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Credit guarantees in Ukraine’s agriculture:
a development mechanism based on international practices

Abstract. The paper deals with the conceptual approaches to the credit guarantee system as an effective
mechanism of state support for agriculture. The importance of introducing a credit guarantee system in
Ukraine and creating the Fund for Partial Credit Guarantee in Agriculture, a specialized non-banking financial
institution, is emphasized. This will help to overcome obstacles to crediting small and medium agricultural
enterprises. The authors have analyzed global credit guarantee schemes.

The purpose of this paper is to develop proposals for amendments to the Draft Law «On the Fund for Partial
Credit Guarantee in Agriculture», in particular a need to provide legal grounds for non-banking financial
institutions, the form of business entities, their mission, criteria for agricultural subjects eligible for partial
credit guarantees, financing of the relevant institutions and defining the related management bodies, as well
as bodies of state regulation and supervision.

The problem statement is attributable to the fact that the effectiveness of institutions providing credit
guarantees for small and medium enterprises in agriculture plays animportant role in the national economies
of most countries.

The authors have proposed an approximate financial model of the Fund for Partial Credit Guarantee in Agriculture
and made the required economic calculations. Thus, with an initial authorized capital of EUR 10 million, the
Fund for Partial Credit Guarantee in Agriculture, with 50% coverage, is able to provide guarantees for the
purchase of 25 thousand hectares of arable land by small and medium enterprises at an average cost of
EUR 820/ha, taking into account the average normative monetary assessment of agricultural land by regions.
Consequently, credit enforcement will allow banking institutions not only to balance credit risk, but also to
open access to small and medium agricultural enterprises to bank crediting to the extent necessary for the
purchase of agricultural land and investments in production.
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Crapopny6ues A. A.

DOKTOP I0pUanyYHMX HayK, OOUEHT, npodecop, kadenpa npasa, ryMaHiTapHO-rnpaBoBUin akybTeT,
XapKiBCbKUI HALLIOHANbHNI aePOKOCMIYHUI yHiBepcUTET iMeHi M. €. )XykoBCbkoro, Xapkie, YkpaiHa
Bakan 1O. 1O.

KaHAMOAT IOPUANYHUX HAYK, aCUCTEHT, kadeapa 3eMeNbHOro Ta arpapHoro Npaea,

HauioHanbHUI lopnanYHNIA yHiBepcuTeT iMeHi Apocnasa Mygporo, Xapkis, YkpaiHa

Cucrema KpeanTHUX rapaHTii y CiNbCbKOMY rocnogapcTBi YKpaiHu:

MeXaHi3M PO3BUTKY Ha OCHOBiI MDKHapPOAHOI NPaKTUKU
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AHoTauia. Y crarTi npoaHani3oBaHO KOHUENTyasbHi NigXO0AWM A0 CUCTEMU KPEOUTHUX rapaHTii sk
e(PEeKTUBHOIO MEXaHi3My Aep>XXaBHOI NiATPUMKN CiflIbCbKOro rocnogapcrea. HaronoweHo Ha BaXJIMBOCTI
BNPOBaXEHHS B YKpaiHi CUCTEMU KPEAUTHUX rapaHTiii Ta CTBOPEHHS cneuianidoBaHoi HeBGaHKIBCbKOi
¢iHaHCOBOI yCTaHOBM — POHAY HaCTKOBOrO rapaHTyBaHHS KPeAUTIB Yy CiflbCbKOMY FrOCNOAAPCTBI, OCKiNbKM
LLe CrpusaTUMe NoaofiaHHo 6ap’epiB Ha LWSAXY KPeaUTYBaHHA Manx Ta CePeaHix CiNbCbKOrocnoaapcbkKux
TOBapPOBUPOOHUKIB.

MeToto cTaTTi € po3pobka NPONo3unL;ili WOoA0 BHECEHHS 3MiH A0 3akoHOMNpoekTy «Mpo doHA 4acTKoBOro
rapaHTyBaHHSl KPeauTiB Y CilbCbKOMY rocrnogapcTtBi». HaronoweHo Ha HeoOxigHOCTI nepenbauntn Ha
3aKOHOJABYOMY PiBHI MpaBoOBUIA cTaTtyc HebaHKIBCbKOi (iHAHCOBOI YCTaHOBW; OpraHi3auiiHO-npaBoBY
dopmy; MeTY LOisNbHOCTI, KpuTepii ansa cy6’ekTiB CiNlbCbKOro rocrnoaapcTea, siki MaloTb NPaBo Ha YaCcTKoBe
rapaHTyBaHHSA KpeauTiB; (iHAHCYBAHHS YCTAHOBW; OpPraHu ynpasfiHHS, OEPXAaBHOMO PEryaloBaHHA Ta
Harnsagy.

AKTyasnbHICTb OOCNIAXEHHS 0OyMOB/IEHA TUM, LLO CBITOBA NPaKTUKa CBiAYNTb NPO e(PEKTUBHICTb IHCTUTYTY
CUCTEMUN KPEOUTHUX rapaHTii Yy CifIbCbKOMY rOCMnofapcTBi A9 Maliux Ta cepefHiX nionpueMcTB, SKi
BifirpaloTb BaX/IMBY POJIb Y HaLLiOHANIbHUX EKOHOMIKax BinblocTi aepxas. OTxe, 3a6e3ne4eHHs BUKOHaHHS
KpeanTHMX 3060B’A3aHb JO3BONNTL OAHKIBCbKMM yCTaHOBaM He nuwe 36anaHcyBaTu KPeauTHUN PU3KK,
ane 1 BiIKPWE OOCTYN ManuM i cepeaHiM CinbCbKOrocrnoaapcbknM TOBapOBUPOOHMKAM A0 GaHKIBCbKOro
KpeOuTyBaHHS B HeoOxigHMX obcsarax ansa KymiBfai 3eMefb CilbCbKOroCnoAapCbkoro MPU3HAYeHHs Ta
iHBECTUL, Y BAPOOHUNLTBO.

