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This report was prepared under the FAO/World Bank Cooperative Programme 

in the context of the “Agricultural Mechanization: the Next Challenge for 

Agriculture in Low- and Middle-Income Countries” project. It examines the 

policies that currently support the improvement of farm mechanization, i.e. 

investments in farm machinery and equipment, in selected Commonwealth of 

Independent States (CIS) countries. It also elaborates on how these policies 

contribute to improving the livelihoods of local farmers. 

The Soviet legacy and early 1990s de-mechanization of the agriculture 

sector. The Soviet economy of the pre-reform period had a State input 

supply system for all sectors, including agriculture. This system included a 

network of State supply agencies delivering inputs to all enterprises at heavily 

subsidized prices. Although the Former Soviet Union (FSU) was one of the 

largest producers of agricultural machinery in the world, Soviet agriculture 

was underequipped for most types of agricultural machinery, and the quality 

of equipment available to local farms was poor. 

In the early 1990s, price liberalization in former Soviet republics led to a rise 

in the relative prices of inputs used in agricultural production, which resulted 

in farm de-mechanization and extensification, significantly jeopardizing the 

potential for future agricultural growth.

Recovery of the agriculture sector and general conditions for the 

introduction of support policies. Agricultural production in the region started 

to recover in the late 1990s, triggering increased demand for agricultural 

inputs and machinery. However, the local machinery manufacturing industry – 

faced with its own difficulties – could not respond to the increasing demand, 

and machinery imports started to grow.

This study sampled three major agricultural countries – Kazakhstan, the 

Russian Federation and Ukraine – that have used very similar mechanisms 

to support the modernization of farm mechanization but had very different 

conditions when the new policies were first introduced. The Russian 

Federation and Ukraine have notable domestic machinery industries. 

Both countries therefore have a strong interest in supporting domestic 

manufacturers, which are often among the so-called “city-forming” 

enterprises that provide jobs to large segments of the population and physical 

and social infrastructure in the cities. Kazakhstan, on the other hand, has only 

one small manufacturer of agricultural machinery, which does not receive 

much State attention or support. Another difference is that farm structure in 

the Russian Federation and Kazakhstan is based on large-scale farms, while 

Ukraine has an important share of smallholder producers. This difference in 

farm structure implies differences in the demand for agricultural machinery. 

ExECuTIVE SuMMARY
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Use of State-supported leasing programmes and soft credit. The study 

shows that supporting the modernization of farm machinery and equipment is 

an agricultural policy priority in CIS countries. Most farmers in these countries 

have limited access to the capital needed to invest in farm machinery and 

other inputs. In this context, State support to agriculture has aimed primarily 

at compensating farmers for the increased costs of agricultural equipment 

and inputs. The majority of CIS countries have applied two main support 

mechanisms for the modernization of agricultural mechanization: State-

supported leasing programmes, and soft (subsidized) medium-term credit for 

machinery purchases.

Better results derived from more “liberal” support policies. Detailed 

comparison of the policies applied by the three countries covered in this 

report shows that a more “liberal” approach to State support has yielded 

better results – more effective modernization of farm mechanization. 

Kazakhstan’s policy of maintaining non-restrictive lists of eligible equipment 

for State leasing programmes and establishing upper limits for the State 

support provided to a single farmer has led to positive trends in farm 

mechanization, as opposed to the Russian and Ukrainian examples. Direct 

compensation for machinery costs, where possible, has proved to be another 

viable support mechanism.

Persistence of double-pricing systems and other Soviet policy 

instruments in other CIS countries. The study also provides an overview of 

policy instruments in some other CIS countries, to give a broader picture of 

State support to farm mechanization in the region. Belarus and Turkmenistan 

have continued to apply the tools of the previous system: State supplies, 

double-pricing, State and para-Statal machinery services, and State trade. 

These measures, financed by the State budget, have an overall impact on 

the modernization of farm machinery. However, the Soviet experience has 

shown that this result is not sustainable and is related to a serious misuse of 

machinery and equipment at the farm level.
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State of the art
Inventories and demand in agriculture
In Kazakhstan, agricultural machinery inventories 

fell steadily from the break up of the FSU until 

2000, when the falling trend was slightly reversed 

after introduction of the State leasing programme 

(Figure 1). In one year, purchases of certain kinds 

of farm machinery increased dramatically. For 

instance, according to Ministry of Agriculture of 

Kazakhstan (MOAK) data, only 190 harvesters 

and 215 tractors were delivered to farmers in 

1999, compared with almost 1 600 harvesters 

and more than 1 100 tractors delivered in 2001. 

In 2007, an asset tax amnesty was announced in 

Kazakhstan, resulting in the massive registration 

of agricultural machinery that had not previously 

been registered. According to MOAK, this 

machinery was predominantly Chinese-made 

tractors (usually imported illegally) owned by 

individual households.

Prior to 1999, the planted area decreased more 

rapidly than machinery inventories, so the density 

of agricultural machinery per 1 000 ha increased. 

After 2000, however, increased deliveries of 

1.   kazakhstan: State support to the modern�zat�on 
of farm mechan�zat�on

machinery to farms were coupled with greater 

increases in areas planted, resulting in lower 

machinery densities (Figure 2). 

At this time, Kazakhstan started to import 

more powerful tractors and harvesters. The 

development of huge agricultural holdings 

specialized in grain production, and the 

expansion of machinery pools and service 

centre networks allows more efficient use 

of the available machinery, on larger areas 

located in different climatic zones; fewer farm 

machinery units are needed now than during 

Soviet times. However, in spite of increasing 

deliveries of machinery to farms, a Kursive 

study (No. 23[245] of 12 June 2008) shows that 

80 percent of on-farm machinery is more than 

ten years old.

In recent years, the demand for agricultural 

machinery has shifted towards labour-

substituting and livestock husbandry equipment. 

No-tillage technology is still not widespread 

because of the high costs of appropriate 

machinery and the need to apply herbicides 
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Kazakhstan: Inventories of selected types of agricultural machinery, thousand pieces

Source: MOAK.
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for weed control. Despite State programmes 

to develop the oilseed and cotton sectors, 

the suppliers of machinery have not yet 

responded to the demand for related machinery 

(information from KazAgroFinance).

Manufacturing and imports
Within the FSU, Kazakhstan did not 

have a developed agricultural machinery 

manufacturing industry. The Kostanay Diesel 

Engine Plant, the major company in the sector, 

was founded in 1990, but between 1993 

and 2003 it did not perform well and was 

acquired by the Russian machinery holding 

AgromashHolding. Under AgromasHolding, the 

plant received much-needed investment from 

Kazakhstan Development Bank and Caspian 

Investment Holding. 

Initially, the Kostanay plant manufactured 

machinery units, components and engines. In 

2008, it started to assemble grain harvesters, in 

cooperation with the Belarusian manufacturer 

Gomsel’mas, and the first 54 KZS-740 Essil 

harvesters were produced. The plant also has 

cooperation agreements for joint ventures with 

Ukrainian machinery manufactures.1

1   www.agronews.ru/newsshow.php?NId=14476&Page=1011; 
www.gomselmash.by; www.oborudunion.ru/news.
php?id=1993; http://old.arba.ru/ru_press/7/articles/2003247-
2.html (accessed 5 August 2008).

All major international machinery manufacturers 

have dealers in Kazakhstan. One of the 

government’s preconditions for entering 

the market is that suppliers must develop 

a service and dealer network and provide 

free training on use of their machinery to 

agricultural employees. International dealers 

sell a proportion of their agricultural machinery 

through KazAgroFinance, and the remainder 

through private dealers. For instance, up 

to 30 percent of Claas’s machinery sales 

in Kazakhstan go through KazAgroFinance 

(information from KazAgroFinance).

Policy tools
The Kazakhstan government implements three 

major programmes to improve producers’ 

access to agricultural machinery and equipment:

• State-supported leasing;

•  soft medium-term credit programme 

(subsidized credit);

•  the establishment and maintenance of local 

machinery pools/service stations. 

The government also applies tax concessions on 

imports of agricultural machinery.

All these programmes are implemented by the 

State-owned corporations KazAgroFinance and 

the Agrarian Credit Corporation (ACC), which 

joined five other State agriculture corporations in 

a State-owned super-holding, KazAgro, in 2007.
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Kazakhstan: Tractor density per 1 000 ha of arable land, and harvester density 
per 1 000 ha of grain area

Source: Calculated from MOAK data



�0

Leasing
The government’s agricultural machinery leasing 

programme was launched in 1995, when the 

Fund for Financial Support of Agriculture was 

established for this purpose. However, this 

programme failed, and a new State-owned 

corporation, KazAgroFinance, was established 

in 1999 to provide better access to financial 

resources for farmers. KazAgroFinance 

implements two State programmes for the 

technical upgrading of agriculture, one in leasing 

and the other in machinery pools.

The conditions for the leasing programme 

have changed several times since it started, 

but the basic scheme has remained the same: 

KazAgroFinance obtains budget funds for 

the purchase of agricultural machinery and 

equipment, and transfers these to agricultural 

producers under financial leasing conditions 

with preferential terms. 

In 2003, the programme’s original arrangements 

were analysed in the framework of the 

Technical Assistance to the Commonwealth 

of Independent States and Georgia (TACIS) 

Marketing Project and in preparation for 

the World Bank Competitiveness Project, 

and were adjusted in accordance with the 

recommendations made in that analysis. First, 

the practice of using formal tenders to select 

an authorized leasing company, in which 

KazAgroFinance always won the contract, was 

suspended. Second, the selection of which 

agricultural machinery to finance was based on 

farmers’ requests, rather than being determined 

by MOAK. Third, limitations for obtaining 

machinery through the programme were 

introduced, to ensure a more equitable and 

socially fair distribution of support. 

