22222

INSTITUTE OF AGRICULTURAL ECONOMICS, BELGRADE, SERBIA

International Scientific Conference

SUSTAINABLE AGRICULTURE AND
RURAL DEVELOPMENT IN TERMS
OF THE REPUBLIC OF SERBIA
STRATEGIC GOALS REALIZATION
WITHIN THE DANUBE REGION

- rural development and (un)limited resources -

ThematicProceedings

June, 5-6" 2014
Belgrade - Serbia



65" ANNIVERSARY OF THE
INSTITUTE OF AGRICULTURAL ECONOMICS
BELGRADE
Volgina 15 Street, 11060 Belgrade, Serbia

Phone/Fax: +381 (0) 11 69 72 858
Phone: +381 (0) 11 69 72 848

E-mail:
office@iep.bg.ac.rs

Internet address
www.iep.bg.ac.rs

**k*k

International Scientific Conference

wSUSTAINABLE AGRICULTURE AND RURAL
DEVELOPMENT IN TERMS OF THE REPUBLIC
OF SERBIA STRATEGIC GOALS REALIZATION
WITHIN THE DANUBE REGION*

- rural development and (un)limited resources -

THEMATIC PROCEEDINGS

**k*k

June, 5-6" 2014
Belgrade Chamber of Commerce - Serbia



office@iep.bg.ac.rs
www.iep.bg.ac.rs

THEMATIC PROCEEDINGS

International Scientific Conference

»wSUSTAINABLE AGRICULTURE AND RURAL
DEVELOPMENT IN TERMS OF THE REPUBLIC OF
SERBIA STRATEGIC GOALS REALIZATION
WITHIN THE DANUBE REGION*

- rural development and (un)limited resources -

FEditors:

Prof. Drago Cvijanovi¢, Ph.D.
Jonel Subi¢, Ph.D.
Andrei Jean Vasile, Ph.D.

Technical arrangement and printing:

DIS PUBLIC D.O.O., Belgrade
Braée Jerkovic¢ Street 111/25
Phone/Fax: +381 11 39 79 789

Technical preparation and page breaking:

Radojica Sari¢, M.Sc., Marijana Jovanovi¢, B.Sc.,
Biljana Gruji¢, B.Sc. and Vladimir Sokolovi¢

Number of copies:
300

ISBN 978-86-6269-036-4

The publishers are not responsible for the content of the Scientific
Papers and opinions published in the Volume. They represent the
authors’ point of view.

Publication of Thematic Proceedings was financed by the Ministry of
Education, Science and Technological Development of the Republic of Serbia.



Organizers and Publishers

> wpn R

© © N o

11.
12.
13.
14.
15.
16.

17.
18.

19.

20.

21.

22.
23.
24.
25.
26.
27.
28.

29.

30.

3L

32.
33.

34.

35.
36.

INSTITUTE OF AGRICULTURAL ECONOMICS, BELGRADE - SERBIA
BELGRADE CHAMBER OF COMMERCE - SERBIA
BALKAN SCIENTIFIC ASSOCIATION OF AGRARIAN ECONOMISTS, BELGRADE — SERBIA

FACULTY OF BIOFARMING BACKA TOPOLA, MEGATREND UNIVERSITY, BELGRADE —
SERBIA

FACULTY OF ECONOMICS, SUBOTICA — SERBIA

FACULTY OF AGRICULTURE, NOVI SAD — SERBIA

CENTER FOR SMALL GRAINS, KRAGUJEVAC — SERBIA

INSTITUTE OF MEDICINAL PLANTS RESEARCH DR JOSIF PANCIC, BELGRADE — SERBIA
INSTITUTE FOR SCIENCE APPLICATION IN AGRICULTURE, BELGRADE — SERBIA
INSTITUTE TAMIS, PANCEVO — SERBIA

INSTITUTE OF ECONOMIC SCIENCES, BELGRADE — SERBIA

INSTITUTE OF SOIL SCIENCE, BELGRADE — SERBIA

INSTITUTE OF FORESTRY, BELGRADE — SERBIA

FACULTY OF AGRICULTURE, LESAK — SERBIA

FACULTY OF AGRONOMY, CACAK — SERBIA

BALKAN ASSOCIATION FOR VILLAGE SOCIOLOGY AND AGRICULTURE, BELGRADE —
SERBIA

BIOTECHNICAL FACULTY, PODGORICA - MONTENEGRO

FACULTY OF AGRICULTURE, EAST SARAJEVO, REPUBLIC OF SRPSKA — BOSNIA AND
HERZEGOVINA

FACULTY OF AGRICULTURE, BANJA LUKA, REPUBLIC OF SRPSKA — BOSNIA AND
HERZEGOVINA

AGRICULTURAL INSTITUTE, BANJA LUKA, REPUBLIC OF SRPSKA — BOSNIA AND
HERZEGOVINA

UNIVERSITY OF BUELJINA, BIELJINA, REPUBLIC OF SRPSKA — BOSNIA AND
HERZEGOVINA

FACULTY OF ECONOMICS, TUZLA — BOSNIA AND HERZEGOVINA

FEDERAL AGRO-MEDITERRANEAN INSTITUTE, MOSTAR — BOSNIA AND HERZEGOVINA
SCIENTIFIC TOBACCO INSTITUTE, PRILEP — REPUBLIC OF MACEDONIA

VOLGOGRAD STATE AGRARIAN UNIVERSITY, VOLGOGRAD - RUSSIA

STAVROPOL STATE AGRARIAN UNIVERSITY, STAVROPOL — RUSSIA

BALKAN ENVIRONMENTAL ASSOCIATION (B.EN.A), THESSALONIKI — GREECE

INSTITUTE OF AGRICULTURAL ECONOMICS, ROMANIAN ACADEMY, BUCHAREST —
ROMANIA

PETROLEUM - GAS UNIVERSITY OF PLOIESTI, PLOIESTI - ROMANIA

UNIVERSITY OF AGRICULTURAL SCIENCES AND VETERINARY MEDICINE, FACULTY
OF MANAGEMENT, ECONOMIC ENGINEERING IN AGRICULTURE AND RURAL
DEVELOPMENT, BUCHAREST — ROMANIA

BUCHAREST UNIVERSITY OF ECONOMIC STUDIES, FACULTY OF AGRO-FOOD AND
ENVIRONMENTAL ECONOMICS, BUCHAREST — ROMANIA

COMMERCIAL ACADEMY OF SATU MARE, SATU MARE — ROMANIA

FOOD AND AGRICULTURAL POLICY RESEARCH INSTITUTE, UNIVERSITY OF MISSOURI,
COLUMBIA —USA

INSTITUTE OF AGRICULTURE DEVELOPMENT IN CENTRAL AND EASTERN EUROPE
(IAMO), LEIBNIZ - GERMANY

FEDERAL INSTITUTE OF AGRICULTURAL ECONOMICS, VIENNA — AUSTRIA

INSTITUTE OF AGRICULTURAL AND FOOD ECONOMICS, NATIONAL RESEARCH
INSTITUTE, WARSAW - POLAND



For publishers

COoNoTR~LNE

Prof. Drago Cvijanovi¢, Ph.D. 19. Prof. Aleksandar Ostoji¢, Ph.D.
Milan Jankovié, Ph.D. 20. Prof. Vojislav Trkulja, Ph.D.

Prof. Radovan Pejanovié, Ph.D. 21. Prof. Milena Jelikié-Stankov, Ph.D.
Prof. Tibor Kenjves, Ph.D. 22. Prof. Safet Kozarevi¢, Ph.D.

Prof. Nenad Vunjak, Ph.D. 23. Prof. Marko Ivankovié, Ph.D.

Prof. Milan Popovié, Ph.D. 24. Prof. Gordana Miceska, Ph.D.
Blagoje Kovacevi¢, B.Sc. 25. Prof. A. S. Ovchinnikov, Ph.D.
Dragoja Radanovié, Ph.D. 26. Prof. Vladimir | Trukhachev, Ph.D.
Snezana Jankovi¢, Ph.D. 27. Prof. Fokion K.Vosniakos, Ph.D.
Vladan Ugrenovié, Ph.D. 28. Prof. Paun lon Otiman, Ph.D.
Prof. Dejan Eri¢, Ph.D. 29. Prof. Pascu Mihai Coloja, Ph.D.
Srboljub Maksimovié, Ph.D. 30. Prof. Toma Dinu, Ph.D.

Ljubinko Rakonjac, Ph.D. 31. Prof. Dan Boboc, Ph.D.

Prof. Bozidar Milosevi¢, Ph.D. 32. Prof. Andreica Romulus, Ph.D.
Prof. Viadeta Stevovié, Ph.D. 33. Prof. William H. Meyers, Ph.D.
Prof. Dura Stevanovié, Ph.D. 34. Prof. Thomas Glauben, Ph.D.

Prof. Miomir Jovanovi¢, Ph.D. 35. Klaus-Dieter Wagner, Ph.D.

Prof. Vesna Milié, Ph.D. 36. Prof. hab. Andrzej Kowalski, Ph.D.

HONORARY BOARD

Srdan Verbi¢, Ph.D., Minister of Education, Science and Technological Development of the
Republic of Serbia, Belgrade — Serbia

Prof. Snezana Bogosavijevi¢ Boskovi¢, Ph.D., Minister of Agriculture and Environment
Protection of the Republic of Serbia, Belgrade — Serbia

Prof. Stevo Mirjanié, Ph.D., Minister of Agriculture and Water Management of the
Republic of Srpska, Banja Luka — Bosnia and Herzegovina

Prof. Zoran Raji¢, Ph.D., State Secretary of the Ministry of Agriculture and Environment
Protection of the Republic of Serbia, Belgrade — Serbia

Aleksandar Beli¢, Ph.D., State Secretary of the Ministry of Education, Science and
Technological Development of the Republic of Serbia, Belgrade — Serbia

Prof. Jovan Bazié, Ph.D., Assistant Minister of Education, Science and Technological
Development of the Republic of Serbia, Belgrade — Serbia

Prof. vica Radovi¢, Ph.D., Assistant Minister of Education, Science and Technological
Development of the Republic of Serbia, Belgrade — Serbia

Novica Randelovi¢, M.A., President of Steering Committee of Institute of Agricultural
Economics, Belgrade — Serbia

Prof. Natalija Bogdanov, Ph.D., Member of Steering Committee of Institute of Agricultural
Economics, Belgrade — Serbia

Prof. Dragojlo Obradovié, Ph.D., Member of Steering Committee of Institute of
Agricultural Economics, Belgrade — Serbia

Zivanko Radovancev, M.A., Member of Steering Committee of Institute of Agricultural
Economics, Belgrade — Serbia

Prof. Radovan Pejanovié, Ph.D., Vice rector University of Novi Sad — Serbia



Prof. Fokion K. Vosniakos, Ph.D., President of the Balkan Environmental Association
(B.EN.A.), Thessaloniki — Greece

Prof. Pavel Nastase, Ph.D., Rector of the Bucharest University of Economic Studies,
Bucharest — Romania

Prof. Nicolae Istudor, Ph.D., Vice Rector of the Bucharest University of Economic Studies,
Bucharest — Romania

Academician prof. lon Paun Otiman, Ph.D., Director of the Institute for Agricultural
Economics, Bucharest — Romania

Prof. Sorin Cimpeanu, Ph.D., Rector of the University of Agricultural Sciences and
Veterinary Medicine, Bucharest — Romania

Prof. Pascu Mihai Coloja, Ph.D., Rector of the Petroleum Gas University Ploiesti, Ploiesti —
Romania

Prof. Paul Pirsan, Ph.D., Rector of the University of Agricultural Sciences and Veterinary
Medicine, Timisoara— Romania

Prof. Valeriu Tabara, Ph.D., University of Agricultural Sciences and Veterinary Medicine,
Timisoara — Romania

Prof. Andreica Romulus, Ph.D., Rector of the Commercial Academy of Satu Mare, Satu
Mare — Romania

Prof. Alexandru Stratan, Ph.D., Director of the National Institute for Economic Research,
Chisinau — Moldova

Prof. hab. Andrzej Kowalski, Ph.D., Director of the Institute of Agricultural and Food
Economics, Warsaw — Poland

Prof. Dimitre Nikolov, Ph.D., Director of the Institute of Agricultural Economics, Sofia —
Bulgaria

Prof. Christina Yancheva, Ph.D., Rector of the Agricultural University, Plovdiv — Bulgaria
Prof. Marijana Ivanek-Martinci¢, Ph.D., Dean of the College of Agriculture, Krizevei —
Croatia

Zeljko Serti¢, President of Chamber of Commerce of Serbia, Belgrade — Serbia

Prof. Milan Popovi¢, Ph.D., Dean of the Faculty of Agriculture, Novi Sad — Serbia

Prof. Bozidar Milosevi¢, Ph.D., Dean of the Faculty of Agriculture, Zubin Potok — Serbia
Prof. Nenad Vunjak, Ph.D., Dean of the Faculty of Economy, Subotica — Serbia

Prof. Mi¢a Jovanovi¢, PhD., Rector of the Megatrend University, Belgrade — Serbia

Prof. Tibor Kenjves, Ph.D., Dean of the Faculty of Biofarming Backa Topola, Megatrend
University, Belgrade — Serbia

Prof. Aleksandar Ostoji¢, Ph.D., Dean of the Faculty of Agriculture, Banja Luka — Republic
of Srpska, Bosnia and Herzegovina

Prof. Vesna Mili¢, Ph.D., Dean of the Faculty of Agriculture, East Sarajevo — Republic of
Srpska, Bosnia and Herzegovina

Prof. Vladimir Ira, Ph.D., Director of the Institute of Geography, Slovak Academy of
Sciences, Bratislava — Slovakia

Prof. Dejan Erié, Ph.D., Director of the Institute of Economic Sciences, Belgrade — Serbia
Prof. Gordana Miceska, Ph.D., Director of the Institute for Tobacco, Prilep — Macedonia
Prof. Vladimir | Trukhachev, Ph.D., Rector of the Stavropol State Agrarian University,
Stavropol — Russia

Prof. Nikolai | Kuznetsov, Ph.D., Rector of the Saratov State Agrarian University, Saratov —
Russia



Nenad Puri¢, Ph.D., Institute PKB Agroekonomik, Padinska Skela — Serbia

Milan Zdravkovi¢, Ph.D., Institute for Vegetables and Crops, Smederevska Palanka — Serbia
Petar Kljaji¢, Ph.D., Director of the Institute for Pesticides and Environment Protection,
Belgrade — Serbia

Dragan Lukad¢, Ph.D., President of the Chamber of Commerce, Novi Sad — Serbia

Prof. Bahrija Umihani¢, Ph.D., Faculty of Economy, Tuzla — Boshia and Herzegovina

Prof. Andrea Segre, Ph.D., Dean of the Faculty of Agriculture, Bologna — Italy

Prof. Grigorije Trifunovi¢, Ph.D., University of Bijeljina, Bijeljina, Republic of Srpska —
Bosnia and Herzegovina

Prof. Dragi¢ Zivkovié, Ph.D., Faculty of Agriculture, Zemun — Serbia

Doc. Dejan Jankovié, Ph.D., Faculty of Agriculture, Novi Sad — Serbia

Boro Krsti¢, B.Sc., Director of the University of Bijeljina, Bijeljina — Republic of Srpska,
Bosnia and Herzegovina

Ljiljana Tomi¢, M.Sc., Founder of the University of Bijeljina, Bijeljina — Republic of
Srpska, Bosnia and Herzegovina

Prof. Milena Jeliki¢-Stankov, Ph.D., Rector of the University of Bijeljina, Bijeljina —
Republic of Srpska, Bosnia and Herzegovina

Ljubinko Rakonjac, Ph.D., Director of the Institute of Forestry, Belgrade — Serbia

Doc. Vladislav Zeki¢, Ph.D., Director of Department for Agricultural Economics and Rural
Sociology, Faculty of Agriculture, Novi Sad — Serbia

Prof’ Zorica Vasiljevié, Ph.D., Faculty of Agriculture, Zemun — Serbia

Prof. Zoran Njegovan, Ph.D., Faculty of Agriculture, Novi Sad — Serbia

Prof. Vojislav Trkulja, Ph.D., Director of the Institute of Agriculture, Banja Luka -
Republic of Srpska, Boshia and Herzegovina

Milan Jankovié, Ph.D., President of Belgrade Chamber of Commerce, Belgrade — Serbia
Prof. Hasan Hani¢, Ph.D., Dean of the Belgrade Banking Academy, Belgrade — Serbia
Prof’ Mile Dardi¢, Ph.D., Faculty of Agriculture, Banja Luka — Republic of Srpska, Bosnia
and Herzegovina

Prof. Bogdan Bulatovi¢, Ph.D., Faculty of Biotechnology, Podgorica — Montenegro
Snezana Jankovi¢, Ph.D., Director of the Institute for Appliance of Science in Agriculture,
Belgrade — Serbia

Velimir Radojevié, M.A., President of Cooperative Union of Belgrade, Belgrade — Serbia
Milenko Ivié, M.Sc., Director of PDS Tami§ Cooler Pancevo, Panéevo — Serbia

Milivoje Milovanovi¢, Ph.D., Center for Small Grains, Kragujevac — Serbia

SCIENTIFIC BOARD

Prof. Drago Cvijanovié, Ph.D., Serbia o  Prof. Zorica Sredojevi¢, Ph.D., Serbia
- President o Prof. Koviljko Lovre, Ph.D., Serbia
Prof. Victor Manole, Ph.D., Romania - o Prof. lvan Milojevi¢, Ph.D., Serbia
Vice President e Prof. Olga Kusakina Nikolaevna,
Prof. Radovan Pejanovi¢, Ph.D., Ph.D., Russia

Serbia - Vice President e Prof. Igor Sklyarov Ujrjevich, Ph.D.,
Prof. Wim Heijman, Ph.D., the Russia

Netherlands



Prof. Natalya Kulish Valentinovna,
Ph.D., Russia

Prof. Natalya Bannikova Vladimirovna,
Ph.D., Russia

Prof. Alexander Esaulko Nikolaevich,
Ph.D., Russia

Prof. Andrej Baydakov Nikolaevich,
Ph.D., Russia

Prof. Marina Leshyeva Genrikhovna,
Ph.D., Russia

Prof. Nadezhda Tarasenko Vasilevna,
Ph.D., Russia

Prof. Elena Kostyukova, Ph.D., Russia
Prof. lvan Atanov, Ph.D., Russia

Prof. Vitaliy Morozov, Ph.D., Russia
Doc. Anna Ivolga, Ph.D, Russia

Doc. Alexander Trukhachev, Ph.D, Russia
Doc. Vasily Erokhin, Ph.D., Russia

Prof. Mariana Eftimie, Ph.D., Romania
Prof. Dorel Dusmanescu, Ph.D.,
Romania

Prof. Mirela Stoian, Ph.D., Romania
Prof. Gabriel Popescu, Ph.D., Romania
Prof. Agatha Popescu, Ph.D., Romania
Prof. Stefana Jurcoane, Ph.D., Romania
Prof. Elena Stoian, Ph.D., Romania
Prof. Raluca lon, Ph.D., Romania
Prof. Claudiu Cicea, Ph.D., Romania
Prof. Silviu Beciu, Ph.D., Romania
Prof. Carlos Saborio Viquez, Ph.D.,
Costa Rica

Prof. Laszlo Karpati, Ph.D., Hungary
Prof. Aleksandra Despotovi¢, Ph.D.,
Montenegro

Prof. Sreten Jeli¢, Ph.D., Serbia

Doc. Sanjin Ivanovi¢, Ph.D., Serbia
Doc. Viadimir Zaki¢, Ph.D., Serbia
Prof. Andras Nabradi, Ph.D., Hungary
Potori Norbert, Ph.D., Hungary

Prof. Viade Zarié, Ph.D., Serbia

Prof. Marko Ivankovié¢, Ph.D., Bosnhia
and Herzegovina

Prof. Mile Pesevski, Ph.D., Macedonia
Prof. Simion Certan, Ph.D., Moldova
Prof. Stane Kavcic, Ph.D., Slovenia
Vesna Milici¢, M.Sc., Slovenia

Vi

Prof. Miomir Ph.D.,
Montenegro

Prof. Vincent Dolle, Ph.D., France
Prof. Milan Milanovié, Ph.D., Serbia
Prof. Gorica Cvijanovié, Ph.D., Serbia
Prof. Bozidar Milosevié, Ph.D., Serbia
Prof. Blagica Sekovska, Ph.D.,
Macedonia

Prof. Marko Mati¢, Ph.D., Bosnia and
Herzegovina

Prof. llija Galjak, Ph.D., Serbia

Rade Jovanovié¢, Ph.D., Serbia
Milovan Pusi¢, Ph.D., Serbia

Doc. Gordana Dozet, Ph.D., Serbia
Doc. Jonel Subi¢, Ph.D., Serbia
Danica Miéanovié, Ph.D., Serbia

Prof. Desimir Knezevi¢, Ph.D., Serbia
Ferhat Cejvanovié, Ph.D., Brcko
Distrikt, Bosnia and Herzegovina
Klaus Dieter Wagner, Ph.D., Austria
Zeljko Vasko, Ph.D., Republic of
Srpska, Bosnia and Herzegovina
Dusanka Gajdi¢, Ph.D., Croatia

Prof. Aleksandra Tesi¢, Ph.D., Serbia
Prof. Milan Pocuca, Ph.D., Serbia
Prof. Rajko Tepavac, Ph.D., Serbia
Doc. Tanja Anastazija Deli¢, Ph.D.,
Serbia

Doc. Bosko Vojnovié, Ph.D., Serbia
Prof. Ilija Bréeski, Ph.D., Serbia
Doc. Viadimir Marinkovic,
Serbia

Doc. Tatjana Jovani¢, Ph.D., Serbia
Dalibor Donci¢, M.Sc., Bosnhia and
Herzegovina

Marek Wigier, Ph.D., Poland
Zbigniew Floriasiczyk, Ph.D., Poland
Prof. Adrian Turek Rahoveanu, Ph.D.,
Romania

Magdalena Turek Rahoveanu, Ph.D.,
Romania

Andrei Jean Vasile, Ph.D., Romania
Crina Turtoi, Ph.D., Romania

Marius Voicilas, Ph.D., Romania
Adrian Stancu, Ph.D., Romania
Corina Ene, Ph.D., Romania

Jovanovic,

Ph.D.,



Ana Ursu, Ph.D., Romania

Prof. Andreica Marin, Ph.D., Romania
Prof. Titus Slavici, Ph.D., Romania
Camelia Petrescu, Ph.D., Romania
Gheorghe Grijac, Ph.D., Romania
Vesna Popovié, Ph.D., Serbia

Vesna Parausié¢, Ph.D., Serbia

Natasa Kljaji¢, Ph.D., Serbia

Tatjana Papi¢ Brankov, Ph.D., Serbia
Branko Mihailovié, Ph.D., Serbia
Jasmina Zdravkovié, Ph.D., Serbia
Mihailo Ratknié, Ph.D., Serbia
Dragana Drazi¢, Ph.D., Serbia
Snezana Rajkovi¢, Ph.D., Serbia

Vesna Mrvi¢, Ph.D., Serbia

Radmila Pivié, Ph.D., Serbia

Prof. Svetlana Vukoti¢, Ph.D., Serbia
Prof. Veljko Radojevi¢, Ph.D., Serbia
Boris Kuzman, Ph.D., Serbia

Prof. Snezana Steti¢, Ph.D., Serbia
Anja Gligi¢ - Savi¢, Ph.D., Republic of
Srpska, Bosnia and Herzegovina
Jovana Gligi¢ - Dumonji¢, Ph.D.,
Republic of Srpska, Bosnia and
Herzegovina

Dusica Delié, Ph.D., Serbia

Jelena Milivojevi¢, Ph.D., Serbia

Vera Peki¢, Ph.D., Serbia

Mirjana Staleti¢, Ph.D., Serbia

Prof. Sreten Cuzovié, Ph.D., Serbia
Prof. Ivan Milenkovié, Ph.D., Serbia
Dragan Milivojéevi¢, Ph.D., Serbia
Doc. Dusko Jovanovié, Ph.D., Serbia
Doc. Snezana Urosevié, Ph.D., Serbia
Marija Stojanova, Ph.D., Bulgaria
Matteo Vittuari, Ph.D., Italy

Zuzana Palkova, Ph.D., Slovak Republic
Vladimir Shibaykin, Ph.D., Russia
Tomas Doucha, Ph.D., Czech Republic
Bojan Dumonji¢, Ph.D., Republic of
Srpska, Bosnia and Herzegovina

Prof. Grigorije Trifunovi¢, Ph.D.,
Republic of Srpska, Bosnia and
Herzegovina

Doc. Drazen Jovanovi¢, PhD.,,
Republic of Srpska, Bosnia and
Herzegovina

Doc. Sinisa Domazet, Ph.D., Republic
of Srpska, Bosnia and Herzegovina
Matej Bedrac, M.A., Slovenia

Tomaz Cunder, M.A., Slovenia

ORGANIZATIONAL BOARD

Doc. Jonel Subié, Ph.D., President
Viadimir Filipovié, Ph.D., Vice President
Aleksandar Luci¢, Ph.D.

Anton PuSkarié, Ph.D.

Zoran Simonovi¢, M.SC.

Nada Mijajlovié, M.Sc.

Predrag Vukovié¢, M.Sc.

Slavica Arsi¢, M.Sc.

Velibor Potrebi¢, M.Sc.

Lana Ivanovié¢, M.Sc.

Marko Jelocnik, M.Sc.

Radojica Sari¢, M.Sc.
Viadimir Perisi¢, M.Sc.
Bojana Beki¢, B.Sc.
Svetlana Roljevié, B.Sc.
Marijana Jovanovié¢, B.Sc.
Biljana Gryji¢, B.Sc.
Ljiljana Tomi¢, B.Sc.
Ivana Vuceti¢

Vesna Stajci¢

Milena Marinkovi¢



FOREWORD

International Scientific Conference ,, SUSTAINABLE AGRICULTURE AND
RURAL DEVELOPMENT IN TERMS OF THE REPUBLIC OF SERBIA
STRATEGIC GOALS REALIZATION WITHIN THE DANUBE REGION -
rural development and (un)limited resources , which was held in period 5-6"
June 2014 in Belgrade, the Republic of Serbia, through number of presented
papers mainly provides an overview of results of scientific research on the
integrated and interdisciplinary project No. Il 46006 ,,SUSTAINABLE
AGRICULTURE AND RURAL DEVELOPMENT IN TERMS OF THE
REPUBLIC OF SERBIA STRATEGIC GOALS REALIZATION WITHIN THE
DANUBE REGION“.

Carrier of the Project, where is engaged 68 scientific-educational workers, is
the Institute of Agricultural Economics Belgrade, which collaborates in
realization of this project with 8 scientific-educational institutions. Project
realization involves following Institutions: Faculty of Agriculture -
University of Belgrade; Faculty of Agriculture - University of Novi Sad;
Faculty of Economics - University of Belgrade; Faculty of Economics
Subotica - University of Novi Sad; Faculty of Biofarming Backa Topola -
Megatrend University, Belgrade; Institute for Science Appliance in
Agriculture, Belgrade; Institute of Medicinal Plants Research Dr Josif
Pancié, Belgrade,; Center for Small Grains, Kragujevac.

Mentioned Project is implementing within the period 2011-2014, and funded
by the Ministry of Education, Science and Technological Development of
the Republic of Serbia. Realization of project is carried out through 3 sub-
projects, having in mind regional specificities of agriculture and rural/peri-
urban areas within the Danube Region:

(1) Sustainable agriculture and rural development in the Upper Danube
Region;

(2) Urban and peri-urban agriculture in the Metropolitan area of
Belgrade - Novi Sad;

(3) Sustainable agriculture and rural development in the Carpathians
(mountain area within the National Park Derdap and its protected
zone).
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International Scientific Conference ,,SUSTAINABLE AGRICULTURE AND
RURAL DEVELOPMENT IN TERMS OF THE REPUBLIC OF SERBIA
STRATEGIC GOALS REALIZATION WITHIN THE DANUBE REGION -
rural development and (un)limited resources “, gathered number of scientific
workers and experts from many countries. Besides the authors from Serbia in
Thematic Proceedings are also presented the papers of authors from Bosnia
and Herzegovina, Macedonia, Albania, Romania, Russia, Belarus, Poland,
Austria and USA.

After all 67 papers were positively reviewed by the reviewers and presented
on the International Scientific Conference, they were published in the
Thematic Proceedings. Proceedings publisher was Institute of Agricultural
Economics Belgrade, together with 35 eminent scientific-educational
institutions from Serbia and abroad. In the Plenary Section were presented 4
papers which gave significant contributions to International Scientific
Conference.

Rest of the papers are systematized in 3 thematic sections:

| RURAL ECONOMY IN THE FUNCTION OF INTEGRAL LOCAL
DEVELOPMENT (section was represented by 30 papers);

I ALLOCATION AND VALORIZATION OF RESOURCE POTENTIALS
OF RURAL AREAS (section was represented by 26 papers);

1l THE REFORM OF THE EU COMMON AGRICULTURAL POLICY - A
NEW DEVELOPMENT FRAMEWORK FOR THE PERIOD 2014-2020
(section was represented by 7 papers).

Belgrade, Editors:

June, 2014 Prof. Drago Cvijanovi¢, Ph.D.
Jonel Subi¢, Ph.D.
Andrei Jean Vasile, Ph.D.
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EXPECTATIONS AND BENEFITS FROM THE MEMBERSHIP IN
THE EUROPEAN UNION FOR POLISH AGRICULTURE

Andrzej Kowalski

Abstract

The study broadly characterises the changes occurred in the Polish food
sector after the integration with the EU and an implementation of the CAP in
domestic agriculture. It was emphasized that in relation to a baseline situation,
after the accession, Polish farmers received the significant financial benefits
ensuring the stable conditions of production in long term. As a result, the
structural changes have been accelerated. Moreover, the processes of
concentration in agriculture were intensified and the agricultural income
increased dynamically. Extremely rapid growth of food exports was observed.
Consequently, the economic recovery resulting from European integration had
a positive impact on food quality and nutrition.

Key words: Polish agri-food sector, integration with the EU, effect of the
CAP, agricultural incomes, export and import of agri-food products

Introduction

Public opinion surveys show that after ten years of membership, more than
60% of the farmers accept the membership in the EU. The attempt to perform
an in-depth assessment of the macroeconomic impact of the Polish
membership in the EU is far more difficult. The source of concern of the
farming population originated from the specificity of this sector of the
economy. Rural areas and agriculture exhibit less adaptability to the
requirements of the market economy than other areas. The underdevelopment
of the technical and social infrastructure, low levels of qualifications,
underdevelopment of business support in rural areas, all this discourages
spontaneous flow of private capital. For this reason, agriculture is one of the
branches most sensitive to the situation of the state budget.
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High burden on the budget of the public debt service and the high deficit of
insurance limited the increase of funds for agricultural restructuring, necessary
to improve the competitiveness of the food sector [Kowalski 2011].

Supporters of the integration emphasized the high probability of accelerating
the economic growth. Economic growth, generating an increase and
qualitative change in the demand for food is a prerequisite of the long-term
sustainable development of agriculture and the entire food sector. The Polish
membership in the European Union was undoubtedly a factor in accelerating
the growth of new members, including Poland. In the years 2003-2013, the
GDP growth rate allowed for the acceleration of the domestic consumption
and investment demand as well as the exporters' demand.

During this period, they increased in total respectively: individual consumption
by 22.5%, investments by 66%, exports of goods by 141%. These are the
indicators of economic development, resulting in an increase in the domestic
demand for food (about 14%) and very high recovery in the trade in agri-food
products, whose turnover increased threefold. Rapid economic growth and the
income of the population promoted the improvement of the quality of food, i.e.
improvement of the structure of food consumption and increase in the food
processing and trade services.

Table 1. Amount of transfers of the cap funds, which poured to Poland (data

in euros)

Year Direct payments RDP Market interventions | Other CAP transfers In total
2004 0 286 640 000 10786 208 0 297428 212
2005 702 674 035 662 100 658 166 668 009 10 638 946 1542 083 653
2006 811580923 1149555478 181896 135 11100 858 2154135400
2007 935100 872 1550 886 535 62 431 005 5264141 2553 684 560
2008 1037600 783 846 530 427 134629 217 12400573 2031163008
2009 1446 164 527 1043825682 409 081 057 14 860 428 2913933703
2010 1827719773 1571940 488 66 374 780 12586 168 3478623219
2011 2395415615 1706 015 707 142 161 865 11632 309 4255 227507
2012 2702781649 2024767 952 129 330 008 11376 612 4 868 258 233
2013 3065995 810 96 830 252 1695 969 389 24 234 865 4883032330

2004-2013 | 14925033987 | 10939093179 2999327673 114 094 900 28977549 740

Source: Eurostat data.



Among the benefits, emphasis was mainly put on the financial benefits
associated with accession. It seems that the amount of financial resources was
a decisive argument for hesitating farmers to vote in the referendum for EU
membership. After the Polish accession to the European Union already in the
years 2004-2006 we were to receive around 20 billion euros from the EU for
various types of Community policies [Kowalski, 2013]. The agricultural sector
during the period of the membership was supported from the budget of the
EU-27 with the amount of nearly 30 billion euros (more than 120 billion zt).
(Table 1)

Economic and natural determinants of the Polish food sector

In Poland in 2013, in the use of farms exceeding 1 ha of agricultural land, there
was more than 15.2 million ha of agricultural land?, there was more than 15.2
million ha of agricultural land, and the majority (94.7%, or 14.4 million
hectares) was maintained in good condition and accounted for approximately
9% of all agricultural land of this kind, available to the EU-27 agriculture.
However, these were the lands of relatively low quality for use from the point
of view of the conducted farming activity. According to specialists of IUNG,
taking into account the entirety of natural and climatic relations, their
conditioning in respect of agricultural production in Poland is about 25-30%
worse than in the Western European countries.

In the last decade in Polish agriculture, the concentration processes that
became strengthened after the entry of our country into the EU, are becoming
increasingly distinguished. In the period 2002-2013 the average area of the
majority of farms above 1 ha of agricultural land in Poland increased by
15.6%). Over 80% of the growth occurred in the period 2003-2013. The scale
of the pro-effective structural transformations is best illustrated by the changes
in the size of the group of farms with opportunities for growth and
withstanding the competition, which in Polish conditions includes the farms of
30 ha and larger [Poczta, 2012]. In the years 2002-2013, their share in the total
number of farms with more than 1 ha increased from 6 to 9%, and the area of
land at their disposal - from 26.5% in 2002 to 44.3% in 2013 [Wigier, 2014].
In 2013, the population contributing labour input in agricultural activities
conducted by individual farms and not receiving remuneration for it amounted

2 Agricultural land in Poland accounted for approximately 8.8% of the agricultural land
of the EU-27. A higher percentage of agricultural land existed in: France (16.1%), Spain
(13.6%), United Kingdom (9.6%) and Germany (9.3%).
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to 3 669.4 thousand people®, while it was a population 8.9% smaller than 10
years earlier . Expressing their work in full-time equivalent, namely the fully
employed®, in the years 2003-2013, this population decreased from 2 0447 to
1 769,9, therefore by 13.4%. The empirical research conducted by the Institute
shows an increasing number of people from families with a user of a farm over
1 ha, who work exclusively outside agriculture. Their numbers were estimated
in 2013 at about 460 thousand people, while in 2003 there were around 305
thousand.

It is estimated that in 1999, 83-139 thousand farms (5,2-8,7% of the total)
expanded the value of their assets. In 2013, in turn, such characteristic
distinguished as many as 290-300 thousand households (about 17% of the
total), which generated approximately 69% of the national agricultural
production value. Favourable changes also concerned the technologies used in
agricultural production. In the years 2002-2010, the share of farms with
tractors increased from 35.9 to 44.6%; with combine harvesters from 4 to
6.5%, with sprayers from 15.8 to 21.5% [Jozwiak, 2012].

Changes also occurred in the livestock, counted both in the physical and
measurement units. In contrast to the periods earlier than 2002, the livestock
population in measurement units was increasing and in 2013 it was about 38%
higher than eight years earlier. The stocking density per 100 ha of agricultural
land in 2012 was 67.4 LU, while in 2002 it was 45 LU. The increase in
livestock was a favourable situation, since it contributed to the improvement of
soil fertilization with organic fertilizers. In recent years, also expenditure of
chemical pesticides, mineral fertilizers was also increasing, and this means that
there was an increase in crop production intensity. Consumption of mineral
fertilizers calculated in kilograms of NPK in 2013 was approximately 130% of
the level in 2000, and the corresponding indicator relating to the chemical
plant protection products accounted for approximately 217%.

3 All data for the year 2013 is based on the PSR results from 2002 and 2011, the results
of the sample survey "The structure of agricultural farms" conducted by the CSO in 2005
and 2007, and the panel field studies carried out by the IAFE-NRI in 2005 and 2011.

* The information cited for the year 2003 was determined on the basis of the results of
the PSR 2002 sample survey "The structure of farms" conducted by the CSO in 2005
and panel field studies carried out by the IAFE-NRI in 2000 and 2005.

® This means that one person works on a farm 2 120 hours per year, which means
working 265 days in a year, 8 hours a day. The full-time equivalent calculated in this
way constitutes a unit of work AWU, and for the other members of the farm family it is
signified as FWU.



Increasing the intensity of crop production was accompanied by an increase in
crop yield. Only in 2004-2013 the yields of rape and turnip rape increased by
about 48%, sugar beet by 37%, wheat by 21% and forage legumes grown for
seed by 15%. In animal production an increase in productivity per unit was
also reported. The average annual rate of increase in milk yield was close to 82
litres per cow throughout this period, and the production of live pigs per piece
of an average balance grew at the average annual rate of about 2 kg. As a
result, the average annual milk yield per cow amounted to 1 4618 I, and the
production of pork in live weight - 155.8 kg per 1 ha. This was a consequence
of the genetic progress in livestock farming and change in the way of feeding
them, improving the quality of own and purchased feeds.

It should be noted that in the period 2004-2013 the volume of agricultural
production increased. The CSO data shows that the value of global production
of Polish agriculture, at prices current in 2013, amounted to PLN 100,671.7
million . When calculated in constant prices, it was 16.2% higher than in 2000,
but about 9.8% higher compared to 2005, thus an average annual real increase
in the production in the years 2005 to 2013 was 1.63%, while in 2000 -2010 it
was 1.47%. Poland produces about 12.7 million tons of milk and is the fourth
producer in the EU. Production is stable, as the increasing milk yield is
compensated by the decline in livestock. Milk is increasingly processed into
products with a high share of added value (ripened cheeses, yogurt, etc.). Net
exports of dairy products is about 1.3 million tons in terms of milk, and a value
of EUR 950 million [Seremak-Bulge, 2014]. Poland has become a major
exporter of cheese - around 185 thousand tons. In the same time Poland is the
third producer of sugar in the EU. The production potential of the sector after
restructuring decreased slightly to the about 1900 thousand tons, but far
exceeds the demand of the internal market of 1600 thousand tons. The
decrease in the cultivation area of the sugar beet down to 185 thousand ha
compensated by higher yields, up to 630 dt/ha. The modernization of the sugar
industry and its raw material base contributed to the efficiency of the
production and processing of the sugar beet. The industry is a net exporter of
about 200-300 thousand tons [Szajner, 2013].

Since the beginning of the twenty-first century, poultry production in Poland
has tripled to about 1,600 thousand tons. Consumption has doubled to more
than 26 kg / person / year. This represents 37% of the total meat consumption.
Exports are up to eleven times greater than in 2000 and exceeds 530 thousand
tons, representing 33% of the production.



Currently, Poland is the fourth producer of poultry meat in the EU and its third
exporter. In 2013 the value of exports amounted to around 1.2 billion euros.
We are gaining new markets in Asia and Africa [Dybowski, 2013].

Poland is the 3rd largest producer of cereals in the EU. In the last decade the
average size of the harvest was 27 million tons. Nevertheless, there were
variations in their size 21,7-29,7 million tons, which resulted from random
factors. For many years, Poland has been a net importer of cereals and, in
principle, not counting individual years, it still remains one. However, after
joining the EU the situation has changed considerably in this respect. Prior to
the accession, small quantities of cereals were exported, and larger only in case
of a large harvest. At the same time imports also were subject to fluctuations
depending on the market situation. However, after the accession to the EU,
regardless of the size of the harvest, at least 1 million tons are exported in
season, and often more than 2 million tons (4.5 million tons in the season
2012/13). At the same time imports are stabilized in the range of 1.5-2.5
million tons [Lopaciuk, 2013].

Poland is one of Europe's largest producers, processors and exporters of rape.
With production exceeding 2 million tons Poland has a 11% share in the
production of rapeseed in the EU and together with the UK the third place in
production. Poland lost the position of the major manufacturer and exporter of
rapeseed in the 90s, and regained it after joining the EU. EU policy on biofuels
gave a strong impetus for the development of the crops. In the years 2004-
2013 harvest increased from 1 million tons in 2000-03 to 2.1 million tons in
the last five years. Rapeseed production has become the fastest growing plant
production branch. With increased production and slow-growing domestic
demand for canola oil, Poland has emerged as a formidable exporter of
rapeseed. Export of rapeseed oil is still developing and the export of rapeseed
meal and margarine is also increasing. The value of exports of oil increased in
the period 2004-2013 6-fold and the value of imports 4-fold . Despite the
development of exports, Poland, like the rest of the EU, remains a lasting net
importer of oil , and the negative trade balance is deepening. This is due to the
limited development opportunities of oilseed production, with rapidly growing
domestic demand for biofuels and high-protein feed [Rosiak, 2013]. Poland is
the fourth, after Spain, Italy and France, manufacturer of fresh horticultural
products in the countries of the extended Community [Nosecka, 2013]. Poland
is the largest producer of : apples, cherries, currants, gooseberries, raspberries,
as well as cabbage, carrots and red beets in the EU and the second producer of
strawberries, cucumbers and onions in the Community.



The participation in the EU's harvest of the majority of vegetables less
esteemed in domestic production is increasing, i.e.. broccoli, pumpkin
vegetables, leeks and salad vegetables. Polish participation still does not
exceed 5% of the EU harvest of these vegetables.

With stable production, the participation of our country in the EU production
of concentrated apple juice does not change and fluctuates around 45-50%.
With the participation of more than 50%, we are a leading producer of frozen
fruit (strawberries, cherries, raspberries, currants, gooseberries, plums) and
concentrated juices of soft fruit in the EU. Already in the second year of our
presence in the EU, we became the largest, after Belgium, manufacturer of
frozen vegetables in the Community. We are also, with little change in the
share of EU production, the biggest in the Community and one of Europe's
largest producers of sauerkraut, pickled cucumbers and dried carrots. In the
total production of processed fruit and vegetables in the EU, Polish
participation increased from about 5% before the accession to around 10% on
average in 2010-2012. After the accession, Poland has strengthened its
position as the largest provider of concentrated juices, frozen fruit for
processing and soft fruits (mainly strawberries, cherries, raspberries and
currants) among the Community countries for the EU market, and the second
after Belgium supplier of frozen vegetables.

Poland is the world's largest producer of currants and gooseberries, and in
recent years also raspberries. We fourth in the world in the production of
apples and fifth in the production of strawberries, cherries and carrots. Poland
is the second in the world (after China) producer of concentrated apple juice
and third in the world (after the U.S. and China), producer of frozen fruit and
concentrated juices made from soft fruit. We belong to the group of the 5
world's largest producers of frozen vegetables. We are the world's first
exporter of frozen fruit, concentrated juice from soft fruits and the second in
the world exporter of apple juice concentrate. In recent years, we have become
the second (after China) exporter of apples (in the season of 2012/13 Polish
exports of these fruit exceeded the exports from China).

The income situation of agriculture

Agricultural support of public funds (EU and national) have improved the
financial situation of Polish farmers, mainly due to direct payments.
Supporting the farms in LFA areas was beneficial for farmers and the
environment. The "agri-environment™ actions should be assessed positively,
among which the measures to protect water and soil had the largest range.
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In contrast, the extent of the impact of the "early retirement"”, the program of
afforestation and measures to adapt to EU standards, and above all, the
program supporting semi-subsistence farms was considered as negligible.

Agricultural incomes are highly volatile [Florianczyk, 2013]. This variation is
directly related to the fluctuations in the price of products, means of production
and volume production. In the context of the increasing integration of
agricultural markets, the observed fluctuations in prices of agricultural
products are subordinated to the changes in the volume of production in the
global market. Consequently, it is possible to increase the prices paid to
agricultural producers on the local market, accompanied by an increase in the
volume of domestic agricultural production. In this case, we observe a strong
increase in agricultural income. Conversely, a strong decline in the world and
local prices, in the event of a decrease in the volume of the domestic
production leads to rapid deterioration of the financial situation of farmers.

Fluctuations in agricultural incomes, especially in the second of the discussed
cases are stabilized through direct payments. These payments may be of a
long-term - planned character, as well as in the form of a temporary income
support. This first form of support may be questionable in terms of growth in
agricultural income resulting from the simultaneous improvement of the terms
of trade and the volume of agricultural production. In this case, the support is
an additional factor leading to an increase in the amplitude of the fluctuations
in agricultural income.

Polish integration with the EU stopped the downward trend in the share of
agricultural income in the total income. In the period 2004-2013, the share of
agricultural income increased by 5.4 percentage points (pp) and the income
from employment by 2.6 percentage points within the total disposable income;
while the income from social benefits and welfare decreased by 6.0 p.p. and
from self-employment by 0.8 p.p. decreased®. Also, the difference between the
income from agriculture in Poland in relation to farmers in the EU-27
decreased, although the differences are still very significant. (Figure 1)

® Household budgets, CSO.



Figure 1. The dynamics of the income of the production factors per full-time
employee in agriculture in constant prices (2005 = 100)
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Source: Eurostat, Economic Accounts for Agriculture.

Household Budget Surveys show slow decrease in income disparities between
urban and rural population. In 2004-2009 the advantage of the urban
population revenues in comparison to rural one decreased from 51.4% to
41.1%,; similarly: in cities with a population of 20 thousand and less from
24.6% to 16.0%, and in the cities 500 thousand and more from 105.7% to
95.1%’. The higher growth in incomes of the population living in rural areas
(an increase of 58.8%) compared to urban residents (an increase of 48.0%),
and almost two times lower number of long-term unemployed, i.e., people
seeking jobs for a period longer than 12 months, in rural areas, had an effect on
these changes.

Despite the decline, still a high dominance of income, particularly among the
residents of metropolitan cities, over the incomes of the rural population
persists [Kowalski, Wigier, Chmielinski, 2009]. This is due, inter alia, to the
fact that the best-paid jobs are located in large cities. The income differences
between the inhabitants of cities and villages is also affected by the number of
people in the family and the education level of the household. People living in
the countryside have a lower level of education than people in the city; also a
greater proportion of large families resides in the rural areas than in the city,
especially compared to the large agglomerations.

" The results of the CSO household budgets surveys.
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Figure 2. The level of disposable income of households in rural and urban
areas
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Source: Own elaboration based on the results of household budget surveys,
CSO.

In the farmers' households in 2013, further reduction of the risk of economic
poverty, including extreme poverty, was recorded. In the years 2004-2013 in
farmers' households the decrease of percentage of people living below:
subsistence minimum from 19.9% to 8.9%, the relative poverty from 32.3% to
25.9%, the legal poverty line of 31, 6% to 12.1%, was recorded. In the case of
legal poverty, since 2005, a permanent decrease in the proportion of
expenditure below this threshold occurs. This is the result of the adopted
mechanism for determining the threshold amounts entitling to benefit from the
social assistance system.

In the sphere of supplying agriculture with the means of production, primarily
a large increase in the prices of means of production, goods and services
purchased by farmers were the effect of integration [Zalewski, 2014]. The
prices of these products in 2013 were about 40% higher than the state from
2000-2002 and 33% higher than in 2003. In the post-accession period a steady
increase in purchases (and consumption) of mineral fertilizers, plant protection
products, animal feed and industrial services, with a relative stabilization of the
supply of seed material, energy factors or fuel, were recorded.
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The development of the real demand for current capital goods, as well as
intermediate consumption, was, therefore, moderate and slightly lower than the
growth in agricultural production. Whereas, a clear, and even a large increase
in demand for agricultural machinery and other capital goods occurred. On
average, in this period, a twofold increase in sales of main agricultural
machinery and other capital expenditures occurred. In the years 2003-2013 the
value of investment in agriculture has increased in current prices by twofold
(from PLN 2.0 to 4.0 billion), and in constant prices by about 38%. Thus, an
important result of the increase of farmers' income, mainly as a result of direct
payments, was a significant revival of investment in agriculture, moderate
development of the current means of production, and capturing a substantial
part of the additional income of this social group by the suppliers and
manufacturers of those means.

In the period 2004-2013, the average rate of development of food industry
production, as measured by its value in constant prices, was 5.2% per year. In
this period the rate of growth of the sector was similar to the growth of gross
domestic product, but about two fifths lower than in the previous boom (1993-
1998) and a third slower than the production of the whole Polish industry. In
this respect, the effect of integration has in the food industry been smaller than
the effects of the transformation processes performed in the previous decade.
In the period of the EU integration, also the share of the production of food,
beverages and tobacco in the whole Polish industry was reduced. At the same
time the development of this production was more than twice faster than
agricultural production (approximately 1.8-2.6% per year) and 2.4 times faster
than the increase in domestic consumption of these products (2.25% annually).
This means that after the Polish accession to the EU, the share of the food
industry in the management of agricultural production and national coverage
of consumer demand increased.

Rapid development of export of products of the food industry (at a rate of
22.5% per year) has been an important source of growth in this sector, which
resulted in the fact that in the years 2003 to 2013 approximately 55% increase
in sales (in constant prices) was placed on the foreign markets, and the share of
exports in the food industry revenues increased twofold (from 11% in 2000-
2002 to 31% in 2012). Another very important source of growth in this sector
was the maintenance of a high growth rate of secondary processing, i.e., the
production of highly processed foods, soft drinks, snacks and desserts, which —
similarly to the past two decades - increased at a rate of about 7% per year. In
the period of integration with the European Union, there was similarly high
production growth of stimulants (6.7% annually).
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Foreign trade in agri-food products

The most important factor in the development of agri-food sector in Poland
was extremely rapid growth of food exports. The period of Polish membership
in the European Union was characterized by the systematic growth and
improvement of the results of trade in agri-food products. Positive changes
were already evident in the year 2003, when Poland for the first time became a
net exporter of agri-food products, obtaining a positive balance in the amount
of 454 million euros and achieving double-digit growth in exports and imports.

In the year of accession, foreign trade turnover of Polish agri-food products
was nearly 30% higher than in the year 2003. Due to the continuing growth of
both exports and imports, Poland’s turnover with agri-food products also
increased in subsequent years. Only the year 2009 was an exception, when
sales declined by more than 5% in comparison with the previous year.

Figure 3. Export and import of agri-food products

Export and import of agri-food products (in billions of euros)
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Source: Own elaboration.

Since Polish accession to the EU the positive balance of trade in agri-food
products steadily increased. The year 2008, when the surplus was significantly
reduced, was an exception. (Figure 3) For the years 2003 to 2013 exports of
the agri-food products increased more than fivefold, import four and a half
times, and the balance of foreign trade in these products more than fourteen
times. In the same period, the cumulative growth rate of GDP, expressed in
constant prices, amounted to 146.9%. The dynamics of exports and the balance
of foreign trade in agri-food has, therefore, exceeded the GDP growth rate,
giving evidence of a pro-export development of this sector in Poland.
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Business connections of the Polish agri-food sector with foreign countries for
years are asymmetric, i.e., the Member States remain dominant partners in this
exchange. It is a consequence of full integration with the European Union and
the introduction of the Common Agricultural Policy and Trade. Economic
regional integration is both a stage of involvement in the processes of
globalization, and a form of strengthening internal forces, so that it was
possible to cope with global competition and protect oneself against the
negative effects of global changes®. European economic integration implies the
free movement of goods, services, capital and persons within the Community.
Domestic food producers who meet certain sanitary, veterinary, phytosanitary,
animal welfare, and environmental protection standards have been granted
unlimited access to a huge market, characterized by high purchasing power of
consumers. In 2013, the share of the EU-27 countries in the Polish agri-food
exports amounted to 76.9%, including the countries of the EU-15 with 57.5%
(Table 3). The positive balance of trade with the EU countries amounted to
almost 4.5 billion euros. Such a high share of the European Union in the
geographical structure of exports, and such a high value of the balance of trade
with the countries of the Community are other arguments proving the thesis
that the Polish food sector is competitive and successful in the common
market.

An important market for Polish foods are also the CIS countries, whose share
in the Polish agri-food exports in 2012 amounted to 11.3%. The share of the
CIS countries in particular years was subject to large fluctuations, resulting
from the variable trade policy of Russia (which played a leading economic role
in this group of countries). Russia quite often introduced various restrictions on
access to its market, which negatively affected the results in exports and
economic situation of the market and some industries (e.g., meat, fruit and
vegetables sector). But maybe in the next few years, Russia will be more
predictable trade partner, because since 2012 it is a member of the World
Trade Organization (WTO) and should respect the foreign trade rules set by
the organization. However, this does not mean an easy success in this market
for Poland, because the Russian market is increasingly demanding and
characterized by stronger and stronger competition, and in addition, it is
influenced by political considerations. The Russian food sector undergoes
dynamic structural changes that are the result of the influx of large, both
domestic and foreign, investments.

8 W. Szymanski, Globalizacja. Wyzwania i zagrozenia, DIFIN, Warszawa 2002.
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Table 3. The results of foreign trade in agri-food products (in millions of

euros)
Trade | pirection | 2003 | 2005 | 2007 | 2000 | 2011 | 2012 | 2013
stream
Intotal | 40104 | 70280 | 99425 | 112776 | 152276 | 178932 | 199569
EU-27* | 26167 | 51908 | 80014 | 90669 | 119110 | 137638 | 155567
=
S EU-15 | 20416 | 40630 | 59412 | 66988 | 87934 | 102952 | 115960
x
w EU-12* | 5751 | 1127,8 | 20602 | 23681 | 31176 | 34686 | 39607
Froénub_eg;’”d 13937 | 18372 | 1941,1 | 22107 | 33166 | 41294 | 44002
Intotal | 35569 | 53735 | 79723 | 91110 | 126284 | 13557,4 | 142190
EU-27" | 21759 | 33882 | 53474 | 63204 | 88222 | 92843 | 97926
=
S EU-15 | 18485 | 29380 | 44846 | 54489 | 75202 | 78021 | 83350
S
= EU-12* | 3274 | 4502 | 8628 | 8715 | 13020 | 14822 | 14576
Frog‘ub%o”d 13810 | 19853 | 26249 | 27906 | 38062 | 42731 | 4426
Intotal | 4535 | 16545 | 19702 | 21666 | 25992 | 43358 | 57379
. EU-27* | 4408 | 18026 | 26540 | 27466 | 30838 | 44795 | 57641
g EU-15 1931 | 11250 | 14566 | 12499 | 12732 | 24931 | 32610
3 EU-12* | 2477 | 6776 | 11974 | 14967 | 18156 | 19864 | 25031
Fr"énubf’zy;’”d 127 | -1481 | 6838 | 5800 | -4896 | -1437 | -262

Source: own elaboration based on: ,, Handel zagraniczny produktami rolno-
spozywczymi. Stan i perspektywy”, nr 21-38, seria ,,Analizy rynkowe” z lat
2005-2013, IERIGZ-P1B, ARR, MRiRW, Warszawa.

In other countries a significant position in the export of food is occupied by
economically developing countries (6.8%). Economically developed countries
have, however, relatively small share in exports (3.1%), which is primarily due
to their protectionist trade policy, which consists of high tariff rates, and non-
and para-tariff barriers.

Conclusions

The analyses of the potential benefits and risks associated with the integration
process stressed the fact that the Common Agricultural Policy provides stable
production conditions for the producers in the long term. For the Polish
farmers exposed to frequent changes in agricultural policy, the consequences
of changes in the economic situation in the agricultural sector, ensuring stable
production conditions, according to many opinions was to become an
achievement of equal importance as financial aid.
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The continuing agrarian fragmentation, despite the favourable trends, is the
consequence of the earlier developmental delays, the elimination of which
does not depend on the changes in the agricultural sector. Further progress in
the diversification of economic activity of people from families with a user an
individual agricultural holding largely lies outside agriculture. The preparation
for work in non-agricultural sectors is steadily improving, as evidenced by
changes in the level of general education of the population aged 15 and over
from families with a user from an individual agricultural holding®. In the years
2003-2013, progress was made in the number of graduates of secondary and
post-secondary schools (18 to 34%) and higher (from 3 to 13%). Moreover, at
the same time, the percentage of people who had non-agricultural school
qualifications increased from 44 to 57%.

After the accession to the European Union, the growth rate of household
income of farmers was higher than in other socio-economic groups. In the
period 2004-2013, the nominal disposable income of farmers increased by
89.7% (real income by 64.3%), and in other farm groups as follows: in total by
62.2% (38.7%), employees by 615% (39.3%), the self-employed
(entrepreneurs) by 57.0% (37.2%) and pensioners by 51.5% (26.2%). During
the accession, the factors favouring the growth of agricultural incomes
prevailed, among which a prominent position was taken by various forms of
financial support under the CAP, addressed to the agri-food sector, households
of farmers and rural areas

After joining the European Union the economic and financial situation of
agricultural enterprises, both manufacturing and service companies, was well
and stable. In the period 2004-2013, manufacturing companies had stable
ability to generate profits of around 5-10% of the value of turnover, service 3-
6% (ROE 6-15%), revenues and productivity were steadily increased, financial
liquidity and high rate of investment were achieved. Indicators of the current
financial liquidity, remaining within the range of 1.5-2.2, indicate even the
presence of available equity resources in some of these companies, and the
investment rate above 1.5 means a rapid process of modernization of the fixed
assets of agricultural enterprises. Acceleration of the Polish economic growth,
on which accession to the EU had a great influence, influenced the revival of
production in the food industry, improvement of the economic condition of
this department of food economy, and an increase in investment activity.

% Changes in the level of education determined on the basis of population and housing
census in 2002 and 2011, and the panel field research carried out by the IAFE-NRI in
2000, 2005 and 2011.
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Development of the Polish food economy has solid basis. It consist of a large
domestic market, which still shows the development trends, and the economic
recovery, which is the result of integration, has strengthened these trends. The
economic development of the country has improved the structure of
consumption and quality of human nutrition. This results not in the
improvement of the sustenance measured with the nutritional quality of the
consumed food, which in the developed countries is rather stable, but in the
improvement of nutrition, which occurs as a result of changes in the structure
of consumption and an increase of packaging of foodstuffs with various types
of services, facilitating an access to food, convenience of using the food, or an
increase in satisfaction of its consumption.
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INCREASE OF EMPLOYMENT AND INCOME OF RURAL
POPULATION AS A FACTOR OF SUSTAINABLE
DEVELOPMENT OF REGIONAL RECREATIONAL SECTOR

Anna Grigorievna Ivolga®, Svetlana Aleksandrovna Molchanenko?

Abstract

Theoretical, methodological and practical basic principles for the
assessment and analysis of sustainable development of rural areas of the
Stavropol region are substantiated in the article, including recreational
sphere and tourism cluster of region, on basis of which the proposals on
sustainable development of regional recreational sector are developed.
Indexical, correlation and regression, monographic, logical and
constructional analyses are used as the main research methods. Data of
Federal State Statistics Service of Russian Federation (Rosstat) are used as
information base for the research. Also, in our analysis, we used methodical
and analytical materials of the Ministry of Agriculture of Russian Federation
and the Stavropol region. Results of scientific research are implemented by
Ministry of Agriculture of the Stavropol region, as part of the project of
target complex program "Sustainable development of rural areas in the
region in 2014-2017". The results of research can be used as methodological
tool for the typology of rural areas, according to the conditions of
sustainable development of recreational complex. They can be applied both
for other Russian regions, as well as other areas with similar characteristics
as Stavropol region.

Key words: sustainable development, rural territories, recreational sphere,
diversification of employment, rural tourism
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Introduction

Employment as advantageous activity is a fundamental category of
productive labour relations. Employment issues are very important for the
rural areas of the region of Stavropol, since it has been characterized by
significant unemployment rate, noticeable outflow of workforce, income
decrease and also level of professional competence of rural staff.

