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The paper analyses financial systems for agriculture, their similarities and differences, and comparative advantages with
related challenges for future development. The focus is on the comparison between farm structures, financial systems in
agriculture and government supports in Slovenia and Ukraine. The farm nature, farm structure and evolution are different
between Slovenia and Ukraine. In Slovenia, family farms are the most important in farm structures, while in Ukraine large
agricultural enterprises. Different farm organizational structures and farm sizes affect also different financial systems in ag-
riculture. Multifunctional roles of agriculture and for rural development are supported with different agricultural policies and
government supports, which is one of the important lessons learned from the comparative analysis.
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Introduction

The paper aims to present and analyse financial systems
for agriculture in different countries and their comparative
advantages and related challenges for future development.
The previous studies have shown that different determinants
can shape different agricultural and rural capital and finan-
cial markets among the countries (e.g. Miteva, 2005; Bojnec,
2012). The focus of the analysis is on the comparison between
farm structures and financial systems in agriculture in Slove-
nia and Ukraine. Slovenia is a small country and Ukraine is a
bigger country. The farm nature, farm structure and evolution
are also different between Slovenia and Ukraine. In Slovenia,
family farms are the most important in farm structures, while
in Ukraine large agricultural enterprises. Different farm or-
ganizational structures and farm sizes might affect also dif-
ferent financial systems, which are applied in agriculture. On
the contrary to Slovenia, Ukraine is considered as one of the
countries with the richest natural agricultural factor endow-
ments with long-term investment opportunities (Global Ag
Investments, LLC, 2013). Therefore, we analyze features of

agriculture in Slovenia and Ukraine in terms of their farm or-
ganizational structures, their farm size structures and evolu-
tion in association with development of an efficient financial
system for multifunctional roles of agriculture and for rural
development.

Method

The previous studies of investment behaviour for a sam-
ple of Ukrainian large farms 2001-2005 provided empiri-
cal evidence for the coexistence of financial constraints and
soft budget constraints (Zinych and Odening, 2009). Credit
constraints are more important than soft budget constraints.
Large farms’ investments significantly depend on financial
variables in an imperfect capital market in Ukrainian agri-
culture. The presence of soft budget constraints was identi-
fied also for investment behaviour of a sub-sample of large
non-private Ukrainian firms (Mykhayliv and Zauner, 2013a,
2013b). Distortions to incentives in Ukrainian agriculture, in-
cluding for capital market, have been widely analysed in the
literature (von Cramon-Taubadel et al., 2001, 2007).
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Family farms with off-farm employment and off-farm
income are dominant in the Slovenian farming structures
(Bojnec and Latruffe, 2013; Bojnec and Ferto, 2013). Slove-
nian farms’ investment decisions were based on market op-
portunities, ruling out the presence of soft budget constraints,
but that these decisions were constrained by the availability
of finance (Bojnec and Latruffe, 2011). Slovenian farms have
been small and highly subsidized. Investment subsidies re-
ceived by farms are not found significant for farms’ invest-
ment behaviours, while operational subsidies for small farms
help on the alleviation of financial constraints. The persis-
tence of small farms in Slovenia may be associated with the
provision of generous subsidies (Bojnec and Latruffe, 2013).

The financial system is often defined in the literature in a
narrow sense, i.e., as a set of financial institutions — markets
and intermediaries — through which households, corporations
and government obtain funding for their activities and in-
vest their savings (Bodie and Merton, 2000; Allen and Gale,
2001; Hartmann et al., 2003). Some other (e.g., Schmidt and
Hackethal, 2006; Hryckiewicz, Schmidt and Tyrell, 2001,
2003) argue that the conceptual starting points are financial
decisions and activities of no financial firms and households.
From their point of view the concept of the financial system
is a broader than previous definition. Within the financial
system, they are considering financial relationships of house-
holds and firms that occur through the financial sector and
outside the financial sector. Examples are real savings, self-
financing and self-insurance, and informal and direct lending
and borrowing relationships. Financial relations of the state
with other economic agents concerning to the flow of finan-
cial instruments on non-repayable and non-equivalent fiscal
relations have not been considered in the concept of the finan-
cial system of a given country or region.

The analysis of literature shows that the concept of the
financial system is complex and multifaceted. Definition of
the term “financial system” is often missing in fundamental
works devoted to the study of the theory and practice of fi-
nancial systems (Bain, 1996; Buckle and Thompson, 1998).

