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SYSTEM-FORMING INNOVATIVE INSTITUTIONS
OF THE AGRARIAN MARKET

Maksym Odnorog’, Nataliia Kraus?, Liudmyla Savchuk?

Abstract. The agrarian market of Ukraine and its basic component, agriculture, is the backbone of the national
economy, forms the basis of preserving the sovereignty of the state food and, within a certain range, economic,
environmental, and energy security, ensures the development of technologically related sectors of the national
economy, and forms socio-economic development of rural areas, therefore, the purpose of the paper is to develop
scientifically-based proposals to identify the role of strategic institutions of the agricultural market. Methodology.
The theoretical and methodological basis of the research is the dialectical method of cognition and systematic
approach, which are used for studying theoretical and methodological foundations of strategic innovation institutes
of the agricultural market. The results showed that the article examines the strategic factors that determine the
efficiency of functioning of the agrarian market. The results of the monitoring and analysis of the formation of the
institutional market environment are presented. There are proposed a model and priority directions of formation
and development of systematizing institutions of the agricultural market. Practical implications. The studied
institutions create incentives for the development of science and education, encourage the mobility of production
factors, facilitate the transfer of scientific and technical information and the introduction of new technologies,
promoting entrepreneurship and innovation. Conversely, inefficient institutions reduce the potential level of well-
being, reliability of property rights, and enforcement of contracts. Value/originality. The increasing importance of
innovation institutions of the agricultural market enables you to define the latter as an important intangible factor
in the development of the economy and society that create the conditions necessary for the transformation and
development of the agrarian market. The system of formation of a modern institutional environment should include
a system of regulators, which would provide favourable conditions for attracting domestic and foreign investment,
further structuring of the economic complex of the agricultural market, reduction of regional asymmetries of socio-
economic development. How full individual investment units will operate in the institutional environment depends
on the realization of economic and social development priorities of the Ukrainian village.
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1. Introduction

The genesis ofanew institutional theoryin asignificant
way changes the view of the understanding of the role of
the institutional environment in shaping and improving
the food security of the country. In this sense, it is
impossible to do without a formalization of the influence
of the institutional environment, without measuring
the magnitude and direction of this influence. Among
the main elements of the institutional environment of
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socio-economic development of the agrarian market
are: state property (land and means of production),
labour, competition, infrastructure, and price. They
stimulate production, increase the investment
attractiveness of the agricultural sector, lead to an
improvement in the financial condition of producers,
and improve the availability, quality, and safety of food
products. The research methodology of the influence
of the institutional environment of the agrarian market
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should be created through the identification of linkages
between institutions characterized by a degree of
influence of elements of the institutional environment.

One of the most important strategic factors
determining the efficient functioning of the agricultural
market is development and availability of a number of
market institutions. For the successful development
of the agrarian economy of the country, region,
and individual enterprises, the modern state and
public monitoring of formation and development of
institutions require analysis with the purpose of revealing
discrepancy of technical, technological, and economic
factors existing in the institutional environment of the
agricultural market, leading to increased uncertainty
and risk of business behaviour. This, in turn, is a major
factor in increasing transaction costs, which require
changes in existing institutions.

The processes associated with the further institutional
restructuring of the national system of agrarian
business take another one place in the area of the
development of an effective set of social and economic
formations, or formal institutions of the content
market. Entrepreneurship is a fundamental institution
that serves as a factor of the functioning of the agrarian
economy. Publishing of scientific publications on the
problems of agricultural enterprises is predominantly
a classical implication, therefore, institutional studies of
areas of interest.

One of the problems of effective development of
agrarian business is the need for the development of the
value chain that allows you to efficiently develop and
operate smalland medium-sized producers. The agrarian
market institute provides such a development in terms
of vertical and horizontal integration of producers, in the
process of their joint activities. The problem is obvious;
therefore, it is appropriate and adequate to assess the
development of the agrarian market and its institutions
from both theoretical and practical points of view.

