations, a weak banking sector andunderdeveloped capital
market, environmental risks such as soil erosioatew pollution or radiation

pollution 52

2.2 Policies influencing agriculture

In the current chapter we evaluate the Ukrainiawegoment’'s priorities in
supporting producers or consumers of agriculturatipcts as well as specific sub-
sectors of agriculture, using OECD Producer Supjpgstimate (PSEj and
Consumer Support Estimate (C8E)ndicators. To supplement this domestic
perspective on measures like subsidies, price aigns and taxes (Chapter 2.1)
we also analyze external policies on trade anddorgvestments, including land
issues Chapter 2.2).

The support provided by the Ukrainian governmentlifeerent economic actors
involved in agricultural production and consumptisnsummarized in Figure 4.
High PSEs reflect in general phases in which fasnage politically supported by
measures increasing their income like price suppod subsidies, whereas high
CSEs indicate support to consumers via e.g. palitdecisions to lower food
prices. The Total Support Estimate (TSHdds up all public expenditures which

51 OECD Eurasia (2015): Review of Agricultural Invesit Policies of Ukraine, p.7, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

52 OECD Eurasia (2015): Review of Agricultural Invesnt Policies of Ukraine, p.7-8, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

53 PSE is defined as an indicator of the annual naspetalue of gross transfers from consumers
and taxpayers to support agricultural producergsmed at the farm gate level, and thereby
consists of measures positively influencing farmeceme like explicit and implicit transfers
based on output volumes, market price supportexamptions, subsidies of different kinds,
capital grants, etc. (OECD definition).

54 CSE is defined as an indicator of the annual naygetalue of gross transfers to (from)
consumers of agricultural commodities, measuredeafarm gate level, and thereby consists of
measures positively influencing households likeketprice support for domestically produced
consumption, transfers to the budget and/or imp®aa the share of consumption that is imported,
consumer subsidies from taxpayers, etc. (OECD iiefi) It does not integrate general taxes
without direct consumer impact.

S5 TSE is defined as an indicator of the annual nayetalue of all gross transfers from taxpayers
and consumers arising from policy measures whigipat agriculture, net of the associated
budgetary receipts, regardless of their objectaresimpact on farm production and income, or
consumption of farm products (OECD definition).
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both directly and indirectly support producers armhsumers, including e.g.
research and advice services.

Four major phases can be distinguished relatedfeyeht policy patterns:

1) 1991: producer-support priority;
2) 1992-2004: few and erratic agricultural measurésjtdtions on private

property;

3) 2005-2012: renaissance of producer-support priority
4) 2013 - present: consumer-support priority with aannhg high taxes.

Figure 4. Governmental support of the Ukrainian ago-sector (Producer
Support Estimate (PSE), Consumer Support EstimateGSE), Total Support
Estimate (TSE)), UAH mn.
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Source: OECD: Producer and Consumer Support Esémdatabase, the authors’ own
calculations, URLhttp://www.oecd.org/tad/agricultural-
policies/producerandconsumersupportestimatesdagditagaccessed 20.02.2017)

These phases are characterized by the use ofrcsetsi of measures.

2.2.1 Internal dimension

1) 1991: producer-support priority

The first year of independence of Ukraine was nmdirkg strong support for
agriculturalproducersto the disadvantage of tleensumer The biggest chunk of
this support was provided by fixing market prices dll agricultural commodities.
Arguably, prices were regulated by politically aefil production quotas as was
done in the Soviet Union. Other types of supporistsied mainly of electricity
purchase subsidies and grants for fixed capitah&bion. At the same time the
government conducted transfers from consumers ddyoers, lowering CSE by
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setting high food prices to the disadvantage ofciresumer. Significant transfers
from taxpayers also took place, as expressed by TSE

2) 1992-2004: few and erratic agricultural measuresnitations on private
property

The second phase is characterized by lower puhldgéts for agriculture and
contradictory and ad hoc approaches. Although theolate budget declined, a
shift towards consumer support can be seen (pesitalues of CSE). Another
political feature is the use of land property reggmvhich hinder private activities.

Consumerdenefited at the expense of producers, excepthi@etyears: 1997,
1998, and 2001. Transfers from taxpayers to consumere eliminated in 1992.
Despite heightened diversification of instrumentssiate support to agricultural
producers and consumers, their overall monetaryessppn remained minor.

On the producer sidanarket prices regulation became less extensive,wast
nonetheless preserved for all commodities and wasiged in an unsystematic
manner: support by the public linked to electri@ypenditures lasted through the
whole period with some fluctuations. The fixed ¢abiformation grants were
substituted step by step by more targeted statgraums to finance livestock
breeding and support orchards, vineyards and bgetgs. Starting in 1999
agricultural producers enjoyed benefits from indemate subsidies for short- and
long-term loans. Until 1999 agricultural companigsye exempt from income tax,
but paid a profits tax at a rate of 25%n 1999 a tax reform took place: taxes were
reduced to 3 types (fixed tax, VAT, and excise tamjn 12; a fixed agricultural
tax was implementetl; VAT preferences were establisfi&th a manner peculiar
to Ukraine (see description of VAT preferences innAx 2). A stable fixed tax
reduced the burden for companies and allowed tlhvergment to reduce market
price support for agricultur®,concentrating attention on other instruments.

In summary, the government conducted ad hoc inttikwes in agricultural
commodities markets, such as credit and input supptivity, which in many
cases were not transparent. Such actions incre@sesd for private agricultural
producers, input suppliers and marketing agentsve@mnental institutions
restricted transactions of grain among actors envildlue chain and in some cases

56 The World Bank (1995): Ukraine Technical Reporgridultural Trade and Trade Policy: a
Multi-Country Analysis, the World Bank, p. 10.

57 Fixed agricultural tax is a tax for agriculturakerprises involved in planting or related actiyity
which substituted such taxes as income tax, laxdrd others. It is accrued as a percentage
(usually from 0.09 to 0.45%) of estimated monetalye of the land owned by a taxpayer.

58 OECD, the World Bank (2004): Achieving Ukraine'grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 38.

59 OECD, the World Bank (2004): Achieving Ukraine’grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 17.
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confiscated grain owned by private companies. Qrign the government ceased
market interventions in 1999 did business-to-bussnelomestic trade again
increase. In addition, the banking system begamduide credit to the agricultural

sector, which again began to grét.

The uncertainty visible in the actions of the Ukran government during this
period may be partially explained by concern ahmaermining the newly created
state by provoking major social unrest and unemmpkyt, which could rise
significantly if market economy reforms were implemed quickly. However, in
order to cope with high inflation, the budget defiand a shortage of currency, the
Ukrainian leadership attempted to preserve existiedficient measures such as
governmental state orders, hard currency taxes;tnaosparent restrictions on
trade, etc. All those measures prevented a senef@m of the Ukrainian
economyb?

On the other hand, a certain degree of chaos iadtiens of the government may
also be explained by the absence of a unique &iyislframework. Only in 2004

was the law “On State Support of Agriculture in bikie” adopted. This law

established processes of providing state subsahesother forms of support to
agricultural producers by means of vast tax besedithough public expenditures
remained modest.

Despite the overall financial support to agricudtun this period, other policies
hindered private activities in particular. Duringist phase state support was
directed primarily to state or public entities, almiwere not always profitable,
while private initiatives were disadvantaged duenequal access to state support
or unclear and/or unresolved privatization proceduand land ownership regime.
As a result, in 1994 only 13% of agricultural lamds in private hand$.However,
after a number of legislative acts on privatizat@dopted in 1992-1993 were

60 OECD, the World Bank (2004): Achieving Ukraine’grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 14.

61 The World Bank (1995): Ukraine Technical Reporgridultural Trade and Trade Policy: a
Multi-Country Analysis, the World Bank, p. VII.

62 Nivievskyi, O., Stepaniuk, O., Movchan, V., Ryzkew, M., Ogarenko, Y. (2015): Country
Report: Ukraine, Institute for Economic Researcth Rolicy Consulting, Ukraine, p. 55.

63 The World Bank (1995): Ukraine Technical Reporgridultural Trade and Trade Policy: a
Multi-Country Analysis, the World Bank, p. 8.
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implemented and the collective fdthsystem was eliminated in 1999, conditions
changed to the benefit of private own&rs.

Excursus: Specific policies on land regimes

From 1995 to 1999 land was distributed in the fafmon-tradeable land share
certificates. In practice, realization of the rigiprovided by such certificates was
difficult.®® Moreover, the certificates could end up servingaasinstrument for
long-term leases, although they were meant to staridr property rights. Thus,
there was a risk that owners of small-sized cegiéis might be forced to conclude
unfavourable long-term lease agreements with faemagers’

Later some specific measures were implemented:001 2he Land Code was
renewed and a new system of land ownership andfeglawas fixed in it, though
according to its provisions agricultural land coulat be sold, used as collateral or
as equity by newly created busines¥eforeign citizens or entities were not
allowed to purchase agricultural land.

Despite these legislative changes, the transfoomaif massive collective farms
into smaller private farms happened slowly. Onesiiids explanation for this is a
lack of opportunities for private entrepreneursi@mall landowners lacked access
to finances and non-land assets. The latter wdlergistly under the control of
former collective farm managers. The only way fosmall landowner to obtain
some profit from the land was to lend it. In aduditi at that time private
landowners had little knowledge and few instruméotsealize their production on
markets or to maintain a stable supply of inputenals. For those reasons, many
small private households used their production paior private consumption,
usually offering to the market only slightly aba3@% of their output?®

64 According to the Internet Encyclopaedia of Ukraio@lective farms were called agricultural
artels with commonly owned and used land and mefpsoduction by the participants of a
collective farm, URL:
http://www.encyclopediaofukraine.com/display.aspidath=pages%5CC%5CO%5CCollectivefar
m.htm (accessed 28.04.2017).

65 Ipesunern Ykpainu: Yka3 [Ipesunenta Ykpainu «IIpo HEeBiAKIaIHI 3aX0IH HIOA0 TPUCKOPEHHS
pedopMyBaHHs arpapHOro cekropa ekonomikm» Bin 3 rpynas 1999 (Decree of the President of
Ukraine On Urgent Measures to Accelerate reformefagricultural sector of December 3, 1999),
URL.: http://zakon3.rada.gov.ua/laws/show/1529&Ecessed 20.03.2017).

66 OECD, the World Bank (2004): Achieving Ukraine'grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 84.

67 OECD, the World Bank (2004): Achieving Ukraine’grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 87.

%8 |bid.

69 OECD, the World Bank (2004): Achieving Ukraine’grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedid Bank, Washington DC, p. 92.
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3) 2005-2012: renaissance of producer-support priority

The third period is distinguished by rising produsapport, except for a certain
slowdown during the final two years. A dominantlueihce on the sector was
exercised by WTO accession, which disciplined adfiical support, limiting it to
a maximum of UAH 3.043bn. (USD 133mn.) annudflythe WTO requirements
played a major role in leading to a reform of inrsubsidies.

The so-called “bound Total Aggregate MeasurementSopport (AMS)” was
calculated on a base of governmental support duhagears 2004-2006 , leading
to a reduction of around UAH 40bn of the former amtoof subside$t In addition
to the fixed bound Total AMS Ukraine received tight to spend up to 5% of the
value of annual gross agricultural production ottpa governmental support of
producers in the sectét.Except for the fixed amount of bound Total AMS,
Ukraine was not obliged to eliminate or reduce tisage of any instrument
affecting production (“amber box”) — what is diftet from other WTO
members? For this reason, without violating the bound TotaMS, the
government managed to renew subsidizing processestly relying on market
price support instruments to promote productiosdators like pork, poultry meat,
eggs and sugar. However, according to WTO commitsn#rose products may
also be supported by direct budget payments toyserd. The major framework
for commodities price regulation had been indicadtgdthe establishment of the
Agrarian Fund in 2005; later this measure was ohetl in Ukraine’s WTO
commitments? According to this regulatory framework, purchasesl sales by
the Agrarian Fund may be executed at spot or fatwaices on the Agrarian
Exchange and are subject to minimum and maximuervantion prices (with a
5% margin)”’® According to WTO commitments, significant transfedso aimed

0 Kobuta, I., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 6.

"LWTO (2007): Accession of Ukraine: Domestic Supaod Export Subsidies in the Agricultural
Sector, Supporting Table DS: 4: Domestic Suppoktaihe, Reporting Period: calendar years of
2004-2006 (on average), Calculation of the Totajkgate Measurement of Support (AMS), p. 7.
72 MiHicTEpCTBO €KOHOMIYHOTO PO3BUTKY Ta Toprisii Ykpainu (2017):/loBinka momo aganranii
cinecpkoro rocmogapersa Ykpainu go ymoB COT (Information on adaptation of agriculture of
Ukraine to WTO commitments), URbitp://www.me.gov.ua/Documents/Detail?lang=uk-
UA&id=1782a677-ddc9-4237-a732-
5d49d114aadcé&title=DovidkaSchodoAdaptatsiiSilskogs@darstvaUkrainiDoUmovSot
(accessed 30.03.2017).