Currently, KazAgroFinance receives budget 

loans for seven years at 4 percent interest, 

and uses these funds to purchase machinery 

and equipment for agricultural producers. 

Every autumn, KazAgroFinance organizes 

local meetings at which producers forward 

their requests for the quantities and types 

of machinery to be supplied the following 

planning year. Requests are assessed by the 

credit committee, and the final list is used for 

negotiations with machinery manufacturers 

and dealers.

When identifying clients, KazAgroFinance must 

meet three criteria set by the government: 

requests from smallholders and small farmers 

receive the highest priority; no more than 

10 percent of the total purchase of any one 

item can be leased to one lessee; and leasing 

contracts must be proportionally distributed 

among regions.

Leasing contracts are established for seven 

years, with advance payments of 15 to 

25 percent and a 4 percent interest rate 

(KazAgroFinance). Lessees must insure the 

leased items with an insurer of their choice.

The machinery suppliers involved in this 

programme must have wide networks of 

branches and/or service centres to provide 

warranty and post-warranty servicing of the 

equipment they supply, and must organize and 

finance training for its users. 

KazAgroFinance also carries out commercial 

leasing operations, normally with imported 

machinery. These leasing contracts are for five 

years, with advance payments of 15 to 35 percent 

and an annual interest rate of 7.5 percent 

(KazAgroFinance). These terms are attractive 

for lessees because average interest rates for 

leasing in Kazakhstan are 22 to 25 percent, and 

the Central Bank refinancing rate in 2000 ranged 

from 7 to 9 percent (MOAK data).

Commercial (non-budget) deals allow 

KazAgroFinance to accumulate its own assets. 

These have doubled since the corporation was 

established in 2000, to reach 30 billion tenge (T) 

(approximately USD250 million),2 of which only 

T 7 billion is in budget loans. KazAgroFinance’s 

total borrowed funds, including budget loans, 

State bonds and commercial credit, account for 

50 percent of its overall funds.

KazAgroFinance works with large manufacturers 

such as John Deer, Case and New Holland 

2    www.kaf.kz/page.php?lang=1.
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(United States of America), Claas (Germany), 

Morris Industries, Buhler and Flexi-Coil (Canada), 

Rostselmash, Agromashholding, KamAz and 

Voronezhselmash (Russian Federation), Agro-

Soyuz (Ukraine) and Minskiy Tractornyi Zavod 

(MTZ; Belarus). 

Agricultural machinery and equipment is still 

expensive for producers, and only 20 to 30 

percent of potential purchasers can afford 

direct purchases without financial leasing. The 

remaining 70 to 80 percent opt for leasing. 

KazAgroFinance’s share in total deliveries of 

machinery to farms is not monopolistic: in 2007, 

it accounted for only half of tractors, 40 percent 

of grain harvesters and smaller proportions of 

other machinery deliveries (MOAK data).

As well as supporting the leasing of agricultural 

machinery and equipment, the Kazakhstan 

government also supports the leasing 

of equipment for the food industry. This 

programme was started in 2007, with a T 1 102 

billion allocation from the national budget. It 

was envisaged that lessees in this programme 

would receive partial compensation on the 

leasing interest, but the demand for this support 

was marginal because the leasing of food 

industry equipment is insufficiently developed in 

Kazakhstan.

Machinery pools/service stations
In 2003/2004, KZT 3 billion was allocated to 

KazAgroFinance from the national budget, to 

establish machinery pools/service stations 

within the State Agro-Food Programme for 2003 

to 2005. These stations support agricultural 

producers through the provision of custom 

farming, machinery repair and maintenance 

services, and the sale, leasehold and leasing 

of agricultural machinery, equipment and spare 

parts. Some of these stations rent land. So far, 

about 25 machinery pools/service stations have 

been set up in different regions.3 

Preferential medium-term credit
Kazakhstan has several schemes offering 

preferential credit to agriculture, but only 

programmes based on medium-term lending 

can be considered as State support for the 

3    www.kaf.kz/page.php?lang=1.

technical modernization of agriculture: the 

acquisition of machinery and equipment 

normally requires loans of five to seven years.

 

The major institution supporting medium-term 

credit for agriculture is ACC, a 100 percent 

State-owned joint stock company set up by 

the government in January 2001 with an initial 

authorized capital of KZT 150 million. ACC’s 

major objective is to establish and support an 

expanded network of rural credit cooperatives.

ACC supports newly formed rural credit 

cooperatives that satisfy certain criteria: each 

cooperative should have at least 20 producer 

members, who have managed their farms for 

at least three years running and have no debts 

due; and the cooperative’s initial equity should 

be at least KZT 3 million, with a minimum 

individual share of KZT 88 000. Under these 

conditions, ACC starts by adding 35 percent 

of the initial equity and providing technical 

assistance for administration and management. 

Later, it lends money to the cooperatives at  

4 to 5 percent annual interest.

In 13 regions of Kazakhstan, a total of 153 rural 

credit cooperatives have been founded with 

ACC’s participation, uniting more than 6 000 

agricultural producers. The total equity of all 

these cooperatives comes to KZT 4.9 billion, of 

which KZT 832.1 million (17 percent) is ACC’s 

share (TACIS Project, 2003).

Cooperatives can provide loans, mainly to 

their members, for three main purposes: 

replenishment of working capital; purchases of 

replacement animals; and purchases of new 

machinery and pedigree cattle bloodstock. 

Loans for purchases of animals and machinery 

are provided for five to seven years at interest 

rates not exceeding 9 percent, with 4 percent 

going to ACC.

Since 2001, ACC has issued credits of about 

KZT 40 billion to rural credit cooperatives. About 

70 percent of this sum is for seasonal credits, 

and the rest for purchases of animals and 

machinery (MOAK data).
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The Agriculture Support Fund is another State-

owned corporation providing privileged loans to 

agriculture. This joint stock company has two 

major tasks: (i) establishing and supporting a 

network of microfinance units in rural area; and 

(ii) implementing the government programme 

to support insurance in crop production. About 

50 microfinance units have been established 

in Kazakhstan. They obtain money from the 

Agriculture Support Fund at 5 to 6 percent 

annual interest and use it to provide loans of 

USD 1 500 to USD 2 500 each to individual 

rural entrepreneurs, at 16 percent annual 

interest. Among other purposes, the loans can 

be used for purchases of farming machinery 

and equipment.

Both corporations lend mainly to small and 

medium producers, for whom their lending 

terms are preferential, with interest well below 

the market rates of 25 to 60 percent, and very 

low transaction costs. 

 

Trade measures
There are three import channels for 

agricultural machinery and equipment in 

Kazakhstan: the largest agricultural producers 

import machinery/equipment themselves; 

KazAgroFinance has an expanded import 

programme; and there are private commercial 

dealers, including the representatives of major 

international manufacturers already mentioned. 

KazAgroFinance and producers do not pay 

value-added tax (VAT, at 13 percent) on imported 

items, but commercial importers do not have 

this tax concession.

Imports of all machinery and equipment for 

agriculture and the food industry are exempt 

from duties, with the exception of agricultural 

tractors, for which the import duty is 5 percent 

ad valorum equivalent (AVE) (Kazakhstan 

customs legislation).

All machinery must be certified before entering 

the Kazakhstan market. The certification process 

is implemented by private agencies and does 

not seem to present a significant financial or 

logistical burden for companies or their dealers.
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State of the art 
Inventories and demand in agriculture
Since 1990, inventories of farm tractors and 

harvesters in the Russian Federation have 

been steadily decreasing (Figure 3). Between 

1990 and 2006, the arable land area per tractor 

increased from 141 to 401 ha, and the grain area 

per grain harvester from 155 to 369 ha (Figure 4). 

A rise in input prices has led to farm de-

mechanization and extensification, and a more 

rational utilization of agricultural inputs. Most 

of the tractors produced in the FSU (nearly 100 

percent) were to replace depreciated on-farm 

machinery rather than expand inventories. 

Farm machinery was used very inefficiently. 

Today’s high prices of inputs ensure that they 

are more efficiently used: machinery’s life span 

has increased, and depreciated units are used 

for spare parts. Greater budget constraints 

on large-scale farms have led to increases 

in the returns per unit of main inputs, such 

as fertilizers and fuel. For instance, between 

1991 and 2001, gross agricultural output (GAO) 

fell by 40 percent, while farm gasoline use 

3.   The Russ�an Federat�on: State support to the 
modern�zat�on of farm mechan�zat�on

decreased by 76 percent and diesel by  

63 percent (MOAR and Rosstat data). When 

the power capacity of farm machinery is taken 

into account, the overestimation of real demand 

becomes evident (Box 1).

The main type of on-farm tractors are medium-

power tractors, with engines of 66 to 110 

horse power (hp) (Figure 5). Serova and 

Shick (2004) report that these are mostly 

MTZ-82 tractors from Belarus, with and 

without modification. However, data from the 

Agricultural Census show the share of more 

powerful machines among newly purchased 

tractors is notably higher. 

