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Summary

Agriculture, like all sectors of the economy, needs credit for its development. As it is a sector affected by
the natural phenomena and various other risks, there are specific agricultural credit conditions which are diffi-
cult to meet by most farmers. The credit guarantees schemes in Bulgaria are a comparatively new instrument
in developing agricultural finance. Such schemes supported by governmental program have used in Europe-
an countries a response to difficulties of agricultural holders and processing companies to access bank cred-
its. The article examines the key issues which are taken into consideration to gain access to credit and dis-
cusses the various financial products for financing the agriculture, including schemes and instruments devel-
oped by the European Union Commission and European Investment Fund. It also provides a review of agri-
cultural Credit Guarantee scheme and its role in improving assess to agricultural credits by showing that these
schemes provide loans to small and medium processing enterprises and mainly beneficiaries under the Rural
Development Program. The schemes were created with the aim of overcoming the lack of financial resources
for small and medium-sized business and to reverse the economic down trend. The Guarantee scheme ap-
plied in Bulgaria is successful, but it does not solve the problem of insufficient investment for small holders and
micro and small enterprises.

Key words: agricultural credit, asymmetric information, sustainable rural banking, guarantee scheme,
EU financial instruments, Rural Development Program

duHAHCHPAaHe HA CeJICKOTO CTONMAHCTBO: POJisl U e(peKT OT cXeMuTe 32
rapaHTHpaHe

Jou. n-p CBETJIAHA AJIEKCAHIPOBA
Ynueepcumem 3a nayuonanno u céemosno cmonancmeo — Cogus, bvaeapus

Pesrome

CenckoTo CTONaHCTBO KaTo BCEKU CTOMAHCKN CEKTOP Ce Hyxxaae oT chmHaHcupaHe. To3n cekTop e noa-
NOXEH Ha pasnuyHM PUCKOBE, YSI3BUM € OT MPUPOSHUTE SBMEHUS U OT KNMMaTUYHUTE NpoMeHn. CxeMuTe 3a
rapaHTupaHe Ha KpeMTu ca CPaBHUTENHO HOB MHCTPYMEHT 3a noAnomaraHe Ha (oUHaHCMPaHETO, KOWTO ce
npunara B Bbnrapus ot MrHanusa nporpameH nepuog. MNMogobHu cxemu ce nanonaeat ¢ NOAKpena Ha Abp-
xaBaTa B EBponerickute cTpaHu 3a npeofornsiBaHe Ha 3aTpyaHEHUs Ha 3eMeernCcK1Te NPOM3BOAUTENM U Ha
npepaboTBaTenHu NpeanpusTua 3a 4ocTbN Ao 6aHkoBU kKpeanTu. HanpaBeH e npernes Ha rapaHUMoHHaTa
cxema 1 e u3TbkHaTa ponsta i 3a nogobpsiBaHe Ha KpeAMTUPaHETO, 3a OCUrypsiBaHe Ha 3aeMu 3a Marsku u
cpenHu npepaboTBaTenHy NpeanpusaTUst u npeaumHo 6eHeduumeHTn no MNporpamara 3a pasBuTUE Ha cen-
ckuTe pavioHu. [apaHuuoHHaTa cxema, npunoxeHa B bbnrapus, cb3gazeHa c Len npeoaonsiBaHe Ha nunca-
Ta Ha (bMHAHCOBY pecypcu 3a Marku 1 cpegHu NpeanpusaTus, e ycnewHa u npeobpblya TeHAeHUnsTa KbM
HapacTBaHe, HO He peluaBa npobnema c HeJOCTMra Ha UHBECTULLMK 3a MankuTe 3eMeaeriCK1 CTOMaHCTBa U1
3a MUKPO- 1 Marnku npeanpusaTus.