73 MiHicTepcTBO €KOHOMIYHOTO PO3BUTKY i Toprisii Ykpainu (2013):JloBinka o0 30608’ A3aHb
VYxpainu B pamkax COT (Information on adaptation of agriculture of Ukraito WTO
commitments), URLhttp://www.me.gov.ua/Documents/List?lang=uk-UA&tdgformatsiino-
analitichniMateriali3(accessed 30.03.2017).

74 Kobuta, I., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 25.

SWTO (2016): Trade Policy Review, Report by ther8&riat: Ukraine, p. 87
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to finance the permitted measures, that are nettifig production (“green box”
measures)® The average share of total governmental expemditon “green box”
measures during the available reported years 2002-%as 69.4%, while 30.6%
of all expenditures for agriculture were spent‘@mber box” instrument’

The state continued to support agricultural prodaiega electricity expenditures,
as well as short- and long-term loan subsidies\éh#@ accumulation. At the same
time support to family farms increased by more tR&ntimes compared to the
previous period (1992-2004) and continued to dairstd its elimination in 2012.

While the livestock breeding support program hanhaat finished, a similar

measure to promote orchards, vineyards and begfgsfiincreased in monetary
importance.

Also, the government raised the level of investrmemt services related to
inspection and control functions as well as in kirggation infrastructure, which
under WTO rules can be classified as “green Béx”.

Political documents relevant to these developmieistade the 2007 law on “Basic
Principles of the State Agrarian Policy up to 20454 the related “State Targeted
Program for the Development of the Ukrainian Coysitte until 2015”. These
documents represent the first attempts to createique coordinated approach to
agricultural policy implementation. They specifide process of developing rural
infrastructure and other facilities, of improvingofl security and efficiency in
production, and of enhancing international comjyetitess”

There were no significant changes in the land oslmiprregime during this period,
though the moratorium on land sales was extendestatimes.

4) 2013 - present: consumer-support priority with ¢oaing high taxes

PSE became negative in 2013, placing Ukraine imigue position among other
countries: while other states tend to support atjftical producers and ease the tax
burden on the sector, the Ukrainian governmentihetaxes it, while politically
declaring much the opposite (Figure 5).

76 Kobuta, 1., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 25.

TWTO: Notifications from Ukraine: Agriculture, URL:
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_86.86px?Query=(%20@ Symbol=%20g/ag/n
[ukr/*)&Language=ENGLISH&Context=FomerScriptedSdatanguageUIChanged=true#
(accessed 31.03.2017).

"8 Kobuta, 1., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 25.

7 Nivievskyi, O., Stepaniuk, O., Movchan, V., Ryzkew, M., Ogarenko, Y. (2015): Country
Report: Ukraine, Institute for Economic Researcth Rolicy Consulting, Ukraine, p. 55.
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Figure 5: Ukrainian PSE as a percentage of grossria receipts for 2015 in
comparison to PSE of other countries
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Source: OECD.Stat: Monitoring and evaluation: Refere Table: Producer Support Estimate
(RSE), URL:
http://stats.oecd.org/viewhtml.aspx?Queryld=7096B6&0000&vf=0&I&il=&lang=en (accessed
24.04.2017)

Several subsidies were cut: Long-lasting elecyristibsidies were reduced and
subsidies for short- and long-term interest ratese eliminated. Subsidies on
VAT accumulation (Annex 2) continued to increasel@sbenefits from the fixed
agricultural tax. But on January 1, 2017 the VAEmption for agricultural sector
was abolished, which finally allowed Ukraine to q@ynwith the WTO condition
on removing support for VAT accumulation.

Other forms of support declined as well. The lieekt support breeding
programme and even the support programme for atshatineyards and berry
fields ended. Irrigation infrastructure developmemés no longer supported,
although some transfers from the state were siilhgytoward farm restructuring.
At the same time consumer support doubled from 20612013 and tripled from
2013 to 2014.

The political framework for these changes was saedpin 2013 by a National
Strategy for Agricultural Development 2020, but theplementation of this
document was completely blocked by business reptabees, who were
extremely critical regarding its efficienéy.Later, a new Strategy for Agriculture
and Rural Development 2015-2020 replaced the faidacument. The
agribusiness-government confrontation over the ¥iession of the Strategy shows
that consumers’ interests had become a priority tfeg government, which
consequently attempted to relocate the burden owugers. The necessity to
support national consumers may have been heightdnedio decreases in the

80 Nivievskyi, O., Stepaniuk, O., Movchan, V., Ryzkew, M., Ogarenko, Y. (2015): Country
Report: Ukraine, Institute for Economic Researcth Rolicy Consulting, Ukraine, p. 55.
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purchasing power of the population. These decreasss the risk of social tension
and a desire to replace those in power, which éhlappened in late 2013 during
the Revolution of Dignity.

The current Strategy for Agriculture and Rural Depenent 2015-2020 aims to
subsidize livestock production and family-type farmo offer targeted food
assistance to the most vulnerable segments ofdpalation and to provide free
healthy food in schools.

During this period, the rise of the Ukrainian agtiaral sector motivated banks to
launch specialised products to finance agrariartesé& products include crop
receipts with future harvests as collateral, agmpssory notes, credit lines with
extended periods of repayment, specialised leasingrammes for agricultural
machinery, etc.

The moratorium on agricultural land sales by Ukieainand foreign citizens and
private entities is still in effect, although dedmbn its abolition are taking place in
both parliament and society. According to the pmns of the Land Code the
moratorium will remain in force until a law regufag land sales has been passed,
and at least until January 1, 2C*§This subject is treated in greater detail below.)

Taking into account that the greater part of crppsduction in Ukraine is a low
value-added activity, the Ministry of Agrarian Ruliand Foodstuffs plans to
develop the food-processing industry and organimifag (a bill on the general
principles and requirements of organic product®currently under discussion in
the parliamerff). However, exporting high-value products entailsren costly
export procedures subject to non-tariff measureBM8) in order to fulfill trade
partners’ requirements. This may restrict the dgwalent of these forms of
production. In addition, the government aims topsup the livestock sector -
which has shrunk due to the loss of the Russiakehar

2.2.2 External dimension

Numerous external parameters are linked to intemmalt organisations like the
IMF and the WTO. Many major reforms of the Ukramiconomy have occurred
as a consequence of fulfilling international obligas. The IMF and the World
Bank have imposed more requirements on the Ukraiagricultural sector than
has the European Union or other financial instiusi These requirements aimed

81 3emenbHuii komeke Ykpainu Bix 25.10.2015 (Land Code of Ukraine of 25.10.20P6}uin X.
[Mpukinnesi nonaoxenns, myakta 14ta 15, URL:http://zakon3.rada.gov.ua/laws/show/2768-
14/page9accessed 13.03.2017).

82 Bepxosna Pama Vkpainu: [Ipoekt 3aKoHy PO OCHOBHI NPMHIMIIK Ta BUMOTH JI0 OPTraHi9HOTO
BHUPOOHUIITBA, 00Ir'y Ta MapKyBaHHs opraniunoi npoaykiiii (Draft Law on basic principles and
requirements for organic production, handling aizkling of organic products), URL:
http://wl.cl.rada.gov.ua/pls/zweb2/webproc4 1?pt360576(accessed 23.03.2017).
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at liberalizing the agricultural sector and estthihhg market principles, thereby
abandoning price regulation and the special VATimeg(see Annex 2), and at
launching a transparent land market. Starting ih4¥0Ukraine promised to align
the special VAT regime for agriculture (Annex 2) naaclosely with the general
VAT regime and later to eliminate it. On 1 Januda®i7 the special VAT regime
for agriculture was indeed abolished.

On the other hand, Ukraine and the IMF concludeteanorandum specifying that
by the end of May 2017 all necessary legislationifdroducing a land market
should be adoptéi(In fact, this issue has been on the table with IMF since
2008). Though there are no specific requirememmis fthe IMF side as to how the
market should function, there are general expextatinvolving transparency,
liquidity, and inclusiveness. The IMF Special Reygr&tative in Ukraine, Jéme
Vacher, stated that his institution sees the prudemelopment of a land market
with opportunities for SME to thrive and attractmess of capital in Ukraine as
essential for economic recoveéfyThe World Bank concurs and has provided
recommendations for protecting small landowners dadmers during the
proces$® However, Ukraine failed to meet the May deadlipestponing the
creation of a market for land yet again.

The World Bank has focused on farm efficiency antpot in the past, but is not
currently active in the agricultural sector in Uk in part due to previous
negative experiences. In two cases the World Baskessed the participation of
Ukraine’s state institutions as unsatisfactory whit a third case the Ukrainian
side failed to fulfil its financial obligations. Ashe Bank stated in its final
evaluation, rivalry of the state institutions amotiggmselves also constrained
project implementatiofy’

83 International Monetary Fund (2014): Letter of mteMemorandum of Economic and Financial
Policies, and Technical Memorandum of UnderstandirgyL:
https://www.imf.org/external/np/loi/2014/ukr/0818pdf (accessed 15.05.2017).

84 Aslund, A. (2017): Why Does the IMF Keep Fundinkralne?, Atlantic Council, URL:
http://www.atlanticcouncil.org/blogs/ukrainealerbywdoes-the-imf-keep-funding-ukraine
(accessed 24.04.2017).

85 Juinpkuit, A.: IIpencraark MB®: «BaxuBo, mo0b Biaga YKpaiHu mpairoBaia sk oJHa
xomanma» (It is important that Ukrainian government wodssone teamjy: LB.ua, URL:
https://Ib.ua/economics/2017/04/24/364495 pred#tammvf vazhlivo_shchob_vlada.html
(accessed 24.04.2017).

86 Satu Kahkonen, “Ukraine Can Boost Annual Outputi8$15 Billion with Land Reform”, The
World Bank, 2 October 201%jtp://www.worldbank.org/en/news/opinion/2017/10(§Zaine-
can-boost-annual-output-us15-billion-with-land-meficaccessed 04.10.2017).

87 World Bank (2015): Report Number: ICRR 14640, IRBview, Operations Evaluation
Department, p. 3, URL:
http://documents.worldbank.org/curated/en/23629986261763/pdf/ICRR14640-P035777-
Box393183B-PUBLIC.pdf(accessed 15.05.2017).
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The way in which Ukraine has positioned itself toggaother countries with regard
to the agricultural sector has changed over tinfee Televant changes can be
summarized by referring to the same four phasdswed in the area of domestic
policies.

1) 1991: Weakening links to the (former) USSR

Ukraine obtained independence in August 1991. Hewesven before this date
there were some disturbances in trade links wighftihmer Soviet republics. This
was due to the changing course of the USSR rulilig e the so-called
“perestroika” or “restructuring” — which involvedandoning certain communist
postulates to some extent. Nonetheless, duringyttas Ukrainian trade was still
intricately connected with the former USSR and nee@ under government
control.

2) 1992-2004: From protectionism to trade liberalizati

Up to the end of the 1990s Ukraine adhered to ptiot@st policies in agricultural
trade. Until 1993 tariffs fluctuated between 10-30&pending on the individual
commodity and its price, whereas afterwards (19929] tariffs were raised
significantly, and in 2001 tariffs on sunflower degpoultry and sugar exceeded
100%. Other non-tariff measures (NTMs) for imporéres implemented: import
bans, licensing quotas, special certification regmients, and technical standat¥ls.
At the same time export was also restricted vieoexguotas, tariffs and licenses.
For example, in 1999 an export tariff on sunflowad flax seeds was introduc&d.

Despite arguable economic necessities, Ukraine nad undertake close
cooperation within the Commonwealth of Independ8tdates (CIS), choosing
instead a restricted form of membership with priipaobserver functions, and
stepping away from certain economic cooperatiotiatives. Rather than utilizing
this broader framework, the country preferred ttaldssh bilateral free trade
agreements (FTAs) with former USSR states, agreem@% tariff rates in trade
with almost all the CIS members. During the 1990d the beginning of the 2000s
such agreements were signed with Armenia, Azembaifaelarus, Georgia,

Kazakhstan, the Kyrgyz Republic, the Republic of Iddva, the Russian
Federation, Tajikistan, Uzbekistan, and Turkmeniftadowever, in 2011 some of
them were replaced by the new CIS FTA with prowvisiocloser to WTO

principles®*

88 OECD, the World Bank (2004): Achieving Ukraine'grcultural Potential: Stimulating
Agricultural Growth and Improving Rural Life, thedNd Bank, Washington DC, p. 16.
89 |bid.
%0WTO (2016): Trade Policy Review, Report by ther8triat: Ukraine, p. 29.
91 Nivievskyi, O., Stepaniuk, O., Movchan, V., Ryzkew, M., Ogarenko, Y. (2015): Country
Report: Ukraine, Institute for Economic Researcth Rolicy Consulting, Ukraine, p. 52.
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Ukraine also became a member of two not very effecind mostly declarative
cooperation initiatives: GUAM (Georgia, Ukraine, ébaijan, and Republic of
Moldova) Organization for Democracy and Economiv&epment and the Black
Sea Economic Cooperatidh.

