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INTRODUCTION

The role of small farms is reinforced by the FAO 
doctrine developed at the 1996 European conference. 
According to this doctrine, the economic function of 
agriculture is complemented by such important non-
-market functions as: social (food security, employ-
ment, solution of demographic problems) and eco-
logical (conservation of soil fertility, the formation of 
rational agricultural landscapes, protection of water 
resources) European Council (1996). As a result of 
the 2001 European conference in the global agrar-
ian economy, it acquired the name “multifunctional 
agriculture” European Council (2001). The desire 
to maximize profits through the concentration and 

 intensity of production, lead the loss of agriculture, 
not only environmental, but social functions.

Therefore, government regulation of such instru-
ments as special tax regimes should be conducive to 
the development of small forms of management, pro-
viding the concept of multifunctional agriculture.

In Ukraine, due to the lack of a doctrine of de-
velopment of multifunctional agriculture and the cor-
responding state regulatory policy, classic capitalist 
enterprises are rapidly developing. At the end of the 
1990s, the institutional structure of the agrarian sector 
consisted mainly of concentrated private enterprises, 
formed through the reorganization of collective agri-
cultural enterprises. The peasants, who received land 
plots of approximately 2 ha, leased them or cultivated 
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ABSTRACT

The article discusses the shortcomings of tax policy in the agrarian sector of the economy of Ukraine, which 
has created non-competitive conditions for small farms. Large agricultural enterprises in Ukraine use the 
existing special tax regime as an optimization of tax liabilities. This has led to such negative economic, 
social and environmental consequences as the development of landlands, the deterioration of agricultural 
landscapes, the increase in export-oriented production, the growth of unemployment in the village and the 
migration of the rural population. While small farms, without state support, provide the population with basic 
foodstuffs. The purpose of the article is evidence of the use of a special tax regime only for small farms, based 
on an analysis of the special tax treatment regime in Polish agriculture and an analysis of the differential rent 
methodology laid down in the basis of a special tax regime, as well as the development of practical recom-
mendations for Ukraine.
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them on their own. The production and profitability 
of the corporate sector during the independence of 
Ukraine was falling at an enormous pace, and by 1998 
93% of agricultural enterprises were already unprof-
itable (Ivasko, 2010). Private farms, on the contrary, 
showed an increase in production. The current eco-
nomic situation was favourable for the introduction 
of a special tax regime in order to regulate the or-
ganizational structure in favour of unbundling overly 
large corporations into separate independent business 
entities and forming a class of family farmers. But in 
the agrarian sector of Ukraine, a special tax regime 
was applied specifically to support agricultural pro-
ducers. In transition economies, a weak institutional 
environment and “soft” fiscal constraints reinforce 
an enterprise’s incentives for vertical integration, as a 
mechanism for adapting to institutional inefficiencies 
(Dannikov, 2015). The effect of such a special regime 
for 20 years distorted the structure of the industry and 
caused the formation of latifundia in the agrarian sec-
tor, which, due to the scale of production, displaced 
small farms from the market, monopolizing it. 

In the countries of the European community, in 
particular, in Poland, a special tax regime is aimed at 
supporting, first of all, small producers. Therefore, it 
became necessary to study foreign experience in ap-
plying a special tax regime in the agricultural sector 
and to carry out a comparative analysis of the appli-
cation of these regimes in agriculture of Ukraine and 
Poland, in view of the similarity of the methodology 
for calculating the tax base.

THEORETICAL BACKGROUND

The tax policy in the agricultural sector has its own 
characteristics, due to the specifics of this industry, 
its dependence on weather and climatic conditions, 
inelastic demand for agricultural products and a 
number of other factors, therefore, special (preferen-
tial, simplified) tax regimes (Shubravskaya, Molda-
van and Paskhaver, 2012).

Government policies on agricultural taxation af-
fect the competitiveness of farms and other opera-
tors in the agricultural sector (Wasilewski and Ganc, 
2012). In addition, it affects the scale, structure, 
organization and direction of agricultural produc-

tion, and also affects the use of productive resources 
(Dziemianowicz, 2006; Forfa, 2011).

In Ukraine, the peculiarities of the special tax 
regime led to the deformation of the organizational 
structure of the agrarian sector in favour of large 
agrarian enterprises. Vertically integrated structures 
in the agar sector use a special tax regime that re-
places profitable and land taxation as a legal form of 
tax evasion (Dema, 2014).

