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CHAPTER 8 

 

UKRAINE 

Evaluation of policy developments 

 The overall level of producer support is modest, but disguises taxation of export-oriented sectors and 
considerable protection of import-competing sectors. Support has shown an upward trend in recent 
years. This tendency, although interrupted in 2007 due to the specific market situation, is an expected 
consequence of Ukraine’s economic recovery. Robust growth of domestic economy and external demand 
has strengthened agricultural prices towards world market levels. Fiscal improvements resulted in more 
direct support provided to the sector. 

 The composition of producer support is changeable. Market price support, mainly arising from tariff 
protection, increased in 2005-06, but in 2007 producers again received prices below world market levels. 
Budgetary transfers increased in nominal terms, but their relative importance in total producer support 
shifted following changes in market price support. Most budgetary support is provided on the basis of 
commodities produced or variable inputs used, i.e. in ways shown to create substantial distortions to 

producer incentives, and also least efficient in increasing producer income. 

 Transfers to support general services to agriculture, in particular research, education, and infrastructure 
increased in 2007 and higher allocations are budgeted for 2008. A state programme for rural 
development is under preparation. This is a positive development, as these investments in the sector’s 
longer-term productive capacity are critical for achieving sustained gains from the country’s abundant 
endowment of agricultural resources. 

 Agriculture’s potential to contribute to the country’s economic development and become an important 
supplier in global food markets is high. A sound macroeconomic environment is key to sustained 
agricultural development. The sector has benefited from high economic growth in recent years, however 
continued political instability creates uncertainty for the business about future developments in the overall 
economy. 

 Progress has recently been made in formulating longer-term agricultural policy strategy, but policy 
actions often lack coherency, as was the case during the recent food price crisis. Export restrictions 
resulted in substantial revenue foregone in the grain and oilseed sectors, while the impact of these 
measures on curbing food prices is uncertain. In broader terms, recent developments make it all the 
more imperative to build an efficient food aid system to avoid recourse to trade restrictions and also 
reduce administrative involvement in the food chain. Social goals can be more efficiently addressed by 
targeted support than by broad-based interventions in business. 

 The long-awaited accession to the WTO was a major development. The WTO commitments will largely 
determine the framework for future agricultural policies and help to make policies more stable. In 
particular, less room is now left for interventions in trade activity, involving reconsideration of traditional 
approaches to resolving emerging problems of domestic market supplies.  

 WTO commitments also mean more competition from imports in some of Ukraine’s key agricultural 
sectors. There is therefore a need for stronger policy focus on enhancing the sector’s efficiency. 
Commitments on domestic support raise the issue of efficient use of public resources and provide an 
incentive to concentrate support on longer-term objectives of technological advancement, sustainable 
development of agriculture and rural revival. 
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Summary of policy developments 

1. Ukraine became a new member of the WTO in 2008. In preparation for the accession, many 

modifications in Ukrainian legislation were implemented to comply with the WTO requirements. Border 

protection was substantially reduced for key agro-food products. Other issues, in particular related to the 

VAT regime and agricultural tax, await official decisions. No major changes occurred in domestic policies. 

A moratorium on sale of agricultural land remains in force pending the adoption of broader land laws. New 

direct area payments for crops were introduced. Since mid-2007, the policy focus was on mitigation of 

food price inflation with recourse to export restrictions, commodity interventions, and bread price controls. 

 Support to producers (%PSE) was 10% in 
2005-07, compared to an implicit taxation of 10% 
in 1995-97. The level of support is considerably 
below the OECD average of 26% in 2005-07. 

 The average %PSE for 2005-07, disguises a fall 
in the level of support in 2007 (to 4% from 12% in 
2006). The aggregate market price support 
became slightly negative in 2007, reflecting a 
complex trade off between changes in price 
support across commodities. The bulk of the total 
PSE consisted of budgetary transfers in 2007. 

 Most distorting forms of support (based on 
commodity output and variable input use) 
represented 79% of total PSE in 2005-07. 

 Prices received by farmers were on average 4% 
above those observed on the world markets in 
2005-07 (producer NPC), while they were 11% 
below such levels in 1995-97. Farm receipts in 
2005-07 were 11% higher than they would have 
been at world prices (producer NAC). In contrast, 
in 1995-07 receipts were 5% below the levels 
producers could realise at world market prices. 

 Single Commodity Transfers (STC) comprised 
45% of the total PSE in 2005-07. The highest 
SCTs were for poultry, sugar, pigmeat, and beef, 
ranging from 52% to 12%. 

 As shown by the %CSE, agricultural price 
support placed an implicit tax on consumers of 
6% in 2005-07, whereas in 1995-07 consumers 
were implicitly subsidised with a positive %CSE 
of 18%. 

 Support for general services to 
agriculture (GSSE) comprised nearly one quarter 
of the total support to the agricultural 
sector (TSE) in 2005-07. This share is very 
unstable, mostly due to variations in the PSE – 
another key component of total support to 
agriculture. Total support to agriculture as a 
percentage of GDP amounted to 2.5% in 
2005-07, which is high compared to other 
emerging economies and compared to the OECD 
average. 

Source: OECD, PSE/CSE database, 2008. 

