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FINANCING THE DEVELOPMENT OF
AGRICULTURAL PRODUCTION IN EUROPEAN
COUNTRIES: COMPARATIVE ANALYSIS AND
EXPERIENCE FOR UKRAINE

ABSTRACT

Current trends in the development of agricultural production necessitate the attraction
of additional financial resources to finance the agricultural sector, which are specific to
each national economy. The article examines the priority directions of development of
the mechanism for financing agricultural production in Ukraine in the context of current
trends in the implementation of the common agricultural policy in Europe. A comparative
analysis of the mechanism of additional financing of agricultural production in the EU
countries was carried out in the implementation of the common agricultural policy. Clus-
tering of European countries was carried out while taking into account the existence of
patterns in the agricultural market and it was confirmed that these patterns do not
determine the features and volumes of additional financing of agricultural production.
The existence of twelve possible types of markets of agricultural products in European
countries is determined and the existence in practice of six of them is confirmed. It is
determined that there are significant violations in the policy of convergence of financing
of the agricultural sector declared by the OAP, which confirms the need to reform the
Common Agricultural Policy of European countries in the direction of greater compliance
with the national problems of the European agricultural sector.

It has been determined that there is a specific list of development problems that is not
repeated for any of the European countries for the agricultural sector of Ukraine, and
its own type of agricultural market has been formed, which also has no correspondence.
The article focuses on the need to form in Ukraine a specific mechanism of additional
financing of agricultural production, taking into account the problems of development
of the national agricultural sector and in the context of the Common Agrarian Policy of
the Economic Community, its priorities and direction of reform.

Keywords: production of agricultural products, Common Agricultural Policy, financing,
subsidies, agro-sphere, convergence, European Union

JEL Classification: F36, Q11, Q14

INTRODUCTION

Modern trends in social development demonstrate a propensity for the growth of global
risks and threats, which determined the formulation by the United Nations of global
goals (Sustainable Development Goals. Department of Economic and Social Affairs,
2021), in the achievement of which humanity as a whole is interested. The need to
achieve food security and promote the sustainable development of agriculture, which
defines the production of agricultural products as a priority area of human activity, is
one of the first among the goals of the UN. Along with ensuring a sufficient amount of
agricultural production, regulating the development of the agricultural sector is directly
related to the achievement of global goals 13 (urgent measures to combat climate
change and its consequences) and 15 (protection and restoration of ecosystems). Suf-
ficient financing of agricultural production is a necessary prerequisite for its complexity
and efficiency.

The financial efficiency of agricultural production, as a rule, is not significant and fluc-
tuates depending on a wide range of conditions. This determines the need for additional
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financing of agriculture, including those aimed at achieving non-economic benefits from the use of natural resources of a
strategic nature. The participation of national governments and supranational structures in financing the development of
agriculture and rural areas is becoming one of the defining links of the financial mechanisms of national economies. A
clear example of consistency in financing the development of agricultural production and ensuring the development of
rural areas is the Common Agricultural Policy (CAP) of the EU countries, which is also focused on by those European
countries that are not part of the European Union.

Ukraine aspires to join the European Union, therefore, the principles and mechanisms of the CAP are a reference point for
the transformation of the financial mechanism of the national economy. At the same time, taking into account the experi-
ence of financing the development of agricultural production in European countries, it is necessary to take into account
the modern realities of the agrarian sphere of the Ukrainian economy, systemic risks and threats. The justification of
directions for the development of the financing of agricultural production in Ukraine in the context of the implementation
mechanism of the EU CAP, taking into account its advantages and disadvantages, is the subject of this article.

LITERATURE REVIEW

Coordinating the development of rural areas has been the subject of the economic policy of the European Union since the
mid-1990s N. V. Pavlikha, N. L. Khomiuk (2018), when at the Berlin Summit in 1999 the "Action Plan 2000" was adopted,
outlining the main principles of the Joint of agrarian policy (CAP). The accession of Eastern European countries to the
European Union intensified the implementation of CAP and supplemented it with two key components: the Structural Policy
for Preparation for Accession (ISPA) and the Special Program for Agriculture and Rural Development (SAPARD). The com-
mon agrarian policy includes a system of 23 measures, the totality of which is different for each individual national econ-
omy, based on typical problems of the development of rural areas. The development of a common agrarian policy is
focused on the primary consideration of global problems, such as climate change and loss of biodiversity (Sowing Sustain-
ability: The Power of Relationships in Food Systems Transformation, 2023).

The effectiveness of the implementation of the Common Agricultural Policy of the EU is evaluated in many scientific studies
of individual scientists and institutions. In particular, in the studies of the European Commission regarding factor markets
in agriculture (Comparative Analysis of Factor Markets for Agriculture across the Member States, 2014), financial needs
and access to financing of agricultural enterprises (Survey on financial needs and access to finance of EU agricultural
enterprises, 2020), access to finance remains insufficient for farmers and agri-food SMEs, 2023), studies of the European
Investment Bank regarding the impact of investments in innovation in agriculture and direction and pace of its development
(Feeding future generations How finance can boost innovation in agri-food, 2019) are evaluated as the amount of financial
resources available to agricultural producers, as well as the direction of their use. However, it is often emphasized that the
exact quantitative results of additional financing of agricultural production are quite difficult to assess, especially from the
point of view of achieving the goals of the Common Agricultural Policy.

