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MORTGAGE LENDING IN THE AGRICULTURAL ECONOMY':
OPPORTUNITIES AND RISKS

Abstract. The development of the agrosphere is possible through the development of all
areas of the mortgage (mortgages of agricultural land). However, the efficiency of mortgage lending
in agriculture is low. A powerful source of attraction of funds to agricultural production is bank
mortgage lending. A prerequisite for its effective development, besides accessibility and
transparency for borrowers, is the development of effective instruments for risk management of
creditors in the pledging of agricultural land.

The problem of mortgage lending in the agrarian sphere in scientific literature and in
banking practice has received considerable attention in the studies of I. Baranovsky, Y. Grudzev,
M. Demyanenko, M. Styphen, S. Fisher, and others. Risks to mortgage relations in the agrarian
sector of the economy are insufficiently explored.

The purpose of the study is to substantiate the basic principles of mortgage in agriculture,
the development of theoretical provisions and practical recommendations for mechanisms for the
implementation of mortgage schemes for lending to agricultural producers. Covered land-mortgage
lending on the example of foreign countries. The main risks faced by the credit and financial system
with land-mortgage lending are considered. The main components of the organizational and
economic mechanism of land mortgage in agriculture are described. The stages of development of
mortgage lending in the agrarian sector and schemes of mortgage operations on the basis of
mortgage of agricultural land are offered.

After the completion of the land reform, the land mortgage in agriculture will be an
important tool for ensuring the growth of the efficiency of agricultural production. It is worth giving
more rights to individual commercial banks to conduct mortgage transactions, taking into account
the competence of existing institutions.

Keywords: agrarian enterprises; risks of mortgage lending; mortgage bonds; land mortgage;
agricultural land.
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IMMOTEYHE KPEJJATYBAHHSI B ATPAPHIN C®EPI EKOHOMIKH:
MOXKJINUBOCTI TA PUSUKHU

AHnoranisi. Po3Butok arpocdepyn MOXIMBHUIA MIISXOM TOJIMNIICHHS BCIX HAMPSIMIB 1MOTEKU
(3acTaBM 3eMenb CUIBCBKOTOCHOJAPCHKOTO Tpu3HaueHHs). [IpoTe edexTUBHICTH pearizamii
IMOTEYHOTO KPEIUTYBaHHS B CUIBCBKOMY TOCHOJApCTBI € HH3bKOIO. lloTyXHHM mxKepenom
3aJy4eHHsI KOUITIB Y CUIbCHKOTOCHOJapChKe BUPOOHHUIITBO € OAaHKIBChKE IMOTEYHE KPEAUTYBAHHS.
HeoOxigHOIO YMOBOIO HOTO €(QEeKTHBHOTO PO3BUTKY, OKpIM MTOCTYIHOCTI Ta MPO30POCTi IS
MO3WYAIBHUKIB, € PO3pPOOJIICHHS MI€EBHX IHCTPYMEHTIB YIPABIIHHS PU3UKaMU KPEAUTOPIB TpU
3aCTaBi 3eMellb CUTbCHKOTOCIIOIAPCHKOTO IPU3HAUYCHHS.

[IpoGyieMi iMOTEYHOTO KpEeOUTYBaHHS B arpapHiii cdepi B HaykoBii JjiTeparypi Ta B
0aHKIBCHKIM MpakTHIll IpUJliJieHa 3HayHa yBara, 30kpema B jgociikeHHsx [. bapanoscekoro, 1O.
I'pymzeBa, M. [lem’sinenka, M. Crynens, C. ®imepa tomo. IIpoTe HemoCTaTHBO MOCIIIKEHO
PHU3UKHU IIpU peaiizauii imoTeYHUX BIJHOCUH B arpapHOMY CEKTOP1 €EKOHOMIKH.