Figure 8.1. Ukraine: PSE level and composition over 
time 
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Figure 8.2. Ukraine: Producer SCT by commodity,  
2005-07 
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Figure 8.3. Ukraine: TSE composition over time 
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Table 8.1. Ukraine: Estimates of support to agriculture 

(UAH million) 

1995-97 2005-07 2005 2006 2007p

Total value of production (at farm gate) 22 623 106 253 91 411 102 070 125 278

       of which share of MPS commodities (%) 62 60 63 57 60

Total value of consumption (at farm gate) 22 060 97 917 84 115 93 352 116 285

Producer Support Estimate (PSE) -1 647 10 698 12 482 13 676 5 936

Support based on commodity output -2 722 5 260 8 305 7 973 -499

Market Price Support -2 739 2 566 6 091 5 730 -4 124

Payments based on output 16 2 694 2 214 2 243 3 624

Payments based on input use 551 3 179 2 685 2 783 4 069

Based on variable input use 391 2 588 2 115 2 356 3 294

        with input constraints 0 0 0 0 0

Based on fixed capital formation 139 591 570 427 774

        with input constraints 0 0 0 0 0

Based on on-farm services 21 0 0 0 0

        with input constraints 0 0 0 0 0

Payments based on current A/An/R/I
1
, production 

required 525 2 259 1 491 2 920 2 366

Based on Receipts / Income 525 1 681 1 425 1 938 1 682

Based on Area planted / Animal numbers 0 578 66 982 685

        with input constraints 0 0 0 0 0

Payments based on non-current A/An/R/I, production 

required 0 0 0 0 0

Payments based on non-current A/An/R/I, production 

not required 0 0 0 0 0

With variable payment rates 0 0 0 0 0

With fixed payment rates 0 0 0 0 0

Payments based on non-commodity criteria 0 0 0 0 0

Based on long-term resource retirement 0 0 0 0 0

Based on a specific non-commodity output 0 0 0 0 0

Based on other non-commodity criteria 0 0 0 0 0

Miscellaneous payments 0 0 0 0 0

Percentage PSE  -10 10 13 12 4

Producer NPC 0.89 1.04 1.09 1.07 0.96

Producer NAC  0.95 1.11 1.15 1.14 1.05

General Services Support Estimate (GSSE) 521 3 287 3 202 2 937 3 721

    Research and development 52 236 195 205 308

    Agricultural schools 78 801 851 667 886

    Inspection services 40 705 786 587 741

    Infrastructure 329 995 867 956 1 163
    Marketing and promotion 5 7 7 8 8

    Public stockholding 0 434 431 405 465

    Miscellaneous 17 108 65 110 150

GSSE as a share of TSE (%) -46.3 23.5 20.4 17.7 38.5

Consumer Support Estimate (CSE) 3 062 -4 697 -8 667 -7 397 1 973

    Transfers to producers from consumers 3 291 -1 843 -6 396 -5 513 6 382

    Other transfers from consumers 117 -1 532 -1 763 -1 391 -1 443

    Transfers to consumers from taxpayers 0 0 0 0 0

    Excess feed cost -346 -1 322 -508 -492 -2 966

Percentage CSE   18 -6 -10 -8 2

Consumer NPC   0.88 1.05 1.11 1.08 0.96

Consumer NAC   0.89 1.06 1.11 1.09 0.98

Total Support Estimate (TSE)   -1 126 13 984 15 683 16 613 9 657

    Transfers from consumers  -3 408 3 375 8 159 6 905 -4 939

    Transfers from taxpayers 2 166 12 142 9 287 11 100 16 038

    Budget revenues 117 -1 532 -1 763 -1 391 -1 443

Percentage TSE (expressed as share of GDP) -1.47 2.47 3.55 3.05 1.35

GDP deflator 1995-97 = 100 100 474 401 461 560  

p: provisional. For the definition of OECD indicators of support to agriculture, see Annex A.1. NPC: Nominal Protection Coefficient. 
NAC: Nominal Assistance Coefficient. Market price support is net of producer levies and excess feed costs. MPS commodities for 
Ukraine are: wheat, maize, other grains (barley, rye and oats), sugar, oilseeds (sunflower), milk, beef and veal, pigmeat, poultry and 
eggs. 
Source: OECD, PSE/CSE database, 2008. 
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Policy context: Ukraineôs agriculture at a glance 

2. Ukraine is richly endowed with resources for agriculture. The sector contributed 7.5% to 

Ukrainian GDP and 16.7% to total employment in 2007. Agro-food items constitute the second largest 

group of Ukraineôs merchandise exports. High economic growth in recent years favoured the sectorôs 

recovery. However, the performance of agriculture remains unstable, with large annual fluctuations in crop 

production. Commercial large-scale production provides around one third of total agricultural output and is 

slowly recovering after a significant contraction in the 1990s. The remaining output comes from small 

family-type farms and household plots, the latter producing largely for own consumption. A lack of 

investment is an impediment, although export-oriented segments began attracting more capital in recent 

years. One third of the countryôs population lives in rural areas, which are characterised by high poverty 

levels and a rapidly ageing population. Food accounted for 57% of householdsô expenditures in 2007. 

Table 8.2. Ukraine: Basic economic and agricultural 
indicators, 2005-07 

2005 2006 2007

Basic economic indicators

GDP (USD billions) 82.9 106.5 141.2

GDP growth (%) 2.6 7.4 7.9

GDP per capita, PPP (USD) 5 583 6 224 6 916

Inflation (annual average, %) 13.5 9.1 12.8

Exchange rate (annual average, local  currency per USD) 5.12 5.05 5.05

Population (million) 47.1 46.8 46.4

Population in rural areas (%) 32.3 32.1 31.9

Share in GDP (%)

  Agriculture 10.4 8.6 7.4

  Industry and construction 31.2 32.2 33.2

  Services 58.4 59.2 59.4

Share in employment (%)

  Agriculture 19.4 17.6 16.7

  Industry and construction 24.2 24.2 23.9

  Services 56.4 58.2 59.4

Average share of income spent on food (%) 58.0 54.2 57.2

Basic agricultural indicators

Agro-food exports (% of total exports) 13.1 12.5 12.9

Agro-food imports (% of total imports) 7.7 7.2 6.9

Agro-food trade balance (USD million ) 1 704 1 567 2 150

GAO (% change from previous year) 0.1 2.5 -6.5

Total cereal production (million tonnes) 38.0 34.3 29.3

Total meat production (million tonnes) 1.6 1.7 1.9

Natural resources and farm structure

Agricultural land per farm
1
 (ha):

Agricultural enterprises n.a n.a 2 080.0

Small family-type farms n.a n.a 92.0

Household plots n.a n.a 1.2

Agricultural land (million ha) 41.7 41.7 41.7

Arable land per capita (ha) 0.8 0.8 0.8

Land sown to crops (million ha) 26.0 25.9 26.1  
 

1. The number of agricultural enterprises and individual farms used 
to estimate the average land per farm includes only units with 
agricultural land (around 90% of total number). 