Knroyoeu dymu: cenckoCcTonaHcku KpeauT, acuMeTpuyHa MHopMaLms, YCTOMYNBO CENCKO
DOaHkupaHe, cxema 3a rapaHTupaHe, UHaHCOBMK MHCTPYMeHTH Ha EC, MNMPCP
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1. Agricultural lending and asymmetric
information

The 2008 economic and financial crisis led
to a sharp drop of investment across Europe. In
particular, the crisis hampered the investments in
small and medium business (SMEs) and innova-
tion and SMEs financing. In fact in Europe their
investment is 15% below pre-crisis levels', which
is alarming since agricultural development is a
fundamental component of the rural areas de-
velopment, social welfare and poverty reduction.
One of the ways to cover the investment gap is
to promote funding by applying the appropriate
financial instruments. However, the uncertainty
and credit restrictions are more prevalent in the
agricultural sector than in other sectors. The risk
for financial institutions is greater and therefore
SME:s often fail to satisfy the required criteria to
gain access to credits.

The proper loan structure for agriculture re-
quires understanding of the borrower and bor-
rower’s operations, the loan purpose and credit
risks. The loan transaction requires detailed in-
formation for the borrower and for the project ap-
plied for financing. It is crucial for the banks to
know the viability of the project, the project pur-
pose and creditworthiness of the borrower. The
banks are also interested in net return of loans,
collateral assets, present and future cash flows
and other borrower characteristics.

The probability of default in agriculture is
larger than in other economic sectors because of
a range of factors which have an impact on the
crop production and agricultural yield. The risks
in agricultural loans are associated with the fi-
nancial statement of the agricultural holders. For
that reason the access to loan is limited for small-
holder farmers as well as micro and small enter-
prises. The risk of default stems from uncertainty
and information asymmetry.

The agriculture sector is very specific, its
profit and performance depend on, among oth-
er things, climate changes and natural disasters.
Farmers and agricultural companies are exposed
to considerable risks due to seasonal income,
price fluctuations for inputs and products or crop
failure. Moreover, various types of risks have an
! Eurostat.

impact on the solvency of the agricultural hold-
ers and companies. These risks are classified as
follows:

* Production risk relates to an instable crop
yield and to reduction of the livestock produc-
tion, it is due to weather conditions, unexpected
climate change events.

* Market risk relates to the volatility of the
commodity prices of the agricultural products on
market.

* Financial risk relates to the ability to invest
and to avoid bankruptcy.

* Legal risk concerns the legal stability and
changes of the legislation.

 Environmental risk is understood as the risk
of future adverse consequences of encounters
with nature. The uncertainty arises from weather
related factors and climate change factors.

* Human resources risk concerning to sus-
tainable work force and capacity of the human
capital in agricultural business.

The trust in provision of credit is a behavior
between borrowers and lenders, but it is defined
by the level of uncertainty. The level of uncer-
tainty instigates asymmetric information within
adverse selection and moral hazard. The asym-
metric information causes inefficiency of the ag-
ricultural credit markets. The agriculture is vul-
nerable to climate change and the cash flows are
hard to predict. The banks do not make differen-
tiation in evaluation between business assets and
agricultural assets. The requirements for the col-
lateral in agriculture sector create irrational be-
havior between lenders and borrowers.

Rothschild (1976) and Stiglitz (1976)* have
stressed the key role of asymmetric information
in credit markets for generating market failures
such as credit rationing, financial risk, and de-
mand of credit from small and medium farms,
pricing of risk and to a certain extent market
breakdown. The 2008 financial crisis demon-
strated that the problems of asymmetric informa-
tion consist of two elements: (1) adverse selection
and (2) moral hazard.