Metoro fochipKeHHsT € OOIpyHTYBaHHS OCHOBHHX 3acaj IMOTEKH B CUIBCBKOMY
TOCHOJIAPCTBI, PO3POOJEHHS TEOPETUYHHX TMIOJIOKEHb 1 MPAKTHUYHUX PEKOMEHIAI MI0JI0
MeXaHI3MIB peati3allii iMOTEeYHNX CXeM KPEIUTYBaHHS CUTbCHKOTOCTIOAPCHKAX TOBAPOBUPOOHHUKIB.
BucBiTiieHO 3eMenbHO-IMOTEeYHe KpPEAWTYBaHHA Ha TPUKIANI 3apyObKHHUX KpaiH. PosrisHyTo
OCHOBHI PHU3UKH, 3 SIKHMH CTHKA€TbCSA KPEAUTHO-(IHAHCOBA CHUCTEMA IPH 3E€MENbHO-IMOTEYHOMY
KpeauTyBaHHI. OxapaKTepu30BaHO OCHOBHI CKIIaJOBi OpraizariiHO-eKOHOMIYHOTO MEXaHI3My
3eMENIbHOI IMOTEeKH B CUIBCBKOMY T'OCHOJApPCTBi. 3alpoONOHOBAaHO €Talu PO3BUTKY IMOTEYHOTO
KpEIUTYBAaHHS B arpapHOMY CEKTOpi Ta CXE€MH 3JIIHCHEHHS IMOTEYHUX OMepaliii Ha OCHOBI IMOTEKU
CLIbCHKOTOCIIOIAPCHKHUX 3E€MEITb.

[Ticnsa 3aBepmieHHsT 3eMenbHOT peopMH came iMmoTeKa 3eMili B CUTbCHBKOMY T'OCIIOAAapCTBI
Oy/ie BaXIMBHUM IHCTPYMEHTOM 3a0e3Me4YeHHs 3pOCTaHHS €(DEeKTHBHOCTI CLThCHKOTOCIIONAPCHKOTO
BUpOoOHUITBA. BapTo Hanmatu Ouibie mpaB OKpeMHM KOMEPIIHHUM OaHKaM HPOBOJHUTH IMOTEYHI
orepailii, ypaxoBylO4r KOMIIETEHTHOCTI HASIBHUX YCTAaHOB.

KurouoBi cioBa: arpapHi MiIpHEMCTBA, PHU3UKK IMOTEYHOTO KPEAUTYBAHHS, IMOTEYHI
o0uirairii, 3eMeNbHa IMOTEKA, CITbCHbKOTOCTIOAPCHKI Y.
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UIIOTEYHOE KPEJIUTOBAHUE B ATPAPHOM C®EPE YKOHOMMUKM:
BO3MOXHOCTH U PUCKH

AnHoTanus. Po3Butue arpapHoii cepbl BO3MOKHO IyTbOM YIy4IICHHS BCEX HAIIPABICHUIN
UIOTeKH (3aJora 3eMellb CEJIbCKOXO3SHCTBEHHOTO HasHaueHwus). OnaHako dS(PQPEeKTHBHOCTH
peanu3anuy UIMOTEYHOTO KPEAUTOBAHHMS B CEIBCKOM XO3SIMCTBE SBISETCS HU3KOH. MOIIHBIM
MCTOYHUKOM TPHUBJICYCHUS CPEJICTB B CEIbCKOXO3HCTBEHHOE MPOU3BOICTBO SIBISIETCS OAHKOBCKOE
UTMIOTEYHOE KpeauToBaHue. HeoOxomumbIM yciioBueM ero 3(PQeKTHBHOTO pa3BUTHS, KpOMeE
JOCTYITHOCTH W TPO3PAYHOCTH JUIS 3a€MIIUKOB, SBJISETCS pa3paboTKa IeHCTBEHHBIX HHCTPYMEHTOB
YIIpaBJICHUS PUCKAMH KPEIUTOPOB MPH 3aJI0TE 3€MEIb CEITbCKOXO03IHCTBEHHOTO HA3HAYCHHS.

[IpobnemMe MMOTEYHOTO KPEAWTOBAHUS B arpapHoil cdepe B HAyYHOW JMTEpaType U B
OaHKOBCKOH MpPaKTUKE yIENeHO 3HAYMTENIbHOE BHUMAaHWE, B YAacTHOCTH B HccienoBaHusx MH.
Bbapanosckoro, 1O. I'pymzeBa, M. Jlempsinenko, M. Crynenu, C. Pumepa u np. OnpHako
HEJIOCTaTOYHO MCCIIEOBAHbl PUCKU MPH PEATU3alMK UIMOTEUYHBIX OTHOIIECHUI B arpapHOM CEKTOpe
HKOHOMUKH.