Sources: OECD Secretariat, 2008; State Statistics Committee of 
Ukraine, 2008; IMF, International Financial Statistics, 2008; UN, UN 
Comtrade database, 2008; World Bank, World Development 
Indicators, 2008. 

Figure 8.4. Ukraine: Shares of agriculture in GDP 
and employment, 1995-2007 
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Figure 8.5. Ukraine: Evolution and annual changes 

of agricultural output, 1995-2007 
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Figure 8.6. Ukraine: Agro-food trade, 1995-2007 
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Policy developments 

Main policy objectives and instruments 

3. The objectives of agricultural policy in Ukraine were most recently formulated in a Law on Basic 

Principles of the State Agrarian Policy up to 2015 (2005), which include: (i) food security, (ii) efficiency 

and international competitiveness of the agricultural sector, and (iii) integrated development of rural areas 

and improvement of social conditions of rural people. The objective of food security is set out largely in 

the context of low incomes in Ukraine and a large part of the population being economically vulnerable. 

The efficiency and competitiveness objective is closely linked with the liberalisation of Ukraine's import 

regime following accession to the WTO. Based on the abovementioned law, a State Targeted Programme 

for Development of the Ukrainian Countryside up to 2015 was prepared in 2007. The Programme 

translates policy objectives into specific tasks and identifies financing needs and sources, which include 

government, private and international financing. While it does not have the status of an obligatory budget 

plan, the Programme is a first attempt at developing a co-ordinated approach to the formulation and 

implementation of agricultural policy objectives. A policy focus on rural development was strengthened 

recently with the preparation in 2008 of the advanced draft National Programme for Rural Development 

until 2015. 

4. Another key policy document is the Law on State Support to Agriculture (2004) which identifies 

the main agricultural support instruments and programmes. This is not a package law, however, and some 

support programmes are regulated by other legislative acts. 

5. Ukraineôs principal policy instruments are output payments (mainly for livestock products) and 

input subsidies. A large part of this support is implemented through allowing agricultural producers and 

food processors to retain their due VAT payments. Over recent years Ukraine has began introducing area 

and headage payments, the latter aiming to improve the animal stock and increase animal numbers. 

Agricultural producers are granted credit and tax preferences. Ukraine uses a range of market price support 

instruments. These include tariff protection and non-tariff trade regulation as well as various forms of 

domestic policy measures, including minimum purchase prices, direct state purchasing and loans against 

pledged grain. 

Box 8.1. Food price inflation in Ukraine and government's responses 

Inflation accelerated sharply in the second half of 2007, reaching the highest rates observed since 2000. Prices 
continued rising even more strongly in 2008 (Figure 8.7). Food prices registered the highest inflation among the major 
consumption items. At the end of 2007 they were 24% above the end-2006 level and in June 2008, 53% above that 
level (an increase of 23% between January and June 2008). Only in the second half of 2008 did inflation start to fall. 

As elsewhere, food price inflation in Ukraine was driven by strong price rises on world food and energy markets. 
Ukraine in addition suffered a poor grain harvest in the 2007/2008 season, which had repercussions on the livestock 
sector and was another supply side factor fuelling inflation. These supply factors, common to many countries, were 
combined with those the demand side, largely specific to Ukraine. Robust economic growth supported increase in 
private consumption. The latter was further boosted by an expansion of social spending. Minimum wages were 
increased several times over 2007 and 2008, the government increased pensions and other social transfers, as well as 
began compensating small savers for losses of the Soviet-period deposits in the Savings Bank of Ukraine. At the same 
time, the National Bank of Ukraine made monetary injections to prevent the appreciation of the hryvnia against the 
US dollar. Overall political instability in Ukraine, and a series of pre-term elections to the Verkhovna Rada (the 
Parliament) and local councils created inflationary expectations. These factors specific to Ukraine explain in part why 
the country saw the highest food inflation in the CIS (Commonwealth of Independent States) region. 
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Figure 8.7. Ukraine: Consumer price indices in 2007-08 
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Source: State Committee on Statistics of Ukraine, 2008. 

With almost one quarter of the population living below the poverty line and food taking up 57% of households’ 
expenditures, the social and political cost of soaring food prices is very high in Ukraine. All through 2007 and 2008 the 
Ukrainian government implemented a series of actions to restrain price rises for basic foodstuffs, which included:  

 Export restrictions: grain export quotas were in place most of the 2007 and in the first half of 2008; for wheat 
produced in the 2007/08 season the quota virtually meant an export ban. Exports of oilseeds in 2008 were 
limited as well for some time (more detail in the section on export policy). 

 Import incentives: state trading companies received preferences in importing foodstuffs – importers of meat, 
sugar and sugar confectionery were granted deferral on the payment of import duties (the regulation, 
however, remained in force only for two weeks and was ruled out by a presidential Decree as being in 
contradiction of the Law of Ukraine On State Budget for 2008, which prohibits deferral of tax liabilities). 

 Commodity interventions: between October and November 2007, the government released some low-cost 
flour milled from the previous harvest; in 2008, 2 000 tonnes of sugar were released on regional markets. 