During this period, Ukraine benefited from diffeteGeneralized Systems of

Preferences (GSP) schemes with the EU, Canada),Japkey and the US, which

allowed the country to enter these markets at kewtariff rates or duty free as in

the case of the EU. Ukraine concluded a Trade awesiment Cooperation

Agreement with the US in 2008. According to this@d, the countries maintain a
joint Trade and Investment Council to regulatetbilal commerce, market access,
VAT issues eté3

In 1994 Ukraine applied for WTO membership. The paration period for
membership took 14 years and required Ukraine ¢mtiete commitments within
the three pillars of export, import and domestippgrt. Starting with the day of its
application, Ukraine undertook efforts to align lggislation and trade procedures
with WTO rules and legal acts. Thus, by the timacfession many sectors of the
Ukrainian economy functioned according to WTO prhoes?*

Ukraine also made efforts to start attracting fgmedirect investments into the
economy. During the period analyzed in this segtidkraine signed almost all of
the 75 bilateral investment treaties (BITS) it ltamcluded with other countries
(except the one with Japan, which was signed irbR6 of the agreements are
effective, 17 are signed but not yet effective, amé of them — with Italy —

terminated in 2012 and was not replaced. In addittbe most important trade
agreements concluded by Ukraine also contain imest provision$®

Other actions were undertaken as well to make F@&enattractive. For example,
Ukraine has ratified the Convention on the Recagmitand Enforcement of
Foreign Arbitral Awards and the Convention on thett®ment of Investment
Disputes between States and Nationals of Othee$S{BESID Convention).

The Investment Law of 1990, the Law on Foreign &treent Treatment of 1996,
and the Law on the Promotion of Investment Actastin Priority Sectors for Job
Creation of 2012 provided tax incentives such agy‘eexemptions on imports of
capital equipment for foreign investors or corperagtrofit tax exemption for

92WTO (2016): Trade Policy Review, Report by therBtriat: Ukraine, p. 32.

93 |bid.

94 USAID, [HCTHTYT €KOHOMIYHHUX JOCIIKEHD Ta MOJITHYHMX KOHCYJIbTallii, MikHapoaHa
Onaropiiina oprauizaris «I ' ymaniTapauit o «€nunnii ceir» (2008):Unencrso Ykpainu B COT:
o 30008’ s13aHb Ta KoMmeHTapi g0 Hux (Ukraine's WTO membership: a review of commitments
and commentaries to theniuis, c. 9.

9 UNCTAD: Investment Policy Hub: Ukraine, URL:
http://investmentpolicyhub.unctad.org/lIA/Country@P 19#iialnnerMenaccessed 10.03.2017).
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income derived from investment projects resultimgjob creation in priority
industries™®

According to the Law “On Specific (Free) Economiongs” of 1997, Ukraine

created 12 specific economic zones and 9 priorgyetbpment territories with

special attractive customs and tax regimes fron8162000. But due to numerous
cases of tax avoidance and evasion as well as ptmnuall free zones and
territories were eliminated in 2005.

3) 2005-2012: Acceding to the WTO

In 2008 Ukraine became a WTO member: As a resuWoD accession Ukraine
had to fulfill certain requirements in the field§ export, import and domestic
support.

(1) Export subsidies were abolished. One of the ontgmt implications of
Ukraine’s WTO commitments was the abolition of estpguotas on grain, which
were applied from November 2007 to March 280Bowever, in 2010 the country
re-introduced such quotas on wheat, corn, barlgg, and buckwheat. The
necessity of this action was explained by a shert#ggrain in the country due to
summer drought® but the decisions concerning implementation of guetas
were perceived as unfair and lacking in transpareand apparently helped to
boost the profits of certain agricultural oligard@hapter 3). In May 2011 export
quotas on grain were substituted by export dutidsch remained effective until
January 2012°

(2) In line with its WTO commitments, Ukraine reédcthe simple average rate of
import duties to 11% for agricultural products ata 5% for other goods
(compared to 13.8% for agricultural products ant¥elfor other goods prior to the
accession phase). Consequently, as of 2015 simmeage final bound rates
remained the same, while the simple average t@mtst favoured nation, MFN)
applied was even reduced: 9.2% for agriculturaldpobs and 3.7% for other

9% OECD Eurasia (2015): Review of Agricultural Inwesint Policies of Ukraine, p.23, URL:
http://www.oecd.org/globalrelations/Agricultural viestment Policies_Ukraine  ENG.pdf
(accessed 10.03.2017).

97 UNIAN (2007): Government introduced grain exparbtas, URL:
https://www.unian.info/society/66763-governmentaatuced-grain-export-quotas.html (accessed
11.05.2017).

9% Kobuta, I., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 7.

9 Kobuta, I., Zhygadlo, V., Sikachyna, A. (2015)1iPp Studies on Rural Transition: Ukraine’s
agricultural sector after accession to the WTO, HR&gional Office for Europe and Central Asia,
p. 15.
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products (Annex 3). The highest both bound andiegplates relate to sugar,
cereals and animal producéts.

(3) In the field of subsidies a clustering was dedi according to a traffic light
pattern: prohibited red-box measures were not a&tbte be implemented, amber-
box measures were to be reduced (those that stenpladuction and thereby may
distort trade) and green-box measures (assumiryghiénee no production effect at
all) were permitted.

4) 2013 — present: Increasing bilateralism

Different agreements were concluded or initiate@raf/kraine’s WTO accession
which reveal a certain sustainable pattern of tradasures:

(1) With the EUUkraine managed to sign an Association Agreemer20it4,
which included a Deep and Comprehensive Free TAagdeement. Parts of
the agreement are being implemented in a provikiorzner due to the
fact that the Netherlands significantly delayedfyaig the document and
did so only in May 2017 In the Association Agreement the EU has
imposed export duty-free quotas on 36 Ukrainiancatjural products. The
EU will eliminate customs duties on many other Ukian such products
within the next 10 years. In its turn, Ukraine walign its production and
phytosanitary standards with those of the EU, hig tequires significant
investment by Ukrainian firms and only pays offthme medium to long
term. However, the European Investment Bank haanéiad several
relevant projects: EUR 3mn. were invested in spoatae forestry and
biomass projects (2013% EUR 71mn. were used to upgrade the
infrastructure of the agricultural enterprise Nitul(2016):°° and Ukraine
is scheduled to receive EUR 21.5mn. in 2017 foraimmproduction and

100\WTQ: Ukraine: Tariffs and imports: Summary andydinge, URL:
http://stat.wto.org/TariffProfiles/UA_e.htifaccessed 16.03.2017).

101 The Association Agreement was ratified by bothltkeainian and the EU parliaments in
September 2014 simultaneously. Later EU membes ptiaments started to ratify the accord
one by one. The Netherlands were the last to cengigsociation Agreement because the
document spurred political debates lead by Duteb-soeptic groups and resulted in a national
referendum on approval of the agreement, held irl 2016. The referendum rejected the
ratification of the agreement, although it was lsiotling on the Dutch parliament. After the EU
assured the Dutch government in writing that theo&gtion Agreement did not imply a
membership perspective for Ukraine, both chambietiseoDutch parliament approved the
agreement.

102 European Investment Bank: Dasos Timber Fund II:
http://www.eib.org/projects/pipelines/pipeline/2@1%47 (accessed 16.05.2017).

103 European Investment Bank (2016): EU bank meetitsmitment of EUR 3bn of financial
assistance as part of the EU’s Special Supporta@ector Ukraine, URL:
http://www.eib.org/infocentre/press/releases/all2R016-348-eu-bank-meets-its-commitment-of-
eur-3bn-of-financial-assistance-as-part-of-the-gueseial-support-package-for-ukraifeezcessed
16.05.2017).
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processing developmet The EBRD also finances mostly private
businesses in Ukraine, with a total of 63 proj€eis the agricultural sector
to date. Among the well-known companies financecEBRD are Astarta,
Nibulon, and Kernel, all of which are owned by messmen who could be
termed agricultural oligarchs (Annex 4).

Moreover, after signing the Association Agreemerthvwihe European Union,

Ukraine significantly transformed its public proeorent system, implementing
certain provisions found in EU legislati!f. Those measures improved the
country’s attractiveness to foreign investors tmeaextent.

Under the conditions of the DCFTA and the CIS FTAr&ne was originally
scheduled to avoid any tariffs on export. Howeteg, country backed exemptions
to both agreements and succeeded in preservirapgh@tunity to tax the export of
sunflower seeds with a 10% tax on export to ClSntoes and a 9.1% tax on
export to the EU (Annex 3). The latter is supposete eliminated gradually over
the course of 15 years. Being aware of its comparaidvantage in producing
sunflower seeds and being confident of the stgbdlftexternal demand, Ukraine
tries to use this sector as a source of budgetneco

The industry which Ukraine tries to protect with abailable means is the sugar
production industry. Sugar and sugar beets areotiye commodities on which

import tariffs and quotas are imposed when they ednom CIS counties.

Following the principle of reciprocity, some CIS ATcountries have also

established similar quotas and tariffs on Ukrairgagar and sugar beets.

In the case of the DCFTA agreement the situatiainslar. Ukraine has retained
import tariffs of 20% on sugar beets, but is oldige reduce the tariff during the
next five years. Furthermore, sugar is importecbatiog to strict quotas, and if
these are exceeded a 50% tariff is imposed.

(2) As Annex 3 shows, Ukraine has acquiesced ty farourable conditions in
trade with theCommonwealth of Independent States (Ctiintries.

(3) Almost the same favourable regime is appliedstaaller partners such as
Montenegro, Georgia, and Macedonia

104 European Investment Bank: Tomato Production andéd3sing, URL:
http://www.eib.org/projects/pipelines/pipeline/20653 (accessed 16.05.2017).

105 European Bank for Reconstruction and Developnfemfect Summary Documents, URL:
http://www.ebrd.com/work-with-us/project-financedpct-summary-
documents.html?c35=0n&s0=0n&keywordSeafatcessed 21.08.2017).

106 OECD (2016): OECD Investment Policy Reviews: Ukea2016, OECD Publishing, Paris, p.
16.
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(4) The Ukraine-Canada Free Trade Agreement wégedaby both countries and
became effective on August 1, 20%7.

(4) Currently free trade agreements with Serbiaaelsand Turkey are under
negotiation%®

(5) Trade cooperation with Eastern Asia may bereldd to massive projects on a
state level. In autumn 2016 China proposed to Wkréhe creation of a free trade
zone. This initiative is a part of China’s New Sikoad. Moreover, China is

establishing a fund of EUR 10 billion to investdriEastern Europe, in line with an
idea to deepen EU-China cooperatith.

Summarizing all trade measures currently in placees2008, Ukraine hardly uses
trade measures specific to the agricultural secémom all trade-hindering

measures applied worldwide about 17 are Ukrainiach they hinder trade with

agricultural product$!©

Other relevant measures which influence trade aretariff measures (NTMs) and
FDI measures including:

(1) Since 2008 sanitary and phytosanitary measha®s been the most applied
types of NTMs (119 overall). The clear majority thfese measures relate to
poultry, meat products, and live animals. Technbaiiers to trade (113) are the
second most often used measures, which have bekadfo all trade partners and
to such products as genetically modified food itesasne products of plant origin,
margarine, chocolate sweets, tea, coffee, and stypes of meat and dairy
productst!?

(2) Some conditions for FChave worsened in recent years, e.g. duty beneiits f
importing capital equipment into the country andpaoate profit tax exemptions
were both eliminated.

Under the moratorium on agricultural land saleseiffn individuals, foreign legal
entities and subsidiaries of foreign companiesnateallowed to own agricultural
land in Ukraine. They can only purchase non-agtical land for agriculture-

107 pogrebna, A., Martinenko, O., Mylenka, T. (201Z¥nada-Ukraine Free Trade Agreement in
Effect from 01 August 2017, URIkttp://www.lexology.com/library/detail.aspx?9=2081c
9bad-4c18-a751-8e49e23ff4@accessed 29.07.2017).

108 WTO (2016): Trade Policy Review, Report by therS&riat: Ukraine, p. 31.

109 Exonomiuna INpasaa (2016):KuTaii oLiHIO€ CTBOPEHHS 30HH BiIBHOT TOPTiBIi 3 YKPAiHOK0 —
nocon KHP (China initiates creation of a free trade zondnwlkraine — China Ambassador), URL:
http://www.epravda.com.ua/news/2016/11/7/610316¢dased 10.02.2017).

110 Global Trade Alerts: Statistics, URhLttp://www.globaltradealert.org/latest/state-
acts/implementing-jurisdictions _218/affected-

sector 011,012,013,014,018,021,022,023,211,21®238237,239,244accessed 16.03.2017).
1I1UNCTAD, WTO: TRAINS: The global database on NomiffaMeasures, URLhttp://i-
tip.unctad.org/Forms/MemberView.aspx?data=def@dtessed 09.03.2017).
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related purposes such as breeding domestic ananalsnducting food-processing
activity, though this process is complicated anduiees approval by several
ministries and the consent of the Cabinet of Merist “If non-agricultural land

plots become agricultural land, foreign legal eesitand fully owned subsidiaries
of foreign companies would have to sell them withie year.2

Some bilateral agreements on FDI have been contlutieey are part of the
DCFTA with the European Union, the FTA with EFTAgtCIS FTA, the Canada-
Ukraine Cooperation Agreement, etc. Moreover, Ulgais a member of 20
multilateral agreements with investment provisioasiong which are the GATS
Protocols, TRIPS, TRIMS, the Doha Declaration, iWerld Bank Investment
Guidelines and otherd3

There were also some measures taken to tackle ptimmuand to provide
businesses with the opportunity to file complaagginst governmental institutions
or municipal authorities. Thus, in 2015 the ingidnos of Tax Ombudsman,
Business Ombudsman and the National Anti-CorruptiBureau of Ukraine
(NABU) were establishett? Concerning the two ombudsmen, media reports
indicate some successful activity, as well as congsaeager to use their services.
In the case of the Business Ombudsman, this isrscoed by the number of
applications submitted to him — more than 2 000rduthe past two years, with a
tendency to increase over tirhé.As for NABU, under the direction of Artem
Sytnyk the institution has made courageous effiartering numerous corruption
suspects, including managers of state-owned compato trial, despite major
obstacles placed in its path by various politiced aconomic actors. However, it is
unclear how long it will continue to enjoy relativedependence from the major
power centres, including the president and parli@me

2.3 Conclusion

In summary, Ukraine can be described as a largampdrtant agricultural actor,
especially with regard to crops. The importanceagficulture to the Ukrainian
economy and trade has been rising constantly 20t8.