Lenbro nccnenoBanus sSBIsIETCS 00OCHOBAaHHE OCHOBHBIX MPHUHIIUIIOB UTIOTEKH B CEITLCKOM
X03sHCTBE, pa3paboTKa TEOPETHUECKUX MOJIOKEHUH U TPAKTHYECKUX PEKOMEHIAIUI OTHOCUTEIFHO
MEXaHU3MOB  peallu3allid  WIOTEYHBIX  CXEM  KpPEAUTOBAaHHWS  CEIBbCKOXO3SHCTBEHHBIX
ToBaponpousBoauTeneii. OCBENeHO 3eMeIbHO-UIIOTEUHOE KPEAUTOBAHNE HA TIPUMEPE 3apyOeHBIX
cTpal. PaccMOTpeHbI OCHOBHBIE PHCKH, C KOTOPBIMH CTAJIKUBACTCS KPEAUTHO-(DUHAHCOBAs CHCTEMa
OpU  3€MENBHO-UIMOTEYHOM KpeauToBaHuHM. (OXapaKTepu3oBaHbl OCHOBHBIE COCTABIISIONINE
OpPraHU3allMOHHO—PKOHOMUYECKOI0 MEXaHHW3Ma 3€MENbHOW HIIOTeKH B CEJIbCKOM XO3SHCTBE.
[IpemiokeHbl 3Tambl pPa3BUTUS HWIOTEYHOTO KPEOUTOBAHUS B arpapHOM CEKTOpPE M CXEMbI
OCYILIECTBIJICHHUSI UTIOTEYHBIX OTEepaIuii HA OCHOBE HIIOTEKH CEITbCKOXO3SHCTBEHHBIX 3€MEITb.

KawueBble cjoBa: arpapHple NPENNPHUATHS, PHUCKH HWIOTEYHOTO KpPEAUTOBAHWS,
WTIOTEYHBIE OOJIUTallNH, 3eMeIbHas UTIOTEKA, CEIbCKOXO3IHCTBEHHBIE YTObS.

®opwmyir: 0; puc: 4; Tabm.: 0; 6uoa. 10.

Relevance of the research. In nowaday's conditions the share of those willing to transfer

land to rent has increased, due to the lack of opportunities for own agricultural production.The
development of the agrosphere is possible through the development of all areas of the mortgage
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(mortgages of agricultural land).

Formation and reproduction of the resource potential of the agrarian sector of the economy,
effective implementation of socio-economic reforms in this direction and reducing the number of
depressed rural areas is impossible, first of all, without substantiation and implementation of
measures for the development of mortgage lending in this area [1, p. 80]. However, the efficiency of
mortgage lending in agriculture is low.

Formulation of the problem. The current state of agriculture in Ukraine is problematic,
which prevents its successful development. A powerful source of attraction funds to agricultural
production is bank mortgage lending. But under current conditions it is unprofitable for agricultural
producers to borrow money on the latest technology, because the interest rates of commercial banks
are very high, and there is no liquid bonds of the economy, and the land mortgage is not used in
Ukraine.

A prerequisite for the effective development of mortgage lending, apart from its
accessibility and transparency for borrowers, is the development of effective risk management tools
for creditors.

Analysis of recent research in publications. The problem of mortgage lending in the
agrarian sphere in the scientific literature and in banking practice has been given considerable
attention in studies by 1. Baranovsky, Y. Grudzev, M. Demyanenko, M. Stephen, C. Fischer and
other. However, the problem of mortgage lending in the agrarian region has not been resolved so far
and needs further in-depth research in this field.

Selection of unexplored parts of the general problem. Risks to mortgage relations in the
agrarian sector of the economy are insufficiently explored.

Setting objectives. The aim of the study is to substantiate the basic principles of mortgage
in agriculture, to develop theoretical principles and practical recommendations for implementing
mortgage schemes mechanisms of lending agricultural producers.

Presenting the main material. Land mortgage lending is widely used in countries where
the share of loans reaches 60 % of the total volume of the loan portfolio, which is directed to
agriculture, where lending is based on the pledge of agricultural land.

In the agricultural sector, credit resources play a decisive role: the seasonal gap between
investment and cash flow, the continuity processes of reproduction, a significant need for
circulating assets — turn the loan into a main source of replenishment of financial resources. Limited
own funds force agrarian companies to hope for banks support [2, p. 238; 10].

