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본 보고서는 동독과 우크라이나의 체제전환 과정 중 농업부문에서 일어난
변화를 중점적으로 살펴보고 두 국가의 사례를 통해 북한농업에 대한 시사점
을 도출하고자 한다.
체제전환 전 동독의 농업부문 상황은 다음과 같다. 1945년 소련이 동독을 장
악하면서 토지개혁이 이루어졌다. 1945~49년에 시행된 토지개혁으로 100ha 이
상의 농장은 보상 없이 몰수되었고, 전범 및 나치주의자가 소유하고 있는 농장
도 몰수당하였다. 또한 농민들은 강제적으로 조합에 가입하여 대규모 조합에
속하게 되었다. 이런 과정을 통해 1989년 동독 지역 전체 농지의 90%가 집단
농장, 국가소유농장, 국가소유기업에 의해 경작되었다.
이로 인해 체제전환 중 동독의 농업부문 주요 과제로 집단농장의 탈집단화
와 재구조화가 제기되었다. 농업의 탈집단화와 재구조화 준비의 일환으로 통일
전 과도기에 선출된 동독지역의 의회는 농업조정법을 제정하였다. 농업조정법
은 통일 과정에서 서독 정부와 협상을 통해 일부 개정되어 통일 독일에서 공식
발효되었고 이후 몇 차례 개정되었다. 이로써 조합에 토지를 제공한 소유주는
반환절차를 통해 토지에 대한 권리를 주장할 수 있었다. 그러나 1945~49년 토
지개혁으로 몰수된 토지는 반환되지 않았고, 집단화 전이나 1945년 이전 토지
소유주, 추가로 토지개혁 후 새롭게 토지를 분배 받고 조합에 합류한 농민 등
만이 토지에 대한 권한을 주장할 수 있었다.
이처럼 동독의 탈집단화 사례를 통해 몇 가지 결론을 얻을 수 있었다. 첫째,
완전하고 일관된 법의 제정이 필요하다. 농업조정법이 여러 번 개정됨에 따라,
집단농장의 소유주 등은 ‘법이 혼란스럽다,’ ‘불안정하다,’ ‘제도적 신뢰의 부
족’과 같은 문제점을 제기하였다. 하지만 통일과정에서의 예측 불가능성, 다양
한 이해관계 등을 고려할 때 첫 단계부터 일관된 법을 제정하는 것은 현실적으
로 어려움이 있다. 둘째, 소유권과 통제력의 집중이 필요하다. 동독의 탈집단화
과정은 경쟁 원칙과 자기조직화 원칙을 따랐으며, 전통적인 서구농업 모델을
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강제로 적용하지는 않았다. 그 결과 소유권과 통제력에 집중되어 국제 농업부
문 요구사항에 효과적으로 적응하는 데 도움이 되었고 오늘날 동독지역 농업
부문은 높은 생산성과 수익성을 보이게 되었다. 셋째, 자산 배분의 투명성과 외
부 감독이 필요하다. 집단농장의 관리자는 자산 배분 시 자산을 저평가하여 탈
퇴하는 조합원들에게 적절하게 자산을 배분하지 않았다. 또한, 탈퇴하는 조합
원에 대한 지급금 결정을 관리자들의 재량에 맡긴 규칙은 형평성 부족을 야기
하였다. 넷째, 사회적 재원 확보가 필요하다. 탈집단화는 자원할당과 분배에 영
향을 미쳤고, 독일의 사회보장체계로 탈집단화에 따른 영향은 많은 부분이 상
쇄되거나 외부화되었다. 하지만 이를 위한 재원 확보는 독일의 노동임금에 영
향을 끼쳤고 국제 경쟁력 약화로 이어졌다.
체제전환 시기 동독지역 농업부문으로 공적 투자가 이루어졌다. 동독지역 화
폐개혁으로 인한 농민들의 가격충격과 재정 불확실성에 대처하기 위해 공적
자금이 투입되었다. 또한, 당시 동독지역의 농장은 자본, 농기계, 시설 등 생산
요소가 부족하였기 때문에 이를 해소하고 농업구조를 향상시키기 위한 투자지
원도 이루어졌다. 그리고 통일로 인하여 동독도 EU의 적용을 받아 직접 지급
금도 받을 수 있게 되었다.
동독지역 농장의 탈집단화와 사유화 과정에서 서독인과 해외투자자로부터
민간투자가 이루어졌다. 이들은 농장을 신규 설립하였는데 특히 네덜란드 회사
가 축산부문에 대규모로 투자하였다. 이와 같이 농업회사에 해외직접투자가 이
루어지면 외국주주 의존도가 상승하고 토지집약적 농업생산에서 토지수탈에
관한 논의가 발생하여 농업회사에 대한 해외직접투자가 사회적으로 수용되지
않을 수 있다. 그러나 회사의 현금유동성, 선진기술 습득 등 긍정적인 측면도
있다.
다음으로 우크라이나의 체제전환 이후 경제상황은 높은 변동성이 특징인데,
느리고 일관성 없는 개혁 과정이 그 이유 중 하나로 평가된다. 독립 이후 우크
라이나의 재벌들은 대통령, 각료, 국회, 언론을 지배하기 시작하였고 그로 인해
공공정책보다 산업집단의 사적이익이 우선시되었다. 소련으로부터 독립하기
전부터 우크라이나는 농업 생산성 향상을 위해 집단농장과 국가농장을 재조직
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해야 한다는 인식이 있었다. 독립 선언 9개월 전인 1990년 2월, 우크라이나 국
회는 토지개혁에 관한 결의안을 통과시켰고, 우크라이나 내 모든 토지를 개혁
대상으로 지정하였다. 독립 후 집단농장과 국가농장은 집단농업회사 등으로 전
환되었는데, 토지를 농장회사의 집단소유로 민영화하는 것이 우크라이나 토지
개혁의 중간단계였다. 농촌주민, 집단농업회사 직원 등이 토지 소유권 증서를
받았지만 물리적 필지를 받지 않았고, 집단농업회사를 떠날 때 자신의 지분에
해당하는 만큼의 물리적 필지를 가지고 집단을 떠날 수 있는 권리를 준 것이
특징이다. 하지만 독립농장 설립을 위해 떠난 직원은 거의 없었는데, 집단농업
회사 탈퇴에 대한 장애물이 남아있었기 때문이다. 즉, 개혁은 탈퇴를 허용한 것
에 불과하였고 많은 시간이 지난 후에야 탈퇴 절차에 대한 세부사항이 정해졌
다. 따라서 집단농장과 국가농장에서 집단농업회사로의 허울만 좋은 개혁에 불
과하였다.
1990년에 시행된 개혁은 농업생산성과 효율성을 향상시키는 데 실패하였고
1999년 대통령령을 통해 2단계 농업개혁이 시행되었다. 대통령령의 주요 내용

은 농업 전반이 사적 토지소유를 기반으로 한 시장 친화적인 형태로 변해야 한
다는 것이다. 이러한 일련의 방법으로 집단농업회사를 탈퇴할 때 존재하던 장
애물을 없애는 등 여러 조치를 취했다. 이 개혁으로 약 700만의 농촌주민이 서
류상 지분이 아닌 물리적 토지 필지의 소유주가 되어 이를 통해 농촌주민이 중
요한 소득원을 얻게 되었다.
우크라이나의 농업개혁은 크게 2000년 전후로 나눠진다. 2000년 이전에는
최소한의 변화만 일어났지만 2000년 이후 농장부채가 탕감되고 농자재 공급이
자유화되었다. 하지만 농지를 자유롭게 사고팔 권리에 대한 개혁은 그 즉시 이
루어지지 않았다. 정권이 바뀔 때마다 국가 지원정책과 조세정책이 변경되었
고, 농업정책은 단기적 정치적 이익에 따라 주도되었다.
우크라이나의 농업부문 외국인직접투자는 증가하고 있지만 총 투자에서 차
지하는 비중은 여전히 낮다. 우크라이나의 농업 잠재력에 투자자들이 매력을
느끼지만, 급속히 변하는 정치 환경과 단기적으로 변동이 심한 정책, 예측 불가
능한 규제 변화 등 여전히 많은 장애물이 존재한다. 그리고 농업 생산자들의
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금융 접근성은 낮은 수준이며 중소기업의 경우 더욱 낮다.
동독과 우크라이나의 체제전환 시 농업 변화를 통한 북한농업의 시사점은
다음과 같다. 첫째, 안정적인 제도와 정부의 중요성이다. 독일의 경우 효율적이
고 안정적인 제도 및 구조 설립을 위해 노력하였고 우크라이나의 사례는 재벌
의 부패에 따른 혼란에 따른 악영향을 보여주었다. 둘째, 토지대장의 구축이다.
토지사유화와 토지시장의 선결조건으로 토지대장이 구축되어야 한다. 또한, 토
지 재산권에 대한 규칙과 토지 권리에 관한 규정도 명확하게 설정해야 한다.
셋째, 탈집단화 전략이다. 독일의 경우 구조조정의 결과를 미리 정해두지 않고
협동농장 구성원과 시장 스스로 자기조직화 과정을 통해 자연스럽게 탈집단화
과정을 거쳤다. 또한, 탈집단화에 관련하여 정확하고 종합적인 법의 제정이 필
요하다. 넷째, 농업의 노동력 감소에 대응할 전략이다. 농업 재구조화와 관련하
여, 가장 큰 부정적인 문제 중 하나가 대량 해고이다. 이론적으로 다수의 소규
모 가족농장 설립을 지원하는 방법이 있지만 소규모 가족농장은 수입이 낮으
며 정부의 보조금 지원이 필요하다. 또한, 장기적으로는 구조조정 문제에 봉착
할 가능성이 크다. 다섯째, 농업 재구조화의 사회적 비용이다. 체제전환 과정을
통해 북한 내 자원이 재분배되어 많은 주민이 영향을 받게 될 것이다. 사유화,
자유화, 구조조정 과정에서 인플레이션, 실업 등의 현상이 발생할 수 있으며 북
한 주민의 소득이 일정 수준으로 도달하기까지 시간이 걸릴 것이다. 여섯째, 외
국인직접투자의 역할이다. 농업부문의 외국인 투자는 현금유동성, 혁신 등 긍
정적인 측면이 있지만, 토지집약적 농업생산과 공장식 영농시설에 대한 외국인
직접투자는 사회적으로 수용되지 않을 수 있다. 따라서 농업부문은 내생적 발
전과 외국인직접투자를 균형 있게 조합하는 방안을 고려해야 한다.
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East Germany

1. Political development
The fall of the Berlin Wall came suddenly and as a surprise. Neither Westnor East German decision makers had a master plan for unification in the
drawer. Decisions had to be made under an enormous time pressure on an almost daily basis. A quarter of a century after reunification it is clear, that many
of these decisions had consequences which are subject of controversial discussions in politics and society until today.

1.1. Monetary, economic and social union
The so-called “Schürer Paper” (Schürer et al., 1989) highlighted the desolate
economic and financial situation of the German Democratic Republic (GDR) at
the end of October 1989. To stop migration flows to the western part which
incurred after the fall of the Berlin wall and to create economic perspectives
for the East German workforce, the Federal Government offered already on 13
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February 1990 the newly established GDR government the monetary, economic
and social union, which was signed on 18 May and came into force on 1 July
1990.

1.2. Monetary union
No valid method was available to find out the ‘right’ exchange rate, as prices
in the GDR were highly distorted by government interference (Koester, 2010).
Therefore exchange rate setting was a political decision (Koester, 2010). After
intensive and controversial debates the two German states finally agreed to convert all ongoing payments such as wages, salaries, pensions and rents at a rate
of 1:1 and all savings and debts depending on amount, type and date of origin
at a rate of 1:1, 2:1 or 3:1.

1)Social

and political arguments were major drivers

of this crucial decision and it can be assumed that the chosen exchange rates
positively supported the acceptance of GDR citizen’s (Koester, 2010). In addition, the Law on Old Debts, was introduced specifically for agriculture. Farms
could repay their old debts through a single payment, the amount was defined
on a 5 years performance prognosis (Jochimsen, 2009). The rationale behind
these policies was that debts were quite often caused by unproductive or in-

1) The exchange rate was graduated and varied depending on age and circumstances.
For example, citizens of age 60 and older were allowed to exchange up to 6,000,
adults up to 4,000 and children under age 14 up to 2000 GDR marks at a rate of
1:1. Any savings above that were exchanged at a rate of 2:1 and private and business debts were similarly halved. Wages, salaries, grants, pensions, rents and leases
as well as other recurrent payments were converted at a rate of 1:1. The financial
assets of people and companies whose domicile was not the GDR were exchanged
at a rate of 3:1
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efficient investments commanded by the state (Balmann; Schaft, 2010).
From an ex-post perspective, it can be assumed that the economic implications of
the chosen exchange rates were underestimated by politicians (KREI KNU 2010).
For sure they were a traumatic experience for many East Germans, as many enterprises lost their competiveness due to the extreme increase in labor costs.
According to Koester, the wage bill of agricultural enterprise in 1990 exceeded the
value added at factor cost by more than three times (Koester, 2010). As a result
unemployment rose drastically, especially in the agricultural sector. On the other
hand, an exchange rate which would have maintained the East-West wage level gap
for a longer period would have most likely led to a massive West migration of skilled labor. “If we get the deutschmark, we will stay; if we don’t, we will go to
it!“ was the motto of many East German demonstrators (BMWi, 2015).

1.3. Economic union and EU membership
Economic union created the legal basis for the social market economy.
According to the Unification Treaty (Art. 1 (3)) the social market economy was
the common foundation for the economic union and it was stated that the GDR
would create the framework conditions for the development of market forces
and private initiative (Art. 11 (2)) (BMWi, 2015). The determining elements of
any free market economy

– private ownership, effective competition, free pric-

ing, freedom of contract, freedom of trade and right of establishment, and in
principle free movement of labor, capital and services

– became the basic eco-

nomic principles in East Germany on 1 July 1990 (BMWi, 2015). Becoming a
part of the Federal Republic of Germany, the former GDR/East Germany immediately became part of the EU and benefited from the EU Common Agricultural
Policies’ (CAP) farm support.
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1.4. Social union
The social union implied the unification of the social standards on the basis
of the labor- and social law legislation of the Federal Republic of Germany.
East German citizens had access to unemployment payment, pension schemes
as well as financed further education measures etc. It can be assumed that the
provision of an extensive social net supported political stability but this policy
had negative long-term implications (Koester, 2010): A German gross salary includes in addition to wages so called “non-wage labor costs”, which encompass
the employers compulsory share to social contributions (e.g. social, health, pension, and unemployment insurance). The “non-wage labor costs” amount
approx. 30% of the gross wage in Germany. These “non-wage labor costs” are

– e.g. pensions
and unemployment payments. Thus, an increase in social expenditures – which
in turn directed to finance the social expenditures in Germany

occurred over unification - has a direct impact on “non-wage labor costs” and
in turn affected the international competitiveness of the economy and contributed to high rates of unemployment in Germany in the 1990s.

1.5. Restitution
The unresolved property right issues and the restitution principle are some of
the most difficult and politically contentious subjects. Restitution implies basically returning expropriated property or its value wherever possible. The principle aimed essentially at the reparation of the injustices of Nazi dictatorship and
SED regime. However, expropriations made during the land reform 1945 - 1949
were not reversible. Controversies arose with respect to these issues between
East and West Germany. This principle has severely hampered the reorganisa-
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tion of firms and investment decisions. Conflicts have been further intensified
by the complexity of the frequently amended legal provisions (for more details
see section 3).

2. General economic development
Structural adjustments during transition processes have been often described by
a U-curve or a J-curve. Transition processes started usually with severe production cuts, which holds also true for East Germany. Industrial production in
East Germany dropped by 40% after the establishment of the currency union
and amounted in 1991 only one third of the GDR production level in 1989
(Kirschke; Noleppa, 2000). East German economy had to undergo a fundamental restructuring after reunification, as the socialist regime led to structural
distortions due to wrong incentives and institutions, prices did not reflect international competitiveness.
The catching-up process was considerable during the first years following reunification (Fig. 1). Compared to other sectors in East Germany, agricultural
productivity stabilized very fast and exceeded soon West German results. This
development has been driven by a significant West-East transfer of human and
financial capital and an enormous deployment of labour force. Plus and differently to the industrial sector, agricultural products did not suffer from inferior
quality (Koester, 2010) (for more details see 4.1).
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<Fig. 1> Per workforce gross value added (GVA) in East Germany, West Germany = 100%

Source: Arbeitskreis ‘Volkswirtschaftliche Gesamtrechnungen der Länder’ 2016

The adjustment process along with the currency union was in all sectors accompanied by a serious labor reduction. Although a declining trend can be observed, unemployment rates in East Germany are until today higher than in
West Germany. In 2015, unemployment in East Germany reached 9.2% and exceeds West Germany by 3.5% (Annex, Tab. 1). As already indicated, the agricultural sector adjusted very quickly, but employment declined massively (for
more details see 4.1)(KREI KNU, 2010).
Structural differences between East and West Germany still exist, although the
gap is continuously decreasing. In 2015, GDP per capita amounted to only 81%
of the West German level and gross wages are still 17% below the West
German level (Annex, Tab. 1).
The human capital base, measured in the professional qualification of the population, is today more or less balanced in an East

–West comparison (Annex,

Fig. 1).
The costs of German unification were not only financed by raising taxes and
social security contributions and public spending cuts but also through public
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borrowing (Fig. 2)(Bibow, 2003). The increase in indebtedness since unification
has not only resulted from the financing of current deficits in East and West
Germany. It also esteemed to a considerable extent from of liabilities from the
GDR state budget and the restructuring of East Germany’s corporate sector
(Deutsche Bundesbank, 1997).
<Fig. 2> Public debt

Source: Eurostat, Deutsche Bundesbank

From 1991 to 2014 nearly

€

272 billion were invested in the German rail-

way network, the federal highways and canals and as part of the Municipal
Transport Funding Act (GVFG) (BMWi, 2015).

Nearly 34% of investments

were allocated in East Germany. Since East Germany has a population share of
approx. 20 % and a total land share of around 30 %, investments were disproportionately high for this part of Germany (BMWi, 2015). Investments were
mainly used for the construction of efficient transport connections between East
and West. Funds were mainly provided by the German Unity transport projects
programme (VDE) which was launched in 1991 with an investment volume of
some

€

40 billion (BMWi, 2015). Infrastructure renewal after reunification also

8

included the modernisation of the power plant stock and energy networks. As
the extension and modernization of the network and transport infrastructure has
been finalized to a large extend (BMWi, 2015), other areas of infrastructure are
becoming increasingly important, as e.g. broad-band internet coverage in rural
regions. Low population density of rural areas - which is especially for many
regions of East Germany a significant demographic problem (for more details
see 4.4) - makes the network extension less profitable for the private sector.
<Fig. 3> Foreign direct investment stocks 1990-2014*

Note: Consolidated sum of direct and indirect (investments by dependent holdings) investments.
From 1999 in Euro, (1 € = 1,95583 DM)
Source: Deutsche Bundesbank, various years

As the third largest exporter in the world, exports in Germany account for almost half of its economic output. The export rate amounted 46.9% of GDP in
2015 and shows over the last two decade a stable growth trend (Annex, Tab.
1). Supported by the strong export economy, consolidated foreign direct investment stocks show a growth trend since 1990 and reached with 462 billion
almost pre-crisis levels in 2014 (Fig. 3).

€
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3. Transformation of the agricultural sector
The transformation process of agriculture in East Germany was strongly shaped by the preceding policies of the GDR and later by the structure of political
forces involved in transformation of agriculture, whose motives were also
strongly influenced by the historical background. Hence, before analyzing the
process of privatization and decollectivisation, the initial situation regarding policies and agricultural structures is outlined.

3.1. Initial conditions
In 1945 the Soviet Union took control of East Germany. The Soviet sector
comprised about one-third of the German territory, the political system developed in line with socialist principles. Two political decisions had a fundamental
effect on the ownership structures and organization of agricultural production:
Land reform: Economic transformation started by the land reform in
1945-1949 (Koester; Brooks, 1997). Farms of 100 ha or larger (average size
350 ha) were expropriated without compensation. By that the government confiscated 7,160 farms or 2.5 million ha of land. In addition, the farms of war
criminals and former Nazis were expropriated. This land was pooled with state
land and accumulated in a land fund of 3.3 million ha, of which 31 % was arable land. About 2.2 million ha (or two thirds) were then distributed in 8 ha
plots to new settlers (so called Neubauern

– “new farmers”) who were mostly

refugees, landless laborers or small farmers (Beckmann; Hagedorn, 1997. The
recipients did not own the land but held land use rights. The remaining 1 million ha remained state property (Weber, 1991) and was used to build up
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state-owned farms (Volkseigene Güter, VEG). A significant amount of ”new
farmers” gave up farming in the following years, already around 38.3% in 1952
(Weber, 1991).
Collectivization of family farms: In 1952 the collectivization of family farms
was officially proclaimed. In the first stage mainly small farmers merged to a
producer cooperative on a voluntary base. In subsequent years, political and
economic pressure increased to speed up this process and farmers were forced
to join local cooperatives. Many farmers abandoned their land and emigrated to
the West. By the mid of the 1960s, nearly all farms had been merged and transformed into large collectives. On average, the private farms of one village
formed one collective farm (Landwirtschaftliche Produktionsgenossenschaft,
LPG). In 1970, a second period of collectivization started with the aim to move
to a purely industrial style of agricultural production, which should be achieved
by further specialization and concentration. Although the land still was in possession of the individual owners who handed their land and facilities into the
collective, the LPG had unrestricted land use rights (including establishing new
buildings on the land) without any obligation to pay land rents. In addition, no
private claim upon collective assets was possible when members were dismissed
(Beckmann; Hagedorn, 1997). Three types of socialist cooperatives existed.
Within collectives of type I/II members still held their pasture, forests, buildings, and livestock in private use. Over time, these were mostly reorganized into
type III cooperatives, which collectivized all means of production except household plots (Koester; Brooks, 1997).
As a result of these processes, the agrarian structure in the former GDR was
characterized by cooperative and state-organised enterprise forms. 90 % of total
farmland was cultivated by 5,110 collective farms (LPG)(KREI KNU, 2010),
state owned farms (VEG) and nationally-owned enterprises (VEB) in 1989
(Tab. 1) (Balmann; Schaft, 2010).
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<Tab. 1> Structural characteristics of farms in the GDR, 1989
Farms
Number
Private farms**
Household plots***

3,558

Workers
Total
1,000
5.5

Per farm
1.5

(375,000)

Agricultural land in
hectares
Total
Per farm
1,000
335
94.1
297

Livestock in LU*
Total 1,000
165

Per farm
46

351

LPG (Collective farms):

4,530

694.9

153.4

5,075

1,120

Crop production

1,164

306.9

263.6

4,987

4,284

69

59

Animal production

2,851

343.6

120.5

73

26

4,273

1,498

Horticulture

199

27.6

138.7

15

75

1

5

VEG (State farms):

464

95.3

205.3

447

963

479

1,032

Crop production

152

46.2

303.9

408

2,684

36

236

Animal production

312

49.1

157.3

39

125

443

1,419

VEB (State farms):

116

29.5

254.3

17

147

492

4,241

8,668

825.2

95.2

6,171

712

5,830

672

Total

4,343

959

Note: * Livestock Unit
** Farms >1 ha, incl. church farmsteads
*** Farms <1 ha.
Source: Agrarbericht 1991, S. 141; Beckmann; Hagedorn, p. 108; own calculations Balmann; Schaft,
2010

LPG’s were the dominant organisation form. They cultivated approximately 82
% of the arable land and held 74 % of the livestock (Balmann; Schaft, 2010).
Compared to western standards these collective farms were large: Crop production farms operated in average 4,200 hectares (ha) while animal production
entities held 1.500 livestock units on average (Tab. 1). Comparable structures can
be found by the 580 state farms (VEG, VEB). But these farm organisations types
are from a structural perspective of minor importance as they only cultivated 7
% of the agricultural land and held 16% of the animals (Balmann; Schaft, 2010).
Almost 324,800 persons or respectively 40% of the total workforce of the farms
was not directly involved in the production but in management, administration,
specialized upstream service providers, or in cultural and social areas like the provision of kindergardens and cantines (Agrarbericht, 1991).
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Contrastingly, West German farms remained private and comparably small
with an average farm size increase from 8.06 ha to 18.17 ha from 1949 to 1989,
which was accompanied by significant land and labour productivity increases
(Koester; Brooks, 1997). At the time of reunification, the existing East German
farms were confronted with their unexploited potentials.