Despite its significant potential, the Ukrainiamriagltural sector does not attract
much foreign direct investment in comparison toeotbectors of the economy.

112 OECD (2016): OECD Investment Policy Reviews: Ukea2016, OECD Publishing, Paris, p.
156.

113UNCTAD: Investment Policy Hub: Ukraine, URL:
http://investmentpolicyhub.unctad.org/lIA/Country@P 19#iialnnerMenaccessed 10.03.2017).
114 OECD (2016): OECD Investment Policy Reviews: Ukea2016, OECD Publishing, Paris, p.
16.

115 Finance.ua (2017Risnec cras Ginbime ckapxutucs na CBY - 6isnec-omOyncmen, URL:
http://news.finance.ua/ua/news/-/407410/biznes-Bilmhe-skarzhytysya-na-sbu-biznes-
ombudsmerfaccessed 29.07.2017)
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Existing problems include a ban on land sales irraitie, underdeveloped
infrastructure, ambiguities in legislation, the yakence of corruption, unnecessary
licensing and certification requirements, etc. Aculiarity of the Ukrainian
context is the design of the VAT system.

In the field of agricultural policy an extremelyratic approach can be observed,
leading to very different patterns of instrumenftfe@ing the various sectors
differently: especially protected are sugar, sumats, and sunflower seeds. Since
the WTO accession, however, a more coherent otient@an be perceived in
terms of dealing with trade partners via bilatératle agreements.

Whether the erratic developments outlined abovebsaexplained by the context
of clientelism and oligarchic structures prevalenobther sectors of the Ukrainian
economy will be explored in the next chapter, whiall focus on the political
framework in which Ukrainian agricultural policy developed, as well as on key
businessmen in the sector who possess signifiaditicpl influence.

3. The political economy of agricultural policy inUkraine

This chapter aims to evaluate the possible impdcUkrainian agricultural
oligarchs on policy elaboration and implementatfoom 2005 to the present.
While the use of the term “oligarchs” is familiar those dealing with Ukraine, it
has generally been confined to businesspeople deutsie agricultural sector.
Important players such as Rinat Akhmetov or lhodokmiskii, who combine
major business empires with direct and indirectitipal influence, have been
frequently analyzed with regard to their impact the political (Annex 5) and
economic environment in Ukraifé

While these and other major oligarchs are not cetept absent from the
agricultural sector, their primary interests liesethere. The only potential

116 Steffen Halling, Susan Stewart, “DeoligarchisationUkraine: Promising Visions, Murky
Realities. SWP Comments 2016/C 51, December 20D4ci¥¢h Konaiczuk, Keystone of the
System: Old and New Oligarchs in Ukraine, PoinVigw 59, Centre for Eastern Studies (OSW),
Warsaw, August 2016,
https://www.osw.waw.pl/sites/default/files/pw_59gakeystone system net_0.pBfeines,
Heiko (2016): Oligarchs and Politics in Ukraine, remokratizatsiya 24:1, 105-127; Susan
Stewart, Regionen und Oligarchen: Einflisse autiiainische Auf3enpolitik. SWP-Studien
2011/S 23, September 2011; Andrew Wilson, Surw¥dhe Richest: How Oligarchs Block
Reform in Ukraine, ECFR Policy Brief, April 2016itp://www.ecfr.eu/page/-
/[ECFR_160 SURVIVAL_OF THE RICHEST-

HOW_ OLIGARC1 BLOCK REFORM_IN_UKRAINE.pdf
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exception to this rule is Petro Poroshenko, whosignificantly involved in
agricultural business pursuits (see Annex 4). Haweas the current president of
Ukraine, he plays first and foremost a politicaleroalthough his economic
interests should not be forgotten and, indeed, ball analyzed to some extent
below. Nonetheless, our principal goal in this d¢bajs to assess the interests and
capacity for political influence of a selection lmisinessmen who are key players
in Ukrainian agriculture. Our assumption is tha #nalytical approach which has
proven useful for exploring influence mechanismiized by other Ukrainian
oligarchs will also be fruitful in the agriculturabntext.

There are more than 50 wealthy individuals who hawdt their fortune in
agribusiness in Ukraine. They include both Ukrainend foreign citizens, but
arguably not all of them possess the necessartigablconnections to influence
the development of agricultural policy. After stuay the available data on
agricultural companies’ capital, quantity of lamdtic. and conducting an evaluation
of their possible links with politicians, we ideigd 12 key players in the
Ukrainian agricultural sector (Annex 4). However this paper we concentrate our
attention primarily on the first five, considerinthers only occasionally.

We thus proceed in three steps. First, we brigfigtch the political framework
which is relevant for the agricultural sector, usihg both domestic and external
actors. Second, we inquire into the potential efftlie businessmen who appear to
be the top economic players in this sector to erflze policy via their political
connections, based on their articulated and predumeerests. It is worth
mentioning here that — to our knowledge - virtually analysis of this sort has
previously been attempted. This chapter thus reptssa first effort and as such
possesses an exploratory character. It concluted, with an assessment of the
current efforts at land reform and the variousridés involved. Not only is this
topic closely related to the business affairs amditipal connections of the
agricultural oligarchs analyzed in this chaptetisitlso extremely topical, having
recently been singled out by both the IMF and thel&/Bank as an area in which
reform needs to occur in the near future.

3.1 The institutional framework relevant to the agicultural sector

Ukraine’s agricultural policy is shaped directlydamdirectly by a number of
Ukrainian and foreign official institutions. Amortpe Ukrainian institutions of
legislative and executive power which directly irgfhce agrarian policy are:

1) The Verkhovna Rada of Ukraine (the parliament) witth specialised
Committee on Agrarian Policy and Land Relations;

2) The President of Ukraine, who through his rightegfislative initiative and
right of veto can influence policy;
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3) The Presidential Administration, which uses a wgrief formal and
informal mechanisms to influence various politiaatl economic actors;

4) The Cabinet of Ministers of Ukraine;

5) The Ministry of Agrarian Policy and Foodstuffs oktdine, including its
sub-divisions for agrarian policy implementatiornelState Veterinary and
Phytosanitary Service, the State Service for Gegd€artography and
Cadastre, the State Agency for Forest ResourcesSthte Agency for
Fisheries, the State Agricultural Inspection. Tlast|coordinates and
controls the coherent implementation of agrariaicpoby different
institutions and across various regions.

As for political parties inside Ukraine, they hagenerally focused primarily or

exclusively on questions of land ownership. Mosttipa do not support free

circulation of agricultural land. Instead, theree gropositions to increase land
rental prices or set a minimum rent. Some partestle state as the only player
legitimately entitled to buy land from those citizewho currently own it. Another

position many parties have in common is that orltydihian citizens should have

a right to own agricultural land. This is in anyseaone of the crucial issues for
agricultural policies in any country context.

In principle, the Agrarian Party should play a roledebates and policymaking on
agricultural questions in the country, but in fastimpact is relatively small. In its

current form the Agrarian Party was founded in 2006 party is not represented
in the national parliament; however, it does haver 3000 deputies in regional
and local legislatures. Its influence varies sttgpracross regions. Although the
party is seen to support the interests of largeotagdings rather than those of
small farmers, this does not mean that all majayeis in the agrarian sphere
endorse it. Even those who do may not do so pybticimay back a variety of

political forces in order to hedge their bets anduge some form of influence in a
changing political constellatioh’

In recent years the Agrarian Party has been firchbgeCypriot companies linked
to Ukrainian Svarog Capital Ltd., which belongs Maryna Buryak, wife of
parliamentarian Oleksandr Bury&®.He and his brother Serhii were active in the
banking business, owned a group of agricultural mames called “Svarog West
Group” and were previously both members of parliaimdrom Yuliia

117 AgroPolit.com (2016)Makcum Posymunuii: Arpononituka B YKpaini — HaliMOIoqumii CuH,
SIKMU TUIBKH MOYMHAE 371a3uTH 3 medi... (Maksym Rozumnyi: Agrarian Policy in Ukraine eth
youngest son, who is only beginning to get offdkien), URL:https://agropolit.com/interview/35-
maksim-rozumniy-agropolitika-v-ukrayini--yak-naymoalshiy-sin-yakiy-tilki-pochinaye-zlaziti-z-
pechi(accessed 14.04.2017).

118 Cpimymi, 1. (2016):Arpapna ITapris Ykpainu. [Ipuausuce ysaxuime (Agrarian Party of
Ukraine. Look more carefullyAkryansuo, URL: http://aktualno.km.ua/aktualno-dlya-
podolyan/agrarna-partiya-ukrayini-pridivis-uvaztires(accessed 18.04.2017).
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Tymoshenko’s party “Batkivschina”. Serhii later neovto the Party of Regions
(the party of the former Ukrainian president Vikitanukovych). He also headed
the State Tax Service of Ukraine from 2007 to 20Mlis appears to point to a
rather narrow type of backing for the party, ankihat to the kind of interests it

promotes.

According to Forbes Ukraine, a shift in the powdrtlee economic elites is
currently taking place. The business elite linkednprily to the gas and steel
industries has been losing its wealth faster tlenagrarians (Figure 6), thereby
also reducing its political influence. Despite mayiost wealth generally in 2016
Petro Poroshenko’s agricultural holding “Ukrpromest-Agro” and his
confectionary corporation Roshen both yielded siggut profits to their owner. A
rise in net income was also enjoyed by the agrdihgt “Nibulon” (Oleksii
Vadaturskyi), “Kernel” (Andryi Verevskyi), and “Aatta” (Viktor lvanchik)!*® It
therefore seems logical to explore the backgrouadd interests of these
increasingly important actors and their potentabact on Ukrainian policy, as we
do in the next section.

Figure 6. Changes in key Ukrainian oligarchs’ wealt in oil-gas, steel
industries and agriculture

Wealth, US$ mn. | change,
Name Industry 2013 2016 | USE mn. % of change
Rinat Akhmetov [Steel, energ| 154000 2300 -13100 -85%
Viktor Pinchuk Steel 3800 1200 -2600 -68%
Konstantin Zhevago Steel 1500 431 -106P9 -71.30P0
Nestor Shufrich Energy 273 108 -165 -60.40%
Yuriy Kosiuk Agro 1600 1000 -600 -37.50%
Petro Poroshenkp Agro, media 1600 858§ -74p -46.40%
Andriy Vadaturskyi Agro 810 840 30 3.70%
Andriy Verevskyi Agro 1000 694 -306 -30.60%

Sources: Forbedkpaina (2013): 100602amerimuux — 2013 (The 100 wealthiest -
2013), URL:http://forbes.net.ua/business/1351729-100-bogaitej2ld 13, Forbes
Vrpaina (2016): Peumune Forbes: 100natibacamuux-2016 (Forbes rating: The
100 wealthiest - 2016), URbitp://forbes.net.ua/ual/ratings/4

119 ForbesYkpaina: Peiitunr Forbes: 10@aii6ararmmx-2016 (Forbes rating: 100 the richest-
2016), URL:http://forbes.net.ua/ua/ratingyjdccessed 03.04.2017).
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3.2 Mechanisms of oligarchic influence on agricultxal policy

As Steffen Halling and Susan Stewart point outrelere three primary strategies
used by Ukrainian oligarchs to influence both ppland public opinion. These
include holding political office, building (oftenoorupt) networks to access key
political decision-makers and institutions of powand acquiring ownership of
important media outlets capable of reaching a langmber of viewers/listenet

In the following we draw on these three categoteeslescribe and evaluate the
activities of major businessmen in the agricultwedtor in Ukraine. This approach
helps a) to situate them in the political conté)tto assess their interests as well as
their potential influence on policy, and c) to deime the degree of similarity of
approach between them and the more traditionahalts in other sectors.

1) Occupying high-level political positions

Among the traditional oligarchs, there has beerearctrend over time moving
away from the strategy of occupying political pmsis. For the agricultural
businessmen we focus on here, there is no cletmrpavhich emerges, although it
is possible to say that the preferred strategy agpe be installing their supporters
in key posts (see 2) below).

