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2 Land market and a village-keeping model of the agrarian
system of Ukraine

Dr. lurii Lupenko, Dr. Valerii Zhuk,
National Scientific Centre “Institute of Agrarian Economics”, Kyiv, Ukraine

DOI: 10.30858/pw/9788376587448.2
Abstract

One of the problems delaying the introduction of the land market is uncertainty
with the model of the agrarian system of Ukraine. Formally, the authorities
favour the development of rural settlements, family farming, cooperatives, but in
reality they implement an agro-holding model. In 2017, the Public Council
under the Ministry of Agrarian Policy and Food of Ukraine has accepted the
proposed by National Scientific Centre “Institute of Agrarian Economics”
a village-keeping model of the agrarian system of Ukraine. Basis of the Model —
the centre of peasant and village as a guide to the content and direction of land
market reform, administrative-territorial associations, budget support, taxation,
rental relations, information providing of management and others.

Keywords: land market, village-keeping model, agro-holding model, rural
development, agrarian system of Ukraine.
JEL codes: Q15, Q18, E65, 018, Q01

2.1. Introduction

The introduction of the agricultural land market in Ukraine is a topic issue
for both its citizens and country lenders despite the Ukrainian authorities is still
deciding which model is acceptable for this market.

An important issue nowadays is the genetic link between Ukrainian nation
and agricultural land. Ukraine’s political elite is aware of this, but it is extremely
notable that such a link is understood also by the leadership of the European
Union, the International Monetary Fund and the World Bank.

Western partners of Ukraine relate its support to the introduction of the
agricultural land market, but the vision of the land market is different from those
of the Ukrainian and pro-government oligarchic forces. The last ones make
various draft-laws to the Parliament of Ukraine. People perceive them through
the memories of the previous unpopular privatization of property. The nation
does not want to repeat it with the land. Feeling the mood of Ukrainians,
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the Verkhovna Rada of Ukraine has periodically imposed a moratorium on the
land market introduction since 2002.

The refusal of the government from a double position on the issues of the
moratorium on the purchase and sale of agricultural land could remove political
and public tensions around it. Formally, the authorities favour the development
of rural settlements, family farming, cooperatives, but they pursue a policy of
supporting agro-holdings, targeting land speculation in practice. That is, there
are statements about one policy, model of agrarian system, and another is
realized in fact.

The model of agrarian system that should be implemented after the
privatization of property and land and the introduction of market conditions for
management is still not officially defined in Ukraine. The authority’s activity in
practice is more reminiscent of the agro-holding model of agrarian system,
which does not suit rural population.

It is extremely necessary for the national interests of Ukraine to adopt
a public-agreed model of the agrarian system and the land market. And
development of the model is the most important task for national economic
science.

2.2. Analysis of recent research and publications

The experience of providing scientific support and implementation of the
agrarian system model in Poland and other post-socialist countries is important
for Ukraine. Scientists of these countries consider balanced rural development as
a very important issue. In particular, in Poland and Belarus, the model and
strategy of rural development have been formally approved.

The Polish model envisages active financial assistance for the
modernization of farms, the restructuring of small agrarian units, the awarding
of young farmers, etc. [1, 2, 11, 12]. According to the Belarusian model,
acomplex of measures is implemented to improve the efficiency and
competitiveness of the national agro-industrial complex. And with the
participation of the state it allows to solve social tasks, including the development
of established agro-towns and zones of their influence — the surrounding villages.
The common issue for Poland and Belarus is creating a special rural development
funds (for example, the financing of projects such as “Garden green economy for
rural revival (trees against poverty and land degradation)”, overcoming the
consequences of the Chernobyl disaster [3, 5, 6, 7].