 Administrative controls on bread prices: the regulation concerned ―socially important‖ types of bread and 
consisted of limiting processors’ mark-ups and wholesale prices for wheat and rye flour and selected bread 
products; bread price control was complemented by low-cost supplies of grains and flour from State 
Reserve to principal milling and bakery plants; inspections to control compliance with the price regime were 
intensified (only during the first half of 2008, 8 900 inspections were carried out by price control bodies, with 
irregularities found in 57% of inspected entities). 

 Supplies to processors from state stocks: in 2007 and 2008 the Agrarian Fund (see the main text) and the 
State Reserve were allowed to sell as much grain as was required to meet in-coming regional demands for 
flour-milling; both in 2007 and 2008 the two agencies also supplied meat from their stocks to meat 
processors. 

 State supplies to retailers: the State Reserve made low-cost supplies of poultry to retail networks in order to 
undercut high retail prices for this product. 

 Voluntary price restraints: in the spring of 2008 memoranda of understanding were signed between the 
government and food retailers across Ukraine; the latter undertook to limit retail mark-ups on a list of 
―socially important foodstuffs‖ (to 10% of the wholesale price), but in turn the retailers suspended the 
existing system of discount cards for socially important foodstuffs in relevant networks; the agreement is to 
be in effect until the end of 2008. 
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The wide range of government actions notwithstanding, all basic food groups registered very strong price rises 
(Figure 8.8). In order to understand the degree to which government’s actions helped to slow down the food price 
inflation, comprehensive analysis is required. However, it is clear that the efforts to cap food prices were counteracted 
by monetary expansion, which in turn was partly driven by the objective of easing social difficulties. There are also 
obvious side effects of some anti-inflation measures on the agro-food sector. Export quotas involved substantial 
foregone revenue in the grain and oilseed sectors and consequently, in Ukraine’s total export earnings. According to 
the World Bank, around USD 1.8 billion were foregone in exports of wheat and barley and USD 0.66 billion in exports 
of sunflower seeds (World Bank, 2008). The export restrictions also resulted in higher stocks being carried over into 
the next season. This contributed to excess supplies of grain with the arrival of the large new harvest. The situation in 
the grain market turned sharply around at the beginning of the 2008/09 season, when the government faced a problem 
of withdrawing part of the supplies to slow-down the steep fall in grain prices. 

Figure 8.8. Ukraine: Retail price growth for key food items 
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Source: State Committee on Statistics of Ukraine, 2008. 

Domestic agricultural policies 

Price and income support policy 

6. Ukraine implements a variety of domestic measures affecting prices in key agricultural markets. 

The 2004 Law on State Support to Agriculture stipulates that commodities such as grains, oilseeds and 

livestock products are the ñobjects of state price regulationò. The government sets official minimum 

prices for these commodities which may be applied in state market interventions, and in the case of 

livestock products, for defining the levels of per tonne subsidies. The minimum prices are also meant to 

serve as a floor-price reference for private market operators. The state agency Agrarian Fund, created in 

2005, is responsible for the implementation of market interventions through direct spot purchases into the 

State Food Reserve, forward-contracting and loans against pledged commodities (grains). 

7. The grain sector traditionally remains in the government focus. Most important are measures 

affecting grain trade (discussed below), but there are also permanent domestic interventions. However, 

since the introduction of the current grain intervention system the scale of interventions in their various 

forms has been limited, not exceeding 2% of seasonal grain consumption and the official minimum prices 

for grain remained below market price levels. 

8. In 2006 and 2007, the Agrarian Fund made spot purchases of grain into the State Food Reserve 

and concluded forward contracts with grain producers. These purchases were made at average prices 
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registered in the organised wholesale markets, such as Agrarian Exchange and accredited regional 

commodity exchanges. The Fund also implemented grain pledge operations in 2006. Their mechanism is 

similar to the US commodity loans, with the loan rate set at 80% of the official minimum price. The 

Agrarian Fund spent on aggregate UAH 290 million (USD 57 million) in 2006 and UAH 547 million 

(USD 108 million) in 2007 for grain interventions. 

9. In anticipation of an oversupply in the grain market in 2008/09, the government doubled the 

budget allocation for intervention operations to UAH 1.25 billion (USD 258 million). It is foreseen to 

withdraw 803 000 tonnes of grain from the market through pledge mechanism. Local analysts, however, 

estimate that in order to stabilise prices in 2008/09 at least 3 million tonnes needs to be withdrawn, mainly 

feed wheat and barley (in 2006/07 and 2007/08 the Agrarian Fund purchased primarily milling wheat). In 

2006, the Fund bought 175 000 tonnes of grain for the State Food Reserve and issued pledge loans against 

265 000 tonnes. In 2007, only purchases for the State Food Reserve were carried out amounting to 

425 000 tonnes. 

10. Ukraine maintains a sugar quota regime, established in 2000, whereby a national marketing 

quota for sugar produced from sugar beet is set annually, as well as minimum in-quota prices for beet and 

sugar. The main change in the current system is that starting from 2008, producers supplying sugar beet 

under ñAò quota, in addition to minimum prices, will receive direct payments, amounting to UAH 750 

(USD 155) per sown hectare. Quota ɸ includes sugar produced for domestic market, while quota ɺ 

includes sugar destined outside Ukraine under intergovernmental agreements, as well as for replenishment 

of quota A. With Ukraineôs accession to the WTO, quota B was eliminated as being a quantitative 

restriction on export. 

11. Minimum prices are announced also for livestock products such as raw milk, milk cream, cattle, 

live pigs, poultry and eggs. There was an attempt in 2005 and 2006 to make the minimum prices obligatory 

for raw milk by imposing a requirement on processors to apply these prices to milk deliveries by 

agricultural enterprises. The minimum prices were set at levels double those processors paid for milk 

supplied by small farms and households. The requirement was finally disregarded by the industry, not least 

due to lack of an effective enforcement mechanism. In 2007 and 2008 the government announced 

minimum prices for livestock products, but only as ñrecommendedò to processors. Effectively, these prices 

are used as a basis for calculation of per tonne payments for livestock products. 