Knio4yoBi cnoBa: cuctema KpeauTHUX rapaHTiid; rapaHTiinHuiA doHa; HebaHkiBCcbka GiHAHCOBa YCTaHOBA;
diHaHcoBa nocnyra; Kpeaut.

Crapopny6ues A. A.

OOKTOP I0pMaMNYECKNX HayK, AOLEHT, Nnpodeccop, kadenpa npaea, rymMaHUTapHO-NPaBOBOW (pakysbTET,
XapbKOBCKNI HALMOHASbHbLIN a3P0KOCMNYECKNin yHUBepcuTeT nMeHn M. E. XKykoBckoro, XapbkoB, YkpanHa
Bakan 1O. 1O.

KaHOuaart iopuanyecknx Hayk, acCCUCTEHT, kadenpa 3eMesibHOro v arpapHoro npasa,

HauunoHanbHbIN I0PUANYECKNA YHUBEPCUTET MMEHU Fpocnasa Myaporo, Xapbkos, YkpanHa

Cucrtema KpeauTHbIX rapaHTU B CeJIbCKOM X039iCcTBe YKPauHbl:

MeXaHN3M Pa3BUTUS Ha OCHOBE MEeXAYHapOoAHOW NPaKTUKn

AHHOTaumsa. B ctatbe nNpoBeAeH aHann3 KOHUENTyasbHbIX MOAXOA0B K CUCTEME KPEAUTHbIX rapaHTui
Kak 3dPEeKTMBHOrO MexaHu3Ma roCyaapCTBEHHOM MNOAOEPXKM CenbCkoro xo3sancrea. OTmedeHa
BaXHOCTb BHeApPEHUS B YKpauvHe CUCTEMbl KPEAUTHbIX rapaHTuii U Co3JaHus CneuuanmM3vnpoBaHHOrO
He6aHKOBCKOIro GUHAHCOBOrO y4pexaeHus — PoHga 4acTMYHOIO rapaHTUPOBaHUS KPEAUTOB B CE/IbCKOM
Xxo3aKcTee. 3710 OyaeT cnocobCcTBOBATL NPEOA0NEHMIO BapbepoB Ha NYTU KPeaUTOBaHUSA MasibiX U CPeaHNX
CEeJIbCKOXO3ANCTBEHHbIX TOBApPONPOU3BOAUTENEN.

Llenbio cratbn aBngetca paspabotka NPeasyioXEHWn MO BHECEHMIO U3MHEHUA B 3akoHONpoekT «O
®doHpe 4acTMYHOro rapaHTUPOBAHUS KPeOUTOB B CEJIbCKOM XO3S8MCTBE», B YaCTHOCTU, NOOYEPKMBAETCS
HeobX0AMMOCTbL MNPeaycMOTPeTb Ha 3akoHOOATEeSIbHOM YPOBHE MpPaBOBOM CTaryc HeOaHKOBCKOro
GUHAHCOBOrO y4ypexaeHusi; OpraHn3aLmnmoHHO-NPaBoByD GOpMYy; LeNb AeATENbHOCTU; KpUTepum Ans
CyObLEKTOB CENbCKOro X03CTBa, KOTOPblE MMEKT MpPaBO HA YaCcTUYHOE rapaHTUPOBaHME KPEeaWUTOB;
dUHAHCUpPOBaHMeE y4peXO4EHVS; OpraHbl ynpaBneHusl, rocy4apCTBEHHOMO PEryInpoBaHma n Hag3opa.
AKTyanbHOCTb UCClefoBaHUs oOycrioBfieHa TeM, 4YTO MWUpOBas MpakTuka cBuaeTensctByeT 00
3dDEKTUBHOCTUN UHCTUTYTA CUCTEMBI KPEOUTHBIX raPaHTUI B CENbCKOM XO39CTBE A1 MasbiX U CPEeaHNX
NPeanpusaTUii, KOTOPblE UrPaloT BaXHYIO POJib B HALMOHAJbHbBIX SKOHOMMKax OOJbLUMHCTBA rOCYAapCTB.
O6GecneyeHne BbINOMHEHUS KPEOUTHBIX 0083aTENLCTB NO3BOAUT GAHKOBCKUM YYPEXOEHUSM HE TONbKO
cbanaHcupoBaTb KPEAUTHLIN PUCK, HO U OTKPOET AO0CTYN MasjibiM U CPEAHUM CEJIbCKOXO3SMCTBEHHbLIM
TOBaApPONpPOMN3BOANTENSAM K BAHKOBCKOMY KPEOUTOBAHUIO B HEOOXOAMMOM KOJIMYECTBE OJ19 MOKYMNKU 3eMESb
CeJIbCKOXO3ANCTBEHHOIO Ha3Ha4YeHUs U UHBECTULI B MPON3BOACTBO.

KnioueBble cnoBa: cucTema KpPeauUTHbIX rapaHTuii; rapaHTUitHbIi GoHA; HebaHKoBCKoe (PUHAHCOBOE
yypexaeHue; dmMHaHcoBas ycnyra; Kpeaur.

