Issue 3. 2012
V]IK 338.432:338.439

Yana Orlenko, PhD. in Economics,
Postdoctoral Fellow, Associate
Professor

Academy of Municipal Management

PRIORITY AREAS OF IMPROVING THE SYSTEM OF
STATE REGULATION OF BUSINESS IN THE MARKETS OF FOOD PRODUCTS

Annotation

In this article the priorities for the improvement of state regulation of business in the markets of
food products are identif ed; the macro-and microeconomic factors that inf uence the development of
food markets are revealed; the priority objectives of state regulation of business in the food markets in
the medium term are determined.
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Anomauis

B cmammi susnaueni npiopumemni nanpsimu 600CKOHANEHHS CUCEMU QEPAUCABHO20 PecyIH0EAHHS
NIONPUEMHUYMBA HA PUHKAX NPOOOSOTILHUX MOBAPIE;, OKPECACHO MAKPO- [ MIKPOEKOHOMIYHI YUHHUK,
Wo GNAUBAIOMb HA PO3GUMOK NPOOOSOILUUX PUHKIE, 0OTPYHIMOBAHO NPIOPUMEMHI Yili 0epHCABHO20
pe-2Yn08anHs NIONPUEMHUYINGA HA NPOO0BOILYUUX PUHKAX HA CEPEOHbOCMPOKOBULL Nepioo.

K/noqo_ei cnoea: OepoicagHe  pezylio8amHs, Npo008obya  Oe3nekd, NpoO00BOJbYl  PUHKU,

YnpaeJilHHA.

AHHOmayus

B cmamuwe onpedenenvt npuopumemmnvie nanpasnenusi cOePUICHCMEOBANUS CUCTNEMbL 20C)-
0apcmeenHo20 pe2yiuposanusi NPeONPUHUMAMeENbCmed Ha PoIHKAX NPOO0GObCMBEHHBIX MOBAPOE,
U3I0JHCEHBl MAKPO- U MUKPOIKOHOMUYECKUE (haKmMOopbl, GIUAIOWUE HA PA3EUMUE
nPOO0BOILCIMEEHHBIX

DPYIHKOB;, 000CHOBAHbI NPUOPUTNEMHBLE YelU 20CYOaPCMBEHHO20 Pe2YIUPOSaHUs NPeONnPUHUMAMENb-
CcmMea Ha npoo0BOILCMEEHHBIX PLIHKAX HA CPEOHECPOUNbLL NePUOO.

Knrwouesvie cnosa: 2ocyoapcmeennoe pe2yauposanue, npooosoabCmeeHHas 6e30nacHocny,
npO006OILCMBEHHbIE PLIHKU, YNPAGICHUE.

Introduction L. Abalkin, E. Borisenko, A. Varchenko, V.

Geyts, O. Hoychuk, S. Demyanenko, A.

sccurity reaff 1me.the Tact tha the maket self.  KOGEov, R Markov, P sebluk.'l. Svidersky,

Yy C - O. Shebanina and others. However, some related
regulation does not provide a way out of crisis 8 jssyes are still not fully explored.
well as the increase of production of food -
products. The sharp reduction of government State_ment_of re_sea_tr_ch ObJECt'V?S
intervention has led to a disruption of inter- — to identify priorities for the improvement
branch relations, disparity in prices for of state regulation of business in the markets of

agricultural and industrial production, decline in  food products;

agricultural production, and reducement of the _ to determine macro-and microeconomic
tax base. At each stage of development of f00d  factors that inf uence the development of food
markets there are the set priorities, material and f -} e

nancial support for their implementation required. L L L
These priorities are: improving the eff ciency of — to justify the priority objectives of state
agricultural production, quality status and level of ~ regulation of business activity for the food
productive capacity, the use of scientif ¢ and markets in the medium term.
technological progress and marketing [5, p 6]. A necessary condition of ensuring the safety of the food
. L . o markets is the legally docked food policy.
) The main purpose of this artlt_:le is to |de(1t|fy the priorities for Results

the improvement of state regulation of business activity in the
markets of food products. For the accomplishment of purposes and

Analysis of recent research principles of food policy, the following methods of

X o state regulation are being applied:
The problem of ensuring food security is the focus of a large

number of scientists, including — special tax regimes applicable to the subjects of agro
business market;
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procurement, storage, processing and
marketing of agricultural products and food
products for the public use;

— setting of the minimum and maximum
threshold (guaranteed) intervention prices for
agricultural products and food;

— customs regulation, taking into account the
specif cs of the food sector;

— tariff and non-tariff regulation of imports
and exports of agricultural products and food,
support of the exports of agricultural products
and food;

— providing subsidies, subventions, guarantees
and compensations to agricultural producers and
other actors in the food market and other forms of
budget f nancing;

— state investments;

— technical regulations, licenses and other
types of restrictions;

— risk management in agriculture, related to
the specif cs of food sector.

