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ABSTRACT

Land reform started in Ukraine 14 years ago became one of the most important issues in
transformation of large state agricultural enterprises into market oriented agricultural enter-
prises. Significant changes in land use and land ownership has happened as a result of land
reform implementation in Ukraine. Namely, state monopoly on land was eliminated,
agricultural land was privatized, citizens of Ukraine received land plots in possession, first
land transactions have happened at agricultural land market etc.

Actual data regarding Ukrainian land relations reformation is systematized in this Discussion
paper with especial focus on establishing the prerequisites of further formation and
perspective development of the agricultural land market in Ukraine. Additionally, a current
situation is described at the Ukrainian agricultural land market and its legislative regulations.

JEL: 013,017, P26,P32, P48, Q15, Q18
Keywords: Land market reform, transition, Ukraine.

ZUSAMMENFASSUNG
ENTWICKLUNG DES BODENMARKTES IN DER UKRAINE

Die vor 14 Jahren in der Ukraine begonnene Bodenreform stellt eine wichtige Maflnahme der
Transformation der ehemaligen staatlichen Agrarunternehmen in marktorientierte Unternehmen
dar. Im Ergebnis der Bodenreform haben wichtige Verdnderungen beziiglich der Bodennutzung
und der Bodeneigentumsverhiltnisse stattgefunden. Das staatliche Monopol an Boden wurde
beseitigt und der Boden privatisiert. Die ukrainische Biirger erhielten Grundstiicke als Eigentum
ibertragen, und erste Bodentransaktionen haben stattgefunden.

Dieses "Discussion Paper" systematisiert die aktuelle Lage auf dem ukrainischen Bodenmarkt
und formuliert weitere Voraussetzungen zur Herausbildung eines voll funktionsféhigen land-
wirtschaftlichen Bodenmarktes in der Ukraine. Die aktuellen Gesetze werden erldutert.

JEL: 013,017, P26, P32, P48, Q15, Q18
Schliisselworter: Bodenmarktreform, Transformationsprozess, Ukraine.
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PE3IOME
TTPOLIECC ®OPMUPOBAHNS PbIHKA CEJILCKOXO3SMCTBEHHBIX 3EMEJIb B YKPAUHE

3eMenbHas peopma Havyanach B YKpawHe 14 jetr Hazaj W SIBISETCS OJHUM M3 HamOoiee
BaXHBIX (DAKTOPOB BIUAIOUIMX Ha Ipolecc TpaHC(OpMaluu OBIBIIMX TOCYJapCTBEHHBIX
arpapHbIX OPeANpUATHI B IPEANPUATHS C PHIHOUYHON OpHeHTalel. B pe3ynbrate npoBeneHus
3eMeNbHON pehopMbl B YKpanHe MPOU30LLUTH 3HAUNTEIbHBIE H3MEHEHHUS B 3€MJICTIONIb30BAHUH
1 Gopmax coOCTBEHHOCTH Ha 3eMiTo: OTMEHEHa rocyapCTBEHHAs MOHOIIONHS Ha 3€MITIO, ITPO-
BEJicHa IIMPOKOMAcIITa0Has MPUBATU3ALMS CEIbCKOXO3AMCTBEHHBIX YTOAMM, Ipa)aaHe
YKpauHbl OJYYWIN 3€METIbHbIE YYaCTKU B COOCTBEHHOCTh, IPOILIM IEpBble TPaH3aKIUH Ha
PBIHKE CENbCKOXO3SMCTBEHHOM 3€MJIM U T.J.

B sToM BhITycKe "JIMCKYCCHOHHBIX MAaTepUAJIOB" CHCTEMATH3UPOBAHBI (PAKTUIESCKHE MATCPHAITBI
KacarenbHO peOpMUPOBAHMS 3eMEIbHBIX OTHOIIEHUH B YKpauHe ¢ 0COOEHHBIM BHUMaHHEM Ha
CO3JIaHUM YCJIOBUH Ui (OPMHUPOBAHUS W TEPCIEKTUBHOTO Pa3BUTHSI PHIHKA CEIbCKO-
XO35MCTBECHHOM 3€MJIM B YKpauHe. Taxke IMpeICcTaBiICHO TEKyLIEe COCTOSIHHE YKPauHCKOIO
PBIHKA 3€MJIH CEIbCKOXO035MCTBEHHOTO Ha3HAUEHUS U €T0 3aKOHOJATENIbHOE PEryIMpOBaHHE.

JEL: 013,017, P26, P32, P48, Q15, Q18
KiroueBsie ciioBa:  Pedopma pbraKa 3eMiH, IEpeXOAHbIN epro, YKpanHa.
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1 INTRODUCTION

Private land ownership encourages and promotes the economic growth of any country through
efficient land use. The advantages of private land ownership become evident in market
conditions. A land market provides stability of land property rights, the ability to transfer
them from one person to another and correspondence/accordance of land prices to their real
value. Being able to purchase and sell, as well as lease agricultural land is supposed to en-
courage the growth of agricultural production efficiency in Ukraine. For example, efficient
farmers are able to purchase or lease agricultural land from inefficient ones through a number
of transactions; landowners who wish to exit farming and require additional income, or those
who need foundation capital, have an asset whose value could reliably be realized.

Landowners have appeared in Ukraine as a result of land reform implementation, not because
of the presence of a full-fledged agricultural land market. Nowadays, gift/granting and the
inheritance/bequest of agricultural land are the only legal transactions on the Ukrainian agricul-
tural land market. Purchase and sale, as well as the exchange of agricultural land, are prohibited
by the TEMPORAL PROVISIONS OF LAND CODE (2001), which were prolonged by amendments
of the October 2004 law.

The present paper focuses on the specifics of land reform with regard to the formation of
property rights on agricultural land in Ukraine. Among other things, the establishment and
development of the Ukrainian agricultural land market are examined.

After proclaiming independence in 1991, all land was automatically transferred from the state to
the Ukrainian citizens. On the governmental level the decision was made to begin the transfor-
mation of land relations in the direction of a market-oriented economy. Thus, a comprehensive
set of legal and normative documents was adopted. Ukrainian land reform started from the
elimination of the state monopoly on land. After a time, land was redistributed and transferred to
lifetime possession/use of individuals, permanent possession/use of collective farms (kolkhozes),
Soviet agricultural enterprises (sovkhozes) and other enterprises. The declared aim of this
redistribution was the creation of proper conditions for the equal development of different
farming forms. Thereby, private and collective forms of land ownership were implemented.
Actually, collective land belonged to the individual members of collective farms, and each
member was entitled to an equal share of land, which had to be certified by a land certificate.

The land share policies — introduced in the mid-1990s — did not bring about the expected results.
Namely, the real landowners were not established; rational land use and protection of land
resources wasn't achieved. As a consequence, agricultural production in collective farms
declined by 28 % from 1991-1998; in 1998 labour productivity was 53 % lower than in 1990.

The December 1999 Decree of the President was aimed to set out a new policy for land re-
form. According to this legal document, collective ownership was eliminated. And the deci-
sion was made to reorganize collective agricultural enterprises (transformed from kolkhozes)
into joint-stock companies, limited liability companies, agricultural cooperatives, private
firms and other market-oriented legal entities. The Decree ensured that members of collective
agricultural enterprises had the right to withdraw their land and asset shares from the enter-
prises. Thus, they could establish new forms of agricultural enterprises and carry out their
activities as private owners.

As a result, 6.7 million land certificates were distributed in Ukraine, the majority exchanged
under the State Acts of private land ownership. Peasants had become landowners.
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At this stage of land relations, an urgent need developed for a mechanism which would be
able to establish property rights on agricultural land and provide rational and efficient land
use. World practice attests that such a mechanism is an agricultural land market.

The new Ukrainian policy is directed at entry into the European Union. One of the main en-
trance requirements with regard to the agricultural land market is — “...the existence of a func-
tioning market economy...’ (Strasbourg/Brussels, DOC/97/8, July 1997). The Ukrainian legisla-
ture has to create market conditions for each of the major production factors to meet this re-
quirement. Agricultural land is no exception in this respect and must be primarily privately-
owned and legally available on the markets.

The main objective of this research is to carry out a retrospective analysis of the fundamental
transformation of land relations with special consideration on the formation and development
of the agricultural land market in Ukraine.