12. A large part of direct support is destined to the livestock sector with the stated objective of 

increasing animal production from its current historically low levels. Cattle, pigs and poultry breeders 

receive direct payments per tonne of animals delivered for processing. The total amount of these 

payments more than doubled in 2007 to reach UAH 1.17 billion (USD 232 million) compared to 

UAH 534 million (USD 106 million) in 2006. In addition, Ukrainian milk and meat producers receive 

price top-ups from processors. The latter are obliged to ñre-directò their VAT payments to agricultural 

suppliers instead of transferring them to the state budget. In this case the subsidy is provided not through 

actual budgetary outlays but at the cost of budgetary revenue foregone. Other specific per tonne payments 

are also provided to producers of sheep, wool, biologically produced milk, honey, and silkworms. 

13. Payments based on area and animal numbers are relatively small in terms of their share in the 

budgetary transfers to producers. However, they are gaining prominence with the emergence of new 

payments. In 2003, payments were introduced per head of breeding cow and pedigree cow added to 

existing herds above an established minimum herd size. Payments per pedigree cow are also available to 

farms which have no cattle but which purchase enough pedigree animals to set up milk or meat operations. 

Similar types of payments are provided for breeding ewes and yearling sheep. The aggregate sum of per 

head payments for milk and meat cows was almost doubled in 2007 (to UAH 94 million or 
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USD 19 million), while payments for sheep remained at the previous year level (UAH 15 million or 

USD 3 million). 

14. In 2006, per hectare payments were introduced for grain, rapeseed, hops and flax producers. They 

amounted to UAH 965 million (USD 191 million) in 2006 and UAH 575 million (USD 114 million) in 

2007, with the bulk of financing directed to wheat growers. 

Credit concessions and input subsidies 

15. A concessional credit programme started in 2000 with the basic objective of enabling large 

farms, which suffered chronic debt, to purchase inputs for sowing and harvesting. Since then the 

programme has been extended to include investment credit. Currently, more than 100 accredited 

commercial banks provide concessional loans at interest rates subsidised by the government. In 2006, 

10 percentage points of the annual interest rate for short-term loans was subsidised (7 percentage points if 

loans were provided in foreign currency); for the long-term loans, from 12 to 14 percentage points of the 

annual interest rate was subsidised (from 8 to 9 percentage points for loans in foreign currency). Lower or 

higher rates of subsidy depend on purpose of borrowing. In 2007, conditions for short-term credit were 

changed and subsidy was set equal to a discount rate of the National Bank of Ukraine for loans in domestic 

currency (6 percentage points for loans in foreign currency). 

16. In 2006, around one quarter of loans received by the agricultural enterprises were with subsidised 

interest, in 2007 this share reached 53% (Table 8.3). The government spent UAH 320 million 

(USD 63 million) for partial subsidisation of the interest rate in 2006 and almost doubled this spending in 

2007 to UAH 607 million (USD 120 million). Due to adverse weather conditions in 2007, around 30% of 

outstanding concessional loans were prolonged in order to ease financial difficulties in the sector. Some of 

the 11 500 agricultural enterprises registered as affected by drought were also granted a deferral on tax 

payments  

Table 8.3. Credit received by agricultural enterprises in 2006-07 

2006 2007 2006 2007

Total credit received 12.7 14.6 2.5 2.9

of which:

with subsidised interest rates 3.2 7.8 0.6 1.5

of which:

short term loans 0.7 5.5 0.1 1.1

long term loans 2.5 2.3 0.5 0.5

Total interest rate compensation 0.32 0.61 0.06 0.12

UAH billion USD billion

 

Source: Ministry of Agrarian Policy of Ukraine. 

17. Ukrainian producers receive direct budgetary subsidies for a variety of purchased inputs, such 

as electricity and fuel used for irrigation, domestically produced fertilisers, and seeds. Producers benefit 

from partial reimbursement on crop insurance premiums. The government also covers 30% of purchase 

value of technologically advanced local machinery. The budgetary funding for this programme has been 

increasing steadily since its introduction in 2002 (except in 2006) to reach UAH 131 million 

(USD 26 million) in 2007. Financial support to seed production, development of pedigree breeding and 

biotechnologies is provided under special programmes targeted to improve the quality of agricultural plants 

and animal stock. UAH 198 million (USD 39 million) were allocated in 2007 for these programmes, and a 

substantial increase in financing, mostly for improvements in the livestock sector, is foreseen in 2008. 
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Budgetary allocations are also directed to farms for mitigation of negative impacts of unfavourable natural 

and climatic conditions (excessive dampness, short vegetation period, floods, soil washing, severe 

conditions of winter crops wintering, and drought). However, compared to all described budgetary 

payments, the most significant policy measure for reducing agricultural input costs is a special VAT 

regime accorded to agricultural enterprises, discussed below. 

Tax concessions 

18. Agricultural producers are enabled to retain (ñaccumulateò) VAT payments due on agricultural 

goods they produce provided they use these accumulations to purchase inputs. At the time of introduction 

in 1999, this measure was implemented as a way of compensating producers for arrears in payments, 

which occurred due to the budgetary deficit. The VAT accumulations have since become the largest source 

of financing of input subsidies, accounting for over two thirds of transfers through all programmes related 

to reduction of input costs. It should be noted that this regime does not apply to milk and livestock, as the 

VAT rate for these farm products is set at zero and therefore primary producers do not accumulate VAT. 

Instead, as discussed above, they receive price top-ups from processors. The latter are required to 

accumulate the 20% VAT due on products processed from milk and meat and direct it to supplying 

producers. 

