
Concerted action vital to kick-start  
agriculture insurance in Ukraine 



 

To realise the full potential of 
Ukraine’s agricultural sector, all  
interested parties need to  
cooperate to establish a reliable 
market framework. Clarity  
over land ownership, availability  
of credit and use of agricultural  
insurance as collateral will be  
the cornerstones of progress. 
Banks and insurance companies 
have a key role to play in  
attracting the requisite investment.  



 

Proposals for change – how to over-
come the structural deficit
Agriculture can become an even more 
important pillar of the Ukrainian economy. 
Legal and regulatory certainty, access to 
credit and agricultural insurance are key 
ingredients to unlock this potential. The 
involvement of all stakeholders is neces-
sary to develop a functioning market 
framework.  

First of all, the government can support 
the agricultural sector by providing trans-
parency on land ownership and allowing 
investors to consolidate small plots to 
larger-sized production areas that allow 
for efficient farming. 

Secondly, producers need to  invest fur-
ther in farm know-how and agricultural  
infrastructure to increase production and 
gain increased access to markets. 

Thirdly, the financial services industry 
should come up with more appealing  
insurance products and provide more  
attractive credit conditions for those that 
use crop insurance as collateral for bank 
loans. This should also include bancassur-
ance products linking production loans 
and crop insurance, offered through the 
same sales channels. Moreover, govern-
ments should foster these developments 
through adequate regulations, supervi-
sion and other measures, such as insur-
ance premium subsidies or tax incentives. 

Finally, the input providers, grain han-
dlers, traders and processors should bun-
dle their offerings with financial services 
such that farmers can access financial 
markets through various channels and 
use production credits and risk manage-
ment instruments to optimise their profits.  

Compelling need for crop insurance 
It is time for Ukraine’s agricultural insur-
ance market to unlock its potential.  
Especially in a year such as 2010, where 
losses from the cold winter and the 
arid,hot summer have been accumulating. 
In our view, the milestones on the road  
towards a fully-fledged insurance market 
in Ukraine should include:
 ̤ Development of more appealing prod-

ucts which are easy to understand and 
permit  transparent, fast and fair loss 
settlement.

 ̤ A sales strategy that allows the distri-
bution of  the product through various  
channels (banks, brokers, agents, input 
providers, grain handlers, processors), 
with clear cut-off dates for winter and 
summer crop sales campaigns. 

 ̤ Banks that provide improved credit 
conditions for farmers willing to pledge 
the potential proceeds from MPCI as 
collateral. 

 ̤ Government support for the  
development of agricultural insurance: 

 –  access to the data (production  
statistics, weather, soil, etc) needed 
to design insurance products,

 –  regulation and supervision of market 
players (insurance companies, dis-
tributors, underwriters and loss as-
sessors) in order to foster best prac-
tice  for the benefit of the insured.

 ̤ Premium subsidies or tax incentives for 
those that take out crop insurance.  
Premium subsidies should be paid  
directly to insurance companies.

 ̤ The involvement of international  
reinsurance that allows the market to 
tap into significant risk capacity and 
agricultural insurance expertise.
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Ukrainian agriculture is well known 
for its highly productive black earth 
soils which account for roughly 40% 
of the world’s total. Despite its fertile 
soil, the development of Ukraine’s 
crop insurance market has been ane-
mic. Moreover, the country’s agricul-
tural progress has been especially 
sluggish when compared to other ma-
jor producers such as Brazil or Russia. 

Farming in the Ukraine still labours 
under a range of challenges most of 
them related to its transition from a 
planned to a free market economy. 
This development has been character-
ised by a land reform that divided land 
ownership into numerous   landhold-
ings which, individually, are too small 
to be managed efficiently and which 
are plagued by uncertainties over who 
the actual owners are. Secondly, the 
old government-controlled farms em-
ployed outdated equipment and farm-
ing methods that depleted the fertile 
soil. Meanwhile, foreign investors 
have arrived and introduced modern 
infrastructure and new agricultural 
methods. With fewer legal and regula-
tory uncertainties and better access 
to production loans tied to agricultur-
al insurance, the potential for foreign 
investments could be better realised.

