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Abstract

The development of agricultural sector in Bosnia and Herzegovina (BiH) is still
determined by the processes of transition of the economic system and overcoming
the consequences of the last war. Therefore, it inevitably requires modernization
which again requires investments. Provided financial sources are the main
preconditions for investing, so the researching sources and terms of financing
investments in agricultural sector in BiH are the actual subject of research. The goal
of the research presented in this paper is to determine sources of financing
agricultural business at the level of family farms, dominating in the agriculture of BiH,
the structure of their investment, lending conditions and other sources of financing
and farmers' satisfaction with those conditions. Besides the review of literature, the
research has been conducted by interviewing a random sample of hundred family
farms from the five different regions in BiH, in spring of 2016. The results indicate
that self-financing is still a dominant source of financing agricultural businesses,
which reduces and slows down level of investment. The next source by relevance is
lending (the farmers are not very satisfied with the lending terms and conditions), and
followed by subsidies.
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Introduction

Agriculture is a dominant type of business in rural areas in Bosnia and Herzegovina
(BiH). In fact, one of the most common problems faced by small family farms in BiH is
the lack of capital and difficult access to external sources of financing. That is not a
problem only for farmers in BiH, but a problem that was or still is relevant for farms in
other transitional countries.

From the past experience in BiH it is known that banks and financial institutions are
“running away" from the financing of agriculture. Overall, the share of agriculture in
total volume of loans in Bosnia and Herzegovina is low in case of banks, and slightly
higher in case of microcredit organizations (lvankovi¢ et al., 2016). So far, a certain
number of authors have researched influence of financing and micro financing on
agriculture in BiH and the region in recent period. Rami¢ and Vasiljevi¢ (2009) found
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that banks in BiH are almost the sole source of financing investment in the economy
and agriculture, where their agricultural lending conditions are unfavourable. Unlike
them, Hartarska and Nadolnyak (2007) research the influence of microcredit
organizations (hereinafter MCOSs) presence in BiH and found that the presence of
one or more MCOs in a municipality contributes to the increase of investments in
agriculture. Matul and Tsilikounas (2004) concluded that the microcredit
organizations stimulated renewal of households in BiH, including the rural
households. Vasko et al. (2011) investigated the experience with lending of the
projects of International Fund for Agricultural Development and concluded that
precisely these projects had great importance for the introduction of agricultural
loans, especially through commercial banks. Vu€enovi¢ and Vasko (2009) came to
the conclusion that, although farmers have access to several sources of financing,
they prefer borrowing. At the time of their research, the share of agricultural lending
compared to total lending in the Republic of Srpska, one of two BiH entities, was just
1.6%. Mrdalj et al. (2013) analysed the case of the Republic of Srpska, and came to
the position that, irrespective of grants and loans, the level of investment in
agriculture is insufficient and varies from 2.1% to 3.6% of total investment in that
entity. Vasko et al. (2012) stressed the fact that the subsidies are significant source
of competitiveness because the farms that use subsidies are more competitive on
liberalized food market in BiH. Berjan et al. (2014) wrote about the availability of
loans in rural areas of South-East BiH. Their conclusion is that lack of credit facilities
specialized for agriculture and rural business are major obstacle for development of
agriculture and rural economy in BIH.

Also, in neighbouring countries of BIH, there were research on the topic of sources
and conditions of financing investment in agriculture. Jolovi¢ et al. (2014) concluded
that the financing of agriculture in Serbia is significantly below the importance of that
sector and promote an increase of lending to agriculture. However, Tomasevic et al.
(2014) analysed financial situation of agricultural companies in Serbia over a period
of three years. Analysis of indebtedness showed that debts of agricultural enterprises
is higher than 50% and they suggest limitation of further borrowing. Jovovic et al.
(2014) investigated the foreign direct investment in Serbia and calculated that a very
small part of these investments and up in agriculture, while Radovi¢ (2010) wrote
about the influence of securities in the financing of agriculture in Serbia.

Gjosheva-Kovachevikj et al. (2013) wrote about agriculture lending in Macedonia.
According to them, availability of loans for agriculture and rural development is low
because financial institutions see this sector as very risky.

Ranogajec et al. (2009) wrote about agriculture as a low-productive activity in
Croatia, with small possibilities of accession to the relatively expensive loans,
because the government is trying to foster agriculture by obtaining some more
favourable funds for investment in agriculture: lower interest rates, longer repayment
periods, contracting the grace periods, etc. Jez-Rogelj et al. (2017) found that for
most of the surveyed farms, subsides make up to 30% of income.

