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Streszczenie. Opracowanie przedstawia ocene polityki rolnej i wsparcia na Ukrainie na pod-
stawie wskaznikow, takich jak Producer Support Estimate (PSE), Consumer Support Estimate
(CSE), General Services Support Estimate (GSSE), Total Support Estimate (TSE) w poréwna-
niu do innych krajéw. Badania wykazaly, ze wsparcie dla rolnictwa na Ukrainie znacznie rézni
sie od aktualnych trendéw Swiatowych i charakteryzuje sie brakiem stabilnosci, oraz statg ten-
dencjg wzrostowa. Przypadek Ukrainy potwierdzit fakt, Ze obecno$¢ bezpo$redniego wsparcia
budzetowego nie gwarantuje uzyskania pomocy dla rolnictwa.
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INTRODUCTION

Historical experience and practice of agricultural enterprises in the Ukraine and abroad
have confirmed that its’ existence is impossible without state support.

The budget support for agriculture in the Ukraine is realised through budgetary spend-
ing, as well as budgetary revenue foregone (special tax regimes).

The budgetary revenue foregone on agriculture, coming from VAT exemptions, remains
large compared to other sectors of the economy. Four major types of VAT expenditure are
granted to agriculture (Zorya 2006):

— VAT charged on sales of agricultural products remains on farm accounts to be used
for purchase of production inputs;

— VAT charged on sales of meat and dairy products is not paid to the budget by the
processing plants, but instead returned to the primary milk and meat agricultural producers;

— VAT charged on sales of dairy and meat products produced in on-farm processing
capacities remains on farm accounts to be used for livestock support;

Milk and meat sold by agricultural producers is taxed at the zero VAT rate (this was can-
celled in 2008).



60 O. Oliynyk

The volume of budget support for agriculture in the Ukraine has increased by 8 times
during 2000-2010 and its share of agricultural GDP was 14.7% at the end of 2010 (the
share of budget expenditures in agricultural GDP in another countries were 27% in USA,
45% in EU and 63% in Japan), while the gross agricultural output has increased over this
period, by only 1.3 times. Thus, significant growth of budget support for the analysed period
had no impact on efficiency and competitiveness of agriculture.

Budgetary spending dominated the structure of budget support between 2000-2008, but
since 2009, the budgetary revenue foregone has begun to prevail that it was caused by the
influence of the global financial crisis. As a result, special tax regimes could substantially
increase financial support for agriculture, which is practically impossible to provide directly
in budget.

Agricultural support (policy) must be effective, it is important to have indicators that
measure this efficiency. The OECD indicators have been developed to monitor and evalu-
ate developments in agricultural policy and to provide economic data to assess the effec-
tiveness and efficiency of policies.

Since the mid-1980s the OECD has published data on the indicators for OECD mem-
bers and for some non-member countries. OECD’s annual estimates provide the only read-
ily available and consistent source of internationally comparable information on levels of
support for agriculture. Cahill and Legg (1989-1990) and Legg (2003) provide an overview
of the definitions and use of the OECD’s support measurements.

Using the OECD indicators will allow more detail in assessing the advantages and dis-
advantages of agricultural policy in the Ukraine and will compare trends with other countries
that allows for a higher quality in identifying weaknesses to make more adequate measures
in future.

MAIN TEXT

Different countries use a number of indicators, which are used to evaluate and compare
the developments in agricultural policy. The Organisation for Economic Co-operation and
Development (OECD) uses some indicators of agricultural support — which are comparable
across time and between countries.

The OECD indicators of agricultural support is divided into four groups — indicators of
support for producers, indicators of support for general services for agriculture, indicators of
support for consumers, indicators of total support for agriculture.

In this paper we will use such OECD indicators for monitoring and evaluating develop-
ments of agricultural policies in the Ukraine — Producer Support Estimate (PSE), Consumer
Support Estimate (CSE), General Services Support Estimate (GSSE) and Total Support
Estimate (TSE). More detailed information about these indicators is presented in (OECD
2011a).
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Producer Support Estimate (PSE) is the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers, measured at the farm-gate level, arising
from policy measures that support agriculture, regardless of their nature, objectives or im-
pacts on farm production or income. PSE values are calculated by adding the market price
support to the value of transfers to producers from other policies (OECD 2011a).