1. Introduction

On 1 July 2021, the Law of Ukraine No. 552-IX «On Amendments to Certain Regulations of
Ukraine on Terms of Transfer of Agricultural Land» adopted on 31 March, 2020, came into force.
Its provisions abolish the moratorium on the sale of agricultural land. However, in order to fully
launch the land market, it is necessary to establish this complex mechanism and to solve a num-
ber of problematic issues at the legislative level. In particular, the unresolved issues today are:
improvement of the system and deregulation in the sphere of land relations; sale of land plots of
state and communal property or rights to them, namely lease, superficies, emphyteusis, through
electronic auctions; creation of the Fund for Partial Credit Guarantee in Agriculture; improve-
ment of quality, accessibility of content and interoperability of cadastral data; implementation of
the National infrastructure of geospatial data; implementation of services for open access to the
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State Land Cadastre; development and implementation of the agricultural register, etc. It should
be noted that mortgage lending and access to funds for small and medium agricultural enterpri-
ses remain extremely important for the functioning of agricultural land turnover.

Despite the significant contribution to the manufacture of agricultural goods, small and me-
dium enterprises have limited access to credit resources. Thus, in order to create conditions for
the stable functioning of the Ukrainian agriculture and support small and medium enterprises,
including farms, by partially guaranteeing the obligations of such enterprises to financial insti-
tutions on credit contracts, it is necessary to create and implement a credit guarantee system
in Ukraine.

2. Brief Literature Review

An analysis of economic and legal scientific literature shows that the theoretical issues relevant
to this topic are considered in the works by well-known foreign scientists such as Honohan (2010),
O’Bryan (2010), Beck (2008), Torfs et al. (2017), Balog (2018), Zander et al. (2013), Madatova and
Kasyanova (2015), Veraksa (2018), Pinkovetska (2020) and others. In Ukraine, there is an expe-
rience in researching the credit guarantee institution, in particular the works by domestic scien-
tists such as Oleinik (2013), Vashchik (2009), Yunko (2014), Bortnikov (2018), Borisov (2016) and
others. Despite numerous scientific studies, the Ukrainian credit guarantee system in agriculture
is not working, which contributes to the choice and relevance of the research topic.

3. Purpose

The purpose of the article is a theoretical and practical study of the legal nature of the credit
guarantee system in agriculture based on best international practices and substantiation of prac-
tical recommendations for assessing the expected result of creating a specialized non-banking fi-
nancial institution - the Fund for Partial Credit Guarantee in Agriculture.

4. Results

4.1. International experience of credit guarantee systems

The credit guarantee system is a common economic policy instrument that facilitates access to
finance for small and medium enterprises in both developed and developing countries. They co-
ver part of the credit risks and therefore provide an incentive for lenders (commercial banks) for
granting funds to those categories of borrowers who would not normally be able to obtain finan-
cing. However, the success of this mechanism usually depends on its structure and compliance
with the needs and goals of a particular state (Veraksa, 2018).

The content of the credit guarantee system is to cover some of the risks associated with len-
ding to the borrower, who otherwise would not be able to borrow funds on acceptable terms due to
perceived high risks or insufficient security. In case of failure to repay the loan, the lender collects
a guaranteed amount from the guarantee fund (Veraksa, 2018). The mechanism of credit guaran-
tees works as follows: the process of obtaining a guarantee begins with a small or medium enter-
prise’s application for a loan in the bank; it is processed and evaluated, while the borrower applies
to the guarantee Fund for a guarantee. If the Fund makes a positive decision, the guarantee is gi-
ven to the borrower and covers the lender with the whole amount or some part of the credit (loan).
If the borrower fails to fulfill its obligations, the bank makes a claim to the credit guarantee system
in order to compensate its losses in whole or in part (Veraksa, 2017). The credit guarantee system
charges a fee for its services, which must cover the administrative costs and the perceived risk of
non-repayment of the credit (loan). The fee is paid by the borrower, the lender or both parties in
the form of one hundred percent prepayment, a series of annual payments during the entire len-
ding period or otherwise (Veraksa, 2018).

Nowadays various credit guarantee systems are used worldwide to support small and me-
dium enterprises in agriculture, with specialized institutions acting as guarantors, that is, gua-
rantee funds, which facilitate access to financing by providing lenders with a guarantee for a
significant part of the debt. For example, in the Republic of Lithuania, since 1997, there is an
Agricultural Loan Guarantee Fund, established in accordance with the Resolution of the Go-
vernment of the Republic of Lithuania «On the Agricultural Loan Guarantee Fund» No. 912 as
of 22 August 1997. Its main purpose is to help economic entities that do not have sufficient
collateral financial resources for the development, creation, modernization and production of
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competitive products, creating favourable loan conditions, pursuing social and political goals

of the state.

In the Republic of Moldova, there is a Credit Guarantee Fund (FGC) established at the expense
of the state budget and operated by the Organization for Small and Medium Enterprises Sector
Development (ODIMM). The state provides financial guarantees to support enterprises wishing to
obtain loans for development, but not having proper collateral, with the state guarantee covering
up to 70% of the cost of the loan (Nikoare, 2018).

During the economic crisis, the Turkish government has decided to stimulate economic growth
by facilitating access to financing for small and medium enterprises. Consequently, on 14 July 1993,
the Turkish Credit Guarantee Fund (Kredi Garanti Fondu isletme ve Arastirma Ticaret Anonim
Sirketi (KGF) was established by the Resolution No. 93/4496 of the Council of Ministers.

For many decades, there have been various guarantee systems in Mexico as well. For exam-
ple, in 1954, the Ministry of Industry established the Fund for Guarantee and Development of Ag-
riculture - FONDO (The Fondo de Garantia y Fomento para la Agricultura) (Zander et al., 2013) to
support micro and small enterprises in agriculture.