Compared to West

Germany, East German agriculture had lower yields per ha and animal, as well
as a lower land and labour productivity (Weber, 1991). In addition, agricultural
production was extremely labour intensive. In 1989, Western German full-time
cash crop farms had an average of 3.7 labour units/ 100 ha while large-sized
crop production collectives of East Germany employed an average of 7.4 labour
units/100 ha in production and administration (Agrarbericht, 1991).
Severe organization problems led to a high degree of inefficiency

– especially

caused by the specialized units which coordinated the exchange of inputs, products and services between the large specialized production units (Forstner;
Isermeyer, 2000). In addition, outdated machinery and equipment and insufficient input material caused efficiency and quality losses in the operational
workflows and prevented the full exploitation of production potentials
(Wiegand, 1994 in Balmann; Schaft, 2010). Consumer prices were extremely
subsidized leading to severe economic distortions and misallocations (e.g. pig
fattening by feeding bread instead of grain). Production and sales were planned
by central state entities whose planning principles were rather oriented towards
production than profit maximisation (Balmann; Schaft, 2010). Incentives for
self-responsible entrepreneurial action were hardly created. In addition the practical absence of property rights through collectivized ownership induced motivation deficits among the workforce (Balmann; Schaft, 2010).
As shown in Tab. 1, collective farms were the dominant production form in
the beginning of the transformation process. The major challenge for property
rights reform was therefore the decollectivization and the restructuring of the
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LPGs. From a sectoral perspective, the privatization of nationalized land was of
far less importance. Nevertheless, public and political discussion was very much
focused on the privatization of nationalized land.

3.2. Policies for decollectivisation and privatisation of collective farms
(Re-)establishment of ownership rights was a crucial task in the starting phase
of the transformation process. Concerning the decollectivization of collective
farms, the government decided for a transformation strategy which refrained
from determining the outcomes of structural changes. Theoretically, no specific
ownership- and management form was preferred within the restructuring
process. The Agricultural Adjustment Act (LwAnpG) provided the institutional
and financial frame for restructuring collectivised farms but what form and size
the new farms should adopt was to be left to the members (KREI KNU, 2010).
Decollectivisation was mainly a self-organization process; the restructuring of
the successor farms was massively supported by financial aid.

3.3. The legal framework: The Agricultural Adjustment Act
Before unification, the newly elected parliament of the former GDR already
started to prepare for de-collectivization and re-structuring of agriculture which
resulted in the first version of the Agricultural Adjustment Act (Frohberg,
2010). However, this version encompassed various regulations which were not
accepted by the West German government in the negotiation process of unification (KREI KNU, 2010). The version envisaged for instance that for a certain period only former GDR citizens would be eligible for land transactions,
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such as the purchase or leasehold of land (Frohberg, 2010). Accordingly, a
modified Agricultural Adjustment Act came 1990 officially in the unified
Germany into force, which excluded the above mentioned and other provisions
of the initial version (Frohberg, 2010). As decollectivisation started it soon became clear that the Agricultural Adjustment Act needed further revision. The
first amendment of the Agricultural Act became already effective in July 1991.
In total five amendments were made to the Agricultural Act. The last became
effective late 1994 (Frohberg, 2010). In summary, the law regulated several aspects (Beckmann; Hagedorn, 1997, p. 113/114):

◦ Private property in land was re-established. The owner did not have an
unrestricted claim on his original plot. If the returning of the original plot
was not possible for objective economic or legal reasons, the owner could
be compensated with plots of equivalent value.

◦ The LPG had to distribute capital and assets among the members in order
to repay the originally paid asset contribution and the missed rents over
the time of collectivization.

◦ Members had the right to leave the collective and had a claim on their
share of the collective asset. Initially, the calculation of the claims for departing members was left to the collectives. By the amendment in July
1991 more detailed conditions on how the claims of departing members
should be calculated were defined.

◦ Rules for the liquidation, division and merger were provided. Collective
farms had to be dissolved by the end of 1991. Collective farms that had
not been liquidated by the deadline had to be transformed to “juridical entities”

– meaning they had to change the legal status. If an LPG would

not change its legal form until January 1, 1992 it had to be liquidated.

◦ After the first amendment in July 1991, aiming to speed up and simplify,
the direct transformation into the whole range of legal forms provided by
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the West German law was no longer prohibited. Initially, the decision to
transform needed only a two third majority in the member assembly. After
July 1991 the decision had also to be confirmed by a simple majority of
land owners. This amendment aimed clearly to further strengthen the interests of land owners.

◦ After July 1991 the board of directors was allowed to lay off work force for
structural adjustment reasons without affecting the membership of the workers.

3.4. Claimants of collective land and assets
The privatization of collective land was carried out by the privatization agency
Treuhandanstalt (THA) and its later successor Bodenverwertungsgesellschaft
(BVVG). The decollectivisation of non-land collective assets (including the
compensation of land owners for lost land leases) was managed by the collectives, in line with the regulations of the Agricultural Adjustment Act.

3.4.1. Claimants of collective land
Owners who contributed land to the collective could claim the land by restitution procedures. The only exception concerned the land expropriated in the land
reform 1945-1949 which was generally not to be restituted. Membership in a
collective did not automatically qualify to receive land. Only those members
and non-members of collectives who were land owners until collectivization or
before 1945 had a claim to land. The group of claimants included as well the
so called “new farmers” that benefited from the land reform, farmed that land
and joined collective farms. These “new farmers” gained ownership due to a
law which passed the East German government shortly before unification
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(Koester; Brooks, 1997).
The successors of collective farms lost the land use rights. Of course, they
could make efforts of leasing or even buying that same land back, which was
very often the case (KREI KNU, 2010). The LPG successor could refuse restitution of land if its economic viability would be threatened by this act. Land
without having any building constructed on it during the time of collectivized
farming had to be returned to the previous owner(s) (Frohberg, 2010).

If crops

grew on the plot at the time of restitution, this crop would be lost without any
compensation for the former LPG (Frohberg, 2010).

3.4.2. Claimants for collective capital and assets
Three groups of eligible claimants were specified in the Agricultural
Adjustment Act:

◦ Persons who brought into the collective assets other than land (machinery,
buildings, and livestock).

◦ Land owners (which had a claim for restitution).
◦ Workers of the former collective.
Persons who contributed non-land assets should be compensated with first priority; this included the initial value of the contribution and interests. Land owners had a claim for lost rental payments, while farm employees without restitution rights could receive assets from the remaining residuals after all other
claims were settled. It is important to note that the distribution of shares for
land rents, interest and to workers was only considered for the (rather rare) case
that the total value of farm assets exceeded the value of assets brought into the
collective by the owner (Koester; Brooks, 1997).

3.5. Procedures of decollectivization
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3.5.1. Changing the legal status
The change of legal status implied several administrative procedures which had
to be organized by the management of the collective farms (Frohberg, 2010).
These steps concerned according to

§§

8, 9, 24, 25, 27 of the Agricultural

Adjustment Act e.g. especially the timely announcement of a general meeting
with the clearly outlined purpose, making sure that a representative share of all
members attend the meeting, or selecting the appropriate voting system for
making decisions during the meeting (Frohberg, 2010).

In addition, if mem-

bers decided to exit the collective, the successor LPG was obliged to offer the
purchase of their transformed shares or membership rights according to

§

44,

1 of the Agricultural Adjustment Act. Also the merger of LPGs was possible.
LPG successor farms mainly continued as legal persons, particularly in the legal
form of a registered cooperative (e.G.), a limited liability company (GmbH) or
a joint stock company (AG) (KREI KNU, 2010). Immediately after the new legal forms were registered, the remaining shareholder had to be informed as
soon as possible on the value and amount of their shares.
Due to the rather complicated regulations of the Agricultural Act and in light
of the short timeline for the LPG successors to accomplish the required
changes, the legal change of many LPG successors was legally not correctly
implemented (Frohberg, 2010). Especially for LPG intending to continue operation these mistakes implied lengthy court negotiations after the legal transformation (Frohberg, 2010).
According to

§

41 of the Agricultural Adjustment Act the collective farm

could as well be liquidated in a general meeting if a qualified majority agreed.
A liquidator was not required, the managing board or other persons could be
assigned for this task. This view as well as many other provisions of the
Agricultural Adjustment Act reflected the political intention to allocate as much
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decision power as possible to the members of the collective (Frohberg, 2010).

3.5.2. Valuation of collective assets
The set-up of an opening balance account sheet, valuing all assets and liabilities of the collective was an essential precondition for LPG transformation.
Protocols written during collectivization served as base for assessing what kind
of assets (machinery, livestock, money) were brought in by every member and
to get an overview of the total inventory (Frohberg, 2010). Assets where valued
at prevailing market prices, not book values. However, the valuation left considerable space for strategic maneuvering

– since the amount of equity finally

stated in the balance sheet had a direct influence on the available amount for
property claims. Those managers who wanted to continue operation had a
strong interest in retaining assets. Managers of the collective farms reportedly
often undervalued the assets in order to maximize the value of remaining assets
and shares, in some case managers did not account for assets or overestimated
the liabilities (Koester; Brooks, 1997). Accordingly, the asset valuation often
transferred wealth from departing to remaining members, of which many were
the original LPG managers (Koester; Brooks, 1997).

3.5.3. Distribution of collective assets
If the inventory value exceeded the total equity, the compensation had to be
reduced proportionally for each member. Occasionally, the total equity of the
LPG successor exceeded the inventory compensation value. In those cases former owners of land and non-land assets were compensated at fixed minimum
rates (Wolz; Kwon, 2004). According to

§

44 of the Agricultural Adjustment

Act all compensations had to be made in monetary terms and not in kind (KREI
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KNU, 2010). In summary, the law proposed to reimburse:
1. inventory at an exchange rate of 1:1
2. buildings had to be returned
If equity exceeds inventory compensation value:
3. a lease compensation of 2 DM per soil quality point per ha/year
4. interests of 3% per year up for the inventory
up to 80% of the total equity of the collective.
The remaining value was to be distributed among the workers (according to
working time), while the other half should remain in the collective as an asset
base. Workers tended to keep their shares in the enterprises with the hope that
their employment would be secured.

3.5.4. Rights of departing members
Departing members who wanted to establish an own private farm received the
value of the assets they had brought into the collective within one month after
leaving the farm (§ 49 I, Agricultural Adjustment Act)(Wolz; Kwon, 2004).
Other claimants, without the intention to set-up a farm should be compensated
after the assembly of the farm collective had officially approved of the annual
balance. For this group installment payments for five years were allowed if a
lump sum payment would threaten the liquidity (§ 49 III, Agricultural
Adjustment Act).
The survival of many LPG succeeding enterprises was only possible because
many departing members accepted a smaller share than originally foreseen by
the Adjustment Act (Koester; Brooks, 1997). The definition of individual compensation schemes was permitted by law

– as long as the offer did not violate

ethical principles. Therefore managers of the farms tried to convince departing
members often that the future viability of the enterprises was threatened and of-
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fered downgraded compensation packages. Koester; Brooks hypothesize that the
motivation to accept smaller shares could be explained by the rationale that
many members realized that a request for immediate and complete compensation would have enhanced the liquidation of the enterprise. Since the liquidation
value was usually much lower than the assessed value for calculation these
shares, a partial and delayed payment of an operating farming enterprise could
be higher than the liquidation payment- provided that the management was able
to spread confidence that the enterprise would have an economic future and that
early exiters would receive smaller compensations (Koester; Brooks, 1997).

3.6. The problem of “old” debts
Prior to unification that old debts, bank loans that existed before 1990, would
be a major obstacle for LPG restructuring. As these debts were partly caused
by unproductive or inefficient investment commanded by the GDR state the remaining obligations was a massive burden since the debts became commercial
loans after unification (Forstner; Isermeyer, 2000). About 50% of the LPG successors had a debt burden of about 3 million DM (approx. 1.5 million

€)

on

average, but large variations existed (Forstner; Isermeyer, 2000). To maintain
liquidity two measures for regulations old debts were introduced: Firstly, the
agency for privatization of state property (Treuhandgesellschaft, THA) had to
take over responsibility for an amount of up to 1.4 billion DM. The measure
intended to write off the debts farms were forced to accept by the former GDR
government. Around 1.400 farms were relieved of an average amount of 1 million DM liabilities (Beckmann; Hagedorn, 1997). Secondly, farms were allowed
to remove remaining old debts from their balance sheets. Payments on old debts
were only demanded if the farms made profit and in this case only up to an
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amount of 20% of the profit. Interest rates of 8% were given. Accordingly none
of the enterprises went into liquidation because of existing debt (Forstner;
Isermeyer, 2000).

3.7. Conclusions on the German decollectivization
A consistent and fully fledged legal framework: The Agricultural Adjustment
Act was subject to various amendments. Ex post interviews among former collective farm managers who were actively involved in the decollectivisation process
show that the ongoing amendments of the Agricultural Act understandably stipulated a feeling of legal insecurity, confusion and a general lack of institutional
confidence among LPG successors (Choi, 2009). Given the unpredictability of the
German unification, the multitude of diverging stakeholder interests and the (at
that time) relative uniqueness of processes, many of the arising problems which
were subject of the amendments could hardly have been fully anticipated by the
authors of the initial Agricultural Adjustment Act in 1990. Therefore it is questionable whether a fully-fledged, comprehensive Agricultural Act could have been
realistically formulated in the very first phases of transformation.
Concentration of ownership and control: The decollectivisation process followed the principle of competition and selforganisation and was not driven by
the attempt to transfer the traditional model of western farming. This process
led to a concentration of ownership and control which supported

– among oth-

er factors such as enormous subsidies by Germany and EU - the effective adaptation to the requirements of the international agricultural sector and explains
the high productivity and profitability of the sector today (KREI KNU, 2010).
Also, the continued use of existing asset and human capital but also the knowledge for appropriate management of large-scale enterprise structures might have
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positively contributed to the successful adjustment of farms (Balmann; Schaft,
2010). However, the concentration of assets in the hand of a small number of
people raised questions of fairness (Koester; Brooks, 1997).
Transparency and controlling: The practice of undervaluing of assets combined
with the massive reduction of collective members transferred wealth from departing to remaining members and prolonged the life of the large farm enterprises (Koester; Brooks, 1997). Hence, more transparency and external supervision would have been needed to improve distribution of equity. Rules for
managerial discretion in determining the payments for departing members contributed to the lack of equity. Especially small farmers did not know their rights
and hesitated to bring their issues to court (Koester; Brooks, 1997). Referring
to the first point of this section

– the ongoing amendments and the complexity

of the Agricultural Adjustment Act - might have in some cases overburdened
LPG manager as well as advisors. However, over the decollectivisation process
many formal mistakes, semi-legal and illegal actions occurred. Bayer (2012) reports for the federal state Brandenburg, that the change of legal status showed
formal mistakes for almost all LPG successors. In 11% of the cases, the mistakes were so severe that the change of legal status could be qualified as legally
void. Bayer’s findings show as well that the undervaluation of assets was regular practice in Brandenburg. Departing collective members, especially those who
wanted to set-up own farms were disadvantaged. In the registration court district
of Potsdam more than 67.3% of the distribution of assets cases that based on
the Agricultural Adjustment Acts were incorrect. Only 1.9% were in line with
the law, while in 30.8% of examined cases no sufficient data was available for
an external evaluation (Bayer, 2012).
Social costs. The allocative and distributional effects of decollectivisation, e.g.
the redistribution of wealth or the enormous dismissal of employees, were in
large parts compensated by Germany’s huge social security system (or re-
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spectively raising social security contributions) and by that externalised.
Payments for unemployed, reductions in pension age to support elder workforce,
the general payment of pension schemes for those in retirement age, training
and qualification programs for unemployed smoothed the negative social effects
and prevented rural poverty in wide parts. On the other hand, financing the social security transfers increased labour costs in Germany and reduced international competitiveness. However, unemployment in rural areas remains especially for East Germany a problem until today. In addition it has to be considered that social payments in these dimensions are not affordable for many countries (Koester; Brooks, 1997).

3.8. Privatization of nationalized land
The privatisation process of nationally- and state-owned land was primarily
carried out through political and government regulation processes (KREI KNU,
2010). State-owned property, e.g. the state farms was initially transferred to
THA with the mission to sell land which was not needed for restitution. As
long as the legal status of land remained unclear the land had to be leased out.
The land reserve of state-owned farmland included:

◦ Land expropriated by land reform 1945-1949 and not transferred to new
farmers,

◦ Land expropriated after 1949,
◦ Land expropriated or forced to sell by the Nazi regime,
◦ Land that was already state land before 1945 (state domains, state forests,
state farms etc.),

◦ Land of “new farmers” if they or their heirs exited the collective farms
in GDR times.
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Land and other capital items which were confiscated in the land reform between 1945 and 1949 was not to be restituted. This political target was already
part of the unification treaty. This rule was heavily challenged in many ways.
However, the German Constitutional Court confirmed this political decision in
1991 but demanded compensation to the “former owners” (Alteigentümer) or
their heirs within certain limits. Contrastingly, the land and other property items
belonging to farms confiscated after 1949 or before 1945 could be restituted to
the extent possible. If “new farmers” discontinued farming in GDR times their
land became again national socialist property and was dealt with like all other
land confiscated between 1945 and 1949 (KREI KNU, 2010). In case there was
no claim on land plots eligible for restitution the state became the official owner.
Uncertainty of the legal status of land greatly affected the privatization process.
Sometimes several restitution claims existed for the same land plot. Even if restitution claims were justified in principle, restitution was in many cases not immediately possible, since land registers were often lost and landmarks removed.
It is estimated that especially in the decollectivisation process landmarks of over
1.5 million land plots were removed (Jochimsen, 2009). Most owners who received land under restitution did not set-up own farms but offered their land for
leasehold, as they considered their restituted land too small for a profitable operation (Koester; Brooks, 1997).
After extraction of pending restitution claims, it is estimated that about 1.1
million2)ha o fagricultural land was available for privatization in 1992
(Jochimsen,2009). The controversy on the land reform blocked a speedy privatization, which centered not only on the issue how the victims of the land reform
should be fairly compensated. It was also intensively discussed what stakeholder
groups (e.g. “former owners”, LPG successors, re-establishers, local residents
2) In addition, around 500 000 ha of forest area was to be privatised
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who wanted to set up a farm but had no land) could participate in the privatization and whether special groups should be given a preferential treatment. A solution was negotiated in a very lengthy political process, finally resulting in a
Land Acquisition Programme (Flächenerwerbsverordnung) which came into
force 31.12.1995 as implementation part of the Indemnification and Compensation
Act of 1994 (Entschädigungs- und Ausgleichsleistungsgesetz, EALG). Privatisation
finally started in 1996.
In the meantime land was only leased out. Initially on short-term base (1 year)
and later on long term basis (12 years or longer). The LPG successors as former land managers largely rented their former collective land back already in
the very early nineties. In 1994, the majority of leased out state land (around
60% or 690,000 ha) was rented to so called “legal entities”

– the former col-

lective farms. Persons without restitution claims, among them the so called land
reform victims, received less than 5% of the leased land (Beckmann; Hagedorn,
1997). A large share of the lease contracts was extended for another 18 years
period by 1999. By the end of 2015, the BVVG had 154,000 ha under leasehold (BVVG 2016), compared to 354,114 ha in 2010, and 610,000 ha in 2006
(Schaft; Sahrbacher, Balmann 2011).

3.9. Indemnification and Compensation Act (Entschdigungs- und
Ausgleichsleistungsgesetz, EALG)
The assessment of indemnification and compensatory payments for former expropriations under the land reform is defined in Article 1 of the EALG. It is
derived from the threefold value of the expropriated operations, based on the
values of 1935. Indemnification payments of more than 10.000 DM (approx.
5,000

€)

were progressively graded down, starting with 30% und ending with

26

95%. Payments were issued in the form of bonds, which had to be paid out
within 5 years starting from 1.1.2004. Interest was only to be paid after 2004

– which further decreased the compensation amount.

The Land Acquisition Programme (Flächenerwerbsverordnung) is a special
area of the EALG and defined the rules of privatization for state land. All active farmers were allowed to participate in the programme as long as the following conditions are fulfilled (Beckmann; Hagedorn, 1997):

◦ The land has to already have been leased by the interested buyer for at
least 12 years.

◦ The interested purchasers have to be local residents. In case of legal persons more than 75% of their members have to be local residents.

◦ Overall, not more than 6000 soil points can be acquisitioned. In addition,
the share of owned land (Eigentumsanteil) in the total farm land - including the newly acquisitioned

– must not exceed 50%.

Previous owners no longer active in farming had to fulfill additional restrictions
(Jochimsen, 2009):

◦

They can only buy land within the program up to half of the indemnification amount, after degressive downgrading.