Along with the increase in the competitiveness of 
the agro-industrial production, the activities of agri-
cultural holdings lead to an increase in social tensions 
in the village, a lack of payments to local budgets and, 
in general, a negative impact on the social develop-
ment of rural areas (Moldavan, 2016).

The specificity of the functioning of agriculture in 
Ukraine at the present stage of its development lies in 
a significant proportion of households (small farms) 
in the volume of agricultural production, most of 
which still do not have the status of a business entity 
(Tulush and Hryshchenko, 2018).

Reforming the tax policy in the agar sector of 
Ukraine, one should take into account the specifics of 
taxation of farmers in EU countries, which is to sim-
plify tax relations with small farmers and general tax-
ation principles for large farmers and corporations.

Therefore, the development of proposals for re-
forming the tax policy in the agrarian sector of the 
Ukrainian economy, based on an analysis of the agri-
cultural taxation policy of Poland, is of great impor-
tance.

MATERIALS AND METHOD

The purpose of the article is evidence of the use of 
a special tax regime only for small farms, based on 
an analysis of the special tax treatment regime in 
Polish agriculture and an analysis of the differential 
rent methodology laid down in the basis of a special 
tax regime, as well as the development of practical 
recommendations for Ukraine.

The methods of analysis and synthesis are used 
in the study of individual composite objects and 
the generalization of the results obtained, as well as 
comparative and economic-statistical methods in the 
process of analysing special tax regimes in the agar 
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sector of Poland and Ukraine. Methodological princi-
ples and methods of a systematic approach are taken 
as a basis for research. They most fully take into ac-
count all aspects of the formation of tax policy for 
the development of small business in the agricultural 
sector on the basis of rental relations, taking into ac-
count the concept of the development of multifunc-
tional agriculture.

RESEARCH RESULTS AND DISCUSSION

The organizational structure of agriculture in Poland 
is, by definition, 99% represented by family farms. 
These farms have small plots, 56% of which range 
from 1 to 5 ha, and the average farm size is 9.5 ha 
(Statistics Poland, 2011). 

Family farms include:
− crop farms with an area of more than 1 ha of agri-

cultural land,
− other farms with an agricultural land area of 

less than 1 ha, including without agricultural 
land (the so-called special branches of agricul-
tural production). These include the cultivation 
of vegetables, fruits and berries in greenhouses, 
livestock and poultry farms (Agricultural Tax 
Act of 15 November 1984). The regulation of the 
category “family farm” in Poland was introduced 
in 2003. According to the Act, a farm is consid-
ered family if it meets two criteria: (1) the area of 
a family farm is limited to 300 ha; (2) managed 
by an individual farmer. These standards are in-
troduced to limit the excessive concentration of 
productive capital.
Agrarian policy of Ukraine determined the crea-

tion of a class of family farms nominally for the last 
decades as a priority. This is confirmed by the concept 
of the State target program for the development of the 
agrarian sector of the economy for the period up to 
2021, adopted by the Cabinet of Ministers of Ukraine 
(Resolution of 20 December 2019 No 1437-r). How-
ever, during this time, the prerequisites for the forma-
tion of a class of effective owners and the growth of 
incomes of peasants on the ruins of the reorganization 

of the collective form of business (collective farms-
state farms) were not prepared, tax measures to sup-
port small producers were not created.

Only in 2018, it was decided to amend the Farm 
Act of 19 June 2003, which provides households with 
the status of a family farm. According to this Act, 
these include:
− individuals – entrepreneurs;
− activity: production of exclusively agricultural 

products, their processing and delivery;
− do not use the work of hired persons;
− only family members of this person can be mem-

bers of a family farm;
− the area of agricultural land owned and/or used, 

the lands of the water fund used by members of 
the family farm may be not less than 2 ha but not 
more than 20 ha.
It should be noted that the institutional structure 

of the agricultural sector of Ukraine is heterogene-
ous. These include partnerships and cooperatives 
(18.4%), individual enterprises, including farms – le-
gal entities (78.4%), state-owned enterprises (0.6%), 
and other forms of business (3.6%).