The process of formation and development of formal
and informal market institutions continues, both in the
process of improving the mechanisms of state regulation
of the agrarian market and in the process of increasing
its effectiveness. A better understanding of market
processes and factors of effectiveness of agricultural
market is of practical importance for adequate market
regulation.

Analysis of recent researches and publications
shows that the issues related to the formation and
development of the agrarian market and its institutions
were viewed by domestic and foreign economists.
Works of many domestic scientists are devoted to
the theoretical fundamentals and improvement of
the categorical-conceptual framework of the agrarian
market: (Andrijchuk, 2013), (Gajduckyj, 2004),
(Sabluk, 2010). At different times, such scientists as
(Grycenko, 2008), (Zagurskyj, 2014), (Lopatynskyj,
2006), and others investigated in their writings problems

of the agricultural market through the prism of the
theory of institutionalism, institutions, and institutes.
However, the analysis of the studied categories leads
to the conclusion that not all aspects of institutional
development of the agrarian market are considered, and
especially in the issue of forming institutions.

The goal of the article is to develop evidence-based
proposals and identify the role of strategic institutions
of the agricultural market.

The theoretical and methodological basis of the
research is the dialectical method of cognition and
systematic approach, through which theoretical
and methodological foundations of an innovative
component of institutions of the agricultural market are
considered.

2. Strategic determinants of the efficiency
of functioning of the agrarian market

Society and state are a complicated organizational
system. The system is an organized structure consisting
of elements (subsystems) connected by links and the
total objective function, which is controlled by the
“core” of the system, its subsystems, and the control
connection in order to maintain the system, to transform
or destroy it.

For the effective and coordinated functioning of the
system, one should adhere to certain requirements:

- continuous identification of target priorities;

- maintaining and strengthening purposes and
functions of the system;

- the removal of internal contradictions, as in the
system kernel and between the kernel and subsystems
(Grycenko, 2008);

- levelling of system fluctuations in order to avoid
going beyond sustainability.

The crisis in the agrarian economy of our country in
the 90s, according to some scientists (Gajduckyj, 2004),
is largely systemic in nature. This means that during
the operation of the agrarian economy as a complex
multilevel socio-economic system, the so-called system-
forming factors have been lost, without which the system
dramatically reduces the effectiveness of governing
relations, which in turn leads to a weakening of the
objective function of all the elements of its components.

One of the most important system-forming factors
determining the efficient functioning of the agricultural
market is underdevelopment and the absence of
a number of its market institutions. For the successful
development of the agrarian economy of the country,
region, and individual enterprises, analysis of the
modern state is required, as well as public monitoring
of formation and development of institutions of the
agricultural market in order to detect inconsistencies in
technical, technological, and economic factors existing
in the institutional environment of the agricultural
market, which results in increased risk and uncertain
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business behaviour. This, in turn, is a major factor in
increasing transaction costs, which require changes in
existing institutions.

The purpose of continuous monitoring and analysis of
the formation of the institutional market environment
is also to identify the priority areas of its formation
and development. A model of systematizing market
institutions is developed and presented in Figure 1.

Agricultural Economics is a part of the country’s
economy and it fully reflects its problems. However, it
has, in our opinion, a number of specific system-forming
institutions in the agrofood market, which are related
with a feature of economic relations and arise from the
peculiarities of the central sphere of the agro-industrial
complex, which as a branch is agriculture. Such specific
institutions that require priority in the formation and
development and the effectiveness of which largely
determines the efficient functioning of the agricultural
market as a system are:

- underdeveloped institutions of land tenure and land
use (Sabluk, 2010);

- lack of efficient owner institution and, as a
consequence, the inefficient functioning of market legal
forms;

- underdevelopment and inefficiency of institutions
of state regulation and state support, which, in turn,
includes sales guarantees and sustainable minimal
profitability of agricultural producers in a changing
market environment.