◦ Reduction of the soil point ceiling to 3000 points.
◦ Obligation to extend the current leasehold contract for 18 years minimum.
◦ No purchase interest by current leaseholder.
All buyers of nationalised land participating in the programme had to pay the
threefold value of the 1935 value for land. The purchase price amounted on average
3,000 DM/1,500€ per ha which was half of the market value at this time
(Beckmann; Hagedorn, 1997). A programme, which was initially intended to provide previous owners having no claim for restitution with an option to buy back
their land mutated to a land purchase programme which favored BVVG leaseholders, especially the legal persons. The final version of the EALG and the Land
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Acquisition Programme clearly reflect the growing influence of East German
Agriculture and the shrinking negation power of the previous owners from West
Germany. Finally these regulations largely prevented land losses of the former LPG
and contributed to the preservation of the large scaled agricultural structures in
Eastern Germany. In 1998, the European Commission demanded to adjust the conditions of preferential land sales by EALG, as some land sales did not show any
relation with original the indemnification intention. By September 2000, preferential
sales

were

modified

by

the

Property

Rights

Supplement

Act

(Vermögensrechtsergänzungsgesetz). Sales were now based on a land market value
reduced by 35% (Jochimsen, 2009). By End of 2009, the EALG land sales to leaseholders had to be finalized, while preferential land sales to former owners still
continue. Conditions were further modified in 2000 and 2011. Changes in the Land
Acquisition Programme in 2014 aimed at improving the sales conditions for former
owners. However, preferential sales to former owners are quite progressed and sales
are steadily decreasing (BVVG, 2016).
<Fig. 4> EALG Sales of agricultural and forest land in ha

Source: BVVG 2016
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3.10. Privatisation principles since 2007
In 2007, followed by amendments in 2010, 2013 and 2015 new privatization
principles came into force, which regulated the land sales according to market
value. All land plots with expiring lease contracts have to be tendered publicly
and the results of the tender (highest, second and third highest bid) have to be
published. The land plot offered should not be larger than 15 ha, in addition
farms should not lose more than 20% of their land within 6 years through
BVVG tenders (BVVG 2016). Several privatization methods are implemented:

◦ Sales by unrestricted tender (Bedingungsfreie Ausschreibung): All interested persons can give their bid within a time period defined in the tender
documents. The highest bid receives the land. To avoid price pressure,
BVVG gives no orientation value for potential purchasers in open tenders.

◦ Sales by restricted tenders (Beschr nkte Ausschreibung): Only labor inä

tensive farming types (organic farming, horticulture, farm with more than
0.5 animal units per ha) and since 2013 young farmers are eligible to
participate. Not more than 30% of all land plots with expiring contracts
can be privatized by this procedure per year. The restricted tenders aim
to facilitate the diversity of agricultural structure.

◦ Direct sales (Direktverk ufe): Since 2010 tenants of state land with expirä

ing lease contracts of state land can purchase the land via direct sales. The
sales price is derived from the bidding results of public tenders in a certain regional radius and orients by that on the highest bid.
As to be expected, land sales and rental prices (although still lower as in West
Germany) increased drastically over the privatization process (Annex, Fig. 2, 3,
4). The East German land market is divided into BVVG transfers and other
transactions. The strong price increase in East Germany is mainly due to rising
BVVG sales’ prices. While the market for private land is characterised mainly
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by the personal relationships between landowner and purchaser/tenant, and lack
of market information on the part of the landowner, the BVVG sells/leases land
at current market prices without attention to personal relationships. Public tendering of BVVG increased not only transparency but also the competition of
bidders (Balmann, Schaft, 2010). The latter is as well reflected in the pricing
mechanism for direct sales. This leads to some structural consequences, as East
German farming enterprises have only a relatively small share of owned land
but a high demand for agricultural land due to growth aspirations (Balmann,
Schaft, 2010).
<Tab. 2> Sales of agricultural land by EALG and market value in ha, 1992 – 2015
Sales by EALG

Sales by market
value

Land still on
leasehold

Mecklenburg-West Pomerania

156,000

166,100

54,000

Brandenburg

114,800

123,500

47,000

Saxony-Anhalt

89,400

55,100

37,000

Saxony

55,800

33,900

12,000

Thuringia

21,600

25,100

6,000

437,600

403,700

156,000

Total
Source: BVVG 2016

Thus, farms are often forced to secure land resources through purchase which
negatively affects their liquidity base (KREI KNU, 2010). The BVVG responded to this dilemma with a revised privatization procedure (PG 2010).
Since 2010 tenants with expiring leasehold contracts on state land can buy the
rented land to certain extend directly (without auction) or within four years.
Alternatively they can conclude a nine years leasehold contract but would lose
their direct purchase right.
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3.11. 3Conclusions on the German privatisation
The area privatised amounts a third of the total area of East Germany - a
monumental task of historic dimension. Restitution and privatisation had to be
implemented under very difficult conditions occurring on many different levels:

◦ The political framework of privatization was a tradeoff between diverse

stakeholder interests: Federal state and federal countries, ministries, political parties and professional associations. The framework conditions were
a subject of constant change leading to unclear regulations and guidelines.

◦ Most external interventions were not aiming at achieving a balance between the diverging interests and claims.

◦ Technical problems occurred when restitution claims had to be identified.
Land marks were removed and the land cadaster was not complete, many
documents were missing.

◦ The practical implementation was for everybody - privatization agencies,
law makers, and administration - a completely new field of work. There
was no probation phase.

◦ Over time, transparency and the political will to balance between diverging interests becomes more apparent.

◦ The course of privatization preserved large agricultural structures and LPG
successors. As will be shown in the next chapter, many of these farms are
today in an economic strong position and competitive.

◦ The comparably low sales and rental prices for agricultural land were initially a competitive advantage for farms in East Germany. Over time and
as privatization progressed, prices increased considerably and reach today
almost West German price averages. Price increases mainly reflect the
economic capacity of better performing farm enterprises seeking to further
expand their land banks. As leasehold contracts expire, farms wanting to
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maintain competiveness are often forced to secure the formerly rented land
by purchase which negatively affects their liquidity, especially in times of
weak economic activity.

◦ BVVG pricing procedure is criticised by both farmers and policy makers in
East Germany with the argument that it might lead to inflated land costs
which could not be covered by agricultural production. However, the BVVG
enhances market transparency by publishing the highest bids, thus overcoming information asymmetry between farmers and (small) landowners.

4. The current state of the agricultural sector

4.1. General development
Transition of East German agriculture had additional specific features in the
early 1990s: On the one hand agricultural workforce declined massively. It was
reduced by more than 50% from 1991 to 1995 and is relatively stable since
1995 (Fig. 5). As shown in Figure 5 more than 70% of work is conducted by
none-family workforce, which requires constant remuneration.
<Fig. 5> Workforce in agriculture

Source: BMEL 2014a
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Although steadily adapting, the situation for West Germany is quite different. Here,
work is mostly conducted by (full- and part-time) family members, whose payment
can be delayed more easily in times of weak liquidity. However, the share of
non-family workforce is increasing as well and amounted around 40% in 2013. On
the other hand, successful and fast adjustment to new market-economy conditions
was achieved in sectoral comparison (KREI KNU, 2010). While industrial production faced severe production drops by more than 40% between 1989 and 1991,
agriculture was one of the few sectors in East Germany that indicated a more or
less stable productivity in this period. After 1991, particularly labour productivity
increased constantly (which was not least due to the significant employment reductions) and more than tripled by 2008 in comparison to 1991 and thus is the only
sector that exceeds Western German results (Fig. 6). Compared to other sectors in
East Germany, agricultural production stabilized very fast as there was a significant
transfer of human and financial capital from the West and in contrast with industry,
agricultural products did not suffer from inferior quality (KREI KNU, 2010). The
development in other transition countries shows a different picture as in the agricultural sector initially even increased in the early phases of transition while production
declined significantly (Koester; Brooks, 1997).
<Fig. 6> Labor productivity and workforce in agriculture (Erwerbstätige)* at current prices,
1991-2015

Note: Incl. forestry and fishery
Source: Arbeitskreis ‘Volkswirtschaftliche Gesamtrechnungen der Länder’ 2016
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Beside increases in labour productivity it has to be considered that this development was based on a significant reduction of the capital- and labour-intensive animal production, particularly of pigs (KREI KNU, 2010). In addition, the high labor productivity in recent years for East Germany is not at least due to the significantly higher land intensity while capital intensity is much higher in Western
Germany (Balmann; Schaft, 2010).
Although agriculture (including forestry and fishery) in Germany today has only
a 0.6% share in the total gross value added and 1.5 % in total employment in
2015 (Annex, Tab. 2), it is of high economic importance. The sectoral production
value (including inputs) amounted 52.6 billion

€

in 2015, which is considerably

higher than the production value of other industrial sectors as e.g. pharmaceutical
industry (45.1 billion

€)

or textile and clothing industry (22.1 billion

€)

(DBV,

2015). The self-sufficiency rate with agricultural good amounts approx. up to 85%
and many goods can be exported (e.g. cereals, meat, sugar, cheese), while vegetables, eggs and fruits do not reach self-sufficiency rates. The value of agricultural
exports more than tripled since 1995 (Annex, Tab. 2) and had a share of 5.9%
on total exports in 2014 (DBV, 2015), while imports increased more moderately
in the same period (Annex, Tab. 2). The export share of the agri-food industry
is notably higher and amounted 32% in 2014 (DBV, 2015). Cereals and bakery
products had in 2015 the highest values (8.8 billion

€)

and shares (13.4%) in ag-

ricultural export. The value of meat and dairy products decreased due to shrinking
producer prices and amounted 8.6 billion

€

for each group, while export shares

increased and amounted 13.1 % for each group in 2015 (BMEL 2016).

4.2. Development of farming structures
In the course of transition new agricultural structures have emerged in Eastern Germany
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with significant differences compared to those in western parts of Germany or Europe
(KREI KNU, 2010). Compared to West Germany, structural change in East German agriculture had an enormous speed, especially in the first years after the fall of the Berlin
wall. In addition to successors of LPGs, newly and re-established farms emerged.
Dominant forms were full-time and part-time individual farms (family farms) and business
partnerships (KREI KNU, 2010). By that the number of farms larger than 5 ha nearly
doubled from initially 11,158 farms in 1991 to 22,000 farms in 2013 (Fig. 7).
<Fig. 7> Averagefarmsizes* and number of farms,** 1991-2013

Note: * Farms > 5 ha,
** Full- and part time farms
Source: BMELa, various years

Despite the establishment of many full- and part-time farms, the production in
the East is still dominated by a relatively low number of large-scale agricultural
enterprises (Fig. 8) (KREI KNU, 2010). Here, only around 14 % of farms are
larger than 500 ha but these farms cultivate around 68% of the land. In many
cases, these farms are successors of the former collective farms (Balmann;
Schaft, 2010).
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<Fig. 8> Agricultural land and land shares according to size classes, 2013

Source: Own calculations, BMEL 2014b

In contrast, former West Germany is still characterized by small- and medium-sized family farms, more than 90 % of the farms are here smaller than
100 ha and cultivate 61 % of total farmland. Even less than 1 % of the West
German farms are larger than 500 ha, managing only 2.5 % of total agricultural
land (Fig. 8).
Structural differences appear as well when comparing legal forms (Tab. 3). In
the West, family farms (defined as individual farms) represent the majority agricultural production. In the East, business partnerships (e.g.; limited commercial
partnerships (KG), civil-law associations (GbR), general commercial partnership
(OHG)) and legal persons (e.g., GmbH, AG, e.G.) play an important role, especially in terms of land shares (KREI KNU, 2010). However, the size distributions within the legal types are very skewed and sometimes multi-modal.
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<Tab. 3> Farms according to their legal status, 2013
Legal form

Farms
Number in
1,000

Agricultural land
Share
in %

in
1,000 ha

Ø Farmed area

Share
in %

in ha

East Germany** 2013
Individual farms*

17,1

71.2

1,488.3

27.0

87.0

Business partnerships

3,3

13.6

1,215.6

22.0

373.0

Legal persons

3,7

15.2

2,811.0

51.1

768.0

24,0

100

5,514.9

100

229.0

Total

West Germany** 2013
Individual farms*
Business partnerships
Legal persons
Total

238,2

91.6

9,389.6

84.9

39.4

20,4

7.8

1,661

14.9

81.6

1,6

0.6

109.2

1.0

68.9

260,1

100

11,159.8

100

42.9

Note: *Full- and part-time farms
** without city states.
Source: BMEL 2014b

Legal persons are very often the legal successors of former LPG while the majority of business partnerships and individual businesses in East Germany are
newly and re-established farms (Balmann; Schaft, 2010).

4.3. Farm performance
East German farming business hardly appeared to be competitive in terms of
productivity in the beginning of transition (KREI KNU, 2010). In 1989, yields
in grain and milk production were 45.1 dt/ha winter wheat and 4,120 kg
milk/cow and reached by that 72 % resp. 84 % of West German production levels (BMELF, 1991). After the political changes and in the course of farm con-
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solidation productivity continuously increased; already in 1992/3, East German
full-time family farms achieved average milk yields comparable to West
German farms (Tab. 4) (KREI KNU, 2010). In terms of speed, the catching up
process by the legal persons occurred in the beginning to be rather moderate
but their catching-up process continues and accelerates (Balmann; Schaft, 2010).
In the business year 2014/15, East German full-time farms and in particular
the essentially larger legal persons in the livestock sector showed a higher average performance than West German farms (Tab. 4) (KREI KNU, 2010). Highest
performances and yields are achieved by very large farm enterprises which are
predominantly located in East Germany (KREI KNU, 2010). Animal production
was very successful in utilizing technical innovations and economies of scale,
while partly less favorable climatic conditions explain lower grain yield levels
in East Germany (Balmann; Schaft, 2010).
Productivity increases of Eastern German farm structures went along with considerable profitability improvements. To compare incomes by different legal
farm types ‘annual net profit plus staff costs’ is a suitable indicator. Equal labour profitability between East and West German farms would imply considerable higher values for West German farms because they operate with more
equity capital and higher wages (Balmann; Schaft, 2010). Despite of lower
equity (Tab. 4); East German full-time farms generate on average a higher income per labour unit than Western German farms (Tab. 5) (KREI KNU, 2010).
In addition, East German farm enterprises demonstrate a considerable profitability, as reflected in the return on equity figures (Tab. 5). This is especially
applicable for above-average farm sizes. In addition, Tab 5 demonstrates that
West German farms show a remarkably lower and frequently negative return on
equity (KREI KNU, 2010). The higher return on equity of East German farms
is at one hand caused by scale advantages (and resulting higher profits) and on
the other hand by still lower rental prices for land.
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Despite their considerable profitability, especially full-time farms in Eastern
Germany show a rather thin equity position per ha compared to their size (Tab.
5) (KREI KNU, 2010), many have an equity quota of less than 40 %. Here it
has to be considered that East German full-time farms were in most cases new
farm start-ups of new farmers or re-establishers which started their operations
with very limited capital in the early to mid-1990s; contrastingly,

Western

German full-time farms can refer on asset stocks that have been accumulated
over many generations (Balmann; Schaft, 2010). In addition, West German
farmers cultivate more owned land which has higher values (Balmann; Schaft,
2010).
<Tab. 4> Farm characteristics, livestock performance/yields
1992/1993

2007/2008

2014/2015

Full time Full time
Full time Full time
Full time Full time
Legal per
Legal per
Legal per
farms
farms
farms
farms
farms
farms
sons East
sons East
sons East
West
East
West
East
West
East
Land
Lease
rate
Labour
Total
assets
Equity
Grain
yield
Milk
yield
Piglets

ha

34.9

140.5

1,786

59

210

1,219.1

72.6

229.3

1,125.1

€/ha

133

98

66

253

143

129

327

210

185

4.6

1,4

3.1

4

2

1,8

3.1

1.6

1.9

€/ha

2,875

9,112

2,804

12,199

2,907

3,470

12,579

4,232

5,487

€/ha

7,336

1,754

1,275

9,948

1,320

2,007

9,825

2,134

3,197

dt/ha

57

45

41

64

55

55

77

74

76

5,088

4,989

4,439

6,909

7,540

8,278

7,466

8,211

9,104

17

n.a.

18.2

21.6

22.4

26.8

25.5

24.7

26.8

labour/10
0 ha

kg/cow
piglets/so
w

Note: weighted mean values,
1992/1993 due to different calculation methods not fully comparable with other businessyears
Source: Own calculations, BMEL b) various years
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<Tab. 5> Profitability by main operation and farm type
2002/2003
2005/2006
2014/2015
Full time Full time Legal per Full time Full time Legal per Full time Full time Legal per
farms
farms
sons
farms
farms
sons
farms
farms
sons
West
East
East
West
East
East
West
East
East
Cash crop
farms
Profit plus
labour costs
Return on
equity
Fodder crop
farms
Profit plus
labour costs
Return on
equity

€/
la b o u r 22,835
unit
%

-0.4

€/\
la b o u r 17,523
unit
%
-1.8

33,567

28,392

25,614

37,283

31,023

37,485

55,025

50,541

9.2

3.2

0.1

11

3.6

1.4

12.9

8.1

21,345

26,453

23,503

19,345

27,344

22,860

35,170

35,422

7.8

4.3

-0.2

2.2

3.9

-1.6

0.2

6.1

Note: without city states, weighted mean values
Source: Own calculations, BMEL b) various years

4.4. Living conditions in rural areas
East Germany is facing a distinctively serious population decline since unification, in most rural regions up to 38% between 1990 and 2013 (Fig. 9). This
trend has three major drivers: First, national East-West migration was especially
in the early nineties a major driving force. However, this migration flow is continuously decreasing since 2000 (Annex, Fig. 5). Second, rural-urban migration
inside East Germany continues to contribute to the drastic population decline in
rural areas, especially in the peripheral regions. Exceptions are suburbanization
processes around Berlin. Third, a strong declining birth rate after 1990 complemented this development. The birth rate in East Germany nearly halved from
1.52 in 1990 to 0.84 in 1995. However, birth rates are currently modestly recovering and reached 1.54 for East Germany, respectively 1.47 for West
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Germany in 2014 (Destatis, 2016a). Especially in regions with high migration
rates the share of inhabitants older than 65 years is high (Fig. 10).
<Fig. 9> Population change (in %),

<Fig. 10> Population share >65 years (in %),

1990-2013

2013

Source: http://www.demografie-portal.de

Depopulation and an aging population is the key challenge for rural areas in
East Germany. Farms are increasingly facing problems to find and attract qualified workforce, especially among the group of young professionals. In addition,
demographic change has implications for infrastructure provision in rural areas,
i.e. social infrastructure (such as schools, medical support, cultural and leisure
infrastructure) and/or technical facilities (such as water and waste water supply,
energy and roads). Especially in rural-peripheral districts demographic change
implies a reduced demand in residential space and rising vacancy levels at the

41

residential market as well as a declining utilisation and economic efficiency of
infrastructures. Public transport services are in many cases already reduced,
schools, cultural facilities and local shops closed. More than 40% of the workforce in rural areas commutes to other districts. Accordingly, almost all rural regions in East Germany were identified as areas where measures to secure public
service provision are of high urgency (BMEL, 2015). In addition, household income in East Germany is still lower as in West Germany (Annex, Fig. 6).

4.5. Conclusions on the current state of agriculture
Unique adaption. Compared to other sectors in East Germany, agricultural production stabilized after the early adjustments in numbers of employment, a collapse of livestock production and the emergence of new farms very fast.
Reasons can be seen in a significant transfer of human capital from the West
to the East, huge subsidies for modernization, externalization of social costs
through the German social net, the support of the EU CAP, and in contrast with
industry, agricultural products did not suffer from inferior quality (KREI KNU,
2010).
Profitable agricultural structure, high sensitivity to crisis. It can be stated that
after 20 years of transition a highly productive and profitable agricultural structure has developed in East Germany whose main weakness is reflected in the
comparably low equity base per ha (Balmann; Schaft, 2010). This is also the
main explanation why the animal processing sector played a relatively minor
role until recent years. In addition, the farms use a comparably higher percentage of external labour and debt capital (KREI KNU, 2010). These factors require a continuous remuneration. Hence, East German farms are more sensitive
towards a potential crisis and more vulnerable to debt overloads and liquidity

42

shortfalls than West German full-time farms (KREI KNU, 2010). The latter are
capable to postpone, at least temporarily, wage and interest claims in times of
crises due to their equity bases and by reducing consumption (KREI KNU,
2010).
Capital for further growth? The lack of equity (compared to West Germany)
indicates that considerable value-added potentials in rural areas are not utilised(KREI KNU, 2010). This situation could be solved in the medium term by
procuring external and/or foreign capital

– a process which can increasingly be

observed in the agricultural sector especially among very large farms (see next
chapter for details) in East Germany. Many investors e.g. from Netherlands invested in the livestock sector. However, in view of the future political framework conditions, the question arises whether there is a sufficient social acceptance for a large-scaled, knowledge-based and capital-intensive agriculture (KREI
KNU, 2010).
Future of rural areas at stake. Depopulation and an aging population is the key
challenge for rural areas in East Germany. Farms are increasingly facing problems to find and attract qualified workforce, especially among the group of
young professionals. Nearly all rural regions in East Germany where identified
as areas where measures to secure public service provision are of high urgency.
Other options for managing agricultural transition? One of the very first issues
of the transition process was the enormous dismissal of employees (KREI KNU,
2010). A potential alternative option could have been a politically supported establishment of many small scale family farms (KREI KNU, 2010). Since such
farms would not have had any equity stocks it would be rather impossible for
them to invest and modernize - a precondition for economic viability. It is most
likely that the majority of these small family farms would need additional subsidies from the government in order to be able to generate household incomes
at a minimum social security level. In addition it has to be considered that such
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a potential family farm structure would have faced the same structural adjustment problems as the farms in West Germany and elsewhere in Western Europe
currently do (Balmann; Schaft, 2010). Another potential alternative option could
have been to abandon any support for the LPG successors and leave already the
decollectivisation as well as their restructuring completely to capital-strong private investors from West Germany and beyond. However, it is not likely that
such a strategy would have been socially and politically accepted in the negations of the unification. In addition, East Germans might very likely have felt
that as the big losers of unification which might have led to social unrest and
instability. In addition it might be rather unlikely that such investors would have
established labour intensive farms with higher employment rates than the LPG
successors (Balmann; Schaft, 2010).

5. Public and private investments in agriculture

5.1. Public sector investments
5.1.1. Sectoral emergency aid
New prices prevailed from July 1, 1990. These prices were considerably lower
than those before unification and if the rules of the market had been set into
force immediately, most agricultural enterprises would have been bankrupt
(Koester, 2010). The German government provided up to 1995 financial assistance to farms to cope with the price shock and transition uncertainties (KREI
KNU, 2010). Farmers immediately received so-called liquidity payments of DM
3 billion in 1990 (Koester, 2010). In 1994, more than 85% of East German
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farms received adjustment aid of 10,700 DM on average per year (Beckmann;
Hagedorn, 1997). The total payment for the sectoral emergency aid between
1990-1995 amounted to DM 17.2 billion. To compensate for the intensive reductions in agricultural workforce the federal government offered in addition intensive cross-sectoral social security measures, e.g. early retirement schemes,
unemployment benefits.