19. During the process of Ukraineôs WTO accession negotiations, the compliance of these VAT 

policies with Article III of GATT was questioned. This Article states that imported goods should be 

accorded tax treatment no less favourable than similar local goods. The negotiating parties finally agreed 

that the use of VAT accumulations for input purchase was not in violation of this principle. However the 

VAT regime for domestically processed milk and meat products was recognised as violating the GATT, 

since the fact that domestic processors buy raw milk and meat with a zero VAT effectively results in 

preferential treatment of domestic compared to imported products. A draft law, recently prepared by the 

Ministry of Agrarian Policy, foresees abolishing the current VAT regime for milk and meat but prolonging 

the regime of VAT accumulation for primary products (currently effective only until January 2009). 

According to the draft law, this regime will also be extended to milk and meat products. 

20. Agricultural enterprises are eligible for a fixed agricultural tax, which is set as a proportion of the 

agricultural land value. The tax was introduced in 1998 and replaced a number of taxes to which 

agricultural enterprises were subjected as business entities, including income and land taxes. The 

agricultural tax was intended to reduce producer tax burden in order to resolve the situation of chronic tax 

arrears in agriculture. The tax was originally enacted for the period up to 31 December 2009, and currently 

several proposals are being discussed concerning the future regime. These include: (i) extending the 

current regime for an indefinite period (provision currently included in the Draft Tax Code of Ukraine); 

(ii) substituting the fixed agricultural tax with both land and income taxes (proposal by the Ministry of 

Agrarian Policy); and (iii) establishing only a land tax with an income tax rate set at zero (proposal by a 

group of independent experts). No official decision about the future of the agricultural tax has been 

announced to date. 

Policies supporting biofuel production and use 

21. In 2006, the government approved a programme of biodiesel production, which sets a goal of 

constructing at least 20 plants by 2010 with output between 5 000 and 100 000 tonnes per year and 

aggregate annual capacity of at least 623 000 tonnes of biodiesel. It is planned to allocate UAH 70 million 

(USD 14 million) for this programme by 2011, which is to be complemented by UAH 8.8 billion 

(USD 1.8 billion) of private funds from national and foreign investors. 
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22. However, no budgetary spending to support activities related to biofuel production was made in 

2006-08, including UAH 26 million (USD 5 million) earmarked for 2007 for reconstruction of biofuel 

distilleries. At the same time, the government developed a list of agricultural enterprises that may be 

involved in production of raw materials for biofuel and determined the raw materials capacity required for 

2008 and onwards. In addition, draft legislation was prepared to encourage domestic biofuel use. A draft 

Law on Support to Utilisation of Biofuel (December 2007) incorporates provisions on obligatory use of 

biofuel for production of conventional fuels; preferential excise tax rates for blended gasoline; abolition of 

the state monopoly in bioethanol production; simplification of registration procedures and licensing for 

biofuel production; and improvement of environmental standards for fossil fuels. Twenty eight state 

standards related to production and consumption of diesel biofuel, biogas and solid biofuel, are currently 

being harmonised with EU standards. 

23. Although Ukraine has important potential for production of biofuel crops, local agribusiness is 

currently oriented towards supplying raw material to countries with functioning biofuel capacities, notably 

the European Union. 

Farm structure and land reform 

24. The current farm structure in Ukraine combines 14 926 large-scale agricultural enterprises with 

an average agricultural land area of 2 080 hectares, 42 932 small family-type farms operating on 

92 hectares on average and 5.4 million households, each disposing of approximately 1.2 hectares of 

agricultural land and producing primarily for own consumption. Commercial large-scale production 

experienced a significant contraction in the 1990 and contributes only 39% to total agricultural output in 

Ukraine (in 2006). The remaining 61% comes from small family-type farms and rural households. There 

is, nevertheless an active process of land consolidation, in particular through development of vertically 

integrated ñagroholdingsò in export-oriented grain and oilseeds sectors. 

25. A ban on the sale of agricultural land in Ukraine, originally imposed until 1 January 2008, was 

extended for an indefinite period in late 2007. A change from this status quo does not seem to be perceived 

as urgent by agribusiness, rural population or the general public. In part this may be explained by the 

existence of an active rental market for agricultural land. Further decisions on the sale of agricultural land 

are linked to the adoption of several important land laws, including the Law on Land Market and Law on 

State Land Cadastre. The latter Law was adopted by the Verkhovna Rada on 20 March, 2007, but was not 

ratified by the President on the grounds that it does not yet contain important provisions such as creation of 

a nation-wide automated state cadastre system and mandatory registration of land in this system; that the 

Law does not provide clear delineation of authority between the central and local levels, and some other 

issues. These key land documents therefore have not yet reached the stage of final enactment, and it is 

more likely that in the foreseeable future attention of the Ukrainian parliamentarians will be focussed on 

far more pressing economic and political issues. 

26. According to official information, the process of formal registration of ownership rights of 

agricultural land holders is close to completion. As of 1 January, 2008, 99% of the 6.9 million people who 

received the right to own agricultural land in the process of de-collectivisation of former state farms, 

obtained official certificates confirming their ownership rights. Ninety-one per cent of certificate holders 

also received land property acts with physical delimitation of the parcels owned. The fact that many of the 

new owners who emerged from the land reform had their plots physically delimited contributed to the 

rapid development of the land rental market in Ukraine. 
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Agro-environmental policies 

27. Agro-environmental measures in Ukraine are focussed on the protection and rational utilisation 

of agricultural land. In 2006 and 2007, agrochemical certification of agricultural land was carried out with 

the objective of improving control over changing indices of soil fertility and pollution with toxic 

substances and radio nuclides. This work permitted the development of recommendations on the rational 

utilisation of fertilisers, liming and application of gypsum to soil. 

28. Agricultural enterprises benefit from direct support for the fundamental improvement of soils, 

which includes subsidies for the application of lime and gypsum to acid and saline soils. Financial support 

is also provided to agricultural enterprises operating in unfavourable climate conditions, for example 

mountainous areas and marshy woodlands. 