This paper shows the relative status of the land relationship reformation and agricultural land
market development in Ukraine. Section 2 gives some basic background information about
land relations before Ukrainian independence. Section 3 describes the stages of Ukrainian land
reform and outlines achieved results. Section 4 presents current and prospective developments
in the Ukrainian agricultural land market. Section 5 presents final conclusions and recom-
mendations.

2 LAND RELATIONSHIP DEVELOPMENTS IN UKRAINE

2.1 Literature review

In agriculture, land relations can be defined as the most important of all social relations because
land is a subject and means of production and at the same time a basis of production
(DANYLENKO and BILYK, 2002).

There is no complete or single definition of land relations in Ukrainian scientific literature.
Mostly the term can be found in the context of land ownership, land use and land manage-
ment issues. It often concerns land fund management, rent relationships, social, economic and
productive relationships, etc.

Thus, the context of land relations comprises a wide range of issues which have both an eco-
nomic and legislative character. It is not difficult to notice that the categories of land owner-
ship fall under land relations. Thus it is not so strange that most scientists closely connect
changes and developments in land relations with changes and developments in social and
economic formations. In Ukraine, land relations are variously known as primitive, slave owning,
feudalistic, capitalistic, socialistic and post-socialistic. The socialist period — because of its
long duration — and post-socialistic land relations are the most interesting in this respect.

Socialist land relations are characterised by the nationalisation of land, which includes collec-
tive land ownership, collective organisation of work and, as a rule, equal division of the re-
sults of work. According to the socialist policy, it is prohibited to trade land plots.

Another formulation of land relations appeared in Ukrainian economic literature after political
pressure had loosened regarding the implementation of different forms of land ownership
(including private ownership).

Post-socialistic land relations are pre-determined by a number of features. Among them the
following can be emphasised: Privatisation of land; definition of land share borders for each
member of the collective farm; development of a stable economy based on co-operation
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between collective organisation of work and private property on land and other means of pro-
duction; promotion of private interests in efficient agricultural production; development of
land trade, etc.

After the collapse of the Soviet Union, the newly-established independent countries developed
their own land laws which constituted forms of land ownership. This enabled agricultural
scientists to speak about land relations and about the state of land property rights.

Several studies on land relations and land market development in post-socialistic countries
have been published during last decade. The most interesting of them should be mentioned:
LERMAN, BROOKS and CSAKI (1994); CSAKI and LERMAN (1997); SCHULZE and TILLACK (1999);
KRYILATYKH (2000); GIOVARELLI and BLEDSOE (2001); DANYLENKO and BILYK (2002);
DRAPIKOVSKII and IVANOVA. (2003); SHAGAIDA and LERMAN (2004); KOBZEV (2004).

LERMAN, BROOKS and CSAKI (1994) concentrated on the background and first experience of
land relation reformation in Ukraine. The study involved empirical data about the restructuring
of Ukrainian agriculture in conditions of a transition economy and explanatory information on
land reform legislation.

CsAKI and LERMAN (1997) is a continuation and extension of a previous survey. The study
focused on a rigorous empirical and analytical assessment of changes in Ukrainian land
relationships, namely in forms of land ownership and farming structures that occurred during
the first five years of land reform.

KRYILATYKH (2000) presents the development of land relations under the circumstances of
land reform implementation in the Russian Federation. The author describes land relations as
"relations aimed at possession, use and disposal of land as the main means of production or
as a place to allocate different objects". SHAGAIDA and LERMAN (2004) analyse and show the
effect of several constraints — such as low demand for agricultural land, lack of market infor-
mation, high registration costs and complex procedures, etc. — on land relations and land market
development in the Russian Federation.

GIOVARELLI and BLEDSOE (2001) present an overview on the transformation of land relations
in Eastern Europe countries during their transition to a market economy in the late 1980s and
mid-1990s. This paper primarily looks at one aspect of that transition: The transition of agri-
cultural land from state ownership to private ownership and the accompanying transition to an
agricultural land market.

One of the most clear and full definitions of land relations can be found in DANYLENKO and
BILYK (2002), who define land relations as social relations regarding possession, use, disposal
and management of land as an object of management on governmental, administrative and
interfarm levels and means of production in agriculture. The authors mainly focused on the
formation, regulation and development of the non-agricultural land market in Ukraine. KOBZEV
(2004) provides a retrospective analysis of the transformation of land relations with special
focus on the main stages of legal base development in Ukraine. The author presents some data
regarding land transactions on the market and focuses on the main challenges and caveats in
land market development. Land market infrastructure and current legal and institutional
frameworks in Ukraine are also reviewed in this study.

DRAPIKOVSKII and IVANOVA (2003) report on an empirical analysis of land market formation
and development in Kyrgyzstan. They also determine the effect of various market factors on
land price formation in different countries.

Most of the mentioned studies focus on the transition processes of land relations and the
development of the land market in different Eastern Europe countries. Other scientific work
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concerns the establishment of the Ukrainian land market in general, without focussing on the
agricultural land market.

This paper primarily aims to describe agricultural land market formation and development in
Ukraine. The main feature of this study that cannot be found in other works is the representa-
tion of significant changes in land ownership with special attention given to the formation of
prerequisite of agricultural land market development in Ukraine since the Soviet Union's col-
lapse. Contrary to other studies, which provide general data concerning land transactions, this
paper presents full statistical data on land market transactions with respect to agricultural land
only.

2.2 Historical background

The Ukrainian Soviet Socialistic Republic was declared on December 25, 1917. The PROVISIONAL
GOVERNMENT DECREE "ON LAND" (November, 1917) abolished private land ownership and
all land became state property. This Decree prohibited all land transactions including purchase,
sale, lease and mortgage.

The SECOND DECREE "ON LAND SOCIALISATION" (February, 1918) was accepted a short time
after the First one. This Decree declared transition to common land use and collective organi-
sation of production.

The TEMPORAL PROVISION "ON LAND SOCIALISATION" was accepted at the Second All-
Ukrainian Meeting of Soviets (March, 1918) and reaffirmed the elimination of land owner-
ship and any acquiring of land for private possession. The majority of land was given to agri-
cultural communes and co-partnerships. Establishment of Soviet state enterprises, namely the
formation of socialistic methods of agricultural production, was the main thrust of land rela-
tions reformation. So the socialisation process, among other things, included the introduction
of collective (state) land ownership. In other words, peasants within the established land rela-
tions were returned to the feudalistic period.

Some years later, according to the socialisation process, the Central Committee of the USSR
issued the Provision "On the Tempus of Collectivisation and Government Assistance in
Kolkhozes Establishment" (January, 1930), which proclaimed formation of kolkhozes — Soviet
collective farms. The directors of kolkhozes were selected by the government and were re-
sponsible for meeting the state production plans. Employees of collective farms did not take
part in the redistribution of the results of their work, so there was no motivation for them to
increase the productivity. All land transactions were done according to the governmental ini-
tiative without participation of members of collective farms.

In general, socialistic land relations in Ukraine could be understood as using land as a means
of production, which belongs to everyone and does not belong to anyone personally. After
proclaiming independence in 1991, all land was automatically transferred from the Ukrainian
SSR to the newly-established country — Ukraine. Land reform became a new direction in land
relations reformation.

Today Ukrainian peasants have another chance to be real owners of their land. In this regard,
promoting conditions are being developed in Ukraine. Now the situation is suitable for peasants
to realize their public rights on private land ownership guaranteed by the Ukrainian Constitu-
tion. One of the major issues of land relations development is the further implementation of
land reform and the establishment of agricultural land markets in Ukraine.
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3 LAND REFORM IN UKRAINE AFTER 1991

Land reform can be defined as a complex combination of legislative, economic, technical and
organisational actions, which provide land relations development and transition to the land
relations market. The main target of reform in Ukraine was the establishment of a land market
and competitive business activities in the sphere of land relations (NOVAKOVSKY, TRETIAK
and DOBRIAK, 2001).

Thus, the strategic goals of land reform could be defined. Among them is the provision of the
most rational and highly efficient land use, land protection, soil fertility renewing and ecologi-
cally balanced land cultivation. Solving the food safety problem in the shortest term and
formation of competitive agriculture could be also recognized as goals to be reached through
efficient land relations transformation.