The most comprehensive publications on the above-mentioned topics in
Ukraine are the study of the famous scientist, reformer, academician Pavlo
Haidutskyi. In particular, his fundamental publications “Independent Economy
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of Ukraine” [9] and “UnForgotten Reforms in Ukraine 1991-2017” [10] present

the theoretical grounding, strategy and tactic of agrarian reform 1994-2005. At

the same time, agrarian economists of National Scientific Centre “Institute of

Agrarian Economics” Pavlo Haidutskyi, Petro Sabluk, Viktor Mesel-Veseliak,

Mykola Malik, Mykola Demianenko, Oleksandr Shpychak have developed

a unique scientific support for the introduction of the market model of Ukrainian

agrarian system. Within it, land, tax, budget, financial and credit reforms were

implemented including wide-scale privatization of property and land. The
agrarian sector of the economy of Ukraine has been changed from the planned-

-socialist to market economy system, but in the future, it was necessary to

develop and implement a new model of agrarian system based on sustainable

rural development.

On response to new challenges, scientists of the National Scientific Centre
“Institute of Agrarian Economics” have developed the Passport of the rural area,
the mechanisms and tools for its sustainable growth. The studies of the rural
communities mission in agrarian reforms conducted by Olena Borodina, Olha
Popova and lhor Prokopa are of great importance nowadays. Scientists of the
Institute of Economics and Forecasting of the National Academy of Sciences of
Ukraine have developed a national paradigm of sustainable development,
a substantial part of which is devoted to the agrarian segment [4].

At the same time, some issues have not found proper coverage at the
scientific studies. They are:

o evaluation of the destructive impact of absence a single common
agricultural model of the agrarian system in Ukraine (with regional
peculiarities), its place and role in agrarian reforms and politics;

° expediency of adding the core essence (peasant-oriented, village-oriented,
etc.) to the Model’s name in order to increase its understanding and
acceptance by the peasants;

o definition of village-keeping functions of rural entrepreneurship at the
current development;
o definition of the place and role of peasants in the functioning of the model

of agrarian system.

In our previous studies, the scientific basis of the agrarian
entrepreneurship and rural development under the village-keeping model was
developed [8].

In the scientific report “Agricultural Land Turnover for a Village-Keeping
Model of the Agrarian System” [14], the theoretical bases and practical
mechanisms of the implementation of a village-keeping model of the agrarian
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system and its impact on the land market were highlighted. Some of our studies
are aimed to increase the proactivity of peasants in Ukraine [13].

The purpose of the article is to reveal the main principles of the
agricultural land market functioning under the village-keeping model of the
agrarian system of Ukraine.

The main tasks are:

. to emphasize the priority of official certainty of the model of the agrarian
system for the purpose of reforms and their perception by the peasantry;
o to reveal the main principles of the agrarian policy within agro-holding

model of the agrarian system (which is unofficially implementing in
Ukraine) and the village-keeping model;

o to prove the economic orientation of the effectiveness of a village-keeping
model of the agrarian system.

2.3. The main results of the study

The changes that have been taking place in the agrarian sector since 2005
require new approaches for the development of the agrarian system of Ukraine.
This is due to the growing tendency towards the deterioration of the structural
ratio of the number of villages, their population, age and professional identity of
the population. In 2018, in more than one third of rural settlements there are not
any business objects at all. The tendency of monopoly on the rental market of
land owned by peasants is increasing.

The solution of these problems involves the development and adoption of
a new model of agrarian system.

The Ukrainian state has not yet chosen the agrarian model. Unofficial
authority, consciously or unknowingly, supports the agro-holding model of rural
areas. The fact that the policy and practice of agro-holding model is not declared
in any government document as a model of the agrarian system of Ukraine does
not really mean that it does not exist. It is de facto introducing. The peasants, in
response to this, are increasing their disbelieves and aggressiveness.

Ukrainian science has developed different variants of the peasant model
of the agrarian system. However, the existence of different approaches (models)
for the rural development in Ukraine is a problem (Fig. 1).
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Figure 1. Modelling of the agrarian system of Ukraine: problems and ways of
their solution

Source: Own research and generalization of authors.

The lack of a single, desirable model of rural development imbalances the
efforts of all government agencies, public associations, donor projects and so on.

