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O HOBOM MEXAHU3ME $PUHAHCUPOBAHUS CEAbCKOIO XO3ACTBA

Amnnoragna. B cmamve axuenmupyemcs saxcrocms npobaem (puUHAHCUPOBAHUSL CEAbCKOZO XO-
3siicmea, KOmopoe sIBASemMcs 04HOU U3 21a8Hblx ompacaeii akonomuxu Apmeruu. Daxmoproiii
anaaus 6via BbI6PAH 8 KA4ECNBE MeMOJd UCCAEJO0BAHUSL, 8 PAMKAX KOMOPOZ0 PONb U passumue
CeAbCKoX03sUCMBeHHbLX Koonepamusos 6oLia npoaraausuposara. OcHosvisasico Ha pesyavbma-
Max usyueHUst COCMOSIHUSL CEeAbCKO20 XO03sIUCINBA CMPAHLL, ABMOP NPUXOAUM K BblBOJY, UMO
B8HEJPCHUC U PA3BUMUCE NPOUECCA, HANPABACHHOZ0 HA CO3JHUC KOOMEPAmMusos MNOMONCEM CMsz-
uumo npobaemot ceavckozo xossiicmsa. C mouku 3peHUst YAYUUICHUS SKOHOMUYECKUX NPOUECCOB
asmopom Makdxie aKYeHMUPYEmMcst 8aXCHOCMb azpapHoii cmpamezuu. B cmamve asmop npeana-
2aem cgenamov 6oaee AKMUBHYIO BOBACHEHHOCMb (DEPMEPOB U MAABIX NPEANPUHUMATMENCH PA3BU-
BAIOUWUXCSL CIMPAH 8 NOAb30BAHUU YCAY2NPEJAA2AEMBIXbIX (UHAHCOBOU CUCMEMOU; UHHOBAUUU B8
obaacmu ¢urarcos, umobvt pewums nNompPebHOCMU CeAbCKOZO CeKmopa u 4mobbl He 0ZpaHU4U-
8amMbCs MOALKO YCAYLAMUNPCIAAZACMBIMUMU (DUHAHCOBLIMU YUPEHCICHUAMU; CNEUUANUSAUUIO
(PUHAHCO8 NPEJHABHAUEHHBIX NPABUMEALCMBOM NS CEAbCKOXO3SIUCIMBEHHOZ0 CEKMopa U 8 (u-
HAHCOBOM CeKIMope; a Makice YnpasaeHue PUCKamu U BolsiBAeHUE BO3MONCHOCMELU CEAbCKOX03SU-
CMBEHHO20 CEKMOPA NS YCNEUHOU Pealus3auui azpapHot NOAUMUKU.
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cmso, Kpegum, pas3sumue.
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ON NEW MECHANISM OF FINANCING FOR AGRICULTURE

Abstract. The article is to highlight the importance of the issues of financing for agriculture,
which is one of the major sectors of the economy in Armenia. Factor analysis has been selected
as a study method, in the frameworks of which the role and development of agricultural coopera-
tives has been analyzed. Based on the results of study of the state of country agriculture, the au-
thor concludes that cooperative establishment process implementation and development will benefit
the mitigation of agricultural problems. From the viewpoint of the improvement of the economic
processes the importance of agrarian strategy is highlighted. The author proposes drawing farmers
and small entrepreneurs in developing countries into the financial system; innovation in finance to
solve the needs of the rural sector in order not to be limited and subject to services provided by
the financial institutions; specialization in agricultural finance by the government and the finan-
cial sector; and managing the risks and understanding the opportunities of the agriculture sector
for successful agriculture policy implementation.
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Introduction. The purpose of the article is to highlight the importance of the issues of financing
for agriculture, which is one of the major spheres in Armenia, and the consumption of agricultural
goods. For this purpose the task has been put forward to analyze and coherently make appropriate
solutions, which can contribute to the increase of GDP with 20% ensuring the enrollment of around
40% of the employed in the sphere and providing 20% of weight of the export of agricultural and
related processed goods. Agriculture has an important role in the development of Armenia.

Factor analysis has been selected as a study method, which highlights the significance of agricul-
ture in the field of the country food security.

As a practical application it is suggested to revise the fact, that there is still no systematic and con-
sistent policy in the country directed to the provision of the long-term and sustainable development,
which can be solved by introduction of new mechanisms of financing for agriculture.

Method and Methodology. Factor analysis has been selected as a study method, in the frame-
works of which the role and development of agricultural cooperatives has been analyzed, which can
positively change the living standards of the rural population and contribute to the development of
rural areas.

Understanding how a value chain is structured and coordinated can reduce the risk and hesitancy
of financial intermediaries to lend to the agricultural sector. It describes different value chain struc-
tures, defined in terms of the relationship between two stakeholders: the buyer and the seller [1].
Buyers are agricultural processors, exporters or distributors, or in some cases, supermarkets. Sellers
are the producers or traders who sell their products to these buyers along the chain. The relationship
between these two stakeholders, between the buyer and the seller, can be described through five
types of linkages:

1. the instant or spot market, where producers come to sell their commodities, and prices fluctu-
ate; this is the most risky in terms of setting market price; [2]

2. a contract to produce and buy, known more generally as contract farming;

3. a long term often informal relationship characterized by trust or interdependency;

4. a capital investment by one of the buyers for the benefit of the producer, characterized by high
levels.