Statistics of Ukraine keeps records of farms only 
legal entities. The share of such farms in Ukraine 
among agricultural enterprises is 70%. The distri-
bution of agricultural land between them is uneven. 
Thus, the largest number of farms (33.3%) has from 
20 to 50 ha of farmland in use and covers only 9.6% 
of the total land area, and 0.2% of farms that manage 
more than 4,000 ha each cover 7.7% of the total area 
of agricultural land, the average size of the Ukrain-
ian farm is 106 ha. Less than 2% of agricultural en-
terprises of other legal forms cover 30% of the total 
area of agricultural land, the average area of which is 
more than 9,000 ha3.

In Ukraine, according to unofficial statistics, at 
the end of 2011 there were 80 agro-industrial trading 
companies, and 93 in 2017. The land bank of these 
structures grew by 6.3% over this period and amount-
ed to about 5.95 million ha (Polyvka, 2018). 

A comparative analysis of the organizational 
structure of the agrarian sector of Ukraine and Poland 

3 Official site of the State Statistics Committee of Ukraine (in Ukrainian Gosudarstvennogo komiteta statistiki Ukrainy). 
Retrieved from:  http: www.ukrstat.gov.ua [Access 15.04.2019].
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according to the size of the land shows that a large 
group of landowner enterprises has been formed in 
the Ukrainian agricultural sector, therefore most of 
the small farms are non-competitive, both in produc-
tion costs and production volumes (Dannikov and 
Ivasko, 2019). Accordingly, during periods of sharp 
collapse in demand in the markets and falling prices, 
such agricultural producers are isolated from the in-
ternational market.

In our opinion, this does not correspond to the Eu-
ropean business model, which can be demonstrated 
by the example of Poland, in which the number of 
farms with an area of more than 100 ha is only 0.85% 
(Pylypchuk and Ivasko, 2013). We believe that an im-
perfect tax system of Ukraine plays a significant role 
in this imbalance and distortion of the competitive 
environment in the agricultural business.

We will conduct a detailed analysis of the special 
tax regime for the Polish agricultural sector. Fam-
ily farms in Poland enjoy a special tax regime in the 
form of agricultural tax (Agricultural Tax Act of 15 
November 1984), which replaces the income tax. 
This tax is based on the cadastral valuation of land 
fertility according to the type, quality and location of 
the land plot. From a methodological point of view, 
the agricultural tax of Poland is a tax on land rent, 
that is, on the average yield from the land.

In Poland, depending on the natural qualities of 
the soils, which determine the yield of agricultural 
crops, the land is divided into 10 main classes. De-
pending on the economic and production conditions 
in Poland, there are four tax districts with different 
coefficients.

 The subjects of taxation are individuals and legal 
entities that are engaged in agricultural activities. The 
tax base is the number of hectares of land multiplied 
by the coefficient calculated in accordance with the 
classification of agricultural lands, including those 
allocated for agricultural buildings.

The tax rate is equal to the cash equivalent of the 
cost of 2.5 kg of rye, which is calculated based on the 
average purchase price of rye for the 3 quarters pre-
ceding the current financial year. It is assumed that 
the market value of rye correlates with the profitabil-
ity of the farmer. As the analysis of the agricultural 
tax component of Poland shows, the average cost of 

1 centner of rye for taxation purposes in 2015–2017 
decreased by 22% compared to 2014 and in 2018 it 
rushed to growth.

This preferential tax treatment applies only to 
agricultural activities defined by law. Farmers who 
engage in activities in the field of special branches 
of agricultural production in excess of established 
standards pay income tax. In Poland, income taxa-
tion is progressive, but profits from special sectors of 
agricultural production, regardless of size, are subject 
to a flat rate of 18%.

A legal entity that engages in mixed activities is 
exempt from paying income tax if, for the previous 
fiscal year, the amount of income from agricultural 
activities was at least 60% of the income from all 
types of activities.

In Ukraine, a special tax regime, as in Poland, 
is based on cadastral valuation of land. The basis of 
this regime is the normative monetary value of one 
hectare of agricultural land. The standard monetary 
valuation of 1 ha of agricultural land is a complex ag-
gregate indicator that expresses the average income 
of the land – the differential rent.

The tax amount is calculated by multiplying the 
standard monetary value by the rate and area of ag-
ricultural land. Rates depending on the territorial 
conditions for arable land is 0.57% and 0.95%, for 
perennial plantations – 0.19% and 0.57%, for pro-
duction on protected ground – 6.33% (Tax Code of 
Ukraine). 