Formation and development of the rural economy at early stage requires
analysis of development of labour relations system by monitoring labour
provision, unemployment, labour market pressure, as well as the
effectiveness of its reproduction in general, including the aspects of
training, distribution and use of human capital. Initial phase in the
evaluation system of labour relations is examination of employment
which is a fundamental element of organizational and economic
mechanism for agricultural market management. Issues of employment
and labour activity, as well as the problems of optimal control of human
resources (in terms of increasing employment) have always been in the
center of attention of scientists and philosophers, economists and political
leaders. However, from a scientific point of view, employment is rather
complex and multifaceted category. It reflects in different aspects of
economic, social, political, demographic and even domestic nature. From
the economic point of view, employment is the combination of relations
between labor market agents relating their participation in production. It
expresses the way of involvement of the employable workforce in the
process of wealth creation. Applied aspect of the employment research
addresses the identification of this economic term from the point of view
of Federal State Statistics Service. In this regard, employment can be
viewed through the prism of such basic concepts as: workers employed in
the economy, helping in the family business, hired workforce, employed
in the informal sector workers, etc.

Ensurance of sustainable employment in rural areas is vitally relevant for
Russia in general and for Stavropol Region in particular, since over 40%
of population of Stavropol Region live in rural areas. Transition period,
experienced by Russian economic during 1990s, caused depopulation of
rural areas and active migration outflow. Total unemployment was the
major driver for rural people to move to cities. Untill now lower
employment opportunities in rural areas in comparison with urban
territories is one of the main threats to sustainable rural development, as it
brings about the loss of historically developed areas, degradation of small
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rural settlements, and depletion of the rural economy. Moreover, it
threatens regional and national food security because of agricultural land
withdrawal. That is why elaboration of employment opportunities and
promotion of income sources are considered as vital issues of sustainable
development of rural areas in Russia.

The main issues of employment and sustainable production in
Russian rural regions

The analysis of data Russian Federal State Statistics Service 2012 reveals
that the majority of regions in the North Caucasus Federal District should be
considered as rural since the average share of rural population for the district
is 49.8% (25.8% is the average indicator for the RF, and 17.9% is the
average indicator for the Central Federal District). That also includes: 55.1%
in the Republic of Dagestan, 56.4% in the Republic of Ingushetia, 55.5% in
Karachaevo-Cherkesia and 64.5% in the Chechen Republic. It is not by
chance that in these regions of the Russian Federation, economically active
population have the the higher level of unemployment (2,5 — 4 times higher
than in the other Russian territories). Certainly, presented situation clearly
has a negative impact on labor efficiency in companies and enterprises of the
stated regions. Also, it reflects negatively on results of operational and
financial activities, in general.

On the other hand, the population in the above mentioned republics of the
North Caucasus have the highest share of agricultural workforce. For
instance, 26.4%, 20.9% and 21.9% of the total number of employed in the
region industries are registered in the Republic of Dagestan, Kabardino-
Balkarian and Karachaevo-Cherkess Republics, respectively. At the same
time, the Republic of North Ossetia-Alania, the Chechen Republic and the
Stavropol region have lower indicators 15.4%, 17.0% and 17.6% (7.0%
for the Russian Federation, in general). This is the evidence of
significancy status of the agricultural regions in relation to the considered
regions of the South of Russia.

The results of the employment sampling survey made by territorial
agency of Federal State Statistics Service of Stavropol region show that
the index of employment of economically active population in Russia
(2010 — 2012) increased from 58.7% to 62.3%, including the increase in
rural areas from 56.7% to 58.5%. In the same period, the unemployment
rate of economically active population aged 15 -72 years decreased from
9.8% to 8.2%. In the rural areas, it remained the same (10.5%). As
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regards the employment level of economically active working-age
population, it decreased from 68.2% (2010) to 66.9% (2012). It is
considered as a negative effect.

Undoubtedly, relative decrease of the employment ratio influenced the
amount of income of working-age population. In this particular case, we
found inverse correlation between the rural unemployment ratio and the
level of income of rural population. Thus, the correlation ratio between
these two indexes in 13 regions of the South of Russia was equal -0.721
and — 0.642 between the unemployment ratio and share of rural
population in total population of region. This supposes development of
measures to ease rural unemployment and increase the employment in
rural regions and agricultural enterprises.

The analysis has shown that in the modern conditions of growing
urbanization, an increasing number of countries confront the problems of
social and economic development of rural areas. The specifics of
agricultural production cause the main difficulty: the possibility of
substitution of labor and land for capital is restricted. It is for that reason
that sustainability of rural development is mainly considered as retaining
rural population in their traditional environment by providing them with
constant employment and source of income (Kiseleva N. N. 2013).

Rural areas have unique natural, demographical, economic and cultural
potentials. Rational use of these resources could ensure their diversified
development, full employment, improved quality of life of rural
population, etc. However, contemporary social circumstances differ from
the perfect picture, especially in developing countries where agriculture
makes a significant part of the GDP and /5 of total population lives in
rural areas.

Russia is considered as a developed country, but nevertheless Russian
rural areas face serious problems regarding economic and social
development. Total state territory is more than 17 million km?, including
4 million km? of agricultural land (23.4%). More than 27% of Russian
population (38 million people) lives in rural areas. There are about 155.3
thousand rural settlements in Russia. However, the majority (72%) are
extremely small with population less than 200 people. Rural settlements
with population more than 2 thousand people constitute only 2% of its
total number. Life quality in rural area is very low and the gap of income
between urban and rural population is still increasing. The average salary
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in agriculture in 2012 was equal to 52% of national average of other
industries (Kiseleva N. N. 2013).

Above mentioned problems are especially urgent for industrially weak
south parts of Russia, where agriculture prevails in the structure of gross
regional products and rural life is still traditional. During the period of
Russian economy transition in 1990°s, agriculture became one of the most
unattractive investments sectors because of the long asset turnover, low
return rate, obsolete infrastructure and natural peculiarities of production.

The reduced value of investments decreased the level of income of rural
population, caused unemployment and stimulated migration of workforce
to the cities. As a result, traditionally agrarian regions of South Russia
faced capital and workforce deficit. It caused degradation of agricultural
production and rural infrastructure. Also, it reflected in growth of social
tension in rural areas.

The Stavropol region in the structure of Russian regions

The Stavropol region is one of the southern regions of Russia with strong
agrarian profile. Recent years were beneficial for the Stavropol region in
terms of economic development, growth of income per capita, sales
turnover and gross regional product. Almost half of the main social and
economic indicators of the Stavropol region exceeded the national level
(2003 — 2012) and the rate of economic growth was higher than the
national average level of 1.7% (Kiseleva N. N., Orlyanskaya A. A. 2012).

The Stavropol region was ranked seventh by the volume of agricultural
production among the Russian regions in 2012. Share of agribusiness in
GRP constituted 24.8%. The total volume of agricultural production
increased by 15.4% (2010 — 2012), by 20.2% (when includes horticulture)
and by 5.9% (cattle breeding). The main agricultural crop cultivated in the
Stavropol region is wheat. Crops prevail in the regional agricultural
production (more than 38% in 2012). The crop yield increases year by
year, but still remains extremely low comparing to the leading developed
countries®.

%3900 kilograms per hectare in the Stavropol region, 5300 kilograms per hectare in EU
countries, 7400 kilograms per hectare in the USA.
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Figure 1. The structure of agricultural production in the Stavropol region in
2012, %
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Source: Ministry of Economic Development of Stavropol Region (2012):
Investment  Memorandum of  Stavropol Region. Available at:
http://stavinvest.ru/upload/file/the_investment memorandum.pdf  (addressed
on December 24, 2013).

Correlation between effective demand and supply on the regional market
must be emphasized as one of the most important social and economic
indicators of regional economic development. The level of effective
demand is determined by the amount of gross regional product and
income per capita. Both indicators for the Stavropol region are
substantially below the national average.

Despite more than tree-times growth in 2003-2012, the level of regional
GRP per capita remains lower than the national average (11,920 euro in
2012). Herewith, the average income in rural areas of the Stavropol
region is 68.9% of the national average level. Also, labor efficiency in the
region is lower than the average at the national level. It is caused by the
lack of skilled labor
http://www.multitran.ru/c/m.exe?t=94738 1 2&S1=%EA%E2%EQ0%EB
YE8%FA%E8%F6%E8%FOY%EEYE2%E0%EDY%ED%FBY%EI%20%F2
%F0%F3%E4in rural area which, in return, decreases its outputs and the
total efficiency of use of agricultural resources.

Thus, increasing the level of sustainable rural development in the
Stavropol region is rather urgent issue. It is more related to the fact that
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over 43% of regional population is rural (at the national level, rural
population ratio is 26.3%) rather than to the prevalence of agricultural
production in GRP structure. In 1990's, the Stavropol region was
characterized by depopulation but it affected cities more than villages.
Since 2008, acceleration of rural depopulation and active rural population
migration is present. Depopulation is one of the main dangers in
sustainable rural development. It leads to the loss of historically populated
territories, degradation of small rural settlements and depressed rural
economy (Kiseleva N. N. 2013). Moreover, it threatens regional and
national food supply security as a result of withdrawal of land from
agriculture (Kovalenko E. G. 2012).

During the 1990-2010, the share of rural population in the total
population of the Stavropol region decreased by 2.9% (from 45.7% to
42.8%). The dynamics of the main social and economic indicators of rural
development of the Stavropol region (Tab. 1) confirms the decrease of
population of small rural settlements while population concentrates in
bigger urban agglomerations.

Table 1. Dynamics of social and demographic indicators of rural
development of the Stavropol region in 2009-2012

Indicators 2009 2010 2011 2012

Average size of a settlement, 1636 | 1654 | 1662 | 1675
person

Share of population under

active working age, % 217 | 214 | 213 | 213

Share of population over active

working age, % 21,4 21,0 21,1 21,0

Average size of a household, 3,2 3,2 3,2 3,2
person

Average duration of life, years 66,6 66,8 66,7 66,8

Share of population vv_ith higher 312 334 338 34.3
and secondary education, %

Source: Kiseleva, N., Orlyanskaya, A., Sulimanov A. (2013): Adaptive
Management of Social and Economic Development of Rural Areas of North
Caucasus Federal District. Academy of Natural Sciences. Available at:
http://www.rae.ru/monographs/197 (addressed on December 23, 2013).

According to the analysis results, the labor market of the Stavropol region
is characterized by two differently directed trends: a) decrease of
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population and b) increase of share of working-age population. However,
the rate of growth of active working age population is higher than the rate
of economic growth. That results in unemployment of rural population.
Despite the slow-growing employment rate, the level of unemployment in
rural areas of the Stavropol region is still very high (above 10% in several
rural districts, in 2012). Moreover, rates of employment growth are lower
than the rates of working-age population growth. In consequence, people
have to migrate from rural to urban areas in search of employment.

Labour market of the Stavropol region and the sustainability of s
rural areas

There are four main reasons of relatively high rural unemployment rate in
Russia in general. Those reasons refer to the Stavropol region, as well. In
the first place, unemployment is caused by a structural disbalance
between demand and supply in the rural labor market. Such disbalance is
determined by a discrepancy between labor force quality
(professionalism) and the demands of employers in rural sphere. The
percentage of prural opulation with secondary or higher education is
gradually growing, but it is still lower than the national average.
Employers have specific demands regarding qualifications and skills, but
the labour market is not ready to provide an adequate response. This
situation has negative influence on technological and innovative
development of regional economy. It also poses a threat to the sustainable
rural development.

Secondly, the level of income in rural areas is very low in general,
especially in terms of salary offered on job vacancies. Agricultural
production per capita in the Stavropol region in 2012 exceeded the
corresponding national indicator of 61%, but at the same time, the level of
income per capita in the region amounted only 69% of the Russian level.

Third threat to the sustainable rural development is demographic ageing
of population. Natural population decline is not offset by natural growth.
Therefore, recovery of workforce potential occurs due to the migration
flows. However, skills of upcoming workers are often insufficient for
high-paying job.

That causes increased competition within local workforce for vacancies
with low skill requirements and, therefore, the growth of social strain in
the countryside.
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Fourthly, as the analysis has shown, underdevelopment of nonfarm activities
and alternative sources of income for rural households is a serious obstacle to
sustainable rural development in the Stavropol region. Technology
development in agriculture and increasing labor productivity leads to
employment reduction. Therefore, it is necessary to diversify the rural
economy through the development of non-agricultural activities. Many of
developed countries have practiced such activities in order to preserve the
rural areas as active social and productive subsystems. In particular, the
programs of development of non-agricultural activities in rural areas are
actively and successfully implemented in the EU, USA, China and some
other countries (Bondarenko L. V. 2011). Identified threats of the sustainable
economic development are not exclusive to the Stavropol region. The similar
trends are observed in other Russian regions, especially in those which are as
much involved in agricultural production (Rusinova O.S. 2011). Various
specific programs are developed and adopted to create prerequisites for
sustainable development of rural areas®. However, according to relevant
indicators, one of latest programs even though intented to promote a
sustainable growth of socio-economic indicators and welfare of the rural
population; did not provide a significant increase of nominal income of the
rural inhabitants which are engaged in agricultural production (Tab. 2).
Taking into account expected levels of inflation in 2014-2015, the real
incomes of the rural population are expected to decline.

Table 2. Several target indicators of Federal Target Programme "Sustainable
development of rural areas for 2014-2017 and for the period up to 2020."
Target indicators 2013 2014 2015
Profltaplllty of agricultural production, % 11.0 12,0 14.0
to previous year
The average no_mlnal salary of workers 15388,0 | 16927.0 |16927.0
engaged in agriculture, rubles / month
Expected inflation rate, % * 6,5 4.8 49

Exprecte_d actu_al salary of workers 14382.7 | 15009.48 |14395.9
engaged in agriculture, rubles / month

Source: According to Federal State Statistics Service of Russian Federation
(http://www.vedomosti.ru/finance/news/21100711/rosstat-podtverdil-ocenku-
po-inflyacii-za-2013-god-na-urovne) and Ministry for Economic Development
of Russian Federation (http://top.rbc.ru/economics/24/09/2013/878630.shtml)

*One of the last is Federal Target Programme "Sustainable development of rural areas
for 2014-2017 and for the period up to 2020".
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Due to the above mentioned targets, we consider that diversification of
rural economy is the key factor in providing sustainable rural
development and improvement of living standards of rural population.

For rural economy diversification is a way to go beyond the traditional
forms of agricultural activities that seems vitally necessary in current
economic conditions. (Zykova N. V., lkonnikova O. V., Kononov O. D.
2011)

Summarizing the researches, it should be noted that Stavropol region,
being one of the most developed agricultural regions of Russia,
demonstrates the positive dynamics of the major industrial and economic
indicators during 2003-2012. Growth rates often exceed the national
average, but despite the positive dynamics of GRP, number of negative
trends still remains in the development of rural areas of the region.
According to the research, this includes:

1. rural depopulation (partial recovery of population is provided by
immigration flows from neighboring regions and countries);

2. disbalanced structure of the regional economy (predominance of
agriculture);

3. increasing disparities of income level,

4. reduction of the number and increase of the average size of rural
settlements;

5. environmental degradation and inefficient use of natural resources.

Paradoxical situation is evidenced at the regional labour market, when the
labour demand and supply do not match each other because of low
qualification of workers. Growth of working age population in the
Stavropol region is higher than rates of economic growth that leads to
unemployment.

High unemployment in rural areas of the region (more than 10% -
Arzgirsky, Andropovsky, Kursky, Stepnovsky, Trunovsky municipal
districts) becomes strained by low incomes and low wages, demographic
ageing and migration of rural residents to the economic centers -
Stavropol and Caucasian Mineral Waters.
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Classification of rural areas of the Stavropol region in terms of socio-
economic development allowed us to estimate their resource potential and
the nature of the industrial, agricultural and rural development (Erokhin
V. L. 2009, Zhuravel V. F. 2011). The very few of the rural areas in the
region effectively use the available limited resources and create
conditions for the further sustainable economic development by
diversification of local industry and agriculture. The rest of the rural
regions have only raw specialization, lack of resources and stand in need
of regional and federal budgets support.

Researches of similar international experience show that traditional
employment opportunities in rural areas will be more and more reduced
(Erokhin V. L. 2007). Only the parallel development of non-agricultural
sector can increase Russian rural employment chances, improve quality of
life of rural population, provide them with alternative sources of income
and preserve rural communities (Erokhin V. L. 2011). For each rural
settlement, it is necessary to identify points of growth which make
possible to increase competitive advantages and attract additional
incomings from both traditional and alternative activities.

Taking into consideration the unique natural and climatic resources of the
Stavropol Region, we believe in the priority of development of regional
recreational sector as one of the most prospective tools for attraction of
additional income in the countryside and sustainable economic
development.

The development of health-related, ethnographic and gastronomic types
of tourism in rural areas may become key trends. The most important
expected effects of rural tourism development are increasing the degree of
involvement of the rural population in new employment opportunities,
improving the rural quality of life, rural areas development, and as a
consequence, the sustainable growth of agricultural production and the
economy of the region, in general (Ivolga A. G., Erokhin V. L. 2013).

At the same time, there are some organizational problems in tourism
cluster development within the region. In the first place, there is no
effective coordination activity of state authorities on the tourism sector,
including the regional Ministry of Agriculture. Legal framework and
economic mechanism of relationship of administrative bodies and
economic entities with organizations involved in recreational sphere is
insufficiently developed.
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Secondly, at the moment, recreational infrastructure and touristic/excursion
activities are underdeveloped. Low domestic and foreign investment in
tourism industry development are fixed. Thirdly, there is no educational
center for training and retraining specialists in the sphere of recreational
and tourism enterpreneurship, international tourism relations and marketing
that provide recreational services to the population, including those living
in rural areas are not well developed.

Main directions of sustainable development of recreational sector in
the Stavropol region

For the revival of recreational clusters and particularly the rural tourism,
we need an effective mechanism throughout which an active development
of recreational services will happen. It would also facilitate the interest of
local authorities in improving the quality of tourism activity, increase
their role in such processes, enhance development of social infrastructure,
transport and communications, telecommunication systems, culture,
sports, folk art and crafts [Erokhin V. L. 2009].

In our opinion, as the main directions of sustainable development of the
rural recreational sector and rural tourism market in the region should be
recognized:

= the formation of optimal socio-ecological-economic policy of
municipalities with regard to the type and level of their
development;

= the creation of municipal databases on sustainable tourism
development and employment;

= the priority development of processing industries of regional and
municipal economy, construction and trade industry;

= the formation of sustainable system of small and private
entrepreneurship in the rural areas;

= the formation of stable employment system in the field of agro-
tourism, recreational and environmental activities [Bournaris,
T., Moulogianni, C., Manos, B. 2014].
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Creation of regional municipal rural centers regarding rural employment
and sustainable development, design and usage of socio-economic maps
of tourism clusters sustainability and employment can have positive role.
Management of recreational activity and sustainable development of local
tourism markets and employment involves implementation of a set of
measures of organizational and economic, social and labor, environmental
and legal and socio-psychological nature (Zhuravel V. F. 2011). Long
term basic principles of a strategic approach to the sustainable
development of recreational complex and regional tourism market are:

= the priority of its organizational and economic, social and labor
development, including improvement of employment system in
the countruside, modernizing social and labor sphere of rural area,

= creation of conditions for the commodity-product self-sustainment
of territory and development of rural self-government,

= smoothing socio-economic differentiation of rural subnational
entities taking into account risks of sustainable development and
work procurement.

Regard to these activities, we can also speak of:

= the optimal combination of management forms in agriculture,

= environmentally compatible and harmonic development of
agriculture,

= polyfunctionality and multifunctionality of the agricultural sector,

= the priority of development of employment system in the
recreational and environmental sphere,

= balanced diversification of industries and the development of non-
farm employment,

= improvement of human potential, employment sustainable system
and material incentives for workers of tourism cluster [Shuvaev,
A. V. 2011].

As an example of aforementioned statements, we have participated in the
development of the principal measures for the implementation of
innovative projects that provide employment increase in the recreational
and tourist complex in the region. Such projects have been developed in
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cooperation with specialists of Department of sustainable development of
rural areas of the regional Ministry of Agriculture. In this particular case,
project subject was implementation of innovative projects providing the
expansion of employment in non-agricultural area in accordance with the
project of the regional target program "Sustainable development of rural
areas for 2014-2017". Herewith, the objects included: special economic
zone of tourist-recreational type "Grand SpaYutsa" in Predgorny
municipal district, Pelagiadsky sports complex and recreation base "Lost
Paradise” in Shpakovsky district, therapeutic mud-baths "Salt Lake" in
Petrovsky district, cultural and recreational complex "Golden Sands™ on
the shores of the reservoir "Wolf's Gate" in Novoselitsky district, the base
of agricultural tourism (private farm of Vasyutov N.l.) in Levokumsky
district, hunting tourist complex in Apanasenkovsky municipal district.
According to preliminary calculations, only on the basis of the listed
facilities, it is planned to create more than 163 new vacancies in the
region in 2014-2015, primarily in the field of recreation and tourism.
Expected growth of the gross regional product will exceed 49 million
rubles.

Conclusion

Sustainable development of the recreational sector and tourism market in
the Stavropol region is the strategic goal of a stable, effective and optimal
functioning of the socio-economic sphere of this territory. Developed
system of touristic service, with its ability to adapt to constant external
and internal influences, should enable employment in tourism. Therefore,
development of recreational sector and tourism is the imperative for
positive transformations procurement.

Appropriate and well-timed assessment of the conditions and dynamics of
socio-economic development of the recreational sphere and tourism
market should be based on the system of researches. Such system should
be analyzing occurring processes taking into account key factors of
activation of the opportunities in the regional economy improvement and
enhancement of living standard.

The following measures are recommended to government agencies at the
regional and municipal level in order to improve the validity of
administrative decisions on the sustainable development of recreational
sector and local tourism markets:
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= to form socio-economic policy of municipalities with regard to the
type of development, including the tourism sector,

= to diagnose the potential opportunities for sustainable
development of recreational areas through the use of techniques of
determination of potential reserves of the tourism market
development,

= to develop target programs for the adaptation of rural and urban
population to rapidly changing conditions of the tourism market in
order to increase employment and sustainable development in the
region.

The abovementioned areas measures will contribute to the further
sustainable development of the recreational and tourism cluster in the
system of agrarian and natural complex of the region on the basis of
socio-economic improvement of rural areas and increasing of non-farm
employment level in the municipal units.
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EXPORT-ORIENTED GROWTH AND DEVELOPMENT OF
SERBIAN AGRICULTURE"

Vojislav Stankovi¢?, Drago Cvijanovié®

Abstract

The production of food, food safety of a country, production of raw
materials (for other branches), exchange with the world, social,
demographic and other aspects determine, among other things, multiple
significance of agriculture in social-economic development of the
Republic of Serbia. The significance of agriculture reflects in its
participation in GDP realization of the Republic of Serbia, which was 18-
21% in the period 2001-2008; however, if observed entire contribution of
agriculture to other economy sectors, this participation is around 40% of
the total GDP. The basic problems Serbia is facing with are a
consequence of limits emerged in a central planning conditions,
difficulties in development in past twenty years and obstacles in
adjustment to the market economy. The changes in agricultural policy
reflect in redirecting of resources, from a direct support to the market
towards the investment support and support to the rural development.
There are also necessary the changes regarding the budgetary resources
orientation from big agricultural entities (enterprises, cooperatives and
agro-combines) to a family commercial husbandry (a basic cell of future
development). The goal of these changes is increase of competitiveness.
Transition from agriculture to the market business conditions has been
followed by a significant trade development. In the transitional period, by
a permanent export increase and besides very stable import, the exchange
balance improves systematically. The exchange balance of agriculture
and the industry of Serbia with the foreign countries, in 2013, was shown
that there was realized import of 2.800 million USD, i.e. there was
evaluated that was realized, by export, around 40% of gross value of the
realized agricultural production.
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Only sustainable development of agricultural production and trade, as a
modern organized and integrated sector of economy, provides a success
of industrialization process and the total economic development, in short-
and long-term, and it significantly contributes to reduction of the existing
disproportions in the regional development, especially in rural areas.

Key words: agriculture, gross domestic product, production, foreign trade,
export, import, rural development, competitiveness, regional development.

Introductory notes

The production of food, food safety of a country, production of raw materials
(for other branches), exchange with the world, social, demographic and other
aspects determinate, among other things, a multiple significance of agriculture
in social-economic development of the Republic of Serbia. The agricultural
activity, according to the available significant natural and human resources and
the achieved production and processing level, represents one of the most
important economic activities in Serbia. The share of the primary agriculture in
realization of GDP of the Republic of Serbia, in the period 2001-2012, was
ranged from 18% to 21%, however, if there observes the entire contribution of
agriculture to other economy sectors, food industry and producers/processors
of inputs and raw materials, this share is around 40% of the total GDP. Also,
around 42% of population in Serbia is settled in rural areas (with population
density under 150 inhabitants per km)*. This all points out to a special
importance of agriculture for stability of the total economic and social
development, for permanent food safety, social and political stability.

The agriculture of Serbia is characterized by fragmentation of agricultural
husbandries and their great sub-division (average size under 4.5 ha and 7
slots), relatively good equipment with agricultural mechanization and besides
the fact it is technologically overcome and obsolete (average age over 200
years), poor utilization of fertilizers and extremely low productivity in all
production fields (average yields under the EU level). In the mentioned
conditions for agriculture, due to achievement of productivity level, which can
guarantee decent incomes to labour-engaged population, then, owing to
achievement of competitiveness in additional sectors of economy (which lean
upon agriculture), as well as the increased pressure of more competitive

* Data of SORS.
5 Jevtic, S., Stankovic V., Vuckovic, S: ,,Export performances of Serbian agriculture
since the year 2000, Market, Money, Capital, no. 2, April-June 2007, Belgrade.
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imported goods on domestic market, there is inevitably needed the adequate
agricultural policy, as an integral part of the total development policy of
Serbia. With its natural, optimal soil characteristics, temperate-continental
climate and water resources, the Republic of Serbia have a great potential in
agricultural sector, which is not completely used. However, along with the
adequate agricultural policy, the agriculture can give a significant contribution
to economic development of a country. Directly or indirectly (in other industry
sectors), the agriculture engages a significant number of labour-engaged
population, significantly participates in foreign trade (in the total foreign trade,
the agriculture participates with almost 13%, while in Serbian export, its share,
in some years, has been up to 28%)°, provides food safety of population,
contributes to rural development and ecological balance.

Basic elements of agricultural policy

The main problems the Serbian agriculture is facing with are the limitation
results, emerged in conditions of a central planning, difficulties in development
in past 15 years and also difficulties in adjustment to the market economy.
Encumbered by the consequences of the central planned economy, especially
regarding the ownership relations and utilization of land, the agriculture for its
development needs a policy which will contribute to productivity increase, by
its production restructuring, with significant investment, which implies
building the efficient market of land, credit and inputs.”

Lack of clear visions in the sector of agriculture causes the agricultural policy
inherited from the previous period, which does not contribute to more
significant structural changes. The changes in agricultural policy reflect in
redirecting resources from a direct support to the market (prices of agricultural
products) towards the investment support and support to rural development, as
well as the changes regarding the budgetary resources orientation from big
agricultural subjects/entities (enterprises, cooperatives and agro-combines)
with different ownership structure, to a family commercial husbandry (basic
cell of future development) and are directed primarily to increase of
competitiveness.®

® Data of SORS, Foreign Trade Statistics.

! Jevti¢, S., Stankovi¢, V.: “Characteristics of Serbian agriculture in 2006 with
possibilities for improvement in the future period”, Market, Money, Capital, no. 2, SCC,
April - June 2006 Belgrade.

8 Jevti¢, S, Stankovié, V.: ,»Competitiveness of Serbian agriculture in terms of export
increase and sustainable development“, Market, Money, Capital, no. 4, SCC, October -
December 2009 Belgrade.
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Financing the agriculture by the budgetary resources, the agrarian budget,
represents slightly less than 5% of the national budget and with such modest
assets tends to improve the domestic production, to increase competitiveness
on the domestic and foreign market, to establish the institutions necessary for
functioning of the basic subjects of agriculture and to set up the domestic
production and processing compatibility, with the EU standards. Funding the
agriculture by the agrarian budget resources is done in two ways: the first are
production-oriented subsidies directed to the specific crops or livestock
species, and non-production subsidies, which refer to stimulation of
agricultural production and rural development.

Distribution and use of the National Budget assets for 2014 is regulated by the
Budget Law of the Republic of Serbia for the year 2014.

By the mentioned law, aiming to conduct the activities from its authority
domain, to the Ministry of Agriculture, Forestry, Water Management and
Domestic Trade was made available the budget in amount of 41.598,665,000
RSD, which made 3.81% of the total national budget. Including expenditures
from the extra incomes, the total budget amounts 45.394,698,000 RSD, i.e.
4.16% of the national budget. The assets meant for subsidies in agriculture
amount 34.952,136,000 RSD, and will be allocated in accordance to the Law
on Incentives in Agriculture and Rural Development® for agricultural
production in 2014.

The incentive measures for the agriculture sector are harmonized with the
applicable Law on Agriculture and Rural Development of the Republic of
Serbia (,, Official Gazette of RS*, no. 41/09).

The incentives in agriculture and rural development for the year 2014 are
outlined in a way to support, in optimal way, insufficiently developed fields of
agricultural production, through direct and indirect stimulating of the
production competitiveness. For the year 2014 are expected direct payments
measures, incentives to the rural development measures and the special
incentives. During the incentives realization, a special attention was paid to the
areas with difficult working conditions in agriculture, which realize the
incentives according to the conditions and size of adjusted business conditions
in these areas.

® Official Gazette of RS, no. 10/13.
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Foreign trade, markets and regulations

The foreign trade activity in exchange of agro-food products in the period
before the transitional reforms, had realized in the conditions of disturbed
macro-economic balance, as a consequence of many factors, of which the
most important are: a secession and market disintegration, decrease of
production in traditionally export-oriented agriculture sectors, loss of the
existing status on some markets (the status of the most privileged nation-
the WTO, the preferential status in the EU and in non-existence of
numerous bilateral and multilateral agreements), rapid and too wide
liberalization of economic relations with the foreign countries, etc.

However, in these circumstances, which evaluate as the most difficult, in
which the economy has done business, in this economic area, in recent
history, thanks to its potentials, the agriculture and food industry have
produced sufficient food, above own needs, and some significant part of it
has exported. Entering the reform process, there was achieved macro-
economic stability, by adding the systematic regulations in the economy
domain, as well as by the privatization process, were made more favourable
business conditions, in which affirm significantly also the export
opportunities of agriculture.

Starting from a fact that the domestic market is a limiting factor (due to low
level of domestic consumption) for rational use of significant agro-
ecological, production and human resources, long-term export orientation
of agriculture is a basic condition for increase of the total efficiency of
agro-industrial production and its faster matching in the world market and
the European integration processes.

Serbia has net exporting potential in agricultural production and processing,
which has not been sufficiently valorised, owing to non-existence of
development-export strategy and worked-out system of stimulating
measures of the economic policy. A high level of harmonization between
the domestic agricultural policy and the EU policy (in past), as well as the
started reform processes, have enabled long-term profiling of certain export
structure, which had contributed to relatively favourable export results in
past years, and to a surplus realization in goods exchange of agro-food
products.
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The foreign trade balance of Serbia with the agro-food products in the pre-
entering transitional period, is characterized by average realized export
value in amount of around 400 million USD, with the achieved share in
export of the economy to 25%, the import in amount of 460 million USD,
with the share of around 10% in the total goods import of the economy.
The realized results of foreign trade exchange with the agro-food products,
in this period, were characterized also by a deficit of 60 million USD, with
import-export coverage rate of 87%.

The Serbian agriculture had no concept of export-oriented economy sector
in ex-Yu. Over 50% of its production has placed on the ex-Yu republics'
market. In the transitional period, by a permanent growth of export and
besides very stable import, the exchange balance systematically improves.
In the year 2013, the agriculture with the food industry, had the export
value of 2.799 million USD, which is a growth of 3.5% in regard to the
results from 2012, with the share in the total goods export of 19.2%. At the
same time, the import value in amount of 1.562 million USD is for 5.2%
higher that the realized in 2012, with the share in the total goods import of
7.6%. The surplus in foreign trade exchange of agro-food products in 2013
had increased for 1.5% and it had amounted 1.237,2 million USD, while
the import coverage with export rate was 179.2%".

Besides all the problems which the Serbian agriculture has faced with in
2013, there was realized the export value of 2.799 million USD, which was
a worthy result. As it is well known, drought in the last year and occurrence
of afla-toxin has significantly limited the export results in the first half of
the year 2013.

That is all compensated by a dynamic growth of export in the second half
of the year. The results of foreign trade exchange of agriculture and food
industry have represented also in 2013 the most important segment in the
total agribusiness. The agricultural production has realized, in 2013, a
growth of around 30%, which gives a base to enter 2014 with optimism.
Available, greater commodity funds, meant for export, should enable to the
agriculture and food industry, in 2014, more favourable results in foreign
trade exchange.

9 Data of SORS, Foreign Trade Statistics.
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Graph 1. Foreign trade exchange of agro-food products of Serbia in the
period 2005-2013
(value in million USD)
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Source: SORS, Foreign Trade Statistics

The most significant agrarian products in export, during the year 2013, were:
wheat, mercantile, in value of 196.9 million USD, raspberry frozen in value
of 187.4 million USD, beet sugar refined in value of 170.9 million USD,
maize mercantile in value of 158.9 million USD, sunflower oil refined in
value of 90.8 million USD, cigarettes which contain tobacco in value of 75.6
million USD, malt beer in value of 74.8 million USD, and sweet biscuits,
waffles and wafers, in amount of 64.3 million USD. Observed by sections of
the SITC, in export dominates the commodity groups: fruits and vegetables,
with realized export in value of 669.9 million USD and with the share of
4.6% in the total goods export of wheat and wheat products, in value of
663.3 million USD, with the share of 4.5% in the total exports.

On import side, among the agrarian products, dominates traditionally a group
of ,,non-competitive” products — raw coffee in value of 80 million USD,
bananas fresh in value of 35.7 million USD, oranges, fresh or dried in value
of 27 million USD, and tangerines, Clementine and other citrus fruits in
value of 9 million USD. Of other products in import is necessary to point out
the cigarettes, which contain tobacco in value of 56 million USD, tobacco
partly threshed, in value of 38 million USD and soy oilcakes in value of 34.4
million USD. After the realized value in import are the most represented the
sections: fruits and vegetables with import value of 302.6 million USD, with
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the realized surplus of 367.3 million USD and with the share in the total
import of 1.5% and coffee, tea, cocoa and spices in value of 204.9 million
USD, deficit of 124.9 million USD and with the share in the total import of
1%. The favourable results of Serbian agriculture in foreign trade exchange,
realized thanks to conveniences it has in the preferential status on the EU
market, then the achieved liberalization in exchange with the West Balkan
countries (CEFTA), the Russian Federation, Turkey, Belarus, as well as in
conjuncture, which improves on the world market (growth of demand and
significant prices recovery). Development of the international economic
cooperation is a base of export-oriented concept of agriculture and food
industry of Serbia. The strongest approach on the world market implies a
strategic concept of development-export-oriented agriculture, improvement
of agrarian products' competitiveness, increasing the level of products quality
and commitment for further liberalization of the international trade. The
concept for export increase of agriculture and food industry, besides a stable
and sustainable production growth, implies the adjustment of export structure
to the requirements of import demand and improvement of export
competitiveness, by using comparative advantages in export, based, besides
the agro-ecological potentials also on technological modernization,
improvement of education concept, managerial and organizational skills and
experiences.

In long-term development of agricultural production in Serbia, the priority
should have the production of biologically high-quality food. These products'
demand increases permanently on the world market, especially on developed
countries’ markets. Organization of production, processing, packing and
marketing, make conditions for full valorisation of agricultural resources by
export of biologically high-value food on the world market. Serbia should be
turned into the area of traditionally-conventional agricultural production. The
most of Serbian territory is ecologically clean, especially hilly-mountain
areas. The agricultural land of Serbia belongs to unpolluted or low
contaminated land in regard to Europe and it is favourable to production of
biologically top-quality food. It is a comparative advantage of Serbia in
regard to Europe, where over 95% of agricultural land does not fulfil the
conditions for production of biologically high-quality food. The hilly-
mountain and some lowland regions, especially in the territory of Central
Serbia, fulfil the conditions for production of biologically high-quality food.
In order for Serbia to use the comparative advantages in the production of
biologically high-quality food is needed also a consistent harmonization of
agricultural production standards with the standards of high-developed
countries, schemes of the EU.

41



The application of modern agro-technique, from the basic processing, crop
rotation, nutrition, selection of assortment, use of bacterial and bio-
preparations in repression of diseases, regular use of agricultural technique,
standardization of organic fertilizers' use and other agro-technology
measures, are the condition for preservation of ecological terms in the
production of biologically high-quality food.

For strategic development planning of biologically high-quality production
and seizing the market is necessary to set up a harmonious relation between
the quality and the environment preservation (the quality management and
the environment management), along with clear posting up of ecological
quality mark of the products. Starting from the marketing concept of the
production of high-quality food for a familiar buyer and available conditions
for such type of production, it is necessary to define the production of
biologically high-value food, and the direct realization could carry out in two
phases:

e In the first phase would be represented the products which can
quickly prepare for export (significant part of agricultural
production of Central Serbia (around two-third) can transform in
biologically high-quality food), and

e In the second phase is necessary to build a long-term program of
biologically high-quality production.

Among the products which can immediately place in export are forest plants:
mushrooms, blueberries, snails, medicinal herbs and others. Regarding the
forest fruits and medicinal herbs is necessary to define a product in
marketing way and to solve a problem of purchase, storing and packing.
Some programs of the high quality production in Serbia have affirmed on the
world market (besides they still have not been branded and have no protected
geographical indication) those are, first of all: berries (raspberry, blackberry
and strawberry), baby beef and lamb meat, prunes (with manufactured
products) and other dried fruits, specific wines and fruit rakia (brandy),
prosciutto from Uzice, kashkaval from Pirot, cheese and kaymak from
Sjenica and Homolje, etc. At the same time, it is necessary to bring the
programs of plantation production of scarce, protected sorts of medicinal
herbs in mountain areas.

In the development program of biologically high-quality production, there is
necessary to define a base of up-to-date demand, the production program and
to define the products in compliance with the comparative advantages, a
potential profit, future development of these group of products’ market,

42



diversification of production (quantity, quality and competitiveness with
certain production technologies), ecological marketing (with the quality
standards and ecological mark noted at a prominent place), aiming to satisfy
the needs of choosey consumers of eco-food. Therefore is necessary to
define and make a selection of developmental programs, by the specific
production types and to regulate the application of agro-technology in the
production of biologically high-value food.*

Markets and regulations

Interim Agreement on Trade and Trade Issues with the European Union
(Interim Trade Agreement-1TA)

With signing the Stabilization and Association Agreement with the EU, on
April 29" 2008, was signed also the ITA. Ratification has ensued at the end
of 2008, and Serbia has started, on January 30" 2009, a unilateral application
of Interim Trade Agreement, while full (reciprocal) apply of the agreement
has been in effect since February 1% 2010.

With this agreement, in compliance with the title Il Free Circulation of
Goods, chapter 11 Agriculture and Fishery and by the adequate annexes and
protocols, was enabled to Serbia a duty-free access to the market of EU
member-countries, for all agricultural products, except few exceptions for
which were approved the preferential quotas:

e young cattle and baby beef  8.700 tons

e Fish and fish products 15 tons of trouts and 60 tons of carps
e Sugar 180.000 tons
e Wine 63.000 hectoliters

Opening the Serbian market for the products of agriculture and fishery,
originated from the EU, is realizing gradually during the interim period of six
years. During this period gradually reduce customs to import of agricultural
products from the EU and finally they reduce to 0. Several products:
sunflower oil, sugar, tobacco and cigarettes are excluded from the
liberalization, i.e. they keep the current tariff protection.

1 30hn Wainio, Shahla Shapouri, Michael Trueblood, and Paul Gibson: “Agriculture
Trade Preferences and Developing Countries®, ERS, USDA, May 2005.
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Graph 2. Regional distribution of agriculture and food industry export of
Serbia, described according to the European integrations
(value in million USD)
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A small number of the most sensitive products, after the interim period duration
is over, keeps a certain level of tariff protection— from 20% to 80% of MFN
customs: young cattle and baby beef, live pigs and pork, live carp, mutton and
poultry, pigs fat and bacon, powder milk, yoghurt, butter, milk spread, cheeses,
eggs and honey, mercantile potato, roses, cucumbers and pickles, lettuce, beans,
peas, peppers for processing, sugar maize and other vegetables which grow,
prunes, grounded dry pepper, maize hybrid seed and mercantile, wheat and
maize flour, soy refined oil, sausages and other meat products, pasta stuffed with
meat and fish, conserved vegetables, jams, jellies and marmalades from
domestic fruits, tomato juices and other domestic fruits juices, ciders, pear
brandy and wine vinegar. Some sorts of fruits and vegetables during the
transitional period and after its expiry keep seasonal tariffs of 20%: tomato,
sweet pepper, fresh grapes, apples, sour cherries, plums and strawberries. For the
wine import from the EU, Serbia had approved a concession in form of duty-
free quota for 25.000 hl. After the utilization of the preferential quota of 25.000
hl to the wine import from the EU, pays the full customs. The EU countries are
the most important partner of Serbia in trade with agricultural products. The
exchange of goods is characterized by a permanent increase of export from
Serbia (after the average rate of 18%), which has not been stopped even by the
world economic crisis. The most significant foreign trade partners of Serbia
within the EU are Romania, Germany, Italy, Hungary, Greece and Austria (the
exchange value exceeds 100 million USD), with which realizes a surplus.
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Graph 3. Foreign trade exchange of agro-food products of Serbia in the
EU, 2006-2013
(value in million USD)
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Priorities in the EU accession process

Taking into consideration commitment of the parties and the significance of
the Stabilization and Association Agreement (hereinafter: Agreement), within
the Stabilization and Association Process, also in accordance to rights and
obligations which come out from the membership in the World Trade
Organization, as well as readiness of the EU to contribute to economic reforms
in Serbia and improvement of the regional cooperation, there show the
priorities and obligations which have domestic economy;, i.e. agriculture.

The goal is to stimulate own development, along with simultaneous
contribution to the European space enlargement. The motives for such
orientation origin not only from common orientation that the whole domestic
economy engage more directly in the international goods flows, but from the
circumstances that, through more intensive approach and presence on the
international market, check own competitiveness, as well as technological and
organizational level of competence, in regard to the modern tendencies and
courses in the world.

45



From Serbia, by signing the Agreement, but within the ratified international
contract, is expected to respect the set criteria, primarily ,,Copenhagen criteria”
and acquis communautaire (the EU acquis). Serbia has to define a goal, in
institutional and in functional sense, in order to become a full member of the
EU in the shortest time. Nevertheless, it is not realistic to expect the full
membership of Serbia in the EU, if there does not organize the national
strategy of social-economic development, by which would define direction of
active social-economic reforms. The upcoming political and economic
changes should be directed toward a successful finish of the started transitional
process and harmonization of regulations with the set requirements of the EU.

Table 1. Foreign trade exchange of agro-food products of Serbia and the
EU* member-countries, 2010-2013
(value in million USD)

2010 2011 2012 2013

Exp. Imp. Balan. Exp. Imp. Balan. Exp. Imp. Balan. Exp. Imp. Balan.
Austria 701 214 487 875 04 571 668 377 291 1070 433 637
Belgium 411 14 297 504 313 191 488 475 13 609 470 139
Bulgaria 578 180 398 474 215 199 469 351 118 329 490 -161
Cyprus 38 06 32 41 06 35 32 10 21 20 12 08
Czech 152 99 53 127 124 03 161 11 50 162 150 12
Germany 1361 845 516 1955 | 1040 945 1554 | 1108 446 1921 | 1084 837
Denmark 46 64 -18 50 95 45 22 97 75 29 63 34
Estonia 01 17 -16 01 29 28 01 28 27 02 22 20
Spain 28 206 -178 28 339 311 41 822 781 59 454 395
Finland 12 03 09 13 03 10 13 02 11 15 03 12
France 607 156 451 656 261 395 600 357 243 735 455 280
G.Britain 296 51 245 295 79 216 187 84 103 232 80 152
Greece 900 439 461 932 562 370 759 572 187 1003 726 217
Hungary 678 236 442 96 574 422 977 535 42 1123 B4 189
Ireland 01 26 25 01 23 22 01 39 38 02 29 27
Italy 1061 605 456 151.2 | 800 712 1317 920 397 1666 979 687
Lithuania 02 04 02 07 09 02 10 10 0 08 19 11
Luxemburg 01 0 01 04 02 02 03 01 02 08 10 02
Latvia 05 0 05 07 01 06 04 02 02 06 02 04
Malta 01 0 01 01 - - 01 - 01 01 - 01
Holland 413 349 64 259 472 213 379 560 -181 454 611 -157
Poland 142 248 106 162 47 285 147 545 -398 27 625 398
Portugal 02 05 03 06 04 02 07 05 02 07 07 0
Romania 2860 160 2700 3548 203 3345 5184 378 4806 2783 24 2549
Sweden 99 45 54 90 60 30 95 46 49 128 41 87
Slovenia 521 179 342 594 249 345 465 247 218 568 238 330
Slovakia 75 62 13 25 93 22 383 101 282 343 18 25
Total EU 1009 | 4313 668 129% 658 633 139% 744 652 1351 831 520

Source: SORS, Foreign Trade Statistics, processed in SCC
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An optimal variant of the national strategy of social-economic
development is to make more dynamic the economic development and
trade by designing the sector strategies.

Development direction of the domestic agriculture, in sense of maximal
use of all its complementary advantages, is necessary to present in the
Development Strategy of Agriculture and Rural development. There puts
a question, in which extent the domestic agriculture, according to
organization and orientation concept, is in position to show competitively
on the EU market. The cooperation and exchange in the field of
agriculture cannot be observed out of a context of total relations, trends
and tendencies, which represents the obligation of agricultural producers,
but also the challenge.

What are the benefits?

Serbian integration into the EU and its agriculture should aim to increase
the total efficiency along with mutual benefits. There expects that Serbia
will also have great benefits from accession to the EU, in a way it will:

1. To enable free and unlimited approach to the unique agricultural
market,

2. To set up the system of veterinarian, phyto-sanitary and sanitary
measures, through respecting and implementation of standards on
health safety and food quality, and which provide comparably
safety to consumers and domestic producers on the domestic
market and on the foreign markets, whether it is about the EU or
non-EU countries, and

3. To provide significant financing resources, this will be directed
from the EU budget via the harmonized Common Agricultural
Policy and Rural Development Program.

Agreement on alteration and accession of the Free Trade Agreement
in the Central Europe — CEFTA 2006

The CEFTA 2006 is a modern and overall agreement on free trade in the
region of South-East Europe, which has replaced, in 2007, a net of bilateral
agreements between Albania, Bosnia and Herzegovina, Montenegro,
Macedonia, Moldova, Croatia, Serbia and UNMIK/Kosovo and has made a
unique market of 30 million consumers. The agreement was signed on
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December 19™ 2006, and for Serbia the application has started on October 24™
2007. At the end of 2011 was ratified the additional Protocol on further
liberalization of trade in agricultural products between the CEFTA
members, which had no completely liberalized trade with agricultural
products with all CEFTA 2006 members, except with Croatia.

The trade with agricultural products of Serbia and Croatia was liberalized for
major of agricultural products. From the total liberalization were excluded the
most sensitive products, by which Serbia and Croatia had traded after the
principle of a symmetric quota with preferential tariffs or by the principle of
the symmetric preferential tariffs, without adequate limitations.

The CEFTA region has been, along with the EU member-countries, the most
significant partner of Serbia in trade with agricultural products. The goods
exchange has been characterized by a high surplus on Serbian side. A share
of trade with the CEFTA members in the total trade with agricultural
products in 2013 was amounted around 32%. In the foreign trade
exchange of agricultural products, Serbia realizes the highest profit
exactly in exchange with the CEFTA region. In the year 2013 was
realized a volume of agricultural products’ exchange with the CEFTA
members — 1.390 milliards USD. Of that refers to export 1.084 milliards
USD, and to import around 303 million USD, where the surplus has
achieved a level of 778 million USD.

Graph 4. Foreign trade of agro-food products of Serbia and the region
CEFTA Agreement in the period 2006-2013
(value in million USD)
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Graph 5. Regional distribution of Serbian agriculture and food industry
import according to the European integrations

(value in million USD)
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The Free Trade Agreements with the countries of the Customs Union
of Belarus, Kazakhstan and Russia

The Free Trade Agreement with the Russian Federation was signed on
August 28™ 2000, and it has been applied since May 17" 2001 and was the
only agreement of such type which the Russian Federation had signed with
some country out of ex-USSR members. The free trade agreement with
Belarus has been applied since March 31% 2009, while the free trade
agreement with Kazakhstan has been ratified on November 30™ 2010 and is
still in effect since December 8" 2010. The trade with agricultural products
generally is completely liberalized, except a small number of goods which
are on the free trade exceptions lists. There are three identical lists of the free
trade exception regarding import on the territory of the Customs Union and
three different free trade exceptions lists, when it is about import on the
Serbian territory. In harmonization with the protocols on the free trade
exceptions, Serbia cannot sell duty-free the following agricultural products
on the territory of the Customs Union: poultry, some types of cheeses, inulin,
white sugar, sparkling wine, ethyl alcohol and some alcoholic beverages and
cigarettes, cigars and cigarillos.
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When it is about the import in the territory of the Republic of Serbia, there is a
different situation from country to country of the Customs Union. For import
from the Russian Federation there is no limits, i.e. all agricultural and food
products import freely, duty-free. For import from Belarus, of the free trade
are excluded only white sugar, ethyl alcohol and some alcoholic beverages
and cigarettes, cigars and cigarillos. The list of the free trade exceptions in
Serbia from Kazakhstan is the widest and it comprises: some types of cheeses,
white sugar, sparkling wine, ethyl alcohol and some alcoholic beverages and
cigarettes, cigars and cigarillos. The free trade agreements with the Customs
Union's countries contribute to the attractiveness of Serbia for foreign
investors, by which open the preferential approach to the market of around
170 million consumers. Within the Customs Union is dominant the foreign
trade market of agricultural products with the Russian Federation (97% of the
total exchange), 96% of export and 99% of import. The goods exchange with
agricultural products is characterized by a significant increase of export and
surplus on the Serbian side.

Graph 6. Foreign trade exchange of agro-food products between Serbia
and the Russian Federation, 2007-2013
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On the Russian Federation market Serbia sells the most fruits and vegetables in
value of 129 million USD, dairy products in value of 20 million USD, wine in
value of 5 million USD, meat and meat products in value of 4.7 million USD
and fodder in value of 4 million USD. Individually observed, the most
represented products in export are: fresh apples in value of 71 million USD,
plums in value of 17 million USD, fresh strawberries in value of 8.2 million
USD, fresh peaches in value of 6.8 million USD and nectarines in value of 6
million USD. On import side, more than half of value from the realized import
refers to cigarettes in value 36.2 million USD, then fodder in value of 6.2
million USD and vegetable fats in value of 4.6 million USD.
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The Free Trade Agreement with Turkey

The free trade agreement with Turkey has been applied since September 1%
2010. The trade liberalization of agricultural products, unlike the industrial
products, is not comprehensive and refers only to the plant origin products.
Asymmetric quotas in favour of the Turkish side are arranged for totally 14
products: sea fish; chickpeas, hazelnuts, pistachios; figs, dried; oranges,
tangerines; grapefruits; lemon; raisins; apricots, dried; olive oil; tomato
conserved. The asymmetry in the favour of the Serbian side has been arranged
for 38 products, i.e. the group of products: wheat; maize, flour and soy grouts;
strawberries; raspberries and blackberries, frozen; roses, grafted and ungrafted;
forest trees for planting; field plants; seed potato; cabbage; peas, fresh or
cooled down; beans and green beans, fresh; frozen peas, green beans and sugar
maize; vegetables, leguminous, dried; fruits: cherries and sour cherries, sugar
added; prunes; fennel seed; juniper berries; other spices; seeds for birds; sugar
beet seed; fodder crops seed; vegetable seeds; forest trees seeds; evaporable
non-ether vegetable oils, unprocessed; products for children's nutrition;
conserved cucumbers and pickles; sugar maize, conserved; fruit juices; soups
and thick soups; ice-cream; protein concentrates and textured albuminous
without milk fats, products for nutrition, unmentioned and others; wine. The
symmetric preferential quotas with the preferential levels on the approximately
same level have been arranged for eight products, i.e. the group of products:
tomato; leek and other onions; pepper; margarine; sugar products, products
based on cocoa, pastas, baked products and fine bakery products. The goods
exchange of agricultural and food products between Serbia and Turkey have
been characterized by a permanent deficit on the Serbian side, in average,
annually, around 30 million USD.

The Free Trade Agreement of Serbia with the EFTA countries

The free trade agreement with the EFTA countries (Iceland, Norway and
Switzerland, including Lichtenstein) was signed on December 17" 2009, and
the beginning of its application has started in October 1% 2010, when has
started its application with Switzerland. The basic agricultural products were a
subject of separate bilateral negotiations with every EFTA country, since the
EFTA states do not have a mutual agricultural policy. With Iceland, Norway
and Switzerland were signed separately the agreements on agricultural
products and were an integral part of the Free Trade Agreement. Each of these
agreements has two lists, which contain mutually approved concessions for
agricultural products between the Republic of Serbia and the EFTA countries.
As a rule, the mutually approved concessions are asymmetric in favour of

51



Serbia. The mutual concessions for trade with treated agricultural products are
immanent in the Protocol A:

e EFTA countries have enabled Serbia the same approach to the market
as the EU members countries, which is the most favourable approach
approved to the third countries, which they sign the free trade
agreements with. The concessions for the treated agricultural products
on our side were approved by each signatory-country individually.

e On the other hand, the approach of the EFTA countries to our market
of treated agricultural products was approved through a unique list,
which is common for all four EFTA countries. The concessions of
Serbia were given in form of elimination of customs duties for some of
the treated products and application of reduced tariff rates for some
treated products originating from the EFTA countries.

In accordance with decrees of the WTO Agreement on Agriculture, the
concessions for fishes and fish products were negotiated within the industrial
products in the Annex Il. The EFTA Agreement countries have approved to
Serbia a duty-free access for import of fish and fish products, while Serbia has
approved the concessions for import of products from the chapter 3 (unique list
for all EFTA countries) in form of customs reduction in the period 2010-2014,
when the customs reduce to a zero, except for import of carps, where will apply
the preferential tariffs of 18% in 2014 and after. The trade with agricultural
products between Serbia and the EFTA countries is very modest and the total
exchange value ranges around 20 million USD. In the foreign trade exchange of
agriculture, Serbia realizes a positive balance. Dominant share in the total
agricultural exchange of Serbia with the EFTA countries has Switzerland.

Instead of conclusion
Development directions of Serbian agriculture and the expected results

A basic direction of agriculture and food industry's future development is an
optimal use and preservation of available production capacities, increase of
agricultural production size, change of production structure in favour of
intensive forms of production meant for export, the production of top-final and
top-quality products. The goal of such developmental direction is to settle the
domestic demand and a significant increase of top-quality agro-food products'
export. Development of agriculture in Serbia will be directed to modernization
and change of the production structure in direction of greater market orientation
and improvement of the total agriculture efficiency. The production and
technological restructuring and productivity growth in agriculture, as well as the
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greater competitiveness on the domestic and the world market should be based
on ecological, energetic and economic criteria. Serbia should be turned into the
area of traditional-conventional agricultural production. At the same time,
development of scientific-research work and application of the existing and
new knowledge and technologies will provide a significant increase of size and
efficiency of agricultural production.

Rapid changes of production structure, for objective reasons, are not possible to
carry out in short-term, but gradually, depending on how would be a recovery
process of Serbian agriculture and its, first of all, financial consolidation. That is
why suggests a step by step establishment of desired production structure, due
to increased proportion of livestock production, fruit growing, vegetable
growing and industrial plants'?. By strict execution of the development
program of agriculture, food industry and overall rural development, the
modern and industrialized agriculture and food industry would represent a base
for accelerated development of the total economy and would significantly
contribute to faster development of other industry branches and infrastructure.
Income, especially of the market producer in agriculture, should be above the
average income in other economy (which is characteristic for the EU), while
work in agriculture is much harder and more complex than the work in
industry. Around the year 2020, the agriculture in Serbia should satisfy the
domestic demand on higher and high-quality level and to ensure a foreign
exchange income of around 6 milliards USD, and around 2025, the foreign
exchange income of 9-10 milliards USD."*A significant part of the foreign
exchange income would engage for further modernization of agricultural
production, processing industry, irrigation, drainage, strengthening of a
husbandry and education of producers. Instead of the current 629.000 small
agricultural husbandries, in Serbia, around the year 2025, would be
approximately 400.000 of commercialized husbandries, with the average size
of 20 ha. Others would be farmsteads and small husbandries, which would be
important for natural consumption and market. There is especially necessary to
define the programs of specific production of flowers, young plants, production
of vegetables in plastic foil houses, poultry production (eggs and broilers), some
sorts of fruits, mushrooms, etc. In the structure of agricultural production, the
livestock breeding should have a dominant role, and the plant production would
base on utilization of newly-made high-yielding varieties, hybrids and grown

12 Jevti¢, S., Stankovié, V., Vuckovié, S.: “Export Growth of Agricultural Products as Factor of Agriculrtural
and Rural Development in Serbia”, Development of Agriculture and Rural Areas in Central and Eastern
Europe, 100th Jubilee Seminar of the European Association of Agricultural Economists, June, 21st-23rd 2007,
Novi Sad, Serbia.

3 Stankovié, V.: ,,Competitiveness of Serbian agriculture export in terms of economic growth and sustainable
development®, Market, Money, Capital, no. 1, SCC, JanuaryMarch 2007, Belgrade.
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plants’ genetic potential. In rural areas could be located around 35-40 industrial
activities connected to agriculture, where new work places for numerous
available labour from rural areas, and towns would stop to be over-populated,
with social problems. On the activities of export-oriented production of high-
value food, the production of baby beef, the large-scale (plantation) production
of medicinal herbs, the production of vegetables in plastic foil houses, then, in
rural tourism, as well as in stock market operations in sale of flowers and
vegetables, is possible to employ 200.000 of labour-engaged population, until
2020. At the same time, in other activities of industry, health care, education
and service sector (trade and rural tourism) would be engaged a part of the
labour-engaged population. In that way, life conditions would significantly
become equal with life conditions in town, and the orientation to a village and
agriculture would be more attractive to young, educated personnel.
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GLOBAL MARKETS TO 2020: FAPRI-MU OUTLOOK AND
POLICY IMPLICATIONS

William H. Meyers®, Kateryna G. Schoeder?

Abstract

Agricultural market conditions have changed significantly in the last
decade. Two recent price spikes in 2007/08 and 2010/11 to 2012/13
began an era of somewhat higher and more volatile commodity prices
that is expected to continue in the foreseeable future. In our paper we
analyze how such changes in market conditions have affected agricultural
policy developments in both European Union (EU) and United States
(US). We begin with a review of past policy evolution that took place in
these countries, and then look at recent reforms and prospects for policy
changes in the context of likely changes in the global market and policy
environment over the next decade. Since agricultural policies generally
evolve in response to internal and external pressures in a political
economy context, we provide insights on how the outlook for commodity
markets may influence the directions of policies in the EU and US.

Key words: European Union, United States, agricultural policy, CAP,
commodity markets outlook

Introduction

The policies of the EU and US have both evolved significantly over time
and were influenced by many domestic political, economic and cultural
factors as well as by international agreements such as the Uruguay Round
Agreement on Agriculture (URAA).
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The URAA and subsequent implementation of WTO disciplines
encouraged countries to convert support programs to less distorting
measures and to reduce the levels of support by some measurable
amounts. We will look first at evolving EU policies and then at those in
the US.

It is no longer easy to remember the days when there was little challenge
in conducting price analysis in EU markets, since prices were mostly
determined by government policy. Research in the EU might have
focused on why market prices in France and Germany deviated from the
policy prices, while those in the US studied the impact of EU policies on
US and world prices. That day is long gone, but for many of us it was
challenging to evaluate the effects of this policy on the external markets.
It is amazing today to look back on early work, for example, on price
transmission (Bredahl et al. 1979) and realize how much of the world
market was isolated from external price movements and how much of that
has changed over the last 30 years.