For economic development of the agrarian sector it is expedient to attract long-term loans,
as the main financial source of development agricultural production. One of the ways of developing
long-term lending is the mortgage of land in agriculture. In accordance with Article 1 of the Law of
Ukraine «On Mortgage» [3], a mortgage is a form of maintenance of the fulfillment of obligations
by real estate, which remains in the possession and use of the mortgagee, according to which the
mortgagee is entitled in case of failure by the debtor to secure the mortgage secured satisfaction of
their claims at the expense of the subject of mortgage mainly to other creditors of this debtor. In the
Article 133 of the Land Code of Ukraine [4] states that mortgages should be carried out by banks,
including the state land (mortgage) bank, which should be established and functioned. Agricultural
land is considered as a liquid collateral. But, given that the alienation of agricultural land in Ukraine
imposed a moratorium (until 2018), today it makes it impossible to develop mortgages in
agriculture. If the mortgage was a land, then the borrower (the mortgagor) would carried the risk of
such lending, because the land is the product, the price of which is practically not a variable, and it
is a commodity that can not be damaged or abducted.

The important role are played as the state authorities as the infrastructure of the land market,
since not all agrarian enterprises that own the land can agree on the pledge of their land, that is the
risk of its loss.

The main components of the organizational and economic mechanism of land mortgages in
agriculture are shown in Figure 1.
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Fig. 1. The mechanism of mortgage of agricultural land plots [5, p. 126]
Built by authors based on: [5, p. 126].

The implementation of mortgage operations should take place with the participation of all
forms of agrarian enterprises, including farms, on the basis of the mortgage agreement (Fig. 2).
Important conditions of the contract are: content and size of the main obligation; a description of the
land plot for its identification; registration data with the obligatory indication that the land plot has
an agricultural purpose and a copy of the plan of this land plot.

An important aspect of lending to agrarian enterprises is the prospect of the introduction of
agricultural land market (Fig. 3).

MORTGAGE OPERATIONS

I
v | - = -

[ssue of

o Managing the
Mortgage NeTuﬁl%:in Factoring mortgaged land
Movgees €= | Morigage loan Securitics Issue ) ) transactions with in case of
contrast accordance with s
(Mortgage Bonds) mortgage insolvency of
the mortgage
the borrower
agreement
Morzage Analysis |;)f,tl1e Land Vall_.wli(l}“ The size, €
piett borrower 5 {0 determine 1S and interest O
subj mdntwﬂﬂh""&‘ markel value the loan

Fig. 2. Scheme for the implementation of mortgage operations on the basis of mortgage agricultural land*
*Own development.

This scheme is based on using the securities that certify ownership, placement and cost of
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land. In the case of obtaining the loan agreement from the bank, the agrarian enterprise appeals to
the State Mortgage Institution to guarantee the return of interest for using the loan; The State
Mortgage Institution considers the received application and, in the case of a positive decision, sends
its consent to the bank and the agrarian enterprise. When receiving a loan from a bank, an agrarian
company transfers securities to agricultural land as a pledge. The lender transfers securities to the
State Mortgage Institution, which repurchases them to a sum of 90 % of the total amount of the loan
body with interest. For these 90 %, the State Mortgage Institution should issue bonds with a
maturity longer than repayment terms, and also a value lower than the loan rate. This is quite
possible, since interest rates on term bonds in Ukraine are lower than in lending. These bonds are
the object of purchase and sale on the financial market, where other enterprises, financial
intermediaries, individuals, and state can act as buyers. Upon returning an agrarian business loan,
the lender carries out redemption of securities in the State Mortgage Institution. This allows it to
carry out a repayment of issued bonds for this loan. If the agrarian enterprise does not repay the
loan funds, then the bank, in conjunction with the State Mortgage Institution, addresses the division
of the State Property Fund at the location of the land plot for the auction of the sale of collateral, the
starting price should be equal to the normative appraisal of the land plot. Mandatory conditions for
an auction should be: admission to trading only by residents, the immutability of the target use of
land or the establishment of maximum terms during which the land should be used in its intended
purpose. After realization of the land plot and transfer of securities to the new owner, the received
funds are transferred to the State mortgage institution, which carries out repayment of issued bonds
and return of the bank.

Agriculture enterprise |_|
—_| Ly

— ——
H State Mortgage Institution h State Property Fund
II

Finance market

Fig. 3. Scheme of credit agrarian enterprises relations with the bank due to using agricultural land as collateral*
*Own development.

Mortgage land loan should be long-term (5-30 years) with a relatively low interest rate on
the loan. The land is mortgaged in the form of securities (mortgage bonds), which serve as a
financial instrument of collateral. The open nature of the mortgage involves its registration in the
relevant authorities, there is the possibility of repossessing the land, if its value is not exhausted by
the previous mortgage [6 , p.538].