Since the beginning of its existence, the main es-
sence of the special tax regime was to reduce the tax 
burden and simplify the payment of 12 taxes and fees, 
including income tax, land tax, deductions to the Pen-
sion Fund and the Social Insurance Fund. Since 2011, 
their number has decreased to 4, including income 
tax and land tax.

During 2008–2018, it could only be used by legal 
entities, regardless of their legal form, whose share of 
agricultural production in the previous tax (reporting) 
year is equal to or exceeds 75%. Since 2018, not only 
legal entities, but also individuals can take advantage 
of a special tax regime.

Analysis of the dynamics of changes in the nor-
mative monetary value of land in Ukraine relative to 
2014 shows its rapid growth of +50% over the course 
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of 2016–2017 through the use of a cumulative index-
ation rate. By 2019 in Ukraine, tax rates for farmers 
increased more than 5 times. Thus, the fee for 1 ha 
of farmland has increased to 20 USD (at the rate of 
National Bank of Ukraine at 1 March 2019), which is 
7 times more than in 2014.

In 2012, enterprises paid 1–1.3 USD per ha of 
agricultural land (at the NBU rate in 2012), while 
in Poland the agricultural tax for 1 ha of land was 
about 60 USD (at the rate of pulp and paper industry 
in 2012). A paradoxical fact was that the Ukrainian 
personal peasant farms could not apply this special 
tax regime and paid land tax, the rates of which were 
several times higher.

Special tax regime in the agricultural sector of 
Ukraine is based on the differential land rent type I. 
Differential land rent type I occurs due to differences 
in fertility and the location of the land and agricul-
tural activities by the extensive method. This method 
of cultivation of land is characteristic only for small 
forms of management.

Differential land rent type II arises in connection 
with additional capital investments in land plots such 
as: fertilization, improvement of agricultural technol-
ogy, and reclamation work. They create “artificial” 
or economic fertility and increase productivity. When 
a farmer does business in his own land, differential 
rent type II remains entirely in his ownership. If the 
owner of the land rents it, then he receives only part 
of the differential rent II in the form of rent. Scientists 
argue that a differential land rent type III arises on the 
scale of a vertically integrated structure (Borodina et 
al., 2012).

In all cases, the source of differential rent is the 
excess profit received by the tenant or the owner of 
the land. From a methodological point of view, excess 
profits are the basis for calculating the income tax. 
And it proves the imperfection of the special tax re-
gime in the agar sector of Ukraine, which is replaced 
by income tax for large agricultural enterprises.

Thus, in the agrarian sector of Ukraine, a mo-
nopoly of agricultural land is developed, where, as 
an object of management, it is in the monopoly use of 
capitalist entrepreneurs who will not allow capital in-
vestments by other such entrepreneurs on it and thus 
receive surplus surplus value over average profit.

CONCLUSIONS

As the analysis showed, the institutional structure 
of agriculture in Poland is homogeneous, the major-
ity of which are non-food farms. This argues that 
the preferential tax regime based on rental income 
applies only to small family farms. This mode sim-
plifies tax calculations based on the average yield 
of agricultural land and allows you to save on ad-
ditional costs.

Analysis of the methodology for the formation of 
differential rent of the first and second types helped 
to identify the shortcomings of the methodology of 
the current simplified tax regime in Ukraine. This 
mode allows large agricultural enterprises to earn ex-
cess profits by assigning a differential rent of type 
II and type III, which is the basis for the payment of 
income tax.

Thus, our study proves that the application of 
a special tax regime with a simplified nature to high-
-yield farmers, as well as to vertically integrated com-
panies, is unreasonable.

Therefore, in order to regulate the taxation policy 
of farms in Ukraine, it is necessary to establish re-
strictions in the application of a special tax regime, 
which will exclude the possibility to use it by large 
agrarian enterprises in order to reduce their tax liabil-
ities and increase non-taxable excess profits.

According to Poland’s experience, it is also nec-
essary to exclude farms conducting special activity 
in agricultural production from preferential taxation 
in Ukraine, which do not depend on climatic condi-
tions, seasonality and have a short period of capital 
turnover. For this, it is necessary to legally define the 
norms of non-production in such industries.
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