Based on the definition of “system” as a set of any items,
pieces, parts, joined by a common feature, the purpose, we
can determine that a common feature of the elements of the
financial system is that they provide flow of financial instru-
ments. Under the elements of the financial system should be
understood entities of the financial system that have been
identified according to harmonization institutional sectors:
government, non-financial corporations, financial corpora-
tions, households, and non-profit organizations. If we would
like to consider the concept of the financial system compre-
hensively, we should include to the financial system the fi-
nancial relations of the state with other economic agents con-

cerning to flow of financial instruments on a non-repayable
and non-equivalent basis. Therefore, the financial system is
the sum of economic entities, which comes together in finan-
cial relations according to the flow of financial instruments
on the equivalent and non-equivalent basis.

Our aim is to analyze the financial system in agriculture in
Slovenia and Ukraine. We aim to analyze the ways in which
financial relationships of farms with other economic agents
through the financial sector as well as without financial sec-
tor on the equivalent and non-equivalent basis are designed
and implemented. Therefore, the focus of the analysis is on
the comparative analysis of the financial system for agricul-
ture in two countries of different geographical and economic
sizes with different agricultural histories and different farm
structures during the previous socialist system in the former
Yugoslavia (Slovenia) and the former Soviet Union (Ukraine)
and after the independence during transition to a market econ-
omy and the Slovenian membership in the European Union
on 1* May 2004. The paper contributes to the analyses on
the ways in which farms meet their financial needs through
the financial sector, directly with other economic agents and
through the budgetary system.

Using the secondary evidence of available data, we com-
pare financial systems for agriculture in Slovenia and Ukraine.
Evaluation of the budgetary system is assessed based on the
OECD indicators which are available for Slovenia as a mem-
ber of OECD as well as for Ukraine. One of the most known
is the producer subsidy equivalent (PSE).

Results

Farm structures and the role of agriculture in the economy
Farms structures between Slovenia and Ukraine are sub-
stantially different. In Slovenia as well as in the rest of for-
mer Yugoslavia and Poland, the communist collectivization
process failed and the most agricultural land has always been
family farm owned and operated (Bojnec and Swinnen, 1997a;
Lerman, 1999; Bojnec, 2013). In Ukraine, similar as in the rest
of the Soviet Union and most other Eastern Europe, agricultur-
al land has been collectivized and nationalized into state own-
ership and operation (e.g. von Cramon-Taubadel et al., 2001).
As can be seen from comparative analysis of farm structures
between Ukraine and Slovenia in Tables 1 and 2 and Figure 1,
Slovenian farms are much smaller than agricultural enterprises
in Ukraine. However, according to the agricultural land farm
size, rural households’ farms in Ukraine are more comparable
to the Slovenian farms, which are mostly family owned and op-
erated farms. In Ukraine, this type of small farms play impor-
tant social buffer role in self-food consumption in rural house-
holds and in mitigating of rural poverty. Subsistence farming
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is known also in some other countries in the Eastern European
region such as in Bulgaria (Mishev and Kostov, 2000).

In the agricultural land use structures, there are mostly
legal entities in Ukraine (Table 1). Their share in total agri-
cultural land use was more 60%. However, rural households
(family farms) have important role in agriculture in Ukraine.
Their percentage indicates substantial importance in Ukrai-

nian agricultural land use structures and increased from
37.4% in 2006 to 38.5% in 2011. They can be also important
for cash-flows into rural households’ farms by sell of surplus-
es of agricultural products such as potatoes, fruit, vegetables
and milk at local free-markets.

As can be seen from Figure 1, the average size of agricul-
tural enterprises has increased between 2006 and 2011. The

Table 1
Agricultural land use by categories of farms in Ukraine
2006 2011
The legal type of farms Number of | « Average |Number of| . Average
units 000 ha % size, I%a units 000 ha % size, l%a

Rural households* 15.1%% 15602 374 1.0 14.4%%* 15984 38.5 1.1
Private farms*** 42932 3972 9.5 93 41488 4346 10.5 105
Private agricultural
entities g 13030 16051 38.5 1232 12802 15143 36.4 1105
State agricultural
enterpr%ses 371 1177 2.8 3173 311 1010 2.4 2691
Enterprises of other types
of business y 1525 4874 11.7 3196 1532 5074 12.2 991
Total 57858 41676 100 - 56133 41558 100 -

* Rural households, which own or use the land and their residence is registered in rural settlements.

