Financial Strategies of Innovative Economic Development. Ne 2 (58), 2023 ISSN Print 2786-5150

UDC 338.439:631.147

ISSN Online 2786-5169

DOI https://doi.org/10.26661/2414-0287-2023-2-58-03

ORGANIC PRODUCTION AS A MODERN ECONOMIC MODEL AND POSSIBILITY
OF SUSTAINABLE DEVELOPMENT OF AGRO-INDUSTRIAL COMPLEX

Batrakova T.I., Pronoza N.O.
Zaporizhzhia National University

Ukraine, 69600, Zaporizhzhia, Zhukovsky str., 66

t.batrakova61@gmail.com, pronoza.nataha@gmail.com

Key words:

organic produce, organic
production, domestic market,
export, financial aid, full scale
invasion, consumption.

Before the full-scale invasion of the Russian Federation, Ukraine’s reputation as
a worthy exporter and producer of organic products was constantly improving
and new levels were needed. Almost all Ukrainian organic operators are
certified according to EU standards, some of them according to the National
Organic Program of the USA (NOP), Canada (COR), Switzerland (Bio Swiss),
Germany (Naturland), Japan (JAS) and Sweden (KRAV). The zone of growing
organic products is far from industrial cities, residential areas, highways — that
is, in ecologically favorable regions where there is no need to use hermetically
modified organisms (GMOs), chemical impurities to stimulate growth, harmful
substances and antibiotics. So, products obviously can not contain agrochemicals,
because they are grown without their use. In their composition there is a full set of
vitamins provided by nature. The cultivation itself takes place on clean land, the
fruits are euthanized as much as provided by nature. Organic products have less
water and a brighter pulp taste. The shelf life of organic products is much longer,
because they better contain useful vitamins and substances. Ukraine has a large
number of benefits for the cultivation and production of organic products, such
as good geographical location, widespread black soil and the introduction of new
climatically advantageous zones. Ukraine has clearly declared its leadership in the
supply of organic products to the EU. In 2021, it ranked 5" overall and 1* among
non-tropical countries in terms of product imports to the EU (according to the
European Commission report) [10]. Despite the challenges that the agricultural
industry has faced during the hostilities, Ukraine seeks to expand its capabilities
through high potential and enter the international arena, as it is considered a global
supplier and understands the importance of its place in ensuring a sustainable food
system and security not only within the EU, but throughout the world.
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Jlo noBHOMaciiTabHOrO BTOpPrHeHHs p¢ peryraiis YKpaiHU SIK JAOCTOMHOTrO
eKcropTepa Ta BHPOOHMKA OpPraHiYHOI MPOJYKIII HECITMHHO IOKpAallyBaslacs
Ta 3aliMayia HOBI piBHI. Maiike BCi omepaTopu 3 OpraHiuyHOl npoxykuii Ykpainu
€ ceprudikoBaHi 3rigHO cTanAapTaM €C, nesiki 3 HUX BianoBiaHO 10 HamionamsHOT
opranigaoi nporpamu CIHA (NOP), Kanagm (COR), Ilseiinapii (bio Cgicc),
Himeuunnn (Harypnaun), SAnownii (JAS) ta [Isenii (KRAV). 3ona BupoIyBaHHS
OpPraHiYHUX MPOAYKTIB 3HAXOMUTHCS JAJICKO BiJ IMPOMHUCIOBHUX MICT, KHUTIOBHX
30H, aBTOMOOUIBHHX JOpIT — TOOTO B €KOJIOTIYHO CHPUSITIMBUX pETioHax, e
HeMa Hisikol MoTpedM y BHKOPHCTaHHI T'€PMETHYHO MOAM(DIKOBAHMX OpPraHi3MiB
(I'MO), XiMIYHUX AOMILIOK AJISI CTUMYJIIOBAHHS POCTY, IIKIIJIMBUX PEYOBUX Ta
aHTHOI0THKIB. OTXE, MPOIYKTH CBIIOMO HE MOXKYTh MICTUTH arpoXiMiKariB, ajpke
BUPOIIYIOThCA 03 iX 3acTocyBaHHS. B iX ckmani € moBHUI Habip BiTaMiHiB, 110
3abesmneueHi npupozaorn. Came BHPOINYyBaHHS BigOyBa€ThCs Ha YHCTIH 3eMIIi,
TUTOZIM TIPUCIIIBAIOTh CTUIBKH, CKUJIBKH 1€ IependaueHo npupojpoo. OpraHiyni
MPOIYKTH BIJIPI3HSAIOTHCS MEHIIOIO KiJIBKICTIO BOJM Ta MAIOTh SICKPABILIMK CMaK
M’koTi. CTpoK 30epexeHHsI OpraHiuHIX IPOAYKTiB HA0araTo JOBIINH, a/PKe BOHH
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Kpalie YTPUMYIOTh B cO01 KOPHCHI BiTAMIiHHM Ta PEYOBHHHU. YKpaiHa Ma€ BEIUKY
KUTBKiCTh OCHEeITiB IS BUPOIIYBaHHS Ta BUPOOHHIITBA OPTaHIYHOI MPOMYKIIii,
TaKUX SK TapHe reorpadivyHe po3TallyBaHHS, ITUPOKE MOIIMPEHHS YOPHO3EMIB
Ta BIPOBA/KCHHSI HOBHX KJIIMAaTUYHO BUTIJTHUX 30H. YKpaiHa YiTKO 3asiBHJIA PO
CBOE JIIEPCTBO Yy TOCTa4aHHi opraniuyHoi npoxykuii 1o €C. Y 2021 poui BoHa
rocina 5 micue 3arajom Ta 1 micue cepet HeTpOoIiYHUX KpaiH 3a 00csroM iMIopTy
mponykiii o €C (3a 3BiTom €Bpometicrkoi Kowmicii) [10]. He3axkaroun Ha
poOIIeMH, 3 IKUMH ClITECHKOTOCTIONAPChKa rary3b 3yCTpiiacs Mmij 9ac BiiChKOBUX
N, YKpaiHa mparae po3nIMproBaTi CBOi MOXKIIMBOCTI Yepe3 BUCOKHUN TOTEHITiaT
Ta BUXOJIMTH HA MIKHAPOJIHY apeHy, ke BBAXKAETHCS CBITOBUM M0CTA4alIbHUKOM
Ta PO3yMi€ 3HAYUMICTh CBOTO MICIIsl Y 320€3IICUCHHI CTaIOT MPOIOBOIBIOT CHCTCMH
Ta Oe3Mnekn He TUIbKK B Mexax €C, aje i B yCboMy CBITI.