To foster agricultural sector develop-
ment in Ukraine, Swiss Re analysed 
the dynamics of the market over the 
last 20 years and commissioned a 
survey among Ukrainian farmers to 
gather insights into their risk percep-
tion and risk management behaviour. 

The survey revealed that the insur-
ance industry needs to be developed 
further if it is to support the Ukrainian 
agricultural sector in an effective way. 
Farmers are relatively ill-disposed to-
wards insurance mainly because of 
limited access to insurance products, 
the reluctance of banks to accept in-

1 Worldbank 2008: Ukraine Agricultural Competitiveness. June 2008.
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surance as collateral, premiums that 
are considered too high and doubts 
over fair and accurate loss settlement 
procedures.

To realise the full potential of 
Ukraine’s agricultural sector, all inter-
ested parties need to cooperate to es-
tablish a reliable market framework. 
Clarity about land ownership, availa-
bility of credit and use of agricultural 
insurance as collateral are the corner-
stones of a healthy market develop-
ment. Banks and insurance compa-
nies have a key role to play in attract-
ing the necessary investment into the 
farming sector. Whilst many of these 
efforts are outside the scope of the 
insurance sector, the latter should 
make every effort to invest into opera-
tional excellence, new products, dis-
tribution channels, risk assessment 
and loss settlement. 

Massive transformation to continue
Although agriculture and food process-
ing are of crucial importance for the 
Ukrainian economy – they contribute 
20% to GDP and employ 10% of the 
workforce (Worldbank 2008)1 – the 
sector is still suffering from its past.  
After Russia, the Ukrainian Republic was 
the most important economic region of 
the former Soviet Union. Its fertile black 
soil generated more than 25% of Soviet 
agricultural output, and its farms provid-
ed substantial quantities of meat, milk, 
grain, and vegetables to other republics. 
Following the collapse of the Soviet  
Union in 1991 and Ukraine’s independ-
ence in August of that year, the  
government in Kiev lifted price controls. 
Farmers were obliged to cope with the 
uncertainties of global markets, fiercer 
competition and more volatile prices. 
The legal groundwork for privatisation 
was laid. However, resistance within the 
government and the parliament during 
that time did slow the process down.
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The year 2000 saw the official end of 
state and collective farms. Agricultural 
subsidies from the government ceased. 
Farm property was divided among the 
farm workers. They, in turn, leased their 
land to newly-formed private agricultural 
associations. These larger bodies attracted 
foreign direct investors who brought with 
them considerable funds and know how. 
However, regulatory restrictions on land 
ownership limited further development, 
because foreigners were only allowed to 
hold minority stakes in Ukrainian compa-
nies. Still, machinery was old and  
inefficient, and there was no Ukrainian  
investment on hand. The various changes 
since 2000 have enabled farmers to make 
market-based decisions. This contributed 
to increased efficiencies in livestock and 
crop-production (USDA 2004).2

Figure 1 shows the sown area and the 
total Ukrainian production of grain and  
leguminous crops as well as winter wheat 
between1990 and 2008. By 2000,  
output had fallen to about 50% or less of 
1991 production, while the sown area 
has remained almost constant. Since 
2000, production has begun to recover 
and in 2008 reached the same level as 
that achieved in the Soviet area. The  
significant recovery of grain and legumi-
nous crops production is an indication of 
improved farm technology. As far as live-
stock production and related fodder crops  
are concerned however, Ukraine still falls 
well short of past production levels.3 

Since farmers’ earnings  depend on both 
production volume  and market price, it is 
interesting to see that Ukrainian prices 
have been far below those in the U.S. 
which can be considered representative 
of world market prices (figure 2). The dis-
count to U.S. prices reflects the Ukrainian 
farmers’ restricted access to markets and 
their lack of infrastructure to store and 
transport crops. With the benefit of these 
two factors, they would be in a position to 
optimise timing and point of sale.
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Figure 1: Sown area versus total Ukrainian 
production for grain and leguminous crops and winter wheat

Source: Agriculture of Ukraine. Statistical yearbook 2008. Kyiv 2009.
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Figure 2: Ukrainian versus US wheat prices

Source: Faostat database; http://faostat.fao.org/; 2010
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2 USDA United States Department of Agriculture: Ukraine: Agricultural overview. http://www.fas.usda.gov/
pecad/highlights/2004/12/Ukraine%20Ag%20Overview/index.htm USDA 2004.