The EU was often the target of US and other exporter criticism during the
Uruguay Round trade negotiations because aside from destabilizing world
markets, the success of its domestic support had generated large surpluses
and growing export subsidies. Awareness of the growing costs and trade
concerns led to the first major EU-funded policy reform analysis
(Commission of the European Communities 1988) and many other studies
of the global impacts of changing these policies (Westhoff et al. 1992,
Meyers et al. 1998). Meanwhile, decoupled support policies were gaining
ground on both sides of the Atlantic (Phipps et al. 1990) and became an
integral part of the URAA. Continued enlargement of the EU as well as
growing production put increasing pressures on the EU budget and
stimulated further policy reforms.

In the case of the EU, the most distorting measures were the domestic
price supports and export subsidies. These have been reduced to almost
insignificant shares of the total expenditure (figure 1) and were largely
replaced by direct payments and more recently by decoupled direct
payments based on historical support levels and programs. Meanwhile,
expenditures on rural development programs have been gradually
increasing over time and stabilized at about 20 percent of total
expenditures. Total expenditures have also increased over time, partly due
to enlargement of the EU, and reached close to 60 billion Euro by 2013.
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Figure 1. Historical and projected evolution of CAP measures and expenditures
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The pattern of change in US policy measures is different but also shows
significant change since the early 1990s (figure 2). First of all, costs of
US programs are substantially lower but vary much more widely than the
EU costs, because the EU operates with a fixed budget, while the US has
had several programs that cost much more when prices are low and much
less or nothing at all when prices are high.

The largest shift in program design and cost came with the introduction of
decoupled direct payments in 1996, but insurance programs were
introduced about the same time and their growth has been another major
change in expenditures.

Conservation programs, which are dominated by the long term
conservation reserve program, have also been growing gradually, but they
are more likely to decline than to grow in the high price situation that
currently exists. The number of programs with highly volatile costs is
decreasing and, except for insurance programs, will be almost irrelevant
as long as prices remain high.
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Figure 2. Evolution of the US policy measures and expenditures
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Analytical approach and methods

We employ market analysis and quantitative assessment to look at the global
market prospects that have affected or can affect the evolution of US and EU
policies. The likely market context in which post-2013 US and EU policies
will be implemented is important. Ever since the price surges of 2007/08,
there has been a growing consensus among analysts that price levels and
price volatility will be quite different in the future than in the last decade or
so before this price surge. Except for the late 2008 prices plunge that proved
to be transitory, market prices have continued to be high and volatile
compared with pre-2005 behaviors (figure 3), and most projections of market
prices indicate a continuation of this picture. It is instructive at the beginning
to look at the causes of the sharp grain price increase in the 2012-13 crop
year and the price decline in the current marketing year. The primary cause
of the increase in prices in 2012/13 was a historically deep drought in the
Midwest that saw average U.S. corn vyields fall by 16 percent (with
expectations of an even greater fall at some points in the year). This
contributed to a large decline in global grain supplies (table 1), at a time
when global stocks were already very low. Stock levels were low in part as a
result of the fact that the 2012 was the third consecutive year that corn yields
in the U.S. had been below trend.
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Figure 3. World Bank food, energy, metals price indices, 1/00 to 7/13, 2005=100
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(World Bank 2013)

In the current crop year (2013/14) grain production had the largest increase
in recent memory, led by the recovery of corn production in the U.S. In
response, grain prices have declined dramatically. It is clear that much of the
price gyration was caused by simple supply and demand factors driven by
weather shocks. The fall in prices from the 2012/13 peak was not just
predicted by modeling institutions such as FAPRI-MU or the OECD, but
also by the markets themselves where futures markets have been anticipating
a similar fall in prices. Given the market fluctuations and uncertainties,
policymakers and a wide range of stakeholders in the food and agricultural
sector need timely, reliable, and research-based analysis to support improved
policy decision making. The approach taken by the Food and Agricultural
Policy Research Institute (FAPRI) to modeling and delivery of objective
analytical results grew out of this information need. The approach has
evolved over time, constantly being improved and refined. In fact, 2014
marks the 30" anniversary of FAPRI’s founding. The FAPRI approach to
such analysis and dissemination of results has evolved in a number of ways
during these years, including the application and further development of the
analytic approach in a wide variety of countries and organizations and within
FAPRI itself (Meyers et al. 2010).
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The analysis conducted by FAPRI evaluates the fundamental factors driving
demand, supply and prices in the future but also provides an estimate of
possible variances of these results.

Table 1. Grain production decline and rise, million metric tons

Coarse Grains | 2011/12 | 2012/13 i?f;r']‘;ff 2012113 | 2013/14 (proj.) i?f;r']‘é?
World 11540 | 11363 | -177 | 11363 1264.0 127.7
USA 3237 | 2860 | -377 | 2860 360.4 834
FSU-12 78.7 69.2 95 69.2 89.0 19.8
EU 27 1500 | 1458 | -42 1458 1588 13.0
Wheat
World 6972 | 6565 | -407 | 6565 7125 56.0
FSU-12 1150 | 774 | 376 | 774 1038 26.4
EU27and Aus | 1680 | 1563 | -11.7 | 156.3 169.9 136
USA 54.4 61.7 73 61.7 57.9 38

Source: USDA WASDE (April 9, 2014)

Across the different countries where these methods were applied, there are
common elements in the analytical approach but also differences in
application. The common elements of FAPRI models are:

1. Analysts use models as a tool to generate estimates of agricultural
commodity production, consumption, trade and prices, as well as the
corresponding farm income and taxpayer cost figures that policy makers and
stakeholders want. The projections typically span a ten year period.

2. Domestic and trade policies are modeled in explicit detail so that
realistic policy impact analyses can be conducted using variables that
represent actual policy instruments.

3. National prices of other country or regional models are linked to
world prices generated in the annual FAPRI world market outlook analysis.

4. The models are dynamic, partial equilibrium, multi-product, non-
spatial, econometric-based systems. That goal is to develop results that
realistically reflect how markets evolve over time and how markets are
interrelated.

5. Results undergo an interactive review process between modelers and
industry and/or government practitioners that improves the quality and
usefulness of the analyses, and

6. Major results are delivered in government briefings, academic
conferences as well as public venues.
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One of the approach’s strengths is that it is flexible enough to address
regional differences or the alternate policy objectives that clients might have
for the model. Partners have different requirements in terms of commaodity
coverage, exposure to world markets, regional disaggregation or scale of
model. The FAPRI approach is very pragmatic. Statistical and econometric
methods are used where possible, but in many emerging market countries the
data is not sufficiently complete or available for enough years to do
sophisticated econometric estimations. In these cases we rely more on theory
and research results in other countries to determine behavioral parameters.
What is important is the capacity to correctly link commodity markets and
policies so that any impact of policy or external factor, such a yield change or
a world market shock can be traced though the different commodity markets
and through time to see the effects on all main markets, not just on the one
where the shock occurred. Once the analytical system is operational various
analyses and scenarios can be conducted. These follow a consistent
procedure. The baseline analysis has four main steps:

1. Economic models are used to capture the basic economic, policy and
technical factors that determine supply, demand, prices and trade of
commodities and their interactions;

2. Assumptions are made about the likely future paths of demographic
and economic factors, technology and agricultural policies;

3. Models are simulated over ten years to generate a baseline of market
outcomes;

4. If stochastic results are needed, a simplified system is simulated 500
times with random selections of stochastic variables such as yields, energy
prices, macroeconomic variables;

5. The result of these analytical steps is a baseline for the next five or
ten years that has a mean and also a distribution of the price and quantity
outcomes.

Policies are assumed to remain the same as in the current period, and crop
and livestock productivity are assumed to grow in line with historical trends.
The macroeconomic assumptions are taken from other sources or national
projections are used.

Market context for policy in the next decade

The FAPRI (2014) average wheat and corn price projections for the next
decade, as an example, hover around levels that are 50 to 100 percent higher
than they were before the 2007/08 price spike but also about $100/mt lower
than in 2012/13 crop year (figure 4). The pattern is somewhat similar for EU
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prices, but the path is dramatically impacted by the fact that the Euro has
appreciated by more than 20 percent since it was introduced in 2000 (figure 5),
so the price path from 2000 to the present in Euro (figure 6) is substantially
moderated by that change as well as increases in transport differentials
between Gulf Port and EU ports. Nevertheless, projected grain prices in the
EU remain well above pre-price spike levels throughout the projection period.
The same holds for projected oilseed prices (figure 4).

Figure 4. FAPRI projections of US FOB corn, wheat and barley prices
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Figure 5. The Euro appreciated and is expected to remain strong against
the dollar
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Figure 6. FAPRI projections of average corn and wheat prices in Euro
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Figure 7. FAPRI projections of average oilseeds prices in Euro
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It would, however, be a mistake to think that prices will not fall lower or go
higher in some years. A good example is what happened to corn price
futures as soon as the Ukraine — Russia crisis on Crimea occurred (figure 8).

Figure 8. Prices of corn daily quotes
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FAPRI analyzes such possible shocks by doing stochastic analysis that
allows a number of important factors to randomly vary from their means,
and in this case generate prices that are sometimes much higher or lower
than seen in the smooth average® price projections. This is illustrated by

% The reported average projected price is the average of the 500 stochastic runs.
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using FAPRI projection of US corn prices. Picking a few of the 500
draws shows they can deviate substantially from the average based on
yield or other exogenous variables that impact price. A few examples of
stochastic draws and the results are shown as an example (figure 9). When all
500 draws are assessed, there is a range of possible outcomes illustrated for
US farm price of corn in figure 10, where the price is expected to be between
the higher and lower bounds 80 percent of the time.

Figure 9. FAPRI projection of US corn farm price in 3 of the 500 outcomes
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Figure 10. Range of stochastic outcomes for US farm price of corn
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This is not the time or place to do a detailed market outlook discussion,
but the fact is that FAPRI-MU, USDA (Westcott and Trostle 2013), and
OECD-FAO (2013) all concur that we should expect the relatively higher
average price levels and higher price volatility we have experienced since
2007/08 to continue in the near to medium term. These assessments also
agree that there are two important new factors that will continue to
influence the direction and variance of commodity prices. These are the
closer linkage to energy prices through the growing influence of
bioenergy in crop demand and the higher frequency and severity of
weather events due to climate change. Though studies differ on the size of
impacts, the financialization of commodity markets may also increase the
short-term volatility of agricultural prices.

The issue of the Euro crisis is closely linked to the market price outlook but
also to the issue of budget constraints. Of course, as the Euro has weakened
by about 15 percent in the last year, largely due to the Eurozone crisis, it has
also impacted commaodity prices. Essentially, the volatile exchange rates add
another layer of commodity price risk to the already volatile market price
situation. At the same time, the pressures to devote increased resources to the
Eurozone financial crisis may exacerbate budget constraints both in the EU
and in national budgets of EU members.

Results and conclusions

The pressures to change EU policy in the next financial framework (from
2014-2020) included budget constraints, interests in strengthening
environmental measures, and desires to reduce the disparity between
payment levels of new member states and the pre-2004 membership of
the EU-15 and to enhance the flexibility of member states to tailor
programs to their differing conditions. Changes in decision making
procedures with the enhanced role of the EU Parliament, the full
participation of the Post-2004 new member states and a Commissioner of
Agriculture coming from one of the new member states (Romania) were
also factors influencing the outcome. The impacts of the Eurozone crisis
and increased price volatility in global markets may be important as well.
Budgetary pressures were stronger than in the past, in part because the
CAP budget was decided in concert with the overall EU budget rather
than being set before the overall budget was decided, as has often been
done in the past. Not permitting the sequential “CAP first” budget process
is possibly a sign of weakening of the agricultural/rural interests relative
to other claimants to the EU budget (Meyers and Ziolkowska 2012).
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Several measures have been undertaken in the process of ‘greening the
CAP’, among others, cross-compliance, modulation, direct support for
bioenergy with rural development programs. However, the Common
Agricultural Policy is facing new challenges and the following measures
will be given more importance in the new post-2013 policy:

a) Extending biodiversity protection and reducing GHG emissions,

b) Supporting crop rotation as a way to reduce pesticide and fertilizer use,
c) Preserving at least 7% of the land for focus areas (buffer zones,
permanent grassland) to reduce GHG emissions.

A more notable pressure in this reform arises from the differences in the
direct payments across countries, which now range from €100 per hectare
in Latvia to €466 in Netherlands, disregarding the even more obvious
outlier Malta (figure 11). Despite the fact that these payments have
historic roots that reflect land quality, commodity mix, land use intensity,
production value and whether the historic or regional payment model was
used, there is still a perception of inequity in such large differences.
Different options for modifying these were considered, including setting a
minimum payment of 80 percent of the average, but a smaller change to
90 percent was the final result. As in many other examples, small
changes are more common than large ones.

Figure 11. Difference of direct payments across countries and the ‘90%
method’ of realignment
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Pressures for change in US policy also have a strong budgetary aspect,
because of the high priority to reduce the growing budget deficit. There is
also interest in Congress and among some farm lobby groups to shift
emphasis from decoupled payments to risk management programs if there
is any flexibility to increase any program at all. Finally, the political
gridlock in Washington, DC, has made it difficult to pass any new
legislation, so expectations for change are low. Both the US Senate and US
House of Representatives passed their own versions of new farm legislation
(FAPRI 2013), and these differences were finally resolved in early 2014 in
a Farm Bill that included provisions from each of those proposals.

The new measures save money by eliminating the decoupled payments
that were a fixed annual expenditure, and replacing them with new risk
management tools that may cost quite a bit in a very bad disaster year, but
on average are less costly than the direct payments. Neither the US nor the
EU are strongly pressured by WTO negotiations at the moment, partly
because negotiations are stalled and also because prices are so high that it
would be relatively easy to comply with the proposed cuts in support and
protection that are in the latest proposals for discussion.

So it is most likely that changes in both the US and EU policies in the
next few years will be relatively gradual and driven mainly by projected
market conditions and budgetary constraints rather than by any bold
vision or any international agreements or disciplines. It is also not clear if
the tendency will continue to be toward less distorting support but the
budget expenditures are likely to be lower.

We can conclude that the kinds of reforms being introduced by the EU for the
next financial framework are not likely to have large price or trade impacts in
either direction. The measures that increase production cost or slow the rate of
technology adoption, such as increased environmental conditionality in the
CAP, can be expected to slow the growth of exports and/or increase the growth
of imports. The magnitude of these impacts, of course, will depend on how soft
or hard these environmental constraints would be. In the case of the US, there
are also relatively small market impacts implied by FAPRI analysis. It seems
likely that trade growth will be more significantly influenced by world demand
growth and new or expanded bilateral or multilateral trade agreements than by
changes that occur in the CAP or US policy.
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For the future, the continuation of relatively high and volatile prices gives the
signal to government policy makers and farm lobby groups that price support is
less important than in the past, and measures to manage risk are likely to be
more important. A more subtle change in emphasis in both the EU and US
policy is moving away from decoupled income support payments that are based
only on historical entitlements and toward measures that relate somehow to
production practices, such as greening measures and discretionary coupled
payments in the EU and risk management in the case of the US that depends to
some degree on price or production.

Swinnen (2009) reviewed studies of the political economy of agricultural
protection in the 1980s and 1990s and the question still remains as to
what are the factors behind these observed patterns. The political
economy approach views decisions as rational responses to all the
pressures from an array of interests in society, given the way institutions
of government and of stakeholders are organized at that time in that
country. Some of the main factors identified by political economy theory
and public choice models are:

a) Individual preferences of the citizenry

b) Differing ability of stakeholder groups to organize effectively

c) Collective action by lobby groups

d) Preferences of politicians or interaction of lobbies and politicians

e) Political institutions and ideology (e.g. US Congress vs

European Commission as decision maker).

The many factors that combine to influence the path of policy evolution
over time and space are much more complex and interconnected then we
have elaborated here. The important lesson is that different policies in
different countries and in different time periods are the consequence of
numerous economic, political, social, institutional and cultural factors that
interact with each other. There are also factors external to every country
that usually play a role, and these include trade, trade agreements and
international institutions and, as we have emphasized here, the current
market conditions and expected market developments in the future.
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WINE TOURISM ROLE IN THE REGIONAL DEVELOPMENT -
PRAHOVA COUNTY CASE STUDY

Adrian Nedelcu®, Tatjana Papic Brankov?

Abstract

The prior European experiences in the regional development field have
proven that the integrated approach of economical, social and
environmental problems of the hill regions represents a successful
method in solving these problems, in perfect harmony with a sustainable
development. In the case of Dealu Mare region, the development was
represented by the support of the Romanian wine heritage reorganisation
activity, which has an impressive history, rich cultural traditions related
to wine, for the purpose to highlight the important potential regarding the
wine-growing tourism development in Prahova County, factors which
enhance and motivate this new type of tourism. The study considers also
the planning of a theme roads circuit in the Dealu Mare region,
emphasizing the parameters analysis necessary for the successful
organisation of a circuit. Prahova County has a big potential regarding
the wine-growing tourism development, but the absence of a specific
brand and a modernised infrastructure in the last five years hinder the
capitalisation of these factors.

Key words: tourism, wine tourism, wine growing potential, sustainable
development, wine growing centre, wine cellar.

Introduction

A national importance field, a priority in the Romanian agriculture
sustainable development strategy, mainly hill and sandy areas, is
represented by the wine sector, which can contribute to the rediscovery of
Romania, as a potential touristic destination which offers by means of
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wine growing tourism a large range of experiences, quality holidays and
also business opportunities (Government Decision no. 1432 regarding the
measures and regulation instruments of the wine growing department,
published in the Official Gazette, Part I, no. 1059/November 26" 2005).
On the territory of Romania the wine growing is an activity practiced ever
since the beginning of time. The material evidence found in Dobrogea
and exhibited in the Vineyard and Wine Museum from Murfatlar, but also
the written evidence left by Ovidiu, the Roman poet (exiled in 8 A.D. at
Tomis — Constanta), where he has written in runes different aspects
related to the wine culture, attest the culture practice age, ever since two
and a half millenniums. Herodot evokes the presence of this wine culture
in the Intra-Carpathian region ever since VI B.C., and later, Strabo said
about the Gaeto-Dacians that they were great growers, a proof being the
resistance in time of vine growing terms of Dacian origin (grape, grape
wine, free run grape juice).

Wine culture and wine production continued to exist even after the
Roman troupes and administration have left Dacia (in 271, during
Aurelian emperor) when all this time the vine culture has become the
main occupation, representing the fundament of the Dacian-Roman
existence in the Carpathian regions. During the period when the space at
the north of the Danube was crossed by migrating people, the attachment
to this miraculous plant by its capacity to survive harsh conditions, has
grown even more, becoming for its inhabitants a symbol of constancy and continuity.

In the course of time, the wine culture in the Carpatho-Danubiano-Pontic
area has accentuated its particular features, differentiated on vineyards,
types of the grape wines well adapted to the local conditions, culture
practices for different regions were set up (especially for types of cuts and
the guidance of grape vines), the specific qualities of wines were
accentuated. The introduction of hybrid direct producer (HDP), resistant
at diseases and pests, represented one of the measures taken at the
phylloxera attack, identified for the first time in Romania in 1880, at Arad
and officially chronicled in 1884, at la Chitorani (Prahova County),
flagellum which has destroyed almost entirely the wine culture heritage,
besides the plantations which were on sandy areas.

After December 1989, the viniculture and the wine production industry
suffered important changes: the wine cultures have become almost totally
the property of grape growers; in order to obtain quality wines accepted
un the EU, the hybrid varieties of wines were replaced by noble varieties
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(France has turned operational these provisions for the replacement of
hybrid varieties of wines by noble grape wine ever since 1935); The start
of new wine plantations with noble recommended varieties, which
capitalise best the environment conditions and valorise at the highest
degree the quality and production potential in the culture limits set by the
national law up to the regional administrative town.

In the first international viniculture statistic, Romania hold in 1876 a
surface of 97.386 ha and a wine production of 946.347 hl, and in 1982 the
surface was increased up to 299.872 ha, and after the integration of
Romania in the European Union (January 1% 2007) the viniculture surface
has decreased up to 183.200 ha (2012), but it sensed a great series of
adjustment and reorganisation actions which lead to structure and quality
changes for the purpose of creating a better and sustainable viniculture by
means of: introducing domestic varieties (50% of the total viniculture
surface); increasing the number of wines with controlled designation of
origin (DOC); increasing the number of red and aromatic wines in the
total of viniculture production; the promotion of wine consumption; the
consolidation of wine producers association in order to create viable
viticulture exploitations, eligible for the communitarian financial support.

Prahova county is an important wine-growing area (8,400 hectares, 4.6%
of the total area of vines plantations in Romania, 13.9% of the Muntenia-
Oltenia wine growing region) with a noble wine production of 208.157
hl, in 2012 (10,4% of the noble wine production of Romania), with an
impressive historical background and rich cultural traditions.

Prahova County is part of the South-Muntenia Region, economical
development region situated in the south of the country, which surrounds
Bucharest-1lfov region. In the south of the region, the Danube River is a
natural border with Bulgaria, offering the opportunity to communicate
with the eight riparian countries, and through the Danube-Black Sea
channel to exit towards the Black Sea and have therefore access to
Constanta Port - main maritime gate of the country (the most important
port in the Black Sea and the fourth largest in Europe). The South-
Muntenia Region covers an area of 34,489 square kilometres (the third
largest regions out of the eight development regions of Romania) and has
a recorded population of 3,379,406 inhabitants (the second largest
population, after the North-East Development Region).
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By its geographical position, Prahova County plays an important role in
the economical and territorial cohesion at regional and national level and
may become part of an economical development axis at the national level
consisting of urban areas like Bucharest, Ploiesti and Brasov. In this
context, tourism is the glue that connects the economy, urban and rural
civilization, a huge potential which does not only challenge the
development of urban space, but also the countryside. For Prahova
County, the wine tourism can bring significant benefits to local
communities in the Dealu Mare vineyard area by improving business
competitiveness/companies by responding to social needs and the
preservation of cultural and natural environment.

This geographical configuration, plus the existence and specific
manifestation of an amount of socio-historical and economic conditions
has facilitated the insertion and adaptation of the active human element,
with direct involvement and at varying degrees in the offer and the
tourism phenomenon characteristics present in the Dealu Mare region.

Methodology

The study herein tries to emphasize the role of wine tourism in the
sustainable regional development of the hill area in Prahova, where the
two traditional activities (viniculture and wines production) can offer a
better balance of the economical, social and cultural development, by the
special diffusion of growing impulses generated by the important
viniculture centres of Dealu Mare vineyard (Valea Calugareasca, Urlati,
Ceptura, Tohani), as long as these accomplishments are correlated with
real development opportunities, respectively the attenuation of causes
which are part of the different dysfunctions observed. In order for the
capitalization of the attractive resources of Dealu Mare wine region and
their integration into tourist circuits to have a logical motivation and a
genuine support base it requires that the inventory process of attractive
resource in the analyzed area to be doubled, which represents a necessity
and an objective in order to have a radiography of weaknesses and
strengths that can guide the regional development strategies in full
correlation with actual needs and possibilities of the local communities
and concrete ways to support the wine tourism at different levels of
decision.

Qualitative methods were used, the observation method, analysis of
documents, bibliographic sources consultation, of the law. In order to
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obtain data about the viniculture heritage of Prahova County and
Romania, or in regards of the wine tourism we have used the exploratory
research method. The processed data coming from the Ministry of
Agriculture and Rural Development (MARD), the Association of Wines
Producers and Exporters of Romania (WEPA), National Inter-
professional Wine Organization (ONIV), the National Vine and Wine
products (ONVPV) plus the bibliographic resources.

Wine tourism development

Currently, wine tourism is one of the tourism forms which quickly
integrated and adapted to the global tourism market requirements. The
need for knowledge and analysis of this tourism form has emerged as a
result of tourism demand change in favour of the tourism in nature and
discovering local traditions, along with wine tasting and knowledge
regarding the wine production technologies. The dynamism of this
tourism form is supported by the wider spread at international level, both
in the Old World, and especially in the New World, out of which the wine
regions have substantial benefits.

The wine tourism focused on local wines, traditional food and different
tastes of tourists, is associated with the concept of holiday, leisure and at
it forms its shape according to the wine quality of the wine region, service
quality and good infrastructure in the field. The new concept of wine
tourism includes the direct experience of travelling to wine regions,
guided tastings, vineyards, cellars and wineries visiting, or deeper
knowledge of production techniques.

The wine tourism includes a wide range of activities: day trips or longer
stays, relaxing in a picturesque natural landscape and visiting vineyards
and cellars, wine tasting, wine purchase, traditional products consumption
and sale, culinary combination with gastronomy, attending wine seminars,
vineyard collection, attending wine events (holidays, festivals, etc..),
other complementary cultural and ecotourism activities or familiarity with
rural lifestyle and history of the local community.

The history of wine tourism marks as a starting point the beginning of the
nineteenth century when visiting vineyards becomes a part of the travel
destinations enjoyed by the aristocracy and nobility of the century. Later,
somewhere in the middle of the nineteenth century, the wine starts to
become a primary motivator for organized travel packages and thus the
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wine producing regions become important tourist attractions, where an
outstanding contribution has had also the legal protection of wine from
certain appellations, conferring wines identity and especially uniqueness.
In Europe, the wine tourism was often associated with official wine routes
and roads (Hall et al, 2000). Wine Routes were a significant tourism
activity since 1920 in Germany (Rhine valley with spectacular views
from the boats, of the vineyards and winegrowers villages with wonderful
medieval architecture), Alsace, Burgundy (where the first Grands Crus
wine road was inaugurated in the Cote de Nuits wine region, in 1934) and
Champagne in France, and later to the New World in California - The
Napa Valley Wine Train, South Africa - Stellenbosch Wine Routes,
Australia - Tamar Valley Wine Route (Manila, 2013). The share of wine
routes increased once the wine producers have facilitated the access to
their properties to tourists through mutual cooperation with hoteliers,
restaurant owners and local authorities. In Romania, where vines, wine
production and consumption are directly related to the history and cultural
traditions of its people, this form of travel is launched in 1999 by
Halewood Romania® group the group which owns six modern wineries
with special reception areas for tourists, for wine tasting, restaurants,
some with accommodation, wine museum or winery outlet (Cellars* and
Rhein Azuga Guesthouse), visited annually by about 15,000 tourists (out
of which about 40% are foreign tourists arrive in organized groups from
Germany, Great Britain, China, Russia, Japan, USA, Israel).

Most definitions of wine tourism refer to the motivation to go on
vacation, to make a journey, to experience and learn new things. Hall and
Macionis (1998) defines wine tourism as “visitation to vineyards,
wineries, wine festivals and wine shows for which grape wine tasting
and/or experiencing the attributes of a grape wine region are the prime
motivating factors for visitors”. Other authors argue that wine tourism
development involves a marketing development and strategy planning

¥ The Halewood International Ltd Group, the biggest independent house which produces and
exports wines and alcoholic drinks from Great Britain, undertakes in 1999 Prahova Cellars and
sets up Halewood Romania with three subsidiaries: Halewood Domains, with activity based on
viniculture (administrating over 400 hectares of wine grapes plantations in three regions — Dealu
Mare, Murfatlar and Ciumbrud-Aiud; Wine cellars Halewood with activity based on premium
wines production with a capacity of approximately 42.000 hl and Halewood Romania, specialised
in the sales of Romanian wines in over 40 countries in the entire world.

* Rhein Cellars represent the oldest location in which sparkling wine is produce ever since 1892,
without interruption according to a traditional method, presently, as in the interbelic period, ,,The
Supplier of the Royal Court of Romania“ for still and sparkling wines.
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(Getz et al., 1999). Getz et al. defines wine tourism from three
perspectives: the strategy of attracting visitors, the consumption form and
the opportunity for cellars to educate customers and sell wine directly
from the manufacturer. In the “Strategy of Western Australia wine
tourism strategy” launched in 2000, wine tourism is defined as ,,...travel
for the purpose of experiencing wineries and wine region and their links
to lifestyle. Wine tourism encompasses both service provision and
destination marketing . Considered as one of rural tourism forms the
wine tourism has experienced valuable initiatives, including
environmental protection measures, the creation of wine routes circuit,
tourism wineries and wine development centres.

Analyzing all these definitions, we can say that wine tourism includes
three components: visiting vineyards by the connoisseurs for scientific
purposes and wine buyers come to transact business (business travel);
vineyards visiting in order to understand the wine preparation process for
its guided tasting, perceived as a promotional activity, by means of wine
growers funding to encourage sales and increase customer loyalty
potential on a long-term; wine road - the road circuit with a well-defined
topic and attractive geographic dimension and a remarkable cultural heritage.

Wine road

The interest for thematic routes feels an accentuated increase marked in
Western European developed countries, after 1970. The period coincides
with the “tourism boom” and the development of mass tourism, becoming
more specialized and better developed to meet a very diverse clientele.
Also there is the need to customize the tourist offer according to the social
group preferences and tastes, which led to the definition of themed roads
as attractions with “thematic” character. Together with the increase of
their importance for tourism activities, they were treated with more and
more attention at the international, national, regional and local level.

The themed tourist routes are developed in countries with well-developed
tourism, known by international performances and which have agreed to
speculate the presence of natural and human resources in order to
diversify the tourism offer. They can offer development models for other
countries that have similar resources. Thus, France is internationally
recognized for Wine Road in Champagne-Ardenne and Alsatian Wine
Road, the latter being considered a model for planning a wine route in
Dealu Mare vineyard.
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Wine Road project initiated and conducted in 2004 by the Prahova
County Council, as a pilot project within the National Programme
“Romania — The Country of Wines” reissuing a segment of an old wine
route used by the Romans. This theme route has a length of about 58 km,
which has absorbed 100 million euros in the ten years of operation,
throughput 14 localities: Tohani, Mizil Ceptura, Urlati, Jercalai, Varbila,
Valea Calugareasca, Bucov, Boldesti-Scaieni, Zamfira, Plopeni, Baicoi,
Floresti, Filipestii de Padure. The Wine Road in Prahova highlights a
multitude of regional features and a distinctive touch by combining the
natural, cultural and social factors, something that makes it unique.

A Trip on the Wine Road in Prahova offers the tourist a lot of new and
unexpected experiences, and allows tourists to explore a wealth of natural
and cultural aspects of the landscape wine. The basis of a brand in the
Dealu Mare region, of a successful wine cellar (Budureasca, Halewood,
SERVE, Rotenberg, Basilescu) is to promote the wine region and
Romania as the country of wine origin.

The criteria which were the basis for achieving the Wine Road in Prahova
as a touristic theme pilot road were:

- the balanced spatial distribution of viticulture lands in the area, based on
existing wine centres (Valea Calugareasca, Urlati, Ceptura, Tohani),
covering functional an extended area of influence;

- the strategic position near Bucharest (60-90 km) and easy access to the
region from Otopeni and Baneasa airports;

-the location in the proximity of European and national roads, providing
relationships with other major touristic poles (Transylvania and Danube
Delta) favourable positioning to A3 highway, E60 - artery considered as
having the densest traffic in Romania, especially on Bucharest-Ploiesti-
Brasov segment, where annually the traffic varies between 6,000,000 and
10,000,000 vehicle passages, E577 and E85, providing an economic
development ,,engine” (fig. 1);

- the recognized wine traditions and tourism resources diversity;

- the strong potential to attract investors in developing centres;

- the strong research, development and innovation capacity (Research &
Development Institute for Viticulture and Winemaking Valea
Calugareasca, Petroleum-Gas University of Ploiesti);

- the co-existence of local partnerships (GAL) in rural counties wine and
grapes growing between Prahova and Buzau.
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Figure 1. Geographic position of Dealu Mare vineyard
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Source: CJ Prahova, Available from:

http:/mww.cjph.ro/index.php?_init=global.pol_crestere& (Accessed at 26 Feb
2014).

The Subcarpathian territory of Prahova region has the specific feature of
vines and fruit trees growing, due to the geographic feature of the area,
the climatic conditions, terrain and old traditions in the field. The tourism
potential of the region is exploited also by another road theme — The Fruit
Road, complementary to the Wine Road, an ambitious project launched
by Prahova County Council in 2010. The Fruit Road, as The Wine Road
promotes the agro tourism practiced and developed with specific products
and traditions of the area. This tourist road is 64 km long, where the
beauty of the natural, historic and architecture heritage blends
harmoniously connecting 18 towns of Prahova: Starchiojd, Batrani,
Posesti, Drajna, Valenii de Munte, Teisani, Slanic, Alunis, Varbilau,
Dumbravesti, Brebu, Scorteni, Telega, Campina, Poiana Campina and

Breaza, located in the Carpathian foothills, north of the wine belt and has
28 tourist stops.
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Romania’s wine and grapes growing heritage

Wine tourism in Romania is based on vines cultures, a traditional activity
of great economic importance, harmoniously developed as a result of
favourable natural conditions which are present throughout the country,
especially in the hills area in the eastern and southern Carpathians.

The viticulture has been practiced in Romania ever since the earliest
times, in almost the entire country, from the Danube, in the south, up to
Botosani and Maramures Counties in the north. Romania is today among
the wine producing countries in the world, with a surface that rose in
2012 up to 183,200 ha, out of which 96,225 ha with noble varieties and
86,975 ha hybrid varieties. On an international scale Romania stands after
countries which cultivate 400,000 hectares in countries like: Spain, Italy,
France, Turkey, China (Table 1).

Table 1. Main wine growing countries of the worlds

Cultivated surface (ha)
No. Country
Average 1996-2000 2010
1 Spain 1,184,000 1,165,000
2 France 915,000 852,000
3 Italy 909,000 840,000
4 Turkey 584,000 517,000
5 China 376,000 470,000
6 U.S.A. 218,000 398,000
7 Iran 274,000 330,000
8 Portugal 257,000 246,000
9 Argentina 253,000 227,000
10 Romania 208,000 207,000

Source: OIV — International Organisation of Vine and Wine, Available from:
http://Aww.oiv.int/oiv/info/enstatoivextracts? (Accessed at 15 Mar 2014).

Romania, wine growing country, member of the International
Organisation of Vine and Wine (OIV) ever since 1927, it has an extensive
wine heritage on 183,200 ha in 2012° (1.4% of agricultural land), ranking
5" in Europe, after Italy, France, Spain and Portugal.

® In the first international wine statistics, Romania had in 1876 a vines area of 97,386 ha
and 946,347 hl wine production, and in 1982 it increased to 299,872 ha, since 1989 an
ample recovery and structure reorganization but also qualitative mutations took place in
order to develop an efficient and sustainable viticulture by: the introduction of
indigenous varieties cultures (50% of total area), increasing the number of wines with
designation of origin (DOC), increasing the number of red and aromatic wines and the
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The viticulture has developed continuously, becoming one of the major
branches of agricultural production. Vines are grown, especially in areas
traditionally devoted to this activity, especially in the hills area situated
on sands, and on other lands with favorable conditions, known viticulture
areas which are subject to territoriality. Counties with higher share in the
country's vineyard area planted with noble vines like: Vrancea, Buzau,
Galati, Constanta, Prahova and lasi (Table 2).

Table 2. Main counties with noble viticulture cultivated surfaces (2012)

No. County Surface (ha) progl:sggz ® Wine p(rholgiuction
1. Vrancea 17,020 100,500 414,590
2. Buzau 8,312 58,184 351,853
3. Galati 8,233 22,943 145,368
4. Constanta 7,502 41,274 191,749
5. Prahova 6,867 19,694 208,157
6. lasi 5,750 29,900 191,360
7. Vaslui 3,676 19,116 60,220
8. Dolj 3,592 4,900 25,970
9. Tulcea 3,478 8,241 34,584

10. Timis 3,376 34,422 66,452

Source: Ministry of Agricuture and Rural Development, Available from:
http:/Amwv.madr.ro/ro/horticulturaiviticultura-vinificatie.html (Accessed at 12 Feb 2014)

The vine plantations according to the Law no. 244/2003 (revised in 2007)
of vineyard and wine are grouped according to the region in: wine areas,
wine regions, vineyards, wine centres and wine lands. In Romania
viticulture focuses on 8 wine regions (Fig. 2): the Transylvanian plateau,
the hills of Moldavia, of Muntenia and Oltenia, Banat, Maramures and
Crisana hills, Dobrogea Hills, and Danube terraces and sands regions,
also other favourable lands in the south of the country. These regions
include 37 wineries and vineyards about 171 centres which produce a full
range of wines (Oslobeanu M. et al., 1991).

total wine production, promoting the consumption of wine, strengthening the association
of wine producers to create viable farms eligible for community financial support.
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Figure 2. The geographical distribution of the wine growing districts
from Romania and their framing among those from European Union
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Romania has a varied wine selection, out of which over 100 are old
varieties, native, known for their quality also at international level. Out of
the old varieties, 60% are white wine varieties Feteasca alba, Feteasca
regala, Tamaioasa romaneasca, Grasa de Cotnari, Galbena de Odobesti,
Busuioaca de Moldova etc.), and 40% red wine varieties (Feteasca neagra
- considered the pearl of Romanian viticulture, Babeasca neagra,
Cadarca).

Regarding the assortment of wine grapes, in 2009, the first 12 varieties
grown were Feteasca regala — 7,4%, Feteasca alba — 7,3%, Merlot — 6,4%,
Riesling — 4,2%, Aligoté — 3,9%, Sauvignon — 2,3%, Cabernet Sauvignon
2,2%, Muscat Ottonel — 2,0%, Babeasca neagra — 1,8%, Roaioara — 1,6%,
Feteasca neagra — 1,0% and Tamaioasa romaneasca 0,7%.
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Table 3. Noble Vines cultivated surface with fruit, for wine grapes
varieties, in Prahova County, in 2012

No. Noble Wine grapes Surface (ha) %
varieties
1 Merlot 2.315 33,7
2 Feteasca alba 724 10,5
3 Cabernet Sauvignon 676 9,8
4 Feteasca regala 628 9,1
5 Feteasca neagra 557 8,1
6 Sauvignon 339 4,9
7 Burgund mare 288 4,2
8 Muscat 263 3,8
9 Riesling italian 260 3,8
10 Pinot noir 173 2,5
11 Tamaioasa romaneasca 122 1,8
12 Muscat Ottonel 82 1,2
13 Chardonnay 78 11
14 Syrah 50 0,7
15 Pinot gris 41 0,6
16 Busuioaca de Bohotin 21 0,3
17 Aligoté 21 0,3

Source: Ministry Of Agriculture and Rural Development, Available from:
http://www.madr.ro/ro/horticultura/viticultura-vinificatie.ntml  (Accesed
at 12 Feb 2014).

The favourable soil and climate conditions have allowed since the
nineteenth century the introduction of grafted vines imported cultures,
especially noble varieties like: Merlot, Cabernet Sauvignon, Pinot Noir,
Chardonnay, Sauvignon blanc, Pinot gris, Italian Riesling, Muscat
Ottonel and since 2006, in Dealul Mare vineyard the Syrah variety is
introduced (originally from France, marked by a strong taste, fragrant and
aging potential) today extended over an area of 50 ha (Table 3).

Prahova County, a member of AREV (Assembly of European Wine
Regions) together with three counties in Romania (Alba, Arad and
Vrancea), can claim that it has a great potential to become a leading wine
tourism region in Eastern Europe; If we consider also the fact that Dealu
Mare region is on the same parallel as Tuscany and Bordeaux wine
regions, it has all the natural factors to approach the best practice for this
type of tourism, an average term perspective, and in the past seven years
it has become a name in the wine sector both at national and international
level. Prahova county vines planted area represents a true heritage of
great value if we consider that 1 ha of vines is economically equivalent of
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8 ha grain crop. Prahova wine region consists of three cities (Mizil, Urlati
Boldesti- Scaieni) and 8 villages (Gura Vadului, Calugareni, Vadu Sapat,
Fantanele, Ceptura, lordacheanu, Valea Calugareasca, Bucov) we wish to
achieve the territorial development by a strategic view conceived on a
large scale (including also the Growth Pole Ploiesti- Prahova), integrating
the three dimensions - economic, social, cultural, recognizing that this
development is based on people and communities (figure 3).

Figure 3. Strategy vision of development of Dealu Mare region
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The main objective of development is to strengthen the unity and
efficiency of the rural economy, ensuring the harmonious development by
reducing disparities between different communities and in particular to
support the most disadvantaged, viability of regional development
projects is reflected primarily by their ability to attract and fix resources,
especially financial ones, but also human and technological, etc. An
example is the two themed roads the Fruit and Wine Road - Prahova
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which have polarized more investment (photovoltaic parks, area replanted
with vines, modern European wineries equipped with the latest
equipment, refurbishment of monasteries, mansions and old wineries XVI
-XVIII centuries, tourist accommodation structures boutique type hotel,
hostels, rural catering specific cellar type etc.) totalling more than 100
million euro. On the other hand, the projects are viable to the extent that it
involves local resources and energies so that the long-term development
to be endogenous and answer the third principle, namely the principle of
sustainability (durability).

The rural communities in the region have several factors that may be
conducive to the further development of this wine region in Prahova. One
of them is agriculture, mainly in combination with related economic
activities or tourism (agro tourism) remains the main economic activity,
the “engine” that enables the development of all local communities, and
the crystallization of a cohesive economic region more competitive and
balanced that can make a major contribution to sustainable regional future
development. The Prahova County territory of Dealu Mare vineyard is
least developed in comparison to rural tourism and agro tourism, two
alternative income generating activities, which provide opportunities for
rural areas development, because of the single vineyard landscapes, areas
of semi-extensive hospitality of rural inhabitants. But one of the most
important elements that can be a factor in the development of tourism in
the region Dealu Mare area is precisely this divine drink, which occupies
an important place in the local economy and generate indirect effects in
other sectors of the local economy, stimulating profitable activities (hotels,
restaurants, transportation network, craft activities, service guides etc.).

Conclusions

The wine tourism, seen as a traditional form of tourism, while dynamic
and alternative can make a major contribution to local and regional
development. This is why the rural area is considered, rightly, as the
depository of resources for a new beginning of a new economic thinking.
In this sense, the viniculture sector is an area of national importance, a
priority in the sustainable development strategy of the Romanian
agriculture sector, which can contribute to the rediscovery of Romania as
a possible tourist destination, and the multiplication of interest in the
Carpatho-Danubian-Pontic space. The same viniculture sector offers a
wide range of experiences through cultural, rural and wine tourism, active
holidays and even business opportunities. Tourism creates locally, a better
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use of the natural and cultural heritage, contributing to the number of jobs
increase in both tourism sector and in other auxiliary sectors, services and
management of local resources. The position of wine tourism as one of
the forms of tourism with broad prospects for development in Dealu Mare
region is thoroughly supported by the presence of a background
picturesque landscape with a variety of cultural-historical values, folklore
art, ethnography, folklore, traditions or archaeological remains.
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ROMANIAN BALNEARY TOURISM PROSPECTS IN THE
CONTEXT OF SERVICES GLOBALIZATION

Adrian Ungureanu, Aleksandra Tesic

Abstract

The balneary tourism is the only form of tourism in our country based on a
permanent potential, a very complex and practically endless one. Romania is
among the European countries with an outstanding spa background. It is
possible that a third of the thermal and mineral waters on the continent should
be on the territory of our country. This value is stressed by the complexity of
natural factors, namely the existence in the same resort of the main
environment factors, together with a wide range of medical mineral
substances, with beneficial poly-factorial effects and by the existence in
Romania of all types of spa mineral substances that can be used in the whole
range of spa treatments.

Key words: tourism, balneary tourism, health resorts

Introduction

As the tourist services are concerned, Romania has a good ground for
development, both in the domestic market and for the export of such services.
Having an outstanding natural potential, Romania must become a country
which exports tourist services. The service export can bring a positive
contribution to the commercial balance and the current account, but also to the
rise of GDP and, implicitly, to the increase of income for the population. It is
difficult to measure the total volume, as the public statistic analysis refer
especially to the export of such services, namely the consumption generated by
foreign tourists in Romania. In 2008, Romania’s GDP reached the value of
137 billion Euros, whereas in 2009 and 2010, because of the collapse of the
national economy, the GDP fell to 116.3, respectively 119.8 billion Euros. Not
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until 2011 could Romania’s GDP have a slight rise, as compared to the
previous years, being of 122.7 billion Euros, which does not reach yet the
GDP of 2008. The increase of the international tourism is based both on the
increase of the population income and on the easiness of access in the
entertainment locations (both the travel duration between the country of origin
to the country of destination and also the duration of travel within the
destination country, between the main tourist areas). We must not forget about
the safety perception, the hospitality or the service quality — the comfort of the
accommodation units and the readiness in the food units.

Being the last among the 27 member states of the European Union, with 2.5
million night stays and with returns of $1.3 million, respectively $ 61 /
inhabitant, according to a Eurostat report, Romania is beyond its neighbour,
Bulgaria, which has returns of $2.6 billion, respectively $345 / inhabitant, but
also smaller countries with a better tourist tradition, such as Cyprus with $2.2
billion and Slovenia with $1.8 billion.

Having these modest results, in comparison with its neighbours, in Romania
the export of services represents only one percent of the GDP, being thus
lower than the import (expenses of Romanian tourists in other countries are
smaller than expenses from foreign tourists coming to Romania). The situation
is unusual if we take into account the resources available to Romania — natural
potential for the summer, winter, balneary, ecological and also cultural
tourism. In order to overcome this situation, it is imperiously necessary for the
authorities to have the entertainment areas in full light, but also to modernise
the infrastructure.

Romania can become attractive when the tourists can travel easily in the
country between the main tourist areas, and the development of Romania will
impact important countries as the tourist services are concerned, such as
Germany, Austria, Russia or Hungary. In the central and eastern Europe there
are states in which the volume of tourist services weights a lot in their GDP:
for example in Croatia, these categories of services generate 25.6% of the
GDP, in Turkey 17.3% of the GDP, and in Slovenia 15.7% of the GDP.

In conclusion, the volume of the tourist performance in Romania is situated far
below the potential justified by the geographical position and the condition of a
member of the European Union. For a superior efficiency of this potential, it is
necessary to modernise the infrastructure and to assign fiscal incentives.
Without such measures, Romania cannot hope to become in the future an
important player in the field of export of tourist services.
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The evolution of balneary tourism reflects an extensive development, a
technical and material basis, recording, especially after 1970, a permanent
ascending evolution, which was connected in size and structure to the
dynamics of consumer requirement, but also a decline that has been caused by
economic and social changes that took place in Romania after 1989.

The research process indicators meet the measurement functions, comparison,
analysis, synthesis, estimation, testing hypotheses and testing the significance of
measurements determined by a computational model. Since balneary tourism
can be practiced all year round and has the highest average length of stay of all
forms of tourism, we can say that its development will significantly increase its
share in the Romanian tourism. This increase would result in the development of
health tourism and therefore an increase of the tourism industry in the Romanian
GDP. Simultaneously, all the measures should be ensured that may cause the
development of the sector and measures to fight tax evasion in tourism.

The evolution of the material and technical basis in the Romanian health resorts

Turistic patrimony recovery of the balneary resorts in Romania involves,
besides natural and human resources, adequate materials capable of satisfying
tourists needs throughout their stay. These methods are known as material and
technical basis, which take a number of different structures: accommodation
units and catering, transport, leisure facilities and treatment facilities.

Until 1989, national balneary tourism has benefited from extensive
development focused only on providing a number of places increasingly
higher, priced as affordable as it can be, thus transforming Romanian balneary
tourism into a social type tourism in the last decades, especially in the resorts
included in the international circuit, investments were made in an attempt
made by authorities to increase the quality of local balneary tourism products
offered mainly to foreign tourists. Due to its mass characteristics, implemented
in 1989, investments were targeted most often only to satisfy the demand in
terms of the number of romanian accommodation places in health resorts they
offer romanian tourists and foreign ones.

In the early phase of romanian balneary tourism, simple accommodation
establishments and food were preferred. After, due to demand, large
accommodation units were constructed that could allow the use of balneary
treatment resources throughout the year, reducing thus, the seasonality index.
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According to statistics, in Romania balneary tourism has become an important
component during 1980-1989 in Romanian tourism, recording in the years
1988 and 1989 a glut in demand. Prior to the year 1989, approximately 50% of
the population were spending their holidays in a tourist resort.

Evolution of accommodation structures in the Romanian balneary
resorts, 1993-2012

The year 1989 brings important changes in Romanian balneary tourism
specific to a period characterized by a tortuous and contradictory evolution of
tourism in Romania. Decrease of the economic performance recorded by all
the sectors of the national economy has affected the performance of
Romanian's balneary tourism, which resulted in a decreasing evolution of
Romanian balneary offer. To highlight the current state of the accommaodation
capacity of resorts it is shown its evolution during 1993-2012. Reducing the
balneary tourism income and maintaining or increasing expenses affected the
possibility of self-financing. In this context, the lack of own financial
resources, to which is added a decline in demand, investing in Romanian's
balneary tourism has experienced a major setback.

Graph 1. Evolution of accommodation structures in the Romanian balneal
resorts, 1993-2012
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Underinvestment effects are seen in 1993-2012, when the number of tourist
reception establishments from balneal resorts have experienced a slow
downward trend from 510 in 1993 to 347 in 2002, following a slow increase
until 2012, when it reaches the value of 488. (see Graph.1.)
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Table 1. Evolution of accommodation structures in the Romanian balneal
resorts, 1994-2012

Absolute indicators Relative indicators Annual average
Level indicators Absol~ute Index dynamics Growth rate
changes
Year -
Accommodation - - 5
X Y A 1 R
structures in the A A I L R R.
Romanian balneal i/l ifi-1 in i1 in ii-1
resorts
1994 532 0 0
1995 510 -22 -22 0.96 0.96 -0.04 -0.04
1996 504 -28 -6 0.95 0.99 -0.05 -0.01
1997 489 -43 -15 0.92 0.97 -0.08 -0.03
1998 487 -45 2 0.92 1.00 -0.08 0.00
1999 435 97 -52 0.82 0.89 -0.18 -0.11
2000 400 -132 -35 0.75 0.92 -0.25 -0.08
2001 367 -165 -33 0.69 0.92 -0.31 -0.08 N
2002 347 -185 -20 0.65 0.95 -0.35 -0.05 D
8|9 |g|s
2003 356 -176 9 0.67 1.03 -0.33 0.03 | 3| s
2004 360 -172 4 0.68 101 -0.32 0.01 g
2005 369 -163 9 0.69 1.03 031 0.02
2006 377 -155 8 0.71 1.02 -0.29 0.02
2007 372 -160 5 0.70 0.99 -0.30 -0.01
2008 382 -150 10 0.72 1.03 -0.28 0.03
2009 377 -155 5 0.71 0.99 -0.29 -0.01
2010 386 -146 9 0.73 1.02 -0.27 0.02
2011 413 -119 27 0.78 1.07 -0.22 0.07
2012 488 -44 75 0.92 118 -0.08 0.18

Source: Own calculations based on
https://statistici.insse.ro/shop/index.jsp?page=tempo3&lang=ro&ind=TUR101B

The number of balneal resorts accommodation units has experienced a
constant decline until 2002 by 35%, compared to 1994, after which there has
been an almost continuous growth, reaching in 2012 a value 27% higher
compared to the situation in 2002.

Although in 2002-2012 there was an increase in the number of tourist
accommodation structures in balneal resorts, the dynamic growth is still
negative, compared to the base year 1994 in which the negative growth was -
8%.

In order to make an assessment of the evolution trend in the following
perspective of the accommodation structures, we used the criterion based on
the average change:
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Table 2. The calculation algorithm needed to adjust the number of
accommodation units through the average growth method (y;), 1994-2012

Year Vi Aws t1 Yi=y; + (DA (YeYe)?
1994 532 0 0 532 0

1995 510 -22 1 529,5555556 382,4197531
1996 504 -6 2 5271111111 534,1234568
1997 489 -15 3 5246666667 1272,111111
1998 487 -2 4 522,2222222 1240,604938
1999 435 -52 5 519,7777778 7187,271605
2000 400 -35 6 517,3333333 13767,11111
2001 367 -33 7 514,8888889 21871,12346
2002 347 -20 8 512,4444444 27371,8642
2003 356 9 9 510 23716
2004 360 4 10 507,5555556 21772,64198
2005 369 9 11 505,1111111 18526,23457
2006 377 8 12 502,6666667 15792,11111
2007 372 -5 13 500,2222222 16440,93827
2008 382 10 14 497,7777778 13404,49383
2009 377 -5 15 495,3333333 14002,77778
2010 386 16 492,8888889 11425,23457
2011 413 27 17 490,4444444 5997,641975
2012 488 75 18 488 0
Total 7951 214704,7037

Source: Own calculations based on
https://statistici.insse.ro/shop/index.jsp?page=tempo3&lang=ro&ind=TUR101B

A -2,444444444

N 418,4736842

Standard deviation ¢ 106,3026226
Coefficient of variation v 25,40%

The value of 25.40% of the coefficient of variation suggests that the arithmetic
average (¥) of the cronologic series - tourists reception structures for tourists
accommodation, has a high degree of interest.

Table 3. Previsions of the number of accommodation units in balneal resorts
in 2013-2015

Year t-1 Y=y + (DA
2013 19 486
2014 20 483
2015 21 481

Source: Own calculations based on
https:/statistici.insse.ro/shop/index.jsp?page=tempo3&lang=ro&ind=TUR101B

Previsions in the dynamics of the number of establishments regarding tourists
accommodation in balneal resorts in 2013-2015, shows a steady downward
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trend. The resulting trend does not show a favorable overall situation for
balneal tourism and is due to lack of investment and insignificant exploitation
of Romania’s balneary tourism potential.

Graph 2. The evolution of accommodation units in balneal resortsin in all
accommodation units, 1993-2012
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The decreased number of accommodation units in Romanian balneal resorts
determined a decrease of their share in the total accommodation structures.
Analyzing the data from the Graph above, we can see that the share of
accommodation structures in the balneal resorts in all accommodation
structures had a steady and accentuated decrease. While in 1993 the share
reached a value of 19% in 2010, it reaches a minimal value of only 7,4%,
afterwords increaseing slightly with only one percentage point (8.4% in 2012).

Graph 3. The share of tourist reception establishments, by type of structures
in 2002 - (%)
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Regarding the share of tourist reception establishments, by type of structures,
in balneal resorts, the first position is held by the boarding houses which
alongside the agritourism accommodation structures totals 41% in 2012.

Graph 4. The share of tourist reception establishments, by type of structures
in 2012 - (%)
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The evolution of accommodation units numbers proves that lately, particulary
between 2002 and 2012, the number of tourism and agritourism hostels
increased significantly, from 28 (approximately 8%) in the year 2002 to 197
(approximately 40%) - see Graph 6 -.

Although the number of hotels increased from 103 in 2002 to 137 in 2012,
their share in the total tourist accommodation structures in balneal resorts,
decreased from 30% to 28%. Another noticeable change that the tourist villas
record, is that their share decreased from 47% in 2002 to 17% in 2012. The
high percentage owned by tourist villas is due to the fact that investment and
maintenance costs are smaller.

The decreased proportion of tourist villas in the total of tourist accommodation

resorts, is determined primarily by their decreasing number, from 164,
recorded in 2002, to 81, more than half in 2012. (see graph 3., and 4.).
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Graph 5. The evolution trend of the number of hotels in the balneal resorts,
1994-2012
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To properly perform the tourist activity in general, but especially for the
balneary area, the most important are the hotels that give tourists the safety
they need along with the appropriate price for their services. In order to assess
the evolution trend of the number of hotels in the balneal resorts for the period
2013-2015 we used the criterion based on the average change obtaining a
value of 7.58% from the coefficient of variation, suggesting that the
arithmetic average (y) of the time series, has a high degree of
representativeness.

Table 4. The calculation algorithm needed to adjust the evolution trend of the
number of hotels through the average growth method(y;), 1994-2012

Year Vi Avea t-1 Y=y + (DA (yeYe)
1994 101 0 0 101 0
1995 102 1 1 103 1
1996 99 -3 2 105 36
1997 101 2 3 107 36
1998 101 0 4 109 64
1999 101 0 5 111 100
2000 102 1 6 113 121
2001 105 3 7 115 100
2002 103 -2 8 117 196
2003 109 6 9 119 100
2004 112 3 10 121 81
2005 121 9 11 123 4
2006 120 -1 12 125 25
2007 118 -2 127 81
2008 120 2 14 129 81
2009 118 -2 15 131 169
2010 120 2 16 133 169
2011 135 15 17 135 0
2012 137 2 18 137 0
Total 2125 1364
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A 2
N 111,8421053
Standard deviation ¢ 8,472866911
Coefficient of variation v 7,58%

Source: Own calculations based on
https://statistici.insse.ro/shop/index.jsp?page=tempo3&lang=ro&ind=TUR101B

According to the forecast in the table below, for the period 2013-2015, there is
an upward trend in the dynamics of the hotel numbers, a totally different trend
of accommaodation in Romanian balneal resorts.

Table 5. Previsions of the number of hotels in balneal resorts, 2013-2015

Year t-1 Yi=y; + (DA
2013 19 139
2014 20 141
2015 21 143

Source: Own calculations based on
https://statistici.insse.ro/shop/index.jsp?page=tempo3&lang=ro&ind=TUR101B

The number of hotels will increase in the coming years, which is a favorable
situation for Romanian balneal tourism. This increase can be attributed to
people's desire to feel the comfort of a hotel with all the facilities they need,
refurbishment of material and technical base of tourism and diversification of
the Romanian’s balneal tourism offer.

Graph 6. The evolution trend of the number of guesthouses and agrotouristic
hotels in the balneal resorts, 1995-2012
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The increasing number of accommaodation units recorded in the period under
review, is due to, on the one hand the emergence of new types of tourism
accommodation structures (guesthouses and agrotouristic hotels, youth hotels
and hostels) and on the other hand due to the increased number of structures
classified in higher categories (3-5 stars).

Graph 7. The share of accommodation units on categories of comfort in 2002 - (%)
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The current image of Romania’s balneal tourism is privided by the capacity to
accommodate tourists on categories of comfort. Conceived as a mass tourism,
a form of social tourism, without the presence of luxury units, the balneal
tourism remained trapped, still being used by low-income or middle-income
social categories of people. While Europe focuses on 4 or 5 star
accommodation units, in 2012 Romanian tourists still prefer the low
categories.

Graph 8. The share of accommodation units on categories of comfort in 2002 - (%)
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Regarding comfort, in 2012 there is a sharp increase in the number of units and
places in lower categories, namely 2 star units and less (see Graph 4.7., And
4.8.). This can be explained by the age of the units and their degree of wear.
These drawbacks are associated with poor quality services and the absence of
modernization works and maintenance. The balneal tourism records an
increase in 2002-2012 in the higher categories. For example, a 3 star hotel,
registered the biggest increase, from 4% in 2002 to 37% in 2012. For 4 and 5
star categories we can see a share increase in both the number of units and the
number of vacancies. Analyzing the available data, the most significant
proportion in the accommodation structures on confort categories, in the
balneal resorts, in 2012, is owned by the 2 and 3 stars units, which together
cover 74% of the total. The share of each category of tourist accommodation
units is presented in Graph 8.

The situation is presented slightly different if we analize the working
accommodation capacity. Thus the period 2000-2012 was marked by the
alternating increases and decreases, from an accommodation capacity of
11,326,969 in 2000 to 10,392,482 in 2012, as shown in the following table.

Table 6. The evolution of accommodation capacity in use, 2000-2012 - (mii
locuri-zile)

Absolute indicators Relative indicators Annual average
Level .
- Absolute changes Index dynamics Growth rate
indicators
Year Accommoda—
tion capacity aw il g
inusein
Romanian Ain Aiia lin lina Rin Rii1
balneal
resorts (mii
locuri - zile)
2000 11326969 0 0
2001 11487692 160723 160723 1.01 101 0.01 0.01
2002 11091080 -235889 -396612 0.98 0.97 -0.02 -0.03
2003 11322809 -4160 231729 1.00 1.02 0.00 0.02
2004 11420757 93788 97948 1.01 1.01 0.01 0.01 ©
2005 10714712 -612257 -706045 0.95 0.94 -0.05 -0.06 E 20 I
2006 10684361 -642608 -30351 0.94 1.00 -0.06 0.00 5 § 2 S
2007 10520630 -806339 -163731 0.93 0.98 -0.07 -0.02 % -
2008 10392482 -934487 -128148 0.92 0.99 -0.08 -0.01 -
2009 9371165 -1955804 | -1021317 | 0.83 0.90 -0.17 -0.10
2010 9150435 -2176534 | -220730 0.81 0.98 -0.19 -0.02
2011 9621022 -1705947 470587 0.85 1.05 -0.15 0.05
2012 9951733 -1375236 330711 0.88 1.03 -0.12 0.03

Source: Own calculations based on
https:/statistici.insse.ro/shop/index.jsp?page=tempo3&Jlang=ro&ind=TUR103C
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To characterize the accommodation capacity at country level, we can use the
accommodation capacity operation indicator, expressed in vacancies-days. The
dynamic average index below 100%, reveals the decline of tourist
accommodation capacity in Romanian balneal resorts. The dynamic number of
vacancies-days of the tourists accommodation units in Romanian balneal
resorts can be considered an oscillating one, recording in 2004 a maximum of
101% compared to 2000 and in 2010 a minumum value of 81% compared to
2000.