% Rothschild, M. and J. E. Stiglitz, “Equilibrium in Com-
petitive Insurance Markets: An Essay on the Economics of
Imperfect Information,” Quarterly Journal of Economics,
1976, 90 (4), 630-649
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Adverse selection occurs because of asym-
metric information between the creditor and the
borrower. The creditor does not have accurate
knowledge of the production of the agricultural
products and of the estimated value and liquidi-
ty of agricultural assets. The adverse selection in
agriculture lending market arises because of the
imperfections in the agriculture sector including
uncertain crop incomes, vulnerability to the cli-
mate change, low liquidity of the agriculture as-
sets and low productivity. Imperfections are also
due to the specific production process, the impact
of the weather, diseases and pests. The banks
select agricultural borrowers according to their
credit history and collateral capability; however
the banks can not properly assess the borrower
performance.

Moral hazard problems mainly arise when the
creditors do not correctly evaluate the possible
return of investments. The creditors approve the
loans after evaluation of the future possible cash
flow of the farmers’ activities. However, agricul-
tural farms are not obliged to publicly disclose
financial balances and this somewhat limits the
analysis.

The loan transactions in agriculture are more
complicated due to uncertainty of the creditwor-
thiness of agricultural holders and food process-
ing companies. The transaction costs in lending
of agriculture costs are not similar to the tradi-
tional lending for business, because of the high
costs for monitoring and screening the current
development of the farmers and agricultural com-
panies and returns of the credits.

The banks consider agricultural holders as
high risk clients. The financial institutions of-
fering credit products to agriculture have per-
ception of non-repayment due to sector-specific
risks, insufficient knowledge in managing trans-
action costs and lack of liquidity to cover the de-
fault risk.

The banks are usually more inclined to deliv-
er credits to larger farms, because of their abili-
ty to manage the risk is better than smaller farms
and the probability of default is less. The imper-
fection of the credit market leads to increase the
transactions costs. The high transactions costs
are the main reason for farmers to avoid lending
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from bank sector and, as a result, they look for al-
ternatives for financing, such their own resourc-
es, lease and others.

2. Review of the agricultural credits in
Bulgaria

The rural regions in the EU represent 52% of
its territory and 23% of its population®. The main
sources for funding agriculture are direct pay-
ments ensured by the European Guarantee Ag-
ricultural Fund, investments offered by the Ru-
ral Development Program (European Agricultur-
al Fund for Rural Development) and private re-
sources from banks.

Membership in the EU and public subsidies
from EAGF and EAFRD has driven investment
process. The Rural Development Program (RDP
2014-2020) contributes substantially to the re-
newal of fixed assets and technological modern-
ization, increase of the scale of agricultural pro-
duction and develops economic activities oth-
er than agriculture in rural areas. The RDP pro-
vides investments for modernization and tech-
nological innovation of agricultural holdings,
however this financial support is not enough and
farmers and generally need additional funding.
The agricultural holders need financing in order
to ensure availability of cash flows to cover nec-
essary expenses for implementing and executing
projects. The farmers and food processing com-
panies, who are beneficiaries of Rural develop-
ment Program (RDP) supported from several re-
sources: own sources, public subsidies, nation-
al state programs, loans. The Institute of Agri-
cultural Economics studied the impact of the in-
vestments on the economic viability of agricul-
tural holdings®. The research survey showed the
largest percentage (41%) of the respondents have
indicated as a source of funding rural develop-
ment program, (31%) prefers own funds and only
(15%) of respondents could use bank loans.

The main sources of financing for the agricul-
ture sector include commercial banks, State Fund

3 EU Commission, Eurostat.

4 Research project “Influence of the investment support on
the economic viability of agricultural holdings”, Institute
of Agricultural Economics 2016.
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Agriculture, lending cooperatives and the funds
of the Common agriculture policy. The lending
products for the agricultural sector have been de-
veloped in parallel with the introduction of the
CAP in Bulgaria. The expansion of the credit
could cover the gap of necessary funding. The
agricultural lending includes a package of differ-
ent financial products, which are offered by the
Bulgarian commercial banks. The banks consid-
ered the contract for public subsidies as collater-
al. The loans for agricultural producers are op-
portunity for an application of the vital invest-
ment projects, since 2013 the demand for cred-
it has increased and the trend has turned to up-
ward.