One of the most important tasks of land reform according to the UKRAINIAN LAND CODE
(1990) was,

"...redistribution of land and its transfer to lifetime possession of individuals, permanent pos-
session of kolkhozes (collective or corporate farms), sovkhozes (Soviet agricultural enter-
prises) and other enterprises as well as for using with aim of creation proper circumstances
for equal development of different forms of farming on land and large-scale development of
the economy as a whole" [emphasis added].

Land reform in Ukraine is based on principals such as:

e Land relations reformation comprises all branches of the economy and all spheres of
society;

e There is an organic connection between the social, economic and ecological aspects
of solving the problems of rational, highly efficient and ecologically safe land use,
rising soil fertility and all-around land protection;

e Land relation reformation is based on governmental and inter-branch collective ac-
tions; and

e Theoretically, de-monopolisation and land privatization occur first on agricultural
land. Next, the establishment of a civil and regulated land market enables the forma-
tion of real market land prices, the creation of land banks and other institutional or-
ganizations which aim to successfully guide land reform.

De-monopolisation of state land and the creation of legislation for private and collective
forms of land ownership were the first steps of land reform. The new stage was started by a
November, 1994 presidential decree, which concerned agricultural land-sharing and large-
scale land privatization. The first two stages did not bring about the expected results and it
was decided to restructure collective agricultural enterprises. A fundamentally new stage in
the development of land relations began with the adoption of the new Land Code of Ukraine
in 2001.

This section presents a retrospective analysis of the land relations transformation, especially
focusing on the main stages of land reform, the development of a legal base and a short over-
view of achieved results in order to recognize the particulars of the land reform.
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3.1 Land demonopolisation and reform legislation

Land reform began de jure on March 15, 1991, namely, from the day of publishing the
RESOLUTION OF SUPREME SOVIET OF UKRAINE "ON LAND REFORM" (Ne 563-XII, December,
1990) in which all land of the Ukrainian SSR was proclaimed the object of land reform. But
land redistribution between productive structures of agriculture de facto started at the end of 1989
(based on the Ukrainian SSR legislation) when the first land plots were granted for the establish-
ment of agricultural farms and household maintenance. This was the first direction of land
redistribution between different forms of ownership (see Table 1 — 14,700 peasant farms were
registered in Ukraine on the st of January, 1991).

The Resolution of the Parliament of Ukraine "On Land Reform" proclaimed redistribution, or
so-called "repatriation" of state lands with their simultaneous transfer of lifetime possession
and inheritance/bequest conditions to peasant (private family) farms', and permanent posses-
sion to collective agricultural enterprises (hereafter referred as CAE) created later from the
Soviet-type corporate farms known as kolkhozes (collective agricultural farms) and sovkhozes
(state agricultural farms).

At this stage of land reform, proper categories of state land that could be transformed into
collective or private ownership were defined. On the 1* of January, 1993, this land accounted
for 43.9 million hectares or 73 % of the land fund of Ukraine, including 37.7 million hectares,
or 86 % of agricultural land (STATE LAND RESOURCES COMMITTEE, 1995).

Land, given to citizens for household management, construction of houses and productive
buildings, dachas and garages for private gardening, had to be de-monopolised through priva-
tization. The land of agricultural enterprises had to be transferred to collective ownership of
these enterprises after transferring a part of the agricultural land to State Land Fund.

The creation of a legislative base, as well as some other organizational and methodical acts,
gave citizens an opportunity to start land privatization, form a special State Land Fund,
de-monopolise collective agricultural enterprises including those which were created from
sovkhozes or other state enterprises.

The formation of the Special State Land Fund is the second direction in redistributing land.
Widening land areas in the State stock by means of withdrawing land from kolkhozes, sovkhozes
and other agricultural enterprises (not less than 7-10 % of agricultural land) was stipulated by
the Parliament of Ukraine in "ON THE PROCEDURE OF IMPLEMENTATION OF THE LAW OF
UKRAINE "ON PEASANTS FARM" (Ne 973-1V, December of 1991). Reserve Fund land remains
in permanent use by previous land users (agricultural enterprises) and the main purpose of
this Fund was to transfer land plots for the establishment or widening of private villagers’
households.

The third direction that land redistribution passed through was transferring land plots from
State Land Funds to citizens for private possession and use. These land plots were transferred
to private ownership for running agricultural farms, maintaining households, construction and
servicing houses and productive buildings, dachas and garages.

' Peasant farm: An entity created by a family or a group of families based on jointly-owned land and assets.

Peasant farms by assumption rely mainly on family labor and family-owned resources, although they may
employ hired labor and leased resources within reasonable limits. Peasant farms may register as legal entities
(in which case they are known as private or individual enterprises), or operate as unregistered physical bodies
(private farms) (LERMAN and CSAKI, 2000).
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According to the Land Code of 1990, and with the aim of further developing private farms as
a source of commercial agricultural production, the government allowed private family farmers
to acquire up to 50 hectares of farmland and up to 100 hectares of total land.

Land was also granted for permanent use to kolkhozes, sovkhozes, other state, cooperative and
community enterprises, establishments and organizations, and religious organizations with the
purpose of running agriculture and forestry. According to the legislative base of that time,
nearly 68 % of agricultural land had to be transferred to collective ownership. Collective
(cooperative, join-stock) agricultural enterprises, including enterprises that were created
based on sovkhozes and other state agricultural enterprises, were declared the legal subjects of
collective land ownership (MORDVINOV, 2002). Land could be transferred voluntarily
according to the decision of members of such enterprises. Transfers had to be carried out by
the local state authorities, or Village Councils (Radas). The State Act of the Right for
Collective Land ownership was given to all collectives.

Some legislative documents were accepted with the purpose of realizing the Resolution
"On Land Reform" and the legislation on private and collective land ownerships from 1992 to
1993.

Three main forms of land ownership — private, collective, and state ownership — were speci-
fied in the LAW "ON THE FORMS OF LAND OWNERSHIP" (Ne 2073-X1I, January of 1992). Since
the early 1990s, practically all agricultural land was used by collective agricultural enterprises
which had been established as a result of the kolkhozes’ and sovkhozes’ restructuring (see
Table 1).

Table 1: Development of farming forms in Ukrainian agriculture

Organizationally legislative Years Organizationally legislative
forms of Business forms of Business
1991 1995
Total area Total
Amount 1000 ha ’ % Amount area, %
1000 ha
Kolkhozes 8,842 31,127 66.8 — - —
Sovkhozes 4,659 10,934 23.6 5,253 8,385 17.9
gollecti.ve Agricultural _ B _ 9,716 30,852 63.9
nterprises
Interfarm Enterprises 201 79.8 0.2 - - —
Agricultural Cooperatives 308 51.8 0.1 341 74.9 0.1
Agrlcultgral Joint-Stock _ _ 299 385 19
Companies
Citizens - 4,086 8.7 - 6,760 14.5
Of which Peasant Farms 14,700 292 0.6 31,983 786 1.7
Total 14,092 46,279 100 47,592 46,957 100

Source: STATE LAND RESOURCES COMMITTEE, 1996.
The Ukrainian Parliament also adopted the LAW "ON COLLECTIVE AGRICULTURAL ENTERPRISES"
(Ne 2114-XI1I, February of 1992), which proclaimed that each member of the CAE is entitled

to receive a "share” of the collectively-owned land in case the member decides to leave the
CAE.

According to this law, the concept of a "land share" appeared as part of Ukraine's land reform
policy and social life as a whole. This established a fundamental mechanism for the transfer
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of land from collective to private ownership, and guaranteed the individual's freedom of
choice in his/her future production activities (KOBZEV, 2004).

A large amount of work concerning land redistribution was done in the beginning of 1992.
But the absence of proper governmental coordination or control on land reform implementa-
tion, coupled with untimely decisions on a range of organizational and legislative issues con-
cerning land relation reformation have led to delaying the realization of land reform.

Land reform legislation was complemented by the RESOLUTION OF PARLIAMENT "ON SPEEDING
UP THE LAND REFORM AND LAND PRIVATIZATION" (Ne 2200, March, 1992), which declared
the following main tasks:

e The de-monopolisation and privatization of agricultural enterprises' and organizations'
land starting May 15, 1992, to continue until 1995 according to the elaborated and
approved land reform programs;

e The identification of agricultural enterprises’ and organizations’ land which had to
be transferred to collective and private ownership in 1992; and

e The provision of specific terms to complete the transfer of land plots used by citizens
into private ownership by April 15, 1992.