** The number of rural population (in million).

*** Private farm is a form of private business of citizens with legal person’s right, who has expressed the wish to produce
commodity production, to process and sell it with purpose to gain a profit. Citizens carry out their activity on land plots,
which were placed at their disposal for farming.

Source: SSSU (2010, 2012a, 2012b)
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Fig. 1. Distribution of agricultural enterprises in operation by the size of agricultural land use in Ukraine
Source: SSSU (2012b)
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percentage of agricultural enterprises greater than 10000
ha of agricultural land use has also increased from 3.3% in
2006 to 13.4% in 2011. There are the four main factors, which
influence on rapid increase of big agricultural enterprises.
Firstly, the private enterprises in the agricultural sector were
formed, which allowed to merge these forms in the holdings.
Secondly, at that time influential and in lobbying powerful
capital owners emerged in Ukraine, who aimed to multiply
their capital in the long-term perspective. A certain number of
large capital owners were from the food industry. They were
interested in the vertical integration of agricultural producers
to minimize costs. Thirdly, the lack of appropriate institu-
tional and legal conditions for the fully-fledged agricultural
land market leads to the opportunity to develop lease market
and to lease land for low costs and, consequently, making the
agricultural land of unlimited production resources (Oliynyk,
2011). In addition, among the reasons for their rapid increase
are migration of labour from rural areas and greater avail-
ability of land with opportunities for further large agricultur-
al enterprise concentration. Finally, in privatisation of some
agricultural enterprises has been engaged also foreign capi-
tal through stock exchange markets (Balmann et al., 2013).
Stock exchange markets are one of opportunities for access
of capital, which is needed for investments and technological
advancements of large commercial agricultural enterprises.
In comparison with Ukraine, Slovenia is a relatively small
country and farms are much smaller (Bojnec et al., 2013). Un-
like in Ukraine, in Slovenia are prevailing family farms. The
average farm size in Slovenia is around 6.4 ha of utilized ag-
ricultural area (UAA) and there are only around 100 farms,
which are bigger than 100 ha of UAA. This evidence clearly

confirmed substantial structural differences between farms
in Slovenia and Ukraine: first, Slovenian farms are family
owned and operated farms, and second, they are much small-
er by land size than in Ukraine.

Such differences in the agricultural land farm structures
affect the financing of farms of the analysed two countries.
Bank loans are the major source of finance for agricultural
enterprises in Ukraine (EFSE, 2012), while own financial
sources from sale of products, subsidies and off-farm incomes
for farm investments by family farms in Slovenia (Bojnec
and Latruffe, 2011, 2013; Bojnec and Fertd, 2013) (Table 2).

Ukraine is rare countries in Europe with agricultural pro-
ductivity higher in agriculture than in the rest of the econo-
my. As can be seen from Table 3, the share of employment
in agriculture in the economy in Slovenia is higher than in
Ukraine by about 2 percentage points. In addition, the percent-
age of employment in agriculture in the Ukrainian economy
decreased from 8.8% in 2006 to 5.9% in 2011. This declined
has been caused by the increasing role of the large agricultural
enterprises (agroholdings of the average size more than 50000
ha), which have implemented new advanced technologies on a
large-scale farms. Consequently, these large-scale agricultural
enterprises in Ukraine have shed the labour, which has also mi-
grated out of the rural areas and to abroad. On the other hand,
the share of value added of agriculture, forestry and hunting in
the gross domestic product of the Slovenian economy is much
lower than in Ukraine by 5-7 percentage points. This compari-
son clearly indicates that labour productivity in agriculture in
Slovenia is much lower than in the rest of the Slovenian econo-
my, and vice versa in Ukraine, where agricultural productivity
is higher than in the rest of the economy.