5.1.2. Farm investment support
By 1989 machinery and buildings were largely outdated and the scarcest factor
of production was capital, as LPG and their successors needed to capital to remunerate exiting members and to modernize their equipment. To support adjustment of farms, investment support measures for the improvement of agricultural
structures were introduced in 1991 through the “Improvement of the Agricultural
Structure and Coastal Protection community task”. Investment in livestock production was more supported than investment in crop production, in order to foster animal production (KREI KNU, 2010). The programmes provided support
for all legal forms of farm organization but new and re-established (family) farms
as well as farms in the legal form of civil partnerships (GbR) were supported
by a higher subsidy amount (Beckmann; Hagedorn, 1997). Almost all farms received investment assistance by 1996 (BMELF, 1998). Since 1997 public investment assistance in East and West Germany has been unified, as West Germany
has a long tradition of subsidizing farms that invest, this development did not
imply a radical reduction of investment aids for East German farms.

5.1.3. EU market integration and transfers under the Common Agricultural Policy (CAP)
Via the EU integration, Eastern Germany also got access to direct payments
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and the EU Common Agricultural Policy (CAP) (KREI KNU, 2010). In the
CAP reform of 1992, a number of special regulations were implemented for the
new German Länder, e.g., payments for set-aside land (which was abolished in
2009 due to rising demand of agricultural products) (KREI KNU, 2010).
Farmers received financial incentives to idle land. This program was much more
accepted in East Germany than in West Germany (Koester, 2010). Although
the initiative had positives benefits for farm operator, it had negative effects on
the rural regions as well as the German taxpayers, as the number of unemployed increased due to the program (Koester, 2010).
In addition, milk and sugar quotas had as well to be integrated by East
German farms. To integrate the Eastern German farms into the CAP, e.g., successors of LPGs received a milk quota that amounted to 70% of their output
in 1991 (KREI KNU, 2010). New and re-established farms received 300 000 to
360 000 kg of milk quota per farm respectively up to three times this amount
in cases of collaborating farmers. Overall the quotas were far below milk production density in Western Germany. This resulted in a lower cattle density in
Eastern Germany (Balmann; Schaft, 2010).
Farmers in East Germany had also the advantage to benefit from the gradual

—

liberalization of the CAP after 1992. Institutional prices for grains these were
prices at which the governments were obliged to buy in any amount of specific

—

commodities at a guaranteed price were gradually abolished and direct hectare
payments were introduced which aimed to compensate for the farmers’ income
losses (KREI KNU, 2010). This policy change helped East German agriculture
to better cope with the price shock of 1990 (Koester, 2010). Until today direct
payments have a great share in farm income, this is especially valid for cash
crop farms. In the business year 2013/2014 legal persons in East Germany received on average 342,572

€

direct payments per year; the share of total sub-

sidies on their farm income amounted in average 49% (BMEL 2015).
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In addition, the EU co-financed at these times (and until today) the development of structurally remote regions. East Germany was classified as an EU region with top support priority, which meant that up to 75% of all expenses on
structural programs were covered by the respective EU fund (Koester, 2010).
This privilege applied also to other EU members lagging far behind the average
EU economic level.

Between 1994 and 1999 around 27 billion DM of EU

structural funds were transferred to East Germany. Agriculture benefited indirectly as the transfer improved the infrastructure in the region and created employment (KREI KNU, 2010). For the funding period 2014-2020, East
Germany does no longer belong to the maximum funding areas but is classified
as “transition region” where average GDP/capita amounts between 75-90% of
EU average. Funds have been cut back in the funding period from 2014 to
2020; the East German States will receive around 47 % of the EU funds available to Germany for these purposes (BMWi 2015). EU also assists the East
German federal states with programmes to promote the rural development with
the assistance of the EU Agricultural Fund for Rural Development (EAFRD).

5.1.4. Private sector investments
In the course of privatisation and restructuring, many West- but also East
Germans invested in East Germany agriculture. In the early nineties, many departing collective members set-up their own farm with the land and facilities
returned in the course of restitution

– so called “Wiedereinrichter” (Re-estab-

lishers). In addition, so called “Neueinrichter” (New-establishers) set up new
farms mainly with leased land and new machinery. Many of the “Neueinrichter”
as well as - although to a lesser extend - “Wiedereinrichter” originated from
West Germany and later on, also the Netherlands (for the latter only
Neueinrichter) and moved to East Germany to establish a farm. Data on the ex-
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tend of these investments is hardly available. However, a survey for Thuringia
indicates that 187 (or 18%) of in total 1,043 “Establishers” originated from
West Germany. These West German farmers cultivated in 1995 approx. 54,800
ha

– which accounts for 26 % of the total agricultural land bank (213,000 ha)

cultivated by “Establishers” (Kuester, 2002, p. 216). According to the same survey, West German farmers were often allocated in areas where the LPG successors did not decide to merge with other LPG successors in the course of
decollectivisation. This might indicate that in areas where no unity between
LPG successors existed, it might have been easier for West German competitors
to establish a farm and to lease land (Kuester, 2002, p. 217). In the Thuringian
case, most of the West German establishers engaged in cash crop farming.
In addition, several Dutch enterprises (e.g., Tonkens, Straathof-Holding) massively invested in the livestock sector, as the collapse of East German livestock
production offered investment opportunities and suitable facilities for intensive
animal production for capital-strong investors. Already in GDR times LPG specialised in livestock had on average capacities for 20.000 fattening pigs or 1500
sows (top agrar, 2011). In addition, the availability of crop land for fodder and
manure management combined with comparable low production costs offered
huge development potential. Thus, facilities and stables were modernised and
managed by Dutch experts already in the early nineties. Today, more than 50%
of all sows in Saxony-Anhalt and Thuringia are in the hand of Dutch investors.
Similar shares can be observed for the pig fattening (top agrar, 2011). However,
these large animal production units might likely face limited growth perspectives in future as the social acceptance for intensive livestock production is
continuously decreasing due to animal welfare, consumer-, environmental- or
emission reasons.
An overview on the development of Foreign Direct Investment (FDI) stocks
in German agriculture is presented in Fig. 11. In comparison to other industrial
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sectors, foreign direct investment in German agriculture is fairly low. In 2013,
foreign direct investment stocks in agriculture amounted 161 Mio.

€

and con-

tributed by that only to 0.013% of the total FDI stock of 458 bill.

€

(Fig. 11).

In 2013, FDI stocks as well as the number of recorded enterprises increased
again, which might indicate that the post crisis effects are overcome and foreign
investments pick up. Considering the still existing equity lack among East
German farms it could be discussed whether a more intensive FDI involvement
or alternative finance instruments might be an option for utilising further growth
potentials.
<Fig. 11> Stocks of foreign direct investment in national enterprises, German agricultural
sector*

Note: *Incl. forestry and fisheries
National enterprises: until 2006 without dependent holdings, changes in registration thresholds
in 2002 reduced number of captured entities
Source: Deutsche Bundesbank, various years

These alternatives involve considerable risks as well. FDI involvement in agricultural enterprises increases dependency on foreign shareholders. Especially in
the land intensive agricultural production, FDI involvement in farming enter-
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prises might socially not be accepted, as the discussion on land grabbing
demonstrates. Alternative finance instruments such as e.g. bonds demand stable
growing net profits to cover the interest rates. Especially for East German farms
this can be critical in years of declining yields and/or prices. The insolvency
of KTG Agrar SEin 2016 demonstrates (Agrar heute, 2016), that interest rates
of more than 7% on bond emissions, combined with unstable net profits, a low
equity base, and high investment activities can jeopardize firm liquidity. As a
result, the enterprise was not able to pay the interest rates of 18 Mio.
an outstanding bond volume of 250 Mio.

€

€

of

in June 2016 (FAZ, 2016).

According to the German legal system, the state can exert influence only directly on agricultural land sales. The legal framework is defined in the German
Law on Real Estate Transactions (Grundstücksverkehrsgesetz (GrdstVG)).
Depending on the perspective the GrdstVG is characterised by some experts and
farmers as “blunt instrument” while others recognise its preventive (or hindering) effect: All land transfers have to be notified and above approx. 2 ha must
be approved by a responsible administration office (Tietz et al, 2013).
According to the law, a pre-emption right of farmers against non-agricultural investors can be executed if the potential purchaser is a non-farmer and if there
are local farmers who need to increase the farm size. An interested non-local
farmer has by law the same purchase rights as an interested local farmer, irrespective from the farm size, financing model of the land purchase and origin
of the purchase capital. Legal persons, active in farming are equal to individual
farmers, while business partnerships have to proof that the principal shareholder
is a full-time farmer (Glas, 2013). The GrdstVG is not applicable if partnership
shares of agricultural enterprises (which own agricultural land in most cases)
are for sale

– so called share deals. In this case it is neither it is relevant here

if the potential investor is an active farmer (Glas, 2013). Especially for large
corporate farms, investments through share deals seem to gain relevance, espe-
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cially for East Germany and especially for limited liability companies (Forstner;
Tietz, 2013).
Investments in agricultural land have recently gained public attention in the international and national context. In Germany, the recent increase in sale and
rental prices for agricultural land (has often been linked to the activities of supra-regional and non-agricultural investors. Unfortunately, statistics about these
activities do hardly exist. Surveys by Thünen Institut (Tietz et al, 2013) in four
study regions show that the group of non-agricultural and supra-regional investors is very heterogeneous. These investors proofed to be more relevant in the
land market of East German case study regions, while the investors here often
origin from West Germany. Although some of the interviewed persons made
general statements that rising land prices would threat farm stability, no concrete case was reported where investors endangered the existence of local farms
(Tietz et al, 2013). Investments occur in form of loans, purchase of company
shares or complete farms takeovers. Complete takeovers of farms were especially relevant important for the two East German case study districts and affected mainly large corporate farms with few shareholders. As shareholders retire their shares need to be repurchased by remaining shareholders. As a large
amount of capital is needed this situation offers an entry opportunity for new
investors (Tietz et al, 2013). Investors were normally regarded less critically or
positively if they integrated well into local community, jobs were secured or
farmers cooperated with neighbouring local farms (Tietz et al, 2013).

5.1.5. Conclusions on public and private investments
Massive financial assistance. The transition from a centrally planned to a market economy resulted in a massive shock for East German agriculture in the
early phase of transition (Mollers et al., 2011). The strategy of the German gov-
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ernment was to establish the framework for a market economy, combined with
massive assistance by West Germany and EU. The fast and rapid adjustment
of the sector was strongly influenced by the huge financial support. The investment support could however not prevent rising unemployment as modern technology was introduced.
Stable government structures. Germany had in addition the specific advantage
that it was able not only to transfer financial- but also human capital for establishing efficient and stable governance structures, which create the basis of a
stable and supportive environment for business operations and investment.
International / venture capital for further growth? Investors from West
Germany but also from abroad invested in East German agriculture. Investments
occur in form of loans, purchase of company shares or complete farm
takeovers. Unfortunately, no official statistics exist on the extend of the investment activities. Thus it is hard to quantify the effects. Investments secured firm
liquidity, innovation and further growth. Considering the still existing equity
lack among East German farms it could be discussed whether a more intensive
FDI involvement or alternative finance instruments might be an option for utilising further growth potentials. FDI involvement in agricultural enterprises increases however the dependency on the investors. Especially in the land intensive agricultural production FDI involvement in farming enterprises and investments in so called factory farming facilities might not be accepted in the
public. Alternative finance instruments (e.g. bonds) demand stable net profits to
cover the interest rates.

52

Annex Tables
<Tab. 1> Macroeconomic development, Germany, all sectors
‘91

‘92

‘93

‘94

‘95

‘99

‘03

‘07

‘11

‘15

Population (in 1000)

83,410 83,944 84,397 84,593 84,742 84,739 84,826 84,254 83,577 84,944

East Germany

18,061 17,878 17,768 17,671 17,586 17,200 16,701 16,261 15,906 15,992

West Germany

65,349 66,066 66,629 66,922 67,156 67,539 68,125 67,993 67,671 68,952

Workforce (in 1000)

38,790 38,283 37,786 37,798 37,958 39,031 39,200 40,325 41,577 43,032

East Germany (with Berlin)
West Germany

8,490

7,638

7,475

7,624

7,761

7,617

7,251

7,438 7,594

7,725

30,300 30,645 30,311 30,174 30,197 31,414 31,949 32,887 33,983 35,307

GDP per workforce in %
East Germany
(West Germany = 100%)

45

57

66

70

71

74

77

77

79

81

GDP growth rate (%
change on previous year)

-

1.9

-1

2.5

1.7

2

-0.7

3.3

3.7

1.7

East Germany (with Berlin)

-

7.5

8.7

8.3

5.2

1.7

-0.2

2.9

2.5

1.9

West Germany

-

1.3

-2.1

1.5

1.2

1.9

-0.9

3.3

3.9

1.7

GVA per workforce in %,
East Germany
(West Germany=100)

34

47

57

62

64

68

73

73

74

77

Agriculture

52

74

120

106

107

112

111

118

122

120

Manufacturing

29

41

51

57

58

62

69

73

69

72

Services

51

61

69

73

74

76

79

77

82

84

-

-

-

14.8

13.9

17.3

18.5

15

11.3

9.2

-

-

-

8.1

8.1

8.6

8.4

7.4

6

5.7

-

5.1

4.5

2.6

1.8

0.6

1.1

2.3

2.1

0.3

41.5

44.1

48.2

50.4

54.8

60

62.9

63.5

78.3

71.2

General government
balance (% of GDP)

-3.2

-2.6

-3.1

-2.5

-3.1

-17

-4.2

0.2

-1

0.6

Export rate (% of GDP)

23.7

22.3

20.4

21.1

22

27

32.6

43

44.8

46.9

Unemployment
East Germany (%)
Unemployment
West Germany (%)
Inflation (annual average,
% change on previous
years)
Gross debt (% of GDP)

FDI stocks
(in million DM until 1998
/million EUR from 1999)

187,972 193,624 198,819 215,521 237,838 234,177 306,042 472,453 402,016

-

Source: Arbeitskreis „Volkswirtschaftliche Gesamtrechnungen der Länder, Bundesagentur für Arbeit,
Destatis, Deutsche Bundesbank, Eurostat
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<Tab. 2> Development in agriculture, Germany
‘91

‘92

1,174

1,037

959

921

866

773

695

667

670

635

East Germany
(withBerlin)

343

226

190

185

182

166

143

131

130

126

WestGermany

831

811

769

736

684

607

552

536

540

509

Share on
total GVA(%)*

1.2

1.1

1

1

1

1

0.9

0.8

0.8

0.6

East Germany
(withBerlin)

1.9

1.5

1.7

1.4

1.5

1.6

1.3

1.3

1.3

0.8

West Germany

Employment in
agriculture(in1000)*

‘93

‘94

‘95

‘99

‘03

‘07

‘11

‘15

1.1

1

0.9

1

1

0.9

0.8

0.8

0.7

0.5

GVA growth rate
(%change on previousyear)*

-

–3

–10

–28

2

8

2

25

–10

–2

East Germany
(withBerlin)

-

–6

19

–36

9

11

–0

43

–10

–6

West Germany

-

–2

–16

–25

1

8

3

21

–10

–1

GVA per workforce
(currentprices,in€)*

14,305 15,779 16,706 18,439 20,756 24,386 25,013 27,987 29,801 23,666

East Germany
(with Berlin)

8,677 12,422 19,307 19,357 21,942 26,599 27,207 31,932 34,919 27,321

West Germany

16,626 16,713 16,061 18,208 20,440 23,778 24,446 27,024 28,564 22,765

Agri-food Imports
(inbillion€)

-

-

Agri-food Exports
(inbillion€)

-

-

Producer price crop
production,
annualaverage
(2010=100)

-

-

Producer price livestock
production ,annual average
(2010=100)

-

FDI stocks(in million DM
until 1998/million
EURfrom1999)*

-

-

-

35

40

45

57

71

-

-

19

25

32

46

60

-

-

-

95

83

92

109

116

114

-

-

-

93

85

89

102

112

102

-

-

-

246

242

182

174

85

-

Note: *Incl. forestry and fisheries
Source: Arbeitskreis „Volkswirtschaftliche Gesamtrechnungen der Länder“,
Ernährung und Landwirtschaft, Deutsche Bundesbank

Bundesministerium für
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Annex Figures
<Fig. 1> Population* by professional qualification 2014 (in %)

Note: * > 15 years
Source: Destatis, 2015

<Fig. 2> Development of rental prices for agricultural land
(Bestandspacht/existing leasehold contract)

Source: Balmann, 2015
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<Fig. 3> Development of rental prices for crop land, Saxony-Anhalt

Source: Balmann, 2015

<Fig. 4> Development of sales prices agricultural land

Source: Balmann, 2015
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<Fig. 5> National migration balance East Germany, 2000-2013

Source: Statistische Ämter des Bundes und der Länder, 2015

<Fig. 6> Average monthly gross household income, in €

Source: Destatis, 2016b
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Ukraine

1. Political development
Ukraine is generally considered a late starter on the transition from the planned economy to the market one (Koch-Weser, 1997; Sutela, 2012). After gaining its independence from the Soviet Union in 1991, the country has been heavily affected by macroeconomic imbalances which, to a great extent, can be attributed to the government’s poor performance in establishing market
institutions. One reason for that was an overabundance of continuity in the
Ukrainian establishment (Aslund and de Menil, 2000), even in spite of the fact
that Ukraine had two parliaments and seven governments between 1991 and
1996 (Shen, 1996). Due to the lack of understanding in the Post-Communist society on how to reform the country to become a market economy, unreformed
Soviet-like institutions were established at the expense of market-oriented ones
in 1991-1993 (Shpek, 2000). Similar to other Post-Soviet countries, this lack of
understanding and little commitment to responsibly establishing a democratic
system and transforming political relations with the former Soviet counterparts
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nurtured the creation of the Commonwealth of Independent States, a co-founder
of which Ukraine immediately became along with Russia and Belarus in 19913)
(Dallago and Rosefielde, 2016). Furthermore, the dissolution of old economic
ties accompanied with the absence of the new ones as well as with poor macroeconomic policy by the President Kravchuk’s government has led to a deep
economic crisis. Therefore, resolution of urgent economic issues was the main
priority after 1993, whereas formulation of the country’s international policy
was on the sidelines of the government’s agenda.
A partly successful economic reform of 1994-1995, introduced by the newly
elected President Kuchma (see more on this in the subsequent chapter on
General economic development), has led to twofold results (Shpek, 2000). On
the one hand, the necessity of formalization of the democratic principles accompanying market relations (such as protection of property rights, rule of law,
freedom of assembly, etc.) was recognized and led to adoption of the
Constitution of Ukraine in June 1996. Among other things, the Constitution provided for an international political vector toward gradual integration of Ukraine
into the European Union (EU). On the other hand, the reform anchored the
dominant status of “new” capitalists, representing primarily former Soviet activists and Communist party insiders. This outcome is not surprising as the emer3) Ukraine chose not to ratify the CIS Charter as it disagrees with Russia being the only legal successor to the Soviet Union. Thus, it does not regard itself as a member
of the CIS. In 1993, Ukraine became an Associate Member of the CIS. On March
14, 2014, a bill was introduced to Ukraine's parliament to denounce the ratification
of the 1991 Agreement Establishing the CIS, following the Russian military intervention in Ukraine and annexation of Crimea, but was never approved. Following
the 2014 parliamentary election, a new bill to denounce the CIS agreement was
introduced. In September 2015, the Ukrainian Ministry of Foreign Affairs confirmed
Ukraine will continue taking part in the CIS "on a selective basis". Since then,
Ukraine has had no representatives in the CIS Executive Committee.
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gence of capitalism in most Central and East-European countries was accompanied by adoption of large numbers of laws and regulations over a short period
of time; the implementation and sustained enforcement of these laws was a
challenge, requiring backing from the political process. As a result, the narrow
base of insiders was often entwined with policymakers, forming new elites and,
at the same time, causing concerns about the level of implementation and enforcement of key provisions (Berglöf and Pajuste, 2005). Rent seeking in key
sectors such as metal industry and energy became one of the permanent features
of the contemporary Ukrainian politics (Shpek, 2000).
Rival regional clans of Ukraine’s insiders contented themselves for much of
the 1990s with controlling state-owned enterprises’ corporate governance. They
dispensed with maximizing the present discounted value of the state’s assets,
concentrating instead on using revenue streams from state enterprises for their
own purposes. The economy suffered because rent-seeking, collusion, monopoly
power and fraud took precedence over competitive efficiency. Many insiders became billionaires and oligarchs (cf. Dallago and Rosefielde, 2016). Thus, political and economic systems in Ukraine are closely intertwined and their evolution
significantly depends on the narrow pool of personalities.
Russian and Asian financial crises of 1998 led to the situation that the
Ukrainian economy was in a particularly precarious state, approaching external
default (Aslund, 2005). The oligarchs came to the conclusion that Ukraine’s
creditworthiness had to be restored and decided to promote Mr. Yushchenko,
a former Head of the central bank, to become a Prime Minister (head of the
government) in 1999 (Aslund, 2005). Yushchenko has managed to restore
Ukraine’s creditworthiness and substantially improve the economy, but did so
with a vengeance directed against the oligarchs (cf. Aslund, 2005). In April
2001, Yushchenko was dismissed by the President Kuchma (as Ukraine had a
presidential-parliamentary form of governance until 2005). Since then the power
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of oligarchs has substantially increased. They dominated the presidency, cabinet
of ministers, parliament and media and, therefore, became increasingly exposed
to public criticism.
The result of the accumulating dissatisfaction with little democracy was the
Orange Revolution at the end of 2004. The state governance system turned out
to be transformed into a parliamentary-presidential, being accompanied by the
adoption of liberal and EU-harmonization laws. In 2008, Ukraine entered the
WTO. In May 2009, Ukraine along with Armenia, Azerbaijan, Belarus,
Georgia, and Moldova joined the Eastern Partnership, a project initiated by the
EU and intended to provide an avenue for discussions on trade, economic strategy, travel agreements, and other issues between the EU and its eastern
neighbors. Nevertheless, the Orange Revolution’s democratic victory consequently proved to be an obstacle to progressive Post-Soviet Ukrainian political systems building. Parliamentarians and oligarchs battled over socioeconomic
inclusion and exclusion. The global financial crisis of 2008 exacerbated matters
further by pitting rival westernizers (i.e. those backed by small and medium-size
businesses and civic society) and easternizers (i.e. those backed by oligarchs
originating from large industrial enterprises in the East of Ukraine) against each
other in a struggle over a shrinking pie (cf. Dallago and Rosefielde, 2016).
The economic distress inadvertently caused by the Orange Revolution and the
global financial crisis eventually pushed the electorate away from laissez-faire
and toward social protectionism (ibid.). As a result, Mr. Yanukovych became
the President in 2010. The Parliament has again changed the Constitution and
the state has again become presidential-parliamentary. Yanukovych curtailed
freedom of assembly, increased executive control over the judiciary and used
the security and tax services to harass activists and opponents, paving the way
to the Euromaidan4) in autumn 2013, Russia’s annexation of the Crimea in
March 2014 and continued domestic and foreign strife (ibid.). Despite the desta-
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bilization, Ukraine has signed the Association Agreement with the EU in
summer 2014. Although the Agreement came into force in January 2015, the
EU has unilaterally lifted its import tariffs in summer 2014 for all Ukrainian
products supplied within the quotas specified in the part of the Association
Agreement on Deep and Comprehensive Free Trade Area (DCFTA) between
Ukraine and the EU. Under the Presidency of Mr. Poroshenko (elected in May
2014, being himself an oligarch from the confectionary industry), Ukraine is
further adapting its legislation to the EU norms and implementing a number of
reforms in the judiciary, fiscal, financial, administrative, health protection, food
safety systems, etc. The state has again turned to the parliamentary-presidential
form of governance. Although to a lesser extent of visibility, the impact of the
oligarchs on the cabinet of ministers, parliament and media is still strong.