In 1977, the Agricultural Credit Guarantee Scheme Fund (ACGSF) was created to support ag-
riculture in Nigeria, with 60% funding from the state budget and 40% from the Central Bank of
Nigeria (CBN). In particular, the Fund provides loan guarantees to agricultural enterprises for the
cultivation of perennial crops such as coffee, tea, cocoa, rubber, cereals, as well as livestock and
livestock production (Zander et al., 2013).

In addition, Agricultural Credit Guarantee Funds exist in Estonia - Rural Development Founda-
tion (RDF), Italy - Italian State Guarantee Fund for Agricultural Credit (ISMEA - Istituto di Servizi
per il Mercato Agricolo Alimentare), India - Credit Guarantee Fund Trust for Micro and Small
Enterprises (CGTMSE), the Netherlands - Sustainable Agricultural Guarantee Fund (SAGF), the
USA - USAID Development Credit Authority (DCA) (Zander et al., 2013), the Czech Republic -
Support and Guarantee Fund for Agriculture and Forestry (SGFAF), Romania - Romanian Rural
Credit Guarantee Fund (FGCR), etc.

Credit guarantees globally are a key policy tool to address the lack of financing for small and
medium enterprises, since such entities and startups are usually limited in their ability to access
credit due to insufficient collateral, limited credit history or its absence at all (Cusmano, 2013).

It is worth noting that the activity of guarantee funds in foreign countries is formed taking into
account the following principles:

1) credit guarantee does not cover interest on loans and penalties;

2) the average amount of guarantee provided by guarantee funds in different countries varies bet-
ween 30% and 80% of the loan amount, yet there are cases, for example, guarantee funds in
Ireland or France which cover 100% of the loan (Chatzouz et al., 2017);

3) terms of credit guarantees are very different and can be granted both for short-term
(up to 1 year) and long-term (over 15 years) credits;

4) activities of guarantee funds are focused on micro, small and medium enterprises;

5) sources of guarantee capital formation are state funds, funds of international organizations or
commercial institutions;

6) operation on a self-supporting basis from guarantee fees (advance and annual), also adminis-
trative fees can be collected to cover administrative costs associated with guarantee activities
(Chatzouz et al., 2017);

7) guarantees are provided on a fee basis; guarantee fees depend on the cost of the loan for which
the guarantee is provided and the term for which the guarantee is provided; as a rule, they are
paid by the borrower, and there are single cases when the fee is paid by the lender or jointly by
both parties (Reichmuth et al., 2006);

8) most guarantee funds are partly or fully exempt from taxes, which is due to the fact that most
of them are in public ownership and carry out the goals of public policy (Chatzouz et al., 2017).
Thus, the credit guarantee system in agriculture is a new tool for our state. Therefore, in order

to create an effective mechanism, it is advisable to study the best world practices and take into ac-

count all the pros and cons.

4.2. Theoretical aspects of establishing guarantee fund of loans in agriculture
On 25 May 2020, the Verkhovna Rada of Ukraine passed the Draft Law «On the Fund for Par-
tial Credit Guarantee in Agriculture» No. 3205-2, according to which it is proposed to establish a
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specialized non-banking financial institution called the Fund for Partial Credit Guarantee in Agri-
culture, which will support small and medium enterprises engaged in agricultural activities through
the partial guarantee of the performance of obligations of such entities under the loan agree-
ments.

The legislative definition of the term financial institution is indicated in Paragraph 1 of Part 1 of
Article 1 of the Law of Ukraine No. 2664-Ill <On Financial Services and State Regulation of Finan-
cial Markets» as of 12 July 2001, according to which it is legal entities which provide one or more fi-
nancial services in accordance with the law and enter the register in the manner prescribed by the
Regulation on the State Register of Financial Institutions No. 41 approved by the National Com-
mission for Regulation of Financial Services Markets of Ukraine as of 28 August 20083.

According to the current legislation, financial services should be understood as transactions
with financial assets carried out in the interests of third parties at their own expense or at the ex-
pense of these persons, and in cases provided by law, at the expense of financial assets attracted
from other persons, in order to make a profit or maintain the real value of financial assets.

The analysis of domestic and foreign scientific literature shows that scholars have different in-
terpretations of the studied category, which is interpreted as:

1) economic activity related to the satisfaction of demand, which is expressed in the transfor-
mation of funds of legal entities and individuals into financial capital in the banking, insurance and
investment markets, as well as in the provision of other financing services, carried out by financial
intermediaries (Podzugyn, 2013);

2) economic transactions with cash, securities and debentures, carried out for a fee by finan-
cial institutions in the interests of customers - consumers, and possible third parties at the own ex-
pense of financial institutions, or at the expense of consumers or third parties, or at the expense of
funds collected from other persons in order to preserve their real value, and in cases provided by
the contract, to generate profits by the consumer (Soloshkina, 2013);

3) the result of interaction between entities in the process when one participant (the financial
service provider) satisfies financial needs of another participant (the consumer of financial ser-
vices, or client) at their own expense, the client’s expense or at the expense of attracted finan-
cial resources of other consumers, in accordance with the current legislation, in order to make
profit, maintain the value of assets, achieve social effects from the sale of such services, etc.
(Dubina, 2016).

Part 1 of Article 4 of the Law of Ukraine (2001) «On Financial Services and State Regulation of
Financial Services Markets» contains an exhaustive list of services that are considered financial,
including the provision of guarantees.