The owner of Kernel Holdingi\ndryi Verevskiyfor example, decided to represent
his business in the halls of political power himiskl 2002 Andriy Verevskyi was
elected to the Parliament as an independent ddparty Poltava region. Later he
joined then President Leonid Kuchma’s party “Yedylaaina”, but eventually
moved to the Yulia Tymoshenko’s Bloc, abandoning turn in 2010 for the Party
of Regions'?!

Verevskyi thus demonstrated his willingness to geampolitical allegiances in
exchange for political support for his busines3éss strategy appears to have paid
off. He appears to have benefited from his positioparliament and his proximity
to Yulia Tymoshenko during her term as Prime MgigR007-2010). When due to
the consequences of the financial crisis and psradderious drought she initiated
quotas on sunflower oil export, Andriy Verevskytempanies continued to export
this oil without limitations, taking advantage ohet constraints on their
competitors. However, Andriy Verevskyi was not i@y one who benefited —
poultry producers, including Yuriy Kosiuk, managexreduce their production
costs because poultry feed became cheaper.

120 Halling/Stewart, op cit. (see footnote 106).

121 Hanionansue 6ropo posciizysans Ykpainu (2016):Anapeii Bepesckuii. Mctopus ycnexa
oniiero peruonana u bIOTogma. Paccienosanue (Andriy Verevskiy. The history of success of
the former member of the Party of Regions and Fithe. Investigation), URL:
http://nacburo.org/18851faccessed 12.04.2017).
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When Verevskyi understood that political power vebsbon shift, he left Yulia
Tymoshenko’s party and joined the Party of Regidrgs new affiliation helped
him to circumvent the quotas on grain export intiwet by the government during
the Yanukovych presidendy? These beneficial years helped the oligarch todbuil
resources for further extending his business. B42Ge managed to combine his
assets in one holding — Kernel Holding S. A. Startthen, the business grew
significantly from year to year. In 2010, Verevskyirchased a large Ukrainian
vegetable oil producer and grain trader, Allseg€dignd in 2013 he acquired the
highly profitable medium-sized company Druzhba-N&farhen, in 2014-2015,
Kernel’'s owner increased his stake to 100% in twgas beet and crops planting
companies?®

For the steel magnates leading the Party of Reglonkyi Verevskyi had never
been a priority, so in 2013 the Parliament depriviedevskyi’'s of his mandate
because he had illegally combined business actiwviith his political role.
Unofficially this move is seen as a punishmentnded to frighten other deputies
into being more disciplinet?® In Verevskyi's case the objectionable behaviour
was particularly blatant, since he was residingnarily in Switzerland at the time
and rarely bothered to attend sessions of parliamen

The biggest landowner in Ukrain®Jeh Bakhmatiukhas never occupied political
positions, but from 2005 to 2007 he held an impdrposition in a state enterprise,
serving as the head of the division on expert ataln of investment and

corporate financing at Naftohaz Ukrainy. Duringsttshort term Bakhmatiuk

managed to launch the Prykarpatska Financial Catjpor and bought controlling

stakes in five local gas companies. With the fim@nesources from this activity,

inter alia, his Avangard holding (later transformed into @kdifarming) began to

trade its shares on London stock exchange in 28310.

While Petro Poroshenkaules the country as the President of Ukrainepbhsness
is thriving. Poroshenko’s assets include confeetignproduction, media, an

122 |pid.

123 ForbesYkpaina: Anapiii Bepescrkuii (Andriy Verevskiy), URL:
http://forbes.net.ua/ua/persons/601-verevskij-gimditiajlovich (accessed 12.04.2017).

124 ForbesYkpaina (2014):1lina npyxo6u: sk kynytoTs arpoaktusu (The price of friendship: How
agro-assets are bought), URIitp://forbes.net.ua/ua/magazine/forbes/1380682-diizhbi-yak-
kupuyut-agroaktiv(accessed 12.04.2017).

125 ForbesYkpaina (2014): KepHen» 10KynuB 4acTKM y J1BoX arpokommnanisx (Kernel bought out
shares in two agro-companies), URIitp://forbes.net.ua/ua/news/1383639-kernel-dokupiv
chastki-u-dvoh-agrokompaniygaccessed 12.04.2017).

126 Hanionanbue 6ropo posciizysans Ykpainu (2016):Anapeii Bepesckuii. Mctopus ycnexa
osiBiero peruonana u BIOTosna. Paccnenosanue (Andriy Verevskiy. The history of success of
the former member of the Party of Regions and Fiathe. Investigation), URL:
http://nacburo.org/18851faccessed 12.04.2017).

127 B.ua: baxmariok Oner Pomanosuu (Bakhmatiuk Oleh Romanovych), URL:
https://Ib.ua/file/person/2933 bahmatyuk oleg_roovérh.html(accessed 14.04.2017).
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agricultural holding, starch production, automobiéend shipbuilding, glass
production, and fitness centéfé.Part of Posroshenko’s assets belong to a so-
called ‘blind’ trust, but he still possesses manf them!?® As of 2014
Poroshenko’s agro-holding UKRPROMINVEST-AGRO inchad6 companies?
The holding takes the leading position in flour guotion and is building up its
capacities in sugar production: in 2014 it wastthel biggest producer of sugar in
Ukraine!3! while nowadays it holds second pl&€e The sugar market in Ukraine
is highly regulated and each marketing year congsameceive from the state
authorities a certain quota for the quantity ofasug given company may sell on
the Ukrainian market. Not surprisingly, Petro Pbteasko’s sugar production
plants received the highest quotas in the marketpegrs 2013/2014 and
2015/2016-33

Poroshenko held several political posts previoaslyvell. Between 1998 and 2007
(and again in 2012) he was a member of the Uknaipaliament. In addition, he

has served as Minister of Foreign Affairs, MinistérEconomics and Trade, and
Secretary of the National Security and Defence CibuHe is therefore more of a
politician than a businessman, and in that sens& different category than the
other people described here. At the same time |dalg combines political and

economic influence, just in different proportionfiem compared with the other
oligarchs.

The owner of the agro-holding “Myronivskyi Hlibomtact” (MHP) Yurii Kosiuk
has good relations with the current president.uly 2014, Kosiuk was appointed
First Deputy Head of the Presidential Administratiand made responsible for

128 KoppecnonnenT.net (2014)Becs 6usnec [Topomenko. XXypHaauCThI COCTABMIIN CIIUCOK
akTHBOB npe3ujenTa-onurapxa (All Poroshenko’s business. Journalists have naalds of the
President-oligarch’s assets), URIitp://korrespondent.net/ukraine/politics/33712%%-byznes-
poroshenko-zhurnalysty-sostavyly-spysok-aktyvovzgdenta-olyharkhgaccessed 27.05.2017).
129 Saakov, V. (2016): "Forbéékpaina": Axtusu [Topomenka 3pocnu Ha 100MinbiionHiB 1omapis
(Forbes Ukraine: Poroshenko’s assets raised on108&in.), in Deutsche Welle, URL:
https://goo.gl/uCE7dfaccessed 27.05.2017).

130 KoppecnonnenT.net (2014)Becs 6usnec [Topomenko. XXypHaauCThl COCTABHMIIN CIIUCOK
akTHBOB npe3ujenTa-onurapxa (All Poroshenko’s business. Journalists have naalds of the
President-oligarch’s assets), URIitp://korrespondent.net/ukraine/politics/33712%%-byznes-
poroshenko-zhurnalysty-sostavyly-spysok-aktyvovzgdenta-olyharkhgaccessed 27.05.2017).
131 Antukop (2015):)Kurrs - mykop. bizaec [Toponienka HapolLye 06€pTH, pelITa — 3HUKYIOTh
(Life is sugar. Poroshenko’s business expandsrotieduce turnover), URL:
http://antikor.com.ua/articles/69282-

stali_izvestny posledstvija_metodov_prestupnoj_tidisii_na_harjkovshchine fo{@ccessed
15.04.2017).

132 UKRPROMINVEST-AGRO, URLttp://www.upi-agro.com.ua/en/Content/Sufaccessed
27.05.2017).

133 Antukop (2015):)Kurts - mykop. biznec [Toponienka HapolLye 06e€pTH, PelTa — 3HUKYIOTh
(Life is sugar. Poroshenko’s business expandsrotieeduce turnover), URL:
http://antikor.com.ua/articles/69282-

stali_izvestny posledstvija_metodov_prestupnoj_tidisii_na_harjkovshchine fo{@ccessed
15.04.2017).
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army supplies and logistics. However, he resignednfthis position only six
months later, in December of the same year. Theoresafor this appointment and
resignation are not adequately covered in operncesuthough it appears plausible
that Yuriy Kosiuk used his position in the PresimEnAdministration to obtain
significant VAT reimbursements to his businessés.

2) Placing friends and relatives in high-level pickl positions

In addition to being closely connected to the auirggresidentYurii Kosiuk also
had profitable and friendly relations with Presidé&fctor Yushchenko (2005-
2010). During Yushchenko’s presidency, Kosiuk mauhtp place at least two of
his allies in high positions. First, lhor Tarasivkho according to unconfirmed
information is a co-owner of MHP, was appointed dHeaf the State
Administration (lepxaBue ympasninas crnpaBamu) in 2005 and occupied the
position till 2010'*° Second, Yuriy Melnyk became Minister of AgrariaoliBy in
2006 as part of the Communist party quota of memiat posts3® Melnyk's
appointment occurred during the government of Vic¥anukovycht*” who
became Prime-Minister in 2006 despite his politiagbposition to Victor
Yushchenko. This situation indicates Yuriy Kosiukability to find common
interests with different politicians. Indeed, YuMelnyk managed to occupy high-
level positions such as adviser to the prime nenieh agricultural matters or the
Minister of Agrarian Policy under three differentime ministers — Yulia
Tymoshenko, Yuriy Yekhanurov, and Viktor YanukovycWith the start of
Yanukovych’s presidency, however, Melnyk returnedutsiness, becoming First
Deputy Chairman of the Board at MH®.

Currently Yuriy Kosiuk has expressed disappointmeith some of the DCFTA
provisions, in particular the quotas on Ukrainigmieultural export to the EU. He
stated that due to those limitations he had notaged to extend his chicken
export business to the EU mark&However, instead of strongly lobbying for the

134 Ykpaunckue peamnu (2015):TToka dhepmepnl 6acTyroT. JIEMEHKO TOKA3al CyIep-SXThI

arpapuoro onurapxa (While farmers are on strike. Leschenko showedstlper yacht of the
agrarian oligarch), URLhttp://ukrreal.info/ru/politika/80199-poka-fermebastuyut-leschenko-
pokazal-super-yakhty-agrarnogo-oligarkha-videodoémitaccessed 13.04.2017).

135 This little-known institution is responsible fasrae aspects of the development of numerous
state-owned enterprises and thus has some powethave and over related actors.

136 Tijll 2015 ministers of Ukraine were appointed adiag to certain quotas, which each political
party had to bring their representatives to govemm

137'ykpainceka [pasna (2015): Arpapuuii onirapx Kocrok BiimoYnBac Ha IBOX SIXTaX BapTiCTIO
6mmseko $200mmn (Agricultural tycoon Kosyuk rests on two yachtsrthicabout US$ 200 million),
URL.: https://www.pravda.com.ua/news/2015/12/30/7094(&écessed 07.04.2017).

138 |_atifundist.comMenbuux FOpuii ®enoposua (Melnyk Yuriy Fedorovych), URL:
http://latifundist.com/dosye/melnik-yurij-fedorovi¢accessed 07.04.2017).

139 Anrukop (2016):Xo3sun «Hameit Psos»: 3CT ¢ EBpocorozom —o6man (Onwer of “Nasha
Riaba”: DCFTA with European Union is a scam), URLip://antikor.com.ua/articles/82490-
hozjain_nashej_rjaby zst s evrosojuzom__ob(aacessed 11.04.2017).
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elimination of the relevant quota, he opted to etite EU market through another
route by launching chicken meat production in tleghdrlands.

In February 2016 Kosiuk successfully lobbied foe tWice-President of the
National Academy of Agrarian Sciences and leadethef Agrarian Party in the
Kyiv region, Maksym Melnychuk, to become the heddtlte Kyiv regional
administration. Kosiuk’s financial support for thigrty is public knowledg&?
However, in September 2016 Melnychuk was forcecesign after his deputy was
arrested on bribery charges and Melnychuk himselé vaccused of the same
practice!** From 2010 to 2011 Melnychuk occupied the positifn Deputy
Minister of Agrarian Policy in Mykola Azarov’'s gokement, not least due to the
unofficial support of Yuriy Kosiuk??

The founder and owner of Nibulddleksiy Vadaturskymanaged to have his son
Andryi elected to the national parliament and deldécas a member of the
Committee on Agrarian Policy and Land Relationsd&m Vadaturslyi entered the
Verkhova Rada for the first time in 2014 and isrently a member of the
President’s parliamentary faction — Bloc Petro Bbemko (BPP)*3

Andriy Vadaturskyi was among the deputies who adted an extension on the
moratorium on land sales, although he promotestigallidebates on the land
ownership regime in Ukraine. It appears plausibk Andriy shares his father’s
opinion that the rapid introduction of a land mdrke Ukraine would lead to
severe chaos in this ar€4Among Andriy Vadaturskyi’s projects have beenw fe
legislative initiatives on easing bureaucratic fieguments for agro-business,
including tax facilitations, e.g. concerning thadarental process. He was also a
co-author of the bill on lobbyintf? which is not surprising, taking into account
that agrarians are currently seeking ways to Isgalobbying to ensure better
representation of their interests in the institasi@f political power.