About 83 percent of the tractors and 73 percent 

of the grain harvesters on large and medium 

farms are more than nine years old (Figures 

6 and Figure 7); small farms have even older 

machines, and often purchase used ones. In 

recent years, large and medium farms have 

bought more new than used machinery, and 

the share of new machinery in the farm fleet is 

increasing rapidly.
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Russian Federation: Inventories of selected types of agricultural machinery, thousand 
pieces*

Source: MOA and Rosstat data.
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Box 1
Russian Federation: Results of a 
survey on farm inventories

A survey was carried out in the 
framework of the Input Market 
Constraints on Economic Growth in 
Russian Agriculture project, funded 
by BASIS-Russia (www.basis.wisc.
edu). The survey took place between 
November 2002 and February 2003 in 
three Russian provinces with different 
climatic and political characteristics 
(Rostov, Nizhnii Novgorod and 
Ivanovo), involving face-to-face 
interviews with 142 managers of large 
corporate farms (former kolkhozes 
and sovkhozes), 223 independent 
smallholder farmers, and 202 
operators of commercially oriented 
household plots.

The survey showed that the majority 
of farms (three-quarters) manage 
their crop production with aggregated 
tractor capacity of less than 1 hp/
ha, and one-quarter of farms have 
excessive tractor capacity compared 
with the sample mean. About 60 
percent of the sampled farms have 
less than 20 tractors per farm. 

The picture is even clearer for grain 
harvesters, with almost 90 percent 
of sampled farms having total grain 
harvester bunker capacity of less than 
20 kg/ha of grain area, while other 
farms have capacities of 40, 80 and 
even 190 kg/ha. In the main grain 
producing Rostov region, harvester 
capacity distribution is even more: 
97 percent of farms have total bunker 
capacity of less than 20 kg/ha. 

It is commonly believed that farms 
have a severe deficit of tractors 
and other machinery. However, 
the survey found that farms have 
machinery fleets that are too large 
for their current output levels. The 
redundant fleet is depreciating, and 
managers are unwilling to replace all 
worn units with new ones, so they 
can optimize their inventories. The 
appraisal of machinery demand in 
terms of the number of on-farm worn 
machinery units therefore leads to 
overestimation.

Source: Serova and Shick, 2004.
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In recent years, large and medium farms have 

purchased more livestock-related equipment 

and machinery than crop farming/cultivation 

machinery (Figure 8). If the Federal leasing 

programme (described later) had not supported 

mainly tractor and harvester purchasers, 

especially in its early years, the share of 

purchases of equipment and machinery for 

livestock husbandry would be even higher. 

Small farms tend to purchase more crop-related 

machinery, and buy notably more horse ploughs 

and motor cultivators (Agricultural Census data).

Vertically integrated agribusiness holdings 

developed rapidly after the 1998 crisis, with 

trading and processing companies acquiring 

farmland and engaging in agricultural production. 

In recent years, these new holdings have become 

the largest purchasers of farm machinery (Rylko 

and Jolly, 2004; Serova, 2007).

Vertical integration is now the main channel of 

farm machinery marketing. Vertically integrated 

companies purchase machinery directly from 

the manufacturers, and are the major importers 

of agricultural machinery. 

Another feature of farm machinery demand 

in the Russian Federation today is the notable 

development of custom farming. In contrast to 

Soviet times, when farms tended to possess all 

the machinery they needed (even when it was 

used for only very limited periods during the 

production season), farms are now starting to 

engage in machinery custom services. Large-

scale farms provide such services mainly to 

their employees (in a continuation of the Soviet 

era’s symbiotic relationship between large 

farms and household subsistence farming), 

but there is evidence that services are also 

being provided to neighbouring farms. Family 
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Figure 6 
Russian Federation: Shares of on-farm tractors by age, large and medium farms, 2006

Source: Calculated from Agricultural Census data.
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Figure 7 
Russian Federation: Shares of on-farm grain harvesters by age, large and medium 
farms, 2006

Source: Calculated from Agricultural Census data. 
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Figure 8 
Russia Federation: Agricultural machinery and equipment purchased in the last five 
years, as percentages of available own, large and medium farms, 2006t

Source: Calculated from Agricultural Census data. 

farms are increasingly providing ploughing and 

harvesting services to other farms, and in recent 

years, foreign (especially Turkish) and domestic 

companies are also providing custom farming. 

These companies have significant inventories 

of harvesting machinery, which they use to 

harvest farms on a crop-share basis. During 

the harvesting season, machinery teams move 

from the south to the north of grain production 

areas, significantly increasing the utilization rate 

of machinery. This change in machinery use has 

notably changed the demand pattern (Serova 

and Shick, 2004).

The renewal of farm machinery has accelerated 

in recent years. In 2004, 1.9 percent of tractors, 

3.4 percent of grain harvesters and 3.1 percent 

of fodder harvesters were replaced; in 2006, 

the corresponding figures were 2.5, 4.4 and 

4.7 percent. The growth rate of investments in 

agriculture increased from 114 percent in 2004 

to 147 percent in 2006 (MOAR, 2007).

Manufacturing and imports
As a result of a sharp fall in demand for farm 

machinery, and limited export potential, the 

Russian agricultural machinery industry nearly 

collapsed during the transition process (Table 

1), doing far worse than other industries. 

Production of some kinds of machinery and 

equipment stopped. The machinery sector 

started to show slight signs of recovery during 

the general recovery that followed the 1998 

crisis. 

Russian machinery manufactures can be 

divided into two main groups, based on the 

scope of their production. The first group 

are the vast tractor and grain harvester 

manufacturers, Altay, Chelyabinsk, Lipetsk, 

Vladimir, the Volgograd tractor plants and the 

Rostov and Krasnoyarsk harvester plants. 

These are responsible for about 90 percent of 

the tractors and 93 percent of the harvesters 

produced in the Russian Federation. Their 
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outputs declined by 16 to 61 percent between 

1990 and 1998, but started to increase again 

during the post-1998 recovery. In recent years, 

the demand for machinery has clearly exceeded 

the growth in machinery production. 

In recent years, huge machinery plants have 

demonstrated tendencies for vertical and 

horizontal concentration. Several holdings have 

been formed, allowing manufacturers to control 

entire product chains and supply full lines of 

farm machinery and related equipment. Thus, 

in 2000, the Rostov harvester plant joined the 

Novoye Sodruzhestvo holding, which started 

to focus entirely on manufacturing harvesters 

and stopped its other production programmes. 

At about the same time, AgromashHolding 

(previously Siberian Machinery Holding) was 

established, with the Krasnoyarsk harvester 

plant, two Altay plants, four Siberian regional 

producers and, recently, one Kazakhstan plant.

The second group of machinery manufacturers 

are the medium and small factories, which 

produce a wide range of machinery for a broad 

range of customers (mini-tractors, seeders, 

mowers, ploughs, cultivators, spare parts, etc.) 

and provide repair services. They also underwent 

a severe recession at the beginning of the 

reform period, but since the post-1998 recovery 

their recovery has been even better than that of 

industry leaders. 

In the Soviet era, the Russian Federation did 

not import farm machinery from outside the 

FSU. The main non-Russian deliveries came 

from Ukraine and Byelorussia (Belarus). After 

the break-up of the FSU, imports from non-

CIS countries increased by 25 to 50 percent, 

depending on the type of machinery. By the 

late 1990s, imports accounted for 67 percent of 

annual tractor sales. 

The major suppliers of tractor imports to the 

Russian Federation are John Deer (United States 

of America), Fiat (Italy), Fendt (Germany) and 

Case (United States); of grain harvesters they are 

Claas (Germany), Case (United States), Western 

(Canada) and New Holland (United States).

The international machinery manufacturers John 

Deer, Case and Claas are very interested in the 

Russian market, but their first attempts to open 

assembly plants in the Russian Federation have 

not been successful, and only Claas now has a 

plant, in Krasnodar region. 

The main barrier to widening the market 

for imported machinery is lack of price 

competitiveness with Russian analogues. 

Imported tractors cost 50 percent more than 

those manufactured in the Russian Federation 

or CIS countries. Although imported machines 

are high-quality products, the price-quality ratio 

continues to favour domestic manufactures. 

Table 1 
Russian Federation: Annual outputs of major farm machinery and equipment, thousand units

Source: Rosstat data.

 1990 1995 2000 2001 2002 2003 2004 2005 2006

Tractors 92.6 10.8 6.9 6.3 3.1 3.4 3.4 4.5 5.5

Mini-tractors 1.3 1.2 0.5 1.0 0.7 0.8 0.9 0.7 0.6

Tractor ploughs 85.7 4.0 2.8 3.1 2.3 1.0 1.3 2.4 1.3

Seeders 51.1 1.6 5.2 6.4 5.3 4.2 5.7 6.5 5.1

Cultivators 101 2.0 4.7 5.6 5.6 6.2 8.3 8.8 6.7

Grain harvesters 65.7 6.2 5.2 9.1 7.5 5.4 8.1 7.5 6.9

Fodder harvesters 10.1 0.5 0.5 1.0 0.6 0.5 0.5 0.4 0.7

Mowers 22.6 5.1 6.5 3.4 3.3 1.8 2.5 2.6 2.7

Loaders 29.2 1.7 1.5 1.4 1.4 1.4 1.4 2.4 2.9
Fertilizer distributing 
machines 21.1 0.1 0.2 0.2 0.2 0.2 0.6 0.2 0.9

Fodder crushers 0.4 1.1 2.3 3.6 2.8 1.4 0.4 3.2 9.3

Milking machines 30.7 0.5 0.4 0.3 0.2 0.3 0.3 0.3 0.6
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Domestic machinery is also supported by both 

Federal and regional programmes: farms that 

buy domestic tractors or harvesters get notable 

cost compensation from the budget. However, 

international machinery companies are at a huge 

advantage because of their strong distribution 

networks and financial capacity. The competitive 

position currently enjoyed by domestic 

manufacturers will be only temporary unless 

they increase their quality significantly and 

develop distribution networks in the near future.