The Poland experience proves the enormous effectiveness of the model. It
is important that focusing on the clarity, perspicuity and coherence model
accepted for peasants also has significant theoretical justification.

Consequently, the absence of an officially acceptable model of the
agrarian system is a destructive phenomenon both for agrarian policy and
agrarian reforms. This situation is especially problematic for land reform.

From ancient times up to the present, the policy of all countries has been
largely determined by an interest to land management. Science has always had
a challenge of constantly seeking the ways to optimize relations related to the
possession, use and disposal of land.

Ukraine has the most productive land potential in Europe. Almost 26
million hectares of agricultural land in the country have been privatized among
6.9 million peasants. By the beginning of 2017, only about 15% of them
cultivate the land itself, the rest of it is leased, or for many reasons, do not enter
into land relations.

In Ukraine, for the period from 2005 to 2017, an agro-holding model of
the agrarian system was being formed. 150 large companies handle about a third
of agricultural land. There is a tendency towards further consolidation of
business.
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The agrarian sector of Ukraine is becoming more monoculture (only
cereals and oilseeds are predominant) and oriented to the export of raw
materials. The employment of rural population in public agricultural production
has decreased tenfold. Rural farming is declining.

The International Monetary Fund requires for abolishment of the
moratorium for purchase and sale of agricultural land in Ukraine.

The big business actively struggles for the land market. According to
many expert estimates, bypassing the current legislation, big business through
shadow schemes bought about 3-5 million hectares of land from peasants.
Ukrainians do not believe in the authorities’ ability to create a land market for
the national interest.

In response to these challenges, in the NSC “Institute of Agrarian
Economics” has developed a village-keeping model of the agrarian system of
Ukraine. The main components of this model are peasant, village and land.

A peasant is a person who owns the land and other rural assets, lives
and/or has business on the rural area.

In Ukraine, the peasant is connected to the village, rarely — with an urban
type village. Therefore peasant and village are related components of the
Ukrainian agrarian system. The slogan of the village-keeping model “Land for
Peasants” is interpreted as “Land for Villages”. The agricultural land is
inseparable from the village either geographically or politically and
economically. Hence, the ownership of land and the peculiarities of its turnover
are directly related not only to peasant-oriented, but also to village-keeping.

This vision of land use and the land market is shared by representatives of
the Agrarian Union of Ukraine, the Association of Farmers and Private
Landowners of Ukraine, the InterUkrainian Association of Villages and Village
Councils, the Federation of Auditors, Accountants and Financiers of the agro-
industrial complex of Ukraine, the Agricultural Service Cooperatives Union of
Ukraine, which drives these beliefs to the paradigm level (an idea supported by
the majority). Key aspects of land relations in the village-keeping model are
presented in Figure 2.
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Figure 2. Agricultural land market: main aspects
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Source: Own research and generalization of authors.

However, in recent years, Ukrainian authorities have avoided a clear
definition of the agrarian model of the country. There is no agreed position with
society on the essence of rural entrepreneurship, rural territories, rural
settlements, peasantry organization etc. In Ukraine are implemented a policy of
agro-holdings.

In current discussions on the moratorium on the purchase of agricultural
land abolishment, “experts” of agricultural holdings say that this will solve all
the problems of the agrarian sector and allow peasants to receive funds to meet
their urgent social needs.

According to the results of public statements of “experts” and the official
position of the Ukrainian authorities, one can draw a certain picture of the
agrarian policy by followers of the agro-holding model of the agrarian sector
(Table 1). That is how the interests of big business are represented.
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Table 1. Agrarian policy by different purposes (models)

Source: Own research and generalization of authors.

The position of the village-keeping model is peasant- and village-oriented.
Land relations in this model are based on agrarian reforms of the previous model
of the agrarian system, which transformed the rural sector into market relations,
had a social orientation of land reform.

It is important to refute the main argument of the supporters of the agro-
holding model as for the imbalance of the land market under village-keeping
model. They say there will be no land market in Ukraine after the implementation
of the village-keeping model. Our calculations show the opposite.