The publication of internationally comparable PSE Figures has increased transparency
of the nature and incidence of agricultural policies in OECD countries. The PSE concept
has also contributed to establishing a base for internationally binding commitments on do-
mestic support through the Aggregate Measure of Support (AMS) in the Uruguay Round of
trade negotiations of the World Trade Organization (WTO). PSE estimates have attracted
much public attention and received wide media coverage. The summary measure, relative
PSE or %PSE (expressed as a percentage of the value of gross farm receipts) is frequently
cited in the international debate on agricultural policies, and used as a yardstick of policy
“misconduct”, i.e., unfair competition with farmers in unsubsidised countries (Blandford et al.
2008).

The composition of PSE in the Ukraine between 2000-2010 is introduced in Figure 1.
According to this data payments based on output (mainly for livestock products) and input
subsidies were the Ukraine’s principal instruments of support, especially between
2007-2010 accounting for slightly over 70% of the Ukrainian PSE. The bulk of this support
is based on budgetary revenue foregone as opposed to actual budgetary spending. This is
implemented through specific procedures to use the Value Added Tax (VAT) due from agri-
cultural producers and processors.
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Fig. 1. The structure of PSE in the Ukraine between 2000-2010
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

From the Fig. 1 we can conclude that market price support also significantly affects the
total amount of the Ukrainian PSE. Moreover, only this component has been subjected to
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negative values as the impact on PSE. For comparison, in OECD countries market price
support has never derived a negative value and was 44-60% of total PSE. In the Ukraine
only in 2001, 2005-2006 and 2009-2010 did domestic prices exceed world prices.

The main component of payments based on output is per tonne payments, which were
provided for livestock products accounting for around 95% of output payments between
2008-2010.

In addition to these payments, which are based on actual budgetary outlays, payments
per tonne based on the budgetary revenue foregone were provided. Milk and meat proces-
sors “re-direct” VAT due on processed products to their primary suppliers instead of trans-
ferring this tax to the state budget. This transfer is implemented in the form of price top-ups
to agricultural producers of milk and meat delivered for processing. This mechanism was
introduced in the late-1990s to support milk and meat producers, but also worked as a way
of binding primary producers to their traditional supply zones. In 2009, there was a proposal
to replace this mechanism with a new one, under which processor VAT would be accumu-
lated into a centralised fund and transferred to producers in the form of per cow payment
(OECD, 2011b, p. 268).

Ukrainian producers receive a range of input subsidies. In 2008—-2010, these comprised
54% of the Ukrainian PSE and 68% of budgetary transfers in the PSE. By far the largest
component of input based support, and the largest single payment in the PSE generated
through the so-called VAT accumulation mechanism. Agricultural producers can accumulate
VAT due on their primary and processed products in a special account and use these funds
for production purposes. Until 2008, there was only a general requirement that producers
use VAT accumulations for purchase of agricultural inputs. Starting from 2009, the formal
requirement is that accumulated producer VAT should be used to cover only the VAT on
purchased inputs, while the residual sum can be used for any other production purposes.
These VAT-based transfers were the only type of budgetary support that increased in 2009-
10: from UAH 2.6 billion (USD 493 million) in 2008 to UAH 7.7 billion (USD 984 million) in
2009 and around UAH 8 billion (USD 1 billion) in 2010. VAT based transfers accounted for
81% of all input support in 2008-2010 (OECD, 2011b, p. 268).

A variety of other input support programmes, which are financed through actual budget-
ary outlays, operate.. As is the case for other support based on actual budgetary outlays,
these transfers were curtailed. Preferential credit is a traditional programme, which provides
interest subsidies for short, medium and long-term loans. This is a relatively modest com-
ponent, comprising 10% of all input subsidies in 2008—-2010. There are also programmes
that provide investment grants, such as for the purchase of complex agricultural machinery.
Two new programmes to support agricultural investments were launched in 2010. One is
preferential leasing for pedigree heifers and cows and domestically produced machinery.
The other programme supports capital improvements in the livestock sector by 50% cost
sharing in the construction and renovation of animal farms and complexes. These two pro-
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grammes received respectively UAH 120 million (USD 15 million) and UAH 350 million
(USD 44 million) in 2010. Other input payments in 2009-2010 included subsidies for insur-
ance premiums, purchased seeds, cost compensation to farms involved in seed production,
and pedigree animal breeding. Fertiliser subsidies are also among the traditional input sub-
sidies, but despite being included in the budget, they have not been funded since 2008
(OECD, 2011b, p. 268-269).

The percentage PSE uses for international comparison. Percentage PSE (%PSE) is
PSE as a share of gross farm receipts (including support).

A %PSE of 20% means that 20% of gross farm receipts come from transfers due to pol-
icy measures supporting producers. A %PSE of 0% indicates that the estimated aggregate
value of transfers to individual producers from consumers and taxpayers is zero. A %PSE
cannot be higher than 100%, at which level all farm receipts come from policy measures,
with no returns from the market (OECD 2011a).