Agro-food trade policies 

29. The major development was Ukraine becoming the 152
nd

 member of the WTO. After 15 years of 

negotiation, the WTO General Council approved Ukraineôs ñentrance packageò on 5 February, 2008 and 

Verkhovna Rada ratified it on April 10, 2008. Intense legislative activity preceded the accession in order to 

bring Ukrainian laws in conformity with the WTO requirements. Between 2005 and 2008, 54 national laws 

were adopted, of which 21 concerned agriculture. Five other laws need to be adopted to fulfil Ukraineôs 

obligations, all of them related to agro-food issues. This concerns changes in the customs tariff; the VAT 

regime for milk and meat products; national food safety and quality standards; fish and fish products; and 

veterinary medicine. 

30. As part of its WTO membership commitments, Ukraine will implement scheduled import tariff 

reductions, eliminate specific tariffs and maintain only ad valorem rates. It agreed to apply no other duties 

and charges beyond ordinary customs duties and the standard safeguard measures. No export subsidies will 

be used, the existing export duties will be lowered, and obligatory minimum export prices eliminated. 

Ukraine also accepted a limit of USD 0.6 billion on trade distorting support (Box 8.2). 

Box 8.2. Ukraineôs WTO commitments in agriculture 

Tariff Bindings: Ukraine will have its customs duties capped at rates ranging between zero and 50% (bound 

rates). Some bindings involve reductions phased in over a period up to 2013. Ukraine’s average tariff bindings are 
10.66% for agricultural products and 4.95% for industrial goods. The highest tariffs Ukraine may apply are on items 
such as sugar (50%) and sunflower seed oil (30%). Ukraine has agreed not to apply any ―other duties and charges‖ —
 beyond its ordinary customs duties. Ukraine will completely apply ad valorem import duties after the accession to the 
WTO, with the exception of goods subject to excise tax (wine, liqueur and vodka and tobacco products).  

Tariff Rate Quota (TRQ): Ukraine will open a tariff quota for only one agricultural good - raw cane sugar 

(260 000 tonnes annually, and increasing to 267 000 tonnes by 2010, at 2% tariff). The over-quota tariff will be 50%. 
This quota will be administered on a first-come first-served basis within 3 years of accession. 

Special Safeguard measures: Ukraine assumes the responsibility not to apply provisions of Article 5 in the 

Agreement on Agriculture of the WTO regarding special safeguard measures 

Domestic support: Ukraine negotiated an Aggregate Measure of Support (AMS) at UAH 3.04 billion 

(approximately USD 628 million) on the 2004-06 base period. As with all WTO members, Ukraine will have no 
spending limits on domestic support programmes that have no or minimal impact on trade, provided these 
programmes meet the criteria laid down in the Agreement on Agriculture. Ukraine did not negotiate Special and 
Differential Treatment measures. 

Export Competition: Ukraine has agreed not to subsidise exports. 
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Sanitary and phytosanitary (SPS) measures: Ukraine will comply with the SPS agreement upon accession and 

will streamline the responsibilities of its supervisory and control bodies in the SPS area. Ukraine will not block imports 
of meat and meat products treated with hormones. 

Technical Barriers to Trade (TBT): Ukraine will comply with the TBT agreement upon accession. Ukraine will 

give priority to international standards over regional and other national ones. All national and regional standards will be 
voluntary, except those referred to in technical regulations intended to protect national security interests, prevent 
deceptive practices, protect the life and health of people, animals or plants, as well as protect the environment. By 
30 December 2011, all of Ukraine’s technical regulations will be based on the relevant international standards. Ukraine 
will reduce further the number of products subject to mandatory third party certification and will notify the revised list to 
the WTO by 31 January 2012. 

Internal taxes (VAT and excise tax): Domestic taxes will be applied in a non-discriminatory manner to imports 

from WTO members and to domestically produced goods. 

Pricing policies: Price controls will be applied in accordance with WTO principles and will take into account the 

interest of exporting WTO members. Upon accession, Ukraine will not apply mandatory minimum prices on imported 
products.  

Quantitative import restrictions, import licensing: Upon accession, Ukraine will eliminate and not introduce, 

re-introduce or apply quantitative restrictions on imports or other non-tariff measures that could not be justified under 
the WTO Agreement. Ukraine will implement its import licensing procedures in conformity with the WTO Agreement. 

Export duties: Ukraine will reduce its export duties on oilseeds, live cattle and animal skins. From the date of 

accession Ukraine will not apply any obligatory minimum export prices. 

Trading rights (the right to import and export): Registration fees for pesticides and agricultural chemicals, as 

well as licensing fees for the import and export of alcoholic beverages and tobacco products, will be in compliance with 
WTO requirements and will be brought to the level of the cost of services provided. 

State owned enterprises: Upon accession, Ukraine’s laws governing trading activities of state-owned 

enterprises will fully conform to the WTO provisions. All state-owned enterprises will operate on a commercial basis. 
Within one year of accession, Ukraine will notify and provide information on the activities of these companies to the 
WTO. 

Import measures 

31. Prior to 2005, Ukraine maintained high tariff protection for the majority of agricultural goods. 

However, as the WTO negotiations intensified, it implemented important cuts in import duties (Figure 8.9). 

Upon accession, Ukraine has to bring its customs legislation into compliance with its accession Protocol. 