The last step of this stage became the GOVERNMENT DECREE "ON PRIVATIZATION OF LAND
PLOTS" (Ne 15-92, December of 1992) which predicted land plots being transferred into private
possession by Ukrainian citizens. These plots were given to the citizens with definite pur-
poses specified by the Land Code of Ukraine: To maintain households; to construct houses
and productive buildings, dachas and garages; to garden, etc. This Decree also declared that
citizens of Ukraine had the ability to sell or dispose of land plots which were given to them
for definite purposes if there was no change of these purposes. The citizens’ right of private
land ownership is certified by the State Act of the Right for Private Land ownership that can
be given and registered by Village Councils (Radas).

Basic tasks of land reform were not reached during the first stage of reform because the real
land owners had not been legally determined (land trade, exchange, or gifting were prohibited),
the land market had not been developed and rational use and land protection had not been
provided. Due to the absence of proper management and workers’ low interest in the results
of their work, the paces of agricultural production, as well as labour productivity, declined in
this stage of land reform (State Statistics Committee of Ukraine 1997). The production of
agricultural products in collective farms declined from 1991 to 1995 by 25 %. Labour produc-
tivity also dropped during this stage of land reform, and by the end of 1995 was lower 40 %
lower than in 1990 (STATE STATISTICS COMMITTEE OF UKRAINE, 1997).

But in general, changes such as legislation on private and collective land ownership, land
transfers and first steps to the establishment of market-oriented forms of farming have happened
for the first time in Ukraine for the last 70 years. That also means that the transition process is
more difficult than expected because of its complexity and missing institutions.

3.2 Agricultural land sharing as a part of the land privatisation process

Land privatisation, started in 1992, has run its course very slow: During the first 3 years only
3.7 million hectares of land were transferred to collective ownership. The complexity of the
state de-monopolisation and land privatisation procedures was one of the reasons that impeded
this transferral. Obviously, the process requires large amounts of time, work and financial
support in such conditions. Contrary to the Baltic States and most countries of Eastern and
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Central Europe, Ukraine rejected land restitution as a basis for land reform and chose to
privatise agricultural land by distribution to users.

Restitution was thought to be too complex and intricate:

(a) Most of the cadastre documents concerning land ownership disappeared from the
departments of the Soviet Land Management Committee;

(b) The discovery of former landowners could have created undesirable tensions in a
vulnerable Ukrainian society;

(c) Taking into account that land redistribution de facto started in 1989, the government
tried to ensure social equality and avoid probable conflicts with land claimants, and

(d) The first President, as well as a majority of deputies of the Supreme Soviet of
Ukraine suggested that agricultural land must belong to the individuals who work
directly on land (KRAVCHUK, 1991).

These circumstances, as well as the decline of collective agricultural production and other
results of land reform have led to the beginning of the second stage of reform, which began
with the Presidential Decree "ON IMMEDIATE MEASURES FOR ACCELERATION OF LAND REFORM
IN THE SPHERE OF AGRICULTURAL PRODUCTION" (Ne 666/94, November of 1994). This Decree
recommended that Village Councils (Radas) cooperate with the State Land Committee to
introduce measures that would speed up the transfer of land to the ownership of collective and
other non-state agricultural enterprises.

As a result of such measures, in particular the presidential decree, about 90.0 % of the land
from collective and other non-state agricultural enterprises has been transferred since 1995
(MORDVINOV, 2002). At the beginning of 1998, land transferred into collective ownership
was practically finished. Agricultural enterprises received 26.0 million hectares, or 62.3 % of
the land fund of Ukraine. Almost all land owned by collectives (99.8 %) was used by non-
state agricultural enterprises (SABLUK, 2000).

Collective land actually belonged to the individual members of the collective, and each member
(including both active members and pensioners) was entitled to an equal share of land. The
1990 Land Code established a procedure for calculating the size of an average land share,
which essentially involved dividing all available land between the adult rural population.
However, the Land Code did not elaborate the rights of shareowners beyond an individual’s
right to receive a physical plot of land corresponding to the share on exit from the collective
(CsAKI and LERMAN, 1997).

Both "ON THE PROCEDURE OF SHARING THE LAND GIVEN INTO COLLECTIVE OWNERSHIP OF
AGRICULTURAL ENTERPRISES AND ORGANIZATIONS" (Ne 720/95, August of 1995) and the
November 1994 presidential decrees reaffirmed the fundamental right of individuals to exit with
their land, a right first established in the Land Code. These decrees stated that each individual is
free to exit the collective enterprise with a physical plot of land, and that that individual’s right
of private ownership will be certified by an official title — The Certificate of the Right for Private
Land ownership Share. According to these decrees, owners of land shares may voluntary pool
their shares to create various associations, partnerships, cooperatives, joint-stock companies, or
other farming organizations; rights on land share can be the object of the purchase, sale, gift,
exchange, inheritance or mortgage.

Land-sharing had been taking place separately inside of each enterprise, while land that had
been transferred into collective ownership not being shared completely. Part of this land,
especially land plots under roads, wood windbreaks, melioration constructions, productive



16 Volodymyr Melnychuk, Sergiy Parkhomenko, Alexej Lissitsa

buildings, etc., remained under indivisible collective ownership. The rest of the land was per-
sonified (shared).

The responsible local authorities issued the certificates and their registration. If the land share
owner wanted to exit the collective agricultural enterprise, the land share borders could be
defined and the State Act of the Right for Private Land Ownership Plot could be given. Having
received the State Act of the Right for Private Land Ownership Plot, the share owner was
required to return the Certificate of the Right on Land Share to the local authorities.

Land sharing proceeded slower than land transferral to collective ownership. According to the
operative data of the State Land Resources Committee, on the 1st of April, 1996, about 95 %
of the total land of non-state agricultural enterprises was transferred to collective ownership.
At the same time, land was shared in 18 % of such enterprises. Only 3.8 million of 23.0 million
hectares under collective ownership were divided into land shares. Land certificates were
only distributed in 4 % of non-state agricultural enterprises (200,000 agricultural workers
have received these Certificates).

Agricultural enterprise directors and organizations suggested that land sharing would lead to
the liquidation of the big enterprises and to the land being divided into small land plots; thus,
their trying to stop the development of land sharing was the main reason for such slow and
dissatisfactory paces of land reform. Scarcity of financial support for land sharing, the absence
of elaborated legislation and consensual governmental management also slowed down land
sharing (MORDVINOV, 2002). Nevertheless, at the end of 1998, sharing collective land was
practically finished: 6.7 million Ukrainian citizens received the Certificates (STATE LAND
RESOURCES COMMITTEE, 2000).

In general, land sharing can be defined as a "sharing on paper"” at this stage of land reform.
The above decrees did not mention the issues of shared borders and the real provision of
peasants with land plots. Landowners oftentimes did not know the exact location of their land.
Ownership of the shared land remained the property of the members of collective agricultural
enterprises, though these people could carry out transactions with their shares independently
as land shareholders.

Legislation caused the first speculations of land shares at this stage of land reform. But these
speculations occurred just in a paper form (certificates). On the other hand, trade with such
certificates cannot be recognized as a full land transaction. It was a contract "on paper"” only
and did not define the borders of land shares at the moment of signing the contract. Moreover,
the procedure of defining borders had not been elaborated at that time.

The distribution of shares, combined with the legal right of exit from the existing corporate
farm was an important mechanism for restructuring the agricultural sector; nevertheless, it
was an interim measure which ultimately was expected to lead to the physical distribution of
land plots and farm assets (KOBZEV, 2004).

The Constitution of Ukraine, which was accepted in 1996, did not foresee the existence of
"collective ownership". Decline in agricultural production and labour productivity in agricul-
tural enterprises started in 1992 and continued in this stage of land reform as well (see Figure 1).