3. Priority directions of formation
and development of major systemically
important institutions

Priority directions of formation and development
of key systemically important institutions of the
agricultural market are presented in Figure 2.
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Production structures are one of the most conservative
elements of socio-economic systems. Their change and
improvement require a significant investment of time.

Radical institutional changes occur more slowly.
Especially conservative informal institutions are
associated with the change of people’s consciousness.
However, they create a legitimate basis for the laws.
Such drastic (revolutionary) changes, carried out not
from below (objective) and imposed from above, often
lead to negative results in economic transformations
(Zagurskyj, 2014).

In the former socio-economic system, the effect of
such a powerful group of motivations was eliminated
as the motivation of having the right of ownership,
whereas in the market organizational and economic
mechanisms, it occupies one of the leading places.

To achieve the success of the agrarian reform and
ensure the long-term and sustainable economic growth,
first of all, modification of informal norms of behaviour
that legitimate new laws and regulations which are the
basis for the formation of new motivation mechanisms
in society is necessary (Andrijchuk, 2013).

The most effective, as experience shows, are flexible
institutional structures, able to adapt to new conditions
in a wide range.

An objective assessment of institutional losses,
acquired during the existence of the administrative-
command system, allows you to note the number of
benefits associated primarily with the achievement
by the country’s population of high-level general and
special education, as well as access to the advanced
technological frontier in several industries. We made
an attempt to assess, generalize, and systematize
institutional advantages and losses incurred over the
years of the command economy (Table 1).

Failure to comply with technical, organizational,
and technological factors existing in the institutional

Major system-forming market institutions that require priority in the transformational
formation and development

Institutions of the
effective owner

Institutions of state
support and regulation

Institutions of legal
forms of business and
associations of
enterprises

Institutions of
rehabilitation and
bankruptcy of insolvent
enterprises

Institutions of market
contract and corporate
ties

Figure 1. Major systemically important market institutions in most urgent need

of transformational formation and development

Source: developed by the author

154



BaLTIiC JOURNAL OF ECONOMIC STUDIES

Vol. 5, No. 3, 2019

Joymv 2y Aq padojaaap :224n0g

yyrew femymorSe 3y Jo suonmnsur Sururioj-urayss £y yo jusurdo[aAdp pue uoneULIO) JO SUOIIIIP AJLIoLI] *7 Sy

sjosIBW
ur 918)S Y} JO SUONUIAIAUI
K)1powiiod Jo suormsuy

S9)L)S
Jo suonoesuer jusurarmooid
pue Surpen Jo suonmIISuy

K3ojouyoay
UOTJRWLIOJUT PUB dIBMIJOS
Jo drgsioumo jo suonmnsuy

uononpar doxd
10J syuswAed jo suonmnsuy

A3ojouro9) oy
Jo diysioumo jo suonmnsug

Arnaoy [1os
Suraosaid Jo suonmuysuy

sooud
pasjuerens jo suonmunsuy

SONALIBA ‘SPadlq
Jo diys1oumo Jo suonmmnsuy

o3edyowr
pue[ oY} JO suonmsuy

SUOTJB[AI JUI JO SUOIIMIIISU]

sjonpouid [einynouge
Jo 8urssaooid openy 1o3IeWw
o[esa[oyMm JO suonmusuy

saoueI[[e pue
san 9je10d100 puE 1BNU0D
JONIRW JO SUOHMILSUT

oWIOOUT WNWIUIW & PUL
‘AI[iqe)s sofes ‘soouerens
9)e1S JO suonMIISU]

Kyradoad
[en309[[93ul JO SUOHMIIISU]

9SB9[ pUR[ JO SUOMIIISU]

IoUMO
9AT}O9JJ0 9Y) JO SUOMIISU]

asn pue| pue
amynouge Jo suomysuy

Juowdo]oASp PUE UOIBULIO} [EUONBULIOJSUBI) JO PIdU

JUSSIN JS0W UT JONIEW [eINNOLISE oY) JO SUONMIISUI SUTULIOJ-W)SAS [BIUSTUEPUN

158



BaLTIC JOURNAL OF ECONOMIC STUDIES

environment of the agricultural market leads to
uncertainty of entrepreneurs who, in turn, are a factor of
increase in costs of transaction operations. Inadequate
organization and lack of a culture of contractual relations
and other informal institutions lead to an increased risk
in commerce and entrepreneurship.