In the studies of individual scientists, it is stated that the common agricultural policy of the EU does not achieve its goals.
Moreover, its current results cannot be quantified (Scown M.W., Brady M.V., Kimberly A.N., 2020). G. Pe'er and S. Lakner
(2020) note that there are three main orientations to which additional financing of rural areas is directed in accordance
with the Common Agricultural Policy: solving social problems EUR productions of "green architecture" of agriculture; en-
suring a sufficient volume of agricultural production and food security in European countries. In their work, they prove the
insufficient effectiveness of additional financing of agriculture through CAP tools to ensure the transformation of the agri-
cultural sector in the direction of building "green architecture". On the one hand, numerous studies confirm that funding
from the EU contributes to the development of "green" agricultural production in European countries (I. Darnhofer, S.
D'Amico, E. Fouilleux, 2019), (N. Casolani'a, E. Nissi 'a, A. Giampaolo'b, L. Liberatore, 2021), gradually increasing the share
of organic agriculture in the total volume of production. On the other hand, organic agriculture is less productive than
traditional agriculture. According to certain crops, the gap in productivity is up to 20%, and the costs of conducting organic
agriculture are high and are not compensated by additional financing through CAP mechanisms, as noted by de T. Ponti,
B. Rijk, M. K. van Ittersum (2012), M. Beltran-Esteve'a, E. Reig-Martinez (2014). Similarly, M. W. Scown, M. V. Brady, and
A. M. Kimberly (2020) emphasize the insufficient effectiveness of the mechanism of implementation of the common agrar-
ian policy in overcoming the social problems of rural areas. A. Sin, C. Czestaw (2014) note the insufficient participation of
national governments in the co-financing of CAP measures together with the EU, necessary for the development of agri-
culture, which is characteristic of Eastern European countries. Z. Jurjevi¢, S. Zeki¢, B. Matkovski B., D. Doki¢ (2022) confirm
this, noting that the existing mechanism of direct payments, according to the CAP, selects large and medium-sized farms
as a priority for additional financing, which increases inequality in the incomes of the rural population. L. O. Fresco and P.
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Mauguin (2018) note the insufficiency of funding for the introduction of innovations and conducting research in the field
of agricultural production, which is only a few per cent of the II component of the Common Agrarian Policy.

At the same time, European farmers have urgent problems with financing their activities, such as the increase in the cost
of production and the corresponding insufficiency of working capital, access to investment financing, access to bank loans
and difficulties with their repayment, high cost of non-current assets (Survey on financial needs and access to finance of
EU agricultural enterprises, 2020). The unsatisfied demand of European farmers for bank loans amounted to more than
EUR 62 billion in 2022, and the majority of these requests are for long- and medium-term loans, which is typical for
agricultural enterprises (Access to finance remains insufficient for farmers and agri-food SMEs, 2023). M. Grivins, M. N.
Thorse, and D. Maye (2021) perceive this trend as the global dependence of the results of agricultural production on
access to capital, the so-called "financialization of the agricultural sector".

Also, the European agricultural sector faces problems of growth, fragmentation, and low levels of costs for innovation,
although in general, the EU is the world's largest exporter of agricultural products. The surplus of EU trade in agricultural
products is more than EUR 30 billion, as noted by A. Verbeek, S. Fackelmann and B. McDonagh (2019). All this determined
the tendency to diversify the financial instruments used in European countries to finance agriculture. Among the relatively
new tools proposed to be used by the European Investment Bank are crowdfunding, the issuance of mini-bonds, and
digital risk-sharing tools. Obviously, the tested instruments of additional financing of agricultural production in the EU
countries in accordance with the Common Agricultural Policy do not fully meet the expectations placed on them.

In Ukraine, the production of agricultural products was unprofitable for a long time. Improvements in the efficiency of
agriculture after independence were mostly determined by abundant natural resources rather than institutional changes
in the economy. In particular, 27% of arable land in Europe is located in Ukraine (Y. Sologub, O. Bezpala, 2019), with 0.9
hectares of land per person (according to 2019 data). In Poland, for example, this figure is 0.3 ha. The natural productivity
of agricultural production in Ukraine is also comparatively higher than in many European countries. The improvement of
the financial efficiency of the Ukrainian agricultural sector was positively influenced by the transformation of the property
institution (O. Anysenko, K. Vakar, 2018). But at the same time, the challenges and troubles of recent years have led to a
constant decrease in the volume of agricultural products, both in physical terms and in terms of value.

The integration of Ukraine into Europe determines the need for coordination and policy of financing the agricultural indus-
try, and the range of measures offered is extremely wide. Determining the priority areas of financial support for the
production of agricultural products, Ukrainian scientists are guided by the experience and results of various countries of
the world. Even before the COVID-19 crisis and the direct aggression of Russia (2016), there were shortcomings in the
financing of the development of agriculture in Ukraine due to the lack of state support and the variability of state policy,
as noted in the work of V. P. Horyn, I. V. Varemchuk (2016). Now T. Dobrunik, O. Kuznietsova (2022) fix three priorities
of additional financing for the development of agricultural production according to the recommendations of the European
Business Association: development of export logistics; crop storage; lending and access to agricultural finance. S. V. Ste-
panenko (2022) notes the need to restore the financial potential of the agricultural sector of Ukraine and the competitive-
ness of its products. B. Korovaieva (2023) defines as priorities: direct support of farmers for the diversification of agricul-
tural production; financing of ecologically oriented agriculture; assistance in the creation of agricultural infrastructure and
integration of the agricultural sector of Ukraine into the EU system. As you can see, the range of measures proposed for
the restoration of Ukrainian agriculture and its development is quite wide, which is unacceptable in the conditions of
systemic risks and shortage of financial resources.