Low efficiency in agriculture, as well as the absence of workers’ motivation, reflected by labour
productivity, predicated the necessity of collective agricultural enterprises' reformation, thus
providing their members with land and assets. All these events stipulated the development of
the next stage of land reform.
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Figure 1:  Gross agricultural production of agricultural enterprises
(in 1996 prices, billion UAH?) and labour productivity (in % to 1990)

40 1 120
35 | 00.0

" ™ + 100

4 80 (=]
3T \ 57.6 &
20 + 49.7 [51.8]  [47.2] T60 e
15 + s

+ 40

in 1996 prices, billion hryvnas

10 L1343] :

::] +20
5+ 110.6 ﬁ
0 | | 0

1990 1995 1996 1997 1998 1999

[ Gross production of agricultural enterprises

—&— Labor productivity in agricultural enterprises

Source: STATE STATISTIC COMMITTEE OF UKRAINE, 2002.

3.3 Restructuring collective agricultural enterprises

As mentioned above, the land share policy introduced in the mid-1990s did not bring the
expected significant outcomes. In particular, transformation of collective ownership and the
creation of full-fledged private land rights were not reached. The beneficiaries of the land
sharing process were not well informed about the rights attached to their land shares. Land
shareholders did not take strong proactive positions when exercising their rights, and real
decisions were still made by collective farm directors. The situation in the agricultural sector
(see Table 2) and in rural areas was catastrophic.

On January 1, 1999, one hospital served 28.5 villages, one ambulance served — 14 villages, an
obstetrical centre, clubhouse and school served 2 villages, and a kindergarten served 3 villages
(DYSHLIUK, 2000).

Table 2: Number of unprofitable agricultural enterprises and amount of losses per unit

Years
1994 1995 1996 1997 1998 1999

715 | 3,734 8,505 | 10,906 | 11,410 10,642

Total amount of unprofitable agricultural
enterprises, units

. —>
g;gz)rt(;{itable agricultural enterprises, % 57 302 685 872 918 R4.2

Amount of losses, thousand hryvnas 24.2 773 2223 3329 | 3708 361.4
Source: STATE STATISTIC COMMITTEE OF UKRAINE, 2000.
The Presidential Decree "ON IMMEDIATE MEASURES TO ACCELERATE THE REFORM OF THE
AGRARIAN SECTOR OF THE ECONOMY" (Ne 1529/99, December, 1999) was intended to correct
this unsatisfactory situation. The beginning of the third stage of land reform began on the date
the Decree was signed by the President of Ukraine.

> UAH — Ukrainian national currency — Ukrainian Hryvnya, introduced 1996.
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The decree was revolutionary in setting out a new policy for land reform. Collective
ownership was eliminated and old state kolkhozes, which had been transformed into CAE,
were reorganized. So the new organizational forms of farming — e.g., joint-stock companies,
limited liability companies, agricultural cooperatives, private firms, etc., had to be established.

According to the Decree, each member of the collective agricultural enterprises were able to
exit the CAE with his/her land and asset shares. In such a case, the land share borders had to
be determined on the territory and new landowners could obtain the rights of private land
ownership. Owners of land plots could establish new forms of agricultural enterprises and
carry out their activities on the basis of private land ownership.

An official aim of the CAE reformation was to change the forms of stock and land ownership,
and establish new, market-oriented agricultural enterprises in which labour and asset relations
would be clearly dissociated (that is, clearly divided possession, use and disposal of property)
from relations of the membership.

In addition to establishing the most suitable environment for the CAE reorganization, the
Decree also stipulated:

e (Governmental assistance with the collective agricultural enterprises' reorganization
and creation of the new private formations;

e Implementation of simplified registration for lease contracts on land and asset
shares by local authorities;

e Reduction of the costs incurred when individuals applied for land deeds; and
e Introduction of new rules for land registration at local authorities, etc.

At this stage of land reform, government called upon land share certificate holders to ex-
change these certificates for state land acts from 2000 to 2002 to promote the greater institu-
tionalization of private land ownership. But at the same time, there was no specified time
framework which would require land shares to be converted into identified land plots certified
by State Acts.

Nevertheless, the mentioned speculations regarding the Certificates still occured. Peasants
and other certificated owners were uninformed about the rights concerning land shares and
real market prices for certificates.

According to these circumstances, as well as to the absence of a land purchase and sale
mechanism, and with the aim of protecting the peasants’ land rights, the Parliament of Ukraine
issued the Law "ON AGREEMENTS REGARDING LAND SHARE ALIENATION" (Ne 2242-I1I,
January of 2001). The Law prohibited land shareowners from making any agreements on the
purchase, sale and gift, as well as on the alienation of land shares, in any other way except
transferring it into heritance or acquisition for social needs. This law practically stopped all
movement of land shares.

In general, vague and inconsistent reformation steps resulted in their first positive results in
this stage of land reform.

In Ukraine, gross agricultural production grew from 21 % in 2001 to 23.3 % in 2002. Al-
though the amount of unprofitable enterprises contracted, from 1999 to 2002 by 50 %, fixed
agricultural tax as a factor of tax pressure reduction was introduced in 1998. The trade balance
became positive, the debts on salary and the amount of barter decreased, the amount of credits
in the agricultural sector increased, and promotional crediting was instituted (see Table 3).
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Table 3: Selected economic results of the agricultural enterprises activity in Ukraine

Years
Indexes
1999 2000 2001 2002 12909092, to(/:)
Gross agricultural output, billion hryvnas 50,736 | 55,689 | 61,397 62,536 123.3
Of which was gross output of crop production 27,579 | 33,632 | 37,804 | 37,248 135.0
Of gross output of animal husbandry 23,157 | 22,058 | 23,593 25,288 109.2
Part of unprofitable enterprises, % 84.2 34.5 43.9 42.3 50.2

Total amount of taxes (without fixed agricultural
tax) paid by agricultural enterprises, million UAH 3,614 | 4,633 | 5,237 5,407 149.6
million hryvnas

Total amount of fixed agricultural tax, mil. UAH 173.0 | 223.9| 341.5 420 243.0

External trade balance of agricultural and food

products turnover, million US dollars 2,524 | 25761 3,295 3,835 151.9

Export of agricultural and food products,

million US dollars 1,538 | 1,582 | 2,062 2,634 171.2

Import of ag and food products, mil. US 986 994 | 1,233 1,201 121.8
External trade balance, mil.US dollars 552.0 588 830 1,432 259.5
Unpaid salary in ag enterprises, mil. UAH 2,042 | 1,522 478 340 16.7
ICIDlrlflcll(l)trsl %1261:11 for agricultural enterprises — total, 390 | 2,090 | 5.866 5.860 1,503

Of which were preferential credits 0 818 | 2,803 2,155 3,112

Specific weight of barter operations in total

amount of sales of agricultural enterprises, % 271 18.7 76 4.4 16.2

Source: MESEL-VESELJAK and FEDOROV, 2003.

Such positive changes can be explained through CAE reorganization, which led to efficient
land use by market-oriented legal entities. Land shareowners could lease their land shares to
more efficient users and they were free to choose such users.

But the real land plot trading still had not been carried out in Ukraine. The absence of a de-
finitive procedure for establishing land plot borders was the main obstacle to land trading and
agricultural land market development.

3.4 Agricultural land ownership structure

Land privatization led to significant changes in the structure of agricultural land ownership in
Ukraine (see Table 4).

As seen in Table 4, nearly 100 % of agricultural land was under state ownership by 1991.
Transferring agricultural land between different forms of ownership started after the begin-
ning of land reform. At present, about 72 %, or 30 million hectares of agricultural land are
privately owned. Most of this land, 60 %, is in physically demarcated land plots. The average
amount of agricultural land considered a peasant farm has grown from 19.8 hectares in 1991
to 84.8 hectares in 2003.
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Table 4:  Agricultural land ownership structure, thousands hectare

Indicators Years

1991 1995 2000 2003

Total amount of agricultural land 42,030 41,853 41,827 41,788

Private ownership: — 9,232 28,795 30,006
Of which were

Land shares - 9,232 25,109 11,942

Land plots - - 3,686 18,064
Peasant farms:

Total numbers, units 14,700 32,000 35,900 37,300

Agricultural land, thousand hectare 292 786 2,158 3,164

Peasant farms not registered as a legal entity — — 2,749 2,767

State Ownership 42,030 32,620 12,323 11,663

Source: STATE LAND RESOURCES COMMITTEE, 2005.

3.5 Land Code as a new phase of land privatisation process

The LAND CODE OF UKRAINE (Ne 2768, October, 2001) proclaims land to be the basis of hu-
man life and the main source of national wealth under special protection of the State. The
regulation of land use and land protection is based on an assumption that land is both a natural
resource and real estate. The Code states that land relations are social relations regarding
possession, use and disposal of land. It also ensures state guarantees of human rights concerning
property on land.