2. General economic development

2.1. 1991-1993
After the dissolution of the Soviet Union in 1991, Ukraine has experienced a
huge economic downturn and destabilization. While being adversely affected by
disruption of trade with other former Soviet republics, the move to world prices
and higher prices for energy imported from Russia, the country had one of the
worst inflation rates in the region at that time. Ukraine did not conduct a large

4) Euromaidan or the Revolution of Dignity has begun as the society’s reaction to
Yanukovych’s refusal to sign the Association Agreement with the EU in autumn
2013.
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amount of trade with countries outside of the Soviet Union before
independence. In 1990, its foreign exports, valued at international prices were
about 5% of GDP, whereas its share of Soviet inter-republican exports accounted for about 20% of GDP. Johnson and Ustenko (1993) estimate that the
total terms of trade effect on Ukraine of the move to world prices led to a loss
of around 2.5 percent of GDP. At the same time, the disruption of inter-republican trade relations may have led to a loss of one fifth of Ukrainian exports,
primarily through difficulties with exports to Russia. Furthermore, Ukraine had
to pay the world price for energy, 50 percent of which was imported from
Russia.
As a result, Ukrainian inflation during 1992 was over 1000 percent and roughly in line with that of Russia

– not surprising since Ukraine remained at least

partially in the ruble zone. However, inflation was accelerated dramatically
since Ukraine left the ruble zone fully in November 1992. In seven months
since November, prices have risen 1863 percent. In the second week of August
1993, the black market exchange rate of Ukrainian karbovanets was depreciating to 7 percent a day against the US dollar. At the end of 1993, inflation exceeded 10,000 percent in year-over-year terms (Johnson and Ustenko, 1993).
Ukraine was also falling behind in its payments for Russian oil and, as a result, deliveries were down to one-fifth of the agreed level. Consequently, there
has been a fall in output in almost all sectors.5) Measured real wages have also
fallen and there has been a particularly large decline in purchasing power over
basic goods, such as bread and meat. GDP per capita was at the level of $92
5) As indicated by Johnson and Ustenko (1993), from the first quarter of 1992 to the
first quarter 1993, the output of electric energy fell 5%, the output of coal fell 5%,
the output of chemicals fell 17%, the output of wood fell 3%, the output of pulp
and paper fell 15%, the output of bread fell 11%, the output of meat fell 17%, and
the output of milk fell 35%. This decline has then continued.
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which is extraordinary low if compared to pre-independence purchasing power
parity numbers of about $3,860 per capita. To this effect, Ukraine’s retail price
level rose almost 22 times from December 1991 to December 1992. Officially
measured wholesale prices increased 25 times. The housing costs have also increased considerably: 10 times in 1992 (Johnson and Ustenko, 1993).
One of the main reasons of the drastic decline in the economy and living
standards was the Ukrainian government’s inability and unwillingness to introduce rapid reforms. Ukraine was characterized by the disintegration of state
control over the economy while the central bank
Ukraine (NBU)

– the National Bank of

– provided low interest credits through four state banks to fa-

vored sectors, which were still and almost fully dominated by non-privatized
state enterprises. The main problem in this regard was though the government’s
shrinking revenue in real terms rather than an increase in real spending. General
government revenues were around 27 percent of GDP, whereas general government spending was at the level of 43 percent of GDP. Because the government
failed to index taxes in order to reduce the negative effects of inflation and simultaneously conducted preferential credit policy, the general deficit of the state
budget grew from 2 percent of GDP to 16 percent of GDP in 1992 (Popiel,
1993).
In this context, any deficit of the Ukrainian government was financed almost
exclusively by the printing of money. As a result, the amount of currency in
circulation rose 21 times. At the same time, the full move from the ruble zone
in November 1992 was followed by strong pro-stabilization announcements by
the government. However, although there were some initial signs of fiscal austerity, these announcements failed to materialize. The government’s emergency
powers gave it greater control over the NBU than previously but, despite this,
the NBU granted far more in credits to state enterprises than had been
authorized. Therefore, the government’s extra powers did not result in anything
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approaching a coherent anti-inflation policy and monetary emission has continued unchecked (Johnson and Ustenko, 1993).
Thus, the government’s gradual approach toward reforms meant changing the
previous structure of industry and trade as little as possible. At the same time,
privatization has also failed although it was at the top of the political agenda
and the Ukrainian Privatization Program was adopted by the Parliament in July
1992. The primary reason of this failure was political opposition to privatization
which succeeded to postpone timely adoption of further privatization programs.
As a result, the role of speed of privatization as one of its main success factors
diminished (ibid.).
In the absence of a coherent government privatization strategy, insiders
managers and workers of state firms

–

– have acquired some property rights for

free or at very low prices. However, they did not own the whole firm because
privatization was incomplete. Furthermore, there were no clear rules for converting partially privatized assets into fully privatized assets. Insiders obtained
strong claims to be able to minimize the property rights obtained by outsiders.
A presidential decree on the conversion of state enterprises into joint stock
companies was issued in June 1993 but the extent of entwinement between the
government and powerful insiders has been already so high that the ministries
and other state agencies were not able to effectively control the process. As a
result, subsequent participation of the population as a whole in privatization was
limited (ibid.).

2.2. 1994-1999
As a reaction toward economic disorder, hyperinflation and social suffering,
the new government launched essential reforms in 1994. An International
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Monetary Fund (IMF) mission began working on a financial stabilization program in August 1994. One month later, Ukraine had adopted its first program
with the IMF; a so-called Systemic Transformation Facility, which was less demanding than an ordinary stand-by agreement. Such an agreement was concluded in March 1995. The IMF assisted Ukraine in restructuring its foreign
debt so that international arrears were partly turned into state debt and partly
paid for with international financing (cf. Aslund and de Menil, 2000).
In late 1994, major economic and price liberalization was undertaken and
Ukraine’s budget deficit was sharply reduced in line with the IMF program.
The big wave of deregulation that occurred in November 1994 resulted in a
price hike of 72 percent. Only gradual deregulation has been undertaken with
respect to public utilities and services such as rent, household energy consumption, and public transportation, where drastic price liberalization would
have harmed the standard of living. Energy prices for enterprises swiftly
reached world market levels. In January 1996, prices of communal services and
energy for households were raised to a cost recovery ratio of 60 percent; thus,
a large share of household income went to rent and heating. However, the government initiated a targeted support for those experiencing difficulties in paying
the new higher tariffs (Shpek, 2000).
Domestic trade was completely free in 1995-1996 but, in practice, old regional
wholesale organizations controlled the wholesale prices of a variety of goods,
particularly food. Retail prices and price differentials among the regions were
much lower than e.g. in Russia (ibid.). The exchange rate was unified as set
by the market and all privileges such as cheap hard currency have been
abolished. The official exchange rate was determined by the volume of trade
on the Kyiv interbank currency exchange, which has been opened to all legitimate participants. Importers could obtain their currency legally at a market
price and exporters no longer needed to hoard hard currency. Ukraine in-
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troduced a very liberal import regime without any quantitative restrictions on
imports. On average, import tariffs were only about 5 percent, although a few
commodity tariffs were as high as 60 percent. Exports have also been liberalized and all export quotas and licenses abolished (ibid.).
In October 1994, Ukraine launched a serious attempt at financial stabilization.
Unlike previous attempts, this was a full-fledged effort involving fiscal policy,
monetary policy and liberalization, which was supported by the IMF and substantial international financing. The budget deficit shrank radically from 9.1 percent of GDP in 1994 to 3.2 percent of GDP in 1996. In order to achieve this,
unnecessary enterprise subsidies, price subsidies, and capital investments were
severely reduced, while all other expenditures were capped. Total public expenditure was reduced from 41.9 percent of GDP in 1994 to 37.8 of GDP in
1995. The process of tax collection continued to function well. Tax reform has
been initiated, including a modern profit tax and a value-added tax. A strict
monetary policy led to a gradual reduction in inflation and, in 1996, inflation
fell to 40 percent a year (ibid.). In September 1996, a new currency was
introduced. All karbovanets were exchanged at 100,000 karbovanets for one
hryvnia. This reform was a simple operation in which five zeroes were lopped
off every denomination but it signaled Ukraine’s defeat of inflation (Aslund and
de Menil, 2000).
Overall, 1994-1996 can be characterized as the period of economic stabilization in Ukraine. Inflation has been brought under control, the exchange rate has
stabilized, and the contraction of output has slowed markedly. Structural reforms have been initiated in several key areas to promote private sector development and unleash the economy’s growth potential; price controls have been
lifted; a privatization program has been implemented; the restructuring of the
agricultural and energy sectors has begun; and the trade regime has been liberalized (Fischer, 1997).
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However, in spite of macroeconomic stabilization, growth remained a distant
target. There are a number of reasons for this. First, privatization has been
unsatisfactory. Although a half of the 1995/96 mass privatization target has
been met and two-thirds of the small-scale privatization has been completed,
land reform was making slow progress and privatization was insider dominated,
which did not promote new, strong owners who would undertake serious enterprise restructuring (Aslund and de Menil, 2000).
Second, although the government continuously spent large amount on social
expenditures, the social safety net was miserable and the “social” expenditures
tended to be showered on the wealthy rather than the poor. Because of the absence of clear budget policy and due to ad hoc cuts in expenditures, far too
many government expenditures have been disbursed, for example, enterprise
subsidies and credits to big industrial enterprises, even though such expenditures
have not been included in the budget. At the same time, planned social expenditures have fallen short of targets and substantial budget arrears have
accumulated. Barter schemes dominated the exchange relationships. To this effect, despite a well-functioning process of tax collection, taxes remained too
high, in particular, payroll taxes of 51 percent and income tax rates at a maximum of 40 percent. As a result of high taxes, tax evasion remained massive
and a vast share of the economy

– roughly 50 percent of GDP – has been

driven underground (Shpek, 2000).
Third, the very functioning of the state was problematic as the government
was haphazard at best and usually corrupt and excessively bureaucratic. This
was the main reason why a new reform program that was initiated by the
Ministry of Economy and aimed to promote growth failed in 1997. The program set the objective to limit the budget deficit through cutting of unjustified
public expenditures, while diminishing the number of taxes and the highest tax
rates, notably the payroll tax. A liberalization of the payment system was sup-
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posed to further draw the grey economy into the open and make arrears less
attractive. Far-reaching deregulation of enterprises, especially in licensing, was
another part of the program. The regulation of natural monopolies needed to be
improved. A pension reform that was never completed, even in draft, was also
part of the reform program. Parliament discussed the reform package intermittently with great hostility. At the same time, rigorous regulations such as
grain exports prohibition were introduced ad hoc. None of the proposed changes
were adopted, and rent seeking and arrears proliferated, particularly in gas trade
(Aslund and de Menil, 2000). At the same time, the economy’s energy intensity
has not declined (Koch-Weser, 1997).
In 1998, rampant financial crisis that had first spread over Russian and Asian
markets and then over Ukraine, prompted the Ukrainian government to
undertake some long-required, largely fiscal measures, such as substantial cuts in
public expenditures, in the budget deficit, and in the payroll tax. Even so,
standstill rather than reform has characterized Ukraine’s economic policy in
1995-1998 (Aslund and de Menil, 2000).

2.3. 2000-2009
At the end of 1999, the country was in a particularly precarious state, approaching external default (Aslund, 2000). As a reaction, the new government
enacted a law that abolished 270 legal acts that sanctioned subsidies and privileges in the regulation or taxation of various business establishments (Aslund,
2005). The government rapidly rooted out barter and offsets, by demanding that
all due payments to the state be made solely in cash (Aslund, 2005). In the energy sphere, the gas trade with Russia was reformed so that the oligarchs were
forced to pay for their deliveries (Aslund, 2005). A large number of big companies were privatized, many by sale to Russian businessmen, who were prepared
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to pay more than the homegrown Ukrainian oligarchs (Aslund, 2005). Adding
to the foregoing were the consequences of land reform, which dismantled the
old collective and state farms and transferred the land to peasants (Aslund,
2005). By raising state revenues, the government turned a budget deficit of 1.5
percent of GDP in 1999 to a surplus of 0.6 percent in 2000, and reduced the
foreign state debt from $9.3 to $8.0 billion (Aslund, 2005). Additionally, the old
rent-seeking system could not be restored. The successful oligarchs had been
transformed from rent-seeking arbitrators to producers, notably of steel, while
several energy traders vanished (Aslund, 2005).
The Ukrainian economy took off, with growth of 5.9 percent in 2000, and
even accelerated later. From 2000 to 2004, Ukraine’s GDP has risen by a stunning annual average of 9 percent, and in 2004 it surged by no less than 12.1
percent (ICPS, 2005). The structure of the economic growth looked quite
reassuring. It was primarily driven by industry, notably by steel production,
food processing, and increasingly by machine building (Aslund, 2005). The
growth was export-driven, and in 2004 exports surged by an incredible 42 percent (Aslund, 2005). Gross investment in fixed assets grew by some 30 percent
in both 2003 and 2004. Also, agriculture made an impressive recovery. As a
result, Ukraine enjoyed an extraordinary economic upswing, with the highest
growth rate in Europe (Aslund, 2000).
The country’s macroeconomic indicators improved steadily. Inflation stayed in
single digits from 2001 until the election campaign in 2004, and the state budget was more or less in balance (Aslund, 2005). Ukraine ran up substantial trade
and current account surpluses, and public debt fell to 25 percent of GDP
(Aslund, 2005). Average wages and disposable household income rose much
faster than GDP. In 2004, disposable household incomes escalated by 16.8 percent, and the average pretax wage by 23.8 percent. In addition, personal income
tax was reduced from the progressive tax peak of 40 percent to a flat tax of
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13 percent (Aslund, 2005). Unemployment had also declined from 11.7 percent
in 2000 to 7.8 percent in the third quarter of 2004. Pension arrears were eliminated in 2000, and while wage arrears persisted, they fell drastically from that
year onward (Aslund, 2005). Admittedly, living standards remained low; the
average wage increased to $111 a month in 2004, i.e., to about one-half of the
Russian level (Aslund, 2005).
It was generally evident that the outcome of the 2004 Orange Revolution could
create an opportunity for dramatic change in the way the country is governed
(Aslund, 2005). Anticipating such change, several international organizations,
notably the United Nations, the World Bank (Litwack and Wetzel, 2004), the
OECD (2004), and the European Business Association (2004), proceeded to
draft advisory economic programs for the future. Possibly, the most ambitious
program was the one prepared by the Blue Ribbon Commission, sponsored by
the United Nations (Aslund, 2005). The report of the Blue Ribbon Commission
(2005) identified five key areas in need of reform. First and most urgent was
the effort to reshape the political domain in order to ensure societal accountability of the state (Aslund, 2005). Second, social transfers as well as health
care and education needed to be more effective so as to benefit the truly needy,
rather than the affluent (Aslund, 2005). Third, the tax system as well as legal
foundations of the financial system needed to be overhauled so that both
worked to stimulate economic growth (Aslund, 2005). Fourth, a clear dividing
line had to be drawn between the state and private enterprise, so that property
rights were fully protected (Aslund, 2005). And fifth, integration with the world
economy had to be facilitated by efforts to join the World Trade Organization
and eventually the European Union (Aslund, 2005).
However, from the beginning, the new government donned the mantle of
populism. Its prime focus was on re-privatization, with vengeful pursuit of the
oligarchs (Aslund, 2005). A second characteristic was its emphasis on generous
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social expenditures and public wages, which required increases in tax revenues
(Aslund, 2005).6) The third effort was to meet the threat of rising prices by introducing price controls. These largely populist objectives took so much of the
government’s time and effort that liberal policies such as accession to the
WTO, integration with the European Union, and deregulation were put on the
back burner, while adoption of financial legislation appeared to have been largely abandoned (Aslund, 2000).
Thus, what appeared to be a liberal revolution suddenly turned into socialist
populism (ibid.) and the positive 2001-2008 growth performance was not so
much based on reforms as on transient factors (Sutela, 2012). The reprivatization drive had brought investment and construction to a painful halt. The exceedingly high tax burden harmed business and investment, while rising costs
neither stimulated enterprise nor calmed the surging inflation (Aslund, 2005).
The extraordinary boom in the steel industry appeared to have faded, and
Ukraine was not benefitting from access to any new markets (Aslund, 2000).
Compounding this was the financial crisis that rocked the international economic system in 2007-2008. Ukraine’s lack of sound domestic economic structures and debt accumulation made it especially difficult for the country to survive the crisis. Though Ukraine was not particularly deeply indebted, its debt
stock has grown rapidly. Ukraine has since independence received important official development assistance. Gross reserves have grown from less than a
month’s imports to around five months’ worth from 2005 to 2010, still a modest level. Public and private foreign debt has risen fast from more than $10 bil-

6) In spite of worsening demographics, a huge pension burden still remains one of the
major problems. In a nation of 46 million inhabitants, the pensions of 14 million
pensioners grew from 9.2 percent of GDP in 2003 to almost 18 percent in 2009.
This is one of the heaviest pension burdens globally (Sutela, 2012).
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lion in 1997-2002 to over $100 billion in 2008-2009. The 2008 level was 56.4
percent of GDP and 118.7 percent of exports (Sutela, 2012).
In 2009, as GDP declined and the hryvnia weakened, external debt stock was
91.5 percent of GDP and 191.6 percent of annual exports

– clearly an un-

sustainable level for Ukraine. In late 2011, Ukraine’s official reserves were
some $30 billion. Paying back the debt was close to impossible without foreign
finance, preferably in the form of disbursements from the IMF. A two-year IMF
stand-by arrangement, put in place in 2008, provided exceptional access to financing that was crucial in helping Ukraine through the Great Recession. In
particular, it helped to prevent a banking crisis. In many respects, however,
Ukraine reneged on its commitments, and the program went off-track very soon.
This concerned fiscal, exchange rate, and monetary policies, but in particular
the energy sector (ibid.).
In 2008, Ukraine committed itself to phasing out all gas subsidies in three
years, but little was done on that front. For some specific industries, gas prices
were actually decreased in 2009. Ukrainian households still paid traditionally
extremely little for gas. Officially the low gas prices were justified as poverty
alleviation, but this “pro-poor” policy proved to be ineffective for the state
budget and unequal for population. The gas price subsidy is widely viewed as
a way to line the pockets of oligarchs, not help the poor. At end of 2009, gas
prices for households accounted for about one-fifth and those for utilities for
one-third of import prices.7) Following this, there was little left of Ukraine’s
credibility as the IMF program partner (ibid.).