The bank started to deliver flexible credit prod-
uct, which correspond to the needs of the fram-
ers. The most of the bank accepts the EU public
subsides as collateral.

The credit policy of banks to farmers was
made on the basis of a questionnaire study. The
aim of the study was to collect information for
types of credits offered by banks. The banks of-
fer credit for working capital 35% of the credit
portfolio, investment loans are (23%) and leasing
financing reaches 10%. The guarantee scheme
loans in the bank’s portfolio are 7%.

The agricultural farmers prefer working cap-
ital loans for filling the capital gap and to satis-
fy the needs of seeds, fuel, fertilizers and other

guarantee
scheme loans
7%

Investment
loans
23%

Fig. 1. Types of credits offered by banks

Source: Questionnaire study.

products used for harvest. The banks offer leas-
ing for acquisition of agricultural machineries
and equipment, however it is less than the sup-
ply of investment loans. The commercial banks,
which were included in survey, point out that they
have approved the following types of loans: 20%
of the total credits are overdraft loans, the high-
est the share of loans is for working capital 40%,
guarantees credits are 7%.

The access to agricultural credit increases the
capability of the farmers with limited savings to
meet their demand for productive investments
and farm inputs.

While the created Guarantee scheme contrib-
utes to the increase of the credits for the benefi-
ciaries within the RDP, bank lending to agricul-
tural holders and beneficiaries remains difficult.

Funding scheme for farmers was developed by
the Paying Agency through targeted short-term
loans to cover current needs and loans to sup-
port the implementation of the investment proj-
ects. The scheme aimed to refinance loans to ag-
ricultural holders and enterprises with approved
projects under the RDP measures. The beneficia-
ries have access to bank loans. Thus the scheme
contributes to improving the absorption of funds
of the RDP. The supporting credit schemes have
been developed in the following areas: invest-
ment in activities creation; restoration and culti-
vation crops; investments in greenhouse produc-
tion; investment in livestock farms and for indi-
viduals with approved projects under the RDP.

Agriculture householders used credits for in-
vestments and for carrying out both individual
business projects and investment project approved
by the RDP. The data below shows constant up-
ward trend of lending to agricultural holders.

The total amount of loans to businesses in
2015 decreased from 31.102 billion BGN at the
end of 2014 to 30.614 billion BGN in 2015 but the
agricultural loans grew from 1.552 billion BGN
to 1.747 billion BGN, an increase of 8.8%. The
net lending increased by 115.5 million BGN, or
7.15% within a year. In 2015 the amount of loans
granted by commercial banks to the “Agricul-
ture, forestry and fishing” sector amounted to
3.58% of the total value of the loans to non-finan-
cial corporations.
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The agriculture received more loans compared
to mining industry and electricity production in
2015. While the total amount of loans to busi-
nesses in 2015 declined from 49,486,504 BGN in
2014 to 48,756,430 BGN in 2015, the agricultur-
al loans grew in the same period from 1,552,558
BGN to 1,747,782 BGN, a growth of 8.8%, and
compared to 2012 the increase is around 25%.
The credits in range 100,000 — 1 million slight-
ly increased.

The number of credits has increased by 22%
in the period 2012-2015. In 2015 the amount of

loans granted by commercial banks to the “Ag-
riculture, forestry and fishing” sector was 3.58%
of the total loans to non-financial enterprises. In
2015 the credits sized 250 000 — 500 000 BGN are
approximately 15.8% of the total loans to non-fi-
nancial enterprises, the loans sized over 500 000
BGN are 14.89% of the total amount of loans to
non-financial enterprises, the loans sized over 1
million is 10.43% of total loans to non-financial
enterprises.