140 Antukop (2016): dameii psade» gapsat Kuesckyro o6nacts? (Is Kyiv region is presented to
“Nasha Riaba”?), URLhttp://antikor.com.ua/articles/85415-nashe| rjafzejad kievskuju oblast]
(accessed 11.04.2017).

141 ykpainceki noBunu (2016):ITopomenko 38inbHUB ronosy Kuiscekoi OJIA (Poroshenko fired
the head of Kyiv regional state administrarion),llURttp://ukranews.com/ua/news/448286-
poroshenko-zvilnyv-golovu-kyivskoi-od@ccessed 11.04.2017).

142 Antukop (2016): dameii pade» gapsat Kuesckyro o6nacts? (Is Kyiv region is presented to
“Nasha Riaba”?), URLhKttp://antikor.com.ua/articles/85415-nashe] rjalzjad kievskuju oblast]
(accessed 11.04.2017).

143 Bepxosna Pana Ykpainu: Anapiii Onexciiiosuu Bagatypeekuii (Andriy Oleksiyovych
Vadaturskyi), URLNttp://itd.rada.gov.ua/mps/info/page/180@ccessed 13.04.2017).

144 AgroPortal (2016)BanaTypchKuii: BiIKpUTTsS puHKY 3emii npussene a0 xaocy (Vadaturskyi:
Land market opening will lead to chaos), URILip://agroportal.ua/ua/news/ukraina/vadaturskii-
otkrytie-rynka-zemli-privedet-k-khaos(dccessed 14.04.2017).

145 BepxoBna Pana Vkpainu: Apapiit Onexcifiouu Bagarypcbkuii; 3aKOHOIIPOEKTH, MOAAH]
cy0'exToM mpaBa 3akoHomasyoi iniriatusu (Andriy Oleksiyovych Vadaturskyi: Bills submittdxy
the subject of legislative initiative), URL:

http://wl.cl.rada.gov.ua/pls/pt2/reports.dep2? PHRSIB067&SKL=9(accessed 13.04.2017).
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Ukrainian businessmafAndriy Verevskyhas also used the tactic of placing loyal
people in positions of power in local authoritiesr instance, he financed a newly
created party “Sovist Ukrainy” (“Conscience of Uikiel') and its leader Oleksandr
Mamay during the election campaign in the city ait®a, the capital of an
important agrarian region in Ukraine, in 2010. Asresult, the party won a
significant majority in the Poltava legislature,daMamay became the city’'s
mayor!*® Oleksandr Mamay was an agrarian in his own rigat,in 2012 he sold
his company, Inter-Agro, to Andriy Verevskyi. The cooperation between
Verevskyi and Mamay is underpinned by family tiesimay’s daughter is married
to Verevskyi's cousirt?®

In fact, Andriy Verevskyi was also close to Mamaysedecessor Andriy
Matkovskyi, who held the post of Poltava mayor fr@@06 to 2010. Moreover,
Matkovskyi is known to have helped Verevskyi toeaige quick and complete
VAT reimbursement during his tenure as head oftélxeadministration in Poltava
city in 1999-2001*° It appears likely that Matkovskiy helped Verevskth this
and other issues during his mayoral term as walhdtheless, during the elections
in 2010 Andriy Verevskyi supported Matkovskiy’'s apnt, Oleksandr Mamay,
as described above.

Turning to the largest landownddleh Bakhmatiukit is known that starting in
2003 he worked closely with Ihor Yeremeev, who wasember of parliament in
2002-2006 and then again from 2012 until his deat2015. This cooperation
began when Bakhmatiuk purchased six local gas-coimparom Yeremeet??

The latter was an active member of Volodymyr LytgyMNational Party, which

was formed from many members of the Agrarian P&y starting in 2012, when
the party did not manage to enter parliament, hwedgeas an independent

146 [Terpos, A. (2010):Kuisceki ananituku: «Ilepemora «CoBicTi Ykpainu» Oy/ie MoKIaaeHa Ha
BiBTap [laprii Perionis» (Kyiv analysts: “Victory of “Conscience of Ukrahwill be placed on the
altar of the Party of Regionslarepuer Bunanus [Tonrasimunaa, URL:
http://poltava.to/news/610%accessed 13.04.2017).

147 Anrikop (2015):ITonrasa B ouikysanni Bu6opis 2015 (Poltava is waiting for results of the
elections 2015), URLhttp://antikor.com.ua/articles/33081-
poltava_v_ochikuvanni_viboriv_2015/pri(accessed 14.04.2017).

148 YVkppyampom (2015):Perionansni xusi3i (Regional princes), URL:
http://www.ukrrudprom.com/digest/Regonaln_knyaz IRprint (accessed 18.04.2017).

149 Hanionanbhe Gropo posciinyBanb Ykpainu (2016):Aunpeii Bepepckuii. Mctopus ycnexa
oniiero peruonana u bIOTogma. Paccienosanue (Andriy Verevskiy. The history of success of
the former member of the Party of Regions and Fiathe. Investigation), URL:
http://nacburo.org/18851faccessed 12.04.2017).

150 [Ipasna: Isuenko, baxmarrok, Kpyus, 6paru Kenectunn, Hacanuk, 3apinbkuii Ta
Jlonymrancekuii — HaOararin npukapmnarii (Ivchenko, Bakhmatiuk, Kruts, brothers Kelestyn,
Nasalyk, Zaritskyi and Lopushanskyi - rich pre-Gdahians), URLhttp://pravda.if.ua/news-
2817.html(accessed 15.04.2017).
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deputy’®! Two ministers of agriculture previously worked fBakhmatiuk. He
believes that businesspeople in the agriculturetiosgrimarily need new markets
for their products and new sources of capital. Hrs tconjunction he expects
assistance from the agricultural ministry to acoksian markets. Furthermore, he
is well-connected inside parliament, where he catm support the creation of a
broader transparent agricultural lobby, not assediaith specific producers.

As alluded to above, this strategy of placing oneven people in influential
positions is the one favoured by both traditional agricultural oligarchs. It
creates the possibility not only to have an immacpolicy but also to circumvent
existing laws and regulations through mechanisms imbrmal control.
Nonetheless, it has its limits. For example, thenfo of influence available to the
agricultural businessmen investigated here wergffiogent to save the special
VAT regime for agricultural companies at the end20616, when it was abolished
at the demand of the IMF.

3) Media control

In general, Ukrainian agricultural magnates have been seen to purchase and
utilize media outlets in the same way as the ti@dd oligarchs, many of whom
own or control their own television and radio siaf. The exception is Petro
Poroshenko, who is called by media as an owner\6fcfiannel “5 kanal*>?
However, Poroshenko is clearly an exception in roteeys as well, since he holds
the highest possible political office and has gditersified business interests. It is
therefore not possible to see his media activitgieectly related to his agricultural
interests.  Although it seems logical to assumet tagrarians with close
connections to the president such as Yuriy KosiulOteksiy Vadaturskyi may
have somewhat easier access to Poroshenko’s medaurces than others,
evidence of their doing so is scarce. On the whale¢heir actions regarding the
media sphere, the agrarians considered here daardbrm to the behaviour
observed in other Ukrainian oligarchs.

3.3 Sale of agricultural land: Positions and posslb developments

The most controversial issue in Ukrainian agriaatusector is the sale of
agricultural land. As stated above, in 2001 a nwoiaitn on agricultural land sales
was introduced and has since been extended 8 tifles moratorium prohibits
selling such land, as well as using it as collatena equity until a law on

151 | B.ua: Epemees Urops Muponosuu (Yeriemieev Ihor Myronovych), URL:
https://Ib.ua/file/person/368 eremeev_igor_miroobvitml(accessed 14.04.2017).

152 Bitaniit Yepsonenko (2015):Kapra onirapxis Ykpainu Ta ixuiii s Ha Biaxy (The map of
oligarchs of Ukraine and their influence on goveenith, BBC Ykpaina, URL:
http://www.bbc.com/ukrainian/politics/2015/03/15@3»ligarch_ukraine_map_\{eccessed
13.04.2017).
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agricultural land circulation is adopted, but mmder than January 1, 2018 (unless
a further extension is approved, which appearsy)ke3

Initially, land reform in the 1990s followed thecsally correct slogan: “Land for
those who work on it*>* which led to the liquidation of 12,000 collectif@ms
and the distribution of land among the former emeés of those farms. Each
person received an average 4 ha of land and anofhér 0.4 ha from the Land
Reserve Fund for small-scale domestic farmifigObtaining the right to land
ownership did not lead to immediate possession,elvew until May 2003 the
process of land entitlement was not legally regulaMoreover, land demarcation
took time. Eventually small landowners began tsdetheir plots, usually at low
prices, to private farms or entities and were themployed by those entitié®
Only a few created their own small farms.

Eventually, land reform was supposed to resulth@ éstablishment of a land
market. However, due to claims that appropriateditams in terms of legislation

and institutional infrastructure were not yet iag#, a moratorium was imposed on
agricultural land sales, and on using land as ol or equity. In the ensuing
years almost nothing was done to create the condithecessary for making a
smooth transition to the sale of land, and overtitme actors involved became
accustomed to and adept at working within the repfiamework.

Currently, debates on lifting the moratorium appéardivide the Ukrainian
political elite, at least on a rhetorical level.cBua step will eventually become
necessary since launching an agricultural land etark one of the key IMF
conditions for continuing financial support to Ukra This is why the issue has
now come to the forefront of the Ukrainian politiGegenda. However, recent
developments indicate that the IMF is willing tacept further delays in this area
in exchange for progress in other spheres, supesion reform. Already Ukraine
missed the deadline of May 2017 for passing a Egulating land sales which was
specified in the latest Memorandum of Understanavity the IMF. And with the
Ukrainian political elite already gearing up for ltiple elections in 2019, it is
unlikely that a reform which is unpopular with bdtey economic actors and the
Ukrainian populace will be undertaken.

153 3emenbhuii koneke Ykpainu Big 25.10.2015 (Land Code of Ukraine of 25.10.20P6}xin X.
Ipukinnesi nonoxenns, mynktu 14ta 15, URL:http://zakon3.rada.gov.ua/laws/show/2768-
14/page9(accessed 13.03.2017).

154 Sarna, A. (2014): The transformation of agricwtimm Ukraine: From collective farms to
agroholdings, in OSW Commentary, Center for Eas&uadies, No. 127, p. 2.

155 Sarna, A. (2014): The transformation of agricwtimm Ukraine: From collective farms to
agroholdings, in OSW Commentary, Center for Easi&uadies, No. 127, p. 3.

156 Sarna, A. (2014): The transformation of agricudtim Ukraine: From collective farms to
agroholdings, in OSW Commentary, Center for Easi&uadies, No. 127, p. 3.
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As of 2017 almost half of Ukrainians (49.7%) araiagt the idea of treating land
as a commaodity, while 35.1% support the idea oéradImarket in general, but
believe that it should be implemented only if theme special conditions for
preventing land sales at very low prices. Only 8.89pport launching the land
market as soon as possibté.

In the political debate, the idea of launching amicultural land market is also
linked to the constitutional right of Ukrainianizegns to possess land. Article 14 of
the Ukrainian Constitution states that the righiland ownership is guaranteed.
According to Ukrainian legislation, this right cée realised by citizens, private
entities and the state. Some members of parlianeave approached the
Constitutional Court with the argument that thereat moratorium on land sales
contradicts this right>® The Court was to begin discussing this issue oy RE
but later the question was postponed and eventeéftyinated from the agenda.
The new date for a discussion of the moratoriunstioe is unknowrt> This can
be interpreted as yet another indication that there serious political interest in
addressing the issue, since the as yet unrefornmtstitutional Court is still
vulnerable to political pressut&’

Support for launching a market in agricultural lantarket in the Ukrainian

political elite seems rather ambivalent, to sayl#aest. In the context of signing the
most recent memorandum with the IMF, both Porosbemkd Hroisman gave

strong rhetorical backing to the idea. Howevegratte IMF agreed to postpone its
requirement, Poroshenko did not hesitate to anretimat he would not demand
the passage of land reform by the Rada. Insteaddhecated for measures which
would reassure the population about the conseqsewica possible future reform
and argued for more limited laws establishing,,eagminimum land price. This

can be understood as the president’s willingnessutther delay the process
significantly.

Prime Minister Hroisman voted for the previous esien of the moratorium
during his tenure as parliamentary speaker. Howawere recently he has been

157Bce (2017):PiBHeHCHKA KOMIIAHIS ONMTANA YKPATHIB 00 MPOAAXKY CLIbCHKOIOCTIONAPCHKUX
3emerpb (Rivne region campany conducted a survey amongibilens on agricultural land sales),
URL.: http://vse.rv.ua/article/rivnenska-kompania-opiakaainciv-sodo-prodazu-
silskogospodarskih-zemel.htif@dccessed 21.08.2017).