Policy tools
Reimbursement of input costs is one of 

the government’s main tools for supporting 

agricultural producers in the Russian Federation. 

One-third of agricultural support funds in the 

Federal budget are earmarked for input cost 

reimbursement. 

The Russian Federation provides two levels 

of State support to agriculture – Federal and 

regional. Regional governments are authorized 

to implement their own policies from their 

own budgets. The Federal budget’s share of 

total agricultural support reached its lowest 

level – 24 percent – in 1998, and then grew 

steadily until 2004, when two new laws (of 

July 2003 and December 2004) decreed that 

agricultural subsidies were to go exclusively 

to subjects of the Russian Federation. Since 

then, the Federal government’s share in overall 

agriculture support has returned to levels of 20 

to 25 percent. Regional budgets supplement 

this allocation to varying degrees, depending on 

regional policy priorities.

At the Federal level, two major types of 

programme support the technical modernization 

of agriculture: subsidized medium-term credit; 

and State leasing of agricultural machinery and 

equipment. These programmes are implemented 

by the State-owned corporations Rossel’khozbank 

and Rosagroleasing, respectively. 

Since 2006, State agricultural policy has 

incorporated a support programme for 

smallholder producers, with a component for the 

facilitation of cooperatives, including those for 

machinery supply. 

Figure 9 depicts the shares of Federal budget 

spending allocated to State support for 

preferential credit and leasing. These shares 

include subsidies for short-term loans and the 

leasing of animals, so do not necessarily reflect 

the dynamics of government spending to support 

the technical modernization of agriculture, 

although they provide an insight into the growing 

importance of the two credit and leasing 

programmes in the Federal budget. 

Regional programmes normally reflect Federal 

ones, but a few differ notably.
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Figure 9 
Russian Federation: Shares of Federal budget spending on agriculture allocated to 
State programmes supporting preferential credit and leasing

Source: MOA data.
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Leasing
The State programme supporting the leasing of 

agricultural machinery was launched in 1994. 

The former State agency for machinery supply to 

agriculture, Agrosnab – which had already been 

privatized, with the State retaining only a negligible 

share of the equity – was authorized to implement 

it. However, the programme failed, owing partly 

to Agrosnab’s mismanagement, but mainly to the 

poor performance of agriculture in the early 1990s. 

A new programme was launched when the 

demand for agricultural machinery recovered.

In early 2001, the State-owned joint stock 

company Rosagroleasing was established, with 

99.99 percent of its equity belonging to the 

Russian Federation and initial capital of 5 billion 

roubles (RUB) endowed by the State; this has 

since increased to more than RUB 43 billion 

(approximately USD 1.5 billion). In addition, every 

year the corporation receives a budget allocation 

to increase its capital by RUB 5 billion to 8 billion, 

according to Federal budget laws. The Minister 

of Agriculture heads the Board of Directors of 

Rosagroleasing.

Rosagroleasing’s main role is as a State agent for 

purchasing and providing agricultural machinery, 

equipment and pedigree livestock for farmers. 

Between 2002 and 2007, it delivered 33 000 

items of agricultural machinery and equipment 

to producers. According to its annual report, 

by the end of 2007, Rosagroleasing had 4 000 

leasing contracts for more than RUB 5 billion. The 

current State leasing programme was set in 2007 

under the State Programme for the Development 

of Agriculture and Market Regulation in 2008 

to 2012. The detailed leasing terms for the 

programme were drawn up by the State agent 

Posagroleasing.

MOAR endorses the list of machinery and 

equipment that can be delivered under the State 

leasing programme. This comprises about 20 

types of crop production machinery and about ten 

types of livestock husbandry equipment; almost 

all listed machinery is domestically produced. 

Greenhouses and livestock breeding equipment 

can be imported if they are not manufactured 

domestically. 

The terms of leasing contracts vary, depending 

on the kind of machinery or equipment 

(Table 2). Initial instalments include insurance 

with a Rosagroleasing-associated insurer. 

Rosagroleasing’s leasing interest rate is 3.5 

percent.41 

As well as State-financed leasing, Rosagroleasing 

also carries out commercial leasing at its own 

expense. These contracts have slightly stricter 

terms, but are still preferential compared with the 

average leasing terms in the economy. Contracts 

can be for euro 300 000 to 50 million, and 

contracts last five years, with an initial instalment 

of 15 percent and annual interest of 5.8 percent 

in euro and 7.5 percent in roubles.5  

4    http://rosagroleasing.ru/lizing/ These are reference terms for 
contracts and should not be considered public offers.
5    http://rosagroleasing.ru/lizing/ These are reference terms for 
contracts and should not be considered public offers.

Table 2 
Russian Federation: Contract terms for the State leasing programme

Source: Rosstat data.

Machinery or equipment Maximum period of contract 
(years)

Initial instalment
(% of full cost)

Tractors and harvesters 10 7

Sets of machinery and equipment for crop 
cultivation

15 7

Other agricultural machinery 5 15

Fishing boats 8 10

Trucks 10 7

Livestock equipment 15 7

Equipment for initial processing and storage 15 7
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In 2008, new preferential terms for securing 

leased units were introduced, which allowed 

increased deliveries. 

From 2006 to 2008, 8 300 units of machinery and 

equipment were supplied to agriculture under the 

State leasing programme (MOAR data) – 20 to 

33 percent of total deliveries of farm machinery. 

About 17 percent of total State funding for 

agricultural leasing was used for deliveries to 

individual farmers.6  

Preferential medium-term credit
Preferential credit was first applied in the 

Russian Federation during the 2000 harvest 

season. This was short-term credit and the 

results were very positive. After several 

years of using this programme exclusively 

for seasonal lending, it was expanded to 

provide medium-term credit for purchases of 

machinery, equipment and animals. Originally, 

the programme provided subsidies on seasonal 

loans from any Russian commercial bank, 

but since 2006 Rossel’khozbank has held the 

monopoly for implementing the programme 

and now provides most preferential loans, with 

another State-owned bank, Sberbank, providing 

the remainder.

Rossel’khozbank is 100 percent State-

owned and regulated by the Central Bank of 

the Russian Federation. It is a government 

agent for providing financial services to 

agribusiness throughout the Federation, and 

70 percent of its loan portfolio is devoted 

to this. Its network of 77 regional branches, 

1 273 additional offices and a subsidiary, 

Chelyabinsk Commercial Land Bank, cover 

the whole Russian Federation territory, and it 

is the second largest regional branch network 

in the country, providing banking services to 

more than 1 million clients. The government 

has provided Rossel’khozbank with ten 

capital increases to date, the latest of which 

– in April 2008 – totalled RUB 2 billion. The 

government is represented by officials on the 

bank’s Supervisory Board, which is headed 

by the Minister of Agriculture. In 2007, the 

bank’s capital was USD 2 billion, its total assets 

USD 14.5 billion and its loan portfolio USD 

11.9 billion. Its Moody’s ratings are: long-term 

BAA1, positive; short-term prime-2, stable; 

6    www.agro.ru.

financial strength E+, positive; and national 

scale AAA(rus) long-term and RUS-1 short-

term. Those from Fitch are: long-term BBB+, 

stable; short-term, F2; support, 2; individual, D; 

and national scale AAA(rus) long-term, stable.

Rossel’khozbank is authorized as a key financial 

institution for implementing the five-year State 

Programme for the Development of Agriculture 

and Market Regulation in 2008 to 2012. For 

this, the government has allocated budgetary 

funds of RUB 551 billion (approximately  

USD 22 billion). An additional RUB 855 billion 

(approximately USD34 billion) will come from 

budgetary institutions and external sources.

In accordance with the five-year programme, 

all agricultural producers except households 

and the processors of agricultural products 

are eligible for preferential eight-year loans 

for purchases of machinery and equipment. 

Household farms can obtain five-year loans of 

up to RUB 700 000 (approximately USD 30 000) 

a year for purchases of small-scale machinery, 

tractors of less than 100 hp, trucks of less than 

3.5 tonnes capacity, and other equipment.

Agricultural producers receive subsidies from 

Federal and/or regional budgets for a portion of 

their interest costs. Borrowers are eligible for 

the following subsidies: 

•  Corporate farms: Federal subsidies of two-

thirds of the Central Bank’s refinancing rate 

+ regional subsidies to cover the remaining 

one-third. 

•  Individuals and farmers: Federal subsidies of 

95 percent of the refinancing rate + regional 

subsidies to cover the remaining 5 percent. 

Subsidies are calculated on the basis of the 

Central Bank’s refinancing rate, which on 1 July 

2008 was set at 10.75 percent.

The machinery and equipment acquired is used 

as collateral. The loans are for 60 to 90 percent 

of the value of the purchased machinery and 

equipment, the rest being covered by short-term 

loans from the same bank or by the borrower’s 

own funds. 

From 2006 to 2008, with lending from 

Rossel’khozbank, agricultural producers 

bought more than 40 000 units of agricultural 

machinery, of which 30 000 were of Russian 
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manufacture. Of this total, 20 percent was 

bought by corporate farms, 15 percent by 

individual farmers and 65 percent by household 

farms (MOAR data).