AIMS AND OBJECTIVES

The purpose of the article is to determine the priority directions for the development of the mechanism of financing the
production of agricultural products in the context of modern trends in the implementation of the common agrarian policy
of the EU countries. Analyzing the patterns of development of agricultural production in the EU countries, the convergence
of financing, the effectiveness of the implementation of the Common Agricultural Policy of the EU and the trends of its
transformation, the priorities of additional financing for the restoration and development of agricultural production in
Ukraine will be determined. The results of the study will contribute to the effective integration of the agricultural sector of
Ukraine into the EU system.
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METHODS

The article uses the following scientific methods:

1. Data collection and analysis. Statistical data on the results of agricultural activities, prices for agricultural products,
and volumes of financing of agricultural production by European countries and Ukraine were collected. Information
bulletins about the European Union (Fact Sheets on the European Union? 2022) and European countries are the
source of information on the results of agricultural activity and prices for agricultural products. Information on the
results of agricultural activity in Ukraine was obtained from the website of the State Statistics Service (Economic
accounts of agriculture, 2022). For comparability, data on the volume of agricultural products in Ukraine (in
comparable prices of 2016) are converted into euros at the average annual exchange rate of the NBU (Official
exchange rate of the hryvnia to foreign currencies, 2023).

2. Regression analysis. A regression analysis was conducted to establish the interdependence of the basic index of
prices for agricultural products and the production cost of agricultural products for European countries and for
Ukraine.

3. Cluster analysis. A cluster analysis was performed using the k-means method based on Euclidean distances to
establish the existence of patterns in the development of agricultural production by European countries.

4. Comparative analysis. A comparative analysis of additional financing for the production of agricultural products by
clusters of European countries was carried out to determine the convergence of financing and shortcomings in the
implementation of the Common Agricultural Policy of the CAP in achieving its priorities.

5. Synthesis. Development directions for financing the production of agricultural products in Ukraine have been
determined based on the synthesis of previous research results, taking into account the specific problems of the
development of the agricultural sector of Ukraine.

RESULTS

The basis of additional financing for the development of agricultural production in European countries is determined by
the Common Agricultural Policy. Currently, the mechanism of financing the agricultural sector through the CAP is imple-
mented with the help of direct payments to agricultural enterprises when they achieve cross-compliance (Scown et al.,
2020), to which 77% of the budget is directed. In turn, only 5% goes to improving market mechanisms. The fulfilment of
cross-compliance requirements includes certain rules for both the production of agricultural products and the maintenance
of land. As a result, agricultural enterprises receive separate direct payments related to both the size of the farm and
compliance with cross-compliance conditions. This determined significant differences between the amount of subsidies
received by farms both within individual national economies of the EU and within the EU as a whole. External and internal
convergence do not achieve their goal of equalizing additional funding depending on the area of "rich" and "poor" agricul-
tural regions of Europe. In addition, the payment rates for the countries that joined the EU after 2005 were set at a much
lower level than for the countries that were in the EU from the day of its foundation. Consequently, the inequality of
payments has determined significant differences between European countries in financing the production of agricultural
products, which is confirmed by the following research results.

The first stage of the research was the establishment of interdependence PI < pv (PI—- basic price index for agricultural
products (in 2015 prices), price index; pv — production value of agricultural products (also in 2015 prices), value of prod-
uct). The specified interdependence does not have a cause-and-effect nature, since the "arrow of time" is not established
for it, and the time shift is not confirmed by the results of correlation-regression analysis. A similar approach was also used
in work (Khalatur et al., 2023). Probabilistic analysis and entropy calculation cannot be applied, since comparable raw data
are given by European countries only for the period 2013-2022 (Fact Sheets on the European Union, 2022). The content
of establishing such interdependence consists in determining the variability of prices for agricultural products from changes
in the volume of its production on national markets, as stated in the classical law of supply. Calculations are made for 31
European countries: Belgium, Bulgaria, Czech Republic, Denmark, Germany, Estonia, Ireland, Greece, Spain, France, Cro-
atia, Italy, Cyprus, Latvia, Lithuania, Luxembourg, Hungary, Malta, Netherlands, Austria, Poland, Portugal, Romania, Slo-
venia, Slovakia, Finland, Sweden, Iceland, Norway, Switzerland, United Kingdom. The dependence was established
PI(pv) = a, + &, - pvsince the confidence level for nonlinear approximations was lower than for linear approximations. In
all considered cases, the reliability of linear regression exceeded 95% according to univariate analysis of variance. Confir-
mation of the existence of dependence PL(pv) = &, + &, - pv also defines:
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A

= the existence of a minimum volume of production of agricultural products ( a,, ), at which the correspondence "volume
— price" occurs, and, therefore, the possibility of market regulation of prices for agricultural products appears;
= linear elasticity of changes in prices for agricultural products to changes in the volume of its production as dPI1/dpv

(a).

Of course, establishing such dependence separately for national economies is somewhat conditional, since the movement

of agricultural products within Europe is extremely wide and exports are significant.

The obtained dependences Pl(pv) = &, + & - pvby geographical regions of Europe are shown below (Table 1).

Table 1. Dependence PI(pv) = a, + a, - pv by geographical regions of Europe.