A steady growth in loans is observed. In 2015
the share of the overdraft credits in the total cred-
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Fig. 2. Structure size credits (Thousands BGN)

Source: BNB.
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Source: BNB.

it amount is 8.78%, the share of the credits up to 1
year in the total credit amount is 12.6%, the share
of the credits up to 5 year in the total credit amount
is 7.8%. The demand of short-term credits is high-
er than long-term credits. The food processing in-
dustry loans for the last four years ranged between
6 billion and 7 billion BGN. The Loans to the ag-
ricultural sector is on average 20% to 30% of the
loan portfolio of commercial banks.

The agricultural farmers seek working capital
loans and loans for carrying out the approved in-
vestment projects. The supply of loans increased
as a result of the high liquidity of the banks and
newly-established guarantee scheme of the Na-
tional Guarantee Fund.

Cost of acquisition of long-term fixed assets
since 2011 shows a steady growth. The structure
of gross formation of equity in agriculture dem-
onstrates that in the period 2007-2013 invest-
ments were mainly in machinery and equipment,
and in 2013 they represent around 54%. Invest-
ment subsidies paid under measure 121 “Mod-
ernization of agricultural holdings” in the period
until December 2015 represent 31% of the total
investments in the period 2007-2015.

As a result, the credit market for agriculture
became more competitive; the commercial banks
developed specific agricultural financial products
aimed to meet the increasing demand of cred-
its and offering credits in more favorable condi-
tions. Working capital loans offered by commer-

cial banks are with respective ceiling for a short
period, with lowered requirements for collateral.
Credit expansion is due to excess liquidity, de-
posits growth, the profit margin and increasing
demand of credits. The banks are willing to pro-
vide credit to larger holders because of their un-
derstanding that the risk is lower when compared
to the risks for small farms and micro enterpris-
es. Despite the growth of loans to farmers the
scarce resources continue to be a serious obsta-
cle for modernizing and upgrading of the equip-
ment and the technological production processes.
Small farmers are extremely reluctant to pledge
land as collateral, but it is very costly to the small
loan sizes farmer and agriculture enterprises.

Most agricultural holders prefer leasing be-
cause the payments are consistent with the cash
flows of fixed annual payment rate and are made
in equal installments. Leasing is a type of di-
rect finance. In the agriculture sector it is used
to finance purchases of land, machinery, auto-
mobiles and equipment. Receivables under lease
payments for 2015 grew by 45% compared to
2014. Finance lease receivables for machinery
and equipment sector are 22.4% of the amount
of leases for 2012. In 2015 receivables leases for
machinery and industrial equipment registered a
trend of decline. The leases for machinery and
equipment are around 40% in 2015. This positive
trend is due to the increase in the supply of finan-
cial leasing firms for agricultural machinery.
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Table 1.
2012 2013 2014 2015
Receivables from lease payments
(thousand BGN) 192093 234073 265519 282492
Receivables under lease agreements for new 30650 20803 31309 3852

business (thousand BGN)

Source: BNB.

Demand of financial leasing for startup busi-
nesses grew by 25% in 2015 when compared to
2012. Receivables under leasing installments for
2015 grew by 45% compared to 2014. The growth
of lease contracts is mainly driven by the imple-
mentation of the investment project within RDP.
The demand of lease is indicative of the strength-
ening of economic activity in the agricultural
sector and of the expression of the demand for
leasing as a tool to finance the purchase of as-
sets in agriculture. The volume of lease financing
compared to the whole credit market in Bulgar-
ia 1s only 5.7%, which means that for every 100
BGN loans to consumers and businesses only 5.7
BGN is leasing.

This positive trend in leasing indicates the re-
vival of the economic activity in the agricultur-
al sector. The demand for leasing grows as it is
the preferred alternative source for financing the
purchase of assets in agriculture. It is a suitable
for the purchase of land, machinery and equip-
ment. The collateral requirement is asset acquisi-
tion through leasing payments, the payments are
fixed at annual rate and usually are in equal in-
stallments. Leasing is more accessible and cheap-
er than bank lending due to the fact that the cost
of leasing transactions are lower comparing to
bank loans.