On average, between 2000 and 2012, tourist accommodation capacity in
operation, in Romanian balneal resorts, recorded a total of 10.542.757
vacancies-days/year, a negative average gain of -114.603 vacancies-days/year,
which means a relative anual decline of 2%.

Graph 9. The evolution of accommodation capacity in use, 2000-2012 - (mii
locuri-zile)
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Conclusions

The analysis has observed that the Romanian balneal tourism is exceeded on
the European market, being in a slight decline. The figures given by the INS
and analysed in this paper indicate a decline of visitor traffic, the offer failing
to rise at the tourists expectations. Romanian balneal tourism has to face the
competition from both inside and outside the country. Among the most
important factors that determine this situation we identified: social change,
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economic competition, technological inovation and political factors. These
factors can join a number of tourism “enemies" as ignorance and arrogance.

The powerful competition on the external market pushes Romanian balneal
tourism managers to provide increasingly competitive services. Resolving the
modernization problem in the Romanian balneal tourism involves huge funds
and political, economical and social factors alike. In an effort to bring as soon
as posible a significant part of the Romanian balneal tourism offer, in the
current requierments of domestic and foreing customers, firstly we must enroll
— at least for a few years — external financial resources.

Given the Romanian balneal tourism situation, for the hotel capacities, the
necessary adjustment can be accomplished by upgrading hotels that have
been built in the 80s and by building new hotels, mainly for confort. The
number of hotels in balneal resorts requiring renewal is very high.
Modernization must ensure alignment to the international standards and
the only way to do this, in a short period of time, is only possible through
the paricipation of foreign investments. For hotels intended for
accommodationg people who come for balneal treatment, is recomended
the use of foreign capital. This version deserves to be considered both for
balneal resorts hotels of national interest and international interest. In
Romanian balneal resorts, in addition to upgrading the existant
accommodation units, it is required to built new ones. For this purpose,
foreign investment contribution deserves to enjoy full attention.

In the touristic material basis in which the foreign capital can find a financial
source fall some catering establishments, treatment bases from balneal resorts
and leisure-entertainment resources. The foreign companies participation in the
process of adapting public catering to the requirements of today’s tourism is
especialy needed in specific restaurants (french, english, italian, russian, arabic,
japanese cuisine and so on). Such restaurants can be created mainly by leasing
some of the current existing premises in all balneal resorts to some foreign
companies. In our opinion, the development of Romanian balneal tourism is as
important as the upgrade of medical equipment in balneal resorts.

This involves funds and requires the purchase of new technology. Because
these investments require large sums, in order to act quickly it requires
collaboration with foreign companies or a stronger involvment of the state
authorities who stand idly and watch as this touristic sector deteriorates. In
most balneal resorts, treatment consulting rooms are integrated in the hotels,
thus the companies that will exploit these hotels have to equip them with

101



modern medical appliances. From our point of view, foreign capital may
contribute to the enhancement of the full potential of domestic tourism by
undertaking actions to promote the Romanian balneal touristic ,,product” on
the market, mainly on foreign markets.

There are many possibilities to promote Romanian balneal tourism; some
come from the prestige of the foreing company among customers from
different countries, others from the very intrest that the company has to suport,
using advertisement, the Romanian touristic ,,product” on one market or
another. Late tourism privatization, worsens the quality of tourism services.
Along with the privatization, owners have realized that this is perhaps the most
important part in tourism marketing, with important consequences in customer
loyalty. Tourism experts say that loyalty to a client / tourist costs 5 times less
than attracting a new customer. These efficiency calculations should be
carefully learned. According to the data in the National Institute of Statistics
and analyzed in this paper, by 2003, they lost those foreign tourists, classic
amateurs of the attractions offered by our country. Resorts of the future in
Romania will be successful if they manage to be transformed into modern
health and welfare centers to harness the tremendous potential of the natural
healing factors.

To meet the requirements on the balneal touristic market, it’s necesary to
create polyvalent resorts by expanding and diversifying the basic profile of the
resort along with the apparance of new resorts: removing stress, beauty,
thalassotherapy, prophylaxis.

Modern balneal resorts, which will contain complex products, will offer
therapeutic, tourism recovery and well-being coures, health tourism, focusing
on the quality of life which is tightly blend with health care, are the winning
solutions for balneal tourism. These resorts can become reference centers for
the people’s welfare needs.

Among the general problems of the balneal resorts we include:

- thorough analysis to establish the register of natural cure factors,
reserves of useful mineral substances and the level of their use;

- establishing the profile and optimal specialization of the resort as a
basic element regarding the extent and the modernization structure of
equipment and / or creating welfare centers;

- outlining the best solution for functional zoning and general and
specific infrastructure elements.
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A strategic recovery of Romanian’s balneary tourism potential will allow it to
be repositioned on the national and international market. The success of this
action depends on the determined involvment of the macro and
microeconomic factors whose economic and social effects will be important
for Romania.

To conclude, the balneal tourism offers a series of advantages: even
distribution of tourism activity in different areas of the country, providing
medium stays relatively constant and slightly longer than those at national
level, attracting a stable clientele, balneal treatments and cures results
being often conditioned by repeating them over a period of several years,
achieving increased average revenues per day / tourist, upon a request of a
specific range of balneal treatments more expensive compared to those
required for other forms of tourism and raising the capacity usage
coefficients of the tourist material basis.
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THE APPLICATION OF E-COMMERCE AND WEB
TECHNOLOGY IN AGRICULTURE!

Aleksandra Bmdic'-Martinovic’z, Vedran Tomié®

Abstract

The application of the latest information and telecommunication technologies is
becoming inevitable in business development. Modern information technologies
have been widely used in all stages of trading, from procuring, storing and
handling goods, through selling and collection, to post-selling activities and
costumer services, both in the wholesale and retail sector. Agriculture is an
industry that, among others, has a large potential in the area of electronic
commerce, and especially in the segment of web technology. In this paper we
analysed several categories of web presentations — web sites that provide
transaction cost savings, intermediaries on the electronic market, integrated
services of electronic commerce and electronic commerce support service
providers. We also systematised the benefits of using web technology. In the last
section of this paper we gave the analysis of the current situation and potentials
in the Republic of Serbia, giving an overview of introducing a new mobile phone
technology for informing participants in the agricultural value chain.

Key words: agriculture, electronic commerce, web technology, web
presentation, web portal, mobile services

Introduction
Modern business conditions, in all segments of the economy, are

characterised by financial instability, market uncertainty and increased
competition. In that environment, every company is trying to find sources
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of comparative advantage and to create added value. Greater
competitiveness can be achieved by introducing quality systems and
reengineering the business processes, with the inevitable application of
technological innovation and information and communication technology
(ICT). The application of the ICT has become inevitable to the extent that
they make an integral segment of each company. Competitive business
can no longer be imagined without the application of ICT. Companies
have long been aware that successful business must rely on technology,
which is one of the main sources of growth and development (Becchetti
etal. 2003; Keramati, 2007). As a result, this area attracts large
investments, to the point that it is possible to study the impact of ICT
investments on economic development of some countries (Vu, 2002).

The area with a significant potential for increasing the competitive
advantage is also a global network — the Internet. The Internet can be
characterised as an "“information network" because it eliminates the
distance and increases the possibilities of communication, both within and
outside countries. Thus, the Internet has a direct and distinctive impact on
business organisations. New organisational structures now also appear in
the form of dot.com, transforming the existing market (Beurskens, 2003).

Agriculture is a specific economic sector, characterised by fragmented
production with no substantial communication between farmers,
processors and consumers. It is the application of communication models
developed for using on the Internet that can bridge this gap.

This paper consists of four parts. The first part presents the concept of
electronic commerce (e-commerce), its development and categories. The
second part gives the overview of the benefits provided by the concept of e-
commerce, while the third part describes in detail specific benefits of web
technology. The third part is a central part of the paper and describes
different forms and structures of web sites about agriculture: websites that
provide transaction cost savings, intermediaries on the electronic market,
integrated e-commerce services and e-commerce support service providers.

E-commerce

The systems of e-commerce and e-business have experienced explosive
growth in recent years due to the development of Internet technologies,
associated services and applied encryption mechanisms (protection).
Modern information technologies have widely used in all stages of
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trading, from procuring, storing and handling goods through selling and
payments to post-selling activities and costumer services, both in the
wholesale and retail sector. According to the definition given by OECD
(2001) “An electronic transaction is the sale or purchase of goods or
services conducted over computer-mediated networks (broad definition)
or over the Internet (narrow definition)’. Of course, the payment and the
ultimate delivery of the good or service may not necessarily be conducted
on the Internet but also off-line. Telephone, facsimile or regular mail
orders are not considered e-commerce. E-commerce is often regarded as
online shopping. However, online shopping is a narrower term, because e-
commerce implies ‘any virtual electronic commerce and support to such
business activities’.

Although such systems as EDI (Electronic Data Interchange) and EFT
(Electronic Funds Transfer) have been used since the early '70s, the
explosion of E-commerce took place in the early '90s, when the rapid
diffusion of the Internet and the World Wide Web made the business
management much cheaper and easier. The Internet is now considered a
well-established channel for commercial transactions. It represents a
global market with hundreds of millions of buyers and sellers, a place for
all types of transactions, and any forms of business. E-commerce enables
reducing transaction costs and saving time. In order to take advantage of
all the benefits and opportunities it provides, companies (and individuals)
have to be ready to accept and develop appropriate e-business strategies,
thereby changing or abandoning their traditional business. E-business
strategies must comply with the specific industry and have to be
constantly innovated in order to create competitive advantages and new
values. When it comes to agricultural products, the Internet could be an
important market tool that would complement commercial activities.
Large companies are usually the first ones to use new technologies and
accept e-business philosophy, but this should not be an obstacle to small
companies, since entry barriers are negligible (Baourakis, 2002).

The best illustration of e-commerce explosive growth is the example of
one of probably the most famous companies that conducts its business on
the Internet - Amazon.com. From 2001 to 2012 the company recorded
remarkable growth in net sales. In those ten years, the sales grew from
$2.5 billion to $61 billion, nearly half of which was conducted on the
territory of the North America. Picture 1 shows the sales growth of
Amazon.com.
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Graph 1. The net sales of Amazon.com, 2001-2012 (USD bill)
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Besides in the USA, the growth of E-commerce was also recorded in
other countries. Thus, the E- commerce in China recorded the growth of
120% when compared to 2003, and in 2013 the Chinese market surpassed
the US market. The market of South America also recorded a remarkable
growth in the last decade, from $1.6 billion to today’s $43 billion,
whereas Brazil has the largest market share of nearly 60% (WTO, 2013).

Apart from all the opportunities and expansion, it is necessary to point out
the fact that e-commerce is facing some very serious problems that slow
down its development. These are problems related to product quality
assessments when there is no direct insight, as it is in traditional trade.
Ways of payments were an issue for a long time and they have been
constantly improved, particularly in technologically developed countries.
Goods and service delivery is a special challenge in case of limited
understanding of legal issues that are the basis for safe e-commerce.
International expansion of this type of trade is limited by the
inconsistency of regulations, resources and capacities among countries as
well as existing regional agreements.

E-commerce has found its way to agriculture. Since the Internet is

becoming increasingly popular among people involved in different stages
of agricultural production, we can expect further application of e-
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commerce in this area. Ferentinos et al. (2006) have concluded that so far
e-commerce has been implemented in agriculture within three categories:
a) e-marketplaces, where buyers and sellers meet, expecting that they will
manage to adjust their expectations, b) e-distribution sites, which
complement or replace standard distribution channels and c) e-
procurement sites, designed to provide their customers with aggregated
online information helping them to depreciate prices (increase price
transparency).

As in the case of other common business processes that benefit from the
e-commerce, agriculture has some specific and additional benefits from
this type of business. Bearing in mind that one of the key elements of
successful business in agriculture is timely information (e.g. weather
forecasts, market supply/demand, etc.), e-commerce introduces some
significant changes and benefits.

Benefits from the transition to electronic market

Potential advantages and benefits from the transition to electronic market
(very often as an additional form of trade) are reflected primarily in
reduction of costs, as well as in the fact that participants in the trade
business are easier to find (their offer, price, ways of ordering, all
contacts) and much easier and cheaper to contact. Bearing in mind the
current situation on the electronic market and the Internet, we can
conclude that the competition is getting fierce since all participants are
equal on the network, at least when it comes to the way of accessing and
using websites. All of the above causes a decline in direct costs, and
modern computers and creating a website are so cheap nowadays that
they do not represent a significant cost.

Training and learning costs practically no longer exist, since computer
literacy is now seen as part of general education, starting at lower grades
of primary school, if not earlier, and the Internet being used for a variety
of purposes. On the other hand, a number of user-friendly applications are
increasing, so users also find them easier to use.

There are two basic costs that users have to pay: the cost of internet
connection and subscription fees. If we extend these costs, they would
also include the purchase of a computer and the cost of training, but for
the reasons mentioned in the previous paragraph, it is not necessary.
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Possible benefits and income acquired when shifting to electronic market
are not easily defined. It is necessary to compare the income before
joining the electronic market with the current income, taking into account
all other parameters that potentially could lead to change. Although they
have been partially discussed, it is useful to make a brief summary of
potentlal benefits (Petnek, 2009), such as:
Using accurate and timely information, like information about
goods, prices, etc.;
Eliminating the distance between producers and consumers;
A much more efficient procurement process through electronic
ordering and online payments;
- Better information on supply and demand that results in forming
more favourable prices;
- Excluding commercial agents that leads to cost reduction;
Improving product quality;
- Reducing costs due to online marketing and online sales;
Increased market availability of products.

Theoretically defined benefits of electronic markets are difficult to find
objections on, but it is necessary to achieve those benefits through profits.

Advantages of using web technology

As we have already pointed out, the existence and the use of the Internet
is essential for E-commerce. The Internet as a global network, however,
implies the use of different services, the most popular of which is the
World Wide Web, or just the Web. The Netcraft company research
showed there were 919,533,715 registered websites in March 2014.

The Web is a way to access information through the Internet. It is a model
for information exchange that uses the HTTP protocol as one of the
languages used for data transfer within the network. Web services that use
the HTTP protocol to exchange business logic use the Web to exchange
and share information. In order to browse the web effectively, it is
necessary to use search engines, such as Google Chrome, Internet
Explorer, Mozilla Firefox and others. Without search engines it is not
possible to access Web contents, which can vary from text, images and
sounds, to videos.

The main advantages of using web technology in trading, regardless the
kind of goods, are cost reduction and enabling a large number of users to
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connect in different ways. Moreover, data presentation can be static or
animated, searching for a specific product can include additional help
functions, sound can be added, and credit card payments may be
provided, while the encryption system increases the security of the overall
system.

The analysis of existing web sites related to agriculture shows that all of
them can be divided into four categories (Mueler, 2009):

» Websites that provide the transaction cost savings;
» Intermediaries on the electronic market

* Integrated e-commerce services;

» E-commerce support service providers.

This classification, however, should be considered as general, since
hardly any website has an interest to cover a single aspect, i.e. their
business includes all of the above mentioned aspects.

1.  Websites that provide transaction cost savings

Transactions, in this context, include the flow of information, goods and
money. Such transactions are significant different than conventional,
since in traditional trade goods can be seen (touched), contracts between
stakeholders (a quote, dispatch note, receipt, invoice) are in a form of a
hard copy and payments are in cash or cashless.

When it comes to e-commerce, all information, money, and sometimes
even goods must be transformed into a binary format and thus transported
across the network at a high speed, with practically zero marginal cost.

The Internet can therefore reduce transaction costs by reducing trading
costs or transfer fees, or both at the same time. Trading costs decrease
since searching for necessary goods is free of charge, establishing
communication with the seller/buyer via e-mail does not require
additional costs and it is practically carried out without any delay or
waiting, which is extremely important when stakeholders are
geographically separated.
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Image 1. Home page of the web site “Agriculture
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Source: www.agriculture.com

An example of this type of websites is certainly www.agriculture.com. On
this website it is possible to find a number of information related to
agriculture and farmers. The site has news feed, which covers the
following categories: Crops, Livestock, Policy, Business and Technology.
It also includes markets (Markets Analysis, One's World in Agriculture,
Markets Newswire, Commodity Prices), with mandatory directories like
Weather Reports, Forums, and finally News, Reviews, Classified and AG
directories about products. A separate link is dedicated to successful
farming. The presentation also offers the possibility of sending free
newsletters.

2. Intermediaries on the electronic market

Having achieved cost reduction, due to application of the e-commerce,
some of the activities previously carried out by companies can now be
coordinated through the market. The reduction in transaction costs
eliminates market mediators, but, on the other hand, it leads to the
development of completely new and different intermediary activities on
the market. This primarily refers to providers who classify supply/demand
on the market, often specialised for a particular type of goods (grain,
livestock, etc.); mediators that quickly link buyers and sellers; market
space providers and auctioneers who make the negotiation on prices be
public, in accordance with clearly defined rules.
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Image 2. Search result for tractor spare parts, John Deere, model no.
2250, air conditioning spare parts
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An example of this kind of websites could certainly be
www.tractorpartsasap.com. It is a website that offers spare parts for
agricultural machinery, harvesters, tractors, etc. It is possible to find new,
used or repaired parts, all in one place, with a complete specification,
price and possibility to order right on the spot. Time saving is significant
when using these types of sites.

3. Integrated e-commerce services

Some web sites are designed as agricultural portals, aimed to provide a
wide range of information and play a mediating role. It is possible to set a
broader picture, taking into account that users easily jump from one site to
another if they are connected by hyperlinks. The various portals are thus
linked to form a kind of web community.

Given the fact that most of agricultural products cannot be converted into
a digital form, it is necessary to integrate with storages, transporters, and
control and insurance bodies to achieve a full advantage of E-commerce.

An example of this type of website is the portal Farms.com. It is a

comprehensive website that, among other information, provides detailed
information on agricultural auctions that take place in the United States.
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Image 3. Example of searching agricultural auctions
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4.  E-commerce support service providers

Participants in e-commerce expect from companies that opted for this
type of business to have their own website. Often it is not profitable for
farmers and people who run small business to invest in this kind of
promotion since the costs of having a website are relatively high, since a
modern website, besides advertising, also includes software tools for
database searching, query systems, interactive work and a protection
system of an entire website. Such participants are left to use services of
internet providers specialised for agriculture.

E-commerce in agriculture on Serbian market

To develop e-commerce, certain conditions need to be achieved, above
all, the diffusion of the network and a number and the structure of active
users, as well as their geographical dispersion. If we analyse the situation
in Serbia, we can come to a conclusion that the percentage of the
population who use the internet has still been low, although constantly
growing.
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According to the Statistical Office of the Republic of Serbia (2013),
31.6% of households own a laptop, which is an increase of 10.2% when
compared to 2012, and 16.1% when compared to 2011.

As for personal computers, 59.9% of households own a personal
computer, which is an increase of 4.7% when compared to 2012 and 7.8%
when compared to 2011.

Some differences can be seen when compared the presence of computers
in urban and rural parts of Serbia: 66.3% vs. 50.9%. Since 2012, this gap
has been reduced. The growth rate of computer presence in urban and
rural parts of Serbia supports this fact. In urban parts, it amounts to 3.3%,
while the growth rate in rural parts amounts to 7%, when compared to 2012.

The computer presence in households varies depending on the territory: it
IS 67.1% in Belgrade, 64% in VVojvodina and 55.1% in Central Serbia.

In the Republic of Serbia, 55.8% of households own an internet
connection, which accounted for an increase of 8.3% when compared to
2012, and 14.6% when compared to 2011. Internet connection is mostly
present in Belgrade and it amounts to 65.8%. In VVojvodina it amounts to
58.3%, and in Central Serbia 49%.

The situation is the business sector is much better. In the Republic of
Serbia, 99.6% of companies have an internet connection, which is 1.9%
more than in 2012 and 2.4% more than in 2011.

An unavoidable gadget that has to be mentioned here is the mobile phone.
The research has shown that 87% of the population uses the mobile
phone, and in 2012 it was 85.8%. When compared to 2012, a number of
people who use the mobile phone have increased by more than 30,000.

Bearing in mind the above mentioned data, we can conclude that there is
a good basis for introducing e-commerce in agriculture, although
households have not been following enough modern electronic trends.
Nevertheless, one cannot forget the fact that the percentage of the
population who use the Internet to receive information about goods and
services is considerably high (60.8%), while the percentage of the
population who use web portals to buy and sell goods and services
amounts to 29.3%, which implies highly pronounced growth of this sector.
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Development of .rs domain web portals

In the area of web portals particularly, as a way of e-commerce on the
national market, we need to mention the web portal
www.agroponuda.com, the first B2C* internet project for promoting the
agricultural products from Serbia, funded by the Ministry of Agriculture,
Forestry and Water Management of the Republic of Serbia (MAFWM)
with the help of USAID. It was designed to develop the trade of products
between Serbian farmers and interested buyers who look for quality
Serbian products.

The supply data are entered by agricultural extension agents who receive
them directly from farmers, which ease and speed up the process of
product placement and keep costs on minimum. Besides this portal, we
can also mention the first internet market of agricultural products -
www.agrora.com, which enables people to use it in six languages.

A portal also funded by MAFWM is the “Marketing Information System
of the Republic of Serbia — STIPS* (www.stips.minpolj.gov.rs). This
portal is the result of the project initiated by MAFWM with the help of
the United States Embassy in Belgrade and USAID. It is a project that
still provides users with information on the prices from green markets in
Serbia, i.e. from locations taken in the sample.

Agricultural extension agents are also responsible for this information
they collect on markets located on the territory covered by the agricultural
extension office they work for. On the portal there are prices of fruit and
vegetables, live animals, grains, milk and dairy products, eggs, poultry
and inputs (pesticides, fertilisers and seed). National reports and bulletins
are generated based on price movements on markets on chosen locations.

A portal completely dedicated to agriculture is www.agropartner.rs. It is a
comprehensive portal that offers various pieces of information (news,
contacts, address books, forum, marketing, credits). A portal similar to
this is www.mojafarma.rs.

4 B2C — Business To Consumer
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Image 4. View of the “Agropartner “ web presentation
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On the portal www.produktnaberza.co.rs users can follow price
movements of all products offered on the commodity market (wheat,
soybean, soybean meal, etc.). Although this web presentation is not
interactive, it provides much information very useful to farmers.
“Produktna berza“ works as a company for product mediations and
informing. The company was organized as a non-public, one-member
limited state-owned company. The issue related to the active participation
of individual farmers (natural persons) in the commodity market was
solved in 2003, when a company called “Agrar produkt™ was founded,
now located in the premises of its founder - “Produktna berza“. The main
reason for founding “Agrar produkt“ was to have a link between
individual farmers and the commodity market, which has been succeeded.
“Agrar produkt™ is now a representative of individual farmers for selling
agricultural products via “Produktna berza®, practically operating as a
broker. “Agrar produkt™ does not gain profits through the price difference
between offered and final prices. It is financed exclusively through the
broker’s commission that amounts to 1% of the final transaction.
Therefore, the above mentioned limiting factor of being legal entity to be
allowed to trade was skipped, enabling individual farmers to sell their
products for the prices that are on the commodity market. Finally, we
have also to mention a portal for selling and purchasing farm machinery
and its components - www.poljomasine.net.
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Development of mobile ICT in agriculture

As it can be seen from the section dedicated to e-commerce in Serbian
agriculture, the use of mobile phones is on a very high level.

One of the available services that are being more and more initiated is,
primarily, sending information via SMS (Short Message Service) —
mobile phone messages. “Produktna berza“ uses this service to provide
market information on the prices of agricultural products formed just after
transaction on the commodity market finishes.

Some useful information that could be received via SMS may also be
pieces of advice, contributing to a decrease in uncontrolled use of plant
protection products as well as to a reduction of costs of production.

The European Union finances a project called “The Agriculture Forecast-
Reporting System in the Cross-Border Region” that is being implemented
within the second call for the Cross-Border Programme Serbia - Bosnia
and Herzegovina. The project is being implemented by the Agricultural
Extension Office of Uzice in cooperation with the Federal Office for
Agriculture from Sarajevo.

The project has resulted in twenty agro-meteorological stations set on the
territory of eight local governments. Moreover, software has been
developed for processing data and sending them to farmers via SMS, with
crop protection recommendations.

The project “The Agriculture Forecast-Reporting System in the Cross-
Border Region” has been one of the seven projects from whole Europe
awarded the “Sail of Papenburg®. This award has been given since 2002
for a special contribution to cross-border cooperation, and this year it has
also been focused on a special contribution to the area of agriculture. The
EU recognised the value of this project that has set an innovative
approach never seen before in Serbia or Bosnia and Herzegovina, and
significantly contributed to agricultural development. The Agricultural
Extension Office of Uzice is the first Serbian institution that received
such award. Farmers should start receiving first text messages with
recommendations on crop protection at the beginning of next vegetation
period, i.e. in March 2014. This service will be free of charge for farmers.
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Conclusion

The topic that refers to e-commerce in agriculture is very wide and it
needs some analyses from the aspect of companies, small entrepreneurs
and individuals who entering this segment of trade. Then, it is necessary
to identify direct benefits from using new technologies that reflect in
higher profits of participants.

The aim of this paper is to indicate the importance of this topic and to
generally identify key points of e-commerce, and especially of web
technology with their application in agriculture, practically introducing
the reader with the problem.

New internet-based technologies make a significant difference in the way
of connecting people, sharing information, negotiating prices and
payments, etc. In next couple of years, it is expected to have an expansion
of online trading, new providers and better integration of food producers.

The Republic of Serbia has made significant steps in this sector.
However, people need more time to accept e-commerce as a standard way
of trading, especially when it comes to farms.
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INTERDEPENDENCE OF RURAL DEVELOPMENT AND
RURAL ECONOMY LOCAL COMMUNITIES IN SERBIA'

Biljana Gruji¢, Svetlana Roljevié2

Abstract

The work includes the analysis of different opinions and views on rural
development and rural economy, both at the general level, and the level
of Serbia. The first part of the paper, which analyzes the rural
development at the community level, refers to the neglect of rural areas,
and emphasizes the importance of the formation of local action groups
(LAGSs). Also mentioned are two conditions that Serbia needs to fulfill in
order to improve the situation in the economy and society, which has a
direct impact on rural community development. The second part of the
paper highlights the importance of diversification of the rural economy of
local communities in Serbia with respect to the diversity of local
communities. Analysis of the structure of employment of rural labor force
by sectors in Serbia (October 2013) indicates that only agriculture
employs 21.8% of the population.

Key words: rural economy, diversification, local action group, local communities
Introduction

The concept of rural development can be found in economic theory and
practice in recent decades. The methodological and analytical framework
for scientific study and implementation of rural development can be
reduced in several dimensions: regional (spatial), social and economic.
There are several valid definitions of rural areas: according to the OECD
typology, applied by the EU and EUROSTAT. The European Union
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applies OECD definition of rural. The purpose of rural development is the
construction of an appropriate economic capacity of rural areas in order to
improve the quality of residents life.

The most important mechanism for the implementation of LEADER at
the local level is what is called Local Action Group (LAG). LAG is
composed of representatives of different social, economic and political
sectors that exist in the community, and their work is overseen by a Board
(Bogdanov, N., 2007). The rural areas of Serbia swept the depopulation
and aging. The decrease in the demographic vitality of rural areas is
affected by emigration, especially of younger women ((Executive
Summary first national report on social inclusion and poverty reduction
in the Republic of Serbia - the role of local Government, 2011).

The rural economy is territorially completed complex of economic activity
in a particular area. In Serbia, this area includes 86% of the territory, and
their lives more than half of the population. It should be borne in mind that
the rural areas in our country are many times neglected. For example, the
rural economy achieves almost 30% lower GDP per capita than the national
average and is based on the significant role of the primary sector, especially
agriculture (Stojanovié, Ognjanov, 2012).

According to Labour Force Survey and author’s calculations the
dominant part of the rural labor force in Serbia is involved in agriculture,
which puts Serbia among leading agrarian European countries. In addition
to agriculture (21.8%), rural workforce is engaged in food processing
industries (17%), wholesale and retail trade (12.1%), education (6.6%)
and health and social care (5.70%).

Categorization of rural local communities in Serbia

The concept of rural development can be found in economic theory and
economic practice in recent decades. Rural Development was created as a
response to problems related to intra and inter regional disparities in
economic development and serve as a (suitable) complex analysis of the
development potential of rural areas. The methodological and analytical
framework for scientific study and implementation of rural development
can be reduced in several dimensions: regional (spatial), social and
economic. All three aspects of rural development are conceptually and
fundamentally very complex, and hence the definition of universal
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development model and policy, which would be acceptable for the
majority of regions or countries, is impossible.

There are several definitions of rural that might be applied:
1. according to the OECD typology;
2. definition of rural applied by EU;
3. EUROSTAT approach to defining rural regions .

According to the OECD typology rural regions are divided into three groups:
1. regions where over 50 % of the population lives in rural
communities - mostly rural regions;
2. regions in which 15 to 50 % of the population lives in rural
communities - significantly rural regions and transition regions;
3. regions where less than 15 % of the population lives in rural
communities - mostly urban regions.

According to the definition of rural which applies EU rural areas are
divided into:

1. integrated rural areas - areas with the highest employment in the
secondary and tertiary sector , the growing population and a
potential danger to the environment , social and cultural heritage;

2. transitional rural areas - areas relatively distant from urban
centers with different mixtures of primary and secondary sectors;

3. distant ( remote ) rural areas - areas with low population density ,
highly dependent on agriculture , isolated due to geographical
characteristics which provide only the most essential services.

EUROSTAT approach to defining rural regions is based on the degree of
urbanization:

1. Densely populated area - the group of municipalities, each of
which has a population density and total population greater than
50,000;

2. Medium populated areas - the group of municipalities, each of
which has a population density greater than 500 inhabitants / km
more than 100 inhabitants / km (which is not part of a densely
populated area). The total population of the zone must be at least
50,000, or sea border with densely populated zone;

3. Sparsely populated areas - the group of municipalities that are
placed even in densely populated areas or in the middle.
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The European Union applies OECD definition of rural. The rural development
strategies are theoretically formulated as three conceptual approaches:

1.

Strategies focused on particular sectors (sectorial approach) - the
basic principles related to economies of scale (productivity) and
concentration of resources. Development concepts that period
pushed the expansion of the urban economy, the rural sector was a
"supplier” of food and raw materials. The objectives of rural
development policies were modernization and specialization of
agriculture, and promotion of the mobility of agricultural labor
and capital;

strategies focused on the rural environment (physical access) -
rural development policy is based on the spatial approach is
justified by the heterogeneity of the area and its potential links
between the metropolis and the provinces, unwanted
consequences of economic growth and changes in certain areas . A
key principle of these models is the reliance on local development
potential and their innovative parts - local structures and
community members;

Strategies focused on people - scholars generally agree that the
concept of rural development based on human potential are not
suitable, due to the high mobility of the educated and well-
qualified workforce.

According to Spalevi¢ A. (2009) the potentials and limitations are defined
(from an economic point of observation) for the development of rural
areas in Serbia. Potentials from the economic point of observation are:

1.

2.

Reserves of labor in agriculture as well as working potential in
other sectors;

Proximity to markets (in the village with a relatively small
distance from urban settlements).

Constraints from the economic point of observation are:

1.
2.

3.
4

Human resources (unfavorable age and educational structure and
lack of motivation);

Physical capital and finance (underdeveloped economic structure,
market structure and credit system);

Lack of market institutions;

Political environment (lack of political will and conflicts).

Priority users, aims and objectives of the rural development policy.
American experts believe that the priority beneficiaries of rural
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development policy must be residents of poor rural areas, where it is
estimated that one third equity position of the population has a low
priority. Policy priority users in European theoretic are seen as farmers. It
Is obvious that both the low priority given to nature lovers and future
generations in rural areas. Among American specialists priority objectives
of rural development are focused on high quality of life for rural
communities and the full employment of the rural population. The
importance of preserving the rural environment and biodiversity has to be
noted. In Europe, the heterogeneity of response is much larger - equal
importance are the high quality of the rural environment and the lives of
rural communities. In addition to these two goals high conservation of the
rural landscape was also ranked (Bogdanov, 2007).

According to Bogdanov , N. (2007), every program will contain LEADER
axis to finance and implement:

1. Strategy LAG ( Local Action Group ) for local development |,
which are built on one or more of the three thematic axes;
operating costs of the LAG;
cooperation projects between LAGS;
experimental and pilot approaches;
capacity building and support necessary for the preparation of
local development strategies.

agblrwn

An effective method to implement the main objectives of pre-defined
axes 1, 2 and 3 is the LEADER approach (bottom-up) use, through the
local development strategies that must be innovative, integrated and
participatory. This is undoubtedly approach for sustainable local
economic development, and the main concept behind is that development
strategies are more effective and more successful if they are made and
implemented at the local level by local actors, accompanied by a clear and
transparent procedures, supported by relevant public administration and
with the necessary technical assistance for the transfer of good practice.
The difference between the Leader and the other, more traditional rural
policy, it states that the "how" to act, rather than the "what" to do *. The
main result of this attitude is to create a starting point for formulating an
action plan (Figure 1) which will be, of course, strategically oriented,
simultaneously taking into account the categories of sustainable
development, namely economic growth, social progress and
environmental protection.

% Available at http://www.seerural.org/wp-content/uploads/2009/05/05 LIDER-PRISTUP.pdf
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Figure 1. The stages in the formulation of a strategic-oriented action
plan, taking into account the sustainable development category

Identification of a problem - Sustainability -
|
Analysis of causes - * Economic grow
ﬂ * Social progress
Analysis and proposal of possible solutions * Environmental
protection
Formulation of strategic action plan

Source: Sari¢, R., Gryji¢, B., Roljevic, S. (2011): ,,Rural development as the
backbone of sustainable local economic development®, Thematic Proceedings
“Rural development policies from the EU enlargement perspective”, Institute of
Agricultural Economics Belgrade, Serbia, p. 69.

Local action groups. The most important mechanism for the
implementation of LEADER at the local level is what is so called Local
Action Group (LAG). LAG is composed of representatives of different
social, economic and political sectors that exist in the community.
According to COUNCIL REGULATION (EC) No 1698/2005, LEADER
program management at the local level, by local action groups, is
characterized by several elements:

1. each LAG must define their own geographic area , which covers
the region with between 5,000 to 150,000 inhabitants , which is in
charge;

2. LAGs operate to a pre -approved strategic plan appointed for the
area. These multi - sector plans must be developed locally, and
then submitted for approval to the institution at the national level;

3. LAGs are then responsible for the implementation of these plans
over the LEADER program.

Work LAG overseen by a Board composed must be expressed in a
partnership of community, government and the private sector (ie., must be
composed of representatives from the local and business communities,
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local authorities, social partners, government agencies, etc.). LAGS in
different countries are involved into different organizational forms — with
limited liability in Ireland, as a non-profit consortium of Italy, as
municipal associations and national parks in France, as well as
cooperatives, associations and joint stock companies in other parts of Europe.

Strategic measures for rural development in Serbia. According to
Spalevi¢ A. (2009), the main aspects in the development of rural Serbia are:
1. integral development;
2. cooperative enterprise;
3. models of agro -rural economy.

Method of polycentric economic development is suitable for the realization
of the policy of integrated rural development. This secondary development
centers in rural areas should have: a minimum of labor to organize activities,
utilities, cooperatives, and so on. For the further development of agriculture
training of family farms and their better organization to participate in the
competition is essential. In order to strengthen the economic power of rural
areas some requirements needs to be met: Competitive economy in the
organized system of settlements and centers; Comasation; The role of
government (Spalevié, 2009).

Competitive economy in the organized system of settlements and centers.
The concept of rural development is based on the principle of the
multifunctional development. By this a combined agricultural and other
activities are covered. The realization of this concept is based on linking
villages in the settlement system and communication with the centers of a
higher order. This connection involves the formation of secondary centers
at the municipal and village community centers. The community center of
the village covers the catchment area from 3,000 to 10,000 residents.
Small villages under 300 people should not keep from closing unless at
strategic locations, or in areas with specific natural resources.

Comasation. The private sector of agriculture is typical for the petty
possession - to 5 ha. Such a farm in Serbia represents approximately 80%.
The average size of holdings used is 3.59 ha of arable land, which
represents a major obstacle in the application of modern technology and
machinery. Besides, the problem of small parcels, followed by increase of
fallow and arable land for stick-in-the-mud uneconomic production. For
the above plots it is impossible to build the necessary drainage systems.
Such households do not have a real chance in agriculture, so it is
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necessary to enlarge of either rapidly reorient activities in the non-
agricultural sector.

The role of government is reduced to help in terms of funding and in the
form of subsidies and loan approval for raising social standards and
public utilities in the country and improvement of infrastructure,
investment in human resources, the development of half/processing
facilities in the villages, and so on (Spalevié, 2009).

The rural areas of Serbia swept the depopulation and aging. The decrease in
the demographic vitality of rural areas is affected and emigration, especially
of the younger female population, further worsens the imbalance between
male and female population in the country. Given the lack of a clear
definition of rural areas in the official statistics, it is more difficult to adopt
precise assess to the situation happening in the rural areas and with the rural
population. Population in rural areas is poor and the overall growth of
poverty during the crisis is the result of deterioration in the living standards
of the population outside urban centers. The disadvantaged are especially
households where agriculture is the only source of income.

Underdevelopment of municipal infrastructure and services sector adversely
affects the quality of life of the rural population and encourage permanent
migration. In the rural areas are less accessible health and education services, the
share of people without health insurance is twice that of the total population, the
small number of households paid pension and disability insurance, a very low
number and proportion of social assistance and social protection services. There
is a distinct gap in access to information - telecommunication technologies.
Population in rural areas has poor access to key markets - goods, information
and financial capital. The financial market is not structured according to the
needs of farms and specificities of agriculture and farmers' awareness of the
lowest among the farms of southeastern Serbia.

Support for rural development financed by the agricultural budget is focused on
the growth of competitiveness of the agricultural sector, improving rural
infrastructure and diversification of the income holdings. In the previous period
(2008-2010) the various programs of the Government and donor funds are the
most supported programs for water supply, development of local infrastructure
and the development of rural tourism (Executive Summary first national report
on social inclusion and poverty reduction in the Republic of Serbia - the role of
local Government, 2011).
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Serbia to the 2020™. Until 2013 Serbia decreased total imports, exports, gross
domestic product (GDP), which creates the basic structural problems of Serbian
economy and society. In order to improve the situation in the economy and
society, it is crucial meeting two conditions (Serbia 2020, 2010):
1. Institutional Reforms (Serbia to become a stable country);
2. Construction of infrastructure and defining the spatial
development of Serbia (creating the preconditions for sustainable
economic growth and development).

Institutional reforms should define the framework and content of the basic
institutional and regulatory changes that will lead to raising the responsibility of
public officials. This includes harmonization of legislation with European principles
and values. Upon completion of the construction of infrastructure and defining the
spatial development provides the foundation for faster growth and development of
the 2020™ year. Designed multi-stage production of the entire work.

Diversification of the rural economy of local communities in Serbia

The rural economy is territorially completed complex of economic activity in a
particular area. Subject of Rural Development treats territorial entities with a
coherent economic and social structure. In Serbia, this area includes 86% of the
territory, covered by more than a half of the population. It should be borne in
mind that the rural areas in our country were neglected for many times. For
example, the rural economy achieves almost 30% lower GDP per capita than the
national average and is based on the significant role of the primary sector,
especially agriculture (Stojanovié, Ognjanov, 2012). When analyzing the
diversification of the rural economy in Serbia, it is necessary to bear in mind the
diversity of local communities Serbia (Table 1).

Table 1. General characteristic of the rural areas in Serbia economies
Economy
characteristics
High agricultural  [Vojvodina and northern parts of| High productivity, better the structure
productivity and  |central Serbia around the rivers| of agricultural holdings, the vertical
integrated economy Sava and Danube connection to the processing facilities
These areas are located along |Agricultural production is intensive and
rivers, on the main roads in  |market-oriented, while the environment
central Serbia, and/or around | is threatened in some areas due to the

Rural area Features of agriculture

Male urban economy
with agriculture, which
depends on labor

urban centers existence of outdated industries
Economy based on  [The mountainous regions in the| Extensive agriculture, light industry,
natural resources southeastern part of Serbia dependence on natural resources

Source:  Rural Development in the Republic of Serbia,
http://www.exchange.org.rs/
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According to National Rural Development Programme from 2011 to
2013, The economic structure of rural areas in Serbia reflects the
development of primary sector of the local communities, especially
agriculture, which is still based on exploitation of natural resources. At
least diversified income has households in VVojvodina, with 61% of farm
income coming from agricultural products sales, of which 70% is made
up of grain. The greatest degree of diversification among agricultural
households has incomes in Western Serbia, with a significant income in
the diversified farming and cattle breeding (Cveji¢ S., Babovi¢ M.,
Petrovi¢ M., Bogdanov N., Vukovi¢ O., 2010).

Nevertheless, the newly adopted strategic documents Serbia 2020 predicts
new solutions starting from the point of view that the rural areas are
distinguished by unique economic and social characteristics specifically
reflecting the existence of certain traditional activities.

The extent to which the strategy of Serbia 2020 will be applicable in the rural
sector of the economy is determined by the adopted priorities for rural
development (National Rural Development Program 2011-2013, 2010).

Programming increase the development potential of rural areas, inter alia,
for the first time based on an integral view of potential food processing
and marketing. The vision for the food industry is based on the target
consumer orientation, standardization and innovation. In particular, it was
pointed out that we should encourage the development of small and
medium-sized enterprises that produce and market products with
protected designation of origin and products with protected geographical
indications, as well as products based on traditional recipes. In addition to
this vision defined the vision for agriculture and vision for rural Serbia.
Vision for Agriculture refers to the production of the concept of dynamic
development and builds a competitive family agriculture and
agribusiness. Thus understood agriculture should be integrated with the
wider food processing industry and be able to contribute to sustainable
development through protection of environmental and few natural
resources. The vision for rural Serbia aims to create a demographically
balanced picture of rural regions to the same level as urban areas and thus
contribute to income growth. According to Stojanovié, Ognjanov (2012)
programmed measures should contribute to the implementation of the
following strategic objectives:

1. Sustainable improvement of agricultural and food sector through

investments in enhancing competitiveness;
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2. To develop standards of food safety , veterinary and phytosanitary
standards, environmental standards and other ones in accordance
with the legal framework of the EU (EU Acquis Communautaire);

3. Sustainable development of the rural economy and rural areas - even
encouraging expansion of agricultural activities in the countryside.
From all the above it can be concluded that the standardization and
increase of the production of traditional food on the territory of
Serbia is clearly indicated as important strategic directions for the
development of agro - rural economy in the future.

Factors that influence the diversification of the rural economy.
Factors that influences the diversifications of the rural economy are
numerous and very complex, so there are a large number of their
divisions. Bogdanov, N. (2007) means that the most general separation
factors influencing the distribution of labor households in internal
(starting from the household/entrepreneurs) and those more general level,
external (resulting from the local environment - the village/region). The
main  factors influencing the  diversification activities  of
households/entrepreneurs/individuals are:

1. Motivation - commitment of individuals or households to diversify
activities;

2. Higher initial capital - the loans may encourage specialization in
more productive activities;

3. Access to the market - this factor does not include just the market
for the product, but also the availability of factors such as
transport, infrastructure and telecommunications, information
sources and so on;

4. Human resources - better indicators of human capital (age, skills,
education) provides a broad set of labor and entrepreneurial
options for individuals and households;

5. Gender equality - the marginalization of women could be due to
their reduced economic opportunities; is sensitive to the position
of young people migrate to urban centers seasonally or
permanently;

6. Social capital - the presence of adequate social resources, the
network also increases possibilities for individuals and businesses.

The main factors influencing the diversification of activities at the
local/regional level are:
1. Increased proportion of out -farm activities (growth of the service
sector, the processing of the product, etc.);
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2. Increased diversification of sources of farm income (employment
growth, the reduction of hidden unemployment, production
diversification including new products, product specialization and
increasing the standard and quality of products, etc.);

3. Changes in the distribution of income generated by diversification
(increase in demand, investments, savings).

All these factors lead to a higher or lower income inequality among
community members, depending on the ability of individuals and
households to engage in these processes. Apart from these, there are
factors that are particularly relevant and important in relation to the
previously mentioned:

1. Local physical and natural resources - the way in which
productive resources used affect local economic growth;

2. The quality of local government - local government knows about
specific rural resources and is more efficient in the
operationalization of the program that it created itself;

3. Local physical and communal infrastructure - including a network
of roads, telephone lines, social services and so on;

4. strength of connections with the city - the strength of this
relationship is reflected in the supply of inputs, consumer goods,
income population employed in urban centers or income from the
sale of products in the city;

5. Trade and transport - an important indicator of the level of
development of the local economy. Some authors believe that the
development of productive chains and production partnership has
long-term nature;

6. social capital - deciding on important aspects that determine the
overall economic growth must be designed at the local level
(including cooperatives and producer associations).

The dominant part of the rural labor force in Serbia work is in agriculture,
which puts Serbia in most agrarian European countries. The current
structure of employment is the result of insufficiently diversified
economic structure. The economic structure of rural areas is still largely
dependent on agriculture and food industry. The following is a tabular
view (Table 2) of employment structure of rural labor force by sectors in
Serbia as of October 2013.
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Table 2. Structure of employed persons by sections of activities in the
Republic of Serbia, October 2013

. N October | Structure of employed
Section of Activities 2013 persons (%)
IAgriculture, forestry and fishing 522,084 21,8
Mining and guarrying 23,065 1,0
Manufacturing 399,654 16,7
Electricity and gas supply 37,206 1,6
\Water supply; waste management 36,866 1,5
Construction 126,620 5,3
Retz_;ul and wholesale trade; repair of motor 288 606
\vehicles 12,1
[Transportation and storage 130,882 5,9
IAccommodation and food service activities 61,973 2,6
Information and communication 50,140 2,1
Financial and insurance activities 44,566 1,9
Real estate activities 2,028 0,1
Professional, scientific and technical activities 63,185 2,6
Administrative and support service activities 49,175 2,1
Pub_llc adml_nlstratlon and defence; compulsory 132,950
social security 5,6
Education 156,867 6,6
Human health and social work 136,455 5,7
/Art, entertainment and recreation 44,823 1,9
Other service activities 45,177 1,9
Goods and services producing activities of
41,003

households for own use 1,7
Activities of extraterritorial organizations and

. 680
bodies -
Total 2,394,004 100.00

Source: Labour Force Survey, Statistical Office of the Republic of Serbia,
October 2013, Belgrade

Apart from agriculture (21.8%), rural workforce is engaged in manufacturing
(17%), wholesale and retail trade (12.1%), education (6.6%) and human
health and social work (5.70%). Sections in which the share of rural
employment is also higher than 5% are public administration and defence
(5.6%), transport and storage (5,5%) and construction (5.3%). Insufficient
development of public services and the services sector in rural areas are the
reason for the small number of jobs in these industries, and their low
representation in the total employment expected.

Economic growth in Serbia to 2020™. There are a large variety of
options to stimulate economic growth in Serbia in the future. According
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to the document Serbia 2020 (2010) some of the options would be (Serbia
2020, 2010):
e regulatory reform, which will reduce administrative pressure on
the economy;
e establishment of a new industrial policy which will encourage
exports, to save resources and increase energy efficacy;
¢ definition of strategic sectors that need to be carriers of economic
growth and exports.

As one of the strategic sectors that should be the bearer of economic
development is agricultural production. This primarily refers to the yield
increase in agricultural production using modern technology, which
would establish a leading position in this sector in the regional market.
Taking into account the global market, Serbia needs to work on
standardizing and increasing the agricultural production of the final
products, with special emphasis on traditional products and products with
protected geographic origin. These products can easily find its place in
the global food market. This type of production can only create value-
added producers in rural and underdeveloped areas, with the possibility of
the development of cooperative systems association.

Conclusion

Based on the research it can be concluded that there are many ways that
Serbia can improve the situation of rural communities. Some of them will
be enumerated:
e Economic Recovery and Development of Serbia is based on a
strong private sector;
e Privacy reliance on agriculture and the rural economy should be
a permanent commitment of our country and as such is based on
decentralization and balanced economic development;
e the realization of the concept of the rural economy, it is necessary
to include direct and mixed farming households;
e emphasis should be placed on ensuring the conditions for
diversification of activities of the local population;
e it is necessary to establish good cooperation between state and
local governments.

In general, more efficient and more successful implementation of local
development strategy involves strategic planning in the sense that it is
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necessary to know the developmental problems that exist in the
environment, and the goals to be achieved in order to overcome these
problems and improve the environment.
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PERSPECTIVES FOR DEVELOPMENT OF RURAL TOURISM
IN REPUBLIC SERBIA”
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Abstract

Rural development is a very complex social, political, economic,
ecological, cultural, and development issue, and represents a significant
challenge for developed and developing countries. In the context of the
analysis of rural development, this scientific work deals with the
importance and promotion of rural tourism in Serbia, with a focus on
international experiences.Rural tourism offers visitors an "rural
environment” so that provides him a unique way to experience the life
network of nature, culture and people. The economic development of
Serbia is characterized by variation is, particularly expressed in rural
and urban areas. Rural areas are far behind as compared to urban. On
the other hand, the rural resource base is seen as a rich and varied and
provides an almost ideal conditions for the development of different types
of activities and services, and it is especially good for the development of
various types of tourist activities. Besides general, the work deals with the
specific issues of rural tourism. In this regard, attention is focused on the
major challenges for sustainable development of rural tourism in Serbia,
the competitive disadvantages of rural tourism in Serbia, as well as the
main activities for the sustainable development of rural tourism in Serbia.

Keywords: rural tourism, agriculture, development, sustainable
development, Republic of Serbia
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Introduction

Transition countries, whose economic system was based on decades of
marginalization and exploitation of agriculture and rural areas, are faced
with the same problem: how to ensure long-term sustainability of rural
areas and provide equal conditions for their participation in economic
development.Therefore concept of rural development in the late twentieth
century became equally important in developed countries and countries in
transition. Overcoming regional development disparity is no longer the
main focus of development policies in rural areas. The new rural
development policy focused on the definition of effective mechanisms to
ensure coordination of agriculture and other activities in rural areas in
accordance with the principles of sustainable development, in order to
improve the standard of living and quality of life for citizens.®

In the context of the analysis of rural development, this work will deal
with the importance and promotion of rural tourism in Serbia, with a
focus on international experiences. The rural tourism (agritourism) is a
specific form of tourism in which the main motivation for travel is, "the
return of man to nature." Sublimating different views in theory and
practice, which will, among other things, will be presented in the work,
based on the fact that rural tourism is environmentally conscious, socially
responsible, culturally authentic, ethical, valuable, market-competitive
and economically profitable.

A wonderful example of the possibilities for rural development is the
integration of agricultural development with the development of tourism
in rural areas. A key activity for this integration is working on its grounds
- improving the quality and safety of food at all stages of the food
chain.Of course, the success of these actions will depend on how the local
development strategy successfully identify available resources and, based
on them can be defined most successful economic activities that have the
capacity to contribute to the well-being of local communities. If natural
and human resources do not permit the development of agriculture and
tourism, all efforts may be wasted.Establishing the local economy to the
sustainable management of available resources, together with rational
improvement plans as a tool for their increase, is an essential precondition
for success of any actions taken. For this reason, building of local

*Bogdanov, Natalija (2007): Small rural households in Serbia and rural non-farm
economy, UNDP, Belgrade,p. 23
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capacity for the development, which includes the promotion of partnership
of all interested parties is an integral part of rural development.”

Rural Development and Rural Policy

The concept of rural development can be found in economic theory and
economic practice in recent decades. Rural Development was created as a
response to problems related to intra and inter regional inequality degree
in the economic development and serve as a (suitable) concept for more
complex analysis of the development potential of rural areas.
Development of rural areas is a very complex social, political, economic,
ecological, cultural, and development issue. The approach to rural
development is necessary, first of all, take into consideration the view that
it is a social process that is long-lasting and quite different from the
previous simplified model of centralized planning for rural development
in close connection with the issues that social theory today is trying to
problematize: the question of regional development and decentralization,
ie, issues of (neo) endogenous and territorial development, the issue of
sustainable development in the socio-economic, environmental and any
other terms, networks between relevant institutions and actors, different
strategies of living and working farms and households (farm system)
issues of level and ways of participation, the role of civil society, social
capital, the importance of social inclusion, fight against the (rural)
poverty, etc.® Rural development is difficult to define. One of the more
meaningful definition given by Moseley, according to which rural
development is a long and sustained process of economic, social, cultural
and environmental changes that are designed to enhance the long-term
well-being of the entire community.’

In the past, the agricultural sector is often the engine of growth of the
rural economy and represent the dominant source of rural income,

*Djordevic Milosevic, Suzana, Milovanovic, Jelena (2012): Sustainable Tourism in function
of Rural Development - Small farms and rural tourism in Serbia, the Faculty of Applied
Ecology Futura, Singidunum University, Belgrade Agroznanje, Vrsac FAO, Budapest, p. 11
*Bogdanov Natalija (2003): Rural Development — - EU policies, status and perspectives
in Serbia, Journal Agriculture and Rural Development in the European integration,
agricultural economist symposium on the 40th anniversary of Agro Department, Faculty
of Agriculture, University of Belgrade, Belgrade, p. 82-92

6Jankovic Dejan (2012): Environmental dimensions of rural development, Themes, Year
XXXVI, No. 2, Nis, 627-642, p. 628-629

" Moseley J. Malcolm (2003): Rural development. Principles and practice, SAGE Publications, p. 4.
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employment and production. Consequently, rural and agricultural issues
are considered virtually synonymous and often assumed that agricultural
and rural objectives can be realized single policy created to help transition
the agricultural sector. This situation has changed , primarily because
agriculture is no longer a major sector in the rural areas when is word
about production or employment . Policy makers increasingly realize that
rural development policy requires at least three reasons. First, rural areas
face significant challenges which undermine territorial cohesion within
countries. Second, rural areas often have economic potential that is
largely untapped and could be better utilized for the benefit of the rural
population and overall national development. Third: no sectoral policies
or market forces are not able to fully respond to the heterogeneity of the
challenges and potential of rural areas and to cope with all the positive
and not a negative external factors .2Many researchers suggest that "there
is a need for a new paradigm of rural development.” Its main features
should focus on territory, rather than sectors and highlight the investment,
rather than subventions. While targets such as equalization of living
conditions in rural and urban areas, increasing farm income, farm
competitiveness should supplement the competitiveness of rural areas,
valorisation of local resources, the exploitation of unused resources. The
key stakeholders for the implementation of this paradigm are not just
national governments and farmers but all levels of authorities
(supranational, national, regional and local), various local stakeholders
(public, private, non-governmental organizations).® Taking into account
that rural areas make up about 85% of Serbia's territory, and that the rural
population accounts for more than half of the population is an evident
need for further investment in this area with the aim of improving the
social and economic conditions, both in isolated rural areas which are
faced with a tendency depopulation, and in suburban areas. Investing in
the development of the rural economy and the local community is a vital
factor in improving the quality of life in rural areas through improved
access to public services, the construction of infrastructure and favorable
business environment. So far foreign investment was not conducive to
rural development and there is space for increasing.According to data
available from RS, 2012, in the period 2001-2011. The total foreign direct
investment (FDI) in Serbia amounted to about 17 billion euros (or about $
15 billion net), of which about 40% was invested in the privatization of

®DordevicMilosevicSuzana, MilovanovicJelena (2012): Sustainable Tourism for Rural
Development - Small farms and rural tourism in Serbia, op. cit., pp. 20-21
%Ibid., p. 21
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the economy and the financial sector. The said amount was not nearly
enough for a noticeable recovery of the economy, especially industry,
because about 35% of the total FDI inflows were directed to the sectors of
non-tradable goods and services, and only about 15% of total FDI were
called. Greenfield investments - investments that are starting to work
completely from scratch, without infrastructure, office space and staff.’
as An example of this we can state the following. One of greenfield
investment is the construction of a hotel on Stara Planina mountain
namesake in Knjazevac and is the first greenfield project in the
framework of the development of mountain tourism in Serbia in the last
20 years. Within the project, the first ski gondola in Serbia which enabled
transport skiers to the top of Babin Zub, from where a total length of ski
trails 13 km. Starting gondola station is near the hotel in Jabucko
Ravniste. Its initial capacity is 1200 skiers per hour, expandable to 2400
skiers. Master plan for the development of tourism in Stara Planina is
anticipated that the final stage is done with the accommodation capacity
of 22,000 beds. Hotel Stara Planina is a marketing-oriented, a primary
target group consists of family skiers." Improving the competitiveness of
rural areas requires the promotion of sustainable development and the
creation of new employment opportunities, particularly for young people,
as well as providing access to modern information and communication
technologies. The diversification of activities in rural areas in agricultural
and non-agricultural activities, support for non-agricultural activities and
the strengthening of links between the different spheres of rural
development plays an important role in this.**Thus, summarizing the
above, we can make certain points. Rural development is a significant
challenge for developed and developing countries. Adequately solving
problems of rural areas can enable a shift towards an integrated approach
to sustainable development in relation to the previously dominant - sectoral
approach.*®

% osticStankovicMilica (2013): Marketing and Rural Development, Permanent
Conference of Cities and Municipalities - Association of Towns and Municipalities of
Serbia, Belgrade, p. 6

Y1bid., pp. 6-7

21bid., p. 7

BDekic Snezana, Jovanovic, Sonja, Krstic, Bojan (2011): Some determinants of policy
making and strategy for sustainable rural development, Theme Collection: agricultural
and rural policies in Serbia need to speed up reforms, 49-63, DAES - Serbian
Association of Agricultural Economics, University of Novi Sad - Faculty of Economics,
Belgrade, Novi Sad, p. 50.
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Integrated approach to sustainable rural development is based on the
simultaneous focus on several key development elements, such as: a)
population b) industry c) the natural environment; d) institutions. The
tendency towards this, an integrated approach, especially in the EU where
the reform of the Common Agricultural Policy contributed to the transfer
of financial assets and liabilities to the new institutions for rural
development. Unlike the EU, other countries conducted different
programs of rural development, depending on the specific institutional
and political characteristics, but also is very important the degree of
rurality. Therefore, in some countries dominate attitude on the
modernization of agriculture, and in other development policies of most
underdeveloped, rural areas.** The policy of rural development, reliance
on agriculture does not give satisfactory results. It is necessary to consider
all available resources in order to diversify. However, the development of
new business is a necessity because there is often an inability to deal with
the existence of only agricultural activity. Therefore, the development of
trade, tourism, handicrafts, services, increasingly become the backbone of
rural development. It is necessary to motivate the residents of rural areas
to take advantage of the comparative advantages of these areas and the
development of skills and abilities of community members affect the
diversification of activities. However, institutional limitations in the form
of financial indiscipline, inefficiency in decision strategies and programs,
law enforcement, can slow down the development of rural areas.' One of
the important issues in rural development Policy, especially in the EU , is
the protection and preservation of the environment. Agriculture should
ensure sustainable growth while preserving natural Resources. The
development of agriculture has to be harmonized with the Law on
Environmental Protection. EU, this segment is given special care, which
is reflected in a number of programs for the improvement of rural areas
that comply with environmental requirements and regulations. These
programs are mainly related to incentives to farmers to preserve the
natural environment. Environmentally responsible behavior of farmers
means less use of chemicals or their complete elimination, protection,
conservation of natural pastures and others. In this segment, it is
necessary to encourage local communities to recognize, promote and
protect the natural and cultural values. Of great importance is to raise
awareness of these values and the importance of their conservation.
Ecological and economic sustainability of the basic assumptions of the

“ Ibid.
Bbid., p. 50-51.
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survival of rural areas. The Society expects from the rural population to
play a role of, “guardian” and “protector of the environment. Therefore,
one of the goals of sustainable rural development is the development of
the highly competitive agriculture with respect to environmental issues.*

The importance of rural tourism in the world and in Serbia

Rural tourism in Serbia is defined as tourism which offers visitors a "rural
surroundings” by allowing him to uniquely experience the network of life
of nature, culture and humans. This implies that a visitor enjoys the
authentic, original experiences and return to the roots and essence of rural
life . Rural tourism is based on the principles of sustainability and
includes a range of activities and services that the population in rural
areas is organizing precisely on the basis of the elements that characterize
the rural areas. At the same time rural tourism includes not only the
visible features of nature, architecture, folk literature, gastronomy, but
also invisible ones such as , for example , traditional hospitality,
traditions, culture relations with the nature , culture of communication ,
beliefs and legends of the local people of different nationalities and
religions that are in a given area have developed a specific way of life .
Exactly that experience, unique multidimensional net of life achieved
through personal contact with the local population makes rural tourism unique.'’