Literature Review. “Agricultural finance is the economic study of the acquisition and use of cap-
ital in agriculture. It deals with the supply of and demand for funds in the agricultural sector of the
economy.”

“Agricultural finance is the study of financing and liquidity services credit provides to farm bor-
rowers. It is also considered as the study of those financial intermediaries who provide loan funds to
agriculture and the financial markets in which these intermediaries obtain their loanable funds.” [3]

“The investment on a farm is the combination of “ability to invest” and “willingness to in-
vest” [4]. “Ability to invest” is production finance while willingness to invest the development fi-
nance. The credit agencies which provide liberal credit for production purposes induce ability to in-
vest. Moreover certain level of infrastructure is essential to absorb the production-oriented loan,
thereby making development finance as a pre-requisite for the production finance”.[5]

Analysis. The main directions of the rational distribution and specialization policy of agriculture
are as follows (see table 1);

— effective use of natural resources and promotion of the production of goods with relative ad-
vantages;

— implementation of the differentiated approaches towards the conduction of targeted agricultural
subsidy projects according to the regional development priorities [6];

— extension of small and medium enterprises by the increase of affordability of loans and market-
ing assistance;

— improvement of investment conditions by the development of the productive and social infra-
structures of the rural areas;

— promotion and development of regional economic integration.

Substitution of imported food with the local production and development of export-oriented agri-
culture, which means to increase the competency of the local products. To provide this it is necessary
to assist the local producers in terms of implementing new technologies, improving production quali-
ty, reducing production costs and application of other measures [7]. Provision of different subsidies
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to agricultural enterprises will also benefit the increase of competency.

In order to provide the export of the agricultural food it is necessary not only to create favorable
conditions both for the increase of production output and for the competency within the local and
foreign market, but also to provide storage conditions, which is related to the manufacturers and sales
prices, price fluctuations and production means [8]. The difficulties of sales are conditioned with the
low solvent demand and the slow formation of buyer-seller infrastructure of agricultural.

Table 1
Gross Output and Gross Domestic Product of the Republic
of Armenia according to the data of 2010-2015"

2010 2011 2012 2013 2014 2015
Gross output of Agriculture at current prices, | 3¢ 5 795.0 841.1 919.1 9934 | 1,0022
billion drams
Gross domestic Product of Agriculture (value
added), billion drams 588.2 767.9 764.0 826.3 872.0 869.0
Share of Agrlcul.ture in Gross Domestic Prod- 17.0 203 19.1 193 193 173
uct of the republic, %

Improvement of agrarian sector crediting: a serious problem in the development of the sphere
is the less access to financial resources, which is caused by the high interest rate of the loans and the
insufficient provision terms, as conditioned by the characteristics of agricultural sphere the agricul-
tural farms need both the replenishment of circulation assets and large investments [9]. The main
form of provision the latter mentioned means is loans, which is implemented by the commercial
banks, microcredit enterprises. During the last years the density ratio of the agricultural loans in the
loan investments of the commercial banks has been only 5.9-6.0%, which is several times less than
the needed volume of resources in agriculture to avoid resource insufficiency. The problem remains
connected with the short-term, rate and mortgage conditions. Many low-income rural farms do not
apply to credit organizations because their access is not provided [10].

The implementation of the projects of agrarian policy carried out by the state assistance will bene-
fit the increase of the viability and competiveness of agriculture, especially to the food security, in-
frastructure capacity improvement, the improvement of ecological state of the productive and social
infrastructure of the rural areas, as well as the increase of the fertility of agricultural land.

Agriculture is one of the key spheres of the state economy [11] and according to the data in Table
1 the portion in formation of the Gross Domestic Product of the country was 19.3% in 2014.

Agriculture has a considerable share in the GDP of Armenia, which can significantly contribute to
the social-economic development of the country. The increase of gross output is quite noticeable. In
2014 it has increased with 8% compared to 2013 and amounted to 993.4 billon Armenian drams. The
majority of gross output, about 97%, is produced by rural manufacturers and the remaining — by the
commercial organizations operating in agricultural industry.

The main goal of the social-economic development of agricultural sphere is to add the income of
rural enterprises and to reduce poverty in rural areas. To provide these, it is necessary [12];

— to provide the effective use of the work in agriculture and processing industry;

— to take steps to enlarge rural enterprises with the aim to increase the effectiveness of the produc-
tion process;

— to create a common scope operating with the cooperative principles, thus solving the problems
related to the production service, logistic field [13];

— to create and develop insurance system;

— to increase the level of commodity, which conditions the stability of the enterprises and the op-
portunity of the poverty reduction in rural areas [ 14];

— to provide access of loans [15].