Among other things, Land Code stipulates two forms of land ownership in the market economy:
Public ownership, which includes state and communal ownership, and private ownership.

The Code stipulates that citizens obtain the right of land ownership plots according to contracts
of purchase, gift, exchange or to other civil-legislative contracts; free transferral from state
and communal land ownership; privatization of land plots given for individual use by indi-
viduals; receiving inheritance; and the definition of land share borders on the territory.

Further, the Land Code establishes a number of restrictions on the acquisition of land plots
into ownership. The Land Code does not allow foreign physical and legal entities to acquire
agricultural land plots for private ownership and restricts their right to acquire non-
agricultural land plots for private ownership. As a compromise, it does allow foreign physical
persons and persons without citizenship to acquire non-agricultural land plots within the
boundaries of settlements and outside settlements provided they are located beneath the im-
movable property owned by them. Agricultural land inherited by foreign physical and legal
entities and by persons without citizenship is subject to alienation within a year (KOBZEV,
2004).

On the other hand, in such positive circumstances for land relations and agricultural land market
development, the Ukrainian Land Code is a deterrent of such development. Transitional Provi-
sions of the Code are worth special attention in this respect, as they state:

e C(itizens and legal entities of Ukraine can obtain the right of ownership on agricul-
tural land with a total area of no more than 100 hectare till January 1, 2010.

e The right to contribute land plots (the value of land plot) to the statutory fund of ag-
ricultural enterprises is prohibited till January 1, 2005 (this prohibition has been
continued).
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e Citizens and legal persons of Ukraine which possess land plots for running agricul-
tural business or any other agricultural production cannot sell or alienate, in any
way, land plots and land shares, except to exchange, transfer into heritage or with-
draw for social needs till January 1, 2005 (the moratorium regarding agricultural
land purchase and sale has been continued).

e Definition of the borders of land share on the territory can be done for the citizens
or land shareowners, according to their desire. In this case the State Act of the Right
on Land ownership has to be given.

The problem of land share borders definition on the territory had become extremely important.
The President of Ukraine, considering this problem, signed the Law of Ukraine "ON THE
PROCEDURE OF DEFINITION (ON THE TERRITORY) OF LAND PLOTS BORDERS FOR THE LAND
SHARE OWNERS" (Ne 899-1V, June of 2003). This law determined the organizational and legis-
lative basis of measuring land plots which belonged to collective agricultural enterprises, agri-
cultural cooperatives and agricultural joint-stock companies of collective ownership. According
to such measures, on the 1% of January 2005, about 5.1 million (85 %) State Acts of the Right
on Land ownership Plots were formatted and distributed to Certificate owners by the State
Land Resources Committee. The Land Code of 2001 and June 2003 are the last legislative steps
in Ukrainian land relations reformation observed in this study. Peasants had become owners
of their land. All prerequisites (with temporal restrictions) for land market development were
established.

3.6 Some preliminary results of the agricultural land reform process in Ukraine

Within land reform a number of principal aims were reached. For example, private land owner-
ship was introduced; demonopolisation of land through transferring possession to collective
agricultural enterprises and citizens was carried out; land from collective agricultural enter-
prises was shared between workers and retirees of such enterprises. Different forms of busi-
ness were established instead of the kolkhozes-sovkhozes system. Private peasant farms, estab-
lished on the basis of private land ownership and individual or family forms of business
organizations were able to develop further; farmers became the new subjects of agricultural
business in Ukraine. Collective agricultural enterprises and huge amounts of sovkhozes were
reformed into market-oriented entities established through private and state land ownership
with collective forms of work organization.

Restructuring existing agricultural enterprises and establishing new agro-formations has
brought significant changes in the amount of area used for agriculture (see Table 5).

As seen in Table 5, in 1990 agricultural enterprises used 93.5 % and private households
6.5 %, respectively, of the total agricultural land. In 2003 these figures were 63.0 % and
28.6 %, respectively, and farmers used 8.4 % of the total agricultural land.

A striking development is the establishment of new forms of agricultural entities by land
lease. Most land lease activities were run by big financial and service structures which invested
funds into agricultural production and the social sector of rural territories. And thus a new
form of agribusiness has appeared. The amount of such land-lease enterprises was 2,900 in
2000, and on the 1% of April 2004 they accounted for 4,300 units (MESEL-VESELJAK, 2004).

The most important result of land reform is changes in land ownership, which have led to a
decrease in the amount of unprofitable enterprises and the conversion of agricultural production
into a profitable activity (losses of agricultural enterprises were 12.3 billion UAH in 1996-1999;
profits were 1.9 billion UAH in 2000-2003) (STATE STATISTIC COMMITTEE OF UKRAINE).
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As seen in Figure 2, at the beginning of the 1990s the state was the exclusive landowner,
though the situation had begun to change by the mid-1990s. Ukraine’s collective and state
farms were converted into collective agricultural enterprises (CAE) accompanied by the
issuance of land share certificates to affiliated workers and retirees. However, the issued share
had been leased out to the same collective agricultural enterprises. As a result, creating a large
number of market-oriented agricultural entities and private farms has not been realized; most
of the CAE:s are still unprofitable.

Table 5: Redistribution of land between forms of businesses in agriculture of Ukraine

Years

1990 1995 2000 2003
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Private 127165 — |61 147 — | 74 |174] - |109]| 286

households

Total x | 41,4 | 100 | x | 415 100 | x |427] 100 | x |38.1| 100

Source: STATISTICAL COMMITTEE OF UKRAINE, 2004.

In 2001, the situation completely changed when private rights to land were institutionalized.
There was steady growth in the amount of land privately owned, mostly due to CAE restruc-
turing. From 1991 to 2001, most agricultural land in Ukraine (nearly 30 million hectares out
of 42 million) was transferred from state ownership into collective and private ownership.

Figure 2:  Changes in ownership as a percentage of total land

100%
90% ~
80% -
70%
60% -
50% -
40% -
30% -
20% ~
10% +

0%

1990 1995 2000 2003
OState BPrivate OCollective

Source STATE LAND RESOURCES COMMITTEE, 2004.



Creation of agricultural land market in Ukraine: Current state of development 23

The restructuring of collective agricultural enterprises through land and property sharing, the
privatization of farm property and fixed assets, and the introduction of new methods in farm
management have led to significant changes in the nature of property relations based on the
rights of private land ownership (KOBZEV, 2004).

As a result, on the 1% of January 2005, over 5.1 million (or 85 %) rural Ukrainians obtained
rights to private land ownership plots certified by the State Act and became landowners. They
received legal capacity to hand their agricultural land plots over as a gift, inheritance/bequest,
lease, etc. However, purchase and sale, as well as the exchange3 of agricultural land are
prohibited by the Temporal Provisions of Land Code till the 1% of January 2007.

4 FORMATION OF UKRAINIAN AGRICULTURAL LAND MARKET

4 Importance and role of land market

Market transformation of agricultural production and land use led to the majority of peasants
becoming landowners. Each worker from the agrarian sector has received (or is to receive) the
State Act of the Right for Land ownership according to his/her desire. Moreover, nearly 50 %
(14 million hectare) of agricultural land is in retirees’ permanent possession, retirees who
cannot actively be involved in agricultural production activities and 30 % of whom have no
heirs (DANYLENKO, 2004).

That is why there is an urgent need to introduce a mechanism which would be able to provide
rational and efficient (from the social point of view) land turnover. World practice attests that
such a mechanism is meant to be introduced upon the emergence of an agricultural land market.
Under the conditions of transformation into market-oriented land relations, the land market can
be recognized as one of the main constructive parts of these relations (DOBRIAK, TYKHONOV and
PALAMARCHUK, 2004).

The land market promotes the determination of highly effective users, the concentration of
land resources in their ownership and use, provides rational and ecological land use, and
solves important social and economic tasks (SHALYGINA, 2000).

In the case of land being included in commodity turnover through the land market, the price
for agricultural products is formed by considering land price, specifically, the expenses of
using capital or lease rent (if land is in lease). According to this, prices on agricultural products
will increase, which will be a positive result for producers and landowners because it gives
them an opportunity to have additional profits for renewing the means of production as well
as using modern technologies, highly productive techniques, etc. (DANYLENKO, BILYK, 2002).