Despite the foregoing definition of the concept of rural tourism in
different countries, this term is understood differently in practice and
includes specific features, such as:

* in Finland it means renting to tourists of small rural houses (the
cottages), including food services;

* in Hungary, said term means the offer of services and activities offered
to tourists in the rural environment (financially acceptable / affordable
housing, participation in agricultural work, etc..);

* in Slovenia the most important form of rural tourism is tourism on
family homes - farms, where guests spend the night in the same house
with the owner or in a separate guest house (emphasis on gastronomy and
visits to the property);

16 i
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*in the Netherlands the term implies, primarily camping in family homes -
farms, with an emphasis on additional activities such as. biking, hiking,
horseback riding, etc..;

*in Greece is the main product of rural tourism 'bed and breakfast'
accommodation in the traditionally decorated rooms with traditional
breakfast often based on local products.*®

Optimistic estimates of the volume of tourist demand, given, primarily, by
the UNWTO, include their positive impact on the overall relations in the
tourism market, given the dominant position of the demand in the tourism
offer. In this context, as the prevailing tendency of tourism demand,
especially in Europe, we can mention:

-refreshing through the contrast (tourist travel on the route lowland
Mountain, urban-rural, mainland-island, etc.);

-aspiration towards experiences related to the cultural and historical
heritage and untouched nature, a "green" movement and tourism, also
known as the alternative, responsible, "soft", "good" or "new" tourism -
refers to the tourism in the country, so in the cities and on the coast.
Implies, first of all, pure water, clean and safe sea, healthy food and clean
air, and tourism, which is not massive, but "friendly” directed towards to
the natural environment;

-"blue” or nautical movement, or demand (cruise sea using systems
marina, harbor and anchorage);

-demand for places, events and experiences that have strong identity,
integrity and diversity of demand for rural (rural) and agritourism - means
staying in different types of accommodation (not exclusively in rural
households) and engaging in activities (sports, adventure, challenges, art,
handicrafts work et al.);

-demand for health, spiritual, mental renewal and reconstruction of
identity - refers to new forms of health and spa tourism: the aspiration to a
better fit (recreational activities, sports and exercises, diets, fitness) and a
desire for better health by combating stress.'*"Green" tourism, health
tourism and tourism related to natural and cultural environment may be
considered, in the synchronized effect, the backbone of all significant
forms of tourism, which is referred to as eco-tourism, alternative tourism

8Jelincic, Daniela Angelina (2007): Agritourism in the European context, Studia
ethnologica Croatica, vol. 19, 269-291, Zagreb, p. 274

9popesku Jovan (2014):The key issues of the development of rural tourism, the Center for
Responsible and Sustainable Tourism Development, http:/Avww.cenort.rs/?page id=78
(28.02.2014.)
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and responsible tourism. An important part of this, all the more important
forms of tourism, the rural, ie rural tourism.?

Characteristics of demand and supply in rural tourism suggests that rural
tourism is only one segment of the overall tourist offer, and the tourism
market.There are many factors that influence the direction of tourism
demand to rural areas. Still missing, however, the relevant research of
specific factors that define the scope and structure of demand, according
to the type of tourist destination. According to research in the UK
important impact on this type of tourism demand have, in addition to the
general factors (leisure, the general attitude towards nature as a tourist
attraction), and: social status (education, income volume, etc.)., Car
ownership, location of residence, age, gender.lt is evident, based on the
survey results, that are more likely to share in the tourist village of
movement towards younger people, more educated, managerial positions,
car owners who live in areas surrounded by nature. The main motive for
directing tourists to rural areas can be considered a desire to stay in a
preserved natural environment and a sense of freedom, authenticity and
tradition, which together result in a feeling of relaxation and calm. These
incentives are contrary to the way of life in urban areas, that are the
antithesis of life in these areas. It seems that the actual or presumed
"rurality” an important factor that determines the size and structure of
tourist demand to rural areas, and that tourists are primarily motivated by
the overall attractiveness of rural areas and not ogportunities to participate
in certain activities (recreational and other).“The heterogeneity and
complexity of tourism demand directed towards rural areas auses that the
tourist offer be complex. If we look at the process of forming offer from a
marketing point of view, it is the education of the tourism product. Rural
tourism is characterized by the existence of a large number of participants
in the tourist offer side, ie in the formation of the tourism product, with
the highest representation of a large number of small organizations in the
private sector, and independent entrepreneurs.?*Tourist product of rural
tourism in order to be contribution to sustainable tourism development
needs to be locally controlled, small volume, based on authenticity, with
the price that needs to maximize the economic effects on the local
population, while retaining exclusive values, status and promotion that
emphasizes realistic expectations of use of the product. Should be

2 pid.
2 pid.
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specifically include accommodation in a local-farming family, visits to
places of work activities in rural areas (farm, Decorative Handicraft,
etc..), Participation in daily activities in their free time, tasting local foods
and learn about the preparation of traditional national dishes, talking with
elderly members of the rural communities of rural life in the past.”® If we
look at the situation in Serbia, we find that, according to the Strategy Plan
for rural development, 2009-2013% rural areas of Serbia, depending on
the applied methodology, including even 70-85% of Serbia's territory and
there live 43-55% of the total population. From a total of 174
municipalities in Serbia, 130 are classified as rural, with 3,904 settlements
on its territory. Low population density is one of the important
characteristics of these areas. Thus, in rural areas Serbian population
density is 63 inhabitants per square kilometer, which is less than the
national average (97 inhabitants / km ?), and significantly less than in
urban areas (289 inhabitants / km ?).Natural features of these areas are
assessed as extremely affordable. Rural area of Serbia is characterized by
high concentration of natural resources (such as agricultural land, forests,
water, etc..) With intact ecosystems and biodiversity. Also, a wealth of
cultural resources, as well as preserved traditions of the people who live
in this area, is one of the advantages of these areas. Natural and cultural
resources, the human resources are the most important elements of the
rural resource base in Serbia. But, despite the opportunities offered by the
rich and diverse resource base, the development of rural areas are
identified numerous problems and limitations, as evidenced by their
economic characteristics. Compared to urban, rural areas recorded lower
realized gross domestic product per capita, which is an indication of their
lagging behind in economic development. Analysis of the economic
structure of these areas indicates a high dependence on the rural economy
of the primary sector , especially agriculture. The rural population of
Serbia recorded a high percentage of employment in just the agriculture
sector. At the same time, it highlights the problem of low diversified
activities and income of the population living in rural areas. The situation
is further aggravated by the fact that the productivity and intensity of
Serbian agriculture is below the European average. A major problem in
these areas is the high unemployment rate (around 21% ), which indicates
a lack of jobs and employment problem. All these economic
circumstances influenced the list of development problems of rural areas
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adds a depopulation and abandonment of the area by population,
primarily those younger and more educated population.”As a result of all
these phenomena, and lagging in development in a long time, today the
rural areas of Serbia is characterized by extreme poverty, which is quite
contrary to their resource potential. That is why in lately make the efforts,
in line with European practice, the application of a new model of
economic revival of rural areas by way of diversification of economic
activities. In the process of diversification, tourism, due to its numerous
advantages over any other activities singled as one of the most important
activities which encourage the development of national policy and rural
development. The experience of some European countries (eg Austria)
have confirmed that the development of such models can be very
successful and that tourism can contribute to the revitalization and
economic empowerment of under-developed rural areas.”® As regards the
supranational level, in the European Union, which, on the one hand,
reached a high level of economic development, in which, on the other
hand, the economic importance of agriculture has fallen significantly,
support for rural development is an important instrument of development
in recent years has significantly gained in importance. There are three
main reasons for this:

1. rural society still has an important role in the demographic, social and
economic processes. According to estimates of the Organization for
Economic Cooperation and Development (OECD), which is based
primarily on population density, rural areas cover 90% of the territory of
the European Union. More than half the population of the EU live in these
areas and over 40% of domestic product is produced there;

2. rural areas fulfill a number of functions vital, not only for the people
who live there, but also society as a whole: enable the production of food
and renewable raw materials, maintain habitat for flora and fauna
(ecology) are important recreational and tourism potential;

3. rural areas have their own specific economic and social structure, in
which agriculture, forestry, crafts, small, medium and large companies
produce, sell and provide service of narrowly local to international scale,
such as tourism. These economic structure and services interact, compete
with each other, create, evolve and develop. Nonetheless, compared with
the global economy, many rural areas are lagging behind in economic

»BoskovicTatjana (2012): The economic effects of tourism development in rural areas
of Serbia, School of Business, no. 2, 29-34, Novi Sad, Higher School of Professional
Studies, pp. 30-31

®|bid., p. 31
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development. This is the reason why in these areas is higher
unemployment, and income per capita is much lower than in urban areas
because the economy relies on agriculture and forestry.?’

The improvement of rural tourism

The complexity of tourism as an economic and social activitycauses the
the planning and management of tourism and its promotion, be specific
and require a separate organization at all levels. Rural tourism has also a
number of specifics that must be followed when planning and
management. The overall objective of the planning and management of
rural tourism development would be to create a balance between supply
and demand, and the total capacity (spatial and other) in order to
minimize conflicts and the full exploitation of the natural basis for the
development of tourism, without degrading the environment.”*The
concept of sustainable tourism development, which is particularly
important for the development of rural tourism can become the basis for
meaningful development of tourism in tourist destinations on all levels if
its principles are involved in the planning of tourism development,
particularly strategic, and if they are expressed in the strategic
development goals. One of the basic requirements for successful planning
and management of sustainable rural tourism development is the active
involvement of rural communities, and the local population in the
process. The existence of equilibrium, or partnership relationship between
the number of participants in the development of rural tourism is another
important factor in the success of the planning and management of rural
tourism development. Aspiration of sustainable development of rural
tourism means that visitors/ tourists to actively participate in the overall
process, in order tosatisfy their overall behavior of the set development
goals, particularly the protection and preservation of the natural
environment, cultural and historical heritage. It is the guiding behavior of
visitors / tourists, and the management mode of use of total resources in
rural areas by visitors / tourists (visitor management).*The main
challenges that are defined by the Master Plan for the sustainable
development of rural tourism in Serbia are presented in the following

?"Lazic Lazar (2007): Rural Tourism, University of Novi Sad, Faculty of Sciences, Novi
Sad, p. 145-146
8popesku Jovan (2014): The key issues of the development of rural tourism, op. cit.
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table. These challenges present an opportunity for Serbia to strengthen its
natural and cultural resources, foster rural community and rural tourism.

Table 1.The main challenges for sustainable development of rural
tourism in Serbia
The main challenges for sustainable development of rural tourism in

Serbia
1 Mnogi jazovi u lancu vrednosti ruralnog turizma
2 The high level of competition and major challenges for the

diversification of the current competitors (Romania and
Bulgaria) and potential competition (Hungary and Czech

Republic)

3 The need for organization and management of rural tourism

4 The need to develop the awareness and capacity of human
resources

5 The need for a structured and holistic products and experiences

that include rural tourism activities, accommodation and
facilities created
6 Lack of created objects which provides an integrated tourist offer
7 The lack of international standards and quality assurance, as well
as the need for improvement, standardization and diversification
of rural accommodation, F & B and other services

8 The need to develop synergies between the agricultural sector
and tourism, including the local crafts
9 High seasonality with low occupancy capacity (average

occupancy rate for rural units was 4% and 21% for other
accommodation units)

10 The need to improve the local infrastructure (especially rural
roads to rural resources)

Source:Popesku Jovan (2011): Sustainable development of rural tourism,

TAIEX, Belgrade Chamber of Commerce, ppt, p. 9

The situation in Serbia in the field of representation and development of
rural tourism, we discussed in the previous section work. If you look at
the competitive disadvantages of rural tourism in Serbia as a starting point
to specific recommendations that support the sustainable development of
the tourism industry, we will see the following indicators.
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Table 2.Competitive disadvantages of rural tourism in Serbia

The strategy and
structure of the
company and
competition
- lack of
accommodation
facilities in rural
areas

- lack of strategic
direction and
investment for the
development of
rural tourism
accommaodation
facilities

- lack of cooperation
between the
accommodation
sector and other
sectors in the
tourism industry
(tour operators,
travel agencies and
tourism
organizations in
some places)

Terms demand

- lack of
diversification and
specialization of
offers, activities
and services

- lack of image and
positioning

- lack of specific
information
regarding the
activities and
products of rural
tourism services

- Travel demand is
based on the
domestic market,
the lack of
management and
promotion of
product from rural
tourism

Source: Popesku Jovan (2011):
tourism, TAIEX, Belgrade Chamber of Commerce, ppt, pp. 12-15

Activity in the
suport sector and
complementary
sectors
- lack of
complementary
activities

- lack of specialized
destination
management
company (DMC) as
the organizer of
products, activities
and packages for
rural tourism
product

- low level of use of
local attractions for
tourists

- insufficient number
of specialized trade
related to local
products and local
tradition

Condition of
production
factors

- accessibility by
road is limited due
to the poor quality
of roads

- low quality of
public transport by
bus and train

- lack of
specialized guides
for the products of
rural tourism

- insufficient use
of cultural and
natural resources
for tourism

- low quality
system for the
protection and
maintaining of
cultural and
natural resources

Sustainable development of rural
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For the purposes of the foregoing, the main activities for the sustainable
development of rural tourism in Serbia are given in Table 3

Table 3. The main activities for the sustainable development of rural
tourism in Serbia
Actions that should be applied:

1 Build a unique positioning and differentiate rural Serbia with
multilayer unique selling proposals that emphasize the unique
character of Serbia

2 Develop a holistic experience of rural tourism, which includes
physical and emotional experience gained through rural activities
and in rural accommodation

3 Develop an integrated operational marketing plan that supports the
promotion and commercialization of rural tourism and allows
visitors / tourists to reach their personal experience of rural
tourism

4 Create quality assurance of products and services across the entire
value chain by providing human resources through the
development of service centers and the establishment of minimum
standards

5 Develop an organization to manage the development of rural
tourism at national and regional level

Source: Popesku Jovan (2011): Sustainable development of rural

tourism, TAIEX, Belgrade Chamber of Commerce, ppt, p. 17

Conclusion

The economic development of Serbia is characterized by variation is,
particularly pronounced in rural and urban areas. Rural areas are far
behind as compared to urban. On the other hand, the rural resource base is
seen as a rich and varied and provides an almost ideal conditions for the
development of different types of activities and services, and especially
good for the development of different forms of tourism activities.

Turbulent changes in the tourism market, both in tourism demand, and at
the tourist supply, demand constant adaptation of all participants in the
process. This means that the planning and management must be
continuous and it infused with an innovative approach. The main goal is
to protect and preserve all resources associated with the development of
rural tourism.
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In achieving the main goal, particularly must take account of
environmental protection (preserved environment creates the basis for a
successful business, and a degraded environment destroys opportunities
for efficient business), as well as protection of the rights of consumers
and their choice.
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CHEESE MARKET IN THE DANUBE REGION COUNTRIES*

Branislav Vlahovic'z, Anton Puskaricé®

Abstract

The subject and the goal of the research are to recognize trends in produ-
ction, export and import of cheese in the countries of the Danube region.
Data sources are the FAO and the International Trade Centre (ITC) data-
base in the time period 2005-2012. The average cheese production in the
region amounts 2.7 million tons, with moderate growth tendency. The bi-
ggest producer is Germany, with share of over 70%. The average export
of cheese of this group of countries amounts 1.2 million tons with modest
growth tendency. The biggest exporter is Germany. The export price amo-
unts 4.2 USD/kg. Import of the group amounts 800 thousand tons. The bi-
ggest importer is also Germany. The Danube region countries realize a
positive balance of foreign trade exchange of cheese in amount of 380
thousand tons. Besides the saturated international market, the cheese ma-
rket in these group countries is very stable.

Key words: Cheese, production, export, import, the Danube region.
Introduction

Cheese is one of the oldest food products. Nowadays, the production of
cheese is modified and improved from the earliest primitive milk proce-
ssing to application of the newest industrial technologies, which had resu-
Ited with numerous types of this food. There are different criteria acco-
rding to which cheeses can divide into different groups — according to
milk category they are made of, according to milk fat content in a dry ma-
tter, consistency, texture, according to production technology, etc. In
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accordance to the milk fat, the cheese can divide into: extra fat (with more
than 60% of milk fat), full-fat (45-50% of milk fat), single-cream (25—
45% of milk fat), low-fat (10-25% of milk fat) and fatless cheese, which
contain less than 10% of milk fat. According to ripeness, they can divide
on fresh cheeses (4-6 weeks of ripeness) and ripe cheeses (over three
months of ripeness). Regarding the consistency and dough structure and
amount of water they contain, the cheeses can be: extra hard cheese (with
very little water), hard, semi-hard, soft cheese and cheese spread. A speci-
al group makes the autochthonous cheeses, which represent characteri-
stics of the specific nations, countries and regions. The names of the auto-
chthonous cheeses are strictly connected to their origin, i.e. a climate
where they produce. The traditional production of the autochthonous
cheeses not only that maintain, but it achieves a significant revival by in-
creasing demand of organic food and high-quality food, with protected
geographical indication, which competitiveness and price, in comparison
with the conventional products, significantly increase (Savi¢ Mirjana, Ar-
si¢ Slavica, Kljaji¢ Natasa, 2011). The Danube region countries have gre-
at conditions for milk and cheese production (tradition, processing capaci-
ties, etc.). In the cheese production realizes also value added of milk pro-
duction, develops milk processing industry, employs working population.
If include the additional branches of this sector, a number of totally em-
ployed persons in the cheese production is larger.

The region countries have significant, but still insufficiently used potenti-
al to grow up into serious producers of various high-quality and auto-
chthonous cheeses, in order to be recognizable on the international ma-
rket. The subject of the research is volume, dynamics and trends in produ-
ction, export, import and foreign trade exchange of cheese in the Danube
region countries, aiming to perceive export-import potentials of some
countries (Germany, Bulgaria, Romania, Moldova, Hungary, Croatia,
Slovakia, Austria, Ukraine and the Republic of Serbia). A special accent
was put on the state and the possibilities of intensifying the production
and export of cheese from the Republic of Serbia.

Data sources and methodology

The basic sources were taken over from the statistical database of the
United Nations Organization for Food and Agriculture — FAO (Food and
Agriculture Organization) and International Trade Centre (ITC), in the
time period from 2005 to 2012. The research bases on, so called, »desk
research«, which represents processing of available data, together with
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apply of standard statistical-mathematical methods. The foreign trade ba-
lance was calculated as a difference between export and import. Changes
trends intensity was quantified by calculation of rate changes by applicati-
on of functions with the most adjustable trend lines to the original data.
Stability of phenomenon was calculated by appliance of variation coeffi-
cient. Also were used the results of the previous researches of this pro-
blem. Specific occurrences were shown in the tables and graphs.

Research results
Production of cheese in the Danube region countries

In the researched time period, the average cheese production in the Danu-
be region countries was amounted 2.7 million tons (table 1), with a ten-
dency of insignificant growth, by the rate of 0.90% annually. This group
provides 28.3% of European and 14.8% of the world production. The
production is pretty stable, to which points out the calculated variation
coefficient (1.28%). The cheese production in the European Union is at
the level of 8.5 million tons.

Table 1. Production of cheese in the Danube region countries (2005-2012)

Average Participation Rate of
Country amount (%) change CV (%)
(000 1) (%)
Germany 1.993 73,5 0,98 2,59
Ukraine 218 8,1 -5,87 16,13
Austria 185 6,8 0,91 2,86
Hungary 91 3,4 -1,36 5,15
Bulgaria 63 2,3 -1,13 5,89
Romania 57 2,1 6,38 18,98
Slovakia 55 2,0 -9,96 26,19
Croatia 28 1,0 5,12 14,58
Serbia 20 0,8 4,62 12,07
Moldavia 2 0,1 -2,25 19,59
Danube region 2.713 100,0 0,90 2,31

Source: Calculation based on FAO Trade Yearbook

Far the most important cheese producer is Germany, with the average
production of 1.993 thousand tons (26 kg per capita), which is almost
three-quarters of the total production of the Danube region countries. It
represents the second biggest world (after USA), i.e. the first European
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cheese producer (www.statisticbrain.com/cheese-statistics/). In the
researched period was present a slight increase production trend by the
rate of 0.98% annually. Three-quarters of German cheeses (more than 400
different kinds) produce in Bavaria or in the region Allgau (Alpine region
of southern Germany). The other important regions for cheese production
are Mecklenburg-Vorpommern and Sakson-Anhalt. The variety of cheeses
available in Germany is enormous, over 600 different kinds. It is caused
also by a fact that many people, being settled in Germany, had brought
their original production recipes. Some examples of this international
impact are the cheese Tilsiter (originating in the Netherlands), Limburger
(originating in Belgium) and Ementaler (originating from Switzerland).
The newest trend in German production is the cheese production in small,
organic dairies. The cheese have high quality, and many of them
characteristically strong taste and aroma (www.germanfoodguide.com/ch-
eese-search.cfm). The most famous types of German cheese are: Allgau
Emmental — originating in the Swiss canton Bern. It has a protected
designation of origin from the region Allgau with milk from the local
dairies. Bruder Basil — is the most famous brand of smoked cheese in
Germany, well-known also as Rauchkase. It is a creamy semi-soft cheese,
produced originally by the monks in monasteries. It produces according to
the traditional standards which exist since 1902. It smells like beech wood
and it gives it a unique taste. Limburger — is the traditional aromatic
cheese, which origins from the Belgium monks. Limburger first started to
produce in the region of south Bavaria. Butterkase ("butter and cheese") is
creamy and mild cheese. German original, Butterkase is also known as
Damenkase, due to its delicatessen aroma. Cambozola — is a soft blue
cheese developed in 1970 in the Kasseri Champignon Company in Bava-
ria. This is very popular German cheese with the characteristic blue noble
mould and white bark. Tilsit — was originally made by the Dutch
immigrants, who settled in the town of Tilsit in East Prussia, the German
Tilsit is semi-hard cheese, mildly spiced (www.igourmet.com/german-
cheese.asp). The level of further production will depend, first of all, of
domestic demand and the state on the international market.

In the second place is Ukraine, with the average production of 218
thousand tons (4.7 kg per capita). In structure of the regional production
participates with 8.1%. In the analyzed period was evident a trend of si-
gnificant decrease of production by the rate of 5.87%. Five the biggest co-
mpanies in Ukraine give 23% of the total cheese production, the rest 77%
goes to 80 small producers. The most popular brand in Ukraine is hard
cheese Sostka (www.euromonitor.com/cheese-in-ukraine/report).  The
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most important types of cheese are: Bilozhar, Bukovinskyi, Bryndza, Do-
brodar, Smetankowyi, Vurda and Ukrainskyi.

In the third place is Austria, with the average production of 185 thousand
tons (24 kg per capita). In the regional production structure it participates
with 6.8%. In the analyzed period was evident a slight increase of produ-
ction by the rate of 0.91%. The production in Austria has a long tradition.
The most famous types of the Austrian cheeses are the following. Vora-
rlberger Bergkase — hard cheese, it represents the regional specialty due
to its high standards. Its aromatic taste develops during ripening at least of
six months. Tiroler Graukase — it considers as one of the oldest cheeses in
Austria. It is made of low milk fat content, without any chemical
additives or rennet. Vorarlberger Alpkase — hard goat's milk cheese which
ripens at least for three months, it has a great taste and aroma. Tiroler
Almkase — produces only during summer months on selected Tyrol pastu-
res. After its ripening period is available solely from October to March. It
is a traditional Tyrol specialty, it is characterized by a strong aromatic and
piquant taste, time of ripening is minimum four months. Tiroler Bergkase
— semi-hard cheese is characterized by a strong, completely aromatic
taste. Gailtaler Almkase — hard cheese, produced on Alpine pastures, abo-
ve the village in the valley of Gail. It produces from fresh Alpine milk
from pastures and has a long tradition. The ripening period is for seven
weeks (http://tasteofaustria.org/index.php/eat/cheese-culture).

Then follows Hungary, with the average production of 91 thousand tons
(11 kg per capita). In the regional production structure it participates with
3.4%. In the analyzed period was evident a slight decrease of production
by the rate of 1.36%. The company Pannontej Zrt is the biggest cheese
producer in Hungary, with 27% of share on the market. Leading brands
are: Medveda, Tihani and Bakoni camembert, Panoniji and Karavan
cheese of hard cheese type, which have a long production tradition in
Hungary (www.euromonitor.com/cheese-in-hungary/report). The most fa-
mous types of cheese are: Liptauer, Oazis, Orda, Pdlpusztai, Trappista
etc. Trappista is far the most popular cheese in Hungary.

The Republic of Serbia, with the average production of 20 thousand tons
(2.7 kg per capita) is on penultimate place among the analyzed region
countries. In the research period, the production has a significant growth
trend, by the rate of 4.62% annually. The cheeses produce in big industri-
al capacities for milk processing and producers' husbandries. The biggest
industrial milk producers are the following capacities: Imlek Beograd,
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Mlekara Sabac, Somboled Sombor and Mlekoprodukt Zrenjanin. Acco-
rding to the production structure, the group of big dairies is oriented pri-
marily to the production of fermented dairy products, UHT and pasteuri-
zed milk, while middle capacity dairies and mini-dairies are more directed
to the production of various cheese types, then fermented dairy products
and pasteurized milk (Popovi¢, 2009). Unable to sell milk by the favoura-
ble prices, more and more rural households opt for independent milk pro-
cessing in various cheese types. In that way is done finalization of milk
production and there comes to better financial results, which reflects favo-
urably to the total economic effect of husbandries. In the production stru-
cture dominate fresh cheeses, while the lowest is the share of semi-hard
cheeses (picture 1).

Picture 1. Structure of cheese production in the Republic of Serbia (2005-2012), %
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Source: Author’s calculation.

In Serbia are preserved the traditional procedures of the autochthonous
cheeses production in relatively isolated mountainous areas. They eme-
rged in a specific climate, as a result of long-time development of the tra-
ditional production. The preservation of the autochthonous cheeses is ve-
ry important, because, thereby stays preserved the ethnographic wealth of
the country and, at the same time, there recognizes a gastronomic and tou-
rist supply and placement on the foreign market. The production of auto-
chthonous cheeses is present in rural households. In order for the auto-
chthonous cheeses to be sold on the foreign market, it is necessary to
apply the traditional, but also standardized technology, along with assura-
nce of equable quality and safety of these products, in order to be adjusted
to the EU market requirements. Thanks to geographical, climatic and ve-
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getation diversity in Serbian regions, in the past was developed the produ-
ction of autochthonous cheeses. It is extremely important the preservation
of autochthonous technologies for the cheeses production in rural areas,
as: Zlatar, Zlatibor, Golija, Kopaonik, Stara planina, Sar planina etc. They
are a base for approach to the organized production of autochthonous
cheeses after the international standards. In the rural area Stari Vlah pro-
duces the top-quality cheeses in souse, like: Zlatar, Sjenica, Javor, Golija
cheese, etc. They are well-known by their stable quality and distribution
of production. Originally, these cheeses have been produced of sheep
milk, but recently use more cows’ milk and mixed-sheep/cow's milk. Re-
cently revivals again use of goat's milk in making the autochthonous
cheeses (Ostoji¢ and Topisirovi¢, 2006). The most famous traditional
cheeses in Serbia are: Homoljski, Pirotski, Staroplaninski and Svrijiski
kackavalj (kashkaval), Sjenicki, Zlatarski, Golijski, Somborski, Sarski
cheese etc. (Vuci¢ Tanja and associates 2008). In order to improve the
cheese production, there are necessary significant investments for purcha-
se of top-quality lactating animals, equipment for cheese production, ma-
rketing etc. A chance is in small production plants, which should speciali-
ze for some production structure. In the Republic of Serbia is still present
a low level of cheese consumption per capita, as well as low level of co-
nsumption culture, so there is needed also permanent education of both
producers and consumers.

The growth of cheese production is present in Germany, Austria, Roma-
nia, Croatia and the Republic of Serbia. The other countries of the Danu-
be region have a trend of production decrease. The same is caused by ac-
ting, first of all, of economic factors, which reflect in the life standard de-
crease, saturated international market, etc. In the following period can be
expected a slight reduction of cheese production. In the foreground will
be quality, by which differentiation will strive to satisfy the requirements
of the choosiest buyers in, first of all, the European Union countries.

Export of cheese of the Danube region countries

The average cheese export of the regional group was amounted 1.2 milli-
on tons and in the analyzed period was registered by the rate of 4.11%
annually. A realized rate of export growth is a resultant of series of fa-
ctors acting, primarily, of specific increase of production volume, size of
demand on the international market, high competition by the countries,
which are traditionally significant producers and exporters: France, Italy,
Switzerland, etc. Of the total production exports 44% which indicates to a
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fact that production of cheese, of the mentioned group-countries, has been
significantly export-oriented. The value of export amounts 4.9 milliards
US dollars. The average export price amounts 4.2 USD/kg and depends
on type and quality of cheese (soft, hard, semi-hard etc.). It is evident that
all countries of the Danube region do not have the same significance in
cheese export.

Far the most significant exporter of cheese within the region is Germany,
which represents also the important producer in the mentioned group. Its
average export amounts 942 thousand tons, which make 79.7 % of the
total export of the Danube region countries (table 2). In the observed peri-
od was present a trend of pretty important increase of export by the rate of
5.15% annually. Of the total production exports 47% which indicates to
high export orientation of the mentioned country sector. In valuable sense
expressed, the export amounts 3.8 milliards USD. It is far above the other
countries in the region. The average export price is 4.1 USD per kg, whi-
ch is slightly lower than the average export price in the region. The most
significant export is realized in Italy (22.7%), then the Netherlands (12%),
Russian Federation (6.7%), France (6.4%) and Spain (6.3%). Those cou-
ntries have absorbed something more than half of the total cheese export
from this country (54.1%). It is evident that the highest export is directed
to the European Union countries. The most important German export
cheeses are: 1) hard cheeses: Allgauer Emmentaler, Bavarian Bergka-
se, Beemster Very Old, Klosterkaese; 2) semi-hard: Beemster Old, Danish
Feta, Edelpilz; 3) semi-soft: Beemster 2% Milk, Bierkase, Bruder Ba-
sil, Butterkase, Limburger; 4) soft: Doppelrhamstufel, Weichkaese etc.
There is expected the export growth in the following period.

In the second place is Austria, with the amounts of 94 thousand tons. It
participates with 8% in the total cheese export of the region countries. Of
the total production, it exports almost half of cheese. The export has a
slight increasing trend (rate 3.43%). Valuably expressed, the export is 493
million USD. The average export price is 5.4 USD per kg and is significa-
ntly higher than the average export price of the region. The most impor-
tant export cheeses are: Golden Smoked Rebel, Mondseer, Schloss, Berg-
kdse, Gelundener Kdse, Montafoner Sauerkdse, Steirerkdise, Kugelkase,
Tiroler Graukdse. The biggest export is realized in Germany (47.1%)
which represents a traditionally important buyer of the Austrian cheeses,
then Italy (12.8%), Greece (3.3%), Denmark (2.9%) and Libya (2.8%).
Those countries had absorbed something more than two-third of the total
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export (68.9%). It is evident that the greatest part of export is directed to
the European Union countries.

Table 2. Export of cheese from the countries of the Danube region (2005-2012)

Average Participati Rate of | Average
Countr amount articipation change value
y (%) 9 .
(000 t) (%) (mil. $)
Germany 942 79,7 5,15 3.827
Austria 94 8,0 3,43 493
Ukraine 76 6,4 -0,72 334
Slovakia 27 2,3 -9,33 110
Bulgaria 20 1,7 7,85 73
Hungary 13 11 0,37 54
Serbia 4 0,3 21,98 16
Romania 3 0,3 10,09 14
Croatia 2 0,2 10,80 9
Moldova 0.3 0,0 24,41 2
Danube region 1.182 100,0 411 4.930
Source: Calculation based on the data of the International Trade Centre

In the third place is Ukraine with 76 thousand tons. This country partici-
pates with 6.4% in the total cheese export of the region countries. Of the
total production is exported one third of cheese. The export has a slight
decreasing trend (rate 0.72%). The export decrease is a resultant of dome-
stic production decrease and complex relations on the international ma-
rket. Valuably expressed, the export amounts 334 million USD. The ave-
rage export price amounts 4.4 USD/kg which is slightly more than the
average export price in the region. The highest export realizes in the Ru-
ssian Federation (83.6%), Kazakhstan (12.2%), Moldova (3.2%), Azer-
baijan (0.5%) and USA (0.2%). These countries had absorbed almost all
of cheese export from Ukraine. It is evident that the most of export is di-
rected to the surrounding countries. During the first half of the year 2012,
Ukraine had founded itself entangled in, so called, “cheese war” with the
Russian Federation. The cheese of seven the biggest Ukrainian companies
is forbidden for sale in Russia, while it consists vegetable fats, not allo-
wed anymore in cheese on the Russian market. As a resultant of that, has
come to the cheese surplus in Ukraine, which has affected the cheese
consumption. Shostkinski Miskmolkombinat VAT is the biggest Ukraini-
an company for cheese production. According to the Ukrainian Dairies
Union, in the following years, the export in Russia will be approximately
at the same level. The Russian market stays attractive, primarily, due to a
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fact that the cheese price in Russia is still significantly higher than in
Ukraine, which makes sale profitable, in spite of relatively high price of
raw milk (www.thedairysite.com/reports/?id=2960).

Then follows Slovakia with the export of 27 thousand tons which partici-
pates with 2.3% in the total export of cheese of the region countries. Of
the total production exports 49% of cheese. The export has a significant
decrease trend (rate 9.33%). The same is caused by extreme decrease of
domestic cheese production. Valuably expressed, the export amounts 110
million USD. The average export price amounts 4.0 USD/kg, which is lo-
wer than the average export price of cheese in the region. The most im-
portant types of cheese in export are: Bryndza, Liptauer, Tvaroh, Pare-
nica, Urda, Oszczypek and Podhalanski. The highest export realizes in
Czech Republic (31.3%), then Belgium (18.6%), Hungary (13.1%), Great
Britain (8.9%) and Germany (8.2%). These countries had absorbed more
than three-quarters of the total cheese export (80.1%). It is evident that
the most of export was directed to the surrounding countries.

In the fifth place is Bulgaria, with the amounts of 20 thousand tons. In
the region's export participates with 1.7%. Of the total production, in this
country is exported 45% of cheese. The export has a significant growth
trend (rate 7.85%). Valuably expressed, the export amounts 73 million
USD. The average export price amounts 3.65 USD/kg, which is signifi-
cantly lower than the average prices of the region’s cheeses. The most im-
portant types of cheese are: Sirene, Cherni Vit and Kashkaval. The high-
est export realizes in Greece (33.8%), Romania (18.1%), USA (12.7%),
Germany (8.2%) and Lebanon (7.1%). These countries had absorbed mo-
re than three-quarters of the total cheese export (79.9%). The most of
cheese exports in the European Union countries. In the following period
expects a trend of slight increase of export (www.euromonitor.com/chee-
se-in-bulgaria/report).

The cheese export from the Republic of Serbia amounts, on the average,
4.063 tons, which valuably makes 16 million USD. It is positive that the
export registers a tendency of significant growth by the rate 21.98% annu-
ally. The export is a resultant of domestic production increase, but also a
relative stagnation of domestic consumption. The average export price
amounts 3.93 USD/kg and is lower for around 10% than the average
export price of cheeses in the region.
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By increase of export of the top-quality types of cheeses (hard and semi-
hard), there can significantly increase a value and profitability of export.
The most important foreign trade partner is the Russian Federation, where
realizes 41.7% of the total cheese export. The first steps forward toward
this market had made the dairy Sabac with feta cheese and cheese spre-
ads, the dairy Selekt Milk (Indjija) with hard goat's milk cheeses and the
dairy Kuc Company (Kragujevac), with hard cheeses. There expects that
other companies with license for export in Russia make export businesses
(Novakovié¢, 2012). Then follows Montenegro with 26.6%. Slightly sma-
ller importers are Bosnia and Herzegovina with 11.2% and the Republic
of Macedonia with 10.3%. These countries had absorbed almost 90% of
cheese export.

The most of export was directed to the CEFTA region countries, which
points out that this market is very important in foreign trade exchange.
Non-tariff barriers represent an obstacle in realization of available pote-
ntials in free trade of CEFTA countries. They comprise technical barriers
— technical, sanitary standards and certification and administrative
barriers — licensing, time and documentation necessary for import and ex-
port, availability of customs regulations, etc. (Vlahovi¢ et al., 2014).

There expects the cheese to be put under the free trade treatment within
the Common Agreement on Free Trade, which Serbia has with the Russi-
an Federation. That will influence to a higher export in the following peri-
od. There is poor perspective of export in high developed countries, whi-
ch are big producers and exporters of top-quality types of cheeses (Popo-
vi¢-Vranjes, Anka et al., 2003). The cheese producers in Serbia still have
a problem to offer a cheese of satisfying quality, made of top-quality
milk, on the choosey market, a cheese with acceptable price, good ma-
rketing and to be available to a buyer. Those are basic conditions for rea-
lization of favourable position on the market. Good marketing activities
and complete approach on the market are extremely important from the
aspect of positioning on the foreign market. The experiences speaks that,
without adequate marketing, there is no success and survival on the inter-
national market. A chance in export should not search in quantity, while
Serbia is relatively small producer of cheese, but in top quality and the
autochthonous types of cheese according to the selected market segments.
There should go to the specialization of production, to the smaller series
with top-quality and a unique trade mark ,,Cheese from Serbia“.
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The autochthonous cheeses are the export potential, but they are faced
with a threat of disappearing and loosing in mass industrial production.
The basic limiting factors are: production is still at relatively primitive le-
vel, hygiene level is low, control and education of producer is not satisfy-
ing, sale and purchase are still unconnected making often insecurity of sa-
le for the producers. In technology are many loose ends, the origin and
name of cheeses has not been done (Sari¢, Bijeljac, Sonja, 2003). In the
countries in the region, this kind of protection is not still satisfying.

In order to increase Serbian export competitiveness, the one that is impor-
tant is, first of all, adjusting the quality system of products with the norms
of 1SO9000-2000 standard and with technical regulations. It is also im-
portant to respect the international regulations and quality certification of
products which export on the foreign markets. Regarding the export of
products meant for the European Union market, there is necessary to re-
spect and to satisfy the criteria of milk quality after their system and qua-
lity criterion (EU Directive, no. 92/46). Besides the valid standards, the
state should regulate also the terms of which stipulated rules begin to
apply, which leaves time to the agricultural producers, i.e. farmers, to ad-
just to the new regulations. In that way, the state would stimulate introdu-
ction of the quality standards and would motivate the farmers to economi-
cally justified production (Kljaji¢ Natasa et al., 2011). Lately, on the in-
ternational market are more and more required the cheeses from the orga-
nic production, which represents a chance of the Republic of Serbia in the
following period.

Except Ukraine and Slovakia, all other countries in the region increase the
cheese export. The most intensive increase of export was realized by Mo-
Idova (rate 24.41%), primarily due to low starting point. All region cou-
ntries, if they want to increase their export, should pay more attention to
making and strengthening of the autochthonous cheeses trade marks
(brands). It represents one of the strongest and the most significant factors
in competitive struggle for the market.

Import of cheese of the Danube region countries

The average import of cheese of the analyzed Danube region countries
amounted 800 thousand tons and it registers, in the research period, a
slight increase by the rate of 4.46% annually. The export value amounts
4.3 milliards USD. The average import price of cheese amounts 5.4
USD/kg. It is higher in regard to the import cheese price in the region.
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The most important cheese importer is Germany. The average import
amounts 601 thousand tons, with a slight increasing tendency, by the rate
of 3.28% (table 3). In the total regional import, Germany participates with
three-quarters. It practically determinates import of all countries in the
region and it represents the most important world importer of cheese. The
average import value was amounted 3.5 milliards USD. The import is a
resultant of domestic production stagnation, high purchasing power and
significant consumption of 23 kg per capita, as well as of increased asso-
rtment with various top-quality types of cheese. The average European
consumption of cheese is 15 kg. The most of import comes from the EU
countries — here dominates the Netherlands with the share of 34.8%,
France with 18.4%, Denmark with 12.1%, Austria with 7.6% and Italy
with 5.5%. The above mentioned countries represent the main suppliers
of the German market with the share of 78.4%. In the following period
expects prolongation of a slight increase tendency of cheese import.

Table 3. Import of cheese in the countries of the Danube region (2005-2012)

Average Participation Rate of Average
Country amount (%) change value
(t (%) (mil. $)

Germany 601.516 75,1 3,28 3.462
Austria 83.917 10,5 3,44 417
Hungary 34.279 4,3 5,70 138
Slovakia 25.268 3,2 11,19 105
Romania 22.714 2,8 37,79 89
Croatia 11.101 1,4 2,98 50
Ukraine 11.048 1,4 11,63 47
Bulgaria 7.030 0,9 22,25 29
Moldova 2.526 0,3 6,20 9
Serbia 1.398 0,2 28,99 7
Danube region 800.797 100,0 4,46 4,353

Source: Calculation based on the data of the International Trade Centre

Second important regional importer of cheese is Austria. The average im-
port amounts 83 thousand tons, with increasing tendency by the rate of
3.44%. In the total import it participates with 10.5%. The average import
value was amounted 417 million USD. The import is a resultant of high
supply and demand of 20 kg per capita, per annum. The import resultant,
among other things, is the assortment supplement on domestic market,
first of all, of top-quality cheeses. The most of import anticipates from the
European Union countries. There dominates Germany with almost two-
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third of import (59.5%), Italy with 10.7%, France with 7.7%, the Nether-
lands with 5.5% and Denmark with 4.4%. These mentioned countries are
the main suppliers of the Austrian market, with the share of 87.8%.

Very important regional importer of cheese is Hungary. The average
import amounts 34 thousand tons with a significant increasing tendency,
by the rate of 5.7%. The import is a resultant of decreasing domestic pro-
duction and increasing cheese consumption in the consumers' nutrition.
The increase of import and expansion of the assortment had caused a ce-
rtain increase of cheese consumption in Hungary (Konig, Major Anita,
2006). In the total regional import it participates with 4.3%. The average
value of cheese import was amounted 138 million USD. The consumption
expressed per capita annually amounts 11 kg, which is less than the Euro-
pean Union average. The most of import is from the European Union cou-
ntries — there dominates Germany with 54.5%, Poland with 15.6%, the
Netherlands with 8.4%, Austria with 7.9% and Slovakia with 3.6%. The
above mentioned countries provide more than three-quarters of the total
cheese import (90%). In the following period is expected a slight increase
of consumption and import of cheese (www.euromonitor.com/cheese-in-
hungary/report).

In the fourth place regarding the cheese import is Slovakia. The average
import amounts 25 thousand tons with increasing growth tendency, by the
rate of 11.19% annually. In the total regional import, it participates with
3.2%. The average value of import was amounted 106 million USD. The
consumption of cheese is very low, it amounts only 8 kg per capita (ww-
w.euromonitor.com/cheese-in-slovakia/report). The most of import comes
from the European Union countries - there dominates Poland with 41.4%,
Czech Republic with 24.2%, Germany with 23.1%, Italy with 1.9% and
Hungary with 1.6%. The above mentioned countries provide more than
three-quarters of the total cheese import (92.2%). In the following period
Is expected continuation in cheese import, but with middling tempo.

In the fifth place regarding the average cheese import is Romania. The
average import amounts 23 thousand tons with a pronounced growth
tendency, by the rate of 37.79% annually. In the total regional import, it
participates with 2.8%. The average value of cheese import was amounted
89 million USD. The import is a resultant of a slight increase of demand
on the market, although it is very low (only 6 kg per capita). In the follo-
wing period is expected the economic recovery of the country, which will
represent an incentive for the consumers to increase food consumption,
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which would include also the cheese consumption (Www.euromoni-
tor.com/cheese-in-romania/report). The most of the imported cheese ori-
ginates from the European Union countries: Germany 38.6%, Poland
20%, Hungary 8.9%, Bulgaria 5% and Austria 4.3%. The above menti-
oned countries provide more than three-quarters of the total Romanian
import of cheese (76.8%). In the following period will continue increa-
sing trend of cheese import, first of all, from the European Union.

The import of cheese in the Republic of Serbia amounts 1.398 tons,
which is 0.2% of the average regional import of the Danube region cou-
ntries. The import is a resultant of relatively modest assortment of dome-
stic production and low income level, i.e. the life standard of the consu-
mers. In the research period, it was significantly increased import by the
rate of 28.99% per annum. The import trend is of more significant intensi-
ty than the export. Valuably expressed, the import amounts seven million
US dollars. The average import price of cheeses amounts 5 USD/kg and is
higher in regard to the export price. The most of import origins from Ge-
rmany (32.8%), and dominates semi-hard and hard cheeses. Then follows
the Republic of Macedonia with 29.9% (white soft cheeses), Croatia with
14.2% (semi-hard and cheese fondue), Italy with 5.8% (hard cheeses) and
Austria with 4.7% (semi-hard and hard cheeses). Those countries have the
significant share, i.e. 87.4% of the total import. By putting into effect the
Stabilization and Association Agreement, there were expanded the fields
of cooperation in regard to the Interim Trade Agreement, which had been
into effect since 2009. Then has started a trade liberalization process and
decrease of customs duties for industrial and agricultural products from
the EU, which had developed in the previous years by phases, in order
domestic production to be prepared adjust to the European standards.
Since January 2014, the customs to the most of food products from the
EU were decreased and cancelled. That is to say, in that time was put into
effect a decree of the Interim Trade Agreement, after which Serbia has to
decrease or totally cancel the customs duties for the products from the
EU. In that way, the customs duties for a feta cheese and kashkaval was
decreased from 15 to 10.5%, while the customs duties for milk are cance-
lled. This will especially hurt small producers of cheese in Serbia which
have relatively high price. This measure can affect the significant import
increase of different types of cheeses in the following period.

The Danube region countries realize a positive balance of foreign trade
exchange of cheese, in amount of 380 thousand tons. In the total research
period, it is evident that there is a positive balance of foreign trade excha-
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nge of the region. The positive exchange balance realizes the following
countries: Germany (340 thousand tons), Austria (10 thousand tons),
Ukraine (65 thousand tons), Slovakia (1.3 thousand tons), Bulgaria (12
thousand tons) and Serbia (2.6 thousand tons). The other region countries
make a negative balance of foreign trade exchange of cheese. The highest
negative balance has Hungary (20 thousand tons), Romania (19 thousand
tons), Croatia (9 thousand tons) and Moldova (2.2 thousand tons).

Conclusion

In the researched period (2005-2012), the average production of cheese in
the Danube region countries, was amounted 2.7 million tons, with a slight
increase tendency by the rate of 0.22% annually. The mentioned group
provides 28.3% of European and 14.8% of the world production. Far the
most important cheese producer of the mentioned group is Germany, with
the average production of 1.993 thousand tons, which is a quarter of the
total production of the Danube region countries.

The average export of cheese of the regional group was amounted 1.2 mi-
Ilion tons and in the analyzed period it was increased by the rate of 4.11%
annually. The realized rate of export growth is a resultant of many factors
action, first of all, of specific growth of production volume, size of de-
mand on the international market and high competition on the internatio-
nal market. The export value amounts 4.9 milliards. Far the most impor-
tant exporter within the region is Germany. Its average export is 942 tho-
usand tons, or 79.8% of the total export of the Danube region countries.

The average cheese import of the analyzed Danube region countries was
amounted 800 thousand tons and, in the same researched period, it was
registered a slight increase by the rate of 4.46% annually. The import va-
lue is 4.3 milliards USD. The most significant importer of cheese is Ge-
rmany. The average import amounts 601 thousand tons. In the total regio-
nal import, Germany participates with three-quarters. The average import
value was amounted 3.4 milliards USD.

The Danube region countries realize a positive balance of foreign trade
exchange of cheese in amounts of 380 thousand tons. Besides the satura-
ted international market, the cheese market in this group countries is very
stable and without greater oscillations. The Republic of Serbia is not a si-
gnificant regional exporter and importer of cheese. It realizes a positive
balance of foreign trade exchange. The export of cheese is limited by vo-
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lume and structure of production, cheese quality and lack of marketing
concept implementation in production and export of cheese on the inter-
national market.

10.

11.
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PLANTING VINEYARDS AS A WAY TO DEVELOP LOCAL
COMMUNITIES!

Branka Kalanovié Bulatovic’z, Dusan Milié®

Abstract

Since planting vineyards demands high investments, when rendering
decisions about investing into planting vineyards, the investors should have
information about their acceptability and justification in the most adverse
business conditions. The total investment value for 1 hectare of vineyard is
15,738 EUR/ha. The costs for setting up the points of support in the amount
of 6409.4 EUR/ha accounts for 40.7 % for the structure of total costs for
planting 1 hectare of vineyard. By representation, immediately after are the
costs for immediate land preparation and planting (30.67%). The
profitability of this production can be significantly increased by applying the
modern agricultural technology in planting and regular production, by
achieving high quality of final products, with good marketing, acceptable
prices for customers, etc. The advantage of our viticulture lies in the spatial
and biological diversity, favourable climate and tradition in the production
of grapes. There is a significant interest of farmers in viticulture which may
bear fruit with governmental stimulative measures and with the
establishment of associations.

Key words: viticulture, investment value of plantations, planting costs
Introduction

Viticulture as a scientific discipline studies the vines from the biological,

economic and environmental aspects in order to achieve greater yields

and optimal economic results. Viticultural production represents highly
intensive production, which besides great involvement of human
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workforces per unit of capacity, requires a significant capital that has to
be fructified through a string of activities (Mili¢ and associates, 2009).
Grapevine is a noble culture that is cultivated worldwide. The plant of
grapevine has a very long history, measured by fifty to seventy million
years ago, while viticulture, according to reliable information, comes
significantly after, 9000 years ago (Trmci¢, 2007). Grapevine is a culture
that is cultivated worldwide in wide areas because of its fruit - grapes that
can be used in fresh, dried and processed state.

According to the paleontological data, grapevine was introduced as a
culture around six thousand years ago (Cindri¢, 1987). The culture of
grapevine is very old and much older than any known historical record
since all nations say that the beginning of viticulture happened in
mythical times. It is believed to have originated from the countries
situated in the Mediterranean Sea basin. Grapevine was brought to our
regions from Asia Minor by Thracians and Ancient Greeks, somewhere
around year 2000 BC (Mili¢ and Radojevi¢, 2003).

Some parts of the Republic of Serbia have very favourable conditions for
cultivating grapevine, specifically: districts of Timok, Ni§ and South
Morava River, west of Morava, Sumadija and Great Morava River,
Pocerina, Srem, Banat, Subotica and Horgos$, and Kosovo (Avramov,
1991). It is well known that agricultural conditions for cultivating
grapevine are extremely favourable in Serbia. Grapevine plantations in
these regions are mostly represented in hilly country which, because of its
configuration and other properties, cannot be used for other plant growing
except for fruit and viticultural production.

However, viticultural production in the Republic of Serbia is in extremely
bad condition. The privatised companies have not yet reached their
former level of organization and grape production. Therefore, the
production of grapes is mostly performed at smaller family farms, mostly
still in an extensive way. Small planted plots make harder for productive
machinery and all the necessary agricultural and technical measures to be
applied. Insufficient application of means for controlling diseases and
pests is reflected on the amount of yield and quality of grapes. Obsolete
kinds and varieties impede better offers and standard quality for the
market, foreign and domestic.

Serbia doesn’t produce sufficient quantities of grapes in relation to the
needs and available possibilities it possesses. In order to increase the
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production of grapes, it is necessary to plant new vineyard plantations. In
order to plant new plantations we need significant investment resources.
The properties of vineyards, as well as of other perennial plantations, are
that significant investments in planting vineyards are not made at once,
but are realized on multiple occasions during a specified time period. The
duration of this period depends on the selected kind and cultural. Besides,
vineyard plantations have been used for a number of years, so that the
mistakes made in the planting period (wrong choice of location, kind,
cultivation system, etc.) have reflected on the entire period of utilization.
All this can have a negative effect on the financial outcomes of legal
entities, which is why special attention needs to be focused on the
planning, organisation and costs of planting vineyard cultivations.

Data necessary for the formation of this paper have taken from the
general documentation of grapes’ producers from the Banat region. What
was taken primarily was the plan for planting vineyards in the area of 8 ha
in the period between 2012 and 2014, as well as planning and calculations
for the production of grapes. At the same time, we used literary and other
materials from conferences and congresses relating to the examined issues.

Research results
Concept and investment classification

The theory of investments usually mentions concepts such as
“investments” and “investing”, and usually signifies financial investments
into the present for the purpose of achieving certain effects in the future.
Investments are the basic prerequisite for efficient performance of
material production in the longer time period (Kalanovi¢, 2006).
Therefore, it can be defined as investing into fixed and permanent
working assets. Since, during the process of reproduction, fixed assets are
gradually consumed and transferring a part of their value to the produced
goods and services, there is a need for their maintenance or replacement
within a certain time period. The mere replacement of the fixed assets
doesn’t represent an increase of the existing fixed assets capacities. Due
to the rapid scientific and technical progress and changes, the demand of
replacements market changes the used fixed asset with a productive one;
thereby the replacement represents a certain increase of fixed assets
capacity. The permanent working assets are attached to the process of
production as long as the investment is useful.
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The process of investing includes the set of all activities for the entire
period of planning, preparation and realization of a single investment. The
process of investing i.e. realization of a single investment can be
perceived as a single investment cycle.

Agricultural investments are different from other investments because of
the production process in agriculture and because of the diversity of
functions that the fixed assets perform in this area of production. In agro
economic and economic literature there are more and more investments
dividing according to a greater number of criteria.

Most common investment divisions in literature are:

e According to the sources of financing the formation of
investments (gross, net and new ones),

e In connection with production tasks (productive and non-
productive investments),

e According to the degree of engagement of the workforce
(labour-intensive and capital-intensive) and in

e Terms of investment volume (divided to complex or
compound and simple or partial).

Andri¢ and associates (2005) opted for five general criteria for classifying
all investments in agriculture.

The first division of investments is according to the properties of the
investment structure i.e. according to the purpose of investing. All
investments can be divided into real (productive) and financial. Real
investments obtain the production means and with their use new
production will be achieved or the existing production will be improved
and increased. Real investments allow new values to be achieved in the
production process unlike them financial investments allow the
acquisition of already existing assets. Together with them, existing
production means are transferred from one owner to another. Financial
investments do not include acquiring new values since they include
investments into development research, education of people and other.

According to the second criterion, investments are divided into: a) new,
b) investing into expanding the existing capacities or into increasing the
production volume, c¢) investing into reconstruction, capacity
replacement, rationalization of the production process, d) investing into
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protection and prevention of the environment pollution, e) investing into
the increase of business operation security, and f) humane investments
(for improving work conditions in the company).

The third criterion is established based on the influence that the
investments have on the organizational structure, volume and method of
production in the company. According to this criterion, real investments
can be divided into simple (without significant influence on the existing
organizational structure and method of production in the company) and
complex (significantly affect the organizational structure and method of
production in the company).

According to the fourth criterion, investments are divided to short-term
and long-term, in accordance with the duration of construction and
investment usage. The basis for the fifth criterion is a different application
i.e. area of investment within the agriculture production (for the
acquisition of land, into livestock unit, land reclamation, perennial
plantations...).

Investments into viticultural plantations assume the performed previous
detailed analysis of natural and economic conditions for this production —
election of region, position according to the type of plantation, kinds and
varieties, creation of plantation plans, organization of land territory,
positioning vines, i.e. distribution of varieties and spacing between lines,
from the perspective of machinery usage, transfer of road network etc.
The completeness of evaluating investments requires mutual comparison
of economic effects before and after investing.

During the investment period, there are three types of activities connected
to the investment process: financing, investing and disinvesting (Scheme
1). Financing can be performed from various sources: personal assets,
borrowed assets — loans and assets without the need of returning —
donated assets and various other ways.

Scheme 1. Economic model of the investment process

DISINVESTING
FINANSING | > INVESTING | P> (Returning assets)

t |

Source: Andri¢ J., Vasiljevic Zorica, Sredojevi¢ Zorica (2005):
Investicije - osnove planiranja i analize, Belgrade.
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By transferring to the investment process, invested financial assets are
transformed from monetary to material form of production assets
(production capacities), so that, during their use, within the production,
invested financial assets could be released with realization of the obtained
products — to the process of disinvestment.

During the investment period there is a whole range of monetary
allocations for the acquisition, maintenance and use of the investment
structure and a series of monetary receipts as a result of products obtained
by realization (Scheme 2). If all non-monetary allocations and receipts are
transferred to monetary, the general economic model of investments
could be presented schematically as follows:

Scheme 2. General economic model of investments
B
A b

a a
1
I

n 2 3
| | | |
T T T T

b, b, by b, n
a a a a, b, ot
I I I I I

1 i

0 2 3 n-1 n
Source: Andri¢ J.,, Vasiljevi¢c Zorica, Sredojevi¢ Zorica (2005):

Investicije - osnove planiranja i analize, Belgrade.

With the following explanations:

A — Investing into acquisition / construction / of the investment structure,

a; (i=1,2,...,n) —allocation of monetary flows necessary for use and
maintenance of the investment structure in certain
years,

bi (i =1,2,...,n) — monetary flows from investments in certain years of use,

B — monetary receipts at the end of the use of the investment period,

n —number of years of investment use.

Undertaking investment activity is based, by a rule, on the hypothesis that

only most appropriate investments are implemented.

Vineyards as an essential asset in agriculture

The land complex with planted grapevine with corresponding distance in
and between lines is basically a perennial planting. The perennial
plantations that are properly planted in line formations on a land complex
of specific shape and size, which is rationally cultivated, presents a
specific form of planting called plantation (Mili¢ and associates, 2013).
Grapes plantations are contemporary and mostly large structures for
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grapes production, which enable significant use of machinery while
performing work process.

The perennial plants transfer their value gradually to obtained products
during the period of their utilization, and by realization of these products
we perform reproduction of assets invested in planting.
These plants present one of the general agricultural assets i.e. the
production assets with a biological property. This category includes all
plants that are successively producing and establishing certain yields each
year and for a longer period of time. Therefore, perennial plants are
characterized by three general properties:
e attachment to the habitat they are planted in,
o relatively long period of crops (varies depending on the type of
crops and the system of cultivation) and finally,
e long period of plantation usage (even more than 30 years for
certain plantations) in the realized yields determined by the
development and age of plantation.

A plantation as a production capacity includes, by a rule, a complex form
of investment structures which can consist of: planted vines (trees), points
of support, roads, fences, irrigation systems, construction facilities in the
plantations, agricultural machinery and other.

Investment period for perennial plants can be relatively long in
comparison with some other fixed assets within the agricultural
production, which is also very important for rendering decisions on
undertaking investments as well as for evaluating the efficiency of
investing in this field. On the other hand, the period of usage (utilization)
of the investment structure at perennial plants is also proportionally long
and can lost up to 30 years when it comes to some plantations.

Also, the characteristic of perennial plants is that monetary receipts are
given once a year after the realization of the annual harvest if the
plantations include more than one kind and variety of fruit. All these
characteristic of perennial plants as investment structures greatly affect
the security of anticipating the level of economic investment efficiency,
as well as the increase of the potential risk level that the investor has to
assume when rendering the decision on the investment in this field.
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The complexity of investing includes multiple factors, primarily: the
complexity of the investment structure, the necessity of estimating the
period of investment use and the delicacy of estimating the economic
effects of investments for a longer period of time as the investment is
used, the need to anticipate hardly predictable factors such as movement
and the price height for raw-materials, investments items and final
products, the height of the interest rates and other.