3 For details, see State statistics committee of Ukraine: Agriculture of Ukraine. 
Statistical yearbook 2008. Kyiv 2009.
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Figure 3: Land use in Ukraine

Map basis: ©GfK GeoMarketing Map Edition World,
Landuse information:  http://www.lib.utexas.edu/maps/commonwealth/soviet_land_82.jpg, 
Courtesy of the University of Texas Libraries, The University of Texas at Austin. Swiss Re GEOservices

Ukraine has a temperate continental climate; it is Mediterranean only on the Southern Crimean coast. Precipitation is highest 
in Western and Northern regions. Winter temperatures vary between cool along the Black Sea to cold further inland; summers 
are warm across the greater part of the country and hot in the South. Ukraine’s total size is 60 million hectares, of which 42 
million hectares are agricultural land. It includes cultivated land (grains, technical crops, forages, potatoes and vegetables, 
and fallow), gardens, orchards, vineyards, and permanent meadows and pastures. Winter wheat, spring barley, and corn are 
the country’s main grain crops. Sunflowers and sugar beet are the main industrial crops. Ukraine’s highly productive black 
earth soils (Chernozem) have remained more or less constant in size. Around the world, these soils are considered the best 
for agricultural production. They are mainly situated in a belt from Southern Romania (Wallachian Plain) to Northeast Ukraine 
and Southern Russia to Siberia. They account for roughly 60% of Ukrainian land or 40% of the world’s total black earth soils.  
 
However, there have been some quality issues recently: the Worldbank (2008:14) cites Ukrainian sources that refer to over 
12 million hectares of black earth soils being significantly affected by erosion. According to these sources, the soils have 
been stripped of their nutrient and humus content over decades, compounding problems with moisture retention during 
years of low precipitation.
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Investing today in  
Ukrainian agriculture
Currently, agricultural land cannot be pur-
chased by foreigners. Foreign investors, 
however, can hold a minority stake  in 
Ukrainian corporations that own land.  
Additionally, land can be leased to foreign 
individuals as well as foreign corporations. 
Lease agreements contain the right to 
purchase land, should the sale moratori-
um be lifted. Lease contracts have terms 
between 10 (standard) and 49 years.  
It is possible to lease many small  
neighbouring plots up to a total area of 
50-200 hectares; this allows for efficient 
crop rotation planning, cultivation and 
harvesting.

The cost of Ukraine farmland is low: in 
2009, it ranged from UAH 4800-6400 
(USD 600-800) per hectare, compared 
to USD > 4000 in the Americas’ (U.S. and 
Argentina) or USD >12000 in Western 
Europe. The potential return on invest-
ment is high, because of the extraordinary 
soil fertility  - current Ukrainian yields  
suggest a potential of >6 metric tons per 
hectare (Investukraine, also see World-
bank 2008).4 However, there are serious 
challenges such as  legal uncertainty with 
respect to the land ownership and a farm 
infrastructure that is either non-existent  
or old. 

A snapshot of the current agricultural 
insurance market
Although agriculture is key to the Ukraini-
an economy, agriculture insurance has 
failed to establish itself as an important 
risk management tool. Over the past dec-
ades, the political environment has 
changed repeatedly  and there has been 
no discernible strategy for the agricultural 
sector such as a national insurance or 
premium subsidy schemes. It should not 
come as a surprise therefore, that regula-
tory certainty and adequate supervision 
of market players are not yet in place. 