Radovi¢ (2011) wrote about the model of transition of Slovenian agriculture. In the
entire transitional period, there was the protectionist agrarian policy. Slovenian model
of financing agriculture in the transitional period was based on the European Union
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(EU) model. The entire support to agriculture was financed from the agricultural
budget and the pre-accession programmes of the EU.

The presented results of research during which there was study on the needs and
terms of agriculture financing on the Balkans can be summarized as that there is not
enough funding, it is mainly focused on borrowing, while the lending conditions are
unfavourable and unacceptable for farmers. As far as other alternative sources of
agriculture financing are concerned, different types of subsidies are the most
commonly mentioned.

Material and methods

Subject of the research is examined through desk literature review, both from
national and regional standpoints. There has been an overview of the position of
agriculture in the overall financing of the economy, as well as summary of these
results. As far as the micro-level is concerned, there are some data about the size of
investments, the scope and terms of lending in BiH. However, there is no data about
sources and effects of financing of agriculture at the micro level of individual farms.

Therefore, in order to further survey the situation with financing family farm business
in BIH, the survey of 100 family farms (n=100) from five different regions was carried
out: Herzegovina (represented by the Municipality Bile¢a), Eastern Bosnia
(represented by the Municipality Rogatica), Bira€ (represented by the Municipality
Bratunac), Posavina (represented by the Municipality Derventa) and Krajina
(represented by the Municipality Novi Grad). The survey was conducted by face to
face interviews and it was done on the randomly selected farms, in spring of 2016.
The survey guestionnaire had 45 questions grouped in 8 groups (general data on
respondent and farm, data on funding sources, data on bank lending, data on MCO
lending, data on saving and credit organization (SCO) lending, data on financial
leasing, data on subsidizing and data on donations). The farms were selected in
different villages, with the assistance of advisors from Agricultural Advisory Services.
The heads of farm were interviewed predominantly, and in the case of their absence,
some of the family members. Qualitative and quantitative results of the survey were
analysed by descriptive statistics methods (mainly by univariate analyses of
frequency of distribution and analyses of structure) and presented in tabular and
graphic ways. In the discussion of the results, the method of simple and cross
comparisons was used.

The profile of the respondents (farmers, i.e. the farms to which they belong) is shown
in Table 1.
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Table 1. Socio-economic characteristics of respondents and farms participating in the

survey
Criteria Attribute Percentage
16-25 3%
26-35 18%
36-45 22%
Age (years)
46-55 36%
56-65 17%
Over 65 4%
Gender of the farm Male 7%
holder Female 23%
Crop farming 9%
Vegetable growing 9%
Production orientation Fruit growing 17%
Animal husbandry 63%
Other 2%
Small 53%
Farm size Medium 41%
Big 6%

Source: Authors' calculations, based on research results.

Results and discussion

From a much wider range of questions and answers, some results have been
selected that show some aspects of financing family farms in BIH. The first question
to farmers was how they finance their agricultural business. The Figure 1 presents
graphical results of these responses. There were no answers that leasing or loans
from the savings and credit organizations were used as sources of financing,
although they were also offered as possible responses.
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Source: Authors' calculations, based on research results.

Figure 1. Sources of financing of family farm business

According to the survey, the dominant source of financing of agricultural business are
own funds (55%), while loans are at the second position (31%). Unlike the situation in
EU, farms in BiH are much less dependent on subsidies and grants, which all
together make up 11.6%.

In addition to the formal channels of business financing, farmers were also asked
whether they used informal sources of financing, i.e. borrowing from relatives, friends
and neighbours, and even 65% of them confirmed that they do borrow funds. This
indicates the underdevelopment of financial market, at least when it comes to
financing the agricultural sector (e.g., leasing, although available in BiH to certain
extent, was not used by any single farmer). Obviously, it is evident that farmers much
more trust to each other than to financial institutions when it comes to borrowing
funds (moral versus legal guarantee).

Statistical sources show similar data related to the structure of financing investments
of legal entities in the agricultural sector, according to which the share of own funds
is a bit higher than the share of loans and grants (Agency for Statistics of Bosnia and
Herzegovina, 2014). The influence of farmer's age on the type of sources of financing
agricultural investment is affected by age structure of the sample of surveyed
farmers. However, it is evident that the younger farmers generally don't have access
to subsidies and grants. All sources of financing increase their presence with
increasing of the farmer's age up to 55 years, after which their economic activity and
propensity to invest begins to decline (details on Figure 2).
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Figure 2. Dependence between the age of farmers and sources of financing

Farmers mainly borrow money for fix assets investment financing (purchase of land,
construction of production facilities, purchase of agricultural machinery and livestock
and planting of perennial plantations) 80%, and the remaining 20% for purchase of
raw materials and paying for different services. The entire spectrum of purposes for
farmers' borrowing is shown on Figure 3.
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Source: Authors' calculations, based on research results.