Summary of the main findings:

* Up growth of the volume of credits for agri-
culture sector;

* Most of the loans are used for equipment, ex-
pansion and reconstruction of farms and holdings;

* Created competitive environment among
banks in terms of lending to the agricultural sec-
tor. Commercial banks offer specialized products
sector with good credit conditions.

* Increased availability of working capital
loans of farmers and food processing businesses.
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* Development of leasing for equipment and
construction of agricultural farms and agricul-
tural enterprises.

* The obstacles for farmers in accessing credit
are mainly due to high interest rates, collateral re-
quirements, lack of credit history and uncertainty
of the crop yield. From the banks’ perspective the
lack of collateral, low profitability and uncertain-
ty of the incomes of the agriculture holders are
determinative of high risk in agricultural loans.

3. Credit guarantee scheme in Bulgaria

The emergence of credit guarantee programs
dates back to the 19th century, and the first
schemes were established in Europe in 1840s.
These schemes were mutual guarantee associa-
tions, whereby groups of entrepreneurs contrib-
uted their own funds to provide guarantees for
each other. Credit guarantee schemes were initi-
ated in many developing countries particularly in
the 1970s and 1980s. However, most of them were
unsuccessful due to the unfavorable institutional,
political and economic environments. In the 1990s
new credit guarantee schemes supported by gov-
ernments were launched around Europe.

The financial initiatives in the EU are directed
to mobilize additional funding from private sec-
tors, such as specialized financial funds and guar-
antee instruments. The common agriculture pol-
icy and rural development policy make signifi-
cant impact on the agricultural development. One
of the main changes is the role of European In-
vestment Bank in application of the financial in-
struments. The Agricultural Guarantee Scheme
was established in 2013. Its goal was to provide
guarantees on loans granted by banks to farm-
ers for agricultural production and agro-process-
ing industry. Portfolio guarantee scheme secure
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up to 80% of each individual loan to be guaran-
teed by the funds from the National Guarantee
Fund (NGF) and the remaining 20% is guaran-
teed by the beneficiary. Commercial banks them-
selves will carry out the whole process of lending
and will receive and process requests for supple-
menting the collateral.

Guarantee schemes under the RDP are aimed
at beneficiaries of the Measure 121 “Moderniza-
tion of agricultural holdings”, Measure 122 ‘Im-
proving the economic value of forests” and Mea-
sure 123 “Adding value to agricultural and for-
estry products” of the program. In 2015 were is-
sued 582 guarantees. The total value of outstand-
ing guarantees was 177 865 394.3 BGN: 127 561
299.39 BGN for beneficiaries under the Measure
121 and 50 304 094.91 BGN for the beneficiaries
of food processing industry eligible under Mea-
sure 123. Credit guarantees under Measure 121
are 19% of the total project costs, the value of the
issued guarantee is about 9% of the total project
cost of the Measure 121. Credit guarantees un-
der Measure 123 is about 30% of the total project
costs, the amount of issued guarantees amount-
ing to 12% of the total paid public expenditure.

The values of projects whose loans are se-
cured by guarantees are over 362 million BGN:
248 million BGN under Measure 121 and 114
million BGN under Measure 123. The average
interest rate on bank loans with guarantees is ap-
proximately 6.87% annually. About 90% of sup-
ported projects for farmers loan size is between
200 000 and 250 000 BGN. During the period of
its existence guarantees issued by GF amounted
to 91 million EUR (180 million BNG).”

3 National Guarantee Fund.

Table 2. Credit Distribution

National Guarantee Fund issued a significant
share of the loans with guarantees for small busi-
nesses, approximately 70% of applications for
credits. The Small and medium enterprises had
sought loans aimed to ensure the implementa-
tion of projects. The guarantees in practice cov-
ers only 16% of each loan, therefore the banks are
not able to improve substantially parameters of
lending and they have no interest in improvement
the requirements of risk management;

Guarantee scheme is easy to implement, low
cost of management and administration, banks
can quickly adapt their systems and procedures
to the requirements for the application of the stan-
dard financial instrument.