Thus, the solution to the problem of institutional
change in the agricultural sector implies creating
a multilevel structure and an infrastructure of the
agrarian market, which will allow forming an effective
owner and implementing more fully the action of market
mechanisms and institutions (Lopatynskyj, 2006).

The concept of institutionalism in a market economy
is an interpretation of the theory of social relations
in a society represented as a structure consisting
of influencing each other groups, the hierarchy
of relationships among them, mediated by social
institutions. Social connections are considered to be
organized, controlled, and managed.

4. Informal institutions in the system
of institutional relations

The greatest difficulty in the system of institutional
links is represented by informal institutions, that is,
unwritten rules, and professional codes of conduct.
Along with the formalized, they exist as an inner voice,
the imperative of practical and not just theoretically-
oriented social behaviour that is taking place in the
direction: “it is developed not by us and it is not ours to
refuse” Often informal institutionalization is supported
or weakened in the process of social communication.
In all types of partnership, it is not only intrinsically
valuable but predetermines a lot.

Considering the current status of major institutions in
the agricultural market, aswell as theirrolein the effective

Table 1
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functioning of market mechanisms and instruments
necessitated the recourse to the epistemological roots
of traditions and customs that underlie the national
mentality of the peoples of Ukraine.

The mentality is largely determined by nature and
climate where these people live and the conditions of
agricultural labour and prevailing economic patterns:
nature often laughs at the most careful calculations:
the perversity of climate and soil deceives modest
expectations.

The main feature of the mentality is the habit to work
for a short time, excessively hard and fast.

Features of traditions and customs in the behaviour
of people living in Ukraine are determined by the
centuries of the existence of the Ukrainian peasant in
the framework of such a form of social organization as
arural community. Community, originating in prefeudal
time, was the organization that united the collective and
private origins in the land tenure system.

The Ukrainian peasant community had a number
of development features, which were stabilization and
strengthening of community institutions and wide use
of equitable redistribution of land among its members
in the seventeenth and eighteenth centuries. The
community carried out a number of functions of social
protection and social security of its members. As noted
by some researchers, the development of capitalism in
the agriculture of Ukraine did not manage to destroy
peasant communities; they existed even in the end of
the XIX - the beginning of the XX century.

All these institutional features, in our opinion, should
be considered when forming market institutions, both
at the macro and micro level.

Within the theory of R. Coase, there are allocated
institutions that define general rules of the game at the
macro level, which include: the legal system; contract

Institutional benefits and losses acquired during the existence
of the command-administrative economy in our country

Institutional losses of the period of socialism

Institutional benefits acquired during the operation
of the command-administrative system

- loss of traditions and culture of the market contractual and
subcontracting relations in the early years was the cause of the
existence of the market predominance of mainly integration
schemes of interaction between its agents;

- loss of customs and traditions, the implementation of property
rights by citizens, which became the main reason for the present
lack of “effective owner”. This, in turn, led to insufficient control
by the owner over the management, which reduces the efficiency
of associated forms of entrepreneurship;

- institutions related to efficient use of land and reproduction of soil
fertility are lost and in need of a revival. The main among them are:
institutions of rent relations, land lease, land mortgage, etc.;

- loss of market institutes and mechanisms of their
implementation, associated with the introduction of innovative

high technologies.

professionals have become carriers of technological knowledge, and

but in the formalized way;

- the total literacy of the population that allowed a number of industries
to reach the forefront in the field of engineering and technology;

- in the framework of the planned economy, a number of organizational
institutions are formed that ensure the efficient conduct of scientific
research and introduction of innovative technologies based on
command-administrative principles. For effective functioning, they
need to be adapted to market conditions;

- the country has formed a multi-level system of training and retraining
in vocational schools, technical schools, and universities. Trained

knowledge were transferred in the majority of cases not by succession

- due to the achieved high level of concentration of production and size
of enterprises, the opportunity to get close to world level has appeared

in some sectors of agriculture.