Formulation of the problem

The full-scale invasion of the Russian Federation
on the territory of Ukraine on February 24, 2022
caused enormous losses to the organic sector of the
Ukrainian economy, but could not knock it out of
the export leaders. Of course, the occupation of most
agricultural land, constant shelling and fighting in
their territories, as well as problems with logistics
should have a negative impact on the dynamics of
organic production. But despite all this, for 8 months
of the war, Ukraine delivered 24 % more organic food
compared to last 2021.

At the beginning of 2021, the Government (Cabinet
of Ministers of Ukraine) approved a resolution on the
National Economic Strategy for the period until 2030,
in which it was planned to increase the export of organic
products to 1 billion US dollars. US and increase
organic area by 3 %. The goals were set by the time of
the full-scale invasion of the Russian Federation on the
territory of Ukraine and, despite this, the plans of the
employees of the Office for Enterprise Development
and Export do not depart from the goals. They, together
with partners, continue to actively work and develop the
field of organic production [1].

It is important for Ukraine to maintain its position
of organic export in the inter-family arena. For the
Office for Entrepreneurship and Export Development,
together with foreign and external partners, the task
is to help Ukrainian organic producers, and work on
the development and promotion of the organic sector:
from improving the skills of producers to presenting the
country’s potential in foreign markets and improving
the image of Ukraine as a reliable exporter and supplier
of organic products with high added value.

Analysis of recent research and publications

The issue of organic production of the country
became the subject of research in the scientific works
of such domestic and foreign scientists and economists:
Yu.V. Slavgorod, which revealed the restraining factors
of the development of the production of organic
products, V. Grushko and O. Komelina, in whose work
the organic market of Ukraine is analyzed, G. Kornienko,
who was engaged in the legal regulation of relations in
organic production, also A. Remizov, O. Deineko and
S. Hungerbiiler.
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Formulation of goals

The article is aimed at analyzing and describing
the current situation in the organic sector of Ukraine
and studying two periods: pre-war and a year after the
full-scale invasion. The goal is to better understand
the current situation in the country and explore all the
changes that have occurred over the past year, the main
trends and opportunities for the agricultural sector based
on the analysis. Also make reasonable predictions about
the need to introduce a number of measures in the areas
of the organic sector of Ukraine.

Presentation of the main material of the research

In the late 1990s, the process of conscious organic
production had just begun in Ukraine. Developing
within the country, organic producers have gradually
declared themselves in the international market of
organic products, increasing the range of products
offered, supply logistics and entering the world leaders
in terms of the size of areas for organic production [4].