Analysing Fig. 2 shows that the Ukraine belongs to the group of countries like Australia,
where the percentage PSE is less than 6%, reflecting a low level of support for agricultural
producers.
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Fig. 2. Percentage PSE in Ukraine and other countries (%)
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

Consumer Support Estimate (CSE) is the annual monetary value of gross transfers from
(to) consumers of agricultural commodities, measured at the farm gate level, arising from
policy measures that support agriculture, regardless of their nature, objectives or impacts on
consumption of farm products. Percentage CSE (%CSE) is CSE as a share of consumption
expenditure on agricultural commodities (at farm gate prices), net of taxpayer transfers to
consumers (OECD 2011a).

The structure of the consumer support estimate in Ukraine for the period 2000-2010 in
is shown Fig. 3. In 2001, 2005-2006, 2008—-2010 this support was characterised by the pro-
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vision of support for producers only through the transfers from consumers. Instead, 2000,
2002-2004, 2007 Ukrainian consumers received agricultural subsidies. We should consider
that this situation was one of the reasons for the decline of Ukrainian farmers, since it is
contrary to world trends regulation of the agricultural sector.
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Fig. 3. The structure of CSE in Ukraine during 2000—-2010
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

Figure 4 presents the dynamics of percentage PSE and CSE for individual countries.
Despite the differences in amounts of support in different countries, an undeniable fact is
the symmetry of charts PSE and CSE, i.e. if there is support for producers, it is at the ex-
pense of consumers, and vice versa. It is only the U.S., which in most years is character-
ised by positive support for both consumers and producers. Support in the EU and Canada
are similar. Support for producers in Japan is the largest — 46-60%. Producer and con-
sumer support in Australia is characterised by the lowest amounts of the countries repre-
sented. Periodic fluctuations characterized PSE and CSE charts of the U.S., which can be
explained by reforms.

According to Fig. 4, the producer and consumer support in the Ukraine has a significant
difference from the other countries represented: it has significant fluctuations.

This data clearly describes the main shortcomings of the national agricultural policy: un-
systematic and lack of stability. That is, it does not allow the state to achieve the desired
effect in agricultural support. Moreover, the domestic practice of consumer support through
the producers does not meet world tendencies, so it was one of the causes of the decline in
agriculture in the Ukraine.

The transfers in the GSSE are payments to eligible private or public services provided to
agriculture generally. Unlike the PSE and CSE, the GSSE transfers are not destined for
individual producers or consumers, and do not directly affect farm receipts (revenue) or
consumption expenditure, although they may affect production or consumption of agricul-
tural commodities in the longer term (OECD 2011a).



65

The estimate of agricultural support in the Ukraine using...
15 25
5 AN / 15 \"\ _——
;\-o\ O‘L\_#l T Y R Y T T 1 = 0 *
T 5l 8 o o g\un wrle o @ S
- = =) =) =) = =) = o o o = 5 ==
(=] (=] (=N -] =] = -] =] (=] o o
~ ™~ o~ (] ™~ ™~ ™~ ™~ i~ (] ™~
_10 0__ == T T 1
-15 519 O o @ & w0 o 2
S 5 & & & & & 6 & & o
_20 o~ ~ (] (] ~ (] (] ~ ™~ (] ~
a) Ukraine b) USA
15
6
10-%\—'—«* A
> o ——
s 0 s \
o\° 2
~ -5 T T T T T T T T T T ]
D i | ] a0] 'ﬁ' L0 L'O r\' w m D 0 T T T T T T T T T T 1
MEEEEEE R R EEE
R S Sl e e B L, 888888888
NN NN N NN NN NN
-20
c) EU d) Australia
100 30
20%
SO_M&*M V—’
10
g 0 T T T T T T T T T T 1 g 0 T T T T T T T T T T 1
O = o M S 0N W M~ 0w oo O 108 =8 o =™ & wn o x 0 a 9
S 88388888848 8688848 58 88 g
—50“2_3_2 2 ﬁ ~N N NN~ Ve VI AN A N o o~ Y S S R o
-100 -30
e) Japan f) Canada

Fig. 4. Percentage PSE(dark colour graphic) and percentage CSE (light colour graphic)
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

The composition of the GSSE in Ukraine is presented in Fig. 5. As shown in the data of
Fig. 5 the share of budgetary payments financing research and development activities
aimed at improving agricultural production has been reduced between 2000-2010 — from
20% to 8%. The share of budgetary payments financing agricultural training and education
in Ukraine is a significant part in comparison with the OECD countries (the share of pay-
ments to agricultural schools in Ukraine was about 21-33% between 2000-2010, in OECD
countries — 3%).