Table 2
Agricultural holdings by size classes of utilized agricultural area (UAA) in Slovenia
2000 2005 2010
Size classes of UAA (ha) area agricultural area agricultural area agricultural
oldings oldings oldings
000ha | (in000 000 ha (in 000) 000 ha (in 000)
Total 485.9 86.5 485.4 77.2 474.4 74.6
<1 4.5 8.0 3.0 5.8 4.1 8.2
lto<5 123.0 45.4 110.8 40.1 101.1 37.5
S5to<10 155.3 22.1 139.3 19.8 122.8 17.5
10to <15 82.9 6.9 76.6 6.4 69.7 5.8
15to <20 38.2 2.2 41.5 2.4 39.8 2.3
20to <30 29.9 1.3 40.5 1.7 459 1.9
30 to <50 13.8 0.4 26.3 0.7 343 0.9
50 to < 100 6.4 0.1 13.8 0.2 24.0 0.4
>=100 31.9 0.07 33.6 0.1 32.8 0.09

Source: SORS (2012)
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Financial system in agriculture in Ukraine

The financial system is understood how farms meet their
financial needs through the financial sector, directly with oth-
er economic agents and through the budgetary system. Thus,
we analyse the main suppliers of agricultural finance.

Figure 2 indicates the share of liabilities in the structure of
the balance sheet of agricultural enterprises. They increased
from 27% in 2000 to 45% in 2011. This means that the exter-
nal sources have become very important source of finance for
agricultural enterprises. Therefore, Ukraine can be included
among the countries with the bank-based financial system for
agricultural enterprises, where the banks are the most im-
portant source of finance for the corporate farm financing in
Ukraine. The increasing share of agricultural farms’ liabili-
ties was caused by the introduction of interest rate subsidy
programme on one hand, and the emergence and develop-
ment of large agricultural enterprises on the other. On aver-
age, they have relatively high profitability due to a vertically

Table 3

integrated structure and implementation of new technologies.
Relatively high profitability provides incentives for banks to
allocate their credit portfolio to such large more profitable
agricultural enterprises.

Except for rural households, Ukrainian farms satisfy their
need for finance mainly through commercial banks. Other finan-
cial institutions such as credit unions, leasing companies, insur-
ance companies and other financial markets play marginal role
in funding of farms in Ukraine (Oliynyk and Oliinyk, 2013).

According to the data presented in Figure 2, during the
years 2000 - 2011 there was a positive tendency in the val-
ue of loans in constant prices for lending to agriculture by
commercial banks. The value of loans at constant prices in-
creased by 36 times and it was 25.2 billion UAH in 2011. The
main reasons for the increase in the value of loans have been
the introduction of the interest rate subsidy programme since
2000, the emergence and development of large enterprises,
which have experienced relatively high profitability.

The role of agriculture, forestry and fishing in the economy of Ukraine and Slovenia

‘ 2006 2007 2008 2009 2010 2011
Ukraine
Value added of agriculture in gross domestic product (%) 8.6 7.5 7.9 8.3 8.7 9.6
Employment in agriculture in the economy (%) 8.8 7.6 6.9 6.6 6.2 5.9
Slovenia
Value added of agriculture in gross domestic product (%) 2.0 2.2 2.0 2.1 2.1 23
Employment in agriculture in the economy (%) 9.3 8.8 8.4 8.4 8.4 8.3
Source: SSSU (2012b) and SORS (2012)
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Fig. 2. Structure of agricultural, hunting and forestry enterprise balance sheets in Ukraine
Source: SSSU (2012c¢)
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On the other hand, the share of agriculture, hunting and
forestry in total loan portfolio of banks has fluctuated during
the years 2000-2011 between 3.7% in 2000 and 7.8% in 2003.
The highest share of agriculture, hunting and forestry in the
structure of the bank loans in 2003 can be explained by sig-
nificant increased in the government support to agriculture
through the interest rate subsidy programme from 120 million
UAH in 2002 to 326 million UAH in 2003. Since 2003, this
share has tended to decline, particularly by the most recent
economic and financial crisis, which has affected the agri-
cultural sector more than some other sectors in the economy.
Therefore, in a spite of the increase in the value of loans to ag-
riculture, hunting and forestry in constant prices, their share
in total bank loans has declined or stagnating (Figure 3).

In a spite of the increasing value of loans to agriculture
in both current and constant prices, the agro-finance supply
of about UAH 34 billion failed to meet short-term demands
by agricultural farms, which is estimated at UAH 96 billion
(EFSE, 2012). The main obstacles of agricultural lending de-
velopment in Ukraine are on the supply-side, on the com-
mercial banks, which are facing the lack of specialized risk
assessment tools to be used in evaluating business strategies
and loan applications of farms. Most of commercial banks
due to the lack of understanding of the specificities of agri-
cultural production and the inability to adequately assess the
risks associated with farming activities and farmers, they re-
sort to higher interest rates, which in turn lead to a reduction
in the demand-side for loans by farms. On the demand-side,

about 35% of all Ukrainian farms are trapped in a vicious
circle of low solvency, low yields, low margins, poor manage-
ment and bad economic performance with low creditworthi-
ness (EFSE, 2012).