7) In 2009, Ukraine signed a new gas agreement with Russia that has increased the
price of imported gas as much as twice.
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2.4. 2010-2013
In 2009, Ukraine’s economy collapsed, with GDP figures plummeting by almost 15%. Populist policies in combination with bad situation at global markets
had a particularly negative impact on local businesses and the banking sector.
The new government, which came to power in March 2010, was able to stabilize Ukraine’s economy quite quickly. It should be noted though that the government was aided in this task by an economic upturn in Ukraine’s major export markets that started in the second half of 2009, and the assistance the government received from the IMF. In 2010, the government resumed its cooperation with the IMF and was granted a credit line of $15.1 billion. IMF’s support
for Ukraine and favorable ratings by credit rating agencies allowed the government to attract funds from abroad. Thanks to an upward trend in global markets, Ukraine’s growth reached 4.2% in 2010 and 5.2% in 2011. The government also managed to reduce the budget deficit to 1.4% of GDP. The economic
revival did not last long, however, and Ukraine’s economy began to slow down
in 2012 (Matuszak and Sarna, 2013).
The IMF loans for Ukraine were granted on the condition that the government
would carry out a series of reforms. In 2010, the government met most of the
conditions set by the IMF with regard to budget stability, monetary policy and
changes to tax law. Other conditions included raising the retirement age for
women and increasing gas tariffs for individual consumers to reflect the market
prices of gas. Although the authorities eventually agreed to press ahead with
state pension reform, the government kept delaying the agreed gas price hike.
This subsequently prompted the IMF to suspend the disbursal of the remaining
loan instalments at the end of 2010 (ibid.).
After the IMF suspended its cooperation with Ukraine, the government began
to struggle to service its national debt. Although Ukraine’s national debt level
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was relatively low, especially when compared with most EU countries (36% of
GDP at the beginning of 2012; but 16 percentage points higher than in 2008),
the problem lied in the fact that much of Ukraine’s national debt was short-term
debt. In the last two quarters of 2012, Ukraine’s economic downturn has turned
into a full-blown recession, raising concerns about the solvency of the
Ukrainian state in 2013, with its highest foreign debt repayments and servicing
charges in years (ibid.).
Meanwhile, the country has also been facing a series of other challenges.
Ukraine’s grey economy, for instance, has been estimated at 40-60% of the
country’s GDP. Although the government has pledged to reduce it, in practice
this has entailed an increase of the tax burden on small and medium-sized businesses (while offering preferential conditions for big businesses), thereby provoking many SMEs into evading their tax liabilities. Additionally, directly affected by the global economic crisis, Ukraine’s banking sector has been described by international financial institutions as the weakest in the region with
high levels of bad loans (ibid.).
In the autumn of 2010, the parliament adopted Ukraine’s new Tax Code, consolidating into a single document all the individual tax regulations previously
contained in various statutes. The new tax code has reduced the number of state
taxes from 29 to 18, while the number of local taxes has dropped from 14 to
5. The corporate income tax rate has been cut from 25% in 2010 down to 21%
in 2012 (towards a target of 16% by 2014

– which would make it the lowest

in Europe). One of the Tax Code’s most important innovations has been the introduction of automatic VAT refunds for businesses. This provision was the
first serious attempt in years to tackle Ukraine’s national debt towards local
businesses, which resulted from overdue VAT refunds (ibid.).
The largest opposition to the Tax Code was voiced by SMEs with regard to
the abolition of a lump-sum tax and the introduction of restrictions on the use
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of simplified taxation. The Tax Code also significantly increased the powers of
tax inspectors dealing with businesses. The new tax law has indeed increased
the tax burden on small and medium-sized businesses, but it should be noted
that the previous rules on a lump-sum tax actually fueled tax avoidance. The
main positive outcome of the reform was the codification of the Ukrainian tax
law, which allowed for greater transparency (ibid.).
In 2010-2013, Ukrainian pension spending remained a heavy burden on the
country’s budget. In 2011, the Pension Fund’s deficit reached $3.8 billion,
which amounted to nearly 10% of the Ukrainian budget. In addition, the issue
of pensions for women was one of the main stumbling blocks in negotiations
with the IMF. Before the reform, the state pension age for men was 60 and 55
for women, making it among the lowest in the world. The average life expectancy of people reaching retirement age, meanwhile, was 62 for men and 80 for
women. In September 2011, however, after months of preparation, the parliament finally passed a pension reform law that increased the state pension age
for women from 55 to 60. In practical terms, the reform has raised the state
pension age and increased the period of contribution, but has not changed the
pension system itself. Of interest here would be the launch of occupational pensions and private pension funds, which would undoubtedly create conditions for
the development of the Ukrainian financial market and would generate capital
that could be used for domestic investment. Although the pension reform law
provides for the introduction of occupational pensions, it is difficult to predict
when such a scheme could be rolled out (ibid.).
In the energy sector, the state-owned energy importer and producer Naftogaz
has been making a loss and required heavy subsidies from the state budget. This
has been the result of insufficient transparency and the lack of reforms in the
Ukrainian gas sector. The government implemented some changes in 2010-2012
that brought Ukraine’s gas sector regulations in line with EU standards. In July
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2010, for example, the parliament adopted the law reforming the national gas
market, which included legal provisions for the separation of extraction, transportation and sales doughters of Naftogaz into different financially and legally
independent companies. In addition, in February 2011, Ukraine joined the
European Energy Community. However, the first real change came in April
2012 when the parliament adopted amendments to the Ukrainian law on pipeline transport, removing an earlier ban on the restructuring of Naftogaz and its
subsidiaries involved in gas transit. Nevertheless, the earlier restrictions were in
place on the privatization of those parts of the Naftogaz group which are responsible for transit. Thus, overall, the energy sector reform has not been implemented in 2010-13 (ibid.).
Another problem was (and still is) the behavior of various local control institutions, that issue permits and licenses, the law enforcement agencies, or even
the local secret service officers, who use their positions to extort bribes from
businesses. In addition, state agencies are often used to remove unwanted business competitors from the market. Unable to seek justice in the highly corrupt
local courts, most businesses have no choice but to pay the bribes. In the long
term, some improvement in this regard could come from the implementation of
the Deep and Comprehensive Free Trade Area (DCFTA) agreement negotiated
between Ukraine and the European Union. It is believed that thanks to the implementation of some parts of the EU’s acquis communautaire, the DCFTA
should help create a better business environment in Ukraine. However, despite
Kyiv’s success in completing these negotiations, signing and the ratification of
an Association Agreement was postponed in the autumn 2013. This paved the
way to the Euromaidan revolution, Russia’s annexation of the Crimea and continued domestic and foreign strife (ibid.).
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2.5. 2014 ~
Despite the destabilization, Ukraine has signed the Association Agreement
with the EU in summer 2014. Although the Agreement came officially into
force in January 2015, the EU has unilaterally lifted its import tariffs in summer
2014 for all Ukrainian products supplied within the quotas specified in terms
of DCFTA. The structure of Ukrainian foreign trade has changed considerably,
whereas the volume of trade has decreased. This as well as the loss of many
big industrial enterprises due to separatist unrest in the East of Ukraine has negatively affected the economic situation. In the first quarter of 2015, the country’s GDP plummeted 17.2 percent. Consumption dropped 9.6 percent and investment 23.1 percent in 2014, while unemployment burgeoned to 9.3 percent
and inflation soared to 12.1 percent. The Ukrainian hryvnia at the end of June
2015 was 62 percent below its 2010 value. Public debt increased by 75 percent
after 2010 from 40.1 percent to 70.1 percent of GDP in 2014. These disastrous
results fostered further cooperation with the IMF in terms of its new Extended
Fund Facility ($17.5 billion loan). Deregulation, reforms of the financial and
fiscal systems as well as of the energy sector are usually on the agenda and
are being currently undertaken (on a usually slow pace) (Dallago and
Rosefielde, 2016).

2.6. Conclusions on general economic development
General economic development in Ukraine is characterized by high volatility
of the country’s economic environment that can partly be attributed to the slow
and inconsistent reform process. The country’s elites have quickly become dominated by oligarchic capital that led to public policies being dominated by pri-
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vate interests of influential industrial groups. These policies proved to be incapable of ensuring a level playing field for all citizens and businesses within
the country, e.g. with regard to privatization. Nor were they able to face the
challenges of integration into the world markets such as growing energy prices
or trade liberalization. Slight improvements after each wave of reforms are being
set backwards by new challenges that affect the economy and society especially
sharply in the conditions of non-functioning or the lack of adequate institutions.
Protection of property rights is insufficient, conflicts of interest persist, and business environment is overregulated. As a result, the quality of life is poor.

3. Transformation of the agricultural sector
Agricultural policy reform has proved to be a lengthy and difficult process in
Ukraine (Lerman et al., 2007). Throughout the 1990s agricultural policy in
Ukraine emphasized ad hoc government intervention in agricultural production,
marketing and finance, hindering land and farm reform (Lerman et al., 2007).
Agricultural exports were subject to quotas and licensing through 1996 and state
grain procurement survived through 1997 (von Cramon-Taubadel and Zorya,
2001; Sedik et al., 2000). Even after 1997 neither internal nor foreign trade was
liberalized. Indicative and recommended prices (minimum export prices) were
set by the government for many commodities (Lerman et al., 2007). Local regional authorities restricted commodity trade by banning sales of commodities
to other regions until local commodity quotas had been filled (Lerman et al.,
2007). Large farm enterprises continued to receive state rationed or state guaranteed credits against commodity deliveries (cf. Lerman et al., 2007). When
farms fell into heavy debt, debt repayment was used as a justification for ex-
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propriation of agricultural commodity stocks (Sedik, 2004).
Beginning in 1999-2000, in parallel with the second wave of land reform that
reallocated land use rights from collectives to individuals, Ukrainian agricultural
policy underwent a transformation that seemed to pave the way for a new policy regime (OECD, 2003). Indeed, there was a significant improvement in trade
policies, particularly for exports, increasing the competitiveness of Ukrainian
agricultural products (Lerman et al., 2007). The government significantly reduced its role in farm finance, agricultural input supply and grain marketing,
thus reducing the inherent inefficiencies of government controlled input supply
and marketing systems (Lerman et al., 2007). By 2002 the predominant form
of government finance for the purchase of farm inputs became subsidized interest rates. Further legislation in 2000 transferred the responsibility for social
sphere functions from farm enterprises to local governments (Lerman et al.,
2007). The agribusiness privatization program that had been largely completed
between 1994 and 1999 began to yield results in terms of increased efficiencies
in marketing and input supply chains (Lerman et al., 2007). For the first time
in many years the terms of trade in agriculture, i.e., the index of real agricultural output prices relative to agricultural input prices, increased by 18% in
2000 (Lerman et al., 2007).
Given these developments, the reform of Ukrainian agricultural policy can be
generally divided into two stages: the first-wave reforms of 1990-99 and the
second-wave reforms since 2000 (Lerman et al., 2007). These second-wave reforms, characterized and stipulated by a number of changes in other sectors of
public policy and respective amendments to legislation, are still being slowly
implemented in Ukraine despite remarkable political events of the last decade
that could have led to more fundamental transformations. We further shed some
light on the processes that took place during these two stages, in particular with
regard to land and farm reforms.
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3.1. 1990-1999
The need for reorganization of collective and state farms in the interest of improved productivity was recognized before Ukraine’s independence (Lerman et
al., 2007). In December 1990, nine months before the declaration of independence, the Parliament of the Ukrainian Soviet Socialist Republic passed
the first resolution "On Land Reform", according to which all land in the country (both agricultural and non-agricultural) became subject to reform (Lerman
et al., 2007). In December 1991, the Parliament of independent Ukraine passed
the Law on Peasant Farms, which defined a peasant farm as a form of individual entrepreneurship established for commercial agricultural production and
based primarily on own labor (Lerman et al., 2007). Since land at that time was
still state-owned, individuals willing to engage in peasant farming could receive
up to 50 hectares of agricultural land in lifetime inheritable possession (Schmidt
and Pugachov, 2000; Lerman et al., 2007).
Collective and private forms of land ownership were legalized alongside state
ownership in January 1992 by the Law on Forms of Land Ownership (Lerman
et al., 2007). In March 1992, the Ukrainian Parliament adopted a new Land
Code that laid the foundation for privatization of state-owned land and distribution of certificates of entitlement (“land shares”) to the privatized land that
continued to be held in collective ownership by farm enterprises (Lerman et al.,
2007). Private ownership was intended for individuals (e.g., peasant farms and
household plots without any payment, as per Government Resolution of
December 1992), while collective ownership was intended primarily for corporations that would succeed the former collective and state farms (Lerman et al.,
2007). Yet, even collective ownership was defined in the Land Code as ultimately the ownership of the individual holders of land shares (cf. Lerman et
al., 2007).
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The provisions for land privatization and distribution of land shares set the
stage for the restructuring of collective and state farms and for the development
of private farming (Lerman et al., 2007). The former collective and state farms
were transformed into collective agricultural enterprises (CAEs) or other agricultural corporations (joint-stock or limited liability companies, agricultural cooperatives) cultivating land privatized into collective, rather than individual,
ownership (Lerman et al., 2007). By 1995, 37% of agricultural land had been
privatized into collective ownership of CAEs, but only 3% was privately owned
by individuals (Lerman et al., 2007).
The privatization of land into collective ownership of farming corporations
thus became an intermediate stage of Ukrainian land reform (Lerman et al.,
2007). This stage ended in August 1995 with the publication of Presidential
Decree that provided for the division of the collectively owned land of farm enterprises into individual land shares (Lerman et al., 2007). Rural residents/employees of CAEs or other agricultural corporations received paper certificates of ownership, without physically getting a plot of land, and were allowed to convert the land share into a private plot when leaving the farm enterprise (Lerman et al., 2007). The right of each member to exit the collective with
a physical plot corresponding to a share of collective property was a highly important attribute of collective land ownership (Lerman et al., 2007). This provision established a mechanism for transferring land from collective to private
ownership, and guaranteed the individual’s freedom of choice (Lerman et al.,
2007). A collective was no longer a closed entity, as it had been during the
Soviet times, and individuals were entitled to leave the collective taking their
share of land with them (Schmidt and Pugachov, 2000; Lerman et al., 2007).
By December 1999, about 6 million rural residents had received paper certificates confirming their entitlement to a plot of land of a specified size but in
an unspecified location (Lerman et al., 2007). The non-land assets (farm machi-
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nery, buildings, livestock, etc.) had been divided into value-based paper shares
in all former collective farms, which had transformed mainly into CAEs
(Lerman et al., 2007). The assets of state farms were first privatized and then
also divided into asset shares. Nearly two-thirds of the corporate farms that
emerged during the reforms were organized as CAEs: In a single year, from
1992 to 1993, their number jumped from 0 to 7,400 and continued to increase
to a peak of 8,100 at the end of 1999 (Annex 1).
Share-based privatization did not actually allocate land use rights to
individuals. Very few CAEs distributed land in kind to the shareowners and few
farm employees left large farms for independent farming (Lerman et al., 2007).
Moreover, share privatization did not encourage large farms to change their
mode of operation by reducing costs, nor did it eliminate the soft budget constraints implicit in government policies toward the farms (Lerman et al., 2007).
Most importantly, it did not resolve the barriers to exit from CAEs. Neither
farm directors nor shareowners generally supported allowing their other members to leave the farm (Lerman et al., 2007). Many details of the exit procedure
(allocation of land and property shares, the methodology of identification of exact plots of land and division of large farm assets) were worked out only years
after the initial decrees authorizing farm exit (Lerman et al., 2007). The relatively unfavorable conditions for private farmers in matters of access to capital,
inputs, and markets compared to agricultural enterprises dissuaded many from
exiting CAEs (Lerman et al., 2007). This imbalance resulted from state agricultural policies that supported agricultural enterprises with subsidies, state and
bank credits, the authority to "borrow" from their employees through non-payment of wages, write-offs or rescheduling of state and bank debt, favorable input supply and marketing deals, etc (Lerman et al., 2007). Finally, regional authorities had great influence over the implementation of in-kind privatization of
farms by design, and they often used their power to effectively slow or stop
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in-kind privatization (Lerman et al., 2007). Furthermore, neither land nor property of agricultural producers with unresolved debts could be distributed because of creditor claims on them (Csaki et al., 2002). The simple reason for the
accumulation of debt was the inadequacy of farm profits. In 1998, for example,
92% of agricultural enterprises in Ukraine were unprofitable (Lerman et al.,
2007). Behind this accumulation of debt were the agricultural policies that determined the willingness of the state, the banks, and the input suppliers to forgive or reschedule debt and to extend new credits and subsidies to inherently
unprofitable enterprises (Lerman et al., 2007). In essence, the soft budgets that
existed for agricultural enterprises in Soviet times continued into the post-Soviet
period (Csaki et al., 2001). Thus, the transformation from collective and state
farms into CAEs was generally just a cosmetic reform.

3.2. 2000~
The reforms implemented in the 1990s failed to produce the expected improvements in agricultural productivity and efficiency, and the second phase of agricultural reforms began with Presidential Decree of December 1999 (Decree,
1999). The Decree essentially declared that CAEs, based as they were on collective land ownership, were incompatible with market conditions and had to reorganize into market-compliant forms based on private land ownership: family
farms, farming corporations, and agricultural cooperatives (Lerman et al., 2007).
All CAE members (i.e., collective landowners) had the right to leave the enterprise with their land and asset shares (Lerman et al., 2007). The Decree confirmed that this right did not require the approval of the general assembly of
the members nor could it be limited in any other way (Lerman et al., 2007).
The land received through the conversion of the share certificates could be used
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to establish a new private farm or to enlarge an existing household plot
(Lerman et al., 2007). Corporate farms could continue to use the land represented by privately owned land shares only if they signed a formal lease contract with the landowners (Lerman et al., 2007). Essentially, each corporate
farm was required to conclude contracts for leasing the land parcels from its
shareowners and pay for the use of their land (Lerman et al., 2007). The lease
payments could not be less than 1%8) of the assessed value of the land plot.
Farm debt was written off or restructured according to legislation of 2000 and
2001, which removed a significant obstacle to withdrawal of individuals with
their land from former collective frameworks (von Cramon-Taubadel and Zorya,
2001).
The first impact of the 1999 decree was purely cosmetic: the 8,000 CAEs simply disappeared from official statistics within three months, between December
1999 and March 2000, as they transformed into other corporate forms
(including some 3,000 agricultural cooperatives; see Annex 1) (Lerman et al.,
2007). Despite the superficiality of these initial changes, the 1999 reform led
to the emergence of a new wave of "private" corporate farms organized by a
single entrepreneur (Lerman et al., 2007). These "private" corporate farms were
based primarily on leased land and were commonly known as "private lease enterprises", to distinguish them from private peasant farms that used mainly
owned land (Lerman et al., 2007). The number of these "private" enterprises
jumped from 470 to 2,900 during the first three months of reform, rising from
4% to 22% of the total number of corporate farms. As of 2005, there were

8) This payment was later set at the level of 3% of normative monetary value (assessed
value) of each land plot leased. Normative monetary value of land is defined by the
State Service of Ukraine for Geodesy, Cartography & Cadastre, as per Land Code of
Ukraine (UCAB, 2012).
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nearly 5,000 such "private" corporate farms or almost 30% of the total number
of corporate farms in Ukraine (Lerman et al., 2007). The total number of corporate farms increased substantially after 2000 as the new landowners made increasingly diverse choices for the disposition of their land plots (Annex 1).
The land reform achieved some very important results for rural residents. First,
nearly 7 million rural residents became owners of physical land plots, not just
paper shares (Lerman et al., 2007). The size of the average land share was 4.2
hectares. About 70% of agricultural land, or 80% of arable land, was physically
owned by rural individuals (Lerman et al., 2007). Ukraine evolved from exclusive state ownership of land in 1990 through a mix of state and collective
ownership in 1993-95 and to a mix of state and private land ownership in
2000-05 (Tab. 1; see also description of organizational forms in Ukrainian agriculture in Annex 2). Second, the land reform provided an important source of
income for rural residents, as landowners earn from renting out their shares to
corporate farms (Lerman et al., 2007). Third, the new Land Code passed in
2001 as part of the second-wave reforms recognized private land ownership, allowed certain land transactions and eliminated size restrictions for household
plots and peasant farms (see description of the differences between household
plots and peasant farms as types of agricultural production units in Annex 3)
(Lerman et al., 2007). Nevertheless, the moratorium on buying and selling of
land has been retained until January 2008 and then prolonged each year until
present times. The new Land Code also banned the investment of agricultural
land in the equity capital of newly created businesses, a precautionary measure
to counter pressure from farm managers on landowners to transfer their land to
the corporate farm, thereby losing legal rights to it. However, the Land Code
did not limit the lease term, and very long-term leases led to a de facto absorption of land in the corporate equity (OECD, 2003). As a result, huge agroholdings emerged as an important player of the Ukrainian agricultural and land
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markets (UCAB, 2012). This development will be described in greater detail in
the subsequent chapter.
<Tab. 1> Structure of agricultural land ownership, %, 1990-2005
Land
ownership

1990

State

1995

2000

2005

100

60

50

49

Collective

0

37

2

0

Private

0

3

48

51

Source: Lerman et al. (2007)

Despite these profound changes in the context of land and farm reforms,
Ukrainian agricultural policy is still characterized as unreliable and inconsistent
(World Bank, 2013). Land reform is still incomplete. The government reacts to
poor production results, caused primarily by bad weather conditions, through
authorizing interventions, licensing and quotas at the grain market (e.g. in 2003,
2007, and 2011), thus leading to even higher grain price increases (von
Cramon-Taubadel, 2003; Nivyevskyi et al., 2015). Although no interventions
were initiated in recent years, these measures underscore the notion that the
Ukrainian agricultural policy had not actually been transformed fundamentally.
It continues to be ad hoc and opportunistic, it lacks transparency in application
of policy measures and it creates significantly inequitable distribution of benefits9)(World Bank, 2013).

9) See more on public expenditure for Ukrainian agriculture in the chapter on public
and private investments.
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3.3. Current institutional arrangements for agricultural policy implementation in
Ukraine
In this context, it is important to address the institutional frameworks for agricultural policy in Ukraine. Institutional setup in agricultural policy making and
implementation in Ukraine is rather centralized with a little power delegated to
the local governments. On a high level of a decision making process, the following hierarchy exists: 1) the President and Presidential Administration, 2) the
Prime Minister and the Cabinet of Ministers (Government of Ukraine), 3)
Ministry of Agricultural Policy and Food (MoA), 4) other ministries, but primarily the Ministry of Economy and Trade (trade and business regulations issues), the Ministry of Justice (land issues) and the Ministry of Finance (state
support issues), and 5) the Parliament of Ukraine (Verkhovna Rada). Draft laws
can only be initiated and registered by Members of Parliament (MPs) or a
group of MPs, the President, the Cabinet of Ministers, or the National Bank.
The President has power to veto the laws. Resolutions of the Cabinet of
Ministers or/and Decrees of the respective responsible ministries are implementing the norms of laws (Nivyevskyi et al., 2015).
On the lower level, the MoA used to implement its policies via subordinated
agencies. However, in the course of administrative reform of 2014-2015, the
main agencies were re-subordinated to other ministries. Among these agencies
are the following:
1) The State Service of Ukraine for Geodesy, Cartography & Cadastre deals with
(agricultural) land policies implementation. It maintains the State Land Cadastre of
Ukraine and the Registry of land rights within the Ministry of Justice.10)

10) In June 2016, the State Service of Ukraine for Geodesy, Cartography & Cadastre
was again re-subordinated to the MoA.
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2) The State Service of Ukraine for Food Safety and Consumer Protection
deals mainly with sanitary and phyto-sanitary (SPS) measures and is subordinated directly to the Cabinet of Ministers of Ukraine. The Service was
formed based on the fusion of the former Veterinary and Phytosanitary Service
(subordinated to the MoA), State Agricultural Inspection (subordinated to the
MoA, dealing mainly with regulations in agrochemicals and agricultural machinery), and Sanitary-Epidemiological Service (subordinated to the Ministry of
Health Protection).
Moreover, the GoU and the MoA have their state owned enterprises (to affect
the agricultural markets. The largest is the State Food and Grain Corporation
of Ukraine (DPZKU). It is a public joint stock company that was founded in
2010. DPZKU is a relatively large grain trading state enterprise with about
10.5% of the total certified storage facilities, 12% of the total port facilities of
the country and significant assets in food processing sector. The DPZKU implements so called ‘Chinese credit deal’. In 2012, Ukraine and China agreed on
a deal of USD 3 billion. According to this deal, China granted USD 3 billion
credit line to Ukraine in the exchange of Ukrainian exports of grain (mainly
maize) to China and Chinese agricultural machines, equipment, agrochemicals,
and seeds imports to Ukraine in 50-50 proportions, i.e. USD 1.5 billion for
Ukraine’s exports and USD 1.5 billion for the Chinese imports (Nivyevskyi et
al., 2015). The Agrarian Fund is another agency responsible for the implementation of market interventions with the dual objective: 1) price stabilization and 2) maintaining a strategic reserve. Due to the lack of state financing
and intransparency of this agency’s operations, Agrarian Fund interventions
have no considerable effect on the market (World Bank, 2013).
Major external factors that shape the agricultural policy making in Ukraine are
its WTO membership and recently signed Association Agreement with the EU
(AA) with its Deep and Comprehensive Free Trade Agreement (DCFTA). WTO
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commitments are substantial. The AA is expected to trigger comprehensive institutional and regulatory reforms. Economic part of the AA contains provisions
on DCFTA and commitments in different sectors. The DCFTA-related Title
contains provisions on: National treatment and market access for goods, Trade
remedies, Technical barriers to trade (TBT), SPS, Customs and trade facilitation, Establishment, Trade in services and electronic commerce, Current payments and movement of capital, Public procurement, Intellectual property,
Competition, Trade-related energy, Transparency, Trade and sustainable development, Dispute settlement, Mediation mechanism (DE Micco, 2015). In turn,
sector-related issues, among other sectors, contain provisions on agriculture and
fisheries (Betliy et al., 2014).
During the first decade of transition and afterwards Ukraine has also concluded both bilateral and multilateral free trade agreements within the CIS
framework. Ukraine has concluded FTAs with Armenia, Azerbaijan, Belarus,
Georgia, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan, Turkmenistan,
Uzbekistan, which regulate mainly merchandize trade-related issues. The CIS
Free Trade Agreement was signed on 15 April 1994; however, it was replaced
by a new CIS FTA, which was signed on 18 October 2011. An important advantage of the new within-CIS trade framework is the implementation of WTO
principles as the basic ones. Parties committed to provide each other with national treatment regime. Also, practices and principles of WTO should be applied for SPS, technical regulations, standards, conformity assessment procedures, antidumping and countervailing measures, regulation of goods and vehicles transit, government procurement, subsidies, export- and import-related
formalities (UNDP, 2011).
Other directions of trade liberalization include FTA with Macedonia (trade in
goods, protection of intellectual property rights, customs procedures, antidumping measures and rules of origin); FTA with European Free Trade Association
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(EFTA), which includes Republic of Iceland, the Principality of Liechtenstein,
the Kingdom of Norway and the Swiss Confederation (based on WTO principles and rules), and FTA with Montenegro (goods and services market access).
Ukraine also conducts negotiations on free trade area with other countries. For
example, currently negotiations with Turkey, Canada, Serbia, Singapore and
Syria are in progress. Other perspective agreements include FTAs with Israel,
Vietnam, Lebanon, Morocco and other trading partners (Nivyevskyi et al.,
2015).