Western Europe

Northern Europe

Southern Europe

Eastern Europe

Austria = —63,45 + 0,023 - pv

United Kingdom = 0,788 + 0,003 -
pv

Greece= —24,15 + 0,011 - pv

Bulgaria= 13,67 + 0,024 - pv

Belgium = —64,57 + 0,020 - pv

Denmark = —47,81 + 0,014 - pv

Spain= —54,09 + 0,003 - pv

Poland= —104,91 + 0,009 - pv

Luxembourg = —57,23 + 0,39 - pv

Estonia = —65 + 0,19 - pv

Ttaly= —37,18 + 0,002 - pv

Romania
= 20,30 + 0,006 - pv

Netherlands = —54,66 + 0,005 - pv

Ireland = =53 + 0,020 - pv

Malta= 72,02 + 0,18 - pv

Slovakia
=-31,84+ 0,062 - pv

Germany = —2,72 + 0,002 - pv

Iceland = 121,58 — 0,044 - pv

Portugal= —62,54 + 0,022 - pv

Hungary= —231,54 + 0,042 - pv

France = —42,69 4+ 0,0019 - pv

Latvia = —90,08 + 0,13 - pv

Slovenia= —64,83 + 0,135 - pv

Lithuania = —135,83 + 0,083 - pv

Croatia= —51,18 + 0,072 - pv

Norway= —90,08 + 0,13 - pv

Czech= —141,32 + 0,051 - pv

Switzerland = 41,45 + 0,012 - pv

Finland= —9,00 + 0,025 - pv Cyprus= —42,77 + 0,21 - pv

Sweden= —-101,51 + 0,033 - pv

The next stage of the research was the clustering of dependency parameters PI(pv) = a, + &, - pv for each of the analyzed
countries. Usually, clustering methods are not applied to the obtained functional dependencies. Their field of application
is the grouping of objects according to objective comparable characteristics. However, in this case, it is more about the
division of statistical correspondences p7 «» py into classes and the determination of the regularities of the process in

each of the classes. The expediency and algorithm of this kind of research are given in the work (Faizah et al., 2020). In
this study, the method of k-means based on Euclidean distances was used. Dispersion of objects (individual national
economies) according to the characteristic patterns of correlations between the volume of agricultural production and the
price index for it is shown in Figure 1.

0,45

A 0,4
0,35
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Figure 1. Dispersion of dependence PI(pv) type PI(pv) = 8, + a8, - pv, where PI- price index, pv— product. (Source: depending on the author's
discretion)
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As a result, six clusters were obtained:

= Cluster 1 - countries Belgium, Denmark, Ireland, Greece, Spain, Croatia, Italy, Netherlands, Austria, Poland, Portugal,
Slovakia, Finland, Sweden, France. DependencyP(pv) = a, + &, - pv for Cluster 1 has the form PA(pv) = —53,56 +
0,022 - pv;

. Cluster 2 — countries Bulgaria, Germany, Norway, Switzerland, United Kingdom. The dependenceP{(pv) = a, + & -
pv for Cluster 2 has the formP(pv) = 10,7 + 0,011 - pv;

. Cluster 3 — Czech Republic, Lithuania. The dependenceP(pv) = a, + &, - pv for Cluster 3 has the form Pi(pv) =
—138,58+ 0,067 - pv;

= Cluster 4 — Malta, Romania, Estonia, Cyprus, Latvia, Slovenia. The dependence Pi(pv) = a, + &, - pv for Cluster 4
has the form PI(pv) = —42,77 + 0,169 - pv;

= Cluster 5 — Luxembourg. The dependenceP(pv) = &, + a, - pv for Cluster 5 has the form PA(pv) = —57,23 + 0,39 -
pv;

= Cluster 6 — Hungary. The dependence PL(pv) = &, + a, - pv for Cluster 6 takes the formP(pv) = —231,54 + 0,042 -
pv.

According to the obtained clusters based on the ratio between the volume of agricultural production and the price index
for it, a classification of countries is proposed according to the level of the objectively necessary volume of additional
financing (initial subsidy). Additional financing of the production of agricultural products in the amount g, depending
PI(pv) = a, + a, - pv on the dependence is objectively necessary for the development of agriculture, as it creates prereg-
uisites for flexible pricing on the market of agricultural products.

Classification according to the level of initial subsidy of agriculture:

1.  Extremely subsidized. The agriculture of the country of cluster 6, Hungary, belongs to the extremely subsidized. The
volume of necessary subsidies for the production of agricultural products to maintain balance ranges from EUR 186
million to EUR 277.1 million. The amount of necessary subsidies is determined outside of Cluster 6 by parameter a,.

2.  Subsidy The group of countries with subsidized agriculture includes the countries of Cluster 3 (Czech Republic,
Lithuania). The amount of necessary subsidies for the production of agricultural products for these countries ranges
from EUR 119.5 million to EUR 186 million.

3. Minimal subsidy. Includes countries belonging to Clusters 1, 4, and 5 (Belgium, Denmark, Ireland, Greece, Spain,
Croatia, Italy, Netherlands, Austria, Poland, Portugal, Slovakia, Finland, Sweden, France, Estonia, Cyprus, Latvia,
Slovenia). In this classification group, the countries of three clusters are combined, since for these clusters the
boundaries of parameter g, intersect. The volume of necessary subsidies for the production of agricultural products
ranges from EUR 5.9 million to EUR 119.5 million.

4.  Non-subsidized. This cluster includes countries belonging to Cluster 2 (Bulgaria, Germany, Norway, Switzerland,
United Kingdom). Agriculture in these countries is characterized by the absence of subsidies or insignificant subsidies
in the amount of up to EUR 5.9 million. The upper limit of the parameter g, for this cluster is EUR 88.8 million.

Also, on the basis of the parameter g, dependence PI(pv) = &, + &, - pv, a classification of the production of agricultural
products is proposed according to the correspondence between changes in prices for agricultural products and changes in
the volume of their production:

1.  Market. With the growth of the production of agricultural products in this group of countries and the provision of the
necessary minimum amount of subsidies, the prices of products will change significantly depending on the increase
in production. Luxembourg, the only country in the cluster, belongs to this group. The limits of this classification

group according to the parameter g, for dependence PI(pv) = &, + &, - pv vary from 0.28 to 0.5.

2.  Adjustable. This group is characterized by a weaker, but noticeable dependence of prices for agricultural products on
the volume of their production. The parameter varies from 0.28 to 0.05. The group includes the countries of Clusters
3and 4.