158 ykpainceka [Ipasna (2017):KC npocsith ckacyBaTi MOpaTopiii Ha MPoax 3eMili
(Constitutional Court is being asked to cancelntogatorium on land selling), URL:
http://www.pravda.com.ua/news/2017/02/17/7135¢a8¢essed 01.05.2017).

159 Constitutional Court of Ukrainélopsinox neHnumii ieHapHUX 3aciflaHb Ta 3acilaHb
Koncruryniiinoro Cyny Ykpainu Ha 23-25tpasns 2017p., URL:
http://www.ccu.gov.ua/novyna/poryadok-dennyy-pleyérzasidan-ta-zasidan-konstytuciynogo-
sudu-ukrayiny-na-23-25-travnyaccessed 19.05.2017).

180 A law on reforming the Constitutional Court was g and signed by Poroshenko in July
2017. However, it has not yet been implemented,naaudy critics believe that its main aim is to
intensify presidential control over the court.
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supporting the idea of land reform rather adamasethgn after the IMF decision to
accept a delay. Hroisman uses the issue to emghlaisibacking for farmers at the
expense of large agricultural holdings, and foidspcitizens who are interested in
receiving a fair price for their land plots. He alassured Ukrainians that the
introduction of agricultural land sales would ndlow foreigners to purchase
Ukrainian land. Similar arguments have been madiné&yrirst Deputy Minister of
Agrarian Policy and Foodstuffs, Maksym Martynitik.

Despite Martyniuk’s statements, however, the (nownker) Minister of Agrarian
Policy and Foodstuffs, Taras Kutovyi, appears tagiee with these propositions.
He stated that the Ministry would elaborate its advaft law on agricultural land
turnovert®? The bill was to establish a certain period (uplbyears), during
which only small farmers will be allowed to buy ¢arOnly later would this right
be given to large companies. Any given person wooldbe allowed to own more
than 200 ha of agricultural land. These constraarts aimed at protecting the
interests of small business, and at preventingdbaction of employment in rural
areas. The Ministry envisions that state-owned laay be sold starting in 2018,
and privately owned land beginning in 2020. Othevisions of the bill were still
under elaboration when Kutovyi resigned in M&.

Criticism of the proposed limited land market at®mnes from the former Minister
of Economy and Trade Aivaras Abromé&us and the parliamentarian Oleksii
Mushak, a parliamentarian from BPP and member @fGbmmittee on Agrarian
Policy and Land Relations, who point out that sadtheme will discourage banks
and foreign investors from financing the Ukrainiagricultural sector. Also, the
more limitations are imposed, the lower the lanideowill bel®* In fact, Mushak
proposed his own draft law on the circulation ofi@agtural land in December

161 Vpanosuii mopran (2017):3Baxenuii 3a1yCK PUHKY 3€MJIi CTaHE APaBEPOM PO3BHUTKY

cinmbcbkux TepuTopiit, - Makcum Maptuniok (Weighted launch of the land market will become a
driver of rural development - Maxym Martyniuk), URL
http://www.kmu.gov.ua/control/uk/publish/articlePad=24975610Gaccessed 25.04.2017).

162 Agravery (2017)MiHarponoiTUKK NOAaCTh CBill 3aKOHOMPOEKT IIPO 00ir 3eMellb HAPHKIHII
micsi (Ministry on Agrarian Policy and Food will subnaitbill agricultural land turnover till the
end of the month), URLhttp://agravery.com/uk/posts/show/minagropolitikigast-svij-
zakonoproekt-pro-obig-zemel-naprikinci-misgeacessed 25.04.2017).

163 Binoycosa, H., (2017):Makcum MapTunrox: MokHa Tak BUIIMCATH 3aKOHOMPOEKT «IIpo 06ir
3eMeb...», 110 BiH HiYMM HE BiAPI3HATHMETHCS Bix mirodoro moparopito (Maksym Martyniuk: It is
possible to formulate a bill on agricultural larctalation in a such way, that it will not differ
from the effective moratorium on agricultural laselling), URL:
http://minagro.gov.ua/node/234%accessed 31.07.2017).

164 Abromavtius, A., Mushak, A. (2017): The Right Land Reformu®l Transform Ukraine Now,
URL: http://www.atlanticcouncil.org/blogs/ukrainealengtright-land-reform-could-transform-
ukraine-now(accessed 25.04.2017).
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20161% The proposed law establishes that agriculturald lanay be sold,
purchased, inherited, or used as equity by prigatiies, but not used as collateral
for credit obligations. A person may own up to 3@0of land, except in cases of
land inheritance; a private entity may not own mibr@n 33% of agricultural land
in a given territorial community or rayon. Stat&da are sold via an electronic
bidding process and their price is estimated byedxpvaluation. Also, the draft
law envisions a certain transition period for taad market: private entities may
start to participate in the market from January2@20 and foreign ones from
January 1, 203®° Interestingly, Mushak is viewed as the represamain
parliament of the richest Ukrainian agriculturabatch, Yurii Kosiuk, to whom he
is also related®’

Finally, there is a partly complementary, partlyeaiative draft law on land
circulationt®® in the parliament. It was proposed by another tegtom the
Poroshenko Bloc, Arkadii Kornatskyi, who is alsonamber of the Committee on
Agrarian Policy and Land Relations. This indicatest there is no unity within the
BPP (or within the relevant parliamentary committea land reform questions.
Kornatskyi’s proposal identifies principles of laauculation for those areas which
were not yet redivided or privatized. It establsiigat only Ukrainian citizens and
private entities which engage in agricultural atgivnay buy those plots. Foreign
citizens or entities do not have such a right. d@itadt law gives the current owners
and their relatives priority should they wish torghase the land. Private entities
are the last in line for land purchase. This priovisallows us to assume that the
draft law would primarily secure the interests oha#l farmers and current
landowners. The minimum selling price of land id®@equivalent to twenty years
of the rental pricé®®

While none of these draft laws are likely to begealsanytime soon, due to the
opposition to the reform described above as welthaswithdrawal of pressure
from the IMF, they nonetheless indicate certainnfgiaround which consensus
seems likely at a later date. First of all, theseggieat hesitation about allowing

165 Bepxosna Pana Vkpainu: [Ipoekt 3akoHy 1po 06ir 3eMelb CLIbCHKOTOCTIOAAPCHKOTO
npusnaderas Ne 5535gix 13.12.2016 (Bill on agricultural land turnover Nib35 dd. 13.12.2016),
URL.: http://w1.cl.rada.gov.ua/pls/zweb2/webproc4 1?id88Mm1=60724accessed 03.04.2017).
166 |bid.

167 "puropnesa, A. (2017):Mocuitayk moCOBETOBaI Pa3o0paThes ¢ ymepooM SKOIOTUH BHYTPH
ctpaubl u arpo-onurapxamu (Mosiychuk advised to deal with the damage toeinronment in the
country and agro-oligarch$enomoctu-Ykpauna, URL: http://vedomosti-ua.com/53337-
mosiychuk-posovetoval-razobratsya-s-uscherbom-gkieloutri-strany-i-agro-oligarhami.html
(accessed 03.04.2017).

168 Bepxosna Pana Ykpainu: [Ipoekt 3akoHy Hpo 00ir 3eMeJlb CllIbChbKOrOCIIOAapChKOro
npusnaderas Ne 5535-1gix 28.12.2016 (Bill on agricultural land turnover Ni&d35-1 dd.
28.12.2016), URLNttp://wl.cl.rada.gov.ua/pls/zweb2/webproc4 1?pf360829 (accessed
03.04.2017).

169 |bid.
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foreigners to participate in the market for agtictdl land. Thus even if their

participation is allowed, it is likely to be postpad for several years, allowing the
market to consolidate internally first. This wilinkler potential investments in the
sector. Second, some sort of guarantees are ligddg made to protect owners of
small plots, who are numerous and whose fearswhgdo sell out for a pittance

are widespread. Nonetheless, a third point is¢basidering the levers of political

influence held by wealthy agricultural businessrasrdescribed in section 2, it is
probable that mechanisms will be included in the ta protect their interests, or
that loopholes will be left of which they can takdvantage. The protection of
small landowners/farmers may therefore possestharrgpecious character.

Key politicians from the parliamentary oppositiore also against launching a
market for agricultural land. This include in padiar Yuliia Tymoshenko
(Batkivshchina) and Oleh Liashko (Radical PartyjeTormer proposes extending
the current moratorium on land sales until 2622yhile the latter argues in favour
of banning such sales until three years after ¢hatarial integrity of Ukraine has
been re-established. He further warns against dissilpility that Russians will be
able to get their hands on Ukrainian lands througgrmediaries’! The Agrarian
Party has also come out against creating a marketahd under the existing
conditions. The party positions itself as a deferafehe majority public opinion:
According to its estimations 70% of Ukrainians against agricultural land
salest’? However, since it appears that most of the keyniesspeople in the sector
either overtly or covertly prefer the status quothe establishment of a land
market, the Agrarian Party can just as well be seesupporting the interests of
major agricultural holdings. As the analyst VladysIRak points out, Ukrainian
agro-oligarchs are not interested in significamestments, including investments
into productivity increases, equipment renovatieic. Rather, they prefer

170Bepxosna Pana Ykpainu: [IpoekT 3aKkoHy Npo MOpaTopiii Ha BiI4yKEHHS 3eMellb
cinbcpKorocnomapebkoro mpusnadeHns Ne 5476gix 01.12.2016 (Bill on moratorium on the
alienation of agricultural land No. 5476 dd. 01211.6), URL:
http://wl.cl.rada.gov.ua/pls/zweb2/webprocd 1?idE38m1=60620(accessed 25.04.2017).

171 Bepxosna Pana Ykpainu: [Ipoext 3akoHy npo BHECEHHS 3MiH 10 posainy X "Tlepexiani
MOJIOKEHHS" 3eMENBHOTO KOJICKCY YKpaiHH 111010 BCTAHOBJICHHS! MOPATOPII0 Ha BIIUYKCHHS

3C€MCJIb CiJ'II)CBKOFOCHOI[apCI)KOI‘O MNPU3HAYCHHA 10 ITIOBHOI'O BiIIHOBJ'IeHHSI TepI/ITOpiaHBHOi

uimicaocti Ykpaiunu (Bill on Amendments to Section X “Transitional Rigions” of the Land Code
of Ukraine to establish a moratorium on the aliemabf agricultural land to the full restoration of
the territorial integrity of Ukraine), URL:

http://wl.cl.rada.gov.ua/pls/zweb2/webprocd 1?idE38m1=60927accessed 25.04.2017).

172 Agravery (2017)Bnajga Mac 3ynMHHTH KyJlyapHy IIATOTOBKY PUHKY 3€MJIi — ArpapHa mapTis
(The government must stop behind the scenes prgpafithe land market - Agrarian Party), URL:
http://agravery.com/uk/posts/show/vlada-mae-zuigkniluarnu-pidgotovku-rinku-zemli-agrarna-
partia(accessed 25.04.2017).
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extensive methods of output maximization, such eagimg more lands at low
prices!’®

Finally, some local as well as national state act@ve a clear interest in retaining
the current leasing arrangements. Establishingné faarket will presumably lead
to more regulation and registration mechanisms,ciwhivould facilitate greater
transparency. This would negatively impact the iil#y for activities such as
informal lending of state-owned lands by state mmiges, taking advantage of
errors and missing entries in the land cadastrdamd usage abuses related to
insufficient boundary demarcation of towns andags'’* In some cases state
actors and businesspeople collude to take parhéaset activities to their mutual
benefit.

Some of these activities were restricted due toesstaps taking in conjunction
with land reform in 2015-2016. For instance, thezegaoment has tightened the
auction rental rights requirement for state landstablished an inter-agency
committee for land reform monitoring as well asading and land governance,
provided public access to the Registry of Rightd &tate Land Cadastre and e-
services for provision of cadastral extradts-However, it is too early to determine
how effective these mechanisms are.

At any rate, it seems evident that there is mapgosition to the idea of selling

agricultural land in Ukraine. This opposition engmsses large parts of the
political landscape, key actors in the businesiireand a significant majority of

the Ukrainian population. Many of these actors iprisbm the existing state of

affairs and have no interest in changing the ctirpamameters, while others are
inherently conservative or fear a deterioration toéir own situation. These

interests and fears have become more entrenchedtlove/ears as people have
learned to live with and even gain from the stafus. Thus it is not surprising that
the moratorium on land sales has been repeatedgnaed, nor that the IMF

deadline of May 2017 for passing a law on landnmrefavas missed. Although there
is broad consensus on some aspects of such aHave, are virtually no actors

genuinely pushing for this reform, and without saciors external pressure (from
the IMF and others) will not be sufficient to prbphange forward.

173 Rak, V. (2017): Zwischen Land Grabbing und Nactifjeit — Das Assoziierungsabkommen
zwischen der EU und der Ukraine in Bezug auf derafsgktor, in: Wege der
Ernahrungswirtschaft — global, regional, europgiscdrum Umwelt-, Agrar-, Klimaschutzrecht
(ed. Ines Hartel), Nomos, Baden-Baden, §14.