3.4. Conclusions on transformation of agricultural sector
Agricultural reform in Ukraine can be generally divided into two stages: before 2000 and after 2000. While the gradual approach toward transformation
meant “as little changes as possible” before 2000, it has been reconsidered after
putting into force the Presidential Decree on improvements in the sector in
2000. Old farm debts were written off, input supplies were liberalized, and preferential taxation was introduced. Initially, even interventions into output markets
were minimized. However, in the course of time, populistic policies recovered
and led to a continuous postponement of more comprehensive transformations
such as completion of the land reform. This reform that would provide for the
right to buy and sell agricultural land is still incomplete affecting negatively
(and violating the rights of) rural population on the one hand and leaving agricultural producers without a strong instrument of access to finance on the other.
State support as well as taxation policies are changing with each new government and this hampers the business environment. The government was though
able to introduce some substantial deregulation initiatives in 2014-2015.
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Nevertheless, agricultural policies can be characterized as inconsistent and driven by short-term political interests.

4. The current state of the agricultural sector
Agriculture plays an important role in the Ukrainian economy. Its share in the
GDP (including forestry and fishery) is at the level of 10%. Rural population
constitutes 31% (14 million people) of the total population. At the same time,
the share of economically active population involved in agricultural production
has remained at the level of 17% over the last decade (Tab. 2).
<Tab. 2> Role of agriculture in Ukrainian economy
’01

’04

’05

’06

’07

’08

’09

’10

’11

’12

’13

’14

5.5

7.0

7.9

8.1

9.4

12.2

8.4

10.4

13.8

14.2

16.6

13.5

13.9

10.4

8.9

7.3

6.3

6.5

6.9

7.4

8.2

7.8

8.7

10.1

20.8

19.7

19.3

17.6

16.6

15.8

15.6

15.4

16.8

17.2

17.5

Agricultural gross value
added (AGVA)
at current prices,
billion USD
AGVA as of GDP
Employment in
agriculture

17.1
*

Note: *excluding Crimea
Source: State Statistics Service of Ukraine (2015)

If upstream and downstream industries of agriculture (input supply and food
processing) are also considered, the contribution of the sector to the Ukrainian
economy increases roughly to 22% of GDP (World Bank, 2013).
The food industry also plays an important role in the Ukrainian economy.
Between 2001 and 2013, the food industry’s share of the GDP in Ukraine has
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been in the range of about 7-9%, with the exception of 2004 when both agriculture and food industry suffered from the consequences of a severe crop winter-kill. Employment in the food industry has been almost constant at about 4%
of the total employment.
Agri-food products play an increasingly important role in the country’s trade
balance. The share of agri-food exports in the total exports increased from 12%
in 2005 to 27% in 2013. Such a significant increase was mainly driven by the
increased demand from the global food markets as well as by slight improvements in productivity by the Ukrainian enterprises.
In the future, the share of agriculture may increase further as services usually
grow slowly and the agricultural productivity in Ukraine is far from tapping its
potential. The increasing role of agri-food sector seems especially likely against
the current recession in the economy and ever-growing global demand for food.
Despite its role in the national economy, Ukrainian agriculture has been subject to a downturn in 1990’s and is currently recovering to the pre-reform
levels. Animal production was particularly affected as a capital-intensive sector
that requires considerable investments (Fig. 1)
<Fig. 1> Indices of agricultural production in Ukraine, % to the previous year

Source: State Statistics Service of Ukraine (2015)
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As a result, the structure of agricultural production in Ukraine has substantially
changed over the last two decades. In 1990, animal production and crop production equally contributed to the gross agricultural output (GAO). Nowadays,
animal production accounts for only 30% of the GAO (Fig. 2).
Fig. 2 Structure of agricultural production in Ukraine
(in comparative 2010 prices, million UAH)

Source: State Statistics Service of Ukraine (2015)

The GAO in Ukraine is generated by two groups of producers, i.e. agricultural
enterprises and households. Agricultural enterprises (including peasant farms)
dominate the crop production sector whereas rural households produce the major part of animal production in Ukraine (Tab. 3).
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<Tab. 3> Structure of agricultural production by types of agricultural producers, % of total
2000

2005

2010

2012

2013

2014

Agricultural enterprises
Agricultural
production–total

38.4

40.5

48.3

50.7

54.0

55.3

crop production

49.3

48.6

53.6

55.0

58.6

59.4

animal production

21.0

26.2

38.8

41.8

43.5

45.5

Households
Agricultural
production–total

61.6

59.5

51.7

49.3

46.0

44.7

crop production

50.7

51.4

46.4

45.0

41.4

40.6

animal production

79.0

73.8

61.2

58.2

56.5

54.5

Source: State Statistics Service of Ukraine (2015)

<Tab. 4> Agricultural production by all types of agricultural producers
(in comparative 2010 prices)
2000

2005

2010

2012

2013

2014

per capita, UAH

3,071

3,813

4,249

4,897

5,559

5,847

per 100 ha of agricultural land
ths. UAH

370.7

471.0

523.7

601.5

681.3

708.3

Source: State Statistics Service of Ukraine (2015)

There are more than 4 million small households (having 2.8 ha of land each
on average, Tab. 4) producing food primarily for subsistence needs, but managing 38% of the Ukraine’s total agricultural land and accounting for nearly 45%
of the country’s GAO. The rest of agricultural output is generated mainly by
private agricultural enterprises, since the state-owned agricultural enterprises
generate only about 1% of the GAO.
Agricultural enterprises are of two types in Ukraine: corporate farms and peasant farms. These farms, unlike households, are registered legal entities
(Nivyevskyi et al., 2015). There are about 14,724 corporate farms (mainly the
successors of the former collective and state farms) each cultivating about 956
ha of arable land on average and generating 46% of the GAO. There are about
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40,856 much smaller peasant farms (mainly run by individual farmers) with an
average of 105 ha of arable land each, altogether cultivating only about 13%
of the Ukraine’s arable land generating 8% of the total GAO.
Households dominate the production of the entire range of livestock products.
However, the share of households has been shrinking due to the recovery of
output of agricultural enterprises. Households also prevail in the production of
potatoes, vegetables and fruits, i.e. 97%, 88%, and 81% respectively.
Agricultural enterprises (including peasant farms) play a leading role mainly in
the cultivation of export-oriented crops. For example, they produced 79% of
grains, 85% of sunflower seeds, and 98% of rapeseeds, and 84% of sugar beets
in 2013 (Nivyevskyi et al., 2015). Peasant farms mainly produce crops rather
than livestock, accounting for about 12% of the total grains, 5.6% of sugar beets,
19% of sunflower seeds, 15.5% of soybeans and 18% of rapeseeds, but only
2.6% of the total meat and 1.4% of raw milk produced in 2013. Peasant farms
employ the same cropping patterns as corporate farms, yet they produce at similar or lower rates of intensity, which is the first hint that they face competitive
disadvantages limiting their productivity growth (Nivyevskyi et al., 2015).
<Tab. 5> Land use by farm type in Ukraine
Number of
units
Agricultural
enterprises, private
corporate
farms
peasant
farms
Agricultural
enterprises,
state-owned
Households

Land area,
total (1000 ha)

Agricultural
land, total
(1000 ha)

Arable land
(1000 ha)

Average area
of arable land
(ha)

Hayfields and
pastures
(1000 ha)

55,858

21,167

20,437

19,187

343

1,047

14,724

-

15,027

14,081

956

-

40,856

-

4,452

4,310

105

-

278

1,144

959

796

2,863

128

4.2
million

16,546

15,958

11,846

3

3,386

Source: Nivyevskyi et al., 2015
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Over the last decade, Ukraine has been experiencing the process of land consolidation that has led to the emergence of large, vertically-oriented
agroholdings. The number of corporate farms has shrunk from roughly 17,700
in 2004 to 14,724 in 2013. An increasing number of these farms are coming
under the control of agroholdings, which were created with different purposes,
in different sizes, shapes, and organizational forms but share some common
characteristics. Agroholdings usually consist of a mother company that, in most
cases, is not involved in primary agricultural production but decides on overall
strategy, production orientation and investments, and manages access to production factors, including input and output markets, land and finance. This
mother company is typically “holding” 5-50 individual corporate farms of about
2,000-15,000 ha each, with the size of the agroholdings varying from 10,000
ha to 400,000 ha. The accumulation of these impressive “land banks” is the
most visible and publicly discussed feature of agroholdings. In 2014, agroholdings farmed about 6 million ha of agricultural land in Ukraine (27% of the
total area in the use of agricultural enterprises). The largest agroholding is the
UkrLandFarming with the land bank of about 540,000 ha. These super large
agroholdings produced about 21% of the GAO, including 18.7% of the total
crop output and 24.8% of the total livestock output in 2012 (UCAB, 2014).The
development of export-oriented agriculture has led to improvement of Ukrainian
agri-food trade balance (Fig. 3). Also, the major focus on crop production is observable in Ukrainian exports (Fig. 4 and Fig. 5).
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<Fig. 3> Agricultural trade in Ukraine in 2004-2015, billion USD.

Source: DESA/UNSD, United Nations Comtrade database

<Fig. 4> Top agricultural export products in Ukraine in 2004-2015, USD billion

Source: DESA/UNSD, United Nations Comtrade database
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<Fig. 5> Development of main Ukrainian agri-food exports in 2004-2015, million USD

Source: DESA/UNSD, United Nations Comtrade database

Growing global demand for food and integration into the world markets have
made agriculture a profitable business in Ukraine, even in spite of low volumes
of foreign direct investment and limited access to capital. At the same time, animal production remains generally unprofitable (Tab. 5).
<Tab. 5> Profitability of agricultural production in agricultural enterprises in Ukraine, %
2010

2011

2012

2013

2014

Profitability - total

24.5

24.7

22.8

11.7

21.4

Grains

13.9

26.1

15.8

2.4

25.7

Sunflower seeds

64.7

57.0

44.9

28.2

36.7

Sugar beet

16.7

36.5

15.9

3.1

17.8

Vegetables

23.5

9.9

-0.6

7.5

15.5

Potatoes

62.1

17.7

-17.4

22.4

9.9

Fruit and berries

14.9

17.9

9.6

127.5

65.8

Grapes

91.6

57.1

71.5

99.0

57.5

Milk
Cattle for meat
Pigs for meat
Sheep and goats
for meet
Poultry for meat
Hen’s eggs

17.9

18.5

1.8

13.1

11.1

-35.9

-24.8

-28.3

-41.3

-34.5

-7.8

-3.7

1.8

0.2

5.6

-29.5

-39.6

-32.8

-36.2

-43.0

-4.4

-16.8

-5.9

-12.6

-5.4

18.6

38.8

47.6

58.8

60.9

Source: State Statistics Service of Ukraine (2015)
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Global prices for agricultural commodities have been on an upward trend, but
increasingly volatile. Growing global population drives the prices up, but weather has been a primary driver of the increased volatility. The number of reported
droughts, floods and extreme temperatures seem to be increasing, resulting in
production losses in major (grain) producing regions and decreasing stocks, with
an attendant food market response. At the same time, there are strong linkages
between energy and agricultural markets due to the high energy content of some
fertilizers, energy needs for field operations and transportation, as well as feedstock costs for biofuel production. The same demand and supply factors that
drive up agricultural markets are also expected to increase prices for energy and
fertilizers. As Ukraine is tightly integrated into the world economy, these global
tendencies transmit to the domestic agricultural prices (Tab. 6). Rise in animal
product prices did not lead to any positive results in the animal sector though,
except for milk production. In 2004-2013, milk production has declined, however, by 16% primarily due to the long production cycles (Nivyevskyi et al.,
2015).
<Tab. 6> Agricultural output price indices in Ukraine; nominal (previous year=100)
’05
CROP
PRODUCTS
Grains
Sunflower seeds
Sugar beet
Potatoes
Vegetables
Fruit and berries
ANIMAL
PRODUCTS
Cattle
Pig
Poultry
Milk
Eggs

’06

’07

95.5

114.1

157.7

91.8
85.0
130.3
126.8
125.6
133.6

123.2
96.0
105.0
156.1
108.0
146.5

129.5
135.0
141.4
131.0
134.3
105.5

’08

’09

’10

’11

’12

95.2

109.1

139.8

115.7

105.6

91.8

129.2

161.5
202.3
84.7
97.2
120.6
111.0

92.5
72.0
138.8
111.5
115.4
124.9

101.9
138.7
188.4
112.0
99.7
101.7

140.3
159.1
115.4
164.3
143.0
118.0

121.4
107.4
107.7
95.5
90.9
131.7

109.1
110.1
82.4
47.6
74.1
92.9

90.8
83.7
92.1
146.4
92.8
96.0

132.8
124.9
122.1
112.3
137.6
116.6

88.8

115.8

147.4

101.4

114.3

109.2

108.0

102.4

119.1

90.0
82.7
93.0
94.4
76.4

110.6
90.4
103.6
154.6
142.1

160.8
173.2
149.6
123.4
137.5

92.5
107.4
102.3
91.5
107.0

108.1
88.5
109.2
155.5
116.3

128.5
109.5
107.5
103.4
110.2

103.8
117.7
111.8
86.7
117.4

85.6
98.1
96.5
125.0
104.8

n.a.
n.a.
n.a.
106.5
118.6

Source: State Statistics Service of Ukraine (2015)

’13

’14

100

Very often high price potential cannot be tapped by Ukrainian agricultural producers due to increasing production costs. The total cost of agricultural production has been continuously growing in the last years, thus reducing the profitability potentials (Tab. 7).
<Tab. 7> Total index of agricultural production cost, % to previous year
’00

’05

’10

’11

’12

’13

’14

Total index of agricultural
production cost

131.9

120.9

116.9

117.0

106.8

101.0

117.9

incl. material cost

137.4

114.5

115.5

118.6

107.7

99.7

120.0

Source: State Statistics Service of Ukraine (2015)

The share of variable costs in crop production has slightly decreased from
71% in 2008 to 70% in 2014 (Tab. 8), reflecting some signs of increasing technological/capital intensity of Ukrainian agriculture. The main expenditures in
crop production are on mineral fertilizers (13%), fuels and lubricants (13%) and
seeds (12%). The share of land rent in total expenditures increased considerably: from 8% in 2008 to 11% in 2014. Rents and labor still have rather modest shares in the total costs which reflect relatively low prices of these factors.
<Tab. 8> Cost structure in crop production, %
’90

’08

’09

’10

’11

’12

’13

’14

Fixed costs

50

30

32

32

29

33

31

31

Labor

35

10

9

9

9

10

7

7

Depreciation

12

6

7

6

5

6

6

6

Rents

-

8

10

11

9

11

12

11

Other

3

6

6

6

6

6

6

7

costs

50

71

69

69

71

69

69

70

Social payments

9

3

3

3

3

4

3

3

Material costs

41

68

66

66

68

65

66

67

seeds

15

12

12

12

12

13

13

12

3

1

1

1

1

1

1

0

Variable

other agricultural products
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’90

’08

’09

’10

’11

’12

’13

’14

10

18

17

16

17

16

16

13

fuels and lubricants

4

15

13

13

14

12

12

13

electricity

1

1

1

1

1

1

1

1

other fuel and energy

0

1

1

1

1

1

1

1

spare parts, repair
andbuildingmaterial

3

6

6

6

6

6

5

6

3rd party services

4

14

15

16

17

16

17

20

mineral fertilizers

Source: State Statistics Service of Ukraine (2015)

As a result of much smaller rents compared to crop production, variable costs
make about 84% of the total cost in animal production. The largest part of variable costs (58%) is feed. However, almost half of the feed agricultural enterprises produce by themselves. The share of labor costs is small whereas stable
and low depreciation indicates that the production potential cannot be exploited
due to lack of capital investments (Tab. 9).
<Tab. 9> Cost structure in animal production, %
’90

’08

’09

’10

’11

’13

’14

Fixed costs

43

22

20

18

18

17

17

16

Labor

32

12

11

10

10

9

9

8

8

4

4

4

4

4

4

4

Depreciation
Other

’12

3

6

5

4

4

4

4

4

57

79

80

82

83

82

82

84

1

3

3

4

4

3

3

3

Material costs

56

76

77

78

79

79

79

81

feedstuff

46

54

54

56

58

55

58

58

other agricultural products

2

5

5

5

3

6

3

4

oil products

1

4

3

3

3

3

3

3

electricity

1

3

3

3

3

3

3

3

fuel and energy

0

1

2

2

2

2

2

2

3

3

3

3

3

3

3

3

3

6

6

8

7

7

8

8

Variable costs
Social payments

spare parts, repair
andbuildingmaterial
3rd party services

Source: State Statistics Service of Ukraine (2015)
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Labor productivity (production volume per employee) has started to increase
after the second stage of the land and farm reform in Ukraine (Fig. 6).
<Fig. 6> Dynamics of labor productivity, % (1990=100)

Source: State Statistics Service of Ukraine (2015)

However, the increase of labor productivity was not only the result of production growth but also due to technical progress that enabled lower demand
for labor (see Fig. 7). As a result, the number of employees in agricultural enterprises has considerably decreased: from 645.2 thousand persons in 2010 to
491.4 thousand persons in 2015 (State Statistics Service of Ukraine, 2016). This
trend is ongoing and is accompanied by outmigration of rural population to urban areas as there are limited off-farm employment opportunities in rural areas
(Tab. 10).
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<Fig. 7> Workload per employee in crop production at agricultural enterprises

Source: UCAB (2014)

<Tab. 10> Demographic and living conditions in rural areas

Total employment,
thsd. people
Employment in rural
areas, thsd. people
Share of employed in
rural areas, %
Household income,
USD
Household income in
rural areas, USD
Migration from rural
areas, people
Number of villages

’08

’09

’10

’11

’12

’13

’14

20,972

20,192

20,266

20,324

20,354

20,404

18,073

6,556

6,507

6,474

6,450

6,371

6,406

5,292

31%

32%

32%

32%

31%

31%

29%

548.9

387.1

436.9

482.0

517.4

557.5

383.8

476.4

348.4

398.6

441.9

478.5

514.9

374.7

-25,828

-16,485

-5,249

-4,220

-3,628

-8,091

2,999

28,504

28,490

28,471

28,457

28,450

28,441

28,397

Source: State Statistics Committee of Ukraine (2014)
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[Conclusions on the current state of agricultural sector]
Despite inconsistent agricultural policies, the agri-food sector of Ukraine was
able to capitalize on upward global trends such as growing demand for food
and feed. The absence of a full-fledged land market as well as state support in
the form of substantial tax exemptions contributed to significant land consolidation within (mainly) crop-producing and export-oriented agroholdings on
the one hand. On the other hand, the structure of agricultural production remained dualistic with a large number of rural households involved in subsistence farming and focused on production of fruit, vegetables, potatoes, eggs,
meat and milk. Despite relatively high profitability of production, this dualistic
structure is fragile, nevertheless. Large-scale farms are constantly dependent on
outside capital that is difficult to access due to risky business environment
whereas small-scale producers, besides limited access to finance, are incapable
of meeting the market demands for quality and quantity of production. These
simultaneous trends accompanied with lack of capacities on the part of central
and local governments induce significant social costs associated with unemployment in and outmigration of rural areas.