The State Programme for the Development of 

Agriculture and Market Regulation in 2008 to 

2012 envisages RUB 38 billion (approximately 

USD 1.5 million) for subsidizing ten-year loans to 

agricultural producers for purchases of high-tech 

machinery and equipment.

Technical service cooperatives
MOAR supports the development of technical 

service cooperatives, which are usually based on 

the former State-owned regional service centres 

for the repair of agricultural machinery. These 

cooperatives are eligible for preferential credit to 

purchase machinery and equipment under the 

same conditions as agricultural corporations (see 

previous section). About 650 such cooperatives 

are currently functioning (MOAR data).

Trade measures
The Russian Federation applies 5 percent AVE 

as duty on imports of tractors, harvesters and 

other agricultural machinery of which analogues 

are manufactured domestically. Other types 

of machinery and agricultural equipment are 

not charged import duties (Russian Federation 

customs legislation), and neither is equipment 

from CIS countries when supplied under free 

trade agreements. 
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State of the art
As in the other two former Soviet republics 

already described, Ukrainian agriculture has 

experienced a severe drop in its machinery fleet 

(Figure 10). According to estimates by Ukraine’s 

Parliament Audit Chamber, farmers loose  

3 billion hryvnias (HRV) (approximately  

USD 618 million) a year because of delayed 

grain harvesting. Farmers currently have only 

48 to 66 percent of the various kinds of farm 

machinery they need to ensure timely farm 

operations. Nearly 80 percent of existing 

machinery has depreciated

Manufacturing and imports
About 40 plants manufacture a range of 

agricultural machinery in Ukraine. Generally, 

their production capacity is only 15 to 30 percent 

utilized, owing to lack of working capital, limited 

access to new energy-efficient technologies, and 

relatively low demand from farmers. Currently, 

Ukrainian manufacturers supply a significant 

portion of the country’s agricultural machinery, 

particularly ploughs, harrows, cultivators, seeders 

3.   ukra�ne: State support to the modern�zat�on  
of farm mechan�zat�on

and sprayers. Industry leaders include the three 

tractor plants Kharkiv, Pivdenny and LAN Concern, 

and two plants manufacturing harvesters in 

Kherson and Ternopil.

Distributors of domestic and foreign agricultural 

machinery have been operating in Ukraine since 

1991, supplying all regions of the country. Many 

Western European distributors of agricultural 

machinery and equipment are present in the 

Ukrainian market. 

Historically, Ukraine has relied on imports of 

certain types of agricultural machinery, especially 

grain harvesters (Rostselmash combine harvesters 

from the Russian Federation) and multi-purpose 

agricultural tractors (from MTZ in Belarus).

Ukraine is also a traditional exporter of 

agricultural machinery to the CIS region.

The Russian Federation, Kazakhstan and Moldova 

are the main export destinations for Ukrainian-

made tractors, while Belarus, the United States 

of America and Western European countries are 
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Figure 10 
Ukraine: Inventories of selected types of agricultural machinery, units

Note: The rapid growth in tractor inventories in 1999 to 2000 was due to imports from Germany and the 
United States facilitated under Ukrainian government guarantees. 
Source: Ukrstat data.
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the main exporters of tractors to Ukraine. China 

has recently entered the Ukrainian market with its 

low-priced agricultural machinery (Table 4 and 5).

The Russian Federation, Germany and the United 

States of America are the leading suppliers of 

grain harvesters to Ukraine (Table 5).

Policy tools
To assist farmers’ rapid replacement of ageing 

machinery when they cannot afford long-term 

commercial financing, the government has been 

implementing three major support programmes 

since early 2000:

•  financing purchases of locally produced 

equipment (and in some cases also foreign 

equipment) through the State-owned 

company Ukragroleasing: HRV 247 million 

(USD51 million) in 2007;

•  providing 30 percent compensation on the 

cost of domestically produced agricultural 

machinery purchased by producers: HRV  

430 million (USD 89 million) in 2007;

•  providing compensation on the interest 

on short- and medium-term loans from 

commercial banks and credit cooperatives: 

HRV 812 million (USD 167 million) in 2007. 

This programme primarily allows producers 

to obtain short- (up to one year) and medium-

term (one to three years) financing, but some 

producers use it for agricultural machinery 

purchases.

Table 3 
Ukraine: Shares of imports in agricultural machinery supplies to farmers

1990 2001 2002 2003 2004 2005

Tractors, ‘000 pieces 49.4 3.8 4.5 5.2 7.5 8.6

Tractor imports 0 n/a 2.1 2.9 4.8 5.4

% of imported tractors 0 n/a 47 56 64 62

Grain harvesters, ‘000 pieces 9.6 1.51 1.56 1.28 1.6 2.4

Grain harvester imports 1.4 1.33 0.85 1.13 1.34

% of imported Grain harvesters 93 85 66 71 56

Source: www.leasing.org.ua/ua/publications/market_review/?pid=756  and own calculations..
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Figure 11 
Ukraine: Origins of grain harvesters and multipurpose tractors by farm type

Source: United Nations Development Programme (UNDP) and the government Coordination Council on 
Agricultural Policy, 2006 data..
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Table 4 
Ukraine: Shares of imports in agricultural machinery supplies to farmers, 2006

Source: UNDP and government Coordination Council on Agricultural Policy, 2006 data.

Country of destination Quantity (units) Value (‘000 USD) Average price (USD/unit)

Wheel tractors
Russian Federation 1 438 41 183 28 639

Kazakhstan 63 2 348 37 268

Moldova 41 711 17 340

Egypt 116 589 5 082

Georgia 8 326 40 800

Uzbekistan 6 211 35 233

Lithuania 28 210 7 491

Estonia 14 160 11 463

Bulgaria 6 159 26 487

Mongolia 20 149 7 450

Others 33 327 9 900

Total 1 773 46 374 26 156
Grain harvesters

Modova 1 240 240.280
Russian Federation 1 150 149.970
Others
Total 2 390 195.125

Table 5 
Ukraine: Imports of selected machinery, 2006

Source: UNDP and government Coordination Council on Agricultural Policy, 2006 data.

 Country of origin Quantity Value, USD1000 Average price, USD/Unit
Wheel tractors

Belarus 5 711 78 722 13 784

United States 259 21 451 82 824

Germany 210 20 962 99 821

France 89 9 397 105 584

China 2 448 3 824 1 562

Russian Federation 158 1 313 8 307

Slovakia 29 1 178 40 610

Austria 7 1 137 162 453

Canada 10 1 081 108 132

Estonia 8 805 100 631

Others 388 4 088 10 537

Total 9 317 143 960 15 451

Grain harvesters

Germany 386 46 169 119 609

Russian Federation 495 26 036 52 597

United States 156 15 285 97 978

Belgium 45 5 145 114 341

Denmark 54 5 059 93 678

Italy 27 3 725 137 961

France 4 485 121 278

Poland 8 427 53 315

Finland 3 338 112 563

Others 1 178 102 667 87 154

Total 1 222 104 268 85 326
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In addition to these three programmes, the 

government also operates smaller programmes 

to assist agricultural machinery manufacturers 

in designing and constructing prototypes of new 

agricultural machinery. These programmes are 

usually administered through the Ministry of 

Industrial Policy and do not usually exceed HRV 

10 million per year (approximately  

USD 2.1 million).

Leasing
Although the Ukrainian leasing market is 

growing rapidly, growth has been due mostly 

to leases of cars, railway cars, trucks, aircraft 

and farm equipment. Lease terms for farm 

equipment vary greatly between privately 

owned leasing companies and the State-owned 

Ukragroleasing company. 

The Ukrainian banks that finance clients’ or their 

own leasing companies still have limited access 

to long-term funding. As nearly 74 percent 

of leasing companies in Ukraine depend on 

local banks for financing, they face the same 

constraints. Local banks provide few credit lines 

to leasing companies, and funding is often based 

on individual lease transactions. As a result, the 

conditions offered by leasing companies are 

comparable to those of commercial bank credits 

(short-term, include leaser’s margin, and not 

asset-based). Leasing companies with agriculture 

portfolios are affiliated to: 

•  banks (focusing mainly on clients within the 

financial group);

•  captives (including affiliated agricultural 

machinery manufacturers and dealers);

•  State companies (Ukrargoleasing and 

Ukragromash);

•  independent leasing companies (often facing 

capitalization issues); 

• brokers of foreign leasing companies.

Rabobank analysts identify that the growth of 

the leasing sector in Ukraine is hindered by: (i) 

limited access to long-term financing for leasing 

companies; (ii) tax constraints on depreciation and 

profit calculation; and (iii) and an underdeveloped 

second-hand equipment market (Rabobank, 2008).

Of the 11 companies providing farm machinery 

under leasing terms in Ukraine, the national 

shareholding company Ukragroleasing,7 a 

100 percent State-owned company, is by far 

the leader. Ukragroleasing has been providing 

agricultural equipment to farmers since 1999, 

when it succeeded the State Leasing Fund. 

Its main goal is to facilitate rapid renewal of 

agricultural machinery and other fixed farm 

assets. According to official estimates, since it 

started, the company has provided 18 505 units 

of agricultural machinery, worth HRV 1.4 billion, 

including 5 822 tractors, 959 grain harvesters and 

9 555 planters, and grain drills, ploughs, harrows 

and other equipment. Ukragroleasing is governed 

in accordance with the resolutions of the 

Cabinet of Ministers and receives State budget 

allocations to finance its activities. 