174 Deininger, K., Niyalov, D., (2016): 26 Years ofrichReform: the Glass is Half-Empty or Half-
Full, The World Bank, URLhttp://www.worldbank.org/en/news/opinion/2016/1026years-of-
land-reform-the-glass-is-half-empty-or-half-fdccessed 26.04.2017)

175 |bid.
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3.4 Conclusion

Three important conclusions have emerged with tetiathe political economy of
the Ukrainian agricultural sector. First, when eaving the interests and networks
of key businesspeople within the sector, certamalfds to Ukrainian oligarchs in
other sectors can be seen. Thus, the main strafdgyth groups is to place people
loyal to them in key posts in order to receiveeady flow of reliable information
and influence decision-making in important instdos, both formally and
informally. The two groups also rely to some extentholding office themselves,
although this strategy was previously used morguieatly by traditional oligarchs
than is now the case, and does not occur with agularity among their
agricultural counterparts. A major difference cam found in the media realm.
Here traditional oligarchs are extremely active tarms of owning and/or
controlling major outlets, television channels artcular. Major businesspeople in
the agricultural sphere have not pursued this esigato any significant extent.
Overall, agricultural questions can be charactdre being less dependent on any
individual actor’s influence than is the case imsoother sectors where particular
oligarchs have close to a monopoly in certain areas

Second, the focus on land reform as a topic ofecuirinigh relevance has led to the
conclusion that no major Ukrainian actors are geelyiand credibly backing this
reform. This applies to key political actors (pdesit, prime minister, relevant
ministry, parliament) as well as to the businessimegastigated and to Ukrainian
society. All three of these categories of actorsehaver the years become
accustomed to the existing moratorium on agricaltdand sales and prefer
retaining it to the idea of launching a land marastdemanded by the IMF and
seconded by the World Bank. Major civil societyaastsuch as the Reanimation
Package for Reforms have only very recently begufotus on land reform, so
there is no real civil society “lobby” behind th&sue, in contrast to others such as
judicial or anti-corruption reform. It therefore @gars improbable that significant
steps will be taken in the area of land reformhie mear future. This means that the
political economic context described above, i.ee tielevant institutions for
producing agricultural policy and oligarchic stigitss for influencing it, is likely to
remain pertinent in the upcoming months and years.

And third, it is difficult to connect any given ainge in agricultural policy directly

to the influence of an individual oligarch. Whilemerous policy measures have
clearly been influenced by Ukraine’s obligationsthe WTO, in most cases the
proportion of external and internal factors in dem-making processes remains
murky. It appears likely that this proportion, aslmas the actors involved, have
varied depending on the policy measure concerriede she steps taken have by
no means added up to a coherent policy directioith e agricultural sector
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growing in importance and potential changes orthrézon, it will be important to
continue monitoring developments in order to deteemhow the interests of key
business players interact with the political andnemic contexts described here to
influence the trajectory of agriculture in Ukraine.
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Annex 1. Deals on land leasing or concession

in Ukne

Year Investments reciever Investor Investor's country Contracted size (ha)
David D Sweere and Sons
2001 Atlantic Farms International Ltd USA 3000
2002 Agro Region East Capital Sweden 35000
2002 Kernel Holding S.A. Kernel Holding S.A. Luxembourg 405 000
2002 Aslan Global Management | Aslan Global Management USA unknown
Public Investment Fund
Continental Farmers Group |(PIF) of Saudi Arabia, Saudi
2006 plc Al Rajhi Group, Almarai Co. Saudi Arabia 34000
2006 Agroprosperis NCH Capital Inc. USA 481800
2006 Agro Invest Ukraine MK Group Serbia 50000
2006 A/S Trigon Agri Trigon Capital Estonia 52462
2008 Agrokultura AB Agrokultura AB Sweden 8700
2013 Kusto Agro Group Kusto Group Inc. Singapore 12 300
unknown Kernel Kernel Holding S.A. Luxembourg 109 000
unknown AgroGeneration AgroGeneration France 120000
unknown Sintal Agriculture Plc Sintal Agriculture Plc Cyprus 150000
unknown | UkrFarm Funding Limited Renaissance Group Russian Federation 220000
unknown DAN-MILK DUI Holding A/S Denmark 300
unknown Astarta Kyiv LLC Astarta Holding NV Netherlands 245000
Mriya Agro Holding Public | Mriya Agro Holding Public
unknown Limited Limited Cyprus 298 000
unknown Danam Farms LTD DUl Holding A/S Denmark 230
Alfred C. Toepfer Archer Daniels Midland
unknown | International Ukraine Ltd. Company (ADM) USA 50000
DUl Holding A/S, David
Sweere & Sons
unknown | Subsidiary Atlantic Farms International Ltd Denmark, USA 7500
unknown Lan LTD Barnstadt e.G. Germany 8000
unknown | Glencore Grain Ukraine Glencore Xstrata PLC Switzerland 80000
unknown | Ukrzernoprom Agro LLC MCB Agricole Austria 96 000
David D Sweere and Sons
unknown LLC Atlantic Farms Il International Ltd USA unknown
Chinese - Ukrainian DARA Group, Chinese
Agricultural Company Agricultural Corporation
unknown "FANDA" HuanFan Qu Ukraine, China unknown

Source: Land Matrix: Ukraine, URL:http://www.landmatrix.org/en/get-the-detail/by-tate
country/ukraine/?order_by=investor nameé&starts with (accessed 10.03.2017)

52



Annex 2. Special Value Added Tax (VAT) Regimes for

Ukrainian Agriculture

The Ministry of Finance of Ukraine identifi@éAT as a tax applied to operations
on goods and services supply on the customs terridbUkraine. Thestandard
VAT rateis 20% of the taxation base. This rate is also applicabkbe agricultural
sector.

Since VAT introduction in 19923 special VAT regime was implemented for the
agricultural sector with the aim of reducing theat@on burden on agrarian
producers.

The special regime functioned in the following w&uring a reporting period an
eligible entity (one in which 75% of its productioronsists of agricultural
products) should pay the positive difference betwtas obligation and tax credit.
One part of the deducted VAT obligations (usualdfd was transferred to the
state budget, another part (the remaining 50%) a@sumulated on a special
account in a bank or an authorized state finamesditution. The accumulated part
was left at the disposal of the agricultural pragtuc

The special VAT regime for agriculture was modiffed a few times, but the main
principle remained unchanged. As ddnuary 1, 2016 a special VAT regime
functioned as follows: The positive difference beém tax obligation and tax
credit was transferred to the following destinasi@epending on the activity of the
entity:

a) For operations with all agricultural product®8%% of the sum was transferred to
the state budget, 50% accumulated on a specialiat;co

b) For operations with grain: 85% of the sum wassferred to the state budget,
15% accumulated on a special account;

c) For operations with livestock production: 20% swi@ansferred to the state
budget, 80% accumulated on a special account.

On January 1, 2017 the special VAT regime for agricultural producers was
abolished.

Source: [Tooamkosuti kooexc Yxpainu 6i0 02.12.2010 (Tax code of Ukraine of
02.12.2010), URL: http://zakon3.rada.gov.ua/laws/show/2755-1T1accessed
16.03.2017), Aepapobisnec cvoeooni (2013): Pegopma onodamxysanms
azpobiznecy, URL: http://www.agro-business.com.ua/pytannia-bukhgiaftes15-
reforma-opodatkuvannia-agrobiznesu.h{adcessed 16.03.2017).
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Annex 3. Trade agreements of Ukraine, tariffs and dty-free
guotas, WTO MNF tariffs as of 2015

Conclusion/

effective
from

2014/2016

2010/2012

2011/2012

1995/1996
2001/2001
1994/1995
1994/1995

2001/2001
2011/2013
1995/1996

Sources: WTO (2016): Trade Policy Review: UkrainéT/TPR/G/334, pp. 40-41; texts of

Partner

MFN

DCFTA (EU)

EFTA

Iceland
Norway
Switzerland
CIS FTA

Armenia
Belarus
Kazakhstan
Kyrgyz Rep.
Moldova
Russia

CIS
Azerbaijan
Tajikistan

Turkmenistan

Uzbekistan

Other FTAs
Macedonia

Montenegro
Georgia

Simple average tariff
rate (%)

agri.
Applied:
9.2
Bound: 11

7.5

7.1
7.3
7.4

0

0

0
0
2.0

0.4
0.2

agreements: DCFTA, EFTA, CIS FTA

Duty-free rates

as a percentage
of total tariff
lines in each
category (%)
non-agri. agri.  nhon-agri;
Applied: 149 43.9
3.7
Bound: 5
1.1 35.6 82.6
0.3 17.7 947
0.3 17.6 94.7
0.3 172 94.7
0 100 100
0 100 100
0 100 100
0 100 100
0 98.6 100
0 100 100
0 100 100
0 100 100
0 100 100
0 100 100
0 19.8 74.8
0 98.0 100
0 94.5 100

Most important
exemptions in
trade from
Ukrainian side

Ukraine imposes:
Export  tariff on
sunflower seeds 9.1%,
import tariffson sugar
beets 20%, import
quotason sugar 50%.
Trade with
agricultural products
regulated by bilateral
agreements (parts of
general agreement on
EFTA).

Ukraine imposes:
Export  tariff on
sunflower seeds 10%,
import quotas on
sugar and sugar beets.
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Annex 4. Key agricultural players with visible poliical
influence

Land in Capitalisation of
# Name(s) Company(s) Main operation activityy property of agro-assets,
renting, ha US$ mn

The biggest producer of
Myronivskyi poultry. Involved in othe
Khlboproduct | types of meat production.
(MHP), TM Meat production - 80% o¢f 380 000 884
Nashsa Riaba | bisiness, crops planting
20%.
Crops planting, grain
Oleksiy _ NIBULON Lid. trading,. livestock, meat]
Vadaturskyi processing, crops storage
and transportation.
The biggest producer df
3 | Andriy Verevsky| Kernel Holding S.Asunflower oil. Also: cropg 390 000 827
planting, sugar productio|

1 Yuriy Kosiuk

82 500 836

=

Crops planting, dairy, mg
production, eggs, sugar

4 | Oleg Bakhmatyukkrlandfarming PLC ) ) 653 000 162
production, agromachine
and chemicals distributiop,
crops storage.
Petro and Oleks MUK RPROMINVE Cro'ps pIanting, suggr and
5 Poroshenko ST-AGRO, Roshen mill prgducﬂon, dairy, 122 000 607
(brothers) livestock.
Rinat Akhmetov Crops planting, dairy, 97 000
6 and Vadim HarvEast Holding jvestock, crops ’storagi;e (previously 220 n/a
Novinskyi ' ) 000)
Ihor Kolomoysky Mainly livestock and dairy
7 and Hennadiy | PryvatAgroHolding but also crops and oil 150 000 n/a
Bogolyubov seeds planting.
Victor Ivanchik Sugar production, dairy
8 and Valery Astarta Holding L 250 000 219
crops planting.
Korotkov
9| serhiy Thipko TAS Agro | CTOPS planting, ivestock, g2 5 119
crops storage.
Biggest producer of
10| Borys Kolesniko JPJSC APK-Inyesi, pigmeat. Confgctlonary 41 000 113
JSC Konti meat processing, cropg
planting.
Oleksandr and
11| Serhiy Buryak [Svarog West Groyp Crops planting, livestock. 80 000 98
(brothers)
Oleksandr and
Halyna Herehy | Holding "Vinnytskal .
12| (spouses) and| AGRO Promyslovg Cmpssff;;g?’ crops 50 000 42
Volodymyr Grupa"
Bartsios

Sources: Landlord (2016)Peimune xpynuetumux uspokos azpapHoil U RUWesol ompacieil
Yxkpaunwr (Rating of the largest players in the agrarian afodd industries of Ukraine), URL:
http://landlord.ua/reyting-krupneyshih-igrokov-agnmy-i-pishevoy-otrasley-ukraini/ :
Latifundist.com:Ton 100 ramugynoucmos Yrpaunwr (TOp-100 latifundists of Ukraine), URL:
http://latifundist.com/rating/top100#136
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Annex 5. The structure of political power in Ukraine from 2005 to the present time with a focus on thagrarian sector

The President of Ukraine

Prime-minister of Ukraine

Minister of Agrarian Policy

Tenure Name Political Tenure Name Political Tenure Name Political Party
Party Party
01.2005 Viktor Our Ukraine | 01.2005 Yuliia Fatherland 02.2005 + Oleksandr Socialist Party
- Yuschenko - Tymoshenko 08.2006 | Baranivskiy
02.2010 09.2005
09.2005 Yuriy Our Ukraine
- Yekhanurov
08.2006
08.2006 Viktor Party of 08.2006 — Yuriy Communist Party
- Yanukovych Regions 03.2010 Melnyk (most political
12.2007 life was a member
12.2007 Yuliia Fatherland of Ukrainian
_ Tymoshenko People’s Party of
03.2010 V. Lytvyn)
02.2010 Viktor Party of 03.2010 Mykola Party of 03.2010 — Mykola Party of Regions
- Yanukovych Regions - Azarov Regions 02.2014 | Prysiazhniuk
02.2014 01.2014
06.2014 Petro Petro 02.2014 Arseniy People’s 02.2014 —| Ihor Shvaika| Party “Svoboda’
- present| Poroshenko| Poroshenko’s - Yatseniuk Front 12.2014
Block 04.2016 12.2014 —| Mykhailo No data for the
“Solidarnist” 04. 2016 Pavlenko tenure
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