In recent years, Ukraine has progressively
demonstrated the dynamics of growth and the number
of areas on which certified cultivation of organic
products is carried out, and the number of operators
with producers and consumption of organic products
by Ukrainians themselves. This is facilitated by the
system of filling the domestic market with its own
organic products by establishing the processing of
organic raw materials (in most cases these are cereals —
cereals, flour, dairy and meat products, eggs, juices,
honey, oil, tea and medicinal herbs are also present).
The dynamics of organic production development is
shown in Fig. 1 and 2.

As of the end of 2021, the number of organic
operators was 528, which is slightly less than
2020 (549 operators), among which there were
418 agricultural producers (419 in 2020). Operators
include producers, processors, importers and exporters
of organic pro-ducts (Fig. 1).

In general, from 2016 to the present, the quantitative
development of Ukrainian organic production has been
observed (Fig. 2). Organic products and sector integrity
improved during the consolidation process. Organize
a lot of activities to promote organic trade to promote
organic production. During this period, an organic
regulatory framework was created in the field of organic
farming, circulation and labeling of organic products [5].
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Fig 1. — Number of organic operators 20162021

Source: [3]
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Fig. 2 — Total area of agricultural land and occupied for organic production, ha

Source: compiled on the basis of the source [3]

In Ukraine, the share of organic agricultural land is
1% of the total agricultural area in the country. As of the
end 0f2021, the total area of organic agricultural land was
522.299 hectares (organic status — 370.110 hectares).

It is 2021 that has become an important stage
for Ukrainian organic noodling. All the necessary
by-laws for the implementation of the Za-kon of
Ukraine No. 2496-VIII “On the basic principles and
requirements for organic production, circulation and
labeling of organic products” were adopted. Together
with the law adopted on July 10, 2018, this is the
legislative foundation of organic production, circulation
and labeling of organic products in Ukraine [2]. But
despite all the regulations adopted, the legislation of
Ukraine on organic production, unfortunately, has not
yet been fully implemented and requires additional
amendments and changes to fully adapt to the organic
legislation of the EU.

Despite this, over the past few years, Ukraine has
become one of the most influential suppliers of organic
products to Western markets among non-tropical
countries. Thus, as of the end of 2021, according to the
latest report on imports of organic agri-food products,
189.200 tons of organic food were imported to the EU.

Since the beginning of Russia’s full-scale invasion
of Ukraine, the Ukrainian organic sector, as well as
the entire agricultural sector, have been suffering from
Russian aggression. The agricultural sector suffers from
the mining of fields, destruction of fixed assets, lack of
fuel and vehicles, etc. Most of all suffered losses those
areas that are located closest to the border with Russia
and Belarus, as well as the south of Ukraine where
a significant part of organic agricultural land was or is
still under occupation. The most affected agricultural
enterprises in  Kyiv, Sumy, Kherson, Kharkov,
Zaporizhzhya and Chernihiv regions. But despite the
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losses, a large number of enterprises immediately after
the de-occupation began to actively resume work, and
some of them moved their production to other regions
of Ukraine.

The state provided emergency financial assistance to
the main participants of the orga-night sector to save and
preserve business, to overcome the consequences of the
current situation and to strengthen the capacity of the
organic sector in the medium and long term: these are
two grant programs. The first is “Support for the organic
sector in Ukraine” [6] and “Emergency aid for organic
agriculture in Ukraine” [7].

According to the results of the grant program
“Support for the organic sector in Ukraine,” about
120 manufacturers-operators received support for
a total amount of $350.000. USA. This amount was used
to cover the costs of organic certification, the purchase
of products from organic producers, the purchase of
fertilizers and PPPs, and the funds were distributed for
the further development of marketing in the domestic
sector. A significant proportion of this support was
provided by the OT4D and QFTP programs [6].

As part of the fundraising campaign “Emergency
Aid for Organic Agriculture in Ukraine,” initiated by the
project “German-Ukrainian Cooperation in the Field of
Organic Agriculture,” 170 enterprises were supported:
organic producers and organic sector organizations, for
a total of 560.000 euros [7].

Among the producers of organic products, grants were
received: “Ethnoproduct’ — a producer of dairy ecleptic
products [8], specialized stores “Natur Boutique” [11]
and eco-hotels “Maison Blanche” [12], which operate in
the organic market since 2008 and whose activities are
directly related to health and organic products.

Innovation Development Center, Office for
Entrepreneurship and Export Development, national
project Action. Business together with Advanter Group
analyzed sy-tuation in the organic sector in the fifth
month of the war and established a possible plan for
the implementation of the marketing strategy (as of
summer 2022). More than 80 small and medium-sized
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manufacturers-operators from 20 regions of Ukraine and
small exporters were studied. According to the results,
as of July 2022, 70% of operators fully or partially
continued organic production and processing (Fig. 3) [3].