Encouraging the development of institutions and
infrastructure on the food market, including the system
of cooperative crediting through land mortgage,
leasing of the equipment, insurance;

— antitrust regulation, measures to address
the administrative, regional and technical barriers
in the agricultural sector;

programs for
development and conservation
resources and natural landscape;

— informational support and advisory services
provided to the subjects of the food markets;

— measures targeted at f nancial recovery of
agricultural producers, including the restructuring
of their debts.

— promoting the scientif ¢ and technological
progress and innovation in the industrial complex;

— other instruments of state control as provided
by the current legislation of Ukraine.

It should be noted that the economic security of
food markets is a macroeconomic problem. It is
related to the eff ciency of social production, the level
of differentiation and income, unemployment.
Consumption growth is possible only with
macroeconomic stabilization and growth in real
incomes, and not through redistribution of land, as it is
recommended by international organizations regarding
developing countries.

It should also be underlined that the development of
food markets affect macro-and microeconomic factors.
The macroeconomic ones include: budget, tax, monetary,
sectoral, foreign

rural
natural

the sustainable
of
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trade and also the problems of economic and food
security of the state.

The microeconomic factors include problems
of insolvency and f nancial recovery in
agricultural sector [4, p. 64].

All these problems are closely interconnected with
each other. Let us consider the macro-economic factors
and problems of the food markets.

1. The budget problem is to determine the
optimal level and structure of budgetary support for
agriculture and other agricultural enterprises.

2. To the tax problems should be counted in
the signif cant tax burden (even setting a f xed
agricultural tax, calculated per unit of land is not
suff cient to restore f nancial stability of
agricultural enterprises).

3. Monetary problems during the period of
adjustment negatively affected the food markets. The
replacement of the normal cash payment by the natural
«barter» was not in favor of the food market and, in
fact, excluded the development of the market
mechanism. After the 1998’s default situation slowly
began to get corrected, but the credit, especially the
long-term one, continued to be unavailable for farms.

4. Intersectoral cooperation. Currently, there are
so called «price scissors» for the agricultural and
industrial products and services. Since 2000, the ratio
of prices relative to agricultural products constantly
deteriorated, primarily due to accelerated growth of
prices for electricity and petroleum products. As the
result, the share of agricultural raw materials in the f
nal price of products is constantly decreasing.

5. Foreign economic relations affect the food
markets of Ukraine very much due to their
unreasonable openness to imported goods produced
in a better climatic conditions, with the help of
higher technical equipment and high level of
economic support.

6. Microeconomic problems arise at the level
of interaction between farmers as the producers of
the food products and the food market. One diff cult
problem is the insolvency of agricultural enterprises
that incurred during the years of reforms. Currently,
the market of food products became the object of
high attention from the side of investors who buy or
lease the enterprises of food industry and apply
modern technology in their activity. Such
formations, mainly in the form of holdings, are
already operating successfully in the regions with
the most favorable climatic conditions.



Issue 3. 2012

7. The problem of manpower in the market of
food products is becoming more acute. It should be
ideally solved in conjunction of the state, regional
bodies of government and the businesses enterprises
themselves.

8. Environmental issues. Today there is the
problem of maintaining and increasing the soil
fertility, conservation of water and forests.

An independent problem is the legal
framework for the formation and operation of the
information about the state of the food market,
because its specif cs is that it must be accurate
and provided to the participants of the market
process for free.

Currently there is no legal basis to restrict the
release of economic entities in the information space.
This allows large operators to go into media and pursue
their own corporate goals while misleading the public
about the real situation on the market. This results in the
excessive demand for products and the higher prices.
Similar actions in a civilized market are not allowed.

With the adoption of the relative law the set of
measures aimed at creating a competitive environment
and equal access to information for all agents of food
markets would be f xed.

The system of state information support of the
food sector is based on the principle of equal access
to the revenues of this information to the subjects of
the food market. In order to implement this
principle the rules about posting the information on
the website of the authorized body of executive
power and its dissemination through the media
without restrictions and for free are being
introduced.

The stability of food supply is determined by the
well-being of the country. In terms of political
autonomy and economic instability due to the
reduction of agricultural production, raw materials and
food, their role becomes a priority. Despite to the
diversity of ways and mechanisms to solve the food
problem, the most important trend is achieving the
stability of production through the sustainable
development of national agriculture.

Thus, the strategic goal of the food security
is to secure the population with suff cient
agricultural products and food. The guarantee for
its achievement is the stability of domestic
production and the availability of the necessary
provisions and reserves.