A credit guarantee is a means of sharing risks with credit institutions by compensating (part
of) the losses in the event of failure to repay the loan and support entrepreneurs who have insuf-
ficient collateral or credit history, unable to meet the requirements of the bank granting the loan
(Madatova & Kasyanova, 2015).

As a result of the study of professional literature and approaches to the classification of finan-
cial services, it has been proved that one of the criteria for their classification is the entities that
provide such services - banking or non-banking financial institutions. At the same time, itis worth
noting that the definition of non-banking financial institution has no legislative basis, which is a
certain gap in the current legislation. However, representatives of legal and economic science
have actively researched relevant issues of the definition of the term «non-banking financial insti-
tution», its legal status and role in the financial services market.

Thus, in foreign literature non-banking financial institutions are considered to be financial in-
termediaries that do not have a certain banking license, but provide alternative financial services
(Rateiwa & Aziakpono, 2017).

Domestic scientist Karakulova (2008) defined a non-banking financial institution as a legal en-
tity that, functioning in the financial services market, provides one or more specific financial ser-
vices in order to meet the financial needs of consumers and make profit.

According to Polishchuk (2012), non-banking financial institutions are highly specialized finan-
cial intermediaries that accumulate, convert and direct free cash to business entities in investment
processes in order to either achieve commercial or other effects, or to preserve the value of mo-
ney over time.

Sidelnik (2010) notes that non-banking financial institutions are professional participants of
financial services markets, specializing in the provision of one or more financial services to a
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separate segment of customers by accumulating and placing temporarily free funds of individuals

and entities in the financial market.

Having considered the definitions proposed by scientists and legislative regulation, the fea-
tures inherent in a non-banking financial institution, the Fund for Partial Credit Guarantee in Agri-
culture, indicate that:

1) itis a legal entity registered in the State Register of Financial Institutions of Ukraine;

2) it operates in the financial services markets as a financial intermediary - guarantor;

3) it has special legal capacity, i.e. operates on the basis of the Charter and the relevant license
obtained in the manner prescribed by the licensing conditions of economic activities to provide
financial services (except for professional activities in the securities market), approved by the
Resolution of the Cabinet of Ministers of Ukraine No. 913 as of 7 December 2016;

4) it provides services of a nature - private credit guarantees; it is a means of ensuring the obliga-
tions of small and medium enterprises in agriculture, in order to reduce the risk of their activi-
ties and to ensure the risks of non-performance of contractual obligations or non-repayment of
loaned funds;

5) it is created with the participation of the state and is a certain political instrument to mitigate fi-
nancial constraints for small and medium enterprises in agriculture.

In order to create an effective credit guarantee system in agriculture, it is mandatory to take into
account several key aspects. First and foremost, it is required to specify the goal.

The experience of foreign countries shows that credit guarantee systems are usually created to
support a particular sector of the economy or region.

As today’s realities show, small and medium agricultural enterprises face a number of prob-
lems with lending, namely: high interest rates, lack of interest of banking institutions in lending to
the agricultural sector due to high risk, lack of proper collateral and lending history, etc. All this de-
prives small and medium enterprises of the opportunity to invest in their activities.

Decree of the President of Ukraine No. 837 «On Urgent Measures to Pursue Reforms and
Strengthen the State» as of 8 November 2019 determines the need to introduce mechanisms of
state support to improve the financial solvency of farmers and small agricultural enterprises by
creating a cheaper lending program and credit guarantee mechanisms.

Thus, one of the ways to solve problems in the access of small and medium agricultural enter-
prises to credit resources to replenish working capital and increase the efficiency of economic ac-
tivity is the creation of the Fund for Partial Credit Guarantee in Agriculture. This independent spe-
cialized institution should become a guarantor, which will be a third party in the relationship bet-
ween the banking institution and the borrower.

A transaction for the provision of a credit guarantee is drawn up by concluding an agreement
between the Fund for Partial Credit Guarantee in Agriculture and the creditor bank and shall deter-
mine the scope of guarantee obligations and the procedure for their implementation; the rights,
obligations and responsibilities of the Fund and the creditor; the conditions for the occurrence of
a guarantee case; the term for making payments in the event of a guarantee case; the amount and
procedure for payment for the provision of such a guarantee; the procedure for repayment of debt
to the Fund for the fulfillment of guarantee obligations.

The overdue debt of an agricultural enterprise to the Fund and to the creditor bank on the cre-
dits secured by the credit guarantee shall be collected from such business entities by the credi-
tor bank in accordance with the procedure established by the legislation and the relevant transac-
tion on granting a credit guarantee, with the subsequent transfer of a proportional share to repay
the debt to the Fund.

The next aspect is the target audience, i.e. there should be clearly defined criteria for business
entities entitled to a partial guarantee of fulfilment of obligations under credit agreements. First-
ly, these are business entities - legal entities, natural persons and entrepreneurs carrying out their
activities in the agriculture sector.

Secondly, Article 2 of the Draft Law of Ukraine No. 3205-2 «On the Fund for Partial Credit
Guarantee in Agriculture» stipulates that the Fund aims to support small and medium enterprises
that meet the requirements for micro, small and medium enterprises under the Law of Ukraine
No. 996-XIV «On Accounting and Financial Reporting in Ukraine» as of 16 July 1999. According
to Part 2 of Article 2 of the above Law, microenterprises are enterprises whose indicators on the
date of the annual financial statements for the year preceding the reporting year meet at least
two of the following criteria: the balance sheet asset is up to EUR 350,000, the net income from
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the sale of products (goods, works, services) is up to EUR 700,000 and the average number of
employees is up to 10 persons. Small enterprises are enterprises that do not meet the criteria
of microenterprises and whose indicators on the date of the annual financial statements for the
year preceding the reporting year meet at least two of the following criteria: the balance sheet
asset is up to EUR 4 million, the net income from the sale of products (goods, works, services)
is up to EUR 8 million and the average number of employees is up to 50 persons. Medium en-
terprises are enterprises that do not meet the criteria of small enterprises and whose indicators
on the date of the annual financial statements for the year preceding the reporting year meet at
least two of the following criteria: the balance sheet asset is up to EUR 20 million, the netincome
from the sale of products (goods, works, services) is up to EUR 40 million and the average num-
ber of employees is up to 250 persons.