An efficient land market could bring benefits to local authorities. Local budgets would
receive sales revenues from land transactions in accordance to, among other legislation, the
Law "ON LAND PAYMENT" (Ne 2535-XII, July of 1992), which stipulates 90 % of funds
gained from land plot sales are to be transferred to local budgets and 10 % to the state budget.
This revenue could be used for resolving the most urgent problems of the territorial
communities.

The land market is also of a great importance for the development of agricultural enterprises
during transition in Ukraine. Having acquired land, the owner could use its value as an asset
for the foundation capital of an enterprise. As international experience demonstrates, the

3 Prohibition of agricultural land exchange was ascertained by the Law "On Amendments to the Land Code"

(Ne 2059-1V, October of 2004).
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value of land remains stable or keeps growing, in spite of inflationary processes. Land is a
unique capital in its ability to maintain its value, and, in contrast to many other assets such as
currency, bonds, securities, etc., it tends to increase its value over time. This means that land
may potentially become a source of significant wealth for those who own an enterprise. Thus,
even for landholders who do not avail themselves to land markets during their lifetime, land
markets can identify and confirm the asset value that can be passed to the next generation, and
thereby is useful for planning a range of human activities (KOBZEV, 2004).

4.2 Available forms of transactions at the Ukrainian agricultural land market

Acceptance of the Land Code of 2001 predicted the appearance of a new market in Ukraine —
the agricultural land market. The land market is a system of juridical and economic relations
in which the rights of possession, use and disposal of land plots are determined by civil and
land legislation; it is an institution where land plots can be transferred between physical and
legal entities and easily estimated in monetary form (DANYLENKO and BILYK, 2002).

All land transactions which can be made on the Ukrainian agricultural land market are generally
divided into two main categories: a) purchase and sale transactions, which predict the transfer
of legal land ownership; and b) leasing transactions, which predict the transfer of rights on
land use from lessor to leaseholder.

Giving as a gift, the inheritance/bequest of agricultural land or so-called civil-law transactions
and exchange of agricultural land plots or so-called market transactions are also commonly-
used in Ukraine and can be placed in the first category of land transactions, which predict the
transfer of legal land ownership. Leasing transactions comprise the leasing of agricultural
land, subleasing, and third party lease (see Table 6).

At present, the LAND CODE (2001) and the October 2004 law are the main legislation that
regulates agricultural land market in Ukraine. According to the above-mentioned definition of
land market and ascertained prohibitions in TRANSITIONAL PROVISIONS OF LAND CODE (2001),
a full-fledged agricultural land market does not function in Ukraine today. The Transitional
Provisions which were amended and prolonged by the Law of Ukraine "ON AMENDING ACT
TO THE LAND CODE OF UKRAINE" (Ne 2059-1V, October 2004), state:

e Individuals and legal entities which have land plots in private ownership for family
farming and other agricultural production, as well as the citizens of Ukraine/land
shareowners have no right to sell or alienate in any way their land plots and land
shares, except by inheritance or withdrawal for public needs till January 1, 2007.

e For the period till January 1, 2015, individuals and legal entities can acquire agricul-
tural land plots with the total area not exceeding 100 hectare. However, this area can
be increased in the case of legitimate inheritance of these land plots by citizens and
legal entities.

e Until January 1, 2007, land shareowners have no right to contribute their shares to
the statutory fund of business associations/commercial companies.

This is why the first and the most significant impediment to fully-functioning agricultural
land market development is the moratorium on the purchase and sale of agricultural land in
Ukraine.
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4.2.1 First transactions of the rights on agricultural land and the moratorium on the
purchase and sale of agricultural land

The August 1995 Presidential Decree stipulated a land share size for each land ownership share
with distribution of nominal Certificates of the Rights on Land Share. On the 1% of January
2003, 6.72 million peasants (or 98 %) received the Certificates and automatically obtained the
rights regarding all available transactions with their land shares.

The certificate transactions have been running during the last several years. At that time the
land share rights were not properly understood by the population and new land shareholders
did not take any strong proactive position in exercising their rights.

Certificates of the Rights of Ownership on the Land Share (every share comprised 4 hectares
on average) were selling between 500 hryvnas (100 USD) to 16,500 hryvnas (3,000 US Dollars).
According to the accepted method of monetarily assessing land, a hectare of agricultural land
costs 8,574 hryvnas and the average cost of land share has not be less than 34,300 hryvnas
(STATE LAND RESOURCES COMMITTEE, 2003).

This has led to the large-scale purchasing of land share rights at low prices in certificate form
(see Figure 3).

Figure 3:  Transaction dynamics of land plot rights in certificate form, thousand
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Source: STATE LAND RESOURCES COMMITTEE, 2003.

All land shareowners agreements regarding the purchase or sale, gift or alienation of land
shares in any way, except through transferring them into heritance and withdrawing them for
social needs, were prohibited by the January 2001 law, according to the absence of a land
purchase and sale mechanism, and with the aim of protecting of peasants’ land rights. This
law thereby practically stopped all transferral of the rights for land ownership shares.

Another way of transferring the rights to agricultural land plots is purchase or sale. There are
two probable types of agricultural land plot purchases or sales in Ukraine: (a) direct purchase
or sale according to applications of all concerned individuals and (b) purchase or sale at auc-
tion (see Table 6). As it is seen from Table 6, direct purchase or sale of agricultural land plots
is allowed only for legal persons, religious and social organizations, and for Ukrainian citizens.
Others may obtain rights for private land ownership through purchase or sale at the auction
only.
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While the sale and purchase of agricultural land are currently forbidden, gift, inheritance/
bequest and lease of land plots are allowed. This serves as a tool for reallocating land resources
during the moratorium period.

4.2.2 Land plots exchange, inheritance and gift

According to the LAND CODE OF UKRAINE (2001), three available types of transferring owner-
ship rights to agricultural land were legally present in Ukraine till the end of 2005: Exchange,
gift and inheritance. In this respect, the exchange of agricultural land plots is worthy of special
attention. According to the LAND CODE (2001), the exchange of agricultural land was a legal
operation on the Ukrainian agricultural land market by January 2005. The law "On Amend-
ments to the Land Code" prohibited all market transactions concerning the exchange of agri-
cultural land plots till the 1% of January 2007 (see Table 6).

Figure 4:  Structure of land transactions (exchange, inheritance, gift) in land certificate
form on the 1* of July 2003, Total — 752 thousand transactions
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As shown in Figure 4, inheritance is the predominant type of transaction, accounting for 86 %
of the total amount of land transactions involving the transfer of ownership. This is explained
by a simple reason: Half of all land plots are in possession of pensioners passing on land
rights to their relatives (DANYLENKO, 2004). One of the most common forms of land plot
transferal of the Ukrainian agricultural land market is land lease.

4.2.3 Agricultural land leasing

Land lease was re-established in Ukraine through the Law "On Land Lease" (Ne 161-XIV,
October 1998) after a 70 year break. Land sharing of non-state agricultural enterprises pro-
vided a powerful incentive for agricultural land lease relations’ development. Nearly 6.7 million
certificate owners, 41,600 farmers, as well as the new forms of business, were interested in
developing land lease relations.

In the last several years, legislative acts which established the main provisions regarding land
lease relations have been accepted. They stipulate the following (see also Table 8):

e The right to lease land is based on contract, it is limited in time and based on paid
possession and land use for business and other activities;
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o Land plots may be leased to citizens and legal entities of Ukraine, foreign citizens and
persons without citizenship, foreign legal entities, international associations and or-
ganizations and also to foreign states;

e A land plot can be leased for a short term — not more than 5 years, and for a long
term — not more than 50 years;

o With the leaser’s consent, a leased land plot or a portion of it can be transferred by
the lessee into the possession and use of another person (subleased); and

e Land plots can be leased out by their owners or persons authorized by them as their
agents.

Currently in Ukraine, there are two ways of transferring land by lease: (a) the Certificate of
the Right for Land ownership Share and (b) the State Act of the Rights for Private Land owner-
ship. The majority of certificate owners entered into leasehold arrangements with agricultural
entities and individuals. On the 1* of January 2004, land shareowners made 5,235,600 rent
contracts, with a total leased area of 20,927,400 hectares. And on the 1% of January 2005, the
amount of such contracts was 5,031,200, with a total area of 19,982,500 hectares of leased
land.