Vineyards represent expensive structures. Mistakes made during their
construction cannot or can hardly be repaired. When planting vineyards it
is extremely important to properly select a cultivation form and variety,
good land preparation, high quality planting material and it is necessary to
use modern production technology during the period of planting and
utilization of the vineyards. According to Kalanovi¢ (2006), within the
life cycle (ontogenesis) of grapevines, there are different periods of
growth and productivity: the period of growth and productivity of young
plants, period of growing productivity, period of full productiveness and
period of decreasing productiveness, aging and dying of vines (Figure 1).

Figure 1. Period of grapevine life cycle (ontogenesis)

- - Period of
Period of Period Period of full aging and
growth and of productiveness g
development of growing dying (4- _
young plants fertility (25-30 years) 6 years) Cutting
(3-4years) 2-3
years)

Source: Kalanovi¢ Branka (2006): Ocena ekonomske efektivnosti
vinogradarske proizvodnje u funkciji donosenja poslovnih odluka, PhD thesis.

The period of growth and development of young plants lasts from
planting grafts or radicles until young plants enter the period of giving
crops. Depending on the environment conditions and applied
ampelotechnique, the length of this period is between 3 and 4 years.
During the first and second year, the root system and the above ground
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part of the vine are intensively developing, with 2 - 6 shoots growing on
the vines that at the end of the second year, reach the length of 1-2 metres.
Productive buds are formed on such shoots so, the first bunches grow
during the third year (yield per ha is from 3-5 tons). If there is a delay in
growth of shoots during the first two years, crops are made during the
fourth or, at the latest, in fifth year.

Period of growing productivity lasts from 2-3 years depending on the
cultivation form of vine which is formed in a young vineyard and on the
environment conditions in which it is being formed. Establishment of
trees at some of the cultivation forms lasts from 4 to 6 years, and after the
vineyard is ready to be harvested, productivity is controlled by pruning in
the next 2-3 years and the yield is increased by 30-40%.

The period of full productiveness begins 4-6 years after planting vines
and lasts for the following 25-30 years. During this period, maximum
yield and grape quality is achieved. Yield may vary around 10-20% in
case of bud winterkill and 50% in case of shoot winterkill.

The period of vine aging and dying takes place at the end of the
ontogenetic plant development. It lasts from 4 to 6 years and is
characterised by the decreasing of shoots’ growing, by drying certain
branches of the vine skeleton, by decreasing the yield and worsening the
grape quality. When planting singling amounts up to more than 40% of
vines, maintaining vineyards is unprofitable and the next step is to clear
all the vines.

In order for the production in these plantations to represent a complete
process, it demands purchase and usage of certain technical assets (motor
and attachable unit machinery, drainage and irrigation systems), facilities
(warehouses, establishments for lodging products) and possession of a
specific road network.

Risks in viticultural production

Viticultural production is, like other branches of agriculture, under the
influence of social and economic factors and under a great influence of
environment conditions. These factors can have a negative effect on the
movement of the yield, consumption of production process factors, price,
etc.... Some of the factors can be affected by the investors, like the
following: dynamics of investment, consumption of certain production
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factors, selection of vines, etc. However, it is difficult to affect most of
the environmental factors, the market, the economic environment, the
economic policy of the country, etc. so it is very difficult to anticipate
them. For the purpose of overcoming these influences, the investors take
over various measures in order to increase the yield, decrease the
influence of the markets of commaodities, work and capital.

Given the fact that planting vineyard cultivations demands extremely high
investments per unit area, when rendering investment decisions on
planting vineyards, the investors should have information about their
acceptability and justification in the most adverse business conditions.

Risk management is one of the most important problems in the
investment analysis, since, when rendering investment decisions, one
cannot certainly predict future events. This is particularly distinctive for
agricultural production which is under great influence of environmental
factors that can cause certain risks, so investment evaluation is under
special attention when having to evaluate it in uncertain conditions. The
assessment of probable future events depends on the quality of the
available data, professional experience and applied methodology.

When analysing investments under uncertain conditions, we also analyse
their risk in circumstances that can be difficult to predict. The causes of
uncertainty can be internal and external and most commonly they affect
simultaneously.

The internal causes depend on the investors that invest assets into planting
cultivations and they are the ones that can usually affect them. Some of
these causes are as follows:

e Dynamics and investment opportunities,

e Consumption of certain production factors,

e Representation of certain vine kinds, etc.

The investor has no effect on the external causes, such as:

e Environmental conditions (soil and climate conditions, diseases
and pests, etc.)

e Market conditions (placement of grapes on the domestic and
foreign market, prices of raw-materials, price of grapes, etc.),

e Financial conditions (interest rates, method and deadline for
repayment, lease, etc.),

e Level of construction of the processing facility,
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Supply of adequate manpower,
Economic policy of the country (government investments, foreign
trade policy of the country, liabilities towards the country, etc.)

If the main causes for uncertainty are known, i.e. the risk of investing into
viticultural production, then the question is what can be done to reduce
and increase these influences.

The method of increasing the level of uncertainty (risk) of these
investments depends on various factors, such as:

type and intensity of the risk factor influence,

economic strength of the company and the farm,

qualification and professional capacity of the workforce,

the possibility of selecting different methods of financing,
availability of different markets for placement of grapes and for
the acquisition of production process factors, etc.

The risk that comes with these investments may be reduced or removed.

First, by introducing various measures such as:
e increasing stability of grape yield: introducing irrigation, better

protection from diseases and pests, timely performance of certain
business operations, adding the missing nutrients, insuring
plantations and harvests from various natural disasters, securing
adequate number of machinery and other equipment, securing
qualified workforce, etc.

reducing risks of the market conditions: representations of kinds
that are increasingly demanded on the foreign market, production
of grapes negotiated in advance for a known buyer and under
known prices, agreed connection between grapes manufacturer
with companies dealing with processing, distribution and sale, etc.
reducing risks of the financing conditions: by using fixed interest
rates instead of variable ones, by using lease instead of purchasing
machinery and other equipment, by using subsidized loans given
by the government and intended for encouraging the planting
process of perennial plantations, etc.

Second, by previously getting introduced to the acceptability of investing
into vineyard planting under the most adverse business conditions. These
conditions can affect various elements on which income and expenditure
depend on, i.e. economic efficiency of planting vineyards.
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The costs for planting vineyards

Cultural value of plantations is formed from two sets of costs:

1. The costs (investments) that are paid only once during the period
of planting. These costs are made in the beginning period or in some other
moment of planting. These costs include arranging, cleaning, levelling
and trenching the field. Afterwards, this group of costs includes costs for
marking lines and places for planting, preparation of grafts for planting,
digging holes, costs for setting up pillars and poles, anchors and wires.

2. Costs of culturing during specific years of planting. These
include costs for filling empty places with grafts, treatment, fertilization,
care and protection, as well as costs of harvesting and transporting
products (during the years with "low harvest").

Vineyards represent one of the most intensive methods for using land. For
this reason, it is necessary to make a rational organization of production
and work on the vineyard area. This included proper and economical
harmonization of all the production factors, starting from planting, over
utilization and to the realization of finished products. The height of
economic results in viticulture directly depends on the level of
harmonization of work processes for this production. Planting vineyards
includes selecting soil and organization of land territory, preparation of
soil, planting vines, attending young vineyard per years of establishment
and setting up points of support.

Land preparation for planting vineyards

Activities related to the preparation of land are performed before the
actual planting with large capacity assets and with little use of man
workforce. The activities related to the preparation of land include:
clearing, levelling, terracing, making soil fertile (fertilization and land
reclamation), trenching, immediate flattening, granulating the land topsoil
and disinsection of the land immediately before planting (Mili¢ and
associates, 2013).

After clearing and cleaning the remaining of the roots, it is necessary to
perform terrain planning and to flatten micro depressions, thereby
securing a free access to tractors with attachments, securing uniform
exuberance of all of the vines in the vineyard and securing atmospheric
waters to flow freely after having accumulated in the micro depressions.
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If there is, in the vineyards, a danger of atmospheric or underground
waters, it is necessary to resolve that problem, before planting, with open
drainage canal network or before building embankments for preventing floods.

The most appropriate moment for fertilizing with organic and mineral
fertilizers is before planting vines, fertilizing with larger amounts of
fertilizers for the purpose of repairing physical and biological properties
of the soil. Fertilizers are spread over the surface immediately before
trenching. The amount of organic fertilizers depends on the amount of
humus in the soil. Soils that are lacking humus should be fertilized with
manure in the amount of 5-10 cars per ha.

Based on the results of the chemical soil analysis, taking into account the
required supply of the essential nutrients, NPK (fertilizer containing
nitrogen, phosphorus and potash) fertilizers are added with melioration,
fertilizers with different formulations, e.g. NPK 7:20:30 or 5:20:30.

Deep tillage preceding the planting of vineyards is called trenching or
deep ploughing. This is an extremely significant agricultural and technical
measure since thereby favourable conditions are made for the rapid onset
of development and productiveness of the young vineyard. The depth of
trenching depends on the soil and its physical and chemical properties,
and it is ranging from 60cm (heavy soil) until 100cm (light, sandy soil).

The most favourable time for trenching is during the summer and in early
autumn. Trenched soil is left in the open furrow up until the planting
process so that, under the influence of the sun, rain and low winter
temperature, the soil can be granulated and so that it can accumulate a
large amount of humidity.

The total costs for planting 1 ha of vineyards amount to 15,738 EUR/ha
(Table 1). The costs for land preparation with trenching amount to 1,060
EUR/ha with a share of 6.74 % in the total costs for planting 1 ha of
vineyards.

The highest participation in costs for planting are the machinery costs
(97.2 %), which is expected, since the land preparation is performed
exclusively with high capacity assets and with small participation of man
workforce.
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Table 1. The cumulative summary of costs for planting 1 ha of vineyards
(Cordon cultivation form, row spacing 2,5x1m)

ESTENTS
TYPES
OF COSTs I 1 1l EUR/a | StT4ore
Land preparation with trenching 1,060.00 1,060.00 6.74
Immediate preparation of land and planting
4,828.00 4,828.00 30.67
Vineyard attendance in the first year
791.32 791.32 5.03
Setting up points of support 6.400.40 6.400.40 4073
Vineyard attendance in the second year
1,132.30 1,132.30 7.19
Vineyard attendance in the third year 1516.98 1516.98 9.64
TOTAL 6,679.32 | 7,541.70 | 1,516.98 | 15,738.000 100.00

Source: Author’s calculation
Planting vineyards

Vineyard planting should be performed in short period of time, which is
why it is essential to achieve good organization and synchronization of
the large number of operations that are carried out. During planting, the
following operations occur: marking roads, trails and locations for
planting grafts; transport and preparation of the planting material; digging
holes, treating grafts with insecticides, planting, fertilization, watering
and other auxiliary operations concerning planting.

Due to limited amount of time for performing a large number of
intertwined operations and because of the large number of hired workers,
it is necessary to create a plan of operation before the planting alone.
Based on the plan of operation, it is necessary to divide workload into
work groups. Each work group should be in charge for realizing a specific
operation. The method of dividing workload and of forming groups shall
depend on multiple factors and mostly on the method of planting i.e. if it
is performed manually or mechanically.

Planting vine graphs with hydraulic drills represents an efficient method

of planting. The principle of its operation is to, with a water pressure of 4
to 6 atmospheres, excavate holes. Its efficiency is reflected in the fact that
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it is possible to attach three hydraulic drills to one water tank, i.e. to
perform planting simultaneously in the same number of row. One worker
inserts the probe into the ground, the second sets the graft, the third lays
the ground onto the set grafts and the fourth one forms a hillock.

The costs of immediate land preparation and planting vineyards amount
to 4,828 EUR/ha with a share of 30.67% in the total costs while planting
1 ha of vineyards (Table 1). The highest share in planting costs is the
material — vine grafts (86.62%) and then labour costs (7.66%).

Attendance of plantations in the 1* year

Operations related to the attendance of plantations start before planting
and are performed during the entire period of culturing young vineyards,
usually for the period of the following three years. These operations
include various agricultural and technical operations with a common
cause of preparing young plantations for regular production. The growth
of vines, vegetative power of vines, formation time of the cultivation
forms and the moment of growing into full crop, significantly depend on
the timely and high-quality performance of these measures.

Operations that are performed after planting vineyards and which are
successively performed for the purpose of attending to the young
vineyard in the 1%, 2" and 3" year are various but essentially similar to
the operations that are performed during the regular production of grapes
with only difference in acquired effects. Therefore, the work organization
is similar, while noting that there is a different proportion in the number
of necessary workers and the structure of work per unit of capacity.

The costs of attending to a young vineyard are ranging in the interval
from 791.32 EUR/ ha in the 1% year, to 1,516.98 EUR/ha in the 3" year
with share of less than 10 % for the total costs of planting 1 ha of
vineyard (Table 1). The highest share in costs of vineyard attendance is
the material — vine grafts (86.62%), and then labour costs (7.66%).

Setting up points of support

Operations concerning setting up the points of support can be performed
during the first year, and they have to be performed before the beginning
of second vegetation. It is necessary to approach this type of business
very seriously since the performance of this business operation demands
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investing significant monetary assets. Most of the operations, which are
numerous in this working process, are performed manually. Primarily
there are operations connected to transportation and arrangement of
pillars, which is usually performed by a group of workers in charge of
loading and unloading. Secondly, there are operations relating to the
dispersion of pillars, digging holes for pillars and setting up pillars, which
is performed by another group. Finally, there are operation relating to
setting up and fixing the wires depending on the system of support point
and the method of cutting.

Pillars are usually set manually, whereby holes are dug with a shovel or a
drill. After putting pillars into dug holes, backfilling and tamping pillars
demand great workforce which increases the costs.

The costs of setting up support point when planting 1 ha of vineyard
totally amount to 6,409.4 EUR/ha with a share of 40.73% in the structure
of planting 1 ha of vineyard (Table 1). The costs for materials take up the
highest share (around 80%), and then labour costs (15.40 %) in the
complete costs for setting up points of support.

Attendance of vineyards in the 2" year

Attending to vineyards in the 2" year include almost the same operations
as the ones connected to the attendance of young vineyards in the 1% year,
with only difference of the fact that in the second year, it is necessary to
hoe up the vineyard in three separate occasions, to tie green shoots around
3-4 time during the process of vegetation. If the individual grafts are not
received or are damaged, refilling of empty locations is performed.

Attendance of vineyards in the 3™ year

Attending to vineyards in the 3™ year represents a continuation of the
working process started in the previous two years of attending to young
vineyard, noting that during this year the investment begins to accomplish
a certain income, i.e. this is the year when small crops have a little value.
As opposed to attendance in the previous year, in the 3 year there are
certain repairs of the points of support due to damage or lodging, then
foliar feeding of vines is performed alongside pulling though the green
shoots and arranging roads and trails.
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Conclusion

Since planting vineyards demands high investments, when rendering
investment decisions about planting vineyards, the investors should have
information about their acceptability and justification in the most adverse
business conditions.

The total investment value for 1 hectare of vineyard is 15,738 EUR/ha.
The costs for setting up the points of support in the amount of 6,409.4
EUR/ha accounts for 40.7 % for the structure of total costs for planting 1
hectare of vineyard. By representation, immediately after are the costs for
immediate land preparation and planting (30.67%).

For the purpose of developing local communities in Serbia by planting
vineyards, it is necessary to adjust to the region, to the economic power of
grapes producer, to help smaller producers and to plant vineyards with red
and white indigenous varieties of grapes in specific regions.

Notwithstanding the relatively high investments per unit of capacity, this
is a very profitable production. The profitability of this production can be
significantly increased by applying the modern agricultural technology in
planting and regular production, by achieving high quality of final
products, with good marketing, acceptable prices for customers, etc. The
advantage of our viticulture lies in the spatial and biological diversity,
favourable climate and tradition in the production of grapes. There is a
significant interest of farmers in viticulture which may bear fruit with
governmental stimulative measures and with the establishment of
associations.
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ECOLOGICAL CONSULTING AS A FACTOR OF INTEGRAL
LOCAL DEVELOPMENT!

Branko Mihailovi¢,? Vesna Parausié®

Abstract

New methods of investments decision-making require establishing a
network between economic, social and ecological criteria of resources
allocation. Using the consulting, which respects a situational approach in
the paper, can make a balance between economic efficiency, socially
responsible business and organic production standards. Development of
consulting services in the field of the environment protection and organic
production has been under the influence of Serbia accessing the
European Union. Approaching this market imposes stricter business
conditions, which reflect in tougher competition and numerous
regulations in the field of the environment protection, protection of
producers and consumers, etc. Previous experiences point out to a fact
that some sectors represent potential winners after the EU accession. The
potential winners are: tourism, transport, construction, financial services
and consulting services in the field of the environment protection.
Traditional processing industry needs modernization and introduction to
a marketing logic. The consulting services, connected to ecology and the
environment requirements are relatively new, but there considers that in
the future, this segment of consulting services market, will have a greater
significance.

Key words: ecological management consulting, quality standards,
consultants, organic production, sustainable development.
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Introduction

The consulting represents a specific activity of helping the companies'
managers to solve the problems in business for which they have no
enough expertness, knowledge and experiences. In modern market
economies, and especially those in which aspire to build the market
mechanisms, the consulting is a result of a need for adequate and timely
information, as a key factor of business success. Domestic companies
have done business in non-market conditions and had not made
professional and dynamic managers, who manage the changes
successfully. Necessity of overall transformation requires knowing the
specific activities and interventions, which are a catalyst of building the
efficient companies of market economy (Mihailovic, 2007).

In agro-business sector, the consulting represents one of the most
important factors of business modernization. In support of this statement
should state a confirmed fact that investments in the consulting (and
agricultural researches) bring around 40% of an average rate of earnings,
which is “much more than other investments in agricultural development”
(Van den Ban and Hawkins, 1996). The consulting services market
research in Serbia has determined that there is significant demand for the
consulting services in agro-complex, in the field of production
standardization (Mihailovic, 2011). In accordance with the companies'
needs in agro-complex of Serbia, it is useful to formulate some directives
for a consultant's selection in this field, and especially for realization of
quality management system in the organic food production.

In implementation of the quality management system, some of the
companies in agro-complex of Serbia decide to depend on their own
personnel, but some of them use the external consultants' services.
Selecting a consultant is very important for an organization, while there
should provide that a resulting system of the quality management should
be capable to fulfil all goals, which the organization had planned in the
best and the most efficient way. Even when use the consultants' services
for the quality management system, inclusion and devotion of the
organization's top management are key factors for realization of the
quality management system.
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This international standard was dedicated to providing instructions
regarding the factors that should be considered, when chooses a
consultant for the quality management system. It can be used by the
organizations for the quality management system in selecting a consultant
capable to fulfil their special needs, expectations and goals, while
realizing the quality management system. It could be also used by: a)
consultants for the quality management system, as the instructions for
consulting on the quality management system, and b) consulting
organizations, for a consultant’s selection for the quality management
system (Directives for a consultant's selection for the quality management
system and his services use, 2005).

Concept and types of ecological consulting

Ecological factor gets its significance, which creates a demand for special
consulting services regarding projection and installing of equipment for
reduction/elimination of pollution. The investments value on the global
ecological market has increased from 379 milliard USD in 1995, to 518
milliard USD in 2000 (Jankovic, 2006, pp. 581-588). At the same time, it
Is important to emphasize also the existence of increasing specialization
of consultants for specific fields. Aiming to fulfil the organic production
standards, it is necessary that consultants have new highly-specialized
knowledge. The consultants’ specialization (so called. SMS — Subject
Matter Specialist) means knowing well the specific fields, like socio-
economic consulting, ecological consulting, as well as getting to know
with new regulations and standards in the EU.

Consequentially, the assumption of successful consulting is continual
education of consultants and exchange of business experience and
innovations, through consulting associations. In regard to it is also the
existence of development strategic planning and connecting to AKIS
(Agricultural Knowledge and Information System) and different centres
for consultants’ education. It can be special centres for that purpose, but
the most often, those are faculties, research institutes, schools and
different institutions, which, depending on the consultants needs, provide
additional education. In that way, the consultants enrich their knowledge
and dignify business experience. Acquired knowledge further carries over
and provides solving concrete business problems of clients. The research
results (Socially responsible business in Serbia, 2005) point out to
underdeveloped consciousness on socially-responsible business, although
are noticeable some positive moves, in sense of compatibility

193



development with up-to-date business concepts in developed market
economies. For mass application of the previous concept is necessary the
transition ending, by which make assumptions for application of a triple
bottom line principle, which appreciates economic, social and ecological
criteria (Djuri¢in, 2006).

The consulting services in the field of the environment protection and
ecological management provide certain scientific-research organizations
(institutes), Serbian Chamber of Commerce, consultative bodies of some
ministries, as well as private consulting organizations, which, within
business offer, have services of ecological management. In the field of
ecological management are at least three types of consulting projects: 1)
diagnosis of ecological terms, socially-responsible business and
sustainable development, 2) education and implementation of ecological
production standards, 3) interventions in production and technology. The
consulting organizations offer depends on needs, i.e. demand on the
consulting services market. At the same time, the offer is influenced also
by human resources potential of the consulting organization. The most
important are experience and expertness of the consultants, which provide
to be cooperative with the clients requirements regarding the ecological
management. The most significant support of consulting services notices
also in the field of ecological clusters' forming. IN Serbia, the initiatives
for clusters forming are also present in the ecology field. Companies —
members of the Serbian Ecological Cluster are authorized for taking over
and recycling of specific types of hazardous and non-hazardous wastes. It
Is important to point out that, all the companies — members of the cluster,
have every technical condition, like necessary documentation for
recycling and taking over the waste. The companies — members of the
cluster, are authorized service providers in activities showed in the table 1
(Mihailovic, 2011).

The experience has shown that the most chance for success have those
clusters (initiatives), which have a consensus on mutual goals and
activities, which have a clear frame for cooperation and based on own
initiative. In Serbian economy, during the Pilot Clusterization Program,
these are, at the same time, the biggest problems. Successful work of the
cluster is limited by high level of the members’ distrust, lack of
understanding of cluster concept, a desire for horizontal association
without readiness for deeper cooperation, insisting on individual
problems, fear of loosing the autonomy in business decision-making.

194



At the same time, absence and underdevelopment of institutional and
infrastructural support largely hinder these processes in Serbian economy.
The cooperation between universities, scientific-research organizations
and economy sectors, is not sufficiently developed (Program for
development of business incubators and clusters in the Republic of
Serbia, 2006).

Table 1. Fields of consulting services within ecological cluster

= Consulting in the field of implementation 1SO 9001, ISO 14001, EMAS, BSI
OHASAS 18001, HACCP/Codex Alimentarius, EUREPGAP, ISO 17025, 1SO 22000

= Making reports on strategic assessment of plans and programs influence on the
environment

= Making integral local plans of waste management in municipalities

| = Writing projects for applying for credit assets with domestic and foreign donors |
| = Making and implementation of LEAP (local ecological action plans) and Agenda 21 |

= Consulting services in the field of law and policy of the environment protection

= Lectures and trainings according to your wishes in the field of management system and
the environment protection

= Making the assessment study of influence on the environment and making all
following requirements through all phases of influence on the environment assessment
procedure

| = Making risk assessment from chemical accidents |

| = Expertise in the field of eco-toxicology |

=  Production and sale of equipment for disposal and recycling of secondary raw
materials

Source: Mihailovié, B. (2011): Development of consulting services in
Serbia and their influence on company performances in agrocomplex,
monograph, Institute of Agricultural Economics, Belgrade, p. 117.

Conditions for organic production in Serbia

There are natural conditions in Serbia for development of organic
production, which reflect mostly in unpolluted agricultural areas, as well as
in existence of households in mountain areas with the entire cycle of
vegetable and livestock production. The production, processing and market
placement of the organic food have to be harmonized with the international
standards and with the law on organic food production in Serbia. The
organic agriculture is based on application of specific methods of the
organic production. It gets its more significance by bringing a man closer to
nature, from which he had become renegade; it makes almost complete
harmony with the environment preservation requirements and finally, it
provides to population to feed with the products made by natural processes,
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using organic and mineral matters (Kati¢ et al., 2008, pp. 267-276).
Accordingly, the organic production goals are the following: production of
sufficient amounts of high-quality food; up keeping and increasing long-
term fertility and biological activity of land by using biological, mechanical
and methods adjusted to local conditions; protection and up keeping of
biodiversity in nature and agriculture, on a farm and its vicinity, by using
sustainable production systems; maintaining and preserving the genetic
biodiversity by paying attention to genetic resources management on the
farm, recognizing domestic knowledge and traditional producing system
significance, their protection and apply in education (Mihailovic et al.,
2007, pp. 81-94). Numerous goals stated in Codex Alimentarius can be
added to those goals, such as: promotion of renewable resources in locally
organized agricultural systems, managing agricultural products in a way by
which will keep the organic integrity and a vital quality of products in all
processing stages, etc. As these goals cannot be measured easily, the best
way is to insure their realization in practice and to make a difference
between the organic and conventional production and to adopt procedures,
official rules, as on the national, as well as on the international level.
Development of the organic production implies introduction with the
IFAOM standards, by which suggest and determine a minimum of
requirements for the organic production (Mihailovic et al., 2007, pp. 81-
94).

The Republic of Serbia has very favourable conditions for setting up this
type of production. The environment is preserved, especially in mountain
regions, which occupy 71.5% of central part of the Republic of Serbia, or
51.7% of the entire republic territory (Kati¢ et al., 2008, pp. 267-276).
Most of these areas have high-quality water, clean air and are remote
from highways and other sources of the environment pollution.
Accordingly, the organic production realizes by very high criteria and it is
regulated by special decisions. These regulatory rules exist in Serbia, too,
and are well coordinated with the EU legislation. The area in which
collect wild plant species from natural habitats, by the organic production
method, in 2009 was amounted around 1,000,000 hectares, while arable
land on which applies the organic production methods was amounted
around 1,200 hectares. The organic production is based on an essential
connection between agriculture and nature, with a focus on respecting the
natural balance. By the organic production and supply of health-safety
food creates pre-conditions for motivating export and improvement of
socially-economic position of rural environment and the national economy.

196



Consultants for a quality management system

The standards give the production a common language. In this way
communication is easier, and marketing more successful. The
standardization helps producers to insure a product which is required and
can be sold, while helps buyers to get the quality they want. Big
supermarkets associations introduce the quality standards, which the
production has to fulfil. Those standards refer to bio-chemical
characteristics, external look (mass, colour, diameter of fruit) and
presence of harmful matters (nitrates and heavy metals, pesticides'
residuals, phyto-hormones). It is about, primarily, EUREGAP 13 for
agricultural production and HACCP in processing industry (Presna et al.,
2006). Those standards appeared as consumers reaction to a phenomenon
of unsafe food during the livestock diseases epidemic (mad cow disease,
foot-and-mouth disease), as well as of fear from introducing the
genetically modified food. The EUREGAP is the standard which covers
all main aspects of production, like managing land, crops growing and
gathering. It also deals with pollution issues, labour treatment and
environment protection. It follows the production from sowing (analyzes
origin of seeds and soil history), through growing (follows the use of
herbicides, pesticides and fertilizers — quantity, type, quality, place and
method of application), irrigation and gathering (hygiene level and a way
of storing), to packing, transport and placing a product to a store shelves.

The standard HACCP represents a system which identifies, considers and
controls risks, important for food safety. The risk includes biological,
chemical or physical agents in food, with potential to cause unfavourable
activity to human health. Needs for the HACCP are caused by the
following factors: increasing number of polluters, increasing care of
health due to hygienic food contamination, increasing risk of diseases
caused by chemical problems in food production, new technologies and
life styles and reducing threshold of the people, and also the world trade
requires the international harmonization. The HACCP provides numerous
advantages. The most important are the following: provides a preventive
system for food production, more effective and more efficient supervision
by the government with less inspection, responsibility for food safety
transfers to industry, helps food producers to be more competitive on the
global market. A stimulus for higher organic production in Serbia is small
and medium companies in the field of fruit processing. The HACCP
standard (hazard analysis of control critical points in production) in
Serbia has introduced 12 companies in the field of fruits and vegetables
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processing (Malina Produkt, Mondi Food, Sirogojno, Hibrid, Libertas,
Flora, Vuli¢ Vuli¢, Jevremovac ABD, Zadrugar), while the firm Libertas
from Sabac, which deals, except processing, with growing fruits and
vegetables, has got the first EUREGAP certificate in Serbia. Although,
still high percentage of Serbian producers and processor of food, poorly
or not at all, have been introduced to the food safety standards.

Taking into consideration that there is a great demand, in Serbia, for
consulting services in the field of introduction and implementation of
standards in production and quality management, there will consider
necessary professional competence of the consulting organization for this
type of consulting projects. The factors of its professional competence
represent more developed and, to some extent, modified form of
previously stated determinants of a consultant's competence. When
chooses a consultant for the quality management system, the organization
should evaluate if the consultant has the competence which suits to a size
and a content of the consulting services, he should provide. The
competence has been defined in ISO 9000, as a demonstrated ability for
application of knowledge and skills. As such, it comprises: personal
characteristics, education, knowledge and skills, knowledge and skills
specific for the quality management, knowledge and skills specific for the
organization, work experience, keeping and improving the competence
(Directives for selection of a consultant for the quality management
system and its services use, 2005). The personal characteristics contribute
to a successful activity of the consultant for the quality management
system. Generally, the consultant for the quality management system
should have numerous personal characteristics, which will help him
during his work in a company. The consultants for the quality
management system should have adequate education, necessary for
implementation of knowledge and skills in regard to the provided
consulting services. Besides, from the consultants for the quality
management system are expected to understand and apply the relevant
international standards (ISO 9000, Systems for quality management —
Groundwork and dictionary; ISO 9001, Systems for the quality
management — Requirements; 1SO 9004, Systems for the quality
management — Guideline for performances’ improvement; 1SO 19011,
Guideline for checking the quality management system and/or a system
for the environment management), as well as other relevant international
standards. Also, the consultant must know other standards necessary for
the consulting services.
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The consultants for the quality management system should have a general
knowledge on: a) standardization, systems for certification and
accrediting on the national and international level, b) processes and
procedures for the national certification of products, systems and
personnel. The consultants for the quality management system must know
some appropriate principles, methodologies and procedures and to be
capable to apply it.

The next list points out to such fields where the consultant's experience
and ability can be useful: principles of quality management; tools and
techniques for permanent improvement; adequate statistical techniques;
methodologies and techniques for checking; principles of the quality
economy; team work techniques; PDCA (Plan-Do-Check-Act)
methodology; methodology of policy development; techniques of a
process mapping; techniques for problems solving; techniques for
tracking satisfaction of users/employees; brainstorming methods. Being
introduced to the law requirements and other regulations, which refer to
the organization activities and the consultant's workload, are important for
the consulting in regard to the quality management system. However,
there cannot be expected from the consultants for the quality management
system to have the experience in application of this knowledge before
starting their services. The relevant knowledge in this field considers
typical requirements from the law and other regulations for the
organization's products (for example, from ISO 9001).

The companies in Serbian agro-complex agree in one: the consulting
services price issue cannot be more important than professional integrity
and professional competence of the consultant (Mihailovic, 2011). On a
scale of 1 to 5 (1 — the least important criteria of a consultant's selection, 5
— the most important criteria of a consultant's selection) of a consulting
service price has the lowest average grade (3.8), opposite to the
professional competence with the highest grade (4.66). The results of the
empirical research coincide with recommendation of some international
consultants association. For example, the International Federation of
Consulting Engineers — FIDIC, suggest the clients to choose a consultant,
according to his ability, not the price. A consultant, as a rule, forms a
price and collects the service in accordance to a common practice in the
profession, by which the consulting services' payment method negotiates
before the business starts. If the price departs (higher or lower) from the
usual market price, than is necessary to inform the client about the
deviation reasons.
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The analysis of the required price often opens a question of a project task
form and personnel necessary for its realization, so it should also be
considered and précised at the beginning of negotiations.

In that way will eliminate at the start unfavourable occurrences, which
can seriously disrupt set good relations between a consultant and a client,
and the least misunderstandings can jeopardize implementation of
contracted business.

During the analysis of a consultant's offer, before he accepts it, a
management of a company/client pays special attention to how it is
correct, i.e. if it includes some unnecessary and unfavourable items:

= Consultant has suggested too expensive approach (e.g. broad data
collection, using more samples than necessary, elaboration of
oversized number of alternatives, supply of expensive patent
systems or equipment — hardware, etc.).

= Proposal of the project anticipates engagement of highly-
professional and more expensive experts (more senior consultants)
than necessary in that case,

= Consultants suggest their people for jobs the client can do by
himself or with some training and directing (Kubr, 1995).

The consulting services, connected to ecology and the environment
requirements, are relatively new, but there considers that in the future this
segment of the consulting services market will have more significance. In
support of this conclusion is a fact that this sector strengthens in many
countries, which have joined the EU. What is sure is that those services
are interdisciplinary.

The consulting organizations, which basic activity is accounting,
managerial and engineering consulting are present also in this market
segment.

Table 2 shows an aptitude of services connected to ecology and the
environment requirements toward trade. It is about the following
consulting services: managing waste and pollution, issues of regulation,
working environment and safety.
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Table 2. Commercialization of consulting connected to ecology and the
environment protection

. i Information Local Aptitude for
Services Description Local presence
technology knowledge trade
Managing waste |Advices for clearer [Necessary to In some casses is [Good
land pollution production know materials useful to know
technologies and  |in a client's climatic
aste removal production conditions and
system lenvironment
conditions
IAdvices for rules  |Not necessary Necessary to Poor
Regulation issues [concerning the know intensively
lenvironment and local rules and
regulation regulations
\Work environment|Advices for Necessary to Data baseson  [Necessary to Poor
and safety improvement of  [know previous know local
orkers' safety at  |organization of a jaccidents, toxic working culture
ork. Suggestion oficlient's materials etc. land regulation of
measures for production work safety
increasing system
satisfaction at work

Source: The Tradability of Consulting Services and Its Implications for
Developing Countries, UNCTAD, New York and Geneva, 2002., p. 157.

The manager's task is to change production, marketing, as well as using
products or services, or performing the activities in accordance with
scientific and technical acknowledgements, in order to prevent a serious
or irreversible degradation of the environment.

At the same time, there is necessary to measure the effect of
environmental protection, to perform regularly the environment
protection checking and assessment of adjustment with the internal
requirements of a company, legal requirements and other regulations. In
this way will provide contribution to preserve the favourable conditions
for the organic production development in Serbia.

Integral local development and some aspects of environmental
protection

With occurrence of new challenges of globalization, significant interest
has been directed to development of new methods for solving diverse
business influence in the society. Many of those influences are far-
reaching and profound. Just to mention some, as:
= Environment pollution caused by production, transport and using
products as cars, refrigerators or newsprints.
= Increasing problem of waste disposal and its management as a
result of excessive packaging.

201



= Devastating results for individuals and local communities, due to
closure of the local companies, reduction of their size and
number of employees, which is an experience well known in
Europe, from South Wales in Great Britain, to the countries of
Central and East Europe.

= Erosion of local cultures and surroundings owing to a
penetration of mass tourism in places like: Mallorca fishing
villages, Swiss alpine communities, as well as ancient Roman
monuments.

After the Earth Summit, held in 1992 in Rio de Janeiro, a concept has
imposed as the one which should be at full length applied (although it had
not been unilaterally accepted). It is about a new conceptual frame for
evaluation of not just business activity especially, but also industrial and
social development generally. That concept is the sustainability concept.
The sustainability has started to be a common expression in a rhetoric
regarding a business ethics, so its uses in full length by corporations,
governments, consultants, scientists, etc. Despite the wide use,
sustainability is a concept which is used and interpreted in different ways
(Dobson, 1996). Probably the most common use of the expression is
related with the sustainable development, which usually defines
sustainable development as: Development that meets the needs of the
present without compromising the ability of future generations to meet
their own needs (World Commission on Environment and Development, 1987).

This definition, however, represents only a basic idea of a widely deniable
expression, which was also a subject of enormous series of different
conceptualizations and definitions. Thus, along with all the caution
against an unquestioning acceptation of any interpretation, on a basic
level, it seems that sustainability primarily refers to the system
preservation, as well as to the fact that our activity does not affect the
systems (for example, Earth or biosphere) in a way that their long-term
sustainability is jeopardized. Focusing on the sustainable development
and the future generations potential to satisfy their needs, sustainability
also faces reflections on inter-generational capital, i.e. on equality
between one generation and another. For a long time the sustainability
concept has substantially stayed a synonym for human environment
sustainability. Recently was yet enlarged not only to the environment
considerations, but also to the economic and social development
(Elkington, 1998). This sustainability concept enlargement has emerged
not only for the reason that it is impractical, sometimes even impossible,
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to analyze the sustainability of natural surroundings without the
consideration of social and economic aspects of relevant social
communities and their activities. The second argument for this
consideration continuation is if the capital should enlarge to the future
generations, then it is logical that it also should be enlarged to those in the
existing generation. Thus, one of the primary goals set by the World
Commission for Environment and Development is to uproot the world
poverty and inequality. As it is noticeable, sustainability can be observed
through three components: ecological, economic and social. It refers to a
definition: “Sustainability refers to long-term system preservation in
accordance to a man’s environment, economic and social development*
(Djuricin, 2006). Maintain the subtle balance between industrial
development and environmental conservation leads to redefine the
existing resource combinations due to the costs of transition to new
technologies friendly to the environment. Although the definition is
meant for determination of a basic content of sustainability concept, it is
obvious that sustainability as a phenomenon represents a specific goal,
which should be achieved. Shaping the sustainable development as the
goal of the business activity of a company is the most complete expressed
through a “triple bottom line” concept. The “triple bottom line” is a term
which has been formulated and strongly pleaded for, by John Elkington,
director of the Consulting Agency for Sustainability Strategies and the
author of many esteemed books on corporate environment. His opinion on
this concept was based on the fact that it represents an idea that business
is not related only to one goal which reflects in maximizing economic
value, but he added the enlarged set of goals, which implies including the
environment and a wider social community. From this point of view it
should be clear why sustainability is a new goal, potentially important for
business ethics. However, in order to develop clearer picture on what
these three sustainability components represent for the business ethics,
one must analyze each of them.

Perspectives related to the environment protection. The sustainability
concept is generally considered that it has emerged from the environment
protection perspective, especially in forestry, and later also in other areas
of resources management. Indeed, in this moment there is still quite a
widespread perception in business (although we believe it is wrong) that
sustainability is often a concept of man’s environment protection.
Thoroughly sustainability principle in the perspective of the man’s
environment protection comprises an effective management of physical
resources, in a way to be preserved for the future. All bio-systems are
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observed as the ones with limited resources and finite capacity, and
thereby also the sustainable human activity must work at the level which
does not jeopardize endangered species health. Even at the most basic
level, these problems point out to a need to eliminate a certain number of
critical business problems, like influences of industrialization on
biological diversity, further use of non-renewable resources as oil, steel
and coal, as well as the production of harmful environment polluters.
Although those relations also increase the economic growth issue, as a
vexed question remains if the future generations could really realize the
same life standard as us, without cancellation of increasing production
and consumption trend. Consequently, ecological factor gets its
significance, which makes a demand for special consulting services
related to projection and installation of equipment for reduction/prevention
of pollution (Cvijanovic, Mihailovic, 2010, pp. 99-106).

Economic perspective. The economic perspective of sustainability has
emerged from the economic growth model, which assess capacity limits
of the planet Earth. Understanding that a continuous growth of population
number, industrial activity, resources utilization and the environment
pollution can lead to the life standard reduction, have initiated the
sustainability occurrence as a way of thinking which would insure that the
future generations will not be in an unfavourable position due to activities
and choices of the existing generation. In time has expanded the opinion
on improvement of sustainability macroeconomic comprehension. Such
opinion implication on the business ethics have appeared at different
levels. Narrow concept of economic sustainability focuses only on
economic performances of the corporation. The management is
responsible only for development, production and market of those
products which ensure long-term economic performances of the
corporation, without respect for the environment and society
requirements. Paying bribes or forming cartels, for example, can be
considered economically unsustainable, while these activities jeopardize
long-term functioning of the market.

Social perspectives. Development of the social perspective related to
sustainability usually comes after the ecological and economic
perspectives and stays relatively new, as a phenomenon. Explicit
integration of social problems into the business discourse about
sustainability could be seen as a phenomenon during the '90s, and, first of
all, seems as answer to a worry regarding the business activities influence
on autochthonous communities in less developed countries and regions.
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Introduction of social reflection within the sustainability area has
characterized a significant shift in this concept’s interpretation. A key
question in the social perspective is the one concerning the social justice.
Regardless to an impressive progress of life standard, the UN, during
2005, had issued the Report on Social Situation in the World, which had
identified a constant deepening of inequality on the planet. With 80% of
the world gross domestic product, which belongs to one milliard people
living in developed countries, and the rest 20% shares 5 milliard people
who live in developing countries, as it is stated in the Report, was
suggested that “solving the inequality must secure a social justice and
better life conditions for all the people, which is unachievable in this
moment, so the communities, countries and regions are still vulnerable to
social, political and economic subversion” (The Report of the World
Social Situation, 2005). More concrete, in the Report is stated that there is
“an increasing chasm among qualified and unqualified workers, the
chasm among formal and informal economy, as well as significant
differences in health care, education and opportunities for social and
political participation” (The Report of the World Social Situation, 2005).

Although the UN had determined the goals, they, in effect, represent a
government responsibility which should achieve them. Some of them
have very direct implications for business, while the others refer to wider
environment in which companies have to do business. In regard to this
enlarged set of expectations, which are put in front of business in
accordance with the concept of “Triple Bottom Line”, there are many
significant implications regarding the way in which should be observed
the business ethics. Aiming to achieve sustainability in previously defined
areas, maybe expects too much nowadays. There are negligible products,
firms or industries which could reliably claim that they are sustainable in
the full sense of the word. Nevertheless, with the concept of sustainable
development widely promoted by governments, companies, non-
governmental organizations and academic communities, which is
obviously important in order to understand full implications and evaluate
the business ethics application, at least according to potential contribution
to sustainability. The programs of support to the sustainable development
(primarily rural development) can have more significant effects if they are
directed to competitiveness, innovations and employment in rural areas.
By introduction of the rural development local strategies (LEADER
approach), through stimulating interest of the local population by their
active participation and creating the local action groups (LAG), the social
capital in these areas can significantly increase. The EU Agrarian Council
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adopted in 2005 a fundamental reform of rural development policy for the
period 2007-2013 (Regulation EC No. 1698/2005). The new rural
development policy has set exactly the LEADER initiative as a leading
approach in distributing support and has notably simplified the
procedures, and these are the following “axes” in the period until 2013:
Improvement measures, i.e. increase of the agrarian sector
competitiveness; improvement of the environment and rural environment
through the support to land management; economic diversification and
improvement of life quality in rural areas; and the so-called, “horizontal”
component or fourth axis of financing and conducting the rural
development policy — the LEADER approach. Integrative approaches in
the local development have been useful in the previous period, especially
in sense of the local capacities construction and assistance to the
government agencies and to the Ministry of Agriculture, Forestry and
Water Management of the Republic of Serbia. Positive influence reflects,
first of all, in creating the adequate support measures and more qualitative
assessment of the specific measures’ effects on the local development.

Conclusion

Liberalization of domestic economy means not just the international
competition, but also stricter business conditions. New terms of business
competition imply understanding and implementation of regulations in
the field of the environment protection, health care, safety, protection of
producers and adequacy of a product. The managers in Serbia have no
sufficient business experience in market conditions, so they need support
in knowledge, skills and introduction to the organic production standards.
Consulting appears to be a good form of this support. Condition of our
companies and insufficient managerial abilities and skills contribute to the
consulting actuality role in understanding and accepting the standards
referring the organic production. Accordingly, in this paper was pointed
out to the significance of the consulting services in the organic production
affirmation in Serbia and identification of its development limit. There
was also analyzed the consulting contribution to the organic production
development in context of compatibility with socially-responsible
business and a concept of sustainable development in Serbia.

In Serbian companies has dominated the production orientation which has
not accepted the market requirements. Domestic companies have lost a
brand and the traditional markets. Coming out from the crisis requires a
constitution of market-oriented companies, which implies a series of
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structural changes, directed to improvement of business efficiency and
adjustment to the market requirements. Development of companies in the
transition conditions requires many expertises, abilities and skills in
comparison with developed market economies, where there is great
accumulated knowledge and experience. Modern production implies
modern technologies. In that sense, aiming to fulfil the EU standards, it is
necessary for the consultants to have new, highly-specialized knowledge.
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NICHE POLICIES AND TENDENCIES ON THE ROMANIAN
ORGANIC PRODUCTS’ MARKET

Dan-Marius Voicila§l

Abstract

We are presenting the organic farming in Romania, the general
background, the legislation bearing on it, the institutions created to
coordinate this activity, the evolution of areas and productions,
organization of producers, trade, the new challenges in the filed,
tendencies and traditions. By this paper we would like to put in evidence
the importance of the organic products on the present market
characterised by high competitiveness and niche opportunities. For the
analysis, we use long time series data based on statistical data provided
by the National Institute of Statistics of Romania, the Ministry of
Agriculture and various publications in this field. The conclusions and
results of the paper will underline the present market tendencies, the
opportunities of the Romanian business environment, the benchmarks for
policy makers, niches alternatives and the level of the Romanian organic
products market on a competitive global market.

Key words: Organic products, Niche market, Policy, Tendencies, Romania
Introduction

Organic foods are foods that are produced using methods of organic
farming with limited modern synthetic inputs such as synthetic pesticides
and chemical fertilizers (http://en.wikipedia.org/wiki/Organic_food).
Organic foods are also not processed using irradiation methods, industrial
solvents, or chemical food additives.

A niche market is a focused, targetable portion of a market. By definition,
then, a business that focuses on a niche market is addressing a need for a

Associate professor Ph.D, Senior researcher IIl, Romanian Academy-Institute of
Agricultural Economics, “Casa Academiei” - Calea 13 Septembrie 13, sector 5,
Bucuresti, Romania, +40722398119, dmvoici@yahoo.com
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product or service that is not being addressed by mainstream
providers. You can think of a niche market as a narrowly defined group of
potential customers. Niche markets are segments within your larger target
audience that have similar demographic, buying behavior and lifestyle
characteristics (Archer,C.,2013-University of Arizona). Small business
owners often function as niche companies, targeting a specific industry or
type of consumer. Through strategic marketing tactics, specialized
industries can use marketing and advertising to directly appeal to their
niche market. Some advantages of using niche marketing include lower
levels of competition, and the ability to set products and services at
premium prices. Reaching target markets are more effortless and more
directed. The main disadvantage of niche marketing can be attributed to
greater difficulty in gaining high profit levels due to smaller market size
(truetobusiness.com).

In the same time, competitiveness is the ability of a firm or a nation to
offer products and services that meet the quality standards of the local and
world markets at prices that are competitive and provide adequate returns
on the resources employed or consumed in producing them
(Businessdictionary).

The paper discusses and analyses the concepts mentioned above, the
policies in the field and tendencies observed during the last years on the
Romanian market.

Material and methods

For the analysis, we use long time series data based on statistical data
provided by the National Institute of Statistics of Romania, the Ministry
of Agriculture and various publications in this field. We split the analysis
in two distinct periods: the organic market before European Union (EU)
accession and after EU accession. In the same time, we use the partial
results from the FP7 Project COMPETE (International comparisons of
product supply chains in the agro-food sectors: determinants of their
competitiveness and performance on EU and international markets),
leaded by IAMO (Halle/Saale-Germania), which started in 2012 and lasts
three years. The project is the result of the cooperation of the consortium
established and comprises sixteen institutions from ten countries, financed
by European Communities and co-financed by National Ministry of
Education. The Institute of Agricultural Economics-Romanian Academy
is partner in this consortium.
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Legal framework

The legal basis of the organic farming system was established in the
1990s by the Commission Regulation (EC) no. 2092/1991 regarding
organic farm production and the indications for their presentation as
agricultural and agri-food products.

At the national level, together with the signing up of the Association
Agreement and the initiation of the EU accession negotiations —
Romania’s legislation had to get in line with the EU legislation.
Following this process, at present, Romania’s legislation complies with
EU requirements and orientations.

The main normative acts, produced are: Government’s Emergency
Ordinance (OUG) no. 34/2000 on the organic agri-food products,
approved by Law no. 38/2000; Government’s Decision no. 917/2001, for
the approval of the Methodological Norms for the application of
provisions from OUG no. 34/2000 regarding the organic agri-food
products; The Joint Order no. 417/2002 and no. 110/2002 of the Minister
or Agriculture and of the President of the National Authority for
Consumers’ Protection; Order no. 70/2002 of the Minister of Agriculture
on the establishment of the Commission for Organic Farming
Development in Romania; Order no. 527/2003 of the Minister of the
Agriculture for the approval of the Rules on the inspection and
certification system and the accrediting conditions for the inspection and
certification bodies in organic farming; Order no. 721/2003, of the
Minister of the Agriculture for the approval of Rules on the import and
export of organic agri-food products; Order no. 153/2006 regarding the
approval of the componency of the Commission for the accrediting of
inspection and certification bodies in the organic farming sector, which
inspects and controls the operators on Romania’s territory; Order no.
317/2006 regarding the modification and completion of the Annex to the
Order of the Ministry of Agriculture and of the President of the National
Authority for Consumers’ Protection no. 417/110/2002, for the approval
of the Specific labelling rules for the organic agri-food products; OUG no.
62/2006 for the modification and completion of OUG no. 34/2000 on the
organic agri-food products; Law no. 513/2006 on the approval of OUG
no. 62/2006 for the modification and completion of OUG no. 34/2000
regarding the organic agri-food products; Order no. 219/2007 on the
approval of Rules regarding the organic farmers’ official registration. All
these provide information, rules and norms necessary in this field like: the
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authority responsible for organic farming; the general rules and principles
of organic production; the duration of the conversion period; the
inspection and certification system; the list of accepted products to be
used by the organic farming practice; the list of ingredients and
processing methods that can be used in the preparation of organic
foodstuffs; sanctions etc.

Institutional framework

In Romania, the governmental policy is elaborated and coordinated by
Ministry of Agriculture and Rural Development (MADR), under which
the Office of the National Authority for Organic Products (ANPE) is
operating, which is the authority in charge of the organic farming sector.
ANPE has collaborated with different agencies, education and research
institutions, foundations, among which we can list the following: The
National Agency For Agriculture Consultancy — ANCA (no longer exist
nowadays); The Academy of Agricultural and Forestry Sciences — ASAS;
Higher education institutions, agricultural research institutes and stations;
The National Organic Farming Federation, whose activity is based on the
“sustainable development principle”, a development type which should
not disable the next generations’ access to a clean environment.

The Ministry of Agriculture has established an action plan for the
development of the domestic market of organic products, which includes:

- The intensification of actions promoting the organic farming concept;

- The improvement of information on organic farming practice, and the
qualification of the participants in this sector;

- The increase of areas under the experimental modules “‘organic micro-farms”’;
- The delimitation of organic farming areas;

- Support to farmers during the conversion period,;

- The creation of an information system accessible to farmers.

Market organization

At the beginning of the Romanian accession into EU (2007), the
following organizations were registered at MADR, with attributes or
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concerns in organic farming, rural development, environment protection
and sustainable development?: The Association for ecological agriculture
“agri-eco”, with the headquarters in Cluj Napoca, the professional
Organization ,,Agroecologia” — Cluj Napoca, the Association of the bio-
farmers in Romania ,,BIOTERRA” — Cluj’ county, the Romanian
Association for Sustainable Agriculture — Calarasi County, the
Association ,,Terra Verde” — Bucharest, the Association of the Bio-
poultry breeders in Romania — BIOAVIROM - llfov County, the
Association for the organic farming development in Romania, “Ecofocus”
— Bucharest, Ecorural — Bucharest, the Association for the Environmental
Protection and ecological agriculture ,,TER’’ — Bucharest, the Foundation
,Mama Terra” — Bucharest, ,,The National Association of the
Agricultural Consultants” — Bucharest, the Academic Foundation for
Rural Progress ,,TERRA NOSTRA” — lasi, ,,The Ecologist Society in
Maramures” — Baia Mare, ,, The Foundation for Rural Development in
Romania” — Bucharest, ,, The Ecological Group for Cooperation
Bucovina” — Suceava, the Foundation ,,Business School Mehedinti” —
Drobeta Turnu Severin, the Society ,,Avram lancu” — Cluj Napoca, the
Foundation ,,The Operation Romanian Villages” — Bacau county, ,,The
Ecological Club Transylvania” — Cluj Napoca, ,,The Romanian Rural
Foundation” — Timisoara, ,,Bioclub Cluj” — Cluj Napoca, ,,the Group of
Gardeners Biodynamics” — Targu Mures, ,,the Romanian Association for
Applied Biofarming” — Arad county, ,the Centre for Ecological
Consulting Galati” — Galati, ,,the Association for Environmental and
Nature Protection” — Targu Mures, the Foundation ,,Divers Eco” —
Maramures county, the Foundation ,,Noema Consulting” — Cluj Napoca,
the Association ,,Albina” (the ,.Bee”) — Bucharest, the Association for
Environment Protection and Preservation of Resources — Bucharest.

In Annex 1, we present the list of the organizations in organic agriculture,
rural development, environmental protection, and durable development, at
the end of 2012.

Organic operators (farmers) were registered at MADR and classified by
three large categories of products: crop, livestock and beehive products.
The farmers are organized either as independent producers, physical
entities, or as family associations or commercial companies as legal

2 \picilas, D.M. (2007): Alternatives of rural development-organic farming. In:
Multifunctional agriculture and rural development — Rural values preservation. Institute
of Agricultural Economics-Beograd, ISBN 978-86-82121-48-0, Beograd/Beaocin, Serbia
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entities under the form of limited liability companies or joint stock
companies. Not all the counties are included in this evidence. Most
organic farmers are from a few counties: Suceava (North), Mures and
Sibiu (Center), Tulcea and Constanta (South-Est).

Supply of organic products in Romania

The data provided by MADR reveal the increasingly importance of this
activity sector for the domestic producers. The positive evolutions of the
areas and production in the organic farming sector prove the existing
potential, initiative, development prospects and increasing demand from
the consumers’ part. In the Table 1, Table 2 and Table 3, we shall present
the dynamic of the field, which proves the above statements.

Table 1. Areas under organic farming system before EU accession (2000-2006)

e . Yearly Index
Specification - [=>555"T 5601 | 2002 | 2003 | 2004 | 2005 | 2°0°
Total area, out of 100
N (17,438 165 251 | 3.28 | 423 | 6.33 8.20
which:
ha)
100
Cereals (4,000 | 200 | 3.00 | 4.00 | 5.12 5.52 4.08
ha)
Pastures and 100
(9,300 | 151 | 2.15 | 258 | 3.37 4.55 5.51
fodder crops
ha)
. 100
Oilseeds and 4000 | 158 | 250 | 390 | 502 | 565 | 5.97
protein crops
ha)
Vegetables 100 26311840 526 | 789 | 1158 | 18.95
38 ha) | 2 : : : : :
Fruits (sour 100
cherries, cherries, - - (50 2.00 | 4.00 8.64 5.84
apples) ha)
Spontaneous flora 100
collection (50 ha) 2.00 | 6.00 | 8.00 | 10.00| 352.60 | 774.00
100
Other crops (50 ha) 6.00 | 16.00 | 18.00 | 18.00 | 97.68 | 242.00

Source: Own calculation based on MADR and INS (National Institute of
Statistics) data
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Land areas (Table 1) increased in the mentioned period. The trend is increasing
and the perception of these crops as an alternative activity and income source is
positive (Voicilas, D.M., 2007). Comparing the objectives established by the
government’s strategy with the field results, we could say that the objectives
were reached, the bases were created for the development of this activity and for
the use of the market niches, both on the domestic and world markets.

As in the case of land areas, productions (Table 2) continuously increased
in the investigated period. Although the production levels were much
higher at the moment of accession into EU than those obtained 5-6 years
before, the domestic supply cannot totally meet the demand, which makes
it possible for the imported organic products to penetrate the Romanian
market, as we shall see later on (Voicilas, D.M., 2007). For instance, total
crop production increased by 12 times, oilseeds and protein crops by 13
times, vegetables by 14 times. In the same time, an incredible grow had
spontaneous flora collection with almost 125 times.

Table 2. Organic farm production before EU accession (2000-2006)

A Yearly Index
Specification 2000 | 2000 | 2002 | 2003 | 2004 ] 2005 | 2%
Total crop 100
production, out of (13,502 181 2.39 2.25 6.46 9.77 12.34
which: t0)
-Cereals, 100
L (7,200 1.74 2.22 2.00 5.69 7.64 6.73
out of which: t0)
100
Export - - - - (7,100 1.56 2.55
to)
-Oilseeds and protein 100
crops, out of which: | (5,500 to) 131 2.00 2.27 6.73 8.29 13.29
100
Export - - - - (9,800 1.23 2.26
to)
100
-Vegetables (600 to) 6.67 6.67 3.33 5.00 12.00 1451
-Fruits (sour 100
cherries, cherries) i ) (200 to) 1.50 2.0 5.00 170
-Spontaneous flora 100
collection, out of 2.00 1.50 1.60 22.50 83.74 124.81
S (200 to)
which:
100
Export - - - - (3800 o) 3.74 -
-Other crops (%22) 150.00 | 400.00 | 450.00 | 600.00 | 3175.00 | 5520.50

Source: Own calculations based on MADR and INS database
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In the Table 3, we present the evolution of the organic agriculture in last
years, after the accession into EU.

Table 3. Areas and producers in organic agriculture after EU accession
(2007-2012)

Indicator 2007 | 2008 | 2009 | 2010 | 2011 2012
No. of farmers 3834 | 4191 | 3228 | 3155 | 9703 | 26736**
Area in arable area (ha) 65112.0{86454.0{110014.4|148033.5[151109.04 164936.9

Area - permanent crops of - |oe0 olis006 51 39232.8 | 31579.1 | 78198.0 | 105835.6
pastures and fodder (ha)

Area - permanent crops of
orchards and grapevine (ha)
Spontaneous flora collection

954.0 1 1518.0| 1869.4 | 3093.0 | 4166.0 | 9430.0

58728.0181279.0] 88883.4 | 77294.4 | 80120.0* |1088641.3

(ha)
* estimations; ** producers, processors, traders, importers, exporters
Source: MADR database — County Agricultural Departments

(www.madr.ro)

According to the last data from MADR, in 2012 the areas under organic
agriculture increased fantastic, due to the facilities accorded by the
ministry and the EU funds at the producers’ disposal, on one side and on
the other side due to change of the classification of organic producers
(this was mainly due to the existing support measures for the period
conversion granted under art. 68 of Regulation (EC) laying nr.73/2009
common rules for direct support schemes for farmers under the common
agricultural policy and establishing certain support schemes for farmers).
In the same time, there are estimations that the number of organic
operators increased in the same way, nowadays being over 10000, at the
level of 2011 (Eco Ferma, 2014, http://www.eco-ferma.ro/performantele-
agriculturii-ecologice/) and over 26000, at the level of 2012
(http://old.madr.ro/biofach2013/Anexa_sector_ecologic_romana.pdf).

Demand and trade of organic products in Romania

Baased on the results presented in the previous chapter, the organic
farming could be considered as a dynamic sector in Romania (Moicilas,
D.M., 2007). Also, we want to mention that the sector has an increasing
trend with rapid changes year by year. As a result, the organization of the
marketing (www.agricultura-ecologica.ro) of the organic products is an
increasingly important element in this sector. The sale of organic products
can take place directly from the farm, or through the traders registered at
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MADR. The organic products are found both in the large store network
and in the small-specialized shops.

On Romanian market, organic product range is quite limited. On national
market, in 2011, were sold: vegetables and fruits produced, processed
fruits and vegetables, herbal teas, bread, pasta, flour products, processed
cow and sheep milk (butter, feta cheese), eggs, oil, wine made from
grapes certified organic, processed soy products, honey, etc. Most food is
brought from abroad (canned vegetables, fruits, bread). Bestsellers
organic products are milk, eggs, yogurts, fruits, vegetables, and meats.

Immediately after joining the EU, total sales of organic products in
Romania reached about 10 million, which represents less than 1% of the
retail market and very little compared to 5-6%, as is the European average
(2008). At present, the estimations of total sales of organic products,
made by MADR are double.