The company sells domestically produced 

agricultural machinery and farm equipment 

7    www.ukragroleasing.com.

Table 6 
Ukraine: Values of the three main agricultural mechanization support programmes, 2007

* Approved but not necessarily allocated funding.  
** Only partially used for agricultural machinery purchases. 
Sources: Ministry of Agricultural Policy of Ukraine, Law on the State Budget of Ukraine in 2007 and own calculations.

Programme 

Value of agricultural 
machinery purchased by 

farmers 
Allocation from State budget Ratio of purchased 

machinery value to 
funding allocated 

Million HRV Million USD Million HRV Million USD 
State leasing programme through 
Ukragroleasing* 247 51 270 56 0.91

Partial compensation for complex 
Ukrainian-made agricultural machinery 430 89 132 27 3.26

Partial compensation for interest on 
commercial loans** 1 000 206 812 167 1.23
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that is approved by the Inter-agency Expert 

Council (IEC), established pursuant to Cabinet 

regulations. IEC also determines the types 

and quantities of agricultural machinery and 

equipment to be supplied to Ukrainian farmers. 

Funds are transferred to Ukragroleasing, which 

pays the domestic machinery manufacturers 

approved by IEC. The machinery is then 

distributed through regional branches to the 

farmers who have applied for it. 

The government sets the interest rates for 

financial leasing. The main advantages that give 

Ukragroleasing its dominant market share are:

•  an annual interest rate of 3.1 percent for three 

to seven years, compared with the 15 to 17 

percent average weighted interest charged 

by other leasing companies affiliated with 

commercial banks; 

•  the 15 to 22 percent advance payment 

towards the full value of leased equipment 

at contract signature, compared with the 

30 percent usually required by other leasing 

companies to confirm the creditworthiness of 

the lessee;

•  lease terms and conditions that do not change 

during the term of the contract (i.e., interest 

and other terms remain the same until the 

end of the contract).

However, some analysts suggest that the 

company often abuses its dominant market 

position by significantly overestimating the 

values of the assets it leases. According to 

Ukraine’s Parliament Audit Chamber, under State 

leasing programmes, the value of agricultural 

equipment nearly doubles between the factory 

and the farm. Under government programmes, 

the prices of local agricultural machinery are 

higher than the prices of imported equipment. 

For instance, the average price of a Ukrainian 

grain harvester was HRV 519 000 in 2005, 

compared with an average of HRV 302 000 for 

imported grain harvesters (Yaroslavskiy, 2004).

Ensuring the efficiency and transparency 

of Ukragroleasing is a major challenge. The 

company rarely receives the funding envisioned 

in the State budget in a full and timely manner, 

and financing usually becomes available late in 

the year. Ukragroleasing cannot satisfy all the 

applications from farmers with the financing it 

has. In 2005, only an estimated 14 percent of 

farmers’ applications were met. The majority of 

farmers who applied for agricultural machinery 

through the company have not benefitted from 

this government programme.8

Partial compensation of the cost 
of Ukrainian-made agricultural 
machinery
This programme was launched in 2002 to help 

farmers to pay the first instalments on loans 

for purchasing agricultural machinery. Under 

the programme, Ukrainian producers receive 

compensation for up to 30 percent of the costs of 

Ukrainian-made machinery. The list of machinery 

eligible for the programme is fixed by the 

government. Over recent years, the programme 

has become one of the most successful support 

programmes for agricultural mechanization in 

Ukraine (Table 6). 

Partial compensation of interest on 
agricultural loans
Ukraine’s agriculture now has the same access to 

credit as other branches of the economy, owing 

to macroeconomic stabilization, an improved 

business climate in the sector, and government 

efforts to reduce the cost of financing to 

farmers. Agriculture accounts for 16 percent of 

the commercial banks’ credit portfolio. The gap 

between the interest rates on agricultural loans 

and on loans for other sectors of the economy 

narrowed from 15.7 percent in 2000 (56 versus 

40.3 percent) to 2.6 percent in 2007 (17 versus 

14.4 percent) (Figure 12).

In 2007, the programme accepted 8 500 

applications from farmers, making it one of the 

most accessible support programmes, although 

only companies that already qualify for a loan can 

use it. The Ministry of Agricultural Policy (MOAP) 

and/or its local branches approve farmers’ 

applications after the loan agreement between 

the farmer and the bank has been signed. The 

rate compensated depends on the maturity of the 

loan and its current value.

Long-term loans are still insignificant, averaging 

22 percent of the overall bank credit portfolio 

and approximately 15 percent of the agricultural 

loan portfolio. The majority of agricultural loans 

are issued for terms of one to three years, but 

many farmers use this programme to purchase 

agricultural machinery as it is more accessible 

8    www.ac-rada.gov.ua/achamber/control/uk/publish/article/
main?art_id=671040&cat_id=204 (in Ukrainian).
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than the State leasing programme and does not 

restrict purchases to Ukrainian machinery only. 

According to MOAP estimates, in 2007, farmers 

purchased 3 803 units of agricultural equipment, 

worth HRV 1 billion, making this programme an 

absolute leader in number of equipment purchases 

(compared with an estimated 3 137 units, worth 

HRV 430 million, purchased through the 30 percent 

compensation on the value of complex agricultural 

machinery programme).

Within only four years of introduction of the partial 

interest rate compensation programme, farm 

credits had increased from HRV 456 million (USD 

94 million) to HRV 2.9 billion (USD 598 million) 

in 2004. In 2007, subsidized credits estimated at 

nearly HRV 25 billion (USD 5.2 billion) accounted 

for more than 50 percent of total lending to 

agriculture.

In spite of policies promoting farm credit, small 

and medium private farmers still experience 

significant constraints to qualifying for farm 

loans as they cannot use their land as collateral. 

This is particularly true of the many newly titled 

landowners and small and medium private 

farmers who have emerged in recent years. 

According to the USAID/UNDP Agricultural Policy 

Project, only 50 percent of farmers’ demand for 

short-term and 20 percent of that for long-term 

credit has been met (USAID/Ukraine, 2005).

Trade measures  
Despite the relatively poor utilization of local 

agricultural machinery manufacturers’ production 

capacities, Ukraine had exercised a moderate 

level of trade protection through insignificant 

import duties (of up to 10 percent AVE) and 

certification requirements for imported agricultural 

machinery. However, these duties are not 

applied to imports from Belarus and the Russian 

Federation, which have supplied predominantly 

agricultural tractors and combine harvesters under 

free trade agreements.
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Figure 12 
Ukraine: Annual interest rates and partial compensation for agricultural loans, percentages 

Sources: National Bank of Ukraine statistics, Ministry of Agricultural Policy data and own calculations.

Table 7 
Ukraine: Loans to farms and food enterprises, billion HRV

Source: United States Agency for International Development (USAID)/UNDP Agricultural Policy Project in Ukraine.

2000 2001 2002 2003 2004
 Total loans 1.8 5.6 5.6 7.7 7.7

 -  of which, loans with partial interest rate 
compensation from the government.

0.818 2.8 2.2 3.2 3.2

- of which loans to farms 0.456 1.0 1.8 2.9 2.9
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In preparation for Ukraine’s joining the World 

Trade Organization (WTO) on 16 May 2008, the 

government gradually reduced tariff protection 

for local agricultural machinery between 2005 

and 2007, but certain types of domestically 

produced tractors (Table 8) are still protected by a 

10 percent tariff. Other main types of agricultural 

machinery (drills, planters, harrows, etc.) had 

been subject to zero import duties for a long time 

before WTO accession.

Table 8 
Ukraine: Reductions in import tariffs on tractors and combine harvesters, percentage 

* The bound rate takes full immediate effect on accession to WTO, in line with the country’s commitments. 
Source: Ukraine customs legislation.

Ukrainian national 
HS code 

Description Pre-23 
June 2005

23 June 
2005–31 

May 2007

31 May 
2007–16 

May 2008

Bound 
WTO 

accession*

8433 51 00 00 Combine harvester-threshers 10 10 0 0

 Agricultural tractors

 New, with power:

8701 90 11 00 < 18 kW 25 10 10 0

8701 90 20 10 18–25 kW 10 10 10 10

8701 90 20 30 25–37 kW 25 10 10 0

8701 90 25 00 37–59 kW 10 10 10 10

8701 90 31 00 59–75 kW 10 10 10 10

8701 90 35 00 75–90 kW 20 10 10 0

8701 90 39 00 > 90 kW 25 10 10 0

8701 90 50 00 Used 10 10 10 10

8701 90 90 00 Other 10 10 10 0
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State support to the modernization  
of farm mechanization in Belarus
The current agrifood policy in Belarus is 

partially a continuation of the Soviet policy, with 

price control, State production targets, State 

procurement, and State systems of supply and 

product distribution. 

As in other countries in transition, Belarus 

mainly supports agricultural input use rather than 

subsidizing output. Currently, the government 

is implementing the five-year State Programme 

for Recovery and Development of Rural Areas 

in 2005 to 2010, a key element of which is 

State support to the technical modernization of 

agriculture. 

As in the Russian Federation and Ukraine, Belarus 

has its own machinery manufacturing industry 

(including the famous MTZ and associated 

manufacturers of parts and assemblies). The 

five-year State programme’s focus on supporting 

domestic machinery manufacturers explains 

the notable growth in this sector of Belarusian 

industry (Figure 13), but the government also 

buys international machinery for distribution 

to producers, even when there is domestic 

manufacture of analogues. For example, in early 

2008, Klever won a government tender to deliver 

100 units of seed protection equipment.9  

To implement the five-year programme for 2005 

to 2010, 5.5 trillion Belarusian roubles (RBL) 

(approximately USD 2.2 billion) are envisaged.