In order to solve the problems related to the financial economic development processes it is neces-
sary to create favorable conditions, which will direct the private capital to agriculture through finan-

! Data provided by the Ministry of Agriculture of the Republic of Armenia
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cial market and market mechanisms providing increase of volumes of loans to the sphere and at the
same time forming mutually beneficial conditions both for financial organizations and rural enter-
prises [16].

Although there has been developed and carried out many social-economic programs during the
last years, stability of agrarian sphere is not still anticipated.

Table 2
Preferred specializations and main branches of the Marzes of the Republic
of Armenia (by the structure of Gross Output)’
Aragatsotn | Meat and dairy cattle breeding, fruit growing, potato-raising, sheep breeding, fodder production
Ararat Viticulture, horticulture, dairy, cattle-breeding, fruit growing, early potato-raising
Armavir Viticulture, horticulture, dairy cattle-breeding, early potato-raising
Gegharqunik | Meat and dairy cattle breeding, potato-raising, grain industry, fodder production
Lori Dairy cattle breeding, potato-raising, grain industry, fodder production, beet growing, fruit growing
Kotayq Dairy cattle breeding, poultry farming, fruit growing, grain industry, horticulture, fodder production
Shirak Meat and dairy.cattle breeding, sheep breeding, grain industry, potato-raising, fodder production, horticul-
ture, beet growing

Syunik Meat and dairy cattle breeding, sheep breeding, fodder production, grain industry, subtropical fruit growing

Vayots Dzor | Meat and dairy cattle breeding, fruit growing, small cattle breeding, viticulture, poultry farming

Tavush Meat and dairy cattle breeding, fruit growing, viticulture, pig breeding, fodder production, tobacco growing

In order to face the competition, the following steps are necessary:

— Implementation of new technologies, increase of the product quality and reduction of produc-
tion costs [17];

— Implementation of crops providing high added value, complying with the natural economic con-
ditions and having market demand [18];

— Import of highly productive agricultural animal tribes;

— Subsidizing of loans, grants and interest rates in order to promote the production and export of
export-oriented products;

— Implementation and application of product sales mechanisms in the market via direct sales;

— Necessity of operation and development of greenhouse enterprises, which demand huge invest-
ments. Now there are 145 hectares of greenhouse enterprises, which are specialized in vegetable pro-
duction;

— State assistance to the small and medium greenhouses to introduce new equipment and technol-
ogies [19].

— Paying attention to the products, which have competitive advantage within the republic,

— Providing tax and customs privileges to the exporting enterprising, as well as security to the
local manufacturers via import duties.

Conclusion. Currently around 220 agricultural cooperatives operate in the Republic.

Conditioned by the agricultural characteristics of the republic, the following cooperative activity
types are preferred;

— Supply of agricultural inputs,

— Operation of agricultural equipment,

— Production of agricultural food,

— Accumulation and storage of products,

— Sales of products,

— Processing of the agricultural food,

— Provision of consultation services,

— Resource management,

— Mutually operating financial services,

2 Ministry of Agriculture of the Republic of Armenia (www.minagro.am).
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— Supply of logistics with non-profit base.

The reasons why the cooperative do not succeed are the laws regulating the cooperatives function-
ing sphere. They do not regulate the formation, activity and liquidation process and need to be im-
proved and replenished.

The results of investigation of the state of country agriculture prompt that cooperative establish-
ment process implementation and development will benefit the mitigation of agricultural problems.
From the viewpoint of the improvement of the economic processes the importance of agrarian strate-
gy is highlighted, because due to this strategy the necessity of state assistance of cooperative for-
mation can be revealed. The cooperative establishment process will increase the employment rate of
rural population, the amount of production of agricultural food and processed products, based on
which the income of population and food security level will increase.

Recommendations.

1. Finance is a vital part of any developed agriculture sector, and drawing farmers and small en-
trepreneurs in developing countries into the financial system is far from accomplished. It is not mere
coincidence that the countries with developed financial markets in the agriculture sector are the ones
where the sector is also highly developed.

2. This does not necessarily mean that only developed countries can have successful stories of
agriculture finance. In fact, many of the examples cited above come from developing countries. It
requires a combination of good laws, a specialized financial sector and profitable businesses of small
and large farmers and companies in the agriculture sector. Innovation in finance to solve the needs of
the rural sector should not be limited to financial institutions.

3. The government can play a proactive role by promoting laws and regulations with new finan-
cial instruments or even raising awareness of existing ones to bring them to the attention of the finan-
cial and agricultural sectors. Specialization in agricultural finance in the government and in the finan-
cial sectors is an important driver to its development.

4. However, financing is not a charitable activity; it is primarily profit driven. This necessarily
means that all possible regulation and programs to attract financing must be realistic with the charac-
teristics of the sector and the viability and rate of return. Managing the risks and understanding the
opportunities of the agriculture sector is key for any successful policy or law.

Jlumepamypa
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