According to sociological surveys conducted by the Centre of Social
Expertise of the Institute of Sociology of Ukraine, today the share of land plot
owners willing to sell them is from 6 to 15%. It is important that 6% of the
owners are ready to sell plot at a price of about 20-30 thousand UAH per hectare
(that is equal to 1 thousand USD). For the rest owners the acceptable price is 50-
-70 thousand UAH per hectare (about 2 thousand USD). Thus, 4.1 million
hectares of land worth about 105-240 billion UAH (3-8 billion USD) may be
included in the market turnover. We assume (Figure 3) that the first 6% of the
land owners are the most in need and do not expect an increase in the market
price of 1 hectare of land. Perhaps some of them have already “sold” their units
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through agreements of perpetual lease. So, it is about 0.8-1.3 million hectares of
land worth up to 1.3 billion USD.

Figure 3. Expected balance of the land market under the village-keeping model
of the agrarian system

Y

Source: calculated according to the data from the Center for Social Expertise of the Institute
of Sociology of Ukraine and the NSC “Institute of Agrarian Economics”.

Such a proposal will find demand among Ukrainian peasants. The farmers
will be able to redeem about 300 thousand hectares of land and owners of small
and medium enterprises — about 700 thousand hectares (averagely less than 10
hectares per one farmer and about 50 hectares per one owner of a medium
enterprise). The rest of the land — about 300 thousand hectares — would be
bought out by the peasants who now manage their own units (which, in addition,
will receive budget support for such purposes in the case of the family farm
registration according to village-keeping model).

It is assumed that in the first stage, the demand will exceed the supply,
and the market price of 1 hectare of land will amount to more than 1500 USD.
But the above balancing as a whole will not change.

At the next stage (1-2 years after the introduction of the village-keeping
model and the peasant-oriented land market), it is expected that those 9% of the
peasants who would sell the land at a price of 2 thousand US dollars will be
offering it at a price of about 3 thousand USD per hectare. Will the demand be
balanced by peasants’ proposal? Yes, hopefully.
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The common offer on the second stage (Figure 3) will amount to about
2.8 million hectares of land. Based on a price of 3000 USD per hectare, this
value will be approximately 9 billion USD.

We expect in 5-7 years after the introduction of the land market the
combined budget support for direct purchase of land by family farms will
amount to about 1 billion USD.

In addition, the State Land Bank and the Program of Compensation of
Credit Rates for peasants for the purchase of land will start working. The
village-keeping model predicts increasing in profitability by about 2 times of
peasants’ business activation, which will satisfy the demand by roughly 3 billion
USD. All this, together with the Credit compensation program for land purchase
from the State Land Bank (about 0.5 billion USD), will aggregate demand at 6-7
billion USD.

Covering the remaining supply at the level of 2-3 billion USD it is
expecting from the investments of agro-holdings to buy land by their workers,
which are peasants. According to our model, re-registration of agro-holdings
units in villages is foreseen. Approximately 19 thousand of such legal entities
have the potential to redeem in average of 200 hectares of land on their
employees, which is potentially 4 million hectares in the whole country in the
amount of 12 billion USD. In our calculation we consider only 0.7 million
hectares of land worth 2-3 billion USD.

Thus, the turnover of agricultural lands under the village-keeping model is
fully balanced. As a result, Ukraine, like the entire civilized world, has the
opportunity to introduce an agricultural land market exclusively among peasants
and for rural development.

2.4. Summary and conclusions

The calculations confirm the following postulates:
° the village-keeping model of the agrarian system of Ukraine outlines and
aims to introduction of agricultural land market for peasants;

° land market as an instrument is extremely necessary for its redistribution
from passive peasants to more active landowners;

o agricultural land belongs to the peasants and not to all Ukrainian citizens;

° exclusively among peasants land market is profitable for Ukraine in the
short and long term;

° introduction of the land market under village-keeping model of the

agrarian system removes public and political tensions in Ukraine around
the moratorium on the purchase and sale of agricultural land.
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