The main objectives of food security,

regardless of the changes in external and internal
conditions are the following:
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— timely prediction, detection and prevention of
internal and external threats to the food security,
minimizing their negative effects through the constant
readiness of citizens to ensure food and the formation
of strategic stocks of food;

— sustainable development of domestic
production of food and raw materials which is
suff cient in order to ensure the food
independence of a state;

— achieving and maintaining physical and
economic access of every citizen of the country'
to the safe food in the volume and range,
corresponding to the rational norms of
consumption of food needed for an active and
healthy lifestyle;

— ensuring food safety through certif cation
of food products [2, p. 22].

Given the risks and threats to food security
of Ukraine, we would like to offer the following
priority areas in improving the system of state
regulation of business.

1. In the area of economic access to the food
products for all categories of the population the special
attention should be given to solving problems by the
means of reducing poverty and providing priority
support to the most vulnerable population, as well as
healthy nutrition for pregnant and lactating women,
infants, children of preschool and school age, in
schools and in other establishments of the social
sphere.

2. In the part of physical accessibility of food: to
develop inter-regional integration in the sphere of food
markets and food security, to use the mechanisms of
support of the regions that are located in areas of low
food production or

caught in the extreme situations more eff cient, to
improve the transport accessibility in remote areas
for the uniform and steady food supply to the
population, to create conditions for increasing the
number of objects of trade infrastructure and
catering of various types.

3. In the part of the formation of the state
material reserve the range of the relevant material
values and norms of the problem should be
determined.

4. In order to ensure the food safety the control in
this area should be organized and carried out in
accordance with the legislation which exists in the
spheres of agricultural, f shery products and food,
including imported, at all stages of production, storage,
transport, processing and sale.

5. To exclude the uncontrolled proliferation of
food products derived from the genetically
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modif ed plants using dietary modif ed
microorganisms and  organisms that are
genetically modif ed counterparts.

6. To continue harmonization with the
international requirements of food safety
indicators based on the fundamental research in
the f eld of scientif ¢ study.

7. To improve the control of food safety by
the means of certif cation of food products,
including the establishment of modern technical and
methodological basis for it.

In the f eld of producing agricultural and f shery
products, raw materials and food products the state
support should concentrate on these areas:

— the increaseament of soil fertility and productivity,
the expansion of the agricultural crop due to the unused
arable land, the reconstruction and building of the
reclamation systems;

— the accelerated development of the livestock;

— the expansion and more intensive use of
the aquatic biological resources and new
technologies of industrial growth;

- the creation of the new technology of deep and
complex processing of food raw materials, the methods
of storage and transportation of agricultural and f shery
products, the development of scientif ¢ potential of
agricultural and f shery facilities, the support of the new
research directions in the sphere of adjacent f elds of
science and implementation of measures aimed at
preventing the outf ow of highly qualif ed scientif c
personnel;

— the increase of the pace of structural and
technological modernization of the agricultural and
f shery facilities, the reconstruction of the nature-
ecological potential;

— the development of the system of training
and re-qualif cation of the staff which is able to
implement the objectives of the innovative model
of the development of agricultural and f shery
facilities taking into account the requirements of
food security;

— the improvement of the mechanisms of regulation
of the market of agricultural and f shery products, raw
materials and food products in terms of increasing the eff
ciency and eliminating the price distortions in the
markets of agricultural and f sh products and material-
technical resources;

— the improvement of the eff ciency of the state
aid into the branch by paying special attention to
creating conditions for f nancial stability and
solvency of the producers.

In the sphere of foreign economic policy the
following must be provided:

23

— operational measures of customs and tariff
regulation for the purposes of rationalizing the ratio
of exports and imports of agricultural and f shery
products, raw materials and food;

— active use of safeguard measures during
imports of agricultural and f shery products, raw
materials and food, and in cases of dumping and
the use of subsidies during their export to foreign
countries;

— effective operation of the sanitary, veterinary
and phytosanitary control taking into account the
international rules and standards;

— gradual reduction of the dependence of
domestic agricultural and f shery complexes from
the import of technology, machinery, equipment
and other resources.

The formation of the foreign economic policy
must be in compliance with the criteria set out in the
Law of Ukraine "On food security of Ukraine."

The actions of the state and society in
connection with ensuring food security should be
based on comprehensive objective analysis and
forecasting of food situation in the country.

The mechanisms of food security are being
developed and implemented as the most important
part of the state’s forecast of the programs of socio-
economic development of Ukraine, as well as
special programs of agricultural development of the
country.

The results of the proposed priorities for the
improvement of the system of state regulation are
necessary to be analyzed according to the following
complexes (indicators) that were built into four
categories: food, agriculture, agricultural, trade.