Source: formed by the author
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law; the regime of property rights. The institutions that
set the rules for the functioning and organization of
transaction at the micro level or, in the words of Coase,
at the level of institutional structures of production, are
alternative organizations, transactions, among which he
considers: markets, integrated firms, hybrid contractual
arrangements (network organizations).

S. Findings

For accelerated socio-economic reforms in the
agricultural sector of our country, it is necessary to
create adequate to the historical conditions of Ukraine,
strategically ~oriented, vertically integrated, and
structurally-organized institutional space with power
lines of structural priorities of economic complexes
and subcomplexes at the level of countries, regions, and
industries.

In domestic economic environment under the
influence of this space, there are processes of interactions
between actors and the sequence of such interactions
leads to a further transformation of the entire system.
In addition, this interaction extends to the internal space.
Therefore, it is possible to speak about the functioning
of a certain aggregate institutional space, which is
formed by the superposition of individual spaces of
various institutions and functional segments within
them. The end result of such interaction is the formation
of complex three-dimensional configurations, the study
of which allows us to consider different variants for the
operation of multilevel economic systems and to make
a forecast of their development.

6. Conclusions

Based on the above, it is proposed to understand
agricultural market as the totality of social relations
that arise between market participants on the sale of
agricultural products and provision of related support
services on the principles of competition, free choice of
areas of implementation, as well as state control over the
safety and quality of agricultural products.

The development of financial relations in the
agricultural market, depending on the presence
of a complex of factors related to the production,
distribution, and allocation of agricultural products

and funds, and the formation of a highly developed

agricultural market in Ukraine will be the basis of
food security, provision of food and financial well-
being of the population, which in general will mean
stability in the social life of our country. Financial
relations between the state and business entities in the
agricultural market amid the financial and economic
crisis should be based on economic development of fair
rules of the game between market players and on the
improvement of methods of state support, especially
for small business entities in the agricultural market
through the mechanisms of taxation, crediting, leasing,
social projects and so on.

Itis established that the institutes and institutions form
the background and create the mechanisms of regulation
of socio-economic processes of market behaviour,
income, expenditure, prices and the like. Analysis of
institutional economics has given us the opportunity to
form our own vision of the institute and the institution.
Established that market coordination and integration,
as efficient market institutes, facilitate mutual ordering
of the activities of economic entities, forming a suitable
environment of interaction and cooperation, according
to which each economic agent operates in the market.
Depending on the development, the agrarian market
coordination is developing and corresponding shapes
and types are formed. For this very reason, institutes
and institutions of the agricultural market perform the
function of continual regulation of the behaviour of
market actors, structures of society, create a favourable
and predictable environment for market activities.

For accelerated socio-economic reforms in the
agricultural sector of our country, it is necessary to
form adequate to the historical conditions of Ukraine,
strategically ~oriented, vertically integrated, and
structurally-organized institutional space with power
lines of structural priorities of economic complexes
and subcomplexes at the level of countries, regions, and
industries.

The creation of this institutional space will allow
formulating for agricultural entrepreneurs a system
of strategic benchmarks, value preconditions, and
guarantees, which are indispensable for the ordering
of processes of harmonization of economic interests of
individual producers in the framework of AIC throughout
the technological chain. This, in turn, will reduce business
risks and, as a consequence, transaction costs.
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