The share of budgetary payments for infrastructure and marketing in OECD countries
was very high, respectively 44—-60% and 31-16%. While in the Ukraine, these components
were only 16—-30% and 1-2%. Low budgetary payments financing improvement of off-farm
collective infrastructure and budgetary payments financing assistance to marketing and
promotion of agro-food products lead to increased production costs and lower competitive-
ness of Ukrainian production compared to import. As a result, insufficient funding in infra-
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structure, marketing and promotion in the Ukraine led to the negative value of market price
support (Fig. 1).
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Fig. 5. The structure of GSSE in Ukraine during 2000-2010
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

Total Support Estimate (TSE) is the annual monetary value of all gross transfers from
taxpayers and consumers arising from policies that support agriculture, net of the associ-
ated budgetary receipts, regardless of their objectives and impacts on farm production and
income, or consumption of farm products (OECD 2011). As well, Percentage TSE (%TSE)
is calculated as a share of GDP. For the period 2000—-2010 unsystematic state measures
for regulation of agriculture in the Ukraine has caused significant fluctuations in the indicator

(Fig. 6).
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Fig. 6. Percentage TSE in Ukraine and other countries (%)
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

As shown in Fig. 6, the difference between the two graphs is the significant fluctuations
TSE (%) in the Ukraine compared to a stable situation in OECD countries. Thus, we argue
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that support for agriculture in the Ukraine differs significantly from the current global trends
and is characterised by both a lack of stability and a steady upward trend.

The composition of total support by recipient of transfer shows to which economic group
the transfer is provided. According to the Fig. 7, the transfer to consumers was not provided
in Ukraine between 2001-2010. There are various trends in the change of the composition
of TSE in the Ukraine and OECD. Whereas the share of GSSE in total support in OECD
increased from 18% of total support in 2001-2005 to 24% in 2006-2011, in the Ukraine
support for general services provided to agriculture decreased from 34% of total support to
17% at the same time.
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Fig. 7. Composition of TSE by recipient of transfer in Ukraine and OECD (average)
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

The composition of total support by source of transfer shows from which economic
group the transfer originates, i.e. who is bearing the cost of the support policies.

In most OECD countries, consumers have traditionally borne the largest share of the
cost of total support. Policy reforms have almost always emphasised a desire to reduce the
consumer cost of agricultural policies, and to offset the reduction in producer returns by
increased budgetary payments. This would be shown by a decrease in the value of trans-
fers from consumers and an increase in transfers from taxpayers. As can be seen in Fig. 8,
the share of transfers from consumers decreased in OECD from 48% in 2001-2005 to 36%
in 2006-2011.

There is the reverse trend in Ukraine. In particular, the consumer cost of agricultural
policies increased sharply from 4% in 2001-2005 to 35% in 2006—2011.

The analysis showed a significant fluctuation of the composition of TSE, as well as op-
posite trends compared to other OECD countries. Analysis performed argues about the
instability and inefficiency of agricultural policy in Ukraine.

Thus the main strategic objective of the Ukraine should be developing a long-term strat-
egy of agricultural development that would allow a stable agricultural policy to be carried
out.
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Fig. 8. Composition of TSE by source of transfer in Ukraine and OECD
Source: OECD, http://stats.oecd.org/Index.aspx?DataSetCode=MON20113_1

CONCLUSIONS

Analysis of the producer support estimate in the Ukraine showed that an unsuccessful
price regulation caused the decrease in producer support in 2000, 2002—2003 to zero.

The Ukraine belongs to a group of countries like Australia, where the percentage PSE is
less than 6%, reflecting a low level of support for agricultural producers.

The producer and consumer support in the Ukraine has a significant difference from de-
veloped countries. In most countries, the producer support implements due on consumer
support. However, in the Ukraine in 2000, 2002—-2003 consumer support was carried out
due on producer support.

Compared with developed countries not enough attention is paid to development of in-
frastructure and marketing in the Ukraine, resulting in significant gaps between domestic
and world prices and thus causes inefficient budgetary spending on agriculture.

Significant fluctuations in the total support in comparison with global trends showed an
unsystematic and unstable agricultural policy in the Ukraine. The case of the Ukraine con-
firmed the fact that the existence of budgetary spending, its growth dynamics cannot guar-
antee the final result in obtaining assistance to agriculture.

The main strategic objective of the Ukraine should be developing long-term strategy of
agricultural development that would allow a stable agricultural policy to be carried out.
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