The food unit includes such factors as:

— p norms of consumption per capita;

— the structure of consumption, calculated on the
basis of effective demand, given the actual
consumption of own and imported goods;

— an indicator of consumption, calculated as
the ratio of the structure of consumption of own
and imported goods to the total physiological
needs of the population;

— food self-suff ciency rate, calculated as the
ratio of consumption of own products to the
physiological needs of the population [1, p. 4].

The agricultural unit includes:

— i of the potential that can be def ned or
based on actual achieved output, or by using the
method of analogues — the rate of potential
increase in production under the condition of the
use of modern technology;
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— the rates of performance of agriculture (gross
output of 1 hectare, gross output per 1 employee,
cereal yields of 1 hectare, productivity per unit of
livestock feed; capital return, the number of people
that the farmer can feed, etc.);

— consumer basket of the manufacturer — an
indicator that shows the costs of a particular kind;

— prof tability of production (calculated on
the basis of the previous f gure as it is the
indicator of the need of this particular type of
production for the state support;

— the level of subsidies into agriculture;

— the ratio of wages of agricultural producers and the
average wage in the country as the ref ection of the potential
labor force activity of agriculture.

Within the agricultural
distinguished:

— the structure of production costs (material,
labor costs, depreciation and other costs) and its
comparison with the developed standards;

— the balance of production and marketability
factors, the use of products for different purposes,
losses. Based on the evaluation of losses inherent in
the entire APC, the measures of the structural policy
aimed at reducing the costs of food producing can be
developed and justif ed,;

— price ratio: factor — the product, product —
product, factor — factor;

— def nition of the agricultural wholesale and retail
prices (due to the structure of the retail price).

The foreign economic trade block includes
the following indicators:

— the share of imports in the consumption of
food (food import dependency);

— the balance of import and export of
agricultural products;

— the ratio of domestic and world agricultural
and wholesale prices;

— the assessment of the possible damage caused from
trade liberalization of agricultural products and food not only
to farmers but also for the end users due to the measures
related to import restrictions;

— a group of indicators related to the annual f
uctuations in the production of crops by the region,
country and around the world; the production of
livestock products by the region, country and
worldwide; providing animal feed industries in
regions, countries and around the world, providing
food products by the region, country and around the
world; prices for different types of agricultural
products and food.

Based on the current conditions prevailing in the
market of food products, today’s problems of the

unit should be
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functioning of this market, its vitality, that
requires the resolution at the regional and state
level, the following priority objectives in the
medium term are highlighted:

1. The stabilization of the f scal, monetary and
pricing policies of food markets.

2. Enhancing market and other institutional
changes in the f eld of food markets.

3. Scientif ¢ study and innovation projects for the
creation and implementation of the resource
technology, environmentally friendly product.

4.The creation of organizational and
economic  conditions for investment and
innovation in agriculture.

5. Programs and mechanisms for the

modernization of production, restructuring of the
agricultural enterprises.

6. The programs of the sustainable development of the
regions according to the food security indexes.

Conclusions

The governmental regulation of business in the
sphere of food markets under the modern conditions of
the existence of society is an objective necessity. But
creating an effective system of this regulation is an
extremely complex issue, as it is evidenced by the years
of experience.

Therefore, the objective of the state regulation is
the development of an optimal combination of market
and state intervention in achieving the main goal - a
comprehensive account of the interests of the society
as a whole.

It should be noted that in areas such as
development of rural infrastructure, agricultural
research and education, information provision,
crediting, the regulation of the market of foreign
trade, the undisputed leading role lies on the
government regulations. At the same time,
maintaining the state of prices and incomes requires
a differentiated approach.

Major diff culties in developing the effective
system of state regulations creates a subjective
approach of the legislative bodies in the process of
formation of the food policy that is inherently
presented in Ukraine, where many politicians
decide upon the issues affecting the fate of millions
of people and the entire state.

It is very important, as the experience of foreign
countries shows, to maintain the principle of
voluntariness while developing the mechanism for
regulating the food market. The freedom of choice of
the manufacturer cannot be restricted.

Compliance with the strategic goals is very
important during the process of forming a system
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of effective state regulation. This choice of the overall goal, not contradict each other, unlike
right strategy, given the macroeconomic situation ~ other sectors of the economy of Ukraine, the

not only in the country, but in the world, could be ~ food market is not just a market. It is the
decisive. ?roductlon social and cultural sphere, the basis

. . or the substantial part of the opuiation that
The policy of state regulation of the market of food  historically formed over the large areas of
products must be integrated. All its programs and  Ukraine.

mechanisms should focus on achieving the
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