3. Non-market. Within this group there are countries for which the prices of agricultural products depend minimally on
their production. The parameter ¢, varies from 0.05 to -0.16. The group is the widest and includes the countries of

Clusters 1, 2, and 6.
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Potentially, according to the proposed classification systems, twelve types of agricultural production can be created, how-
ever, six of them were actually identified, corresponding to the resulting clusters: extremely subsidized, non-market (Clus-
ter 6); minimally subsidized, non-market (Cluster 1); regulated, subsidized (Cluster 3); regulated, minimally subsidized
(Cluster 4); regulated, non-subsidized (Cluster 2); minimal subsidy, market (Cluster 5).

A coordinated policy for the development of rural areas is implemented within the European Union, which includes six
priorities: transfer of knowledge and innovations; profitability and competitiveness of the farm; food chain organization
and risk management; restoration, protection and improvement of ecosystems; resource-efficient and climatically sustain-
able economy; social integration and economic development. Financing of rural development policy is carried out within
the framework of these priorities and the system of 23 measures corresponding to the CAP. Each country independently
chooses its own system of measures for which additional funding is provided as a whole or for individual regions, depending
on the most acute problems of the development of rural areas. Sources of financial resources to ensure the implementation
of the Common Agrarian Policy can be: targeted funds from the European Union; grants received for financing certain
targeted programs; national funding; co-financing by the European Union and the national government; co-financing by
the national government and the recipients of the funds. Among these 23 measures, measures that directly, in the short-
term perspective, affect the volume of agricultural production:

= 01 — knowledge transfer and innovative measures;

= 04 - investments in physical assets;

= 05 — restoration of agricultural production;

= 06 — farm and business development;

= 11 - organic farming;

= 13 — payments to territories facing natural or other specific limitations;

= 14 — animal welfare.

The European Network for Rural Development systematizes information on the implementation of the Common Agricultural
Policy, the problems of agricultural development in each country, resources, sources of financing and directions for the
use of additional funds and publishes the relevant Summaries (RDP Summaries. European Network for Rural Development).
It should be noted that the Summary of the implementation of the Common Agricultural Policy is not provided for several
countries (Norway, Switzerland). Also, the European Network for Rural Development notes that information on the imple-
mentation of CAP in the United Kingdom may be inaccurate. The analysis of the Summary of the European Policy for the

Development of Rural Areas (2023) made it possible to obtain quite interesting results regarding the financing of measures
that affect the volume of agricultural production (Figure 2):
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e e
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o
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products
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w

0 20 40 60 80 100 120 140 160 180 200
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Figure 2. Subsidization of agricultural production in clusters of European countries. (Source: depending on the author's discretion)
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1.  Clster 1 (minimally subsidized, non-market). The specified cluster is characterized by a great diversity of the market
for agricultural products and the conditions in which they are produced. However, the typical problems of the
countries included in this cluster are the existence of natural restrictions on the development of agriculture, loss of
biodiversity and territorial imbalance, unemployment and ageing of the population. In some countries, there is also
reduced efficiency of agricultural production and its small scale. The amount of additional financing for the production
of agricultural products for this cluster is 52.53 EUR/km2 of agricultural land, or EUR 0.22 of subsidies are needed to
generate EUR 1 of produced agricultural products;

2. Cluster 2 (regulated, non-subsidized). The countries of this cluster are characterized by the efficient organization of
agriculture and the intensive nature of its management. But at the same time, each of these countries has certain
obstacles in terms of increasing the growth potential of agriculture. For example, in Norway, there are significant
restrictions on the development of agriculture, in Bulgaria, the quality of agricultural resources is rapidly losing, in
Germany, natural phenomena have been observed in recent years that sharply reduce the efficiency of agricultural
production. The amount of additional financing for the production of agricultural products for this cluster is 27.99
EUR/km2 of agricultural land, or EUR 0.16 of subsidies are needed to generate EUR 1 of agricultural products
produced;

3.  Cluster 3 (regulated, subsidized). The main problems of the development of agricultural production in the countries
of this cluster are the small scale of agricultural structures, the ageing of the workforce, and the low efficiency of
agriculture. The amount of additional financing for the production of agricultural products for this cluster is 63.75
EUR/km2 of agricultural land, or EUR 0.522 of subsidies are needed to generate EUR 1 of agricultural products
produced;

4.  Cluster 4 (regulated, minimally subsidized). The main problems of agricultural development in the countries of this
cluster are determined by specific and significant limitations of natural resources (acute water shortage, a significant
number of mountainous areas, infertility of agricultural land, etc.) and imperfect organization of agricultural
production. As a rule, in these countries, a small amount of agricultural land is at the disposal of one farm, which
prevents the development of mass commodity production. The volume of additional financing for the production of
agricultural products for this cluster is 154.93 EUR/km2 of agricultural land, or for the generation of EUR 1 of produced
agricultural products, UER 0.59 of subsidies are needed;

5.  Cluster 5 (minimal subsidy, market). This cluster includes Luxembourg. The general economic and demographic
context is turning the country's agriculture into suburban agriculture. In addition, there is a significant loss of
biodiversity, which makes intensification of production impossible. The specific nature of the organization of
agricultural production determines the need to import a significant amount of agricultural products. Despite the
generally market nature of agriculture and the minimal need for subsidies and subsidies, in fact, the volume of
additional financing for the production of agricultural products in Luxembourg amounts to 186.23 EUR/km2 of
agricultural land, or EUR 0.50 of subsidies are needed to generate €1 of agricultural products produced, which is the
highest among European countries;

6. Cluster 6 (extremely subsidized, non-market), includes Hungary. The agricultural sector of the country is
characterized by the presence of significant natural limitations (water shortage), ageing of the population, low
efficiency of agricultural production, and low standard of living of the rural population. At the same time, the amount
of additional financing for the production of agricultural products is not significant and amounts to 60 EUR/km2 of
agricultural land or EUR 0.23 of subsidies are needed to generate EUR 1 of agricultural products.