Despite the huge natural agricultural factor endowments
potentials of Ukrainian agriculture, commercial banks are
currently with their loans supply focusing only on the larg-
est agribusiness players. According to the assessments by
the Organisation for Economic Cooperation and Develop-
ment (OECD, 2012a), the European Bank for Reconstruction
and Development and the World Bank (EBRD-World Bank,
2009), access to finance is a major obstacle and constraint of
agricultural productivity and growth of agribusiness players
in Ukraine. This is particularly relevant obstacle for small
and medium enterprises (Bojnec et al., 2013).

Financial system in agriculture in Slovenia

The prevailing family farms in Slovenia largely relies on
own capital. Table 4 clearly indicates that total farm liabilities
for most of the farms included in the Slovenian Farm Ac-
countancy Data Network (FADN) are much lower than is the
annual total farm output. Total farm liabilities are defined as
value at closing valuation of total of long- , medium- or short-
term loans still to be repaid. Total farm output is defined as
total farm output of crops and crop products, livestock and
livestock products and of other output. The ratio of total farm
liabilities to total farm output for the Slovenian FADN sam-
ple of farms decreased rapidly from 75.6% in 2004 to 29.7%
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Fig. 3. The loan portfolio of commercial banks to agriculture, hunting and forestry in Ukraine,
in constant prices of the year 2000*
*Loans deflated using price indices for industrial production (2000 = base period).
Source: National Bank of Ukraine (2012)
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in 2005, and later stabilized at 16.8% in 2010. In addition to
the changes in the FADN sample size and its farm structures,
this reduction can be explained on the farm demand side by
the entry of Slovenia into the Common Agricultural Policy
(CAP) of the EU with a greater shift of policy support from
market price support to direct payments on one hand, and
by possible supply-side effects by banks, which less their
credit potential allocated to agriculture. Particularly during
the most recent years, the Slovenian banks, particularly state-
owned banks, in general have faced difficulties to serve the
economy, including agriculture, with loans.

The Slovenian FADN farms are also relatively less indebt-
ed. Total farm liabilities to total farms assets were around 2.5%
for the sample of the Slovenian FADN farms during the years
2004-2010 (Table 5). As total farm assets are taken into ac-
count only fixed assets and current assets in farm ownership.

Government support to agriculture

Different indicators can be used to evaluate and compare
the developments in government transfers and the distribu-
tional effects from agricultural policies. The Organisation for

Economic Co-operation and Development (OECD) uses in-
dicators of agricultural support, which are comparable over
time and between countries. Among the most popular is Pro-
ducer Support Estimate (PSE), which measures the annual
monetary value of gross transfers from consumers and tax-
payers to agricultural producers, measured at the farm-gate
level, arising from policy measures that support agriculture,
regardless of their nature, objectives or impacts on farm pro-
duction or income. PSE values are calculated by adding to the
market price support the value of transfers to producers from
other policies (OECD, 2011).

The publication of internationally comparable PSE figures
has increased transparency on the nature and incidence of
agricultural policies in OECD countries. In addition to the
OECD countries, the PSEs have been also calculated for some
emerging economies such as Brazil, China, Russia, Ukraine
and South Africa.

The PSE concept has also contributed to establishing a
base for internationally binding commitments on domestic
support measures through the Aggregate Measure of Support
(AMYS) in the Uruguay Round of trade negotiations of the

Table 4
Total farm liabilities to total farm output for the Slovenian FADN sample of farms
OIBI;ler;l\l/a:tri c?rf s Mean Standard Deviation Minimum Maximum

2004 494 0.7562 72 958 0.0000 1555711
2005 658 0.2966 0.8967 0.0000 160 000
2006 723 0.2712 0.8616 0.0000 113 979
2007 747 0.1683 0.6491 -0.0344 125 561
2008 821 0.1359 0.3885 0.0000 57 676
2009 856 0.1527 0.4958 -20 234 71 449
2010 956 0.1683 0.6168 -0.7832 94 524
2004-2010 5255 0.2462 23 280 -20 234 1 555711