If the economy is big and the provision of loans is guaranteed by a large area of agricultural
land, which serves as an opportunity to receive higher mortgage loans than small farms.

An important argument is that land mortgages enable agricultural producers to expand
agricultural production through the use of fixed assets acquired through mortgage loans, as well as
accelerate capital turnover and generate additional profits. Comparing the practice of foreign
countries, in the structure of agricultural capital of countries such as Great Britain, Germany,
France, Sweden, the share of financing from borrowed funds in agriculture is about 50%, in the
USA -70 % [7].
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The main risks faced by the credit and financial system for land-mortgage lending can be
divided into five groups (Fig. 4).

Describing the first group of risks associated with the lack of agricultural land market, we
can state that no clear procedure for the implementation of land plots from the agricultural land.
Therefore, only large and financially sustainable agrarian enterprises can be the first clients in land-
mortgage lending.

According to the second group of risks, it is necessary for the state to grant subsidies to
compensate part of the cost of paying interest on a loan granted to agricultural producers and
secured by land. It is also necessary to provide state guarantees to credit organizations to ensure the
issuance of bonds in order to attract financial resources for agricultural producers to finance land

mortgage loans.
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* Lack of group e Insufficient » Complexity
land market involvement group of
for of market realization
agricultural * Insufficient players such * Absence of of land with
purposes state support as insurance the.state non-return
for the and valuation {eg}jorgl d of a loan.
GRS companies an -
lending
project on
The first land pledges The third The fifth
group g/ CUONT g/ Zroup. g p)

I QD

Fig. 4. Risk groups in land mortgage lending*
* Source : developed by authors on the basis of [8, p. 255].

The third group of risks indicates that insurance and valuation companies do not play an
active role as market players, but are only authorized intermediaries in providing mortgage loans
secured by agricultural land. Therefore, it is necessary to include these entities as one of the main in
agrarian lending.

In the fourth group of risks, the land fund should include land plots that have lost ownership
and dispose of them in accordance with the land management plan. The implementation of the land
mortgage system and the formation of a pricing policy in the land market should be ensured by the
land fund.

The risk of the fifth group is related to the impossibility to implement a mortgaged plot of
land for which loans were provided, that it has not yet been harvested, therefore, it is still necessary
to form mortgage funds that would have the land stock in their possession.

The system of mortgage lending combines the real estate market and the financial market,
therefore, it is characterized by the risks of these markets: market, credit and operational risks, as
well as liquidity and refinancing risks. In order to minimize the effects of their impact, it is
expedient to develop a set of measures and methods for their minimization in terms of their species.

Given the existing risk management methods, it is advisable to select the following
alternatives:

- diversification — the formation of a loan portfolio from a variety of conditions, terms,
purpose of loans;

- insurance — the transfer of risk to third parties, subject to the waiver of a certain share of
profits (insurance market instruments, hedging);
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- limitation — limitation of the level of permissible risk of individual credit operations;

- underwriting — conducting all types of valuation procedures for each lending operation [9,
p. 757].

The main stages of the development of mortgage lending in the agrarian sector of the
economy should contribute to the integrated development of mortgage lending agrosphere, first of
all it is necessary to consider the components of the formation of the program of mortgage lending,
the definition of conditions for the provision of mortgage loans, the formation of criteria for
assessing lending, tax incentives for mortgages in the agrarian sector, mortgage risk insurance, and,
at the final stage, evaluate the efficiency of mortgage lending to the agrarian sector of the economy.
In the agrarian sector it is expedient to use the main types of mortgage loans, such as mortgages for
construction; mortgage loans for the purchase of finished real estate or all types of land (in the case
of land market development).

Conclusions. Commercial banks must take into account the interests of agrarian enterprises
in providing loans, that is, to reduce the cost of financial and credit resources and provide long-term
loans that will help to implement innovative projects, thereby increasing the share of lending in the
structure of agrarian enterprises in the structure of bank loans. Access to mortgage lending to
agricultural enterprises is hampered by a number of reasons: low profitability of production activity,
legislative issues of land ownership, inadequate management among creditors, depreciation of real
estate objects.

After the completion of the land reform, the land mortgage in agriculture will be an
important tool for ensuring the growth of the efficiency of agricultural production. It is worth giving
more rights to individual commercial banks to conduct mortgage transactions, taking into account
the competence of existing institutions.
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