5. Public and private investments in agriculture
The investment role of the government in Ukrainian agriculture was important
in the first stage of reforms in 1991-1999 with substantial portions of public expenditure directed toward input procurement, reimbursement of interest rates on
bank loans and direct subsidies to agricultural producers. Nowadays agricultural
state support is regulated by the Law of Ukraine “On State Support of
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Agriculture in Ukraine” (No. 1877-IV of June 24, 2004), defining most of the
instruments and programs of agricultural support.
The state support in Ukraine as a percentage of farm receipts has been lower
compared to the OECD average. Tab. 2 shows that the total transfers to farmers
were almost 8% of their receipts in 2010-12, while they were 12% in OECD
area in the same period. At the same time, Ukrainian farmers receive larger
transfers as a percentage of the GDP than their OECD counterparts, i.e. 1.62%
in Ukraine compared to 0.34% in OECD in 2010-12 (OECD, 2013).
The state support in general is characterized by modest levels of public expenditures and generous tax benefits. Tax benefits made almost 90% in the total
transfers to farmers in 2011-2012. Tax benefits accrue from two sources: a
fixed agricultural tax (FAT), and a special value-added tax regime in agriculture
(AgVAT). The FAT is a flat rate tax that replaces a number of taxes and duties,
including profit and land taxes. Its rate varies from 0.09% to 1.00% of the normative monetary value of farmland (as assessed by the State Service of Ukraine
for Geodesy, Cartography & Cadastre). In 2012, the FAT resulted in an average
tax payment of only roughly 0.8 USD/ha of arable land, leaving farm profits
in Ukraine essentially untaxed. As far as AgVAT is concerned, farmers retain
the VAT from their sales to recover VAT on inputs and for any other production purposes. In 2012, the benefits from the AgVAT accrued to USD 1.4
billion (Nivyevskyi et al., 2015).
Financing of public services, institutions and infrastructure dominates the public expenditures (without tax benefits) since 2009, being at almost 63% of the
expenditures in 2012. The rest is attributable to sub-sector specific (field crops,
pigs, cattle) direct payments to farmers, primarily through payments based on
area, animal numbers or output as well as a large concessional credit program.
The budgeting and timing of public expenditures, however, remains ad hoc and
undermines trust in the government. The state support programs are consid-
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erably underfinanced in Ukraine. The gap between the planned and actual public expenditures has been widening over the last years. Moreover, the rules for
public funds allocation under different support programs are usually approved
on an annual basis and are often changed from one year to another (Nivyevskyi
et al., 2015).
In addition, some tariff and non-tariff protection for domestic producers is implemented in Ukraine, complemented with some domestic measures such as
minimum purchase prices and state procurement. All of these policy interventions alter the domestic market price of a commodity as compared to its border price. Overall, Ukraine’s agricultural policy framework is functioning in a
way that exportable agricultural products tend to be taxed, while importable
ones tend to receive support. Poultry, pork, beef and sugar industries have
emerged as the sub-sectors receiving the largest portion of state support.
According to the WTO Agreement, Ukraine’s sugar sector enjoys import Tariff
Rate Quota of 267.8 million tons with 2% within the quota and 50% above the
quota duty. The most important exportable goods (grains, oilseeds and dairy
products) are implicitly taxed. In marketing years 2012-14, export restrictions
took the form of voluntary export quotas, whereby traders bounded themselves
to export up to 80% of exportable surpluses. Sunflower seeds exports are taxed
at 10% (Nivyevskyi et al., 2015).
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<Tab. 11> Budgetary and other transfers to agriculture in Ukraine, 2004-2012, USD million
’04
Transfers to producers
Payments based on output
Payments based on
area/animal/receipts/income
Subsidies to variable inputs
and on farm services
Transfers reducing the
on-farm investment cost
Other producer support
Financing of public services,
Institutions and infrastructure
Agricultural knowledge
generation and transfer
Food inspection and control
Development and maintenance of
rural infrastructure
Marketing and promotion
Other general support
Transfers to consumers from
taxpayers
Total budgetary and other transfers
Total budgetary and other
transfers as a share of value
of production at producer
prices

’05

’06

’07

’08

’09

’10

’11

’12

1,141.4 1,247.0 1,574.1 1,945.6 2,065.2 1,372.6 1,813.8 1,699.5 2,076.5
298.7 432.1 444.2 725.1 784.1 176.5 258.6
4.5
75.0
379.8

290.9

578.2

468.6

431.5

106.5

412.3

412.7

466.5

603.3

669.7 1,023.4 1,066.5 1,183.4 1,444.3

50.6

111.3

85.2

148.7

179.9

66.2

352.9

393.1

437.0

135.8

118.5

120.2

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

361.1

557.4

509.4

666.5

714.4

485.7

613.3

675.8

774.8

134.0

204.0

172.7

236.4

367.4

245.8

264.3

302.7

355.0

86.7

153.4

116.3

146.7

152.6

92.0

169.0

171.5

199.2

110.5

169.1

189.2

230.3

160.0

116.0

127.5

150.0

162.3

1.3
28.6

1.3
29.6

1.5
29.7

1.6
51.5

4.7
29.6

6.5
25.3

6.2
46.4

2.0
49.5

4.6
53.6

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

1,502.5 1,804.4 2,083.4 2,612.1 2,779.6 1,858.3 2,427.1 2,375.2 2,851.3
10.6

10.1

10.3

10.5

8.6

8.2

8.2

6.3

8.2

Source: OECD (2013)

While investors are attracted by the country’s enormous agricultural potential,
they continue to face significant obstacles to investment, apart from the current
political tensions and economic downturn. The rapidly changing political environment leads to short-term and volatile policies and unpredictable regulatory
changes, as illustrated by frequent policy changes on the exemption of value-added tax on grain exports. Numerous licensing and permit requirements,
burdensome inspections, pervasive corruption, are often cited as major impediments for all investors. State intervention through intermittent control of food
prices and export restrictions discourages investment in grain production.
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Investment incentives are often granted on an ad hoc basis without clear objectives, depending on the available budget. This creates uncertainty for investors, thereby hindering long-term investment. While Ukraine has rapidly improved its rank in business climate rankings, it could improve further in some
areas, especially such as state regulation. The recently developed “Strategy for
Agriculture and Rural Development 2015-20” should help Ukraine leverage its
potential, including by furthering its integration with the EU (OECD, 2015).
Many procedures, that provided fertile ground for corruption, are being streamlined following the adoption of the Law No. 191-VIII on amending some legal
acts of Ukraine to streamline conditions for doing business (Deregulation) in
early 2015. Ongoing institutional arrangements for investment policy may also
help address the above-mentioned challenges.
Despite improved logistics performance, the availability and quality of physical
infrastructure, including transportation, storage, energy and irrigation infrastructure remain inadequate in Ukraine. The capacity to transport, load and reload grain would need to increase by 70% to meet future demand. Indeed, the
rapid expansion of demand for grain transport has not been met by a corresponding increase in supply, mainly due to the monopolistic position of the
state-owned rail company “Ukrzaliznytsya”. Despite an impressive increase of
private investment in grain storage facilities, further investment would be needed to meet future needs for storage, i.e. to double the existing capacity by 2020
(OECD, 2015). While the agricultural sector relies on natural gas and electricity
as energy sources, access to gas is at risk due to the political tensions and access to electricity is a time-consuming process. The government seeks ways to
diversify its energy sources and expand beyond the reliance on Russia by promoting efficient energy use and alternative energy sources, particularly biomass,
that can allow producers to access cheaper and more efficient energy supplies.
As a result of the absence of private water rights and fragmented land tenure,
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irrigation infrastructure is inadequate and the area under irrigation is well below
potential. In fact, it has significantly decreased since 1990, leading to significant
water losses (World Bank, 2013; OECD, 2015). Overall, public investments in
agricultural infrastructure are low and descendent (Tab. 12).
<Tab. 12> Capital investments in Ukrainian agriculture, million USD

Capital investments in
agriculture

2007

2008

2009

2010

2011

2012

2013

2014

1885.0

3204.9

1204.4

1540.4

2281.4

2423.4

2385.4

1580.8

5.1

7.2

6.2

7.1

7.6

6.6

7.1

8.6

n/a

n/a

n/a

2.3

1.7

0.4

0.3

0.1

Share of capital
investments in
agriculture in
total capital investments, %
Share of state in
total capital investments in
agriculture, %
Source: State Statistics Service of Ukraine (2015)

In the context of private investments in agriculture, both domestic and foreign
investment has increased over the last decade, although agricultural investment
as a share of total investment remains low (see Tab. 13). European countries
represent the main source of foreign direct investment (FDI), with large
European and American agribusiness companies planning to significantly increase their investments in the coming years, despite political uncertainty.
Investors from China and the Gulf countries are also starting to invest heavily
in the sector (OECD, 2015).
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<Tab. 13> Domestic and foreign direct investments (FDI) in Ukrainian economy,
billion USD
’05

’06

’07

’08

’09

’10

’11

’12

’13

’14

9

16.9

21.6

29.5

35.6

40.1

44.8

50.3

55.3

58.2

FDI in agriculture

0.2

0.3

0.4

0.6

0.8

0.9

0.7

0.7

0.7

0.8

FDI in agriculture as
% of total FDI

2.5

1.8

1.9

1.9

2.3

2.2

1.6

1.5

1.3

1.3

FDI in food
processing

1.1

1.2

1.3

1.6

1.7

1.8

2.0

2.2

3.1

3.2

12.5

6.9

5.9

5.3

4.7

4.6

4.4

4.4

5.6

5.5

FDI, total

FDI in food
processing
as % of total FDI

Source: State Statistics Service of Ukraine (2016)

Noteworthy, the largest portion of FDIs is still inflowing from Cyprus where
most Ukrainian corporations are registered (Tab. 14).
<Tab. 14> Foreign direct investments in Ukraine by country of origin, $ million
Cumulative FDI volumes as of July 1,
2016
Total

% of total

44790.7

100.0

11091.7

24.8

Netherlands

5769.0

12.9

Germany

5447.4

12.2

Russian Federation

4740.4

10.6

Austria

2629.8

5.9

Great Britain

1969.0

4.4

1719.5

3.8

France

1526.0

3.4

Switzerland

including:
Cyprus

Virgin Islands
(UK)

1476.5

3.3

Italy

964.9

2.2

Poland

791.0

1.8
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Cumulative FDI volumes as of July 1,
2016

% of total

USA

709.7

1.6

Hungary

610.4

1.4

Belize

553.6

1.2

Others

4791.8

10.5

Source: ukrstat.gov.ua

Publicly listed Ukrainian agroholdings are another important source of foreign
investments in agriculture. Because agroholdings enjoy larger economies of
scale, they normally have better access to external capital sources. These investments, however, cannot be regarded as pure FDIs because foreign investors own
shares of Ukrainian agroholdings that are registered under the jurisdiction of the
Netherlands, Cyprus, Luxembourg, etc. In total, there are 15 agroholdings in
Ukraine that are listed on international stock exchanges. They have conducted
initial public offerings (IPOs) over the last decade and their shares are traded
on stock exchanges in Warsaw, Frankfurt, London, Paris, and Stockholm. Most
of the IPOs were conducted by the year of 2012 due to unfavorable pricing situation in the post-crisis period and high country risk of Ukraine. The IPOs
helped to raise about $6 billion of additional investments (UCAB 2013). Given
difficult political situation and an ongoing military conflict in the eastern part
of the country that started in the first half of 2014, Ukrainian agricultural companies made no IPOs since late 2013 whereas market capitalization of the listed
companies has substantially dropped since then (Fig. 8).
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<Fig. 8> Total stock market capitalization of Ukrainian publicly listed agroholdings, $ million

Source: UCAB (2015b)

Overall, access of agricultural producers to finance remains limited in Ukraine,
especially for small and medium enterprises. As the banking sector represents
95% of the assets of the financial sector, large input suppliers, producers, retailers
and exporters most often use bank loans to access finance, although high and volatile interest rates and the lack of information on borrowers’ creditworthiness hinder the growth of bank lending. Several alternative financing mechanisms are increasingly used, including leasing schemes, promissory notes, and state financing
via forward purchases by the State Agrarian Fund (UCAB, 2015a). In contrast,
most small and medium-size enterprises (SME) cannot access finance through
these various instruments due to a lack of collateral (as farmland cannot be used
as collateral; see the chapter on transformation of the agricultural sector for more
information on the non-functioning farmland market in Ukraine). Thus, the SME
investments are severely constrained, even if credit unions grant them some loans,
but usually at high interest rates (OECD, 2015).
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[Conclusions on private and public investments in agriculture]
The state support of agriculture in Ukraine is generally characterized by modest
levels of public expenditures and generous tax benefits. If tax exemptions are not
considered, then public expenditures are dominated by financing of public services,
institutions and infrastructure. However, despite improved logistics performance,
the availability and quality of physical infrastructure, including transportation, storage, energy and irrigation remain inadequate in Ukraine. In the context of private
investments, both domestic and foreign investments have increased over the last
decade, although the share of agricultural investments in total investments is very
low. While investors are attracted by the country’s enormous agricultural potential,
they continue to face significant barriers related to the rapidly changing political
environment, short-term and volatile policies and unpredictable regulatory changes.
In this context, publicly listed Ukrainian agroholdings are one of the major sources
of foreign investments as they are investment-attractive due to larger economies of
scale. Overall, access of agricultural producers to finance remains limited in
Ukraine, especially for small and medium enterprises.
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Annex 1
Changes in the number of farm enterprises, 1990-2014
’90

’92

’93

’95

’00

’02

’04

’06

’08

’10

’12

’14

Sovkhozes (state
farms)

2,438

2,160

2,000

1,520

590

570

395

371

354

322

296

228

Kolkhozes
(collective farms)

8,354

5,750

2,680

450

0

0

0

0

0

0

0

0

CAE (collective
agricultural
enterprises)

0

0

7,385

7,344

0

0

0

0

0

0

0

0

Agricultural
cooperatives

0

320

345

486

3,328

2,294

1,962

1,373

1,101

952

848

674

“Business”
companies

0

125

362

1,454

6,890

7,852

8,123

7,545

7,879

7,769

8,235

7,750

“Private”
enterprises

-

-

-

-

3,006

3,972

4,471

4,112

4,326

4,243

4,220

3,772

Other organizational
forms

-

-

-

-

494

1,885

2,737

1,525

1,505

1,481

1,781

691

Total “new”
agricultural
enterprises (without
state farms and
CAE)

0

435

697

1,600 13,718 16,003 17,293 14,555 14,811 14,445 15,084 12,887

Peasant farms

82 14,681 27,739 34,778 38,428 41,616 42,533 43,150 42,446 41,524 40,676 39,428

Total

82 15,116 28,436 36,378 52,146 57,619 59,826 57,705 57,257 55,969 55,760 52,315

Source: Lerman et al. (2007), State Statistics Service of Ukraine (2015)
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Annex 2

Characterization of organizational forms in Ukrainian agriculture
(as per Civil Code and Business Code adopted in 2003
A. Business companies
J oint Stock Company: A corporate business entity created by investors (physical or legal
bodies) who acquire shares in the company by contributing funds or assets to its equity capital (Lerman et al., 2007). A shareholder wishing to leave a joint-stock company has to find
a buyer for his share. The company has no obligation to redeem the shares for cash or assets
in kind (Lerman et al., 2007). The shareholder’s liability for the company’s debt is limited
to the investment in share capital. The voting power is proportional to the number of shares
held by the shareholder (Lerman et al., 2007). In a closed joint-stock company, shares are
transferable only among members. In an open joint-stock company, shares can be bought
by outsiders(Lerman et al., 2007). Joint stock companies are relatively large entities, with
nominal equity (the sum total of the nominal value of all shares) equal to not less than
1,250 minimum wage payments (approximately $80,000) (Lerman et al., 2007).
Limited Liability Company: Similar to a joint stock company, except that when a member
chooses to leave, the other members redeem his share of investment for cash (Lerman et
al., 2007). The nominal equity capital of a limited liability company is not less than 100
minimum wage payments ($6,500), much less than in joint stock companies (Lerman et al.,
2007).
Par tner ship: The partners bear full, unlimited liability for the obligations assumed by the
partnership. When a partner decides to leave, the partnership is usually dissolved and the
assets are divided in kind among the partners. The voting power is proportional to the investment of each partner (Lerman et al., 2007).
Agr icultur al Cooper ative: A voluntary association of members (individuals or legal bodies)
established for the pursuit of a common agricultural activity (Lerman et al., 2007). Each
member makes a contribution to the statutory equity capital of the cooperative in the form
of cash, land, or assets. The ownership of the contributed capital passes to the cooperative,
as in a joint-stock company (Lerman et al., 2007). On exit, members receive their share of
investment in cash or in kind, as prescribed by the cooperative charter. The members bear
an unlimited liability for the obligations of the cooperative (Lerman et al., 2007). The voting
power is "one man, one vote", and is not proportional to the invested capital. The law explicitly distinguishes between production cooperatives and service cooperatives (Lerman et
al., 2007). Production cooperatives are based on members’ labor, whereas service cooperatives may employ hired labor. Because of this distinction, only physical persons may be
members in production cooperatives, whereas membership in service cooperatives is also
open to legal bodies (Lerman et al., 2007).
Collective Agr icultur al Enter pr ise (CAE): An obsolete organizational form eliminated by
the December 1999 Presidential Decree (Lerman et al., 2007). Between 1992 and 1999, a
variety of agricultural production cooperative, typically the successor of a former kolkhoz
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or sovkhoz with ownership of land and assets transferred from the state to the workers
(Lerman et al., 2007). Workers became shareholders through distribution of certificates of
entitlement to land and assets. Exit of members with land and assets usually required approval of the general assembly (Lerman et al., 2007).

B. “Private” enterprises (privatny pidpriemstva)
Pr ivate Lease Enter pr ise: A corporate farm established by one founding shareholder with
a high proportion of resources leased from outsiders (Lerman et al., 2007). Typically created
when one enterprising individual leases the land and asset shares of a large number of former collective farm members in the village (Lerman et al., 2007). Although a very popular
term in the media, it is not listed as a legal category in the 2003 Business Code or in any
of the preceding laws (Lerman et al., 2007).
Peasant Far m: An incorporated entity created by an individual, a family, or a group of individuals on the basis of jointly owned land and assets (Lerman et al., 2007). Peasant farms
by assumption rely mainly on family labor and family owned resources, although they may
employ hired labor and leased resources(Lerman et al., 2007). Following the adoption of the
May 2003 law, peasant farms must incorporate as legal persons. Although incorporated as
a legal body, it is classified as an individual farm, not a corporate structure (Lerman et al.,
2007).

117

Annex 3

Description of distinctions between rural households and private
peasant farms
The two components of the individual farm sector
peasant farms

– household plots and

– differ in several substantive respects (Lerman et al., 2007).

For legal purposes, a household plot is a farm that operates as a physical person, without incorporation or formal registration (Lerman et al., 2007). It relies
on family labor, and its main objective is to satisfy the subsistence needs of the
household. Surplus products may be sold outside the household and the income
from sales of farm products from the household plot is exempt from taxes
(Lerman et al., 2007). In contradiction to household plots, peasant farms are incorporated legal entities and are subject to taxes on income like corporate farms
(Lerman et al., 2007). Their main objective is commercial farming, not subsistence farming. Household plots have very limited access to commercial credit
and do not receive any financial support from the state (Lerman et al., 2007).

제

3

장

Potential implications for
North Korean agriculture

1. Importance of stable institutional framework and government
structures
Fundamental economic reforms accompanying the privatisation, liberalisation
and structural change processes are inevitable in North Korea. However, the
transition processes in Europe and Asia demonstrated that the creation of a stable institutional framework and government structures is the essential precondition for any kind of property right reform and restructuring in North
Korea. This should be achieved independently whether the transformation process takes the form of a big bang (Germany) or has the characteristics of a sequential process like in Ukraine or Romania. Germany had the specific advantage that it was able to transfer not only financial but also human capital for
setting up efficient and stable governance structures, which created the basis of
a stable and supportive environment for business operations and investment.
The Ukrainian case study demonstrates the importance to create transparent institutions which have the power and the competencies to fight corruption and
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fraud. A similar experience was observed in the Romanian case. Not until the
institutional environment was adjusted toward the EU sustainable economic
growth and a better economic performance started. The transfer of institutional
know-how as well as human capital could be considered as one important measure from the South Korean side. However, the involvement of local actors from
North Korea is another essential precondition for sustainable capacity and institution building.

2. Set-up of a land cadaster
The set-up of a land cadaster is a precondition for land privatization and a
function land market and should be established as soon as possible. In addition,
rules governing the property rights of land and the regulations for the exchange
of land rights should be clearly defined. However, the time to set-up a land
cadaster depends very much on the validity and extent of documentation still
available. In the meantime, land could be leased out by the government e.g. via
public land auctions as implemented for example by the German BVVG. In this
context a political decision should be taken on the group of eligible bidders and
if local actors should have a preferential treatment.

3. Decollectivisation strategy
Experience of the decollectivisation of German farms highlights that it is advisable not to transfer the structures of the “stronger” reunification partner on
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a one to one base. In light of the fact that modern agriculture is technology
and knowledge intensive, which goes along with growing farms sizes, this strategy might be as well applicable for North Korea - since farms are here considerably larger than in South Korea. One option, as practiced in the case of
Germany, might be to refrain from determining the outcomes of structural
changes and to leave the decollectivisation as a self-organization process by the
members of the collective and the market. As conflicts in the distribution of
equity are very likely, specific efforts should be undertaken to formulate the legal framework for decollectivisation laws in a very stage as precise and comprehensive as possible. A qualified advisory network should be provided already
in very early stages to support decollectivization. Considering the existing information on agricultural structures in North Korea, this network should especially consist of advisors who have experience in large scale farming. In addition, efficient external monitoring for the monetary assessment and distribution
of assets should be provided especially if distribution equity and social acceptance of decollectivisation is a primary political target. However, the decollectivisation process should not be restricted to agriculture but should encompass the
whole value chains, including input and output markets. Only if agricultural
production is embedded in an efficient and competitive environment the social
and economic benefits can generated which assist to move North Korea on a
sustainable growth path.

4. Strategies for labor force losses in agriculture
One key negative effect of restructuring in agriculture is the enormous dismissal
of employees. A theoretical option could be to split the North Korean farming
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collectives and to politically support the establishment of many small scale family
farms. However, since such family farms would most likely not have any equity
stocks or the potential to attract external capital, it would be rather impossible
for them to invest and modernize - a precondition for economic viability. It is
most likely that the majority of these small family farms would need huge additional subsidies from the government in order to be able to generate household
incomes at a minimum social security level. In addition it has to be considered
that such a potential family farm structure would likely face in the long time perspective structural adjustment problems. Therefore, the creation of off-farm employment opportunities is of outstanding importance to prevent rural poverty and
social unrest. The provision of household plots can in addition contribute to
household income. In addition, measures for supporting small-scale or micro
farms through the promotion of cooperatives should be implemented as well as
measures to secure the inclusion small scale farmers in the market, e.g. via vertical coordination schemes, micro-credits, extension schemes etc..

5. Social costs of agricultural restructuring
It can be expected the transition processes in North Korea will lead to drastic
redistribution of resources within the country affecting large part of the
population. The redistribution will be the results of the "J-curve" affect in which
due to delayed privatization, liberalization and structural change processes the
national income will come under pressure with the unwanted accompaniment
like inflation and unemployment. The allocative and distributional effects of decollectivisation and restructuring will most likely create an enormous redistribution of wealth and an enormous dismissal of employees as soon as modern
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technology is introduced. These effects can most likely not only be compensated by the measures outlined above (off-farm employment, small farm support
and inclusion etc.). In the German case, these costs were in large parts compensated by the social security system (or respectively by raising social security
contributions). In addition to the enormous funding volumes provided by EU,
budget cuts were implemented and taxes and public debt increased. Payments
for unemployed, reductions in pension age to support elder workforce, the general payment of pension schemes for those in retirement age, training and qualification programs for unemployed smoothed the negative social effects and prevented rural poverty in wide parts but increased labour costs and reduced international competitiveness as well.

6. The role of foreign direct investment
The role of foreign direct investment will depend on the rules affecting the incentives of foreign investors. Clearly defined regulations concerning the free allocation of outputs and factor inputs are one prerequisite. These have to be accompanied by rules hindering a possible expropriation of potential investors. If
foreign investment can be attracted in the agricultural sector, these investments
will most likely secure firm liquidity, innovation and further growth. FDI involvement in agricultural enterprises increases however the dependency on the
investors. Especially in the land intensive agricultural production FDI involvement in farming enterprises and investments in so called factory farming facilities might not be accepted in the public. Therefore a balanced mix of endogenous development and input through FDI should be considered for the agricultural sector.
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