Source: Slovenian FADN data sample

Table 5

Total farm liabilities to total farms assets for the Slovenian FADN sample of farms

OIt\)I;lerII‘l\IIDES;E (?nf s Mean Standard Deviation Minimum Maximum

2004 494 0.0359 0.0670 0.0000 0.4965
2005 658 0.0319 0.0706 0.0000 0.8109
2006 723 0.0267 0.0662 0.0000 0.7862
2007 747 0.0228 0.0597 0.0000 0.8648
2008 821 0.0208 0.0519 0.0000 0.5752
2009 856 0.0215 0.0545 0.0000 0.4428
2010 956 0.0228 0.0667 0.0000 0.8081
2004-2010 5255 0.0252 0.0624 0.0000 0.8648

Source: Slovenian FADN data sample
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World Trade Organization (WTO). The summary measure,
the relative PSE or %PSE (expressed as a percentage of the
gross support transfers to farmers in the value of the farm-
ers’ gross receipts), is frequently cited in the international de-
bate on agricultural policies, and used as a yardstick of policy
“misconduct”, i.e., unfair competition with farmers in unsub-
sidizing countries (Blandford et al., 2008).

The percentage PSE (%PSE) is often used for international
comparisons. A %PSE of 20% means that 20% of gross farm
receipts come from transfers due to policy measures support-
ing producers. A % PSE of 0% indicates that the estimated
aggregate value of transfers to producers from consumers
and taxpayers is zero. A %PSE cannot be higher than 100%,
at which level all farm receipts come from policy measures,
with no returns from the market (OECD, 2011).

Figure 4 compares the %PSE between the EU and Ukraine
over time. Three main features are evident. First, the govern-
ment transfers to farms in Ukraine average have been rela-
tively lower than the government transfers from consumers
and taxpayers than for the EU’s farms. Second, there has been
convergence in the %PSE as the government support to agri-
culture in the EU has declined, particularly since the EU en-
largement from 33% in 2004 to 20% in 2010. While the %PSE
for Ukraine oscillates by individual years, since 2004 it tends
to increase a slightly closer to the EU levels. Finally, the higher
volatility in the % PSE in Ukraine over time implies unsystem-
atic government supports to agriculture with a lack of stabil-
ity of agricultural policy in Ukraine. A substantial volatility in
government support to agriculture in Ukraine in comparison
with the EU in the case of Ukraine confirmed that the exis-

tence of budgetary spending and its growth could not guaran-
tee stability in government assistance to agriculture, if there
are some other ad hoc policy measures (Figure 4).

Figure 5 presents the composition of the PSE in Ukraine
during the years 2000-2010. According to this data payments
based on output (mainly for livestock products) and input sub-
sidies were Ukraine’s principal instruments of government
support to agriculture, especially during the years 2007-2010,
where they accounted for a slightly more than 70% of the
Ukrainian PSE. The bulk of this support is based on budget-
ary revenue foregone as opposed to actual budgetary spend-
ing. This is implemented through specific procedures to use
the Value Added Tax (VAT) due from agricultural producers
and processors (Kvasha and Oliynyk, 2011; Oliynyk, 2012).

Market price support has significantly affected the total
amount of the Ukrainian PSE as only this component of the
PSE has been subjected to negative values as the impact on
PSE due to lower domestic than world prices for some agri-
cultural products. For comparison, in OECD countries mar-
ket price support has been recorded as a positive value, which
has amounted between 44 and 60% of total PSE. In Ukraine
only in 2001, 2005-2006 and 2009-2010 domestic prices ex-
ceed world prices of agricultural products, which are consid-
ered for the PSE calculations. The market price support in
Ukraine was close to zero in 2000, and 2002-2003. The main
strategic objective of Ukraine should be development and
implementation of long-term strategy of agricultural and ru-
ral development that would allow carrying out a transparent
agricultural policy focusing on a greater stability and sustain-
ability in competitive agricultural and rural development.
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Support to Slovenian agriculture has always been relative-
ly high (Bojnec and Swinnen, 1997b; OECD, 2001; MAT and
AITS, 2012), while the international competitiveness of Slove-
nian farms relatively low (Bojnec, 2001; 2002) with implica-
tions for Slovenian agricultural accession to the EU (Erjavec
et al., 1999; Bojnec and Miinch, 2001; Regorsek et al., 2011).