As seen from Figure 5, leasehold agreements with enterprises which issued land certificates
still dominate (69 %). Such a figure can be explained mostly by retirees’ reluctance to change
the leasers. The part of retirees’ leasehold agreements in the total amount of rent contracts is
2,691,700, or 53.5 %.

On the 1*" of January 2005, 12.716 million hectares of agricultural land were transferred into
lease based on the State Act of the Rights for Private Land ownership. 99.9 % of this amount,
or 12.708 million hectares, was transferred for agricultural production and only 8,700 hectares,
or 0.1 %, was transferred for other purposes. 158,400 hectares of agricultural land, or 1.2 %,
were transferred into lease in different localities.

Figure 5:  Structure of land share lease agreements at January 1, 2005, % of total

Lease agreements with enterprises, which issued land
certificates

69% Lease agreements with
peasant farms

8%

23%

Lease agreements with other subjects
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As seen from Figure 5, short-term contracts are the prevailing form of agricultural land lease,
totaling 88 % of all concluded land rent contracts. The share of leases exceeding 10 years is
very insignificant, amounting to only 2 % of all contracts.

Figure 6:  Structure of land lease terms at January 1, 2005, % of total concluded leases
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Source: STATE LAND RESOURCES COMMITTEE, 2005.

Long-term leases are not common in Ukraine, which is mostly explained by tenure insecurity.
Since land lease contracts tend to be short-term, it is reasonable to assume there are few
incentives for lessees to make long-term investments, or even to use rented land effectively.
Landowners or long-term lessees are typically concerned about the sustainability of the land
as a resource which brings a permanent income, the environmental care of land, and protec-
tion of soil fertility (KOBZEV, 2004).

Land leasing plays an important social role, as in many cases lease payments are the main
source of income for rural families. State statistics show that total payments for 2003 land
lease contacts were 2.4 billion UAH (455 million USD) and for 2004 — 2.3 billion UAH
(436 million USD). Approximately half of this amount was paid to retired peasants. However,
only 13 % of the total payments for the 2004 land lease contacts were paid in monetary form.
Other parts of such payments were in the form of agricultural products (81 %) and services
(6 %). At the same time, some experts argue that the land payment remains rather low
(MIKHAYLOV, 2003). Annual payment in 2003 was just 115.2 UAH (21.7 US Dollars) and in
2004 —116.9 UAH (21.6 US Dollars) per hectare of agricultural land.

4.2.4 Overview of legal land transactions on the Ukrainian land market

All agricultural and non-agricultural land transactions, both of which are legal according to
the current legislative base in Ukraine, can be integrated in the Table 6.

4.3 Legislative control of the agricultural land market

As mentioned above, there are two legislative documents which currently regulate the agri-
cultural land market in Ukraine: Land Code (Ne 2768, October 2001) and the Law "On
Amendments to the Land Code" (Ne 2059-1V, October 2004). These documents reaffirmed
the guarantees of obtaining and alienating the rights of ownership on agricultural land. At
present, there is bill titled "On Land Market" in Ukraine, which is likely to be accepted by the
government after some amendments. The law, if passed, will be the main legislative
document, not only for the rights of land ownership, but also for sustainable agricultural land
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market development, the real formation of market prices for land, free transactions of
agricultural land between market actors, etc.

Table 6: Legal land transactions on the land market in Ukraine
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5 SUMMARY

Almost all prerequisites for the development of an agricultural land market have been established
in Ukraine. The state's monopoly on land ownership has been eliminated, Ukrainian peasants
obtained rights of private ownership on most agricultural land, and new forms of business on
the agricultural land market developed. Further, market transactions of agricultural land
through exchange, gift and inheritance/bequest have been implemented in Ukraine.

But several impediments to the further development of an agricultural land market still exist.
First is the moratorium on the purchase and sale of agricultural land, which should be imme-
diately lifted. The moratorium is interrupting the development of the land market, as well as
its infrastructure, including consulting agencies, brokerages, real estate agencies, insurance
companies, etc.

Current agricultural land transactions in Ukraine are accompanied by the complex and intri-
cate procedure of registration in different agencies and departments. That is why the forma-
tion of an Integrated Registration System of the rights on land and real estate is also one of
the most important prerequisites for further agricultural land market development. One more
problem to be addressed is that land evaluators and landowners have little access to market
information regarding agricultural land prices or demand and supply. Difficulties in access to
such information, and even its absence, are reflected in current land prices. Solving these issues
will hopefully accelerate the development of the agricultural land market in Ukraine.
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ANNEX

Table 1A. Chronology of land reform legislation in Ukraine

Law on Amendments to the Land Code (October 6, 2004)

Government Decree "On Organization of Work and Methodic of Land Plots Division
Between Land Shares Owners" (Feb. 4, 2004)

Law on Assessment of Land (Dec. 11, 2003)
Law on Mortgage (June 5, 2003)

Law on the Procedure of Land Plots Borders Definition (at the territory) for the Land Share
Owners (June 5, 2003).

Government Decree "On Expert Monetary Valuation of Land Plots" (October 11, 2002)

Presidential Decree "On Additional Measures Regarding Social Defense of Peasants —
Land Plots and Land Share Owners" (Feb. 2, 2002)

Land Code (October 25, 2001)

Presidential Decree "On the Main Directions of the Land Reform in Ukraine on 2001-2005"
(May 30, 2001).

Presidential Decree "On Measures to Facilitate Protection of the Property Rights of Peasants
During the Process of Reforming the Agricultural Sector of the Economy" (January 30,
2000)

Presidential Decree "On the Providing of Village Workers of Social Sphere by Economic
Interests and Social Defense Regarding Solving Issues, which Arise During the Process
of Land Reform Implementation" (April 12, 2000)

Presidential Decree "On Immediate Measures to Accelerate the Reform of the Agrarian
Sector of the Economy" (Dec. 3, 1999)

Law on Fixed Agricultural Tax (Dec. 17, 1998)

Presidential Decree "On the Guarantee of the Defense of Economic Interests and Improve-
ment of Social Provisions of Retirees-Peasants, Who Has the Right on Land Share"
(Dec. 15, 1998)

Law on Land Lease (October 6, 1998)
Presidential Decree "On Guarantee of the Rights of Land Share Owners" (April 21, 1998)
Constitution of Ukraine (June 28, 1996)

Presidential Decree "Regulations for Division into Shares of Land Transferred to Collec-
tive Ownership of Agricultural Enterprises and Organizations" (Aug. 8, 1995)

Government Resolution "Procedure for Monetary Valuation of Agricultural Land and Land
in Settlements" (March 23, 1995)

State Land Resources Committee Temporal Procedure "On the Work Regarding Receiving
the State Acts of the Right of Collective Land ownership by Collective Agricultural
Enterprises, Agricultural Cooperatives, and Agricultural Join-Stock Companies
Including Enterprises that were Established on the Base of Sovkhozes and Other State
Agricultural Enterprises" (March 15, 1995)
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Presidential Decree "On Immediate Measures for Acceleration of Land Reform in the Sphere
of Agricultural Production" (Nov. 10, 1994)

Government Resolution "On Priority Measures for Preparation and Implementation of
Land Reform" (May 7, 1993)

Law on Amendments and Additions to Some Laws of Ukraine (May 5, 1993)

Resolution of Supreme Soviet of Ukraine "On the Socio-Economic Situation in Ukraine
and Measures for Its Stabilization" (Jan. 27, 1993)

Government Decree "On State Tax" (Jan. 21, 1993)
Government Decree "On Privatization of Land Plots" (Dec. 26, 1992)
Law on Payment for Land (July 3, 1992)

Resolution of Supreme Soviet of Ukraine "On Acceleration of Land Reform and Privatiza-
tion of Land" (March 13, 1992)

Law on Collective Agricultural Enterprise (Feb. 14, 1992)

Law on Forms of Ownership (Jan. 30, 1992)

Law on Peasant Farms (Dec. 18, 1991)

Resolution of Supreme Soviet of Ukraine "On Land Reform" (Dec. 18, 1990)
Land Code (Dec. 18, 1990)

Source: Author’s data.
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