The majority of the budget for input support 

programmes is directed to the State machinery 

leasing programme. The government agent 

for agricultural leasing in Belarus is the State-

owned agency Belagroservice, which purchases 

machinery for lease to producers at half the 

normal interest rate for six to seven years. In 

9    www.kleverltd.ru/news/i/230.

addition to these preferential leasing terms, the 

prices of machinery delivered under leasing can 

be subsidized by up to 50 percent.10

Since this programme was first implemented, 

about 60 percent of the grain harvester fleet 

has been replaced, 40 percent of fodder 

harvesters, 20 to 30 percent of other kinds of 

agricultural machinery, and almost 10 percent 

of trucks. Annually, about 40 to 50 percent of 

total deliveries of machinery to farms are made 

under leasing programme arrangements, and 

for grain harvesters and some other items the 

figure is even higher.11 This is a very impressive 

result in comparison with other FSU republics 

implementing State leasing programmes 

(Kazakhstan, the Russian Federation and Ukraine). 

State leasing is the major form of credit support 

to agricultural producers: at the end of 2006, total 

debts for leased machinery accounted for  

48 percent of producers’ total debts, increasing 

to 52 percent at the end of 2007. 

As Belagroservice’s equity is replenished from 

the national budget, it has a strong position in 

the agricultural leasing market, and this hampers 

the emergence of competitors. In addition, the 

government distribution of leased machinery 

leads to inefficient use and overdue debts.

State support to modernization of 
farm mechanization in Kyrgyzstan
The decapitalization of Kyrgyzstan’s agriculture 

is still ongoing. Since 1990, the arable area per 

tractor has doubled to reach 250 ha. Physical 

depreciation of machinery inventories is 

dramatic: in 2003, 90 percent of wheel tractors 

and combine harvesters were older than  

13 years (2003 Agricultural Census); and in 2008, 

10    According to Presidential Decree No. 36 of 13 January 
2009 on Financing the State Programme to Supply Modern 
Agricultural Machinery in 2005 to 2010.

11    Calculated from data of the Institute of System Research, 
National Academy of Sciences of the Republic of Belarus.

4.   Pol�cy tools �n selected CIS countr�es
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only 30 percent of the 3 300 grain harvesters 

and 50 percent of the 177 maize harvesters 

were in working condition (Ministry of Finance 

Kyrgyzstan, 2008). 

The only manufacturer of agricultural machinery 

in the republic is KyrgyzAutoMash, which was 

established in 1947. During the reform period, 

this plant almost stopped manufacturing 

machinery, but in 2008 it established a daughter 

company for assembling MTZ-82.1 under licence 

from MTZ. About 1 500 tractors were expected 

to be assembled in 2009. 

Since 1996, the main policy tool for supporting 

farms in Kyrgyzstan has been State commodity 

loans. In the mid-1990s, commodity loan 

schemes were widespread throughout the FSU. 

From the early to mid-1990s, dramatic change 

in the terms of trade for agriculture resulted in 

producers losing their working capital; for the 

majority of producers, commercial credit was not 
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Kyrgyzstan: Inventories of selected types of agricultural machinery, thousand units*
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Source: AgroPress, November 2007. Special issue.
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available because of a number of macroeconomic 

and institutional factors. Governments therefore 

launched commodity loan schemes as a way 

of providing farms with the necessary inputs 

for seasonal work. Initially, the schemes were 

based on barter deals, with government input 

loans being paid back in kind – mainly with grain. 

However, at the turn of the new millennium, 

commodity loans disappeared from the majority 

of CIS countries. In Kyrgyzstan, however, such 

programmes are still in place, although they are 

no longer based on barter deals: borrowers now 

pay back in monetary terms. 

Commodity loans in Kyrgyzstan are also used 

to supply farms with machinery and equipment. 

In the principal scheme of this nature, the 

government purchases or leases machinery 

and distributes it to selected producers. 

The machinery is acquired with budget or 

grant funds, such as the Japanese grant for 

farm mechanization that the Government of 

Kyrgyzstan used between 1996 and 2002, and a 

Chinese grant (of 1 billion yuan),12 which allowed 

the purchase of about 1 200 small Chinese 

tractors in 2006. In 2008, the government bought 

306 LTZ-60 tractors and 102 tractor trailers from 

the Russian Federation’s Lipetzk Tractor Plant,13  

and the State enterprise, Trade and Marketing, 

acting on behalf of the government, entered a 

contract with the Russian AgroMashHolding for 

additional machinery deliveries. In 2009,  

KGS 75 million from the national budget was 

allocated to machinery purchases (partly from the 

local manufacturer KyrgyzAutoMash).

In accordance with Government Regulation  

147 of 14 April 2008, special public commissions 

have been set up at all levels, from the village to 

12    www.pbussr.ru/index.php?razdel=6&condition=show_
news&id=15683.

13    www.adviser.kg/online/show.fwx?regnom=61680

the national. These commissions are made up of 

government and municipal officers whose task 

is to collect producers’ requests for machinery, 

transmit the resulting aggregate demand for 

machinery in a bottom-up direction, and select 

borrowers for State commodity loans. The total 

sum for commodity loans at the national level 

is distributed among oblasts proportionately, 

based on planted area (Government Decision 

44- of 13 February 2008), with breeding farms, 

farmers’ cooperatives and producers in areas of 

unfavourable climate conditions having priority 

for receiving loans. Among the other farmers, 

those who pay the highest advance payments 

also get priority.

The minimum advance payment is 10 percent of 

the total cost of the units provided; loans are to 

be paid back in equal instalments over ten years, 

without interest. The loan collateral required is at 

least 120 percent of the cost of the machinery 

units provided, and overdue repayments are fined 

at 0.05 percent of the total loan per day.

These tough lending terms are considered to be 

justified by the persisting problem of non- and 

delayed payment by borrowers. However, the 

penalties and high collateral requirements are 

unlikely to help resolve this problem as long as 

the system of commodity distribution remains 

bureaucratic rather than commercial. The 

experience of other countries in transition shows 

that government/municipal/public bodies tend 

to allocate goods to producers according to the 

principle of equality, rather than the viability of 

producers and their business plans. 

Another big problem for the technical modernization 

of agriculture in Kyrgyzstan is the significant 

fragmentation of producers (Table 9), which does 

not allow the use of modern machinery for major 

agricultural processes. Motivating smallholders 

Table 9 
Kyrgyzstan: Farm structure 

Source: Calculated from World Bank/FAO, 2009.

Type of farm Average size, ha Share of utilized arable land, %

Household 0.08 5.3

Family 4.32 79.8

Agricultural enterprise 191.55 14.9
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to merge their cultivation processes is a current 

topic in debates about government approaches 

to State intervention in mechanization of the 

crop sector. For this, the government intends to 

import machinery (or obtain it as humanitarian 

assistance), which it will sell or lease to 

producers at privileged terms, on condition that 

recipients join their crop fields for cultivation 

(while legally remaining independent farms) 

(Minister of Agriculture Kyrgyzstan, personal 

communication).

State support to the modernization of 
farm mechanization in Turkmenistan
Agricultural policy in Turkmenistan has not 

undergone many of the radical economic reforms 

that took place after the Soviet era in other 

economies in transition. According to a recent 

statement by the President of the Republic: 

“There is objective economic evidence that 

Turkmenistan is today on the brink of the real 

market economy.”14 In recent years, the political 

will for implementing the necessary reforms 

and establishing a market-oriented economy has 

started to emerge. The twenty-first extraordinary 

session of the National Parliament adopted a 

new Constitution of Turkmenistan, which states 

that the national economy is based on market 

relations.15 New legislation based on more 

market-oriented principles has been adopted, 

although experts forecast that reform will be 

slow as it will take a long time to eliminate all 

the imbalances caused by the high level of State 

control of the Turkmenistan economy.

The centrally planned mechanism remains nearly 

unchanged in four major sectors of Turkmenistan 

agriculture: the so-called strategic crops of grain, 

cotton, rice and sugar beet. Nearly all the tools 

of the Soviet economy have survived in these 

sectors: mandatory output targets, prices fixed 

by the State, State input supply at privileged 

(subsidized) prices, and privileged credit. 

As in most other CIS countries, input subsidies 

are the predominant method of State support 

to agriculture in Turkmenistan. However, unlike 

in other CIS countries, these subsidies take the 

form of double pricing, with producers paying 

less for inputs than they cost the manufacturer/

importer to supply. 

Producers of the four strategic crops obtain 

14    www.turkmenistan.ru, 18.3.2008.

15    Constitution of Turkmenistan, art. 10.

machinery, fertilizers and other chemicals from 

the State at 50 percent of their real prices. 

The State imports the majority of agricultural 

machinery from other countries. Most imported 

machinery is then transferred to Association 

Turkmenobakhyzmat, which provides producers 

with technical services for cultivation and 

harvesting. The association is self-financing, 

obtaining its revenues from services to producers 

at prices fixed by the State. It obtains machinery 

from the State, free of charge or at a 50 

percent discount with payment in instalments. 