In 2007, the market premium for Multi 
Peril Crop Insurance (MPCI) was UAH 
117 million (USD 14.6 million) covering 
1.9 million hectares. The related insur-
ance penetration ratio, expressed as area 
insured to area planted, is about 7.5%. 
Compared to Russia (20%) and other im-
portant European countries such as Spain 
or Austria (up to 80%), insurance penetra-
tion in the Ukraine is small. In 2008, sub-
sidies for insurance premiums were dis-
continued, which resulted in a further 
drop of premiums to UAH 44 million 
(USD 5.5 million) in 2009. For 2010,  
premiums are estimated to be less then 
UAH 20 million (USD 2.5 million).

The market is split between about 10  
insurance companies; far too many for 
this small premium income. Investment in 
product development, distribution chan-
nels, and risk and loss assessment capa-
bilities have been limited due to the small 
market size and the lack of a dominant 
player. To foster the development of an 
agricultural insurance framework, a long 
term market strategy should be  
developed by strong private players.  
Furthermore, there is an absence of   
interplay between banks and insurance, 
as there is in other markets.

Insurance penetration is low. Agricultural 
insurance is not established as an impor-
tant risk management tool.

4 For further details on ownership rights and the investment climate in Ukraine, see http://www.investukraine.
net/real-estate/agricultural-land-investment-in-ukraine/

5 The field survey was carried out in summer 2009 (before the end of insurance subsidies) by the Kleffmann 
Group. Kleffmann Group was founded in 1990 and has conducted agricultural market research in more than 
60 countries.

6 15% gave no answer
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Survey among farmers
What do Ukrainian farmers think about 
the value of insurance? What are the risks 
they see now and in the future? To better 
understand the reasons for the low insur-
ance penetration, Swiss Re commis-
sioned a survey among 250 larger-sized 
Ukrainian farms. 

The farms polled cover an area of 1000 
to 10000 hectares each and are located 
in the following regions: Odeska, Dnipro-
petrovska, Poltavska, Karkivska, Vinnyzka, 
Kirovogradka, Zapororhihska, Mykolaivs-
ka, Cherskaska, Doneszka, Kyivska and 
Khersonska (figure 3).5 

The average size of the surveyed farm is 
2700 hectares. They produce mainly 
wheat, sunflowers, grain maize and soy-
bean, and to a lesser extent, spring and 
winter barley, silage maize, winter rape, 

and leguminous crops. The vast majority 
of farmers polled are well-educated and 
experienced: 76% have a university de-
gree or equivalent and on average are 49 
years old. 3% of the farms have an annual 
sales volume above UAH 30 million (USD 
3.9 million), 24% between UAH 10 and 
30 million (USD 1.3- 3.9 million), and 58% 
below UAH 10 million (USD 1.3 million).6 

For some of their crops, the surveyed 
farms are dependent on a quick sale of 
the produce, probably because of their 
cash-strapped circumstances, lack of 
good storage capacity or contractual obli-
gations (eg with crop pre-financers): The 
majority of the farms sell winter rape, soy-
bean, leguminous crops and buck wheat 
immediately after harvest. However, they 
keep winter wheat, spring barley, silage 
maize, grain maize and oats in storage for 
sale at a later date. 

Modern methods are  
transforming Ukraine’s agriculture
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Ukraine’s black earth soil  
benefits wheat production
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Always important:  
extreme weather, low  
output prices or high input costs 
Farmers in all regions state that extreme 
weather, low prices for their products and 
high input costs are  the most significant 
risks (figure 4). Drought is  the most fre-
quently mentioned risk recorded during 
the last 10 years (85%), followed by frost 
(59%), winter kill (37%) and hail (25%).7 
2007 and 2009 are  cited by more than 
half the farmers as especially bad drought 
years. Winter wheat and spring barley are  
the crops most severely impacted by 
drought. This result is comparable with 
the situation of Russian farms.8 

While farmers’ individual estimates of the 
economic losses brought on by drought 
range anywhere between 5 and 100% of 
total production, the average estimated 
loss is  41%. For the damage due to frost, 
the picture is not much different. For the 
2009 frost, the individual economic loss 
estimates range between 5 and 100% of 
total production. The average loss is 43%.