At the same time, the Commercial Code of Ukraine (Verkhovna Rada of Ukraine, 2003), namely
Paragraph 3 of Article 55 stipulates that business entities, depending on the number of employees
and income from any activity for the year may belong to small enterprises, including micro, me-
dium or large enterprises.

However, EU member states use a different approach to the typology of agricultural enterprises
by farm size, including their classification into small, medium and large. Thus, in the EU, the eco-
nomic value indicator is used for the typology of business entities in agriculture according to their
size. It is based on the economic parameter of standard output (SO) and means the possible va-
lue of production that the manufacturer is able to obtain by operating the available potential and
doing business in a certain region. The economic value of an agricultural farm in the EU member
states is determined based on the data on crop acres livestock using the SO parameter - the value
of standard output per unit of area or per head of livestock. SO parameters are calculated by re-
gions allocated for this purpose. The sum of SO values of certain crop and livestock species cha-
racterizes the total economic size of a farm. Agricultural enterprises are divided into 14 classes ac-
cording to their economic value (Prokopa & Demchak, 2017).

According to Article 403 of the EU-Ukraine Association Agreement (2014), the parties shall
cooperate to promote agriculture and rural development, in particular through gradual conver-
gence of policies and legislation, so it would be appropriate to introduce a European system of
the typology of agricultural enterprises with a definition of their economic value based on the
standard output parameter.

Thirdly, the primary manufacture of agricultural products and agricultural activities are the
main type of activity. At the legislative level, namely the Law of Ukraine No. 771/97-BP «On Ba-
sic Principles and Requirements for Food Safety and Quality» as of 23 December 1997, primary
manufacture is defined as the production and cultivation of products, including harvesting, mil-
king, breeding until slaughter, hunting animals, fishing and harvesting of wild plants. In this case,
the main type of economic activity is considered to be the type of activity of the entity that makes
the largest contribution to the gross value added.

Fourthly, such enterprises own and/or use agricultural land in amounts not exceeding 500 hec-
tares, including land plots that are purchased for money received on credit.

Given the above, in order to clarify inaccuracies and confusion in the terms, it would be appro-
priate to replace in the text of the draft law of Ukraine «On the Fund for Partial Credit Guarantee in
Agriculture» the part stating «business entities that are eligible to partial guarantee of credit agree-
ments are agricultural enterprises». The most appropriate term in this case is provided in para-
graph 14.1.235 of clause 14.1 of Article 14 of the Tax Code of Ukraine (Verkhovna Rada of Ukraine,
2010), which defines agricultural enterprise as a legal entity regardless of the organizational and
legal form or an individual entrepreneur, who is engaged in the manufacture of agricultural pro-
ducts and/or breeding, growing and catching fish in inland waters (lakes, ponds and reservoirs)
and its processing on their own or leased facilities, including self-produced raw materials on toll
terms, and performing operations on its delivery.

An important aspect of creating an effective mechanism for credit guarantee in agriculture is fi-
nancing. As the experience of foreign countries shows, credit guarantee funds are financed pri-
marily by the state.

It should be noted that according to Article 4 of the draft law of Ukraine «On the Fund for Partial
Credit Guarantee in Agriculture» the authorized capital of the Fund is formed at the expense of the
state budget and funds of its participants. At the same time, the state share in the authorized ca-
pital of the Fund shall be not less than 51 percent, and a decrease of such a share is not allowed.
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This provision is important because in such a case the state acts as the main entity that forms the
guarantee capital and is primarily interested in the development of small and medium enterprises
in agriculture, which can significantly increase its contribution to the gross income. Moreover, the
state can invest in small and medium enterprises without the aim of making profit, since the long-
term development of such enterprises is the strategic goal of the guarantee funds.

With regard to the authorized capital, Paragraph 2 of Clause 14 of the Regulations of the State
Register of Financial Institutions approved by the National Commission for Regulation of Finan-
cial Services Markets of Ukraine as of 28 August 2003 No. 41, provides that financial institutions
are required to maintain the authorized (composed) share and/or equity capital at a level not less
than that established by the Regulations to the applicant when entering it in the Register. Sec-
tion X stipulates that the applicant must have equity capital of at least UAH 3 million on the date
of application. Thus, the authorized capital of the Fund for Partial Credit Guarantee in Agriculture
must be at least UAH 3 million, which is formed at the expense of the state budget and funds of
its participants.

Having made the initial financing, the state can stimulate the interest in the financial participa-
tion of international financial institutions in the initial and current financing of the Fund for Partial
Credit Guarantee in Agriculture. In particular, such international financial institutions include the
European Bank for Reconstruction and Development which provides comprehensive support to
Ukraine, focusing on the development of agricultural and industrial potential, ensuring quality in-
frastructure and strengthening the financial sector; the International Finance Corporation, which
within the framework of a four-year advisory project «Ukraine Agricultural Capital Markets
Development Project» will work with the government to provide Ukrainian financial institutions
with the necessary tools and knowledge; the German Development Bank (KfW Bank aus Ve-
rantwortung), one of the main activities of which is to support the development of small and me-
dium enterprises; the United States Agency for International Development, which according to
the USAID Strategy for Coordination of Development of Ukraine for 2019-2024 focuses on pro-
moting economic development and energy security of the state, etc. Thus, the legal regulation
of the Fund’s activity should be clearly defined at the legislative level in order to attract interna-
tional partners as potential investors, which in turn will not only raise funds, but also contribute to
the functionality and increase the scope of guarantees.