During the pre-accession period to the EU membership in
2004, the percentage PSE for Slovenian agriculture was close
to the EU levels (Figure 4 and Table 6). During that period

most of support to agriculture was through market price sup-
port or higher domestic than world market prices.

With the entry of Slovenia in the EU in 2004, Slovenia
has adopted the CAP of the EU and adjusted its policy imple-
mentation to the CAP. The market price support has declined,
while the budgetary support for agriculture through financing
and co-financing with EU funds has increased up to the eco-
nomic recession in 2009 and since then has declined (Table 7).
The relative importance of budgetary support for market

Table 6
Aggregate Producer Support (PSE) Estimate for Slovenian agriculture during the pre-accession period
1992 1993 1994 1995 1996 1997 1998 1999
Percentage PSE 35 28 32 37 29 37 46 52
% of market price support 78.2 79.8 84.1 85.8 81.3 82.6 84.9 85.2
% of budgetary support 21.8 20.2 15.9 14.2 18.7 17.4 15.1 14.8
Source: OECD (2001, p. 120 and p. 122)
Table 7
Budgetary payments for support to agriculture in Slovenia (million euro), 2007-2011
| 2007 | 2008 | 2009 2010 2011
ggﬁ lgtgg{lrsgglgg{fr}grﬁggggég‘)“e 313.9 397.6 404.3 3557 348.6
(ilEon Slre B 301 censtant prices)* 484 4181 4216 3633 3486
% for market measures and direct payments to producers 31.0 46.0 443 45.8 46.2
% for rural development and agricultural structural policy 55.9 43.0 44.9 421 41.1
% for general services in support to agriculture 13.1 11.0 10.8 12.1 12.7
Total (%) 100.0 100.0 100.0 100.0 100.0

* Deflated by the harmonized consumer price index (2011=100).
Source: MAT-AIS (2012)
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Fig. 5. The structure of the PSE in Ukraine during the years 2000-2010
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measures and direct payments to producers has increased,
but with considerable changes in the structures. The mar-
ket support measures have almost disappeared since 2007.
At the same time, there has been a substantial switch from
farm payments coupled to production to direct payments de-
coupled from production.

The budgetary support for rural development and agricul-
tural structural policy increased up to the years 2007-2009,
when there has been both absolute and relative decline in the
measures for restructuring and for payments to areas with
limited natural factor endowments for agricultural produc-
tion. Payments for ecological measures and measures for
support of rural development have remained at similar levels
or a slightly increased.

A slight increase in budgetary support for general servic-
es in support to agriculture has been due to an increase of
support for control over food safety and food control. On the
other hand, the largest percentage for research, development,
advices and similar services has remained rather stable as it
holds for a relatively smaller share of budgetary support for
other general services.

Conclusion

Historical experience and practice of agricultural enter-
prises in Ukraine and family farms in Slovenia confirm that
their operation and survival have largely been determined by
the existence of state support. Each year the countries spend
a significant part of government budget for different supports
in agriculture. Many small and medium-sized (SME) farms
in Ukraine need input and output market outlets and financial
infrastructure to support their development.

The Ukrainian farms’ investments rely largely on access
to loans and borrowed capital and thus capital market im-
perfections are one of the major constraints that are faced by
farms. In Slovenia, large parts of farm incomes are from gov-
ernment subsidies and off-farm incomes, which can mitigate
capital market imperfections for farms.

Slovenia is a member of the EU. Ukraine can learn from
Slovenia to adopt the EU experience concerning to the issues
that need to be improved in Ukraine, particularly regarding
agricultural and rural development policies and budgetary
support to agriculture.

Slovenia is of interest for Ukraine as a country with devel-
oped small-scale agriculture, which in Ukraine is represented
by a large number of rural households as small family farms.
Consequently, sustainable approach to finance family farms
in Slovenia can be useful for adaptation in Ukraine.

Development and implementation of an effective financial
system for agriculture in Slovenia and Ukraine can optimize

financial resources for agriculture and rural development, and
bring them to a qualitatively new stage of development. Cre-
ation of an effective financial system for agriculture and rural
development requires a set of measures of legal, organization-
al, institutional, financial and economic issues, which differ
between the countries. The implications are for their consider-
ation for creating an effective financial system for agriculture
and rural economy in its sustainable development.
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