In the coming marketing season, the domestic market
will be most influenced by the low purchasing power of
the population (the reason is the income tax) and the
decline in demand for organic products (the reason is
the movement of the majority of the population abroad/
other cities and disruption of supply chains) [6] (Fig. 4).

Also, low demand in the domestic market was
affected by the closure of some retail chains and the
tendency to change target markets. But it is important to
understand that even before the occupation, the organic
market was rather weak and needed support, and new
circumstances worsen the situation and reduce the
competitiveness of organic producers.

But despite all the above problems, Ukrainian
manufacturers have found ways not to lose their ties
with foreign partners. They did everything possible to
establish new logistics routes for exporting products to
the EU and Switzerland, so in the first eight months of
2022, products were sent to these countries for almost
the entire 2021 (Fig. 5). EU countries also helped
Ukrainian agricultural producers, so from-mine import
tariffs and duties on Ukrainian products entering the EU
were important for Ukraine because of the simplification
of exports of organic products.

State experts predicted that the total volume of
exports of organic products and its value in 2022 will
be higher than in 2021, even despite the fact that most
Ukrainian seaports remained blocked, and the markets
of the USA and Canada are still inaccessible.

According to the data, Ukraine managed to export to
the EU countries in the first § months of 2022 more than
in the same period of 2021 (Fig. 6). Analyzing these
statistics, you can divide it into the following periods:

 the beginning of the year — almost the same
indicators of export volume;

* the first months of occupation — a period of
uncertainty;

M production did not stop
M partially stopped

M production suffered from the invasion of russia
(restored)

M production stopped for unknown reasons (it is
planned to resume)

production suffered from the invasion of russia
(stopped)

production still under occupation

Fig. 3 — Condition of farms/enterprises (July 2022)

Source: compiled on the basis of the source [3]
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low consumer awareness (regarding organic products)
access to production facilities
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lack of organic raw materials

another 4%
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Fig. 4 — Problems/needs related to the sale of organic products in the marketing and marketing season 2022/2023
Source: compiled on the basis of the source [6]

f 2021 (12 months) 2022 (jan-aug) \

e The total value and volume of * Total value and volume of
exports of Ukr. organic products: 190 million exports of ukr. organic products: no data
dollars. USA, 260,000 tons; e Export of organic products to

e Export of organic products to

the EU: 116 million USD USA, 147,000 tons;
the EU: $160 million USA, 190,000 tons: ¢ EU: 116 million USD USA, 147,000 tons;

e Export of organic products to e Export of organic products to
K Schweiziria: $7.3 million USA, 11,000 tons.

Schweiziria: $5 million USA, 11,000 tons.
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Fig. 5 — Comparison of the value and volume of exports of Ukrainian organic products in 2021 and 2022
Source: [9]
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Fig. 6 — Dynamics of organic exports from Ukraine to the EU
Source: compiled on the basis of the source [9]
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» since May — adaptation to new realities and
a significant jump in the ex-port in 2022 compared to
the same period in 2021.

The reasons for the export growth are a very good
harvest of organic products in Ukraine in 2021 (the
export of the 2021 harvest continues). The logistic
problem with seaports was solved by finding a similarly
convenient method — railways or road transport (then
transportation takes place in small quantities). Ukrainian
exporters and their international buyers managed to
take advantage of all types of transportation and even
increase the volume of exports of organic products for
each type of transport (Fig. 7).

Ukrainian export operators are still looking for
various new logistics solutions to deliver their products,
and the Ukrainian government is facilitating and
supporting this process. Exporters are considering the
possible development of infrastructure projects on
the territory of neighboring states (in particular EU
members), which could reduce the level of risks that are
possible in the implementation of exports and contribute,
at least a little, to solving logistical problems. Ukraine
remains an active player in the international market
and a reliable supplier of organic products, seeking

m 2021
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19230 20200
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and finding various export opportunities, as well as
establishing partnerships.

Summarizing all the above, we can conclude that,
of course, now the agro-industrial complex of Ukraine
and its constituent organic production is in difficult
conditions, but continues to work, create new products
and look for new opportunities for further development
and strategic partnership.

Conclusions from the study

It is important to understand that at the state level
Ukraine holds its leading positions and leaves organic
production one of the priorities for the development
of the agro-industrial sector. The state is expected to
introduce support, because both before martial law and
during the organic sector needs it. External and internal
assistance in the form of new grants, cooperation with
foreign partners and financing should be expected.

For the country, the main understanding of the
importance of supporting the organic sector both inside
the country and in the international arena. Support
from abroad can be realized if systematic cooperation
between Ukrainian participants in the organic sector and
international partners is achieved.

2022

77200

62600

57940

railway

vehicles

water transport

Fig. 7 — Export of organic products from Ukraine to the EU and Schveytsaria, tons

Source: [9]
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