This in particular concerns changes in the customs tariffs, which can be implemented in Ukraine 

exclusively by means of law. A draft Law on changes to the Law of Ukraine óOn Customs Tariff of 

Ukraineô is currently awaiting adoption by Verkhovna Rada. Pending this Law, provisional import duties 

are applied since May 16, 2008, established by the government at levels not exceeding those foreseen by 

the agreement on Ukraine's accession to the WTO. 
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Figure 8.9. Ukrainian applied import tariffs on key agricultural products 
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32. Transition to import tariffs agreed within the WTO framework involves a considerable reduction 

in protection for some of Ukraineôs key agricultural goods (Table 8.4). In particular, the pigmeat, poultry 

and sugar sectors will be the most exposed to import competition. Other sectors are export-oriented and 

will likely see only small impacts of changes in import tariffs. 

Table 8.4. Ukraine's import tariff rates on key agricultural products before and after WTO accession 

official statutory rate  ad valorem  equivalent
1

Wheat (1001909930) EUR 40 for 1 tonne 30% 10%

Barley (100300) EUR 20 for 1 tonne 15% 5%

Fresh apricots (809100000) EUR 0.5 for 1 kg 66% 5%

White sugar (1701991000) 50%, but not less than EUR 300 per ton 79% 50%

Sunflower seeds (1206009900) 15% 15% 10%

Beef, frozen (202100000) 10%, but not less than EUR 0.6 per 1 kg 29% 15%

Pork, fresh or frozen (203000000) 10%, but not less than EUR 0.6 for 1 kg 42% 10-12%

Poultry (0207) 10%, but not less than EUR 0.4 for 1 kg 31% 5-15%

Yoghurts (403109100) EUR 0.5 for 1 kg 20% 10%
Butter (405101100) EUR 1.5 for 1 kg 28% 10%

Applied import tariff in Ukraine before accession to WTO

as of July 1, 2007
Bound tariff rate after 

Ukraine's accession to the 

WTO

as of May 16, 2008

Product and code

 

1. Specific rates are converted into ad valorem equivalents using the customs value of goods in 2006. 
Source: Kobouta, 2008 based on Ukraine’s State Customs Service data. 

33. Until 2004, Ukraine applied an import tariff quota (TRQ) for raw sugar. A substantial tightening 

of the quota regime in 2004 contributed to a sharp fall in raw sugar imports and a rise in domestic 

wholesale sugar prices. The situation was labelled by the local press as the ñsugar crisisò. Since 2005, no 

TRQs for raw sugar have been applied. However, as part of its WTO accession commitment, Ukraine 

reserved the right to do so in the future. In October 2008, a draft law was submitted to the Verkhovna Rada 

on introduction of TRQ for raw sugar processed from sugar cane. The quota is to be set at 263 000 tonnes 

for 2009 and 267 000 tonnes for 2010, with in-quota tariff rate of 2%. 
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34. Imports (as well as exports) of certain goods into Ukraine are subjected to licensing, with the lists 

of eligible goods determined by the Government annually. In 2006, import licensing was required for live 

animals, meat and wheat. This list was extended in 2007 to include several food by-products; sugar; and 

sugar syrup and food products containing cocoa. In 2008, only the latter three groups were maintained in 

the list as the acute food price situation led the government to limit the licensing requirements. 

35. Ukraine applied no bans or quantitative restrictions on import of agricultural goods in 2006 and 

2007, with the exception of goods with GMO content. 

Export measures 

36. Export regulation in 2006-08 was strongly driven by the objective of constraining domestic food 

price inflation. Export quotas for wheat, barley, maize and rye were imposed throughout most of the 

2006/07 and 2007/08 marketing seasons. As a result, grain exports plunged from 13.2 million in 2005/06 to 

9.6 million in 2006/07 and 3.7 million tonnes in 2007/08. A detailed chronology of the wheat export quota 

is shown in Figure 8.10. The quota was in place for almost all the period between late 2006 and mid-2008. 

Since March and up to July 2008 it virtually turned into export ban, as only 12 000 tonnes of exports were 

allowed.  

37. There was an attempt to apply export restrictions also to other products. In May 2008 the 

Government approved export quotas for sunflower seeds (1 000 tonnes) and sunflower oil 

(300 000 tonnes), which was supposed to be in effect until July 2008. This decision was, however 

abrogated by the President two months later as being in contradiction of Ukraineôs WTO commitments. 

Figure 8.10. Ukrainian wheat export quota and wholesale wheat prices in 2006-08 
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Source: APK Inform, Ukraine. 

38. At the time of WTO accession, the Ukrainian export regime provided for export duties on 

oilseeds, live animals, hides and skins. After the accession Ukraine will maintain duties, but has 

undertaken to cut them over a 6 year period. Thus, on May 31, 2007 export duties for flax seeds, sunflower 
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and false flax were reduced from 17% to 16% of their customs value, and will be further reduced by 1% 

annually to reach 10%. The first reduction in export duties for live cattle, hides and skins is foreseen in 

January 1, 2009. 

Trade agreements 

39. In 2006, the United States and the European Union accorded Ukraine status of a country with a 

market economy and in 2007 Brazil recognised Ukraine as a country with a market economy in the light of 

antidumping legislation. 

40. Ukraine was actively involved in negotiations with the European Union on establishment of a 

free trade area and a new basic agreement. The negotiations on creation of a free trade area were officially 

closed on 18 February 2008. The parties emphasised that the format and composition of the future free 

trade area would be oriented to profound economic integration. In April and July 2008, two rounds of 

negotiations were held where the following issues were discussed: free movement of goods, services and 

capital; dispute settlement instruments; and intensification of co-operation on regulatory aspects. As for the 

basic agreement between Ukraine and the European Union, the seventh most recent round of negotiations 

was held in 2008. 

41. Ukraine also participated in negotiations of the Agreement on Single Economic Space (Belarus, 

Kazakhstan, Russia and Ukraine). Among other issues, non-participation of Ukraine in the Customs Union, 

foreseen under this Agreement, was discussed. After Ukraine's accession to WTO, all trade integration 

agreements between Ukraine and CIS members, as well as other countries shall be implemented in view of 

WTO requirements. 
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