As the world practice shows, credit guarantees are provided on a fee basis to cover the admi-
nistrative and management expenses of the financial institution. The cost of such a fee is deter-
mined either as a percentage of the credit amount or as a percentage of the guarantee amount.
Besides, for the purpose of effective functioning of the Fund for Partial Credit Guarantee in Agri-
culture and prevention of misuse of funds, the volume in which the guarantee is provided (cove-
rage ratio) and the term of the credit guarantee should be determined.

An important tool for minimizing risks is the coverage ratio, which is the percentage of the credit
amount that the guarantee covers. The larger the credit amount that is not covered by the guaran-
tee, the greater the incentive for lenders to qualitatively assess credit risk and monitor the credit,
thereby reducing the likelihood of credit default. On the other hand, a low coverage ratio can lead
to a loss of lenders’ interest in the scheme (Oliynyk, 2013).

Governments around the world are seeking to encourage credit institutions to provide credits
to small and medium enterprises for economic development. However, the credit guarantee sys-
tem has become a common method of such incentives. The greatest risk for credit institutions is
primarily associated with non-repayment of the borrowed funds, which is why the credit guarantee
system should compensate for this risk.

Credit risk should be distributed between the creditor, borrower and guarantor, at such a level
as to encourage credit institutions to participate in the credit guarantee scheme in agriculture, that
is, to exceed 50%, but also be significantly lower than 100%. Therefore, for the effective functio-
ning of the credit guarantee scheme in Ukraine, it is advisable to provide for the coverage ratio for
the Fund for Partial Credit Guarantee in Agriculture at the level of 50% initially.

Based on the examples of the global credit guarantee schemes (Table 1), an approximate fi-
nancial model of the Fund for Partial Credit Guarantee in Agriculture is presented in Table 2 and
Figure 1.

As part of the creation of conditions and implementation of the agricultural credit guarantee
system of Ukraine, the Organization for Economic Cooperation and Development (OECD) has de-
veloped a means to guarantee part of credits to agricultural small and medium enterprises. Taking
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Table 1:
Global credit guarantee schemes
Maximum Maximum Maximum
guarantee guarantee guarantee
coverage ratio amount duration
Romania Romanian Rural Credit Guarantee Fund 80% EUR 2.5 million -
Hungary Rural Credit Guarantee Foundation 85% EUR 8 million 25 years
Lithuania Agricultural Credit Guarantee Fund (Garfondas) 80% EUR 1.16 million -
Estonia Estonian Credit and Export Guarantee Fund (KREDEX) 80% EUR 5 million 20 years
Italy Italian State Guarantee Fund for Agricultural Credit (ISMEA) 80% EUR 2 million -
Latvia ALTUM 80% EUR 1 million 10 years
Bulgaria National Guarantee Fund (NGF) 50% EUR 1.5 million 10 years
Croatia (CHrzzIaVItfg Q;}g;cc)); for SMEs, Innovations and Investments 80% EUR 1.3 million 15 years
India gjcr:gqu:/lgé)arantee Fund Trust for Micro and Small Enterprises 85% EUR 170,000 5 years
Netherlands | Sustainable Agricultural Guarantee Fund (SAGF) 90% EUR 850,000 5 years

Source: Compiled by the authors based on official information

Table 2:
An approximate financial model of the Fund for Partial Credit Guarantee in Agriculture

Source: Authors’ own calculations based on current legislation

Figure 1:
Normative monetary valuation of agricultural land in Ukraine as of 1 January 2021
(calculations in EUR)
Source: Authors’ own calculations
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into account international experience, the OECD has provided a number of recommendations for
maximizing the economic and financial life efficiency of the agricultural credit guarantee system.
In particular, financial modeling of the credit guarantee system (capital, expenses, income, credits
issued and repaid, etc.) has been performed. For instance, it i determined that it is recommended
to allocate EUR 1.5 million for the first 24 months of the Fund’s operation to cover administrative
expenses (salary, office equipment, software, etc.). In addition, at the initial stages, by the time
the Fund generates revenue, there is a need for funding in the amount of EUR 10 million. As for
the Fund’s income, based on the results of financial modeling, it is proposed to establish a fixed
amount of commercial credits at the level of 1% of the guaranteed credit amount in a lump sum
and 1% of the annual payment for the guarantee provided.

Thus, it should be emphasized that with an initial authorized capital of EUR 10 million, the
Fund for Partial Credit Guarantee in Agriculture, with 50% coverage, is able to provide guarantees
for the purchase of 25 thousand hectares of arable land by small and medium enterprises at an
average cost of EUR 820/ha, taking into account the average normative monetary assessment of
agricultural land.

The issues of the organizational and legal form, regulation and supervision of the Fund for Par-
tial Credit Guarantee in Agriculture also deserve attention.

According to Article 8 of the Law of Ukraine «On Financial Services and State Regulation of
Financial Services Markets» (2001), financial institutions can be created in any organizational
and legal form. Hence, when creating the Fund for Partial Credit Guarantee in Agriculture, the
organizational and legal form should be determined, i.e. the model on the basis of which its fur-
ther activity will be carried out.