The organic products are found both in the large store network and in the
small-specialized shops. At the beginning of EU accession, only two shop
networks were registered: “BIOCOOP” (Sibiu) and Naturalia
(www.naturalia.ro), with units both in Bucharest and in the county Ilfov
(Voluntari). After one year, there were registered other 6 shops. At the
end of 2012 there are already 25 shops registered.

The sale on the domestic market is through the wholesale networks
Metro, Selgros mainly by retail shops. The main stores that introduced
organic products in their assortment of goods are: Carrefour, Cora, Gima,
La Fourmi, Mega Image, Nic, Primavera, OK.

An important role in market promotion and obtaining new market shares
and segments of consumers is represented by the marketing activity. The
presentation of products, the beneficial effects upon the human body, the
gains obtained by buying clean and healthy products, even though they
are more expensive than the conventional products, as well as consumers
growing aware of their importance, are the main concerns that the
producers and sellers of organic products should have in their
development policy. The participation in exhibitions, fairs and other
national and international manifestations is a modality to present the
organic products and to establish new contacts for marketing these
products. It is only a promotion modality among several possibilities,
with a special impact upon consumers.
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The fact that the organic products have a market in Romania is proved by
imports, which are doubling almost every year. In 2007, the market of
organic products was estimated at 2.5 mil EUR (1 mil EUR more than in
2006, before accession). At that time, about 70% from the organic
products on the market were from import. Meantime, the imports
decreased and at the end of 2010 the exports were about 150 mil. Euro
and imports were about 35 mil. Euro ( Eco Ferma, 2014, http://www.eco-
ferma.ro/performantele-agriculturii-ecologice/).

The study done by Expert Group company in 2007 reveals that only 30%
of the organic production is sold on the domestic market (the rest was
exported). The main organic products sold through the organized
commercial network were eggs and dairy products. In comparison, in
2012 a percentage of approx. 70-80% of organic products was exported.

The Romanian organic products are mainly exported to Western Europe
(Germany, ltaly, Switzerland, Netherlands for example) and attempts are
being made to penetrate the US market. The wild berries, either organic or
non-organic, have a much higher export price, and the price is even higher
if these are organically certified. Main exported products are: cereals,
oilseeds and protein, berries, herbs, honey and sheep cheese.

Policies, tendencies and problems on organic market in Romania

There were identified a few directions of strategic importance for the
future of the sector, which can guide the activities of the operators in the
next years, by the authorities, organizations and businessman in the field.
Among them, we would like to mention:

- The increase in the number of operators in this sector with
financial support from the Government Programs;

- Increase of the role of the non-governmental organizations
(NGOs) in this sector through programs for the development of
trade with organic products;

- Increase in the number of exporters who are actively involved in
programs for organic agricultural trade development in the less-
favoured areas;

- Support provided to organic commercial farms, so as to be more
active on the market;

- The association of the small organic farmers so as to co-operate in
the marketing of organic products;
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- The increase in the number of municipal and regional
organizations directly involved in the implementation of the
National Export Strategy in its initial stage;

- The increase in the number of local processing units and foreign
direct investment projects;

- The increase of investments in related activities in rural areas;

- The increase in the number of employees in the exporting units
which are implementing the organic farming regulations;

- The increase of investments in the activities related to exportable
organic products from the less developed rural areas;

- The increase of the organic farm output;

- The increase in the number of new companies involved in export
activities with primary and processed organic agricultural
products;

- The increase in the number of optimal operation modules by the
association of crop and livestock farms;

- The development of processing capacities for the organic farming
sector;

- Capacity improvement in terms of products and value added;

- The development of services oriented towards the export of
organic products;

- The diversification of the exportable cultivated species (for
example: vegetables, fruits) and of the range of processed
products (e.g: bakery and pastry products);

- Increase in the number of new approved investment projects.

During the recent years, a few problems were identified in the field. The
interviews and discussions with operators in the sector put in evidence the
main concerns and troubles they were confronted on the market. In the
next paragraph, we would like to mention few of them.

In the opinion of some farmers who had initiatives in this field, organic
agriculture became a non-efficient business in Romania, not because the
outlet is not large enough, but rather because the government has not
shown interest in this activity so far; on the other hand, this activity was
given as an example of opportunity to conquer the foreign markets. The
lack of financial support from the state, in addition to the extreme weather
phenomena in the last years, is the main factor which determines the
producers to think giving up their business. In many reports made by the
producers or in the communications at the scientific events organized by
them, it is mentioned that farmers are confronted with the problem of
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higher production costs as well as with the problem of products
distribution.

The problem of the ratio of the production cost to the price of the product
is not the only problem for organic farmers. The consumer is interested
more in the price than in the quality of the product, and this constrains the
development of the sector.

As always happens in such conflicts, on the other side, of the state
institutions, the announcements are optimistic, satisfactory, and even
praiseworthy. All governmental statements and the official documents
show the favourable evolution of this sector and government’s active
implication in its development. For example, the documents elaborated by
Romania’s Government in the last years regarding the strategy in this
field in the future, comprise concrete references on the next steps and
have clearly identified objectives. We can easily remember what was
stated in the past, before accession: Romania has great opportunities for
promoting and developing organic farming due to its large agricultural
land area, i.e. 14.9 mil ha and its non-polluted soils; the increase of
organic farmers’ participation to the economic events in the country and
abroad (BioFach 2006). By the examination of the valoric chain and of
the consumers’ requirements on the world market, the following critical
success factors could be identified: price, assortments, package, branding,
and availability.

Conclusions

In conclusion, after our analysis, we can conclude that there are two
factors that are responsible for consumer demand which is concentrated in
the most affluent countries of the world: first is the premium price of the
products and second is the level of education of the consumers. In case of
the first factor, the price restricts demand to countries where consumers
have high purchasing power. This explains why most sales are in
countries where there is a sizeable middle-class in the population. In the
case of the second factor is almost obvious that a high level education of
population “opens the minds” and open new doors for consumption. They
are well informed and have new tendencies of consumption. As
consumers become more educated and informed of food issues, they are
more inclined to buy organic products whether it is because of factors like
food safety, concern for the environment, or health reasons.
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Other important conclusion of the study puts in evidence the importance
of the regional markets on the globe. As production of organic crops
increases across the globe, regional markets are also expected to develop
in which organic farmers will produce organic products for consumers in
their region. This is expected to stimulate sales of organic products in
many developing countries, where economic development is increasing at
a rapid rate and a more educated and affluent middle-class of consumers
is developing (Willer, H. and Yussefi, M.-Eds., 2004).

The final conclusions resulted from this analysis, as regards the ways
which can contribute to the improvement of the competitiveness of the
Romanian organic sector in the next period, considered an important
niche market, are, as follows: the sector in Romania is very dynamic; the
businessman has many opportunities on the market; the authorities has an
important role in supporting and stimulating the sector, based on national
strategies and EU financial programmes. In the same time, the main
questions which can still remain under discussion for specialist and policy
makers are: which production is proper for Romania, mass/conventional
or niche? If niche, which is competitive at EU (world level) and must
have support from Romanian authorities: organic products, nostalgic
products, traditional products, MGOs or others?
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Annex 1. Romanian organizations in organic agriculture, rural
development, environmental protection, and durable development (2012)

Name of Organization Location/web
Federatia Nationala de Agricultura Ecologica Cluj/ www.fnae.ro
Organizatia profesionald ,,Agroecologia” Cluj/ www.agroecologia.ro
Asociatia bioagricultorilor din Roméania Cluj/
,,BIOTERRA” www.greenagenda.org/bioterra

Asociatia Romana pentru Agricultura Cailarasi/
Durabila wwwe.agriculturadurabila.ro

Asociatia operatorilor din agricultura Calarasi/
ecologica BIO ROMANIA www.asociatiabioromania.ro

Asociatia Bioavicultorilor din Roméania —

BIOAVIROM IIfov/ www.bioavirom.ro

Societatea pentru o Agriculturd Ecologica Cluj
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Asociatia de Protectia mediului i agricultura
ecologica ,,TER”’

Fundatia ,,Mama Terra”

,»Asociatia Nationald a Consultantilor din
Agricultura”

Fundatia Academica pentru Progres Rural
,»JERRA NOSTRA”

,Societatea ecologistd din Maramures”
,,Grupul Ecologic de Colaborare Bucovina”
Societatea ,,Avram lancu”
Fundatia ,,Operatiunea satelor romanesti”
,,Clubul Ecologic Transilvania”
,,Fundatia Rurala Romania”
,,Bioclub Cluj”

,,Grupul Gradinarilor Biodinamici”

,Asociatia Romana de Bioagricultura
Aplicatd”

,,Centrul de Consultanta Ecologica Galati

,Asociatia pentru Protectia Mediului si a
Naturii”

Fundatia ,,Divers Eco”

Fundatia ,,Noema Consulting”

Asociatia Albina
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Bucuresti/ www.ter.ro

Bucuresti

Bucuresti

lasi

Maramures
Suceava
Cluj
Bacdu
Cluj
Timis
Cluj

Mures

Arad

Galati

Mures

Maramures
Cluj

Bucuresti http://www.ere-
concept.com
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http://www.ere-concept.com/
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Asociatia pentru Protectia Mediului si
Prezervarea Resurselor

Asociatia ,,Terra Verde” Bucuresti
Asociatia Romano-Italiana AgriEcologica

Asociatia Romana de Bioagricultura

Aplicativa — Ferma Ecologica Familiala Arad
Asociatia EcoLogic Maramures
Asociatia bioagricultorilor din
Bacau

Moldova, BIOMOLD”
Source: MADR (Romania)
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MODERNIZATION OF AGRICULTURE AND RURAL
DEVELOPMENT: A CASE OF THE FARM DIVERSIFICATION

Dejan Jankovié, Marina Novakov”

Abstract

In this paper, the authors analyze several core, still very current issues in the
theory of rural development. In accordance with the general theoretical
features of the modernization process, authors analyze some characteristics
of modernization of agriculture, as one of the most important processes, i.e.
the sector in rural areas. At the same time, there has been reference to
different views of rural development and the relationship of rural
development and modernization of agriculture. In this context, farm
diversification was considered as one of the levels for operationalization of
rural development. In conclusion authors point to the necessity of taking into
account the specifics of various directions of development of Serbian farms
and in the Serbian socio-economic context.

Key words: modernization, modernization in agriculture, farm
diversification, rural development

Introduction

There are numerous reasons why the analysis of rural development could
start within the context of modernization. First, modernization is one of the
most influential theoretical and ideological orientations within neo-
evolutionism according to the number of authors who have dealt with it, its
problematic, analytical framework and supporters (Popovié¢ i Rankovi¢ 1981:
195). On the other hand, the frequent use of the term modernization as a
synonym for social development and progress requires systematic analysis of

* Dr Dejan Jankovi¢, Assistant Professor, M.A. Marina Novakov, researcher. University
of Novi Sad, Faculty of Agriculture, Department of Agricultural Economics and Rural
Sociology, Trg Dositeja Obradovica 8. Phone: +381214853381; e-mail:
jankovic@polj.uns.ac.rs; marinan@polj.uns.ac.rs. Paper is part of the research on the
project ’Sustainable agriculture and rural development in terms of the Republic of Serbia
strategic goals' implementation within Danube region* (Il 46006; 2011-2014), and
project “Rural labor markets and rural economy of Serbia - the diversification of income
and poverty reduction (ON 179028; 2011-2014).
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the reasons and justification for such usage today. Some authors (Fliege
1998: 2) consider that this term “irritates ... first of all because what is labeled
by "modernization™ means a large number of processes and phenomena, and
that within social sciences there are a number of theories, models, and
development concepts of modernization in the analysis of modern societies
that are, apparently, partly mutually opposed.” As one of the most influential
paradigm, modernization has attempted to provide an explanation of the
change in modern society, and its legitimization is the most commonly seen
in understanding of the development process as linear, from the traditional to
the modern. Classical dualistic modernization paradigm seems to be quite
logical: the development of traditional, underdeveloped, pre-modern (rural)
societies into a modern or modernized segment of global societies. In this
sense, bureaucratization, secularization, individualization, economic
development, industrialization, development of law and an independent
judiciary, democratic institutions, free markets, mass media, education,
communication and infrastructure ... are all the elements that represent
"modernizing" societies, but at the same time their (integral) rural segment.

In the context of the topics we deal with, modernization is one of the most
common conceptual category in discussions about development -
"modernization” of agriculture, rural areas and inevitable "modernization™ of
society in general. This category seems automatically reasonable even
without deeper questioning its theoretical roots. Is this a legitimate use, we
will try to respond with elaboration of some approaches to “modernization”,
i.e. the application of the conceptual and other frameworks of
"modernization” in the field of agriculture and rural development. We will
briefly present the theory of modernization and modernization of agriculture
as a theoretical and hypothetical framework for the analysis of rural
development. Then we will operationalise rural development on several
levels and in the final analysis point to one of the levels of analysis, namely,
the farm (household level) and diversification of income and of activities as
relevant aspects of rural development. Finally, we will present results of
some empirical research in Serbia and conclude on the necessity of taking
into account the specifics of the development of Serbian households in socio-
economic context.

Modernization theory

At the outset it is clear that modernization theory has suffered influences
from a whole range of theoretical approaches and perspectives, starting with
the input of classical evolutionism and Marxism, through structural
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functionalism, diffusionism etc. Modernization can be seen as a process in
which economic, political, social and cultural changes presumably collide
more or less with traditional systems, which "should" leave to place modern
ones. As a term often used as a synonym for development or - more precisely
- progress, modernization implicitly contains value/ideological connotation.
By the logic of modernization paradigm, developed (western) societies
should serve as a model for other, underdeveloped societies. According to
many critics, modernization theory has appointed global society for the unit
of analysis and thus often overlooked analysis of social, economic, and
political disturbances that occur within the underdeveloped and developing
societies, which are moving towards the modernization according to the
Western model. This process is still evident especially in recent years in
Europe, after the fall of the Berlin Wall' (and the Eastern block) and the
inclusion of the new member states in the western development framework
embodied in the European Union, and its universal standards as a
prerequisite for inclusion.

Although it is difficult to blame all the different modernization theorists for
this theoretical-methodological shortcomings, it seems like an immanent to
this theoretical orientation, especially to structural functionalist, which have
been criticized for not being able to deal with social change and process of
historical development, socio-cultural and historical context and social
conflicts. They were criticized that the macro-structural and institutional
approach is not sufficient for the analysis of these processes. We will not
further address the criticism that structural-functionalism suffered by a
number of other theoretical approaches.

Modernisation of agriculture and rural development

Modernisation of society entails complex changes in the economic, social,
cultural and political fabric of any society. These complex processes usually
involve a gradual abandonment of former (traditional) model of organization
and functioning of society and its various subsystems. Modernization in rural
areas, both in theory and research practice, is mainly associated with the

L In his excellent study Sociology of modernization and development Harrison refers to
the political climate in the context of modernization that has largely been saturated by
"Americanization" of many countries, not out of altruism (development or improvement
of living conditions of underdeveloped), but of the danger that “they will "flirt"
undesirable elements, that is, the USSR” (Harrison 1997: 8). Modernization theory “has
been again and again blamed for being nothing but was the intellectual accompaniment
of American imperialism after World War 11" (Schelkle and Krauth 2000: 25, 31).
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modernization of agriculture. It had numerous positive outcomes, such as
solving the problem of food supply (both rural as well as urban), linking the
food chain and its control (through quality control and food safety), the
increase of farm incomes and reduce of labor intensity and hard work in
agriculture, as characteristics of the peasant works etc.

In terms of general modernization of rural life, civilization benefits of the
developed societies and urban areas are spilling over into rural areas and
improving the quality of life through development of infrastructure,
transport, telecommunications and other linkages with the global society,
increase of the quality of life (education, housing, nutrition..), as well as
social and health care for the rural population. From the standpoint of
technological change it is important to emphasize three important factors that
have significantly changed some aspects of rural social and economic life
and enabled them to better integrate into the global society (Woods 2005:
31): refrigeration technologies, both for commercial storage and for domestic
use; development of motor vehicles has changed practices of both production
and consumption in the countryside; development of telecommunications
technology.

Qualitative dimensions and the degree to which various social changes
affected rural areas are very different. The level of development of rural
areas depends primarily on the achieved level of development of the society
which is the subject of analysis, and then certain rural areas in the analyzed
global society, having in mind their heterogeneity across different
characteristics. The modernization of agriculture and rural areas of developed
countries is largely different from those in underdeveloped countries or
countries in transition. This does not mean that all problems are solved in
developed western countries. This means that the problems are significantly
different, since the achieved level of development of those societies is
different. These implications are also reflected on the social theory that
investigates those processes.

The process of modernization of agriculture aims to transform traditional
agriculture and to deal with the issues of food production. Even before the
World War 11 and especially after its end (the fifties and sixties of the 20
century), the modernization of agriculture was the explicit aim of the
agricultural policies of developed countries. Although some aspects of the
modernization of agriculture are always present (development and transfer of
technology in agriculture), an impressive level of modernization in
agriculture in these countries was reached relatively quickly by having a
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clear focus on the goals of modernization, substantial investments from the
side of the government (supported by subsidies), adequate and relatively
stable agricultural policies (on the national, but later also on supranational
level e.g. EU) and with the competitiveness of agriculture, as a commercial
sector within the global food market. Modernisation of agriculture as a state
and a political project, which was supposed to replace the "backward"
traditional structures and processes that have been present for centuries in
rural areas, has led to significant structural changes in developed countries
(Jankovi¢ 2005). Those structural changes are common to the national
economies and developed countries’ society (Woods 2005: 303): agriculture
and other economic activity in rural space is almost entirely for commercial
purposes rather than self-sufficiency; commercial exploitation of rural
resources is performed in a capitalist free market economy; all but the most
remote rural areas are provided with basic infrastructure including electricity
and water supply; the state accepts the principle of a universal entitlement to
public services across its territory; the population as a whole is sufficiently
affluent to pay for the commodification of rural landscapes, lifestyles,
artefacts and experience; there is a shared consumption of film, TV, literature
and music that informs perceptions of the rural.

The critics of the modernization of agriculture and farmers' response to
the modernizations’ consequences

The concept of the modernisation of agriculture, with all its positive aspects,
however meant ,,an essential rupture with existing practices and types of
discourse of the countryside“(Long and van der Ploeg 1994: 2).
Modernisation as an external, centralized model of intervention that has
aimed at a new organisational models, innovations, new links with the
markets implied that ,,the degree of discontinuity vis-a-vis existing practices,
relationships and role definitions increased considerably and that it was not
sensitive to heterogeneity of farmers and their families and the whole socio-
economic system and cultural context. This means that ,the practice of
modernisation turned out to be a highly differentiated phenomenon that not
only reproduced existing difference, but increasingly generated its own
differences and inequalities. In this way modernisation resulted in growth as
well as underdevelopment and marginalisation” (Ibid. 2, 3).

From the point of fundamental social change and development, which are
generated in rural areas (infrastructure development, electrification, road
construction, village renewal, the system of public services, participation in a
global society, etc..) the process of modernization was inevitable. In fact the
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issue is not about contrasting modernist and traditionalist views that criticise
or defend modernization, but about the analysis of the various aspects and
effects of modernization, manifest and also latent. This kind of contrasting is
based on the false dichotomy of “traditional” - “modern” (which actually is
one of the consequences of the idea of modernization), the dichotomy of the
modern urban and the traditional rural, but also the dichotomy within the
rural frameworks, namely ,,a false dichotomy between a dynamic rural
present and an unchanging rural past* (Woods 2005: 30). In this sense, rural
sociology was for a long time in crisis, accused of great contribution to the
development of diverse models of traditional-modern and as "an intellectual
companion of the project of modernization in agriculture”, of state
institutions and programs that explicitly aimed at transforming traditional
practices in agriculture into a modern, dynamic, optimal, acceptable forms of
agricultural development.

According to some authors (Wiskerke 2004: 47) a way out of that the crisis
is actually seen in reflective analysis of the impact of the process of
modernisation in agriculture. Modernisation of agriculture has implied so
called productivism as the dominant trend, which has aimed at increasing
agricultural  productivity, technical progress, intensification (higher
productivity, investment in machinery and infrastructure, chemicalization
etc..), concentration (maximizing profits and reducing costs, increasing land
property, marketing of product) and specialization of production. Intensive
modernization and productivism led to the displacement of significant parts
of the population out of the agricultural sector, job losses, but also creation of
new ones, both in cities and in other segments of the rural economy (e.g.
manufacturing industry, industry of inputs for agriculture etc.). The
deagrarisation trend occurred all over the developed world, but it must be
emphasized that any new technology, although terminates jobs, at the same
time creates a lot of new jobs, usually different in type, nature, requirements
and similar. Modernised agriculture with numerous and heterogeneous
actors, oriented toward increased food production, economies of scale,
maximizing profits and lowering costs, specialization, intensification and
concentration, produced many unintended consequences. But, ”in terms of its
central objective of increasing agricultural production, productivism was an
undoubted success” (Woods 2005: 51). However, on many other levels,
negative effects of modernization in agriculture largely dominated
discussions related to agricultural policy and future trends in the
development of agriculture, which is often referred to as post-productivism,
the concept that is also under fire (see, Woods 2005: 54-57). As some of the
negative consequences of modernization of agriculture, we could refer to:
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environmental problems, problems related to diseases of animals and
humans; the consequences of GMO technology on human health, natural
resources and national economy; job losses due to “economies of scale” and
of the growing dependence of farmers on external inputs and cash flows -
loans, grants ...), the wvulnerability of the sector (which is of public
importance), the fluctuations in national and global markets, etc. During the
modernization period farmers were increasingly represented as — and de
facto remoulded into — agrarian entrepreneurs* (van der Ploeg et al. 2000:
401). It is an undeniable fact that - in accordance with the principles of
modernisation - technological, economic and political-institutional models of
development are being imposed to undeveloped agricultural systems and
societies. However, more often there is a criticism of macro trends in the
development of agriculture, in terms of... “cultural offensive”, that made
“vanguard farming” appear to be a normative model which could be used to
judge, to hierarchize and to reorganize the impressive heterogeneity of
European farming (van der Ploeg and Saccomandi 1995: 10). Researchers
from the Central and Eastern Europe more often emphasize different socio-
economic and political-institutional contexts that are present in the developed
countries of the European Union, the new member states and the countries in
"transition". In their view, it is necessary to distinguish between what is
called the "European model of agriculture™ and “development strategy for
agriculture,” which seeks to raise the level of income on the farm for a large
number of small farms/farmers in rural areas of these countries, which
according to FAO (including European countries of the former Soviet Union)
is about 112 million people (Petrick and Weingarten 2004).

Modernization paradigm in agriculture or depeasantiation has had following
tendencies (van der Ploeg 2005): ,,1) the search for system integration, which
replaces the struggle for autonomy; 2) a subsequent development of the
resource base along the lines of market dependency and external prescription
and sanctioning and 3) an increased artificialization of the process of
production, which includes a growing distance from nature. Wherever such
tendencies become dominant they result in the creation of entrepreneurial or
corporate modes of farming that strongly contrast to the peasant one”.
According to some authors (van van der Ploeg et al. 2000; der Ploeg 2003;
van der Ploeg, 2008), conditions that have been created as a result of
modernization in agriculture have led to a process of specific
“repeasantization” of farmers, which can be regarded as their defensive
response to these conditions. This process tells about the relative uncertainty
and dependence produced by concept of modernisation, on the one hand and
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autonomy for which farmers struggling (as a form of reaction to the
imposition of modernization development model), on the other.

The reflexive critique of the negative effects of modernization in agriculture,
has practically initiated so called actor-oriented approach” in rural sociology
that has its roots in sociology and anthropology in the late sixties and
seventies of the last century, and that makes a shift from structural analysis
(Long 2006: 13). It tries to explain the different responses to similar
structural conditions, even if they appear as relatively homogeneous (lbid.).
Rural sociology critique of modernisation of agriculture suggests that
"farmers define and operationalise their objectives and farm management
practices on the basis of different criteria, interests, experiences and
perspectives. That is, through time farmers develop specific projects and
practices on how their farming is to be organised” (Long and van der Ploeg
1994, according to Wiskerke 2004: 47). This approach has led to the research
of different farming styles (or styles of farming) that actually implies the
critics of modernization of agriculture because it proves that markets and
technology (as the two main factors determining the neoclassical economic
conception of modernization) do not need to uniformly determine the form,
content, direction and pace of agricultural development. Within those factors
room for manoeuvre is being constituted because “farmers themselves, as
social actors, are able to define and influence the way they relate their
farming activity to markets and technology... Making distance from and/or
integration into markets and technology is of course not a matter for
capricious decision. It is the object of strategic reasoning, embedded in local
history, ecology and prevailing politico-economic relations“(van der Ploeg
1994: 9). That approach (recognised as very important for the theoretical
grounding of rural sociology, see Marsden 1990; Mardsen 2006) emphasises
working processes and farm management, specifics of resource mobilisation
and conversion, as well as selling of agricultural products.

The aforementioned implies that social theory of developed countries noted
that the modernization paradigm in agriculture (in developed countries) has
long been experiencing a sort of crisis. The crisis has already sensed in the
eighties of 20" century, with the situation of a large surplus of food and
instability of agricultural markets as a result of "modernized and globalized"
agriculture. Since then, begin the socioeconomic considerations the future of
European agriculture and its changing roles in modern European society.
Present rethinking of this role is in terms of deviation from productivism in
agriculture, which is regarded as virtually synonymous with the postwar
modernization model. Postproductivistic transition imposes different trends:
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extensification, farm diversification, an emphasis on a countryside
stewardship and enhacing the value of agricultural products (see, Woods
2005: 54-59). Many authors (van der Ploeg et. al 2000, O'Connor et al. 2006;
Brunori and Rossi 2000; Wiskerke 2004, etc.) point to actually two different
paradigms: on the one hand modernization paradigm, that is represented with
the economy of scale and “that has reached its intelectual and pracitcal
limits”, and from the other, “rural development paradigm, that is being
considered much more than just an addition to the exsisting pattern of
(modernised) agriculture and rural life”. The referent group of authors (van
der Ploeg et al. 2000: 391) claims that ,,the modernization paradigm that
once dominated policy, practice and theory is being replaced by a new rural
development paradigm®. Other authors (O’Connor et al. 2006: 3) also point
similar: ,,at many different, but strongly inter-linked levels, Europe is moving
away from agricultural modernisation towards rural development. This latter
model is slowly gaining ground as the guiding principle for policy
formulation, the development of enterprises and the design of new
institutional arrangements®.

The aforementioned effects of modernization have led to a crisis in agriculture
and its viability as a sector. Farmers are struggling with: increased costs and
stagnating or even declining revenues; pressure to increase the volume of
production, technical efficiency, to adopt new technologies and adapt
marketing strategies and farm management; food surpluses and the fight for
market share; unstable markets; different consumer preferences, environmental
pressures due to the importance of natural resources as public goods (see,
Jankovic, 2012b) and animal welfare issues etc. Although these problems did
not occur everywhere, in all branches of agricultural production in the same
manner and at the same time, one can say that these trends in agriculture
around the world are generally present. Researchers have noticed several years
ago that farmers are trying to respond to this crisis by seeking out different
ways to generate new income. This process might be considered as a specific
form of rural development. According to a dozen prominent European authors
(van der Ploeg et al., 2000: 391-395) rural development can be analyzed at
different levels: global interrelations between agriculture and society; as a new
development model for the agricultural sector; of individual farm household,;
of countryside and its (economic) actors; of policies and institutions; of "multi-
dimensionality” of rural development. The structure of rural development at
the farm level, i.e. three basic types of responses to the current crisis in
agriculture is: 1. pluriactivity and regrounding of resources; 2. broadening; 3.
deepening (van der Ploeg et al. 2000; van der Ploeg 2004; 2008; Wiskerke
2004; O’Connor et al. 2006; Knickel and Renting 2000 and others).
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Pluriactivity: This is a way to diversify income and activities, such as wages
earned outside the farm that can be used for household purposes, or for the
purpose of investing in the farm business. These revenues can have a greater or
lesser share in the total income of the household. The second and different
strategy is focused on new ways to mobilize and use resources within the
family farms and households, and rural communities, as well. This strengthens
the vitality of the farm and its maintenance. The strategy may be cost
reduction, which means the substitution of external inputs with more efficient
use of internal resources of the farm. It may include reducing the use of
external inputs of agro chemistry, foodstuff, but also a decline in the share paid
labour force or loans.

Broadening refers to a more frequent occurrence that the part of household
income is generated from non-agricultural activities (i.e. those revenues and
activities that are not directly related to food production), but which is
implemented within the farm. This type of practice of rural development
involves a variety of activities such: Agro-environmental measures: e.g.
landscape management. These and similar measures intend to reduce the
negative environmental impact of intensive agricultural practices. Within such
schemes, the farmer is paid or compensated for setting aside or abandoning the
intensive management practice that has negative effects or these activities may
also be associated with other activities, such as agro-tourism and
manufacturing of quality food etc.); Agritourism: a response to the needs of
the urban man who wants to spend their leisure time in nature (offering
accommodation, food consumption, as well as direct sale and traditional food
products from farm production); New forms of activities at the farm for the
visitors of rural areas - fishing, hunting, horse riding, renting of a bike or sports
equipment, production of bio-gas, electrical energy (e.g. wind turbines),
providing types of services, etc. or diversification in terms of activities that are
not focused on food production, but other crops or animals (flax, hemp,
rapeseed, medicinal herbs etc..).

Deepening refers to the transformation of agricultural activities that aim to
achieve a higher income, and greater value added per unit of output. So,
instead of selling raw materials to processors, farmers process their own
products”’behind their gates™ and thus play an active role in defining the quality
of a specific product from the farm. In that way they generate more income
that would otherwise have to indulge example processors (external actors).
This refers to the high quality and regionally specific products (products with
protected and (or) with the geographic origin), organic farming (which is
subsidized and whose products have a higher prices in the market), direct
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marketing and more. All of these activities, in the opinion of many authors,
may also increase employment on the farm and local community level, to
increase communication between producers and consumers, and can generally
be seen as a response to consumer demands related to food quality, traceability
and food production that has distinctive features in terms of quality.

Empirical data on these types of activities related to rural development (from
the IMPACT project that comprised 7 countries, 11 Universities, 36 case
studies, see O'Connor et al. 2006), show that about 80% of farmers were
practicing some of these activities: more than half (51%) farmers were
engaged in activities that implied "broadening™ and "deepening”, 60% of
farmers had some activity in terms of cost reduction. It is noteworthy that most
of these groups of farmers overlap each other in terms of their activities. In
another study, (van der Ploeg, 2008) only 17% of farmers were not engaged by
any of these types of activities. Irish example (Kinsella et al. 2000) shows that
by the end of the seventies of the 20" century acquiring of off-farm incomes
increased from 30% to 44%, and a projection for 2010. year showed that 60%
of agricultural households are going to be engaged in some form of off-farm
activities.

Data on the example of the Netherlands (van der Ploeg, 2008: 33) indicate that
about 75% of farmers acquired off-farm income. For professional dairy farms
about 30% of the revenues were gained from these sources (off-farm), and on
the arable farms this figure reached about 50%. Generally speaking, family
incomes were higher on these (pluriactive) farms than on farms that generate
total income out of agriculture (and/or animal husbandry). On many of these
farms agricultural activities can be continued precisely because the family
income is being supported from other source that is through involvement in
rural development activity... If this was not the case, many of these farms
would have already disappeared and their production would have been
reallocated (van der Ploeg and Renting 2000: 538). Pluriactive farms are, of
course, not a new phenomena because this type of farming has already been
elaborated in rural sociology. However, ,,what is new, is the changing role of
pluriactivity in rural development processes” (Knickel and Renting 2000:
527). Pluriactivity that has once been considered as an expression of a
disappearing peasantry, it is again present as a mechanism through which the
peasantry reconstitutes itself anew (van der Ploeg 2008: 33, 159). Combining
income from agriculture to other income sources has been the subject of
numerous studies of the seventies and eighties of the 20" century. However,
while it was initially considered as a temporary adjustment of agricultural
households, "now it is widely accepted as a structural phenomenon that is
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widespread in Europe ... and influenced its acceptance, both in political and in
the research agenda” (Renting et al. 2008; Kinsela et al. 2000). Renting et al.
(Renting et al. 2008: 370) claim that trends in national statistics leave no doubt
that pluriactivity is more than a transitory phenomenon in the movement
towards agricultural modernization. However, it remains largely an open
question whether pluriactivity persists because it is a viable livelihood strategy
as such, or because there is continuously a category of farms ‘on its way out of
farming’.

Such activities on farms are now "associated with well-being" (Kinsella et. Al
2000) i.e. capabilities of households to activate their resources in order to gain
competitive advantage and to meet certain needs. This might be a consciously
chosen development strategy of farms or perhaps even a lifestyle and identity
issue. Such rural development activities also imply:

“a reconstruction of agriculture and countryside; re-defining the relationship
between town-countryside in an entirely new way; it is connected with transfer
of resources from the urban to the rural economy; Pluriactive rural households
consciously choose to build up a livelihood in the countryside and farming,
whether as hobby, cultural identity or family commitment, continues to form
an essential part of this way of life... The attractiveness of the countryside
induces pluriactivity and on a growing scale. However, pluriactivity is also
responsible for keeping the countryside attractive: by making it possible for
people to stay in rural areas it ensures there is a sufficient basis to maintain for
local services and fuel economic development. It is important that pluriactivity
be seen as an integral part of rural development* (van der Ploeg et al. 2000:
396-398).

Concluding remarks

The above-mentioned types of rural development, although related to the
farm, go beyond this level because they are intrinsically linked to regional,
rural, and national economies. This approach is an excellent starting point for
the analysis of rural development as a multi-sectoral process, with many
actors and levels of analysis (Knickel and Renting 2000; van der Ploeg et al.
2000) and refers to the analysis of global processes, structures and
institutions of modernization in agriculture and individual farms, farmers and
their responses (answers) to these conditions. As a theoretical and
methodological framework, such approach shows the ability to overcome the
shortcomings of the sociological approach which was not capable of micro-
macro translation, namely, for a comprehensive analysis of the structure -
institutions and processes — interactions. Observing these and other
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"practices™ within the paradigm of rural development, the conclusion is that
pluriactivity and farm diversification can be seen as part of the vitality of
rural areas, whose significant part can be ensured through these livelihoods
and thus, certain lifestyles or even a form of identity. However, it must be
clear that these and other forms of activities on farms/households have a
different significance in different socio-economic and political conditions. It
must be noted that these forms of activities on farms are not the dominant
development models. Many farms in developed countries strongly follow the
modernization model of development, either as explicit, the intended
strategies, or inertia - a necessity, supported by agricultural policy and
market conditions. In any case, surely it is a phenomenon that requires
different approach to agriculture (and its importance for rural areas), taking
into account the heterogeneity of practice, socio-economic, cultural,
historical and political specificities, particularly from the standpoint of the
concept of multifunctional agriculture. These practices in developed western
countries are seen as activities within rural development and appear as a kind
of "politics of the extensification". However, one should be careful with this
concept of extensification (as in Western Europe) because it would be bad
for agriculture, which is still not developed” and that necessarily has to
modernize fast, like Serbian one (Erjavec, in Sevarli¢ and Tomic 2009: 141
questions, answers, discussion).

In terms of underdeveloped agriculture (Serbia), rural development has to
have different goals, i.e. must be understood as a strengthening
(modernization) of agriculture, which has to reach levels of productivity and
competitiveness of developed countries, as well as a strengthening of the
rural economy (directly or indirectly related to agriculture), rural
infrastructure, system services, the regional (territorial) development and
management at the regional and local governments (Jankovi¢ 2012,
Bogdanov and Jankovic, 2013). This attitude, however, is inaccurate if it
disregards the heterogeneity of peasant-farming populations. Modernization
is necessary for all farmers in Serbia, especially for better off farms. Other,
insufficiently competitive farms, should seek their survival strategies in some
of the abovementioned activities (forms of rural development). The
modernization of agriculture (and society in general) in developed countries
has been going on continuously for nearly a century and is marked by a
relatively stable agricultural policy (Jankovi¢ 2012: 675) and state support
the concept of modernization of agriculture, resulting in higher incomes and
quality of life as a farmer, and the quality of life in rural areas. In such
circumstances, European farmers develop strategies for their "survival”, but
in an evolutionary different level of modernization. On the other hand,
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Serbian "peasants” and their existence today is largely consisted of the fight
against poverty at the level of modernized agriculture of the late eighties of
20" century. Their "pluriactivity" and agriculture is largely an expression of a
survival strategy to avoid poverty because most farmers earn minimum
incomes due to many factors, and off farm income usually provides the only
way to survive or a chance for partial overflow of those funds into small
scale agricultural production. Diversification in Serbia is type of “distress-
push” diversification in which economically disadvantaged are forced to seek
employment outside the farm as a survival strategy. Current structure of
employment and income of the rural population in Serbia shows the
reflection of the unfavourable economic environment and poverty. Income of
small rural households ... shows that diversification was forced by the need to
reduce income risks (see, Bogdanov 2007).

Other empirical data on the diversification of farms in Serbia show that the
ability to generate external income or additional income on a farm is a decisive
factor in reducing the risk of poverty of members of family farms (Cvejic¢ et al.
2010: 66). According to the results of this study, the structure of income of
family farms indicates that the income from agriculture is not a crucial factor
for the separation of households in relation to the defined poverty line, but it is
income from employment in other sectors and different social benefits,
particularly pensions. This shows the importance of human capital and labour
and their competitiveness in the labour market, because these factors have the
greatest impact on the economic status of the family farms. Agricultural
income is a significant source of income mostly for large farms and for small
farms agriculture provides only 10% of total revenues, of which 4% of income
based on wages; regionally speaking, the income from agriculture has great
importance for farms in Vojvodina (28.4%) and farms in Western Serbia
(25.2%); the least diversified income have farm households in Vojvodina,
whereas the highest degree of diversification is in Western Serbia. These and
other data confirm the hypothesis that medium-sized pluriactive farms, with
diversified income, are the most stable in times of crisis (ibid. p. 66-68). Farms
with size of the property above 20ha have only 3.1% of households in Serbia,
and they use 44% of agricultural land. On the other hand, farms under 5ha
constitute 77.7% of the total number of farms and use 22.5% of agricultural
land. Although this ownership structure is similar to the model of agriculture
of the South Europe, in Serbia there are some differences compared to the
surrounding countries, regarding larger share of farm size 2-10 ha (about
40%), using a total of 35.3% of agricultural land. This group of farms could be
modernized but could also diversify in order to “stay in business” or to
preserve their livelihood or lifestyle and identity in rural areas. Data from
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authors’own investigation? of farms intensively engaged in activities of
extension service in VVojvodina (mostly better off farms) show that almost 50%
of farms are pluriactive, but almost 50% of those farms estimate this type of
off farm income as less important. Out of those 50% those who diversify,
additional income is mostly earned by a provision of services with their
mechanization. It is also interesting that 72,8% of surveyed farms do not
intend to increase income from those non-agricultural activities in the future.
Those who have such intentions, plan additional employment or acitvities in
agri/rural tourism (around 36%). This is in line with conclusions (Bogdanov
and Jankovic 2013) that this region (Vojvodina) characterises performances of
the natural capital that are more oriented towards exploitation of this high-
quality land for agricultural purposes. This indicates the need to employ
different policies to possibly stimulate the development of the lacking
resources and diversification, which should not be considered as opposite to
modernization and implies the development and diversification of rural
economy, employment and business opportunities. Some other analysis
(Rodic, Bosnjak, Jankovic, Karapandzin 2013) point to the unfavourable
demographic trends and the consequently unfavourable demographic situation
in Vojvodina in general, especially when it comes to its rural population.
Obvious negative demographic changes certainly make modernization of
agriculture and necessary diversification of the rural economy more difficult.
Having in mind what kind of effects of modernisation in agriculture one
society may expect”the policy makers should define appropriate policies (hot
just agricultural) which would stop the negative demographic and economic
trends, and to ensure the preservation of the natural and cultural heritage of
rural areas” (Bogdanov 2007) as supportive rural (development) policy that
would allow rural population to live and earn in rural areas and make their
inclusion in society more effective.
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CAPACITY BUILDING OF RURAL POPULATION FOR
ECOLOGICALLY CLEAN FOOD, BRAND AND TOURISM

Dusko Jovanovic?, Snezana Milicevic?

Abstract

Rural areas represent a place of life and work of rural population, but on
the other hand, they today assume a number of new functions. Specificity
of development problems in rural areas varies depending on the
particular social context in which they are being studied. Local
initiatives, through local partnerships, have a number of positive effects
on the efficiency of development projects at the local level, enabling the
capacity building of the local population. The concept of rural
development is based on the principle of multi-functional development
and by that we mean the combined development of agriculture and other
activities. One of the base aspects of rural development is the agro-rural
economy model, and it is believed that the production of organic food is
the solution to the issue of food quality, food safety, environmental
protection and preservation of agro-ecosystems. To start the development
of rural and ecological tourism, it is necessary to animate and educate
local population, develop strategic plans at the local level, establish local
working groups or groups for the development, and marketing activities,
through branding, are moved to the local level.

Keywords: rural development, environment, tourism, marketing,
branding

Introduction

Every society, in its urban-rural context, is faced with the problems of
sustainable and balanced spatial, socio-economic and demographic
development. The topic of rural development in the world in recent years
becomes more important. Any consideration of the future development of
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Serbian society, as part of its problems, must seriously take into account
the issue of rural development and prevent urban-centered development
trends. Environmental, socio-economic, demographic, and any other kind
of equity in the development of a society is a necessary condition for its
progress. A large part of the rural population is below the poverty line,
socially and in every other way excluded from social events, and
agriculture, as still dominant activity in rural areas, has been in crisis for
decades (Jankovic, 2007).

A rural area can have the following functions: production of food, rest
and recreation, conservation and improvement of the ecological stability
of the entire territory, etc. (Huber, 1988: 36) In future it will be more and
more emphasized the exploitation of the potential of rural areas for non-
agrarian purposes. Rural development is not just the production of goods
and services for the expansion of market goods and services, but also the
environment protection. Sustainable rural development is possible only
with the preservation of ecological values (even the improvement, if
possible) of rural areas. Thus, the basic principles of sustainable
development put agriculture farmers and other rural residents in the
position of protectors of nature. It can be seen from the following
principles:
— Integration of the development of nature in the development of
agricultural production,
— Minimizing the use of externalities and non-renewable inputs,
— Full participation of farmers and other rural people in decision-
making processes related to sustainable development,
— Greater use of local farmers knowledge and practices and
— Increasing social goods provided in rural areas (Peki¢, 2000: 57).

Elements of competitiveness are many and depend on the context of each
area individually. The main long-term objective of the development
policy observed this way is the increase of widely understood quality of
life in rural areas, creating jobs for the rural population, the integration of
the area into a wider social system (health, education, cultural
institutions), the creation of a network of relationships and cooperation of
all stakeholders from government and public sector to private enterprise,
NGOs and local associations. The aim is to mobilize local actors, local
partnerships and active participation of interested individuals, social
groups and institutions for better implementation of the endogenous
potentials of the areas.

244



Social capital and capacity building of rural areas population

Rural areas represent a place of life and work of rural population, but on the
other hand, they today assume a number of new functions. Specificity of
development problems in rural areas varies depending on the particular social
context in which they are being studied. This social context is conditioned by
the development of every global society, the degree of its socio-economic
development, the structure of the entire social system and the problems that
every global society is facing. In the context of the development of rural
areas, the problems that dominate are largely under the influence of the
development of agriculture and rural economy. Rural areas are usually faced
with the issue of isolation, social exclusion, transport and infrastructure
incoherence, institutional non-development and the issue of diversification of
the rural economy, which is to provide a place of employment of the rural
population.

The comparative advantage of an area is reflected in the attractiveness of
rural areas for the realization of opportunities for job creation, investment in
infrastructure construction, local entrepreneurship and investment in small
and medium-sized businesses, manufacturing facilities, the strategies for
development of tourism, attractiveness of the area as a place of residence,
and recreation and leisure and so on. Regional development policy should
not encourage those activities that include maintaining the existing economic
structure of the region no matter how much it makes them economically and
developmental non-competitive, all for the sake of preserving social peace
and social security of its people. The focus of regional development in terms
of free market economy should be to strengthen the competitiveness of the
region. This means that measures of that policy at local, regional and national
level should make the region developmentally prosperous. With those
actions it is necessary to activate the developmental potentials of the region,
to take advantage of local sources of investment, incorporate the economy of
the region in the national economy as a whole, and so on. It is particularly
important that these measures make the region attractive for capital inflows
from other parts of the country (especially the economically developed), and
foreign investments.

In this regard, in addition to state incentives, the measures at local and
regional level are particularly important. They need to allow potential
investors to obtain economically acceptable and easily achievable locations
for their business, stimulating use of local infrastructure, establishment of
good relations with local government, and establishment of fair and friendly
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relations between the local population and the incoming investors. Am
especially significant role of the overall regional administration is promoting
and implementing the strategy of regional economic development of the state
and the regions. Their involvement should be oriented towards the effective
implementation of development directions and goals so that they jointly
contribute to raising the overall competitiveness of the economy (general
labor productivity and the efficient use of assets), while encouraging local
and regional initiatives and environmental protection. Sustainable
development means that from the perspective of endogenous growth model,
the local community has a certain level of participation and control over the
development process, and the possibility of achieving and maintaining the
benefits of the development (and its reproduction) in local frame. The
ultimate goal is actually sustainable development, and an important element
of sustainability is the potential synthesis of all dimensions of
competitiveness, because a region must achieve competitiveness on several
levels, e.g. environmental problems and pollution of land, water, air, can
largely nullify “attractiveness” of an area for investment, housing, boost the
so-called push factors for potential migrants - particularly rural youth,
facilitate the development of tourism, the production of quality food and
branding of local products and so on. On the other hand, the lack of human
capital, for example the absence of younger educated population as a
potential source of high-quality workforce, may prevent the investment of
small and medium enterprises in rural areas.

Local rural communities have different degrees of ability to mobilize the
local population and their potential for action in the direction of the desired
socio-economic development. Social capital, on the one hand, is a
prerequisite for development, but, on the other hand, it is a result of the
ability of different actors to jointly and effectively act on the achievement of
certain development goals. The basis for the establishment and maintenance
of social capital vary, and as some of the most important are frequently
highlighted the specific features of social organization, social norms, trust,
quality and frequency of interaction, cooperation and mutual interest,
distinctive local identity, the transparency of the development process. As
such, social capital is seen as a resource that creates and maintains
relationships, human and organizational resources, and the “glue” that
connects people acting together. (Shucksmith, 2000)

Networks of interpersonal relationships and the recognition of common
interests can lead to the creation of institutions that represent that interest.
Farmers' associations as a result of the interaction of interests of producers
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and social capital of a certain rural community, represent interest groups that
have a range of functions, from the economic (marketing of agricultural
products), to the function of mediation (negotiation) between the
organizations of affiliated farmers and markets, that is, the institutions of
global society. These associations serve as the mean of representation of the
interests of affiliated members gathered around a commonly recognized
interest, around joint (cooperative) values and norms which the affiliation
means. Within these associations it is possible to strengthen the existing
social capital (represented by the very institution of association), through
education, advisory functions, information and networking of the actors in
the market. In this regard, the associations of local rural people generally
have different functions and do not refer exclusively to a particular sector
(agriculture). The associations for local community development, for
preservation of local traditions and heritage, folklore, sports, hunting, fishing,
tourism, and a number of other associations can have a significant impact on
the lives and development of a local rural community.

The state with its development models and centralist programs and strategies,
can often produce a latent consequence of creating a sense of “mental
addiction” with the local population, a feeling of helplessness and a state of
continuing expectations for the government to do something to improve the
situation. In such a situation, local initiatives may be unrecognized,
inadequately supported or even completely absent. Local initiatives through
local partnerships (between different actors - especially the public and
private sectors) in planning, funding, coordination, implementation,
monitoring and evaluation of development projects have a number of
positive effects on the efficiency of development projects at the local level.
This enables the exchange of experiences and ideas useful for development
projects, joint decision making improves the quality of the project and its
implementation, local knowledge and experience leads to better analysis of
the advantages and disadvantages that exist at the local level, there is an
increase accountability, improve of relationships (conflict management),
feeling of social inclusion and so called capacity building of the local
population (Moseley, 2003: 115-141).

It would be illusory to expect that these processes are not burdened with
numerous problems. They are very much, especially in terms of the fact that
local population is not used to such forms of cooperation and engagement,
the risk of realizing the interests of powerful individuals and groups, the
problems of the relative advantages of better organized local communities
and regions that can attract a significant portion of the investment in their
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area (often influenced by local policy and powerful individuals). Also, there
are problems for local groups to make a realistic assessment of the
development and investment opportunities, which is the insufficient
“capacity” of local groups and local administration to plan feasible and
viable projects, which would have long term effects. In addition, there are
possible legal and administrative barriers, lack of information, the problem of
adequate and optimal mechanisms for the participation of local citizens and
permanent open channels of participation, their motivation, dealing with
financial management and assuming accountability, legitimacy of included
representatives of local rural communities, possible conflicts due to the
different interests and different view of the problems, burden of previous
conflicts and bad experiences, as well as the aforementioned under-
developed capacity of local administrations to manage such projects, and so
on. In any case, the aim of this approach is the initiation of the so-called
process of “capacity building” and it represents a “long term investment” in
human and social capital which is necessary for the processes of social
changes. To achieve this, it is required a stronger cooperation between the
public and private sector, state, local and territorial governments, non-
governmental organizations, cooperatives, farmers' associations and other
associations in rural areas, educational institutions, mass media, etc., which is
urgently needed for the sake of efficient work in the rural development
process.

Clean food production and rural development

The concept of rural development is based on the principle of multi-
functional development (Tosic, 2001). By this it is meant a combined
development of agriculture and other activities. The role of government is
reduced to the help in terms of funding in the form of subsidies and loan
approval for raising social standards and public utilities in the area and
improvement of infrastructure, investment in human resources, the
development of processing facilities, etc. (Vujatovi¢ - Zaki¢ Stojanovic,
2004). Significant measures of economic and agricultural policy in the future
should solve problems in the operation of small family farms. Before the
increase of the economic power of rural regions it is necessary to create the
conditions for increasing the motivation of people to work. The use of
innovation in rural activities should create space for entrepreneurial activity
with the participation of young people. The quality of that potential
workforce will be provided by the retraining of workers, as well as directing
people which lost their jobs in the cities towards the activities in the rural
areas.
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The main instruments for achieving rural development are the activities such
as conservation of natural resources, regulation of agricultural land and
making progress and economic security of rural areas, while protecting and
preserving the environment. One of the base aspects of rural development is
the model of agro-rural economy. Agriculture as an important economic
sector accounts in the total GDP for about 37 % (Bogdanov, 2007). The
growing demand for food has led to the fact that the agricultural production
primarily relies on the application of chemicals, with the aim of achieving the
highest possible yields and profits. It is believed that the organic food
production is the solution to the issue of food quality, food safety,
environmental protection, conservation of agro-ecosystems, etc. and that it is
potentially one of the most rewarding jobs in the world. Organic agriculture
represents a production management system that promotes the recovery of
ecosystems including biodiversity, biological cycles and emphasizes the use
of methods which largely exclude the use of off-farm inputs. This means the
maximum use of renewable energy, reducing all forms of pollution,
environmental protection, as well as the creation of conditions to meet the
basic needs of agricultural producers and acquiring adequate income.
Organic farming emphasizes the human health and respects the natural
balance, and avoids various types of pollutants (Ceranic¢, 2010).

Cleaner production requires changes in behavior, responsible environmental
management, development and implementation of appropriate policies and
constant evaluation of different technology options. Cleaner production is
focused on the causes of the problems related to the environment, rather than
on the consequences and not only deals with the processes of production, but
can also be applied to the entire product life cycle, from the beginning of its
development, the consumption to the disposal phase. CP task is to ensure the
conservation of resources, elimination of hazardous materials and waste
reduction. Five basic techniques of implementation of cleaner production are
responsible business, process optimization, substitution of raw materials,
new technology and new product development. Cleaner production protects
the environment by preventing the inefficient use of resources and the waste
that can be avoided. Companies that implement cleaner production should
gain an economic advantage by reducing labor costs, reduced volume of
waste treatment, reducing disposal costs, reduce environmental pollution and
so on. Investing in cleaner production has a long term impact on better
economic results of enterprises and reduces costs in relation to the
implementation of solutions for the treatment of the already existing waste.
Cleaner production, in addition to the high investment, requires that a
company operates in terms of constant change. Such a dynamic situation
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requires a different and more expensive technology and human resources.
These conditions disrupt the stability that is necessary to safely achieve mass
production, which is essential to make profits in a market economy.
Application of cleaner production thus potentially causes major changes in
the organization and management.

Non-agricultural potentials of rural areas - tourism development and
branding

The specifics of some rural areas, or the attractions that they can provide, must
be used up within the rural development. There can be identified certain areas
of recreation (sports, hunting, fishing), and the development program may,
depending on the conditions, include the development of tourism. The
development of the rural tourism should be based on, among other things, the
preservation of cultural and spiritual values of the area, which means it is not
necessary in all the segments of a rural area to insist on the establishment of
equality between rural and urban. It provides an opportunity for increasing
agricultural production because a part of the production would be intended for
tourists, especially when it comes to environmentally friendly food. In general,
activities in the field of rural tourism should also be carried out in accordance
with ecological principles, without damaging the environment, by those who
provide as well as by those who use tourism services.

To start the development of rural and ecological tourism, it is necessary to
animate and educate the local population, develop strategic plans at the local
level, establish local working groups and development groups (Lazovic, 2004).
When animating the population it is necessary to give a clear view of all the
positive aspects of the introduction of tourism to the local community. The
effects and benefits that the local community could have must be clearly
pointed out, but it must not be forgotten to present the effects of preservation
and placement of local cultural and historical heritage. The development of
tourism in rural areas is also reflected in the creation and definition of
development plans that are based on valid information, and accepted by the
local population. We cannot speak about the development of tourism if the
funds in various funds and state authorities are not provided. The role of the
state would be reflected in the co-financing of development plans relating to
the improvement of infrastructure and basic living conditions, which is the
prerequisite for the development of rural and ecological tourism (Tourism
Development Strategy of Serbia for the period of 2005-2015). A prerequisite
for the activation of rural areas is improving the quality of life, with the
following measures: increasing the availability, an appropriate level of
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technical infrastructure, provision of basic public services, and retraining of the
population. In order to increase the competitiveness of a rural region as a
destination in the domestic and international tourism market, in the short and
long term, it is necessary to remove the existing deficiencies. Identified
competitive disadvantages can be eliminated by applying the key
competitiveness programs and their application should remove competitive
disadvantages and significantly improve its competitive position in the
domestic and international tourism market. The competitiveness programs can
be seen in terms of separate program parts:

e Development and improvement of accommodation facilities,
Development of tourism infrastructure,
Training of personnel,
Development of entrepreneurship,
Planning, development and protection of the area,
Tourism signalization,
Improvement of public services and public infrastructure,
Establishment of quality systems.

The current level of management and tourism development has a basic flaw in
the absence of clearly defined management structure, as an organizationally
professional approach to the determination that tourism is one of the directions
of the future development of a region. The issue of management on the level of
a tourist destination is particularly significant because it is one of the main
driving forces of development of the value chain that would allow tourists an
unforgettable travel experience. That means that someone is engaged in the
development of competitiveness of certain area in a professional, effective and
efficient manner, that is, it means that there is an institution that will assume
the operational responsibility for the implementation of this strategy. In this
context, it is necessary to consider possible models for organizing the
management of the region as a tourist destination. In the process of
globalization the focus has shifted from the local to the global level, from the
branding of products and services on the branding of regions. In the current
process of connecting the world and the creation of a large global village, it is a
challenge to brand a whole rural region, introduce to the world its unique
characteristics, and promote the true values, while making the region develop
in the right direction. In order to achieve these goals it is necessary to form all
the marketing activities so as to improve the function of socio-economic
interests of the destination. The main objectives of promoting should be:
e Development of Tourism,
e Development of the economy,
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e Boosting investments,
e Improving the image.

Popularity of branding is directly driven by the process of globalization with
the goal of unique differentiation and positioning. Clearly defining the image
of a place, better positioning and popularizing within the international market
framework, all of that helps to know better different destinations and bring
closer different cultures and people. In the future, the phenomenon of branded
regions will be more prominent. In a sense, it seems that the identification
with the brand, in our individualistic, materialistic, purchasing, egocentric era,
became in a sense a sort of replacement or supplement to religious beliefs, that
brands represent a person's identity in a confusing, competitive world in which
there is the possibility of losing rational choice (Olins, 2003). People define
themselves through brands, express themselves, their emotions, and
complement their personalities, position in the globalized social environment.
Brands and branding have a certain prospective in the future, but it is up to us
which way we will direct it and how we will shape it. Reviewing the current
situation in the world market, where there are many examples of manipulation
by brand, we come to the conclusion that it is needed to use brands and
branding in favor of socio-economic development of countries and regions.
The brand has a perspective if strong emotional ideas, coherence and
consistency basically support the development of loyalty to itself. Depending
on these settings, brands can be divided into desirable and undesirable. They
can become socially responsible and promote positive values, achievements
and obtain a certain attitude (positive or negative) towards the local
community.

In the field of globalization and strengthening of the market competition,
regions pay strong attention to branding in order to transfer the image to the
world public of a desirable tourist or investment destination. Region branding
is the modern way of their development, which may contribute to their
promotion and positioning in the country and the world. Having in mind the
actuality of countries, regions and cities branding in the world, significant
benefits would be achieved from the definition and implementation of
effective brand strategy of the regions in our country. The goal of branding is
to develop a notion of a location as unique, attractive and credible. In this way,
the main objectives of a region should be: economic development, tourism
development, increase of investment and improving the image. The result of
the project of branding is an emphasis on a clear competitive advantage, which
would ultimately contribute to greater inflow of foreign direct investment in
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the region, increased exports, increased tourist numbers and/or larger number
of organized cultural and sporting events. Accordingly, the branding of a
region would help in the overall socio-economic development of the region by
strengthening the economy, promotion of cultural heritage, job creation and
poverty reduction. Branding is a complex process in which, in order to achieve
maximum results, it is needed the involvement of all stakeholders (residents,
local authorities, industry representatives) to create and broadcast a single
message to the public. For this reason, branding is primarily seen as the
responsibility of local government to take the initiative and utilize all the
resources in close cooperation with representatives of industry and experts in
relevant fields.

Tourism is almost entirely dependent on the environment. Natural resources
and man-made resources are the primary source of tourism. Any degradation
of the primary sources is likely to cause the reduction of tourism. Thus, their
economic analyses are of great importance for tourism. Like other economic
activities, tourism requires the consumption of certain resources. Today,
tourism is seen as one of the main economic activities in the world. It
contributes about six percent of the world's income. Of course, it has a
significant impact on the demand of exhaustible and renewable resources. It
manages the significant amount of waste and thus influences the solution of
the problem. Operation of tourism enterprises reflects market characteristics of
other economic sectors. The expansion of tourism or concentration in certain
destinations have neglected the long-term dependence of industry and the
environment, which has led to over-exploitation on natural resources and non-
economy (Cater, Goodall, 2002). Ecotourism is a form of such use of the
space, which means minimizing the negative impacts on nature and the local
population. It helps the protection and management of the protected natural
resources and other natural areas. Ecotourism affects the long-term
participation of local people in decision-making and determines the economic
and other benefits to the local population.

The potentials of Leader initiatives

The processes of planning of rural development must be located both at
the regional and local level because of the optimal use of resources,
facilitation of the connection of regional and local actors, avoiding
bureaucratization and lack of understanding of regional and local
conditions with the central institutions, etc. In this way, local and regional
(internal) issues are gaining in importance (e.g. level of income in the
region, the level of employment and preservation of natural resources,
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increasing revenues from agriculture, local initiatives for development
and rural regeneration, etc.). Experiences in terms of rural development in
Europe are numerous and they partially represent local and regional
(territorial) answers to questions of development of rural areas, which are
incorporated into national rural development strategies. Examples of this
are European initiatives of so-called endogenous rural development
Leader 1 and Leader 2. A general assessment of Leader 1, 2 and Leader +
Initiatives is positive. The positive experiences of the first two initiatives
have led to the continued funding in the form of Leader + initiative, i.e.
the measures planned for the period after the year 2007, when Leader
exceeds the level of a pilot initiative and becomes an integral part of the
“programming” of rural development. This initiative has led to the
creation of hundreds of local action groups throughout Europe, which are
connected and share experiences of their development projects.