Figure 3. Purposes of farmer's borrowing
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When focusing only on loans, surveyed farmers were less satisfied with the lending
conditions (17%), majority of them have confirmed their dissatisfaction (43%), while
40% were neutral. Comparison of satisfaction by bank and MCO loan terms shows
the following Figure 4 (the maximum rate was 5).
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0,0
Loan amount Repayment Grace period Interest rate
period
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Source: Authors' calculations, based on research results.

Figure 4. The satisfaction of the lending terms

As far as borrowing by the family farms is concerned, it is dominated by two types of
institutions, commercial banks and microcredit organizations. The average terms of
these lending arrangements are shown in Table 2.

Table 2. The terms of family farm lending

Commercial banks MCOs
Term
Average Modus Median Average Modus Median
Loan size (BAM)! 12,694 5,000 10,000 9,289 5000 6,500
Repayment (months) 45.7 60 60 36.1 36 36
Grace period (months) 8.4 12 12 1 1 1

Effective interest rate (%) 7.81 4.9 6.45 12.39 4.6 12.99

Source: Authors' calculations, based on research results.

! BAM — the international banking code for Convertible Mark, currency of Bosnia and Herzegovina
(BAM has a fix exchange rate 1 BAM=0.51129 EURO).
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The terms and conditions of loans of commercial banks are more favourable than
loans of MCOs (repayment period, grace period, interest rate). However, still a
significant number of farmers borrow money from MCOs, mostly due to more flexible
procedures for applying and approving loans, and less demanding collateral
requirements.

Since significant number of farmers has not borrowed any fund yet, the reasons for
such outcome are further explained (Figure 5).

Too short grace period

Too short repayment period

Too high interest rate
Could not provide a guarantee
OMCO loan
Could not get a loan ®Bank loan
Did not know how to apply for a loan —

Did not need a loan

Reason

0 5 10 15 20 25
%

Source: Authors' calculations, based on research results.

Figure 5. Reasons for not borrowing

The main constraints for borrowing money from commercial banks are demanding
instruments for loan repayments (guarantees) and complexity of procedures (which
farmers interpret as inability to obtain a loan). In case of MCOs, requirements for
documentations and guaranties are moderate, but the main constraint for borrowing
is too high interest rate.

Subsidies are paid at the entity and district level (BiH consists of two entities - the
Federation of Bosnia and Herzegovina and the Republic of Srpska, and one district
(Br¢ko District BiH). In BiH there are no agricultural subsidies on the state level, and
less at cantonal and local (municipality) level. The most common agricultural
subsidies are received by farms specialized in fruit and crop production, but when
assessing the amounts, greater subsidies are received by livestock farms, i.e. milk
producers. A typical farm received BAM 3,395 of average annual subsidy, with the
minimum of only BAM 30 and a maximum of BAM 32,500.

It is also an interesting fact that even 59% of farms used the assistance for the
preparation and submission of application for subsidies, much less than for
preparation and submission of loan applications (40%). A similar trend is also in the
neighbouring countries that have recently joined the EU (Croatia, Slovenia) where
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advisory support to farmers move from issues related to the improving production
technology to assistance to obtain subsidies.

Conclusions

The main concern of every single farmer, no matter where s/he lives, is how to
finance some investments (in the long term) and on-going agricultural business (in
the short term). This is especially a challenge for farmers in BIH, where financial
market is still underdeveloped, and the creditworthiness of farmers, who need
external financing, is modest. In discrepancy between the needs and the
opportunities they still finance the most of their business from their own funds, based
on which there is a delay of necessary investments in the modernization of their
farms, and scope of their business is under the objective level of their capacity. The
financial institutions in Bosnia and Herzegovina are slowly turning to agriculture, and
loans are predominant type and external source of their financing. Due to size and
small-scale business, family farms are more oriented to microcredit organizations,
which offer more expensive loans than banks, but have a methodology and terms
which are more suitable for small borrowers. Subsidies are also becoming
increasingly common source of financing of agricultural business, but budgetary
possibilities of the different administrative levels in BiH are modest, and therefore the
share of subsides is still very low.

Examples of some sophisticated ways of financing of agriculture in BIH (joint
ventures, leasing, futures, forwards, etc.) practically do not exist, and they are
inappropriate for small-scale family farms, which will remain dependant on three key
sources of financing for their business: own funds, loans and subsidies. Therefore, it
is important that the loans and subsidies become and stay accessible also for small
family farms in order to avoid some radical solutions in agricultural and credit-
monetary policy, which would exclude them from the group of eligible beneficiaries,
and thereby cause the undesirable socio-economic changes in rural areas.
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