Recently, private producers have been able to 

acquire machinery at a 50 percent discount, 

but 99 percent of the agricultural machinery 

in Turkmenistan remains in the possession of 

Turkmenobakhyzmat.16

The decision to import agricultural machinery 

rests with the President, while the composition 

of imports is determined by high-level decision-

makers. Differences between the import prices 

of machinery and the State-fixed prices for the 

domestic market are compensated from the 

national budget. Producers of strategic crops are 

given priority in the provision of machinery services.

All four strategic crops have similar mechanisms 

for subsidizing major inputs. Daykhan 

associations (the main agricultural production 

units in Turkmenistan) have contracts to produce 

and deliver these crops to the respective 

procurement entity (such as Association 

Turkmengallaonymleri for grain), which also 

supplies producers with seeds and herbicides. 

The contracts are also signed by four other 

State entities: those supplying water, fertilizers, 

machinery services and aviation services. 

Producers receive all of these inputs at  

50 percent discount, with the other 50 percent 

coming from the national budget. 

Producers of agricultural products other than the 

four strategic crops also enjoy subsidized inputs. 

Machinery services are provided to all agricultural 

producers at privileged State-fixed prices, and 

the entities supplying inputs and services also 

obtain State support; for example, Association 

Turkmenobakhyzmat gets fuel and machinery 

from the State at subsidized prices.

16    This and the following paragraphs are based on informa-
tion from a FAO mission to Turkmenistan in December 2009.
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The study shows that support for the 

modernization of farm machinery and equipment 

is a priority for agricultural policy in CIS 

countries. The three major countries presented 

in the study – Kazakhstan, the Russian 

Federation and Ukraine – apply similar policy 

tools, but the design of programmes differs 

slightly from country to country. Table 10 shows 

these differences in a simplified form to allow 

cross-country comparisons. 

Machinery manufacturing and 
imports
All three countries have fairly liberal border 

regulations for agricultural machinery and 

equipment. Domestic manufacturers are 

supported mainly through domestic support 

measures rather than import limitations. In 

this respect, accession to WTO does not 

(for Ukraine) and will not (for the Russian 

Federation and Kazakhstan) affect machinery 

manufacturing industries.

The major notable difference is between the 

Russian Federation and Ukraine on the one 

hand, and Kazakhstan on the other. The first 

two countries have their own machinery 

manufacturing industries, which experienced 

severe recession in the years of economic 

transformation; their development is associated 

with a set of macroeconomic and social issues 

in each country. Both the Russian and the 

Ukrainian governments are concerned about 

supporting domestic machinery manufacturers. 

The way in which they address this issue limits 

the modernization of on-farm machinery by 

giving preferential treatment to domestically 

manufactured units. Kazakhstan has only one 

manufacturer of agricultural machinery, and the 

government supports it differently, by encouraging 

foreign investment in the manufacturer to allow 

significant increases in the quality of its products 

and thereby to enhance domestic demand. 

The experiences of the three countries 

demonstrates a certain advantage for the 

Kazakhstan model: while the Kostanay Plant 

5.   Conclus�ons and recommendat�ons

is developing, Kazakhstan producers have 

access to a wide range of international modern 

machinery and equipment. Russian and 

Ukrainian machinery manufacturing sectors have 

received no comparable boost, and the majority 

of producers are bound to purchase domestic 

machinery, which is not always the most 

advanced and appropriate. 

Leasing programmes
All three countries have leasing programmes that 

were started in the mid-1990s with budget funding 

to support cheap agricultural leasing operations, 

and later evolved with the establishment of State-

owned agencies endowed with budget funds. 

In all three cases, these agencies enjoy a certain 

monopoly as they obtain financial resources free 

of charge, while other leasing companies have 

to pay commercial interest. The governments of 

the Russian Federation and Ukraine fix the list of 

machinery and equipment types that are eligible 

for the leasing programme (with the objective 

of increasing the demand for domestically 

manufactured items), while KazAgroFinance 

follows the requests of producers. The Kazakhstan 

leasing programme sets upper limits for the 

support that can be provided to an individual 

producer. This is to prevent the subsidies from 

becoming unfairly concentrated on a small number 

of eligible farms, which is a big risk in the other 

two countries. The Kazakhstan leasing programme 

also prioritizes smallholders, so it has a more 

socially equitable distribution of State support.

In addition, the Russian and Ukrainian leasing 

agencies request their lessees to insure the 

machinery and equipment through associated 

insurers, while KazAgroFinance allows its clients 

to select their own insurers. The restricted choice 

of insurer can affect the cost of insurance for 

lessees, making State support less efficient.

Credit and loan programmes
Currently, Kazakhstan does not use a privileged 

medium-term credit programme, such as are 

widely used in the Russian Federation and 

Ukraine. Kazakhstan has a substantial programme 
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of support to lending for smallholders and 

medium-sized farms, which has proved efficient 

for several years. The Russian Federation started 

a weighty programme to support rural credit 

cooperatives in 2006, but the results of this are 

not yet evident. There have been no major rural 

lending programmes in Ukraine. 

Machinery pools and service units
In addition to providing financial support, 

Kazakhstan and the Russian Federation have 

made efforts to establish networks of machinery 

pools/cooperatives/machinery service units for 

agriculture. These can be efficient instruments 

for increasing smallholders’ access to modern 

machinery, but early efforts to facilitate machinery 

pools in both countries have not been efficient: 

farmers usually resist cooperative action; farms in 

the same location usually need the same types of 

machinery at the same time; and there are other 

constraints for using this tool. 

The experience of Kyrgyzstan provides another 

model for facilitating modern machinery services 

for smallholders by encouraging them to merge 

their cultivation processes to obtain access to 

State-supplied machinery. This model seems to 

be more successful. 

Direct compensation on  
machinery costs
Ukraine applies direct compensation on 

machinery costs to farms. At present, 

compensation is bound to domestically produced 

machinery, but this restriction could easily be 

lifted. Ukraine’s experience demonstrates the 

greater efficiency of this measure compared 

with other government measures. The Russian 

Federation considered direct compensation for 

its State programme for 2008 to 2012, but later 

rejected it. Direct compensation on machinery 

costs seems to be the cheapest, easiest to 

administer and least at risk of rent seeking. 

The situation in other CIS countries 
Among the other CIS countries considered, two 

– Belarus and Turkmenistan – still have centrally 

planned machinery supply models, which are 

efficient under the key condition of loose budget 

constraints. Kyrgyzstan has no available budget 

to provide notable support to farm technical 

modernization, and this would be a good direction 

for humanitarian assistance to increase the 

country’s food security.

Recommendations 
The Russian Federation and Ukraine should 

consider encouraging international investment 

in their agricultural machinery manufacturing 

industries. Kazakhstan’s industry has benefited 

from such investment. By including imported 

machinery in its leasing programme, and basing 

the list of eligible equipment on producers’ 

requests, Kazakhstan also gives its farmers 

easier access to more efficient and appropriate 

agricultural machinery and equipment. 

To avoid the risk of leasing subsidies becoming 

unfairly concentrated in the hands of a few 

producers, the Russian Federation and the 

Ukraine should consider setting a cap on the 

amount of State support that can be provided to 

a single producer. In addition, restricting the list 

of insurers that lessees can use may increase 

the costs of insurance, thereby reducing the 

efficiency of State support to farmers. 

Further studies and comparative analysis of 

leasing and credit programmes are needed, 

because at present there are insufficient data 

to conclude which of these two is the more 

efficient. The simultaneous use of both credit and 

leasing programmes seems irrational. 

Kazakhstan, the Russian Federation and Ukraine 

should consider combining the provision of 

agricultural machinery and machinery services 

with efforts to encourage smallholders to merge 

their cultivation processes – as in the Kyrgyzstan 

model. This would facilitate more efficient use of 

State-supplied machinery.

Direct compensation on machinery costs is 

recommended for countries with sufficient 

budget for its implementation. 

Using humanitarian assistance to support the 

technical modernization of farms in Kyrgyzstan 

would be a good way of boosting the country’s 

food security. 

Through the transition, CIS countries have 

chosen different strategies to support technical 

modernization of their agriculture sectors. 

Some strategies are working well; others must 

be changed, updated or evolved. With further 

improvements, positive growth and increased 

development can result in improved food security 

for the region. .
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Table 10 
Comparison of major government measures for supporting the mechanization  
of agriculture in selected CIS countries

Measure Kazakhstan Russian Fed. Ukraine

Leasing, starting year/starting year of current 
programme

1995/2000 1994/2000 1997/1999

   Authorized agency + + +

   Budget endowment of this agency + + +

   Monopoly power/share in total deliveries (%) 40–50 20–33 17–22

   State fixes list of leased machinery - + +

   Limit of subsidy per farm + - -

   Leasing terms (years) 7 5–15 3–7

   Interest (%) 4 3.5 3.1

   Advance payment (% of total cost) 15–25 7–15 15–22

   Insurance monopoly - + -

Partial compensation for machinery purchases costs - - 2000

Privileged lending to farms 2001 2000 2002

   Authorized agent - + -

   Budget endowment of this agent - + -

    Different approaches for corporate farms  
and smallholders

+ + -

   Terms of medium term loans (years) - 5, 8, 10 Various

   Interest (%) Central Bank 
commercial interest 

refinancing rate 

Commercial interest: 
6–12 (average 8.5)

Support for credit cooperatives + + -

   Special agent for this + - -

Machinery services/cooperatives/pools + + -

Import duties + + +

   Tractors (%) 5 5 10

   Grain harvesters (%) 0 5 0

   Farm equipment (%) 0 0 0-10%

VAT privileges for importers + - -
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