The results of the study prove that there is no connection between the actual amount of additional financing for the
production of agricultural products and the need for such financing, based on the need to maintain balance in the market.
In particular, the highest level of additional funding is observed in Luxembourg, while the need for subsidies for this
country is classified as minimal. The country that needs the highest level of additional financing for agricultural production,
Hungary, has the same level as most European countries in Cluster 1. The obtained results are directly consistent with the
results of the study by M. W. Scown, M. V. Brady, and A. N. Kimberly (2020), who note that current CAP subsidies only
increase the inequality of income formation in agriculture, increasing incomes for financially sufficient farms and insignifi-
cantly affecting incomes for small farms with low production efficiency. As for the financing of the development of the
"green economy" and the preservation of ecosystems, the existing system of additional financing of the production of
agricultural products in the EU also does not achieve its goals (de Ponti, T., Rijk, B., van Ittersum M. K., 2012). At the
same time, for comparison, the level of profitability of investments in the development of agricultural production in the
United States, as noted in an open letter of more than 130 research and scientific organizations to T. J. Vilsack, Secretary
of the Department of Agriculture of the United States, is 17% (2021).
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Ukraine is currently moving towards closer integration with the European Union, which determines the need to transform
the basic principles of economic policy and bring it closer to the policy of the European Union. The imperatives of the
common agricultural policy of the EU thus become relevant for our country as well. However, the range of problems
inherent in the development of agricultural production in Ukraine is quite specific. Some scientists note that the develop-
ment of the agricultural sector in Ukraine is characterized by the following problems (Dobrunik et al., 2022; Khalatur et
al., 2023; Pasko, 2022):

. significant bureaucratization of the management process, limited financial capabilities of the agricultural sector, low
flexibility and adaptability of the economic mechanism;

= a specific model of agricultural production in Ukraine, oriented towards the formation of large corporate enterprises,
the main profit of which is formed due to the export of products. During the war, the export capabilities of such
corporations were sharply limited, which determined a decrease in the financial results for agricultural enterprises;

= the specialization of the corporate sector in the production of plant products, and of small-scale agricultural structures
- in the production of livestock products. This determines the imbalance in the production of various types of agri-
cultural products. In addition, the experience of European countries proves that small-scale agricultural structures
are less efficient;

= the destruction of the usual food chains during the war, determined by the vulnerability of certain branches of
agricultural production to significant destructive influences, their dependence on the import of modern biomaterials
and technologies;

= direct damages and losses from the war: loss of land in active use; loss of crops, livestock, biomaterials; losses from
the stipulated simplification of technologies; loss of material assets; labour losses, etc. Thus, during the year of the
war (February 2022 - February 2023), direct losses caused to the agricultural sector of Ukraine amounted to USD 8.7
billion, indirect losses — USD 31.5 billion, and demining costs were estimated at USD 37.6 billion. (Korovaieva, B.,
2023).

None of the countries of the European Union currently face similar problems in the development of agriculture. The only
exception is Croatia, whose national economy did not recover after the war. At the same time, it should be taken into
account that the functioning of the agricultural sector of Ukraine ensures not only the integrity of its national economy
and food security but also forms a significant part of the food security component of the world. There are other comments
regarding the implementation of EU priorities in agricultural policy in other countries.

Considering the insignificant and uncertain effectiveness of CAP in EU countries, in 2018 the European Commission adopted
"Regulation of the European Parliament and of the Council on the financing, management and monitoring of the common
agricultural policy and repealing Regulation (EU) No 1306/ 2013", according to which EU member states will be responsible
for adapting EU measures to national conditions and for the effectiveness of these measures: "Greater subsidiarity will
make it possible to better take into account local conditions and needs, against such objectives and targets. Member States
will be in charge of tailoring CAP interventions to maximize their contribution to EU objectives. While maintaining current
governance structures — that must continue to ensure effective monitoring and enforcement of the attainment of all policy
objectives — the Member States will also have a greater say in designing the compliance and control framework applicable
to beneficiaries (including controls and penalties)» (Regulation of the European Parliament and of the Council on the
financing, management and monitoring of the common agricultural policy and repealing Regulation (EU), 2023). The
existence of unique problems in the development of agricultural production in Ukraine determines the relevance of this
thesis for our country. At the same time, the restoration of agricultural production on the territory of Ukraine, which is part
of the recovery plan of Ukraine, should still take into account the basic principles of the CAP, especially since measures to
implement the Common Agrarian Policy widely take into account the national interests of each individual country.

It should be noted that for Ukraine, the existence of dependenceP [(pv), which took the form— Pf(pv) = 124,45 — 0,0004 -
pv was also confirmed. According to this dependence, the production of agricultural products in Ukraine can be classified
as subsidized non-market. Therefore, the agricultural sector of Ukraine does not belong to any of the existing types of
agricultural production recorded in European countries. Additional financing of agricultural production on the territory of
the EU is a common tool, therefore, it is also appropriate for Ukraine to carry out measures for such additional financing.
The centre of cluster 6 (Hungary) is closest to Ukraine in terms of PZ(pv) dependence parameters. Taking into account
the indicators of subsidization of Hungary and the fact that the area of agricultural land in Ukraine is currently 41,300 km2
(the entire area, since the loss of agricultural land due to occupation or hostilities has not yet been precisely determined),
the volume of additional financing for the production of agricultural products should amount to EUR 2,478 million. The
minimum necessary subsidies for the development of agricultural production for Ukraine amount to EUR 124.45 million.
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However, even with the existence of sufficient financing for the development of the agricultural sector in Ukraine, the
question of the actual distribution of these funds and their effective use arises, since, as the experience of Europe shows,
sufficient financing is not a guarantee of the expected result. At this stage, the main program document defining the
orientations of Ukrainian economic policy for the recovery of the national economy is the Recovery Plan of Ukraine for
2023-2032 (Ukraine Recovery Plan, 2023-2032). Within the limits of the specified plan, the implementation of more than
850 national programs with a total amount of funding of more than USD 750 billion is foreseen. Within this plan, the
following projects are aimed at the restoration and development of the production of agricultural products, as well as the
infrastructure of rural areas: the construction of transhipment complexes and cross-border terminals in the west of Ukraine;
construction of an irrigation system for 1 million hectares; stimulation and development of processing of products of plant
origin; preservation of the agricultural sector in the conditions of blockade of ports; meat and dairy independence; fruit
and vegetable Ukraine; return of agricultural land to economic circulation; development of river export of agricultural
products; promoting the transition of the agro-food sector to "green" growth; operational recovery of the agricultural
sector after the war; development of reclamation systems; development of seed production. The volume of state financing
for the development of all sectors of the economy is currently planned at the level of USD 50 billion, which is only 6.6%
of the total volume of financing. However, the implementation of this plan, starting from 2024, is still problematic.