Hail, pests and diseases, storm, floods 
and excessive rainfall are  all deemed 
more or less manageable. The recent  
turbulence in global financial markets 
also had an impact, as two thirds of the 
farmers polled were impacted by the  
input cost increases of early 2008 and 
the fall in soft commodity prices in late 
2008. Compared to the Russian farmers 
polled, political risks are assessed higher 
(18% of the Ukrainian versus 4% of the 
Russian farmers).

Limited risk management measures
The surveyed farmers have a sound 
knowledge of loss preventing measures. 
79% of them are proactive in loss preven-
tion. The most common ways to prevent 
losses were to increase crop protection 
(40%), rotate crops (35%), purchase MPCI 
coverage (23%) or do nothing (20%). In 
this context, it is also interesting to note 
that 15% of the farmers surveyed had  
already benefited from ad hoc government 
payments in the wake of a bad harvest. 
This obviously discourages farmers from 
becoming more self-reliant and managing 
risks by themselves. 

7 Multiple answers were possible.
8 See Sowing the seeds for record harvest: Risk management a must for Russian agriculture. Swiss Re 2010.

Drought is the most
frequently mentioned risk.

0% 10% 20% 30% 40% 50% 60% 70% 80%

No problems

Other

Political risk

Price decreases

Cost increases

Extreme weather

Figure 4: What are the largest risks?

Source: Survey commissioned by Swiss Re; multiple answers possible
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Most of the farmers surveyed take an  
unfavourable stance on insurance.

In the summer of 2009, when the survey 
was conducted, 26% of those who pur-
chased insurance reported that they 
bought subsidised MPCI coverage. 21% 
bought non-subsidised MPCI coverage, 
which includes product features not  
eligible for government support.9 

Most of the surveyed farmers take an  
unfavourable stance  on  insurance. Most 
of those who did not buy insurance feel it 
is  too expensive (35%), that loss of pro-
duction is “an act of God“ or an entrepre-
neurial risk. They also point out they are 
not very knowledgeable about insurance, 
distrust in insurance companies, and  
perceive claims management as unfair.

Risks of the future
It did not come as a surprise that the  
farmers regard the risks they face now 
also as future risks. Weather risks are still 
seen as most important, followed by  
increases in input costs and decreases in 
crop prices. Among the weather risks, 
drought is deemed the biggest future risk, 
followed by frost and winter kill.

Despite the negative perception of  
insurance, 40% nevertheless believe  
subsidised MPCI is the most important 
future risk management strategy to  
protect against drought losses, followed 
by total loss coverage (29%).10 15%, 
however, are not planning any drought 
protection measures at all. Another 23% 
think  the government will step in with  
ad hoc payments in case of catastrophic 
drought. For the other weather perils, 
subsidised MPCI (50%) and total loss 
coverage (40%) are considered more  
important  risk management strategies 
for the future.

For those polled, agricultural commodity 
price hedges (44%) are seen as the most 
promising tool to protect against future 
agricultural commodity price decreases. 
Ad hoc government payments (27%) are  
the next most frequently mentioned  
instruments to cope with price fluctua-
tions. Access to local commodity price 
hedges would be welcomed by  
Ukrainian farmers, but there is no local 
commodity exchange that allows the 
structuring of such products.  

Farmers say useful tools to mitigate the 
impact of increasing input costs are input 
cost hedges (38%) or – again – govern-
ment help (20%). 72% of the farmers say 
they have not yet applied input cost 
hedges. However, 64% do find  these  
instruments “very interesting” or “interest-
ing”. Of the 23% minority who apply input 
cost hedges, 74% use them for seeds, 
62% for fertilizer, and 62% for crop  
protection. Only 55% employ them to 
hedge fuel costs, which the farmers see 
as the most important input cost factor. 

9 As the subsidies were stopped in 2008, farmers responded what their past behavior was.
 10 The total loss coverage only pays out if more than 50% of the plants are destroyed.
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