The structure of the basic organizational and legal form of a legal entity depends on the legal
means aimed at satisfying the main interests of their founders/participants in: ownership, ma-
nagement and control over the property transferred by them to form the authorized capital of the
legal entity. These interests are projected in the structure of the organizational and legal form of
legal entities, which consists of the following elements: the order of establishment, reorganization
and liquidation; the legal status of founders and participants; the system of management bodies;
the legal regime of property; the distribution of responsibility between the founders and the legal
entity (Borysov, 2016).

Thus, considering that the Draft Law of Ukraine (2020) No. 3205-2 «On the Fund for Partial
Credit Guarantee in Agriculture» does not define the organizational and legal form of the Fund as a
legal entity, in particular what kind of legal entity the legislator stipulates (a joint-stock company, a
limited liability company, an additional liability company, a full company or state institution), which
will determine the authorized capital, the order of increasing or decreasing it, the order of conve-
ning, competence and procedure for decision-making by management bodies, etc. It seems ap-
propriate that the organizational and legal form of the Fund for Partial Credit Guarantee in Agricul-
ture should be provided for by law.

Also, attention should be paid to the management bodies of the Fund for Partial Credit Guarantee
in Agriculture. Article 7 of the Draft Law (2020) No. 3205-2 stipulates that the management bodies are
the General Meeting of participants, the Council of the Fund and the Board of the Fund. The supreme
management body of the Fund is the General Meeting of participants. The Council of the Fund is the
management body of the Fund, and the Board of the Fund is the executive body of the Fund. Part 2 of
Article 16 of the Draft Law No. 3205-2 states that the internal auditor is appointed, dismissed by and is
accountable to the Council of the Fund. However, the Law of Ukraine «On Financial Services and State
Regulation of Financial Services Markets» defines the forms of internal audit, including the formation
of a structural unit - the internal audit service (control) or the appointment of a separate official - the
internal auditor (controller). Internal audit is independent of other subdivisions of a financial institution
and performs supervision and inspection of economic activity of a non-banking financial institution.
The creation of a structural subdivision or appointment of a separate official is within the competence
of the supreme management body or supervisory board of a financial institution (Article 15-1). The
structural subdivision or the separate official carrying out internal audit (control) is subordinated to the
Supervisory Board, and in cases when the formation of a Supervisory Board is not required by law -
to the supreme management body of the financial institution and reports to them. Thus, the above
makes it possible to conclude that the current legislation and the Draft Law No. 3205-2 have contra-
dictions in the regulation of internal audit issues and require mutual coordination and bringing the pro-
visions of the draft in accordance with the requirements of the legislation.
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The management and supervision of the Fund for Partial Credit Guarantee in Agriculture should
be structured in such a way as to ensure its sustainability, to avoid corruption, and to introduce clear
controls, transparency and accountability. Generally, non-banking financial institutions in other
countries are accountable to and controlled by the Central Bank, for example in India (Reserve Bank
of India) under the Companies Act No. 18 as of 29 August 2013, in Bangladesh (Bangladesh Bank)
under the Financial Institutions Act No. 27 as of 6 August 1993 (Gupta et al., 2013).

According to Paragraph 2, Clause 7 of the Final Provisions of the Law of Ukraine No. 79-IX «On
Amendments to Certain Legislative Acts of Ukraine on Improving the Functions of State Regula-
tion of Financial Services Markets» as of 12 September 2019, the National Bank of Ukraine and
the National Commission on Securities and Stock Market from 1 July 2020 are legal succes-
sors of the National Commission, performing state regulation of financial services markets in the
exercise of powers and functions on state regulation and supervision in the field of financial ser-
vices markets within the powers established by the Law of Ukraine «On Financial Services and
State Regulation of Financial Services Markets» (2001). Thus, the state regulation and supervi-
sion over the activities of the Fund for Partial Credit Guarantee in Agriculture is within the power
of the National Bank of Ukraine.

5. Conclusions

It should be noted that with the opening of the land market, agricultural producers will feel an
urgent need for bank crediting. Today’s realities point to a number of existing problems that in-
hibit bank crediting to agricultural enterprises, including the lack of liquid collateral, imperfect
legislative mechanisms, high tax rates, inadequate level of state support and guarantees, and
so on. One of the ways to solve the problems that exist in crediting agricultural enterprises is the
consolidation of an effective mechanism for guaranteeing the risks of non-repayment of loans by
agricultural enterprises.

The experience of foreign countries shows that the effective functioning of a non-banking fi-
nancial institution, such as the Fund for Partial Credit Guarantee in Agriculture, can produce a sig-
nificant economic effect, while meeting the needs of entities in the necessary capital. The intro-
duction of a credit guarantee system is the most effective mechanism of state support for small
and medium agriculture enterprises.

According to the provisions of the Law of Ukraine «On Financial Services and State Regula-
tion of Financial Services», a credit guarantee is considered a financial service. For this reason,
the system of credit guarantees in agriculture is able to function within the framework of the cur-
rent legislation of Ukraine. However, in order to properly regulate the internal control mechanism,
risk management procedures, external supervision, etc., it seems appropriate to develop a spe-
cial regulatory legal act.

The analysis of the provisions of the Draft Law of Ukraine «On the Fund for Partial Credit Gua-
rantee in Agriculture» allows us to conclude that most of the provisions are declarative, and the
terminology needs to be unified. The introduction of proper legal regulation will create an effective
credit guarantee system in agriculture, which in turn will encourage credit institutions to increase
the volume of credits to small and medium enterprises and attract «donors» to ensure due finan-
cing of the Ukrainian Fund for Partial Credit Guarantee in Agriculture.
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