The specified list of programs for the restoration of the agricultural sector of Ukraine does not fully correspond to the
measures of the Common Agrarian Policy of the EU. In particular, according to the CAP, the priority measures for financing
the production of agricultural products should be measures: for the restoration of agricultural production (05); regarding
farm and business development (06); and payments to territories facing natural or other specific limitations (13). Funding
of measure 06 — farm and business development should be quite careful. In European countries, the financing of this
measure is usually aimed at overcoming the negative effects of small-scale agricultural production (supporting small farm-
ers, developing agricultural cooperation and consolidating agricultural structures). For Ukraine, on the contrary, a signifi-
cant share of negative effects is formed in the sphere of functioning of agricultural holdings, so the substantive emphasis
of measure 06 should be shifted.

DISCUSSION

The article is devoted to the identification of priority directions for additional financing of agricultural production in Ukraine,
taking into account the experience of such financing in European countries. In the process of carrying out the research
and studying literary sources, the following discussion points were highlighted:

= the existing principles of additional financing (at the expense of centralized financial resources) in most European
countries are regulated by the Common Agricultural Policy, which, in turn, is oriented towards the system of UN
global goals. However, there are no clear quantitative criteria for achieving CAP priorities or global goals. Therefore,
it is not possible to objectively assess the effectiveness of the CAP mechanism in achieving its priority tasks or in the
implementation of regulated measures. Partial studies by the European Commission and the European Investment
Bank on the effectiveness of financing the agricultural sector of European countries confirm its inadequacy, which
necessitated the reform of the CAP mechanism. At the same time, it should be taken into account that according to
individual priorities of the CAP implementation, significant changes can be achieved only in the long term;

= numerous studies confirm that the existing mechanism of additional financing of the agricultural sector of European
countries contains technical deficiencies that lead, on the one hand, to inequality in the financing of agricultural
producers in individual national economies, and on the other hand, to inconsistency in achieving the priority goals of
the CAP. The declared convergence of countries in additional financing is not achieved. For the new EU member
states, in addition, the unconditional implementation of CAP mechanisms can lead to instability in the development
of agriculture, as shown in the study by M. Morcunas and P. Labucas (2020). This is also confirmed by the results of
this study, when according to the obtained clusters of countries, there is no correspondence between the patterns
of production of agricultural products and the amount of additional financing. However, it should be taken into
account that the reform of the CAP mechanism is still ongoing and its potential changes will lead to increased effec-
tiveness;
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= the existing mechanism of additional financing of agricultural producers in Ukraine is fundamentally different from
the mechanisms of the CAP, and the system of priorities has not been established. It should be taken into account
that the reform of the CAP is currently aimed at providing greater freedom to national governments in the use of
additional funding for the implementation of rural development policies, taking into account the specifics of national
problems. The problems of developing rural areas of Ukraine and stimulating the production of agricultural products
are unique, there is no experience in comprehensively overcoming them in European countries, therefore the system
of CAP priorities during the integration of Ukraine into the European Community must be transformed. Accordingly,
the developed national programs for the recovery of the agricultural sector of Ukraine do not fully correspond to the
system of priorities of the CAP and have insufficient funding.

In conclusion, the mechanism of financing the agricultural sector in European countries through CAP instruments (despite
its shortcomings) should also be applied in Ukraine with appropriate adaptation to its specific problems. However, there is
a need for a new discussion regarding the list of measures to overcome these problems and their order of priority.

CONCLUSIONS

The article defines a system of priorities for the transformation of the financing of agricultural production in Ukraine, taking
into account the experience of applying the financing mechanism of the Common Agrarian Policy of European countries.

The results of the study indicate a close relationship between the volume of production and the index of prices for it by
European countries, the characteristics of this relationship are repeated, which indicates the existence of typical patterns
of the market of agricultural products by clusters of countries. However, no relationship between the specific patterns of
the market of agricultural products and the peculiarities of the implementation of agrarian policy has been determined.
Volumes of additional financing aimed at the implementation of the Common Agricultural Policy also do not depend on the
amount of agricultural land, which does not correspond to the declared mechanism of cross-compliance.

Thus, on the basis of the analysis of theoretical approaches, empirical research and the consequences of the application
of CAP, the insufficient effectiveness of the tools and mechanism of financing the development of the agricultural sector
in European countries has been confirmed. The results of the study indicate a slight convergence between the national
economies of Europe in financing the production of agricultural products. The reform of the CAP is aimed at taking into
account national specificity in the hierarchy of priorities of agrarian policy and achieving greater effectiveness in imple-
menting the global goals of the UN.