The small and medium-sized agricultur-
al holdings and companies in the rural regions,
which do not have high value added and are un-
able to meet the banks’ high collateral require-
ments, are facing serious problems in securing
financing from the commercial banks. There-
fore the beneficiaries having contracts under the
RRDP 20072013 are unable to secure financing
and implement their projects. The use of financial
engineering mechanisms to facilitate the access
to financing for the agricultural sector and for
project implementation, including financial en-
gineering schemes, should continue in the peri-
od 20142020, and their scope should be includ-
ed the investment Measures 4.1 “Investments in
agricultural holdings” and 4.2” “Investments in
processing/marketing of agricultural products”.
It is therefore necessary to extend the scheme in
order to meet the beneficiaries’ needs for financ-
ing economic activities in rural areas.

SME Size of credits Size of the Project amount
guarantees
Micro (up 9 employees) 151295963.82 11 8974 471.84 241 115 263.00

Small (up to 50 employees)
Middle (above 50 employees)
Total

20305 275.38
5673 199.21
228334438.4

14 345093.70
44 545 838.79
177 865 394.33

31275 533.99
90 148 811.48
362 639 608.47

Source: National Guarantee Fund.
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Summary of key findings of the guarantee
scheme (Loss Portfolio Guarantee)

* Reduce the credit cost — do not charge fees
and commissions for guarantee and loans; low
transaction cost for business;

* Create competitive environment for offering
credit products by commercial banks;

* Attract additional private resources to fi-
nance the implementation of investment projects
under the RDP;

* Low moral hazard risk;

* The Guarantee Fund requires to 20% own
resources secured by the borrower;

* The guarantee scheme is not sufficiently tai-
lored to the low liquidity of agricultural, which
is a reason for larger risk of the provision of the
loans. Standard loan conditions back up of the
loan up to 80%.

Concluding Remarks

Agriculture is an essential sector that can gener-
ate added value to the national economy. There are
various ways for financing agriculture including
bank loans; own capital; subsidies; transfers from
the state budget; EU agricultural funds, and so on.

Good practice in some European countries
lead to the establishment of specialised agricul-
tural credit institutions. Specialised credit institu-
tions could take a different form: credit co-oper-
atives, agricultural funds, guarantees funds. The
advantages of these institutions include access to
a cheap credit, low transactions costs, low cost
for monitoring credit default and limit the asym-
metric information problems.

Over the last programming period the guaran-
tee schemes were implemented successfully and
were suitable to support investment in agricul-
ture. Guarantee schemes implemented under RDP
20072013 are useful and necessary to encourage
investment of those beneficiaries who do not have
enough accumulated capital. The guarantee scheme
in Bulgaria provides some solution for the problem
of collateral and high interest rate. As a result of
delays in the launching of the Guarantee Fund (the
fund actually launched 2013) its potential was de-
creased by 150 million EUR. Loss Portfolio Guar-
antee was implemented successfully and it could
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be applied for the current programming period, but
its scope should be expanded. A standard portfo-
lio risk sharing instrument could be used to sup-
port start-ups and micro enterprises. The commer-
cial banks in Bulgaria developed a range of credit
products for small farms and small companies in
rural areas. The credit market for agricultural hold-
ers became competitive and guarantee scheme en-
abled commercial banks to provide credits to farm-
ers on the basis of certificates for approved projects
by the Agency for Payments.

The established guarantee scheme contrib-
utes to expansion of loans in agriculture and to
increase investments. The expected results of the
upward trend of loans are productivity growth,
improving the quality of the agricultural prod-
ucts, and stimulate rural entrepreneurship.
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