The possibilities of applying the experience of European countries in determining the priorities of Ukraine's agrarian policy
are limited due to a significant number of risks and threats. However, mechanisms for financing the production of agricul-
tural products are fully applicable, especially if they take into account the specifics of national problems. Currently, the
existing set of programs for the recovery and development of the agricultural sector of Ukraine does not sufficiently take
into account the system of EU priorities, which complicates the integration of the agricultural sector of Ukraine into the EU
system. It is necessary to develop additional national programs within the framework of CAP measures for the restoration
of agricultural production, for the development of farms and businesses, and for payments to territories facing natural or
other specific limitations.

Thus, the scientific novelty of the article lies in the development of the scientific and practical foundations of financial
support for the production of agricultural products in Ukraine by the state and European institutions.

Prospects for further research. This article reveals the prospects of broad investigations in the direction of improving the
mechanism of additional financing of the production of agricultural products based on the study of the experience of
individual countries, the development of a system of criteria for evaluating the effectiveness of the implementation of the
priorities of the agricultural policy of the CAP, the assessment of the impact of additional financing of the production of
agricultural products on the social and infrastructural development of rural areas, etc. In general, solving the problem of
financing the development of the agricultural sector of Ukraine lies in the context of the system of global goals of the UN
and requires the broad involvement of the scientific community.
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®IHAHCYBAHHSA PO3BMTKY BUPOBHULITBA CIJ/Ib.CbKOIrOCNOAAPCbKOI MPOAYKLUII KPAIH
€BPOMNU: KOMMNAPATUBHUIA AHANI3 I AOCBIA ANA YKPAIHU

CyyacHi TeHAeHLUIT po3BUTKY CiflbCbKOroCcrnoAapcbkoro BUPOBHMLTBA 3yMOB/IOIOTbL HEOOXIAHICTb 3anyyYeHHs AOAATKOBUX
(iHaHcoBUX pecypciB Ans (iHaHCYBaHHSA arpapHOro cekTopa, sKi € cneundivyHMMK ANs KOXHOI HaLioHanbHOI €KOHOMIKM.
Y poboTi gocnifXeHo NpiopUTETHI HAaNPsSIMM PO3BUTKY MeXaHi3My (DiHaHCYBaHHS CiflbCbKOrocnoAapcbkoro BMpobHULTBa B
YkpaiHi B KOHTEKCTi CydacHWX TeHAEHUiM peanisavii cninbHOT arpapHoi NoniTukK kpaiH €Esponu. MNpoBeaeHO KoMMapaTUBHMIA
aHani3s MexaHi3My 40AaTKOBOro (iHaHCyBaHHS BUPOBHMLTBA CinbCbKOroCnoAapcbkoi NPoAyKLii B KpaiHax EBPOCOO3Y npu
peanisaujii cninbHOT arpapHoT NONITUKK. 3A4iMCHEHO KnacTepu3alito kpaiH EBPONU 3a iCHyBaHHSM TUMOBMX 3aKOHOMIPHOCTEN
PVHKY CinbCbKOrocnoAapcbkoi NpoAyKLii Ta NiATBEPAXKEHO, WO Lii 3aKOHOMIPHOCTI He BU3HaYatoTb 0COB/IMBOCTEN Ta 0bCsiriB
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®IHAHCOBO-KPEAUTHA AIANbHICTb: MPOBSEMW TEOPIT TA MPAKTUKM
Tom 2 (55), 2024

foaaTkoBoro diHaHCyBaHHS BUPOGHULITBA CiflbCbKOrocnoaapcbkoi npoaykuii. OKpecneHo iCHyBaHHS ABaHaAUATU MOXKIIN-
BMX TWNIB PUHKY CiNbCbKOrocrnoAapcbkoi NpoAyKuii B kpaiHamm €C Ta NigTBEPAXXEHO iCHYBaHHS Ha MPaKTWLi WECTWN 3 HUX.
Bu3HaueHo, Lo iCHYIOTb CyTTEBI MOPYLUEHHS B AeknapoBaHii CAMN nonituui koHBepreHuii hiHaHcyBaHHs arpocdepu. BiaTak
niaTBepmiKeHo HeobxigHICTb pedopMyBaHHS MexaHi3My peanisauii CninbHOI arpapHoi noniTukv ans kpaiH €C B HanpsMi
6inbLUOI BiANOBIAHOCTI HaUioOHanbHUM Npobnemam arpocgepu.

Bu3HaueHo, WO ans arpocdepun YkpaiHu icHye crnieumdivHuii nepenik npobneM po3BUTKY, SIKMI HE MOBTOPIOETLCS s
XKOAHOI 3 KpaiH €Bponu, Ta cpOpMOBaHO BNACHUI TUM PUHKY CiflbCbKOrOCNOAAPCHLKOI NMPOAYKLIT, IKUI TakoX He MaE Bia-
noBigHocTei. TOMy B CTaTTi HarosIOWeEHO Ha HeobxiaHOCTI hopMyBaHHs B YKpaiHi cneumndiyHoro MexaHiamMy 104aTKOBOrO
¢iHaHCYBaHHSA BMPOBHMLITBA CiNlbCbKOrOCMOAAPCbKOi MPOAYKLIi 3 ypaxyBaHHSM npobsieM po3BUTKY HaLiOHaNbHOI arpoc-
depu Ta B KoHTEKCTI CninbHOi arpapHoi nonitukm €C, ii npiopuTeTiB | CNpsIMOBaAHOCTI peopMyBaHHS.

KnrouoBi cnoBa: BMPOOHMUTBO CiNlbCbKOrOCNoAapchbkoi NpoAayKLuii, cninbHa arpapHa nonituka, iHaHCyBaHHS, AoTauii,
arpocdepa, KoHBepreHLuisi, €Bpocoio3

JEL Knacudikauis: F36, Q11, Q14
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