General characteristics of the Leader initiatives (symbolically, often
called “laboratories of rural development™) are: development focused on a
specific territory for better use of endogenous potentials of the area,
horizontal integration activities, strengthening the common identity and
vision for development; bottom up approach, which is reflected in the
active participation of local people; local partnerships, operationalized
through local action groups (LAG) that actively coordinate these
processes; innovative approach, aimed at creating alternative and original
solutions for the sake of raising the competitiveness of the area; multi-
sectorial integration, as a combination of activities of the various
economic sectors, social groups and institutions; networking, in terms of
connecting different groups and territories covered by Leader initiatives,
in order to allow dissemination of information, ideas and experiences
among rural regions of Europe and to stimulate cooperation among
regions (active participation in this task is mandatory for all users of
Leader programs); decentralized management and financing, with
participation in the financing by the person who uses the programs.

Leader actions have contributed to the sustainability of the development
processes at the local level, have proven to be adaptable to different
socio-economic and managerial context and applicable to smaller
territorial activities in rural areas, have induced the responsibility of local
partnerships, linking public and private sector in a common strategy, as
well as the interests of many different stakeholders (Shucksmith, et al.,
2005: 109). These activities are faced with many problems and obstacles
such as the influence of interest groups and the issue of the quality of
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partnerships in local action groups, problems of administrative barriers
for the implementation of projects, the relatively low participation of
women in local action groups and problems of institutional
underdevelopment, which can be an obstacle to successful development
activities. Leader in the next period becomes an integral part of the EU
rural development policy, along with other similar types of SAPARD
funds (IPARD), PHARE, ISPA or similar national programs similar to
Leader, focused on rural development of local rural communities.

According to the 2007-2013 financial perspective, 43 percent of the total
EU budget goes to rural development and the implementation of EU
agricultural policy. Given the complexity of the Common Agricultural
Policy, EU supports candidate countries in the adaptation of the
agricultural sector and rural areas, as well as the implementation of EU
legislation in the framework of the Common Agricultural Policy.
Component relating to rural development is intended for candidate
countries in order to prepare for the implementation and management of
the Common Agricultural Policy. Implementation of assistance under this
component contributes to the sustainable development of the agricultural
sector and rural areas, as well as an improved implementation of the
acquis communautaire in the field of the Common Agricultural Policy.
Also, through the process for using this component of IPA, the candidate
countries for EU membership are prepared to use funds from the
European Agricultural Fund for Rural Development. Technical assistance
is a measure which is related to the assistance to the public administration in
the implementation of IPARD operational program. This measure is aimed
for helping to establish the IPARD Monitoring Committee, conducting
monitoring and evaluation activities, seminars and meetings, and so on. It is
also important to note that the administration and organizations active in the
field of rural development, established in the beneficiary countries under this
IPA, have access to the European network for rural development. Through
participation in this network a user can have an easy way to establish
cooperation with relevant actors in the field of rural development in the EU
member states and thus to further improve the agricultural sector and the
protection of their interests at European and global level.

Measures that are particularly important are:

Encouraging the diversity and development of rural economic activities
through the launch of economic activity, creating employment
opportunities and through diversification into non-agricultural activities.
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Priority is given to investments for creating micro and small enterprises,
crafts and rural tourism in order to improve the development of
entrepreneurship and economic production. In areas where the local rural
development strategy is already determined, the investment under this
section shall be in accordance with these strategies.

Preparation and implementation of local rural development strategies
through the preparation of projects of cooperation in accordance with the
priorities of rural development and management of local public-private
partnership by establishing so-called “Local action groups”.

Activities to improve the environment and nature, through the
implementation of pilot projects in order to develop practical experience
in the implementation of actions to improve the environment and nature,
both at the level of administration, and the level of agricultural holdings.
Examples include organic farming, crop rotation, reducing the use of
fertilizers, etc.

Improvement and development of rural infrastructure by reducing
regional disparities and increasing the attractiveness of rural areas for the
development of entrepreneurship and providing conditions for the
development of rural economies. Priority in this program is to measure
the investment in water and energy supply, waste management, local
access to information and communication technologies, local access roads
of particular importance for local and economic development, as well as
infrastructure and fire protection because of the risk of forest fires.

Improving the training in order to contribute to the improvement of
professional skills and competence of persons engaged in the agricultural,
food and forestry sectors and other economic actors employed in the
fields covered by this component (but keep in mind that the funds will not
be awarded for training courses that form part of normal education
programs or systems at secondary school or higher levels).

Conclusion

Important experiences of rural development policy in the European
Union, from which Serbia should learn are mobilizing and connecting all
stakeholders in the process of rural development, regionalization,
decentralization (de-concentration of decision-making and management),
application of knowledge and experience of other countries, regional and
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local development projects, the idea of local action groups at the
community level and so on. Serbia should turn this idea into a formal
development strategy and operationalize them in a way that they can be
practically achievable. Thus would be built the capacity of rural areas
population, which in conjunction with other forms of capital of every
rural area can increase its competitiveness and potentially produce a
number of positive social changes. Industrialization enables the
improvement of the living standards of a large number of people on Earth,
but it has a negative impact on the environment and human health.
Education for environmental protection is not just about exploring the
natural and social sciences necessary for understanding and solving
environmental problems and environmental pollution, it also includes
upgrading moral principles and the establishment of a new value system
of man in relation to nature and the environment. The main instruments
for achieving rural development are the activities such as conservation of
natural resources, regulation of agricultural land and making a progress
and economic security in rural areas, while protecting and preserving the
environment. Organic farming as a model agro-economic development
can be an important instrument for achieving rural development, given the
fact that it is a solution to the issue of food quality and safety,
environmental protection and conservation of agro-ecosystem, and that it
Is potentially one of the most rewarding jobs in the world.

The specifics of some rural areas, or the attractions that they can provide,
must be used up within the rural development. Activities in the field of
rural tourism should also be carried out in accordance with ecological
principles, without damaging the environment, by those who provide as
well as by those who use tourism services. In the current process of
connecting the world and the creation of a large global village, it is a
challenge to brand a whole rural region, introduce to the world its unique
characteristics, and promote the true values, while making the region
develop in the right direction. Branding is a complex process in which, in
order to achieve maximum results, it is needed the involvement of all
stakeholders (residents, local authorities, industry representatives) to
create and broadcast a single message to the public.
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FINANCING AGRICULTURE AS A FACTOR OF THE RURAL
DEVELOPMENT IN THE REPUBLIC OF SERBIA

Gordana Radovié, Nikola Njegovan*

Abstract

Due to its specific production circle, agriculture can not be self financed
and it needs help in the form of an adequate financing model. So far, the
Republic of Serbia has not had a proper one; therefore, financing Serbian
agriculture is the most serious and most complex problem of domestic
agrarian policy. The aim of the paper is to analyze the problem of
financing Serbian agriculture in the previous period, and to propose
possible models of financing domestic agriculture, based on the
drawbacks of the previous solutions. Analytical-empirical, quantitative
and comparative methods were used in this paper, as well as the method
of synthesis. The authors believe that state financial support in the system
of financing Serbian agriculture is necessary in order to strengthen the
agricultural entities. The support should be implemented by the subsidies
from the agrarian budget and the loans, supported by specialized
agricultural banks, whose forming is also suggested in the paper. In the
system of financing domestic agriculture, we need to develop new sources
of finance such as securities, term contracts (options and futures), and
public-private partnership, as well as to use the potential of foreign
financial sources.

Key words: financing, agriculture, rural development, the Republic of Serbia
Introduction

According to OECD categorization, rural areas in Serbia occupy 85% of

the territory and are inhabited by 55% of the total Serbian population. The

results from the Census of Agriculture in 2012, show that Serbia has
631.122 agricultural households. Family owned agricultural households
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(farms) are dominant and make 99.5% of the households registered, while
only 0.5% of the farms belong to the agricultural enterprises. The average
size of the land is 5.4 hectares and the average farm owner is 59 years
old.> Women make 43% of the total number of full-time employed
members of the agricultural households. Besides primary agricultural
production, 78.301 (12%) of the agricultural households are engaged in
other profitable activities, that are not related to agriculture.® Based on the
above mentioned data, we can conclude that primary agricultural
production is still the main activity of the domestic agricultural
households and that the farms are predominantly family-run.
Furthermore, the sector of micro-agrobusiness is still underdeveloped,
and the age structure of the people engaged in primary agricultural
production is unfavourable.

According to the authors, the main macro-economic factors that indicate
the importance of agriculture for the economy of any state are the
following: (a) the share of agriculture in the total population; (b) the share
of agriculture in the total employment; (c) the share of agriculture in the
gross domestic product; (d) the share of agriculture in the external trade.’
Based on the data from the Survey on the Workforce from 2011, 42% of
the total workforce in Serbia lives in rural regions, while 19% of them
work in the sector of agriculture, forestry and water management.
Regionally, 19.8% of the people employed in this sector are from
Vojvodina, 27% are from Sumadija and Western Serbia, 27.7% are from
Southern and Eastern Serbia and 3.2% are from Belgrade. Even though
the agricultural share in GDP is constantly decreasing, the agriculture,
forestry and water management participated with 7.95% of the total
export and 2.91% of the total import in 2011, which means that this sector
actually gained the surplus in the external trade.> We could conclude that,
in the previous period, agriculture has been an important sector for our
economy, as it employed one-fifth, or in some regions, one-fourth of the
total workforce, which positively influenced the balance of payments.

? Statistical Office of the Republic of Serbia (2013): The Census of Agriculture in 2012-
Agriculture in Serbia, Book 1, Belgrade p.13.

? Statistical Office of the Republic of Serbia (2013): The Census of Agriculture in 2012-
Agriculture in Serbia, Book 2, Belgrade p.125.

* Bogdanov N. (2007): Mala ruralna domaginstva u Srbiji i ruralna nepoljoprivredna
ekonomija, MPSV RS, UNDP, Beograd
Shitp://webrzs.stat.gov.rs\WebSite/repository/documents/00/00/61/71/SB_550_ARS2011 SAJT.p
df; from February 23, 2014.
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Contemporary problems of domestic agriculture include: financial
devastation, fragmented land, a small number of successful farmers’
associations, as well as rare cases of successfully transformed ownership
in agricultural industry. The agricultural households are characterized by
the dominant mono-functional agriculture, low productivity, outdated
machinery and the lack of necessary agro-technical measures, as well as
common using of saved seed and parity agricultural loans.The structure of
the agricultural households is becoming older and poorer, with less people
living on farms. Poverty has become the “rural phenomenon” in the past
years, since there are twice as many poor inhabitants in rural areas than in
urban ones. Therefore, we strongly believe that all the listed problems of
the domestic agriculture are related to the problem of financing of Serbian agriculture.

According to the analyses of the closing balance of the companies
engaged in primary agricultural production, we could learn that relative
profit to total income ratio shows low profitability. The total amounts for
reproduction (profit and amortization are constantly decreasing, and as a
result, our agriculture has not invested in the amortization in the last two
decades which is the obvious example of financial devastation. The
reasons for the financial devastation are of endogenous character and are
conditioned by price disparity and inadequate financial support to the
agriculture. It is the case of the distinct imbalance between economic
importance of the agriculture on one hand, and the implemented financial
support to this branch of economy, on the other.®

The challenges of financing Serbian agriculture are, at the moment, the
greatest and the most complex problem in domestic agriculture, whose
solution would help the development of the primary agricultural
production. It would also help the development of multifunctional
agriculture and the rural development of the Republic of Serbia.
“Agriculture needs constant financial and credit support, as it needs to
place the financial sources into production at once, and it needs to act in
accordance with the scope of work, nature of production, long period of
keeping the sources (or low turnout of investment) and low profit that
primary production always faces. It also means that is not possible for the

® Pejanovi¢ R., Njegovan Z., Maksimovi¢ G. (2013): Ekonomika poljoprivrede, agrarna
politika i ruralni razvoj, Drustvo agrarnih ekonomista Balkana, Beograd,, str.149.
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production to accumulate its own sources of finance”.” The aim of the
paper is to analyze the problems of financing agriculture in the Republic
of Serbia and to propose some new concepts of financing domestic
agriculture, based on the analysis done. The main hypothesis serving as
the ground for the research is that domestic agriculture needs the adequate
state financial and credit support because of its economic and social
importance. Analytical-empirical, quantitative and comparative methods
were used in this research, as well as the method of synthesis.

The roots of the problem of funding

Serbian agriculture was financially completely dependent on the state
until 1994, when The Programme of Reconstruction of Monetary System
was adopted. The state had an enormous influence on creating the
measures for financing agricultural production. The measures were
mostly loans from the National Bank primary issues with favorable loan
terms. “The National Bank of Serbia granted the loans from the primary
issues using discount rates, which were much lower than the rates on the
market. The discount rate in the early 1990s was twice or even five times
lower than the interest rates of the commercial banks on the market.”
Credit placement of the commercial banks in the agriculture was also
influenced by the state. During that period, we could say that short term
and long term loans were influenced by the state control, and that
financial sources were administratively directed towards agriculture.
According to some authors,’® the placement of the selected loans from the
primary issues into agriculture was justified, as it partly fixed bad
economic position of the agricultural companies. The same source claims
that preferential loan placements were necessity because of the
underdevelopment of domestic financial market, insufficient mobility of
finances, as well as the need for seasonal investments which had to be
made in the short term. Furthermore, preferential placements were
required for the export of agricultural and alimentary products, as it was
impossible to collect receivables in a short period of time.

" Radovi¢ G. (2009): Podrska drzave u funkciji finansiranja poljoprivrede, Naucni
Casopis Agroekonomika br.41-42, Poljoprivredni fakultet, Departman za ekonomiku
poljoprivrede i sociologiju sela, Novi Sad, str. 69-79.

¥ Radovi¢ G. (2009): Magistarska teza: Modaliteti finansiranja agrara u tranzicionom
periodu, Univerzitet u Novom Sadu, Ekonomski fakultet Subotica, str. 25.

? Bjelica V. (2001): Bankarstvo (teorija i praksa) , Stilos, Novi Sad, str.122
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The Programme of Reconstruction of Monetary System annulled the
privileged position of the Serbian agriculture and its right to the selective
and preferential credit policy, as these placements was considered the
generators of inflation. The annulment of the privileges of the agricultural
sector did not bring another source of financing which would adequately
replace the previous one, and the agricultural companies had to start
taking unfavorable loans with high interest rates.

The individual producers could not take loans,™ so they had to take PIK
loans, to make arrangements with the processing companies. The
additional disadvantage was the placement of the premiums for milk* via
processing companies, which drove the producers in more difficult
position and influenced the production volume.

In our opinion, financing agricultural sector from the primary issues of
the National Bank was wrongly characterized as the “generator” of hyper
inflation which shook our monetary and financial system in the 1990s.
The loans placed in the agriculture had actual loan coverage in
agricultural production, and the “trigger” was the inadequate control
system of financing agriculture from the primary issues of the National
Bank, which was given to the commercial banks.

It is necessary to point out that financing agriculture in the 1990s was
difficult because of unfavorable developing performance of our economy,
which was the result of the economic embargo, disintegrated Yugoslav
market and the armed conflicts. The accumulative ability of the
agriculture was negatively influenced by price discrepancy. The price
discrepancy was conditioned by the need for securing food for the society
and the worst period was in 1994 and 1995. It was estimated that, during
this period, Serbian agriculture “lost” around 5 billion US dollars.

197t is estimated that in Serbia only 10% of the farmers’ property is registered with land
registry. In most cases, they are not able to submit the proof of ownership to the banks,
and can not use morgage as the means for securing loans

1 >*From 1996 to 2003, the premiums for milk used the greatest part of the agrarian
budget, as 1/3 of the budget finances was used for the premiums. We should bear in
mind that this measure had a social aspect, because the premiums were paid to the
producers regardless of the amount of milk delivered and the great number of farms met
the requirements. Radovi¢ G. (2009): Magistarska teza: Modaliteti finansiranja agrara
u tranzicionom periodu, Univerzitet u Novom Sadu, Ekonomski fakultet Subotica, str. 33.
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Agrarian budget as the means of granting subsidies and loans

Agrarian budget became the part of Serbian state budget in 1996. The
initial idea was to establish the agrarian budget as the stable and
permanent source of financing agriculture, the model that exists in all
agriculturally-developed countries. According to some authors, the
agrarian budget in domestic conditions represents the source of
reimbursement rather than financing. The distinguished authors also
question the function of granting loans which has been present in the
budget since 2004*, which can not be called a financial function. In the
past, there were some quick changes in the models of granting subsidies
from the agrarian budget to the agriculture. Those changes confused the
farmers and prevented them from planning their production. In our
opinion, better results would be achieved if we used the model of granting
subsidies via specially formed state financial institution, whose work
would be constantly monitored by the National Bank of Serbia.

Besides the quantitative, the agrarian budget has also got the qualitative
aspect, as it represents the key element for the implementation of agrarian
policy measures. It is necessary to emphasize that Serbian agrarian policy
(in the last fifteen years) has undergone some sudden and inconsistent
changes. The previous period can be divided into three stages, the first
one being from 2001 to 2003. This stage was characterized by the
measures of price support for wheat, sugar beet, sunflower, soy beans and
milk premiums. The measures of agrarian policy, which were introduced
during the second stage from 2004 to 2006, were directed towards the
investment and rural development.

The third stage, which started in 2007, introduced the subsidies per area
of agricultural land and per head of livestock. The mandatory registration
of agricultural households was introduced in 2004 and since then, the
registered farms have been eligible for financial support from the agrarian
budget. Contrary to our domestic policy, EU Common Agricultural Policy
is defined by seven-year period during which the priorities of
development and the measures of agrarian policy are established.

12 Agricultural loans, with the support from the agrarian budget, were not granted only in
2013 even though 500 million dinars were planned for granting.
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Table 1. Agrarian budget share in the total budget of the Republic of
Serbia from 1996 to 2013

Share of agrarian| Share of agriculture,
budget in total forestry and water
Total Budget Agrarian budget budget RS management in GDP
Year (million/rsd) (million/rsd) (%) (gross value added in
current prices)
(%)
1996 10.240,2 900,0 8,3 19,5
1997 13.821,0 828,9 6,0 19,3
1998 16.807,5 975,3 58 18,3
1999 17.640,7 878,2 5,0 21,4
2000 32.702,4 1.823,4 5,6 18,2
2001 127.339,9 3.940,1 31 17,5
2002 177.600,0 7.640,0 4,3 12,9
2003 271.800,0 10.990,0 4,0 11,1
2004 329.300,0 20.140,0 6,1 11,5
2005 432.900,0 18.980,0 4.4 10,0
2006 505.820,1 27.543,9 54 9,4
2007 595.517,8 26.095,8 44 8,6
2008 695.959,1 32.895,4 47 8,9
2009 719.854,1 26.690,4 37 8,0
2010 825.884.9 31.577,9 3,8 8,5
2011 824.575,9 33.676,0 41 9,1
2012 1.018.633,4 40.876,7 4,0 8,3
2013 873.409,4 44.699,5 51 *
Average share 49 12,97

Source: Ministry of Agriculture, Forestry and Water Management and
Republic Office for Statistics; The author’s calculation

Serbian current financial support to domestic agriculture is based on the
Law on Agriculture and Rural Development® and the Law on Incentives

3 The Law on Agriculture and Rural Development, Official Gazette of the Republic of
Serbia, No 41/2009

265



in Agriculture and Rural Development**. The Law on Agriculture and
Rural Development defines the application of the system of budget
support to reach the following: (1) improvement of competitiveness of
agricultural products on the market; (2) provision of healthy, quality food;
(3) provision of support to the living standard for the farmers that can not
secure their presence on the market; (4) provision of the support to rural
development and protection of the environment from the negative effect
of agriculture.

The Law on Incentives in Agriculture and Rural Development defines the
measures of the agrarian policy that are applied via regulated incentives:
(1) direct payment; (2) incentive measures for rural development; (3)
special incentives related to creating institutional framework for the
implementation of the above mentioned types of incentives. The Law
states that the share of agrarian budget in the state budget can not be
lower than 5%, except for the year 2013, when the Law was passed.

The analysis of the date presented in table 1 shows that the average share
of the agrarian budget in the total budget of the Republic of Serbia was
almost three times smaller than the share of agriculture, forestry and
water management in gross added value for the period given. The
presented data show the domestic problem of financing agriculture — the
ratio of the budget allocations aimed at investment in agriculture and the
contribution of agriculture in creating the state gross added value. The
Law on Incentives in Agriculture and Rural Development states that
agrarian share in the total state budget can not be less than 5%, except for
the year 2013, when the Law was passed. The total budget allocations for
the investment in agriculture in the previous period included the
allocations from the Republic, AP Vojvodina and local governments.
“The average share of the budget allocations from AP Vojvodina’s for
financing agrarian sector from 2004 to 2012 was only 4.2%, which is
rather inadequate, if we consider the importance of agricultural
development in AP Vojvodina.

% The Law on Incentives in Agriculture and Rural Development, Official Gazette of the
Republic of Serbia, No 10/2013

1> Pejanovié R., Radovié G. (2013): Agrarni budzet kao faktor ruralnog i regionalnog
razvoja Republike Srbije, XVIII Nau¢ni skup: Regionalni razvoj i demografski tokovi
zemalja jugoistocne Evrope, Univezitet u NiSu, Ekonomski fakukltet, Nis, 21.jun
2013.godine, str.241-252.
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Quantitatively, in the future, we need to increase the agrarian share in the
total budget to at least 5%, which is the minimum defined by the Law on
Incentives in Agriculture and Rural Development. Bearing in mind the
importance of agriculture for the economic development and its social
aspect, some authors believe that 10% of the total budget would be
optimal for the agrarian budget.“Qualitatively, in the future, it is
necessary for the budget to allocate more funds into rural development, as
Serbia is predominantly rural country. More than half of Serbian
population lives in rural areas, therefore it is essential for us to create new
jobs and to improve living standards of the rural population, as well as to
increase the level of economic development through the process of
diversification”.® It is crucial for the Strategy of Rural Development
which is in the process of adopting, to precisely define the period,
measures of agrarian policy as well as the measures related to
diversification of rural economy and their share in the structure of
agrarian budget. The proposal is based on the requirements of agricultural
entities that need the predictability of agrarian policy and its
harmonization with the EU Common Agricultural Policy.

Commercial bank loans

The loans granted to domestic agricultural entities by the commercial
banks in the transitional period were characterized by: (1) high interest
rates; (2) application of currency clause; (3) many requirements for
granting the loan; (4) strict selection of loan applicants; (5) high expenses
of securing the loan; (6) short loan period; (7) non-existence of grace
period or extremely short grace period; (8) obligation of one-off loan
processing fee; (9) the lack of loan flexibility according to the seasonal
character of agricultural production; (10) most of the banks accrued the
interests on the entire loan amount, and not only on the rest of the debt.
The interest rates on the placed agricultural loans were extremely high
because of the huge risks related to agricultural production. “The
expenses of loan interests can seriously endanger the economic position

of the farms, as well as the producers”.!’

16 |

Ibidem
7 pejanovié R., Tica N.(2005): Tranzicija i Agroprivreda (Ogleid iz agrarne ekonomije),
Univerzitet u Novom Sadu, Poljoprivredni fakultet, Departman za ekonomiku
poljoprivrede i sociologiju sela, Novi Sad, str.139.
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“The risk in agricultural production is constant and can be classified as:
(@) the production risk — depending on weather conditions, animal and
plant diseases; (b) the price risk; (c) the institutional risk; (d) the financial
risk; (e) the personal risk; (f) the goods production risk (damage or
complete loss of production technology due to the theft or natural
disasters); (g) the risk of fire or any other threats.Therefore, agriculture is
a very risky activity not only because of its natural, biological factors, but
because of its social factors as well (such as the influence of the market).*®
Because of the risks mentioned and slow turnover of the capital, the banks
in Serbia are not willing to fund individual agricultural producers. “Small,
family-run farms (that are predominant in Serbia) are in the worst,
unenviable position and they do not actually have the access to the
commercial loans”.” “However, the commercial banks have been more
interested in funding the agriculture in the last decade, which can be
explained by the arrival of the foreign banks with a long tradition of
funding agriculture in their home country.” * According to the current
data, the following banks play the major role on the domestic market of
agricultural loans: ProCredit, Banca Intesa, Credit Agricole, and
Komercijalna Banka.

Agricultural loans of the specialized state financial institutions

Development Fund of the Republic of Serbia in accordance with its
policy can not grant loans to the individual producers, but only to the
agricultural companies- legal entities. In the previous period, the loans
were granted to the food processing industry. Those loans were
characterized by favorable annual interest rate (up to 3% annually), and a
very short repayment period, if we consider that the maximal loan period
was 6 years for the investment loans. ”The average share of agricultural
loans in the total number of long-term loans, granted by the Fund from

18 pejanovi¢ R., Njegovan Z., Tica N. (2007): Monografija, Tranzicija- ruralni razvoj i
agrarna politika, Univerzitet u Novom Sadu, Poljoprivredni fakultet, Departman za
ekonomiku poljoprivrede i sociologiju sela, Novi Sad, str.103-104.

9 pejanovié R., Njegovan Z., Maksimovi¢ G. (2013): Ekonomika poljoprivrede, agrarna
politika i ruralni razvoj, Drustvo agrarnih ekonomista Balkana, Beograd,, str.151

% Radovié¢ G., Pejanovié R., Njegovan Z. (2013): Credit as a source of financing
agriculture Serbian, The Seminar on Agriculture and Rural Development - Challenges
of Transition and Integration Process, 50th Anniversary Department of Agricultural
Economics, Belgrade - Zemun, 26.-28.09.2013.,1ISBN:978-86-7834-180-9.
http://ageconsearch.umn.edu/bistream/161589/2/UBelgradeProceedings%20AEK50-

Finall.pdf
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2010 to 2012, was 33%, which means that one third of all long-term loans
of Development Fund of the Republic of Serbia was placed in the
development of agricultural and food processing industry. "

Provincial Fund for Agricultural Development was founded by the
Assembly of Autonomous Province of Vojvodina in 2001% in order to
provide incentives for agricultural development in AP Vojvodina. The
main idea of the Fund was to enable agricultural producers to access the
necessary funds for their production faster. The Fund’s loan terms were
rather favorable as the interest rate was 2% annually, with the grace
period, while the maximal amount per loan reached 20.000 euros. The
unfavorable terms were related to the short repayment period (up to four
years). “By December 2011, Provincial Fund for Agricultural
Development granted 1.875 loans, placed for agricultural development in
Vojvodina, with the total amount of 8.063.560.13 euros .

The Provincial Fund for Development was founded in 2013, in order to
grant loans to the industry, agriculture and entrepreneurship and to
encourage even regional development, increase export and employment.
At the end of 2013, the Fund announced the first call for agricultural
loans. There were two types of loans: long-term loans for agricultural
development and long-term loans for the development of food processing
industry. The terms were rather favorable, as the annual interest rate was
4% maximum, the loan amounts were acceptable and there was a grace
period. These loans were unfavorable considering requested guarantees,
short repayment period, and the calculation of intercalary interest during
the grace period, and high obligatory participation which forms minimum
of 20% of the calculated loan value.

The Fund for Capital Investments of AP Vojvodina was founded by
the Assembly of Autonomous Province of Vojvodina in 2006 in order to
finance programmes and projects of capital significance for Autonomous
Province of Vojvodina. One of the most important areas for the fund is
definitely agricultural development. The mission of the Fund is
investment in projects and programmes as a pledge for further and
stronger economic, commercial, cultural and political development of
Vojvodina and the Republic of Serbia. “From 2006 to 2008, The Fund for

“L Ibidem
22 Official Gazette of AP Vojvodina, No 3/01
Zhttp://www.fondpolj.vojvodina.gov..rs The Report for 2011 (Page visited June 6, 2013).
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Capital Investments placed 160.66 million dinars in agriculture, forestry
and water management. "

Guarantee Fund of Autonomous Province of Vojvodina was founded
by the Assembly of Autonomous Province of Vojvodina in 2003. Its main
goal is to make the access to the financial market easier, and to ensure
favorable loan conditions in comparison with the market conditions for
individual producers, private entrepreneurs and small and medium
enterprises in AP Vojvodina. The Guarantee Fund conducts the activities
of guarantee issuing, in order to ensure the repayment of the loans
approved with the commercial banks. Based on the data in Table 2, we
can conclude that, so far, the Fund has placed 42.80 million euros of
guarantees in its programme activities and rural development of AP
Vojvodina.

Table 2. Engagement of guarantee potential from 2004 to 2013

. Number of
Activity Effect Guarante(zz)potentlal guarantees
Procurement of mineral 20.148 tons 4.174.000,00 42
fertilisers
Procurement of tractors 1.032 tractors 32.708.805,59 891
Support to female 748 new job 2.760.918,77 195
entrepreneurship —new positions
job positions
Purchase of agricultural 711 hectares 2.373.018,00 12
land
Export stimulation 781.000,00 1.338
The total of nominal amount of guarantees
issued (without interests and fees) 42.797.742,36 1.338

Source: Data from Guarantee Fund of APV
Possible Models of Financing Domestic Agriculture

Domestic agriculture needs a specialized agricultural bank. The bank
could take on the role of granting subsidized loans to agriculture, which
was the job of the agrarian budget in the previous decade. The main task
of the specialized bank should be the influx of all available funds (from
the state budget, foreign donations or assets from renting state land) and
their placement in agriculture. “The placements should be implemented
under beneficial conditions, and should take into account the seasonal

2 Radovi¢ G. (2009): Magistarska teza: Modaliteti finansiranja agrara u tranzicionom
periodu, Univerzitet u Novom Sadu, Ekonomski fakultet Subotica, str.149-152.
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character and dynamics of agricultural production and then act in
accordance with the dynamics of placing assets and annuity, as well as
with the bank fees. The specialized agricultural bank should offer the
system of selective interest rates, depending of profitability of certain
lines of agricultural production”®

The specialized agricultural bank could have an important role in pre-
financing of the investments that would be granted by the EU pre-
accession funds. It is expected that the Republic of Serbia is funded with
200 million euros from the funds, while 16-18% of the funds could be
implemented through IPARD programme. In order to ensure the pre-
financing of the investments, we need to provide the credit lines with
three-year grace period. The three year period is required, as it is the time
needed to repay the assets from IPARD. We also need to offer the interest
rates adapted to the financial potential of domestic agricultural enterprises.

In order to lower the interest rates on the banking market, we need to
reduce the risk that is always linked to the agricultural loans. Therefore, it
is necessary to increase the insurance of plant and livestock agricultural
production. “The insurance represents an economic mechanism, which
uses premiums in order to compensate the loss that would exist if there
was no insurance. The insurance replaces the uncertain low cost with
huge uncertain loss.”® To ensure the increase in the agricultural
insurance, it is necessary to keep subsidized insurance premiums, which
were granted from the agrarian budget.

Domestic concept of agricultural financing should include securities, in
order to provide extra sources of financing and to develop market
conditions. “This way, better conditions for agricultural loans will be
created as well as equitable share of risk (which is common for
agricultural production), and greater price stability.””’ At the moment,
short term securities such as commercial and warehouse receipts can be
used for financing domestic agricultural production. This method has

2 Radovi¢ G. (2009): Magistarska teza: Modaliteti finansiranja agrara u tranzicionom
periodu, Univerzitet u Novom Sadu, Ekonomski fakultet Subotica, str.178-179.

% Pejanovié R., Njegovan Z., Tica N. (2007): Monografija, Tranzicija- ruralni razvoj i
agrarna politika, Univerzitet u Novom Sadu, Poljoprivredni fakultet, Departman za
ekonomiku poljoprivrede i sociologiju sela, Novi Sad, str.105

2" Radovi¢ G. (2010): Hartije od vrednosti u funkciji finansiranja agrara, Nau¢ni
Casopis Agroekonomika br.45-46, Poljoprivredni fakultet, Departman za ekonomiku
poljoprivrede i sociologiju sela, Novi Sad, str. 69
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been in practice since 2009, when the Law on Public Warehouses for
Agricultural Products was passed and when The Indemnity Fund was
founded. According to the research done by European Bank for
Reconstruction and Development (EBDR) for the period since the
foundation of The Indemnity Fund until February 2014, over 30 million
euros were placed in agricultural loans, using warehouse receipt as the
security instrument. The loans granted with warehouse receipt are
characterized by lower interest rates, which are 5% lower than other
interest rates on the market. The amounts of loans granted are 70-75% of
the value of the commaodities in the warehouses, and the only drawback of
these loans is the short loan period, which is 12 months only. This way of
financing agriculture represents the combination of the state support and
commercial ways of funding; it is favorable for the agricultural entities
and should be used more in the future.

“Financial derivatives (derivative securities) are potentially important
way of financing domestic agriculture. The standard term contracts
(futures and options) are still not common in Serbia, because of the lack
of financial institutions for their implementation. There is also the lack of
“free” cash funds in agricultural sector that would allow “luxury” for the
users to obtain the initial margin in case of the futures or premiums with
option contracts™® The application of the term contracts would allow the
agricultural producers to: (a) adequately plan and to start the profitable
agricultural production; (b) ensure the placement of products and protect
themselves from the market risk which is also related (with the term
contracts) to the food processing industry and traders; (c) partially finance
the production with the payment of the term contract price (premiums
with option contracts). “The application of term contracts would increase
the profitability and accumulation of this significant economic sector.
Under our domestic conditions, it is reasonable to expect that we will start
trading with options and then later with futures, considering that they
demand higher level of liquidity of the entities using them.”?*

The possible ways of financing domestic agriculture and the overall rural
development in the Republic of Serbia in the transitional period are the

%8 Radovi¢ G. (2009): Magistarska teza: Modaliteti finansiranja agrara u tranzicionom
periodu, Univerzitet u Novom Sadu, Ekonomski fakultet Subotica, str.173

# Vunjak N., Radovi¢ G. (2012): Finansiranje agrara u Republici Srbiji u tranzicionom
periodu,/Financing agriculture in Serbia in the transition perod/,XVII Nauéni
skup:Regionalni razvoj i demografski tokovi zemalja jugoistotne Evrope, Ni§, jun
2012.godine, str.397-404.
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following: leasing, joint ventures of residential and non-residential
subjects, foreign investments, the investments of foreign investment
funds, financial potential of the Diaspora and public-private partnerships.

Conclusion

The state financial support in the system of financing agriculture in the
Republic of Serbia is necessary in order to economically boost the
agricultural entities. This support should be implemented through the
subsidies from the agrarian budget and the loans supported by the
specialized agricultural banks. In order to lower the credit risk, we need to
introduce compulsory insurance of the agricultural production, which
would be subsidized by the agrarian budget. It is also necessary to ensure
the predictability of domestic agrarian policy, which should resemble EU
Common Agricultural Policy, to define programme period and the
packages of agrarian measures.

Agrarian budget should quantitatively amount 5% (minimum) of the total
state budget, which is defined by the Law on Incentives in Agriculture
and Rural Development. Qualitatively speaking, we need to gradually
adapt to the EU agrarian budget, in whose structure 1/5 of the finance is
for rural development.®* Besides the budget support, the system of
financing domestic agriculture should benefit from the new sources of
financing such as securities, term contracts (options and futures), public-
private partnerships, as well as possible foreign sources of finance. The
excellent example of the combination of the state support and commercial
way of funding of agriculture is definitely the using of warehouse receipts
as the means of securing the agricultural loans. In the previous period,
this method has been used by the commercial banks in association with
The Indemnity Fund of the Republic of Serbia. We should use this
method of financing agriculture in the future, when the number of
licensed public warehouses is increased.
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JUSTIFICATION OF INVESTMENT IN POULTRY PRODUCTION
Grujica Vico?, Dragié Zivkovié?

Abstract

Consumption and production of eggs and chicken meat are constantly
growing, but also an increasing number of producers who are facing
problems in business. Therefore, a feasibility analysis of investment in the
reconstruction of existing and erection of new production facilities
becomes more important to perceive the consequences, among other
things, and the legislation relating to animal welfare and changes in the
current production process. The return on investment on the farm for the
exploitation of layer hens that can be used as an example in the region is
analysed in the paper.

Key words: poultry, investment, economic efficiency, cost-effectiveness
Introduction

Poultry production is a very important branch of livestock production,
which includes the production of table eggs (light line) and the production
of chicken meat (heavy line). The importance of poultry production is
reflected in the constantly growing consumption of table eggs and poultry
meat per capita in the world. The reason for this trend is the fact that these
products are rich in protein and amino acids, and are comprised of a low
percentage of fat. The European Union Directive on the welfare of
animals, in addition to the increasing demand, has influenced the
increased investment in poultry production. This directive has caused to
increase the living space per layer hen in farms and this has led to a
significantly lower level of production in existing facilities. Also, this
directive is an obligation imposed on the manufacturers to carry out the
production in new modern farms providing animals better environmental
conditions for life.
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Investments

In recent years, the market has been undermined by overproduction,
which led to a significant drop in price. In this situation, manufacturers
who do not have large storage facilities and cold stores are willing to sell
their products at a price much lower than the cost of manufacturing, to
prevent the goods from being spoiled. Also, at the same time, large egg
producer appeared attempting to undermine already acquired market
position with dumping prices.

The market situation affected the production company policy. In fact, a
certain amount of finished product is sold at profitable prices, primarily
due to annual contracts that the company has signed with customers. The
remaining amount of products the company has placed on the market at
prices that are lower than the cost price.

With the onset of the economic crisis, the question arose as to whether to
invest in production expansion, invest in some other activity or slow
down the investment and further strengthen the current market position.
The plan for the development of the company anticipates:

e expansion of existing facilities in the cage system of rearing of 18-
week old hens,

e expansion of existing facilities in exploitation of layer hens - egg
production,

e capacity building for meat processing,

e continuous procurement of means of transport depending on the
needs at a given moment and

e investment in human resources.

The reconstruction and upgrading of existing farms for breeding 18-week
old hens and farms for exploitation of layer hens — production of table
eggs, are planned. The project includes two farms for breeding hens
(dimensions 65 x 13m) and four farms for egg production (dimensions 75
x 13m). The investment includes a detailed reconstruction of the facilities
(modified roof replacement design, thermal insulation, etc.) with minor
additions.
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Table 1. Plan of investments in construction of the breeding farm
facilities

No. DESCRIPTION Amount in €
1. Making the roof of steel structures, panels and
painted steel sheet on the farm for breeding 18 32.600,00
—week old hens
2. Reconstruction and upgrading of the building
section of the farm for breeding 18-week old 12.800,00
hens
3. Thermal insulation works 6.150,00
4. Other expenses 2.500,00
5. TOTAL 54.050,00
6. Number of farms 2
1. TOTAL BREEDING FARM FACILITIES: 108.100,00
8.. Road infrastructure and hydrants 7.700,00
9. TOTAL BREEDING FARM 115.800,00

Source: Internal documents of the company

After completing the construction/building works, the next phase is
procurement and installation of equipment for breeding 18-week old hens
and equipment for the exploitation of layer hens and the necessary actions
required to put production capacity in use.

The equipment, which is the biggest expense at this stage, is imported
from Germany - the company "Big Dutchman™ which is one of the largest
companies in this industry in the world and complies with all European
and world standards stipulated in poultry production.

This will be the first farm of its kind in Bosnia and Herzegovina and the
region. It should be noted that, firstly, the farm for breeding 18-week old
hens shall be installed and put in operation, and continued with the
installation of equipment for the exploitation of layer hens.
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Table 2.

Plan of investments in construction of the

exploitation farm

facilities
No. DESCRIPTION Amount in €

1. Making the roof of steel structures, panels and 37.600,00

painted steel sheet on the farm for

exploitation of layer hens
2. Reconstruction and upgrading of the building

section of the farm for exploitation of layer 27.250,00

hens, with storage facility / warehouse for

table eggs
3 Thermal insulation works 7.000,00
4 Other expenses 2.500,00
5 TOTAL 74.350,00
6. Number of farms 4
1. TOTAL FACILITIES 297.400,00
8 Road infrastructure and hydrants 3.500,00
9. TOTAL EXPLOITATION FARMS 300.900,00
Source: Internal documents of the company
Table 3. Plan of investments in equipment for breeding farm facilities

No. DESCRIPTION Amount in €

1 Cost of equipment 150.599,00
2 Transport and freight/shipping costs 5.750,00
3 Installation of lighting 8.700,00
4 Installation of the heating system 6.400,00
5. Cost of equipment installation 6.250,00
6. Other expenses 2.500,00
7 TOTAL 180.199,00
8 Number of farms 2
9. TOTAL EQUIPMENT BREEDING FARM 360.398,00
Source: Internal documents of the company

Upon completion of installation of equipment in the farms for breeding,
day-old chicks of light line will be housed in them, so that by the end of
the installation of equipment for the exploitation of layer hens are bred
and ready to be moved into the farm for exploitation.
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Table 4. Plan of investments in equipment for exploitation farm facilities
No. DESCRIPTION Amount in €
1. Cost of equipment 161.845,00
2. Transport and freight/shipping costs 5.750,00
3. Installation of lighting 10.250,00
4. Installation of the heating system 6.250,00
5. Cost of equipment installation 2.500,00
6. Other expenses 186.595,00
1. TOTAL 4
8. TOTAL EQUIPMENT FOR 746.380,00
EXPLOITATION FARM

Source: Internal documents of the company

Table 5. Summary of Financial Investment plan

No. DESCRIPTION Amount in €

1. Construction/building works — breeding farm 115.800,00
facilities

2. Construction/building works — exploitation 300.900,00
farm facilities

3. TOTAL CONSTRUCTION/BUILDING 416.700,00
WORKS

4. Equipment - breeding farm facilities 360.398,00

5. Equipment - exploitation farm facilities 746.380,00

6. TOTAL EQUIPMENT 1.106.778,00

7. TOTAL INVESTMENTS 1.523.478,00

Source: Internal documents of the company

Sources of project funding

Funding sources indicate the origin of the funds from which any
particular investment is financed. The basic division of financial
resources is:

e own sources of funding - the cheapest source of financing, the
safest source of funding, providing greater flexibility and
autonomy in the conduct of business policy;

e loan financing sources — more difficult procurement conditions,
permanence of obligations regardless of the size of the profit,
reduced flexibility, reduced independence and stability in the
conduct of financial policies.
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List of investments and the financing related to this project are provided
in Table 6.

Table 6. List of investments and their financing

D_eSCI’IptIOFI of Borrowed own funds TOTAL
investment funds

Facilities:

Breeding farm (2 115.800,00 115.800,00
pieces)

Exploitation farms
(4 pieces) 300.900,00 300.900,00

Equipment:

Equipment for
breeding farms (2 sets 301.198,00 59.200,00 360.398,00
of equipment)

Equipment for
exploitation farms (4 647.380,00 99.000,00 746.380,00
sets of equipment)

TOTAL 948.578,00 | 574.900,00 | 1.523.478,00

Source: Internal documents of the company

All six facilities will be financed from own funds. Regarding the financing of
equipment, the procurement of equipment from abroad will be financed from
special purpose loan, while the other expenses associated with placing the
equipment in use (transport and freight costs, installation costs, installation of
the lighting ...) will be financed from own funds.

The plan of the company is to finance working capital from its own sources.
It should not be a problem since shortly after introducing of layer hens into
farms for exploitation (10-15 days), they begin to lay eggs, which are sold in
the market and resulting in the inflow of money into the company. If the
need arises, the company can realize short-term loan for liquidity.

Loan for the purchase of equipment in the amount of € 948,578.00 the
company will provide through commercial banks. Repayment period will
be eight years, and interest on similar loans issued by this development
bank is about 5 %. This means that the total interest on the loan will
amount to around € 189,760.00 or € 23,720.00 annually.
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Activation of the production process

Activation of the production process involves an investment in working
capital. It should be noted that the production cycle in raising layer hens
lasts 4.5 months, and the production cycle in exploitation of layer hens
lasts 12 months. Due to this fact, the investment structure in working
capital for the two productions is different.

The financial plan of investment in working capital

The capacity of the farm for breeding hens is 80.000 (40.000 each) in one
cycle, or 160.000 bred hens per year.

Table 7. Calculation of production costs per production cycle — 18-week
old hens

Number TYPE OF EXPENSES Amount in €
1. One day old female chicks - 82.000 41.000,00
2. Utilized animal feed - 516.000 kg 159.960,00
3. Energy 9.500,00
4. Labour 11.250,00
5. Cost of immunoprophylaxis 14.580,00
6. Housing of chicks and emptying of the 4.050,00
facility (moving of hens)
7. Other overheads and administrative 2.500,00
expenses
8. TOTAL 242.840,00
9. Number of reared layer hens 80.000,00
10. Cost price 3,0355

Source: Internal documents of the company

Hens raised in the first cycle are moved to their own farm to produce eggs
and, in the calculation of cost-effectiveness, they represent the cost of
farms for the production of table eggs, and hens raised in the second cycle
will be sold in the external market.

The financial plan of investment in working capital required for the
exploitation of egg-laying hens

The capacity of farms to produce hens is 80.000 (20.000 each) in a single
cycle.
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Table 8. Calculation of production costs in production of table eggs per

cycle

Number TYPE OF EXPENSES Amount in €

1. 18-week old layer hens 242.840,00

2. Utilized animal feed - 3.360.000 kg 1.092.000,00

3. Energy 12.000,00

4. Consumed packaging 171.050,00

5. Labour 53.100,00

6. Housing of hens and emptying of the | 4.000,00
facility

7. Cost of marketing and distribution 72.000,00

8. Other overheads and administrative | 7.500,00
expenses

9. TOTAL 1.654.490,00

10. Produced table eggs 24.000.000

11. Production cost of table egg 0,0689

Source: Internal documents of the company

Expected revenues

Revenues that this investment will generate can be divided into:

1.

Revenues from the sale of 18-week old reared hens - hens from
the first production cycle are moved to their own farm while
layers from the second cycle are sold on the external market and
the expected income from the transaction is € 320.000,00 per year
(80.000 units at a price of 4.00 €/pcs). Price of reared hens has
been stable over the last 5 years and this trend is expected to
continue in the future,

Revenues from sales of table eggs in the amount of 1.800.000,00
per year (24.000.000 units at an average price of 0.075 €/pcs). It is
important to emphasize that the trend of increase/decrease in price
of finished product follows the trend of increase/decrease in prices
of raw material. It is very difficult to estimate the price movement
in the future, but given the high correlation between the price
movements of finished goods and raw materials, we can conclude
that the end result will be very similar, if not identical,
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3. Revenues from the sale of culled hens - after a period of one year
of laying eggs, hens are going to slaughter. According to the
technology, 8% of hens die during the production process (in this
case, 6.400 units). The remaining 73.600 units are sold for
slaughter price of 0.55 €/pcs and on that basis, the annual revenue
of € 40.480,00 is generated.

It is very difficult to predict the price of table eggs in the future because it
does not depend directly on the price of components for their production,
and neither of the other indicators. Previously the cost of components was
assessed and based on these indicators, assessment of the value of eggs
was made.

However, year 2012 is proof that this is not a good way. The price of
maize, the most important grain in poultry production, was at the highest
level at the time of harvest, while expectations were quite different. This
is another proof that these methods of prediction have become obsolete
and should be replaced by more advanced analysis and econometric
methods and models.

Poultry companies are not flexible in the short term (cannot quickly
change the volume of production), and therefore accurate predictions are
more important for them. Poor business decision in one period has
consequences not only during that period but for the next few periods in
the future. Because of all this, the prediction in poultry production is more
important than in some "flexible™ industries.

Assessment of profitability
Calculation of return/profitability will be the same in the first 8 years
because it is the same period for repayment of loans taken for the
purchase of equipment for the farm.
After a period of 8 years, the calculation of return/profitability will be

identical, with the modification that the expenses will be less because
there will be no expenditure on interest.
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Table 9. The estimated annual profit and loss/income statement of the

project (in €)

No. DESCRIPTION EXxpenses Revenues
1. Revenue from the sale of hens 320.000,00
2. Expenses in rearing of layer hens 242.840,00

Profit from rearing of hens 77.160,00
3. Revenue from the sale of table 1.800.000,00
eggs
4. Revenue from the sale of culled 40.480,00
layer hens
5. Expenses in production of table | 1.654.490,00
eggs
6. Profit from production of table 185.990,00
eggs
7. Total revenues 2.160.480,00
8. Total expenses 1.897.330,00
9. GROSS PROFIT 263.150,00
10. Interest expenses 23.720,00
11. NET PROFIT 239.430,00

Source: Internal documents of the company

According to this estimate, the result is identical in all 8 years since the
capacity will always be to the maximum filled and there is no space for an
increase.

Period of return

Period of return is the necessary time to compensate (“"‘cover") all investments
from the net proceeds of economic flow. It is actually a time period in which the
sum of the net proceeds is equal to the amount of total investment.

Period of return on the investment will occur in the seventh year or more
precisely, after 6 years and 4 months. This is very favourable indicator
considering that the economic useful life of buildings is about 40 years, of
equipment 15 years (bearing in mind that the limit use of equipment can
be up to 30 years), and the period of return on investment in the
construction and equipment is much shorter.
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Table 10. Calculation of the period of return on investment (in €)

Yearin Net proceeds in business
the

duration Uncoyered part

time of the | Annual amount Cumulative of the investment
project

0 -1.523.478,00 -1.523.478,00
1 239.430,00 239.430,00 -1.284.048,00
2 239.430,00 478.860,00 -1.044.610,00
3 239.430,00 718.290,00 -805.188,00
4 239.430,00 957.720,00 -565.758,00
5 239.430,00 1.197.150,00 -326.328,00
6 239.430,00 1.436.580,00 -86.898,00
7 239.430,00 1.676.010,00 152.532,00
Source: Calculation of the author

Indicators of profitability

In modern economy, business result is piece of information about a
company that is most interesting to stakeholders of the company. This
claim is largely related to creditors of the company. In Serbia, banks are
the main creditors of companies, as opposed to the Anglo-Saxon areas
dominated by the capital market. Earlier, in approving the loan, principal
security for banks were assets (capital) of the company and not much
attention was directed to the profitability of the company. Today, the role
of the capital (assets) as a collateral is retained, but it loses the dominant
position in relation to the profitability of the company. In fact, in the
modern economy, only one that is profitable survives, and assets, used as
collateral, due to unprofitability, can very easily become a weight/burden
that drags the company into the abyss due to high fixed costs.

It is well known that banks are always trying to charge in money and that
the last option is to take over assets used as collateral, because it takes
long time to sell the acquired assets and collect. Banks have realized this
and, presently, when obtaining credit, profitability of the company as a
requirement is as important as the presence of assets used as collateral.

There are two groups of indicators of profitability:
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1. indicators which express partial profitability because they use only
the data from the income statement (coefficient of performance -
COP)

2. indicators which express as a global cost—effectiveness /
profitability using data from the balance sheet and income
statement (the rate of return on assets and return on net assets).

Coefficient of performance (economic efficiency) represents the relative
ratio between total revenue and total expenses, i.e. how much revenue the
company generates on every cent/euro of expenses. It is preferable that
the company has a high coefficient of efficiency, but it does not
necessarily mean that the company achieves a high rate of return.

2.160.480
1.897.330

Coefficient of performance (economic efficiency) = =1,14

Expected annual revenues are in excess of the expected annual expenses
and coefficient of performance (economic efficiency) is greater than 1,
which indicates the fact that, according to this indicator, the project is
cost-effective (profitable).

Rate of return on assets (ROA) shows the relative ratio of net income plus
interest expense and total funds invested in the project, i.e. how much net
profit is generated on every cent/euro that was invested into the project.

_ 239.430+23720 _
ROA= — . —— = 100 17,27%

Return on assets shows the quality of the overall asset management. This
indicator ignores the structure of funding sources, as it expresses the
height of the realized net profit on their own and borrowed funds. The
higher the value of this indicator, more profitable is the project. The value
of ROA of 17.27% is rate of return which is absolutely confirming the
fact that this project is profitable/viable.

Rate of return on capital/equity (ROE) shows the relative ratio of net
income and own funds invested in the project, i.e. how much net profit is
generated on every cent/euro of own funds invested in the project.

235.430
E74.500

ROE=

= 100 = 41,65%
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Return on capital/equity shows the quality of the equity/capital
management. The higher the value of this indicator, more profitable is the
project. Considering that ROE>ROA, we can conclude that there is a
positive effect of financial leverage (rate of return realized on borrowed
funds is higher than the effective rate at which funds are borrowed).
Considering the ROE of 41.65% and all of the calculated ratios, it can be
concluded that this project is profitable/viable and should be implemented
In practice.

Justification of investment

Looking at the financial aspect of the project, we can conclude that it is
cost-effective. Besides leading to increased production, it will also
increase revenues and company profits.

As the state is concerned, the implementation of this project will lead to
an increase in the inflow of tax funds in the budget. Common strengths
for the state and the local community is the fact that it will reduce
unemployment because it will employ 10 workers. This is very important
for the region because it will get the customer which will require a large
amount of raw materials for animal feed production.

For forecasting of sales price in 2013, the seasonal ARIMA model was
evaluated. In the first stage of identification of the model (in a broad
sense), the model (0,0,0) (1,1,0) with seasonal step 4 was selected of
many models, as in this model the correlation and partial correlation
function of the residuals were within the limits of the confidence interval
of Box-Ljung Q-statistics. After the evaluation of parameters (identified
in the narrow sense), by the maximum likelihood method, the model was
evaluated (1-0,321267B%)(1-B*)X; = &, t = (2,508097)**.

In the first phase of model identification for forecasting of the cost (in the
broad sense) the model (3,1,0) (0,1,3) with seasonal Step 4 was selected
because in this model the correlation and partial correlation function of
the residuals were within the limits of the confidence interval of Box-
Ljung Q-statistics. After the evaluation of parameters (identified in the
narrow sense) by the maximum likelihood method, the following model
was evaluated:

(1-B)(1-B*)(1+0,8093 14B+0,966224B2+0,749801B*)Xt = (1-0,639467B"-
0,451729B%+0,322624B")¢t
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(-7,5294)**  (-11,4914)** (-6,3415)** (4,0344)%*  (3,0359)**
(2,1123)**

Table 11. Forecast of sales price of table eggs in 2013
Forecast = Lower - 90,0000% | Upper - 90,0000% Std. Err.

0,143575 0,112035 0,175114 0,018888
0,153213 0,108609 0,197816 0,026712
0,143575 0,088947 0,198202 0,032715
0,146787 0,083709 0,209866 0,037776

Table 12. Forecast of cost of table eggs in 2013

Forecast Lower - 90,0000% Upper - 90,0000% |Std. Err.
0,130176 0,113117 0,147236 0,010200
0,132118 0,105592 0,158644 0,015860
0,130138 0,097937 0,162339 0,019253
0,125438 0,086970 0,163906 0,023000

It should be considered that the cost of feed for laying hens account for
about 60% of the cost of table egg. So, the slightest change in the cost of
food significantly affects the cost of an egg.

For this reason it is essential that the company has its own feed mixers.
Broadly speaking, two advantages are realized, quantitative and
qualitative:

1. Quantitative (financial) advantage - the cost of animal feed
produced in the own production is lower than the externally
purchased feed, and

2. Qualitative advantage - a company fully controls the quality of
animal feed and it is certain that hens receive adequate food (the
company controls the quality of purchased raw materials as well
as the entire production process).
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Conclusion

Given all of the above it can be concluded that the investment is justified.
Period of return is shorter than the economic viability of purchased fixed
assets, cost-effectiveness ratio/coefficient of performance is greater than
1, and "ROA" and "ROE" have high positive values.

In the mass production of table eggs, number of partially damaged eggs is
high. With the construction of new farms most of the egg production (and
most damaged eggs) will be located in one place. The management of the
company has found a way to use these eggs — to break them, properly
package and freeze. Thus, the resulting product is called a frozen melange
and sold to factories engaged in the production of powdered eggs.

Integral part of the centre for sorting, packing and temporary storage of
eggs is a plant for the production of frozen melange with adequate cold
storage.

After the exploitation (which takes about a year), layer hens are culled
and slaughtered. The company is not always able to sell the meat which
resulted in a need to keep the meat in cold storage. Required temperature
for storage of melange and meat is -20°Celsius (deep freezing).

Due to the problem of storage of frozen melange, frozen meat and storage
of table eggs, in the next investment cycle, it will be necessary to build a
cold storage.

Implementation of this project will result in benefit for all stakeholders
who are interested in it (company, government, local communities, etc.).
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APPLYING COBB-DOUGLAS USING GMM METHOD. EVIDENCE
FROM ROMANIAN AGRICULTURE

Jean Andrei !, Mihai Mieila?

Abstract

The paper introduces a new concept of applying Cobb-Douglas production
function using Generalized Method of Moments (GMM) vs. the smallest
squares method in Romanian agriculture. Also, in the paper is tested various
forms of Cobb-Douglas function specifications, which might help to explain
the agriculture evolution during the last 40 years. Using the results of different
form of this production function it is supposed that the substitution process of
capital/ labour in this economic sector will increase significantly owing to the
investment process in the next years. The comparison of Generalized Method
of Moments (GMM) with the smallest squares methods given by the Cobb-
Douglas function shows significant improvements that it is possible to expect
in a direct substitution process decrease in using more capital in the last
period. Trying to use the GMM having as tools the differences of first order
has returned insignificant results and adding to the tools the differences of
second order has deteriorated the estimation results.

Key words: Cobb-Douglas, GMM Method, agriculture, capital, labour
Introduction

Romanian agriculture has experienced a long transitional process form
centralized economy to a free and well functional market economy and
integration in European Union. During this period, a lot of transformations
took placed, but main features remained almost unchanged. After a period of
more than 20 years of transition and 7 years of EU integration, Romanian
agriculture, has remained in a developing stage. In this study, using a most
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applied production function - Cobb-Douglas, with a variety of its form, in a
special research, as agriculture is, we intend to demonstrate the role of human
labor and capital in a transitional agriculture as Romanian agriculture is. As
novelty we used Generalized Method of Moments (GMM), for improving the
results and not only the method of the smallest squares as it was used by now
In major studies carried on.

The data analysis was firstly performed by using the method of the smallest
squares, starting from the basic expression of the production function:

Y:qt'L?'Ktﬂ'egt

To determine the parameters we reduce the function to the explicit shape with
the help of the logarithms and we obtain:

InY =Ing + o InL +4 InK 1)

Applying the method of the smallest squares means solving the system:

ning+a) INL+B> INK=>InY
Ingd InL+a) In?L+A> InLInK =>"InLInY

INg> INK+a> InLInK+ 8> IN?K =) InKInY ?

By g there has been denoted the total productivity factor. The effects caused by
this variable in total output are not accounted via traditionally measured inputs,
that is, this measure cannot be measured directly. gt represents the time-
invariant productivity effects in total output not caused by inputs.

The data sets used in computing Cobb-Douglas production function are
collected from the official statistics provided by Romanian National Statics
Institute in Statistic Yearbook 1990-2009, The Statistical Breviary 20082010
and TEMPO database and also, operative data from National Ministry of
Agriculture and Rural Development

In order to refine the results (including the values of total factor productivity)
we considered the estimation of the parameters via Generalized Method of
Moments (GMM), using as instruments the first-order differences. The data of
Table 1 indicates this improvement, by increasing the value of t-statistic for
parameters of exogenous variables, as the reduction of the total productivity factor.
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Tableno. 1

Dependent Variable: Y

Method: Generalized Method of Moments
Sample(adjusted): 1971 2010

Included observations: 40 after adjusting end points
White Covariance

Variable Coefficient Std. Error t-Statistic Prob.

Ing 0.872194 0.247140 3.529151 0.0011

a 0.898420 0.173283 5.184712 0.0000

B 0.343408 0.023369 14.69536 0.0000

R-squared 0.748721 Mean dependent var 2.581341
Adjusted R-squared 0.735138 S.D. dependent var 0.347311
S.E. of regression 0.178743  Sum squared resid 1182112
Durbin-Watson stat 1.306335  J-statistic 5.51E-30

Source: authors™ own computation based on INS(2012) and TEMPO database

The essay of introducing new instruments (second-order differences) leaded to
a reduction of results quality (see table 2). Otherwise, there were stated the
historical correlation between this variable and energy conversion efficiency
(Ayres and al., 2002). Following Solow (1957), this variable is a residual.

Table no. 2

Dependent Variable: Y

Method: Generalized Method of Moments
Sample(adjusted): 1972 2010

Included observations: 39 after adjusting endpoints
White Covariance

Variable Coefficient Std. Error t-Statistic Prob.

Ing 0.891747 0.248913 3.582563 0.0010

a 0.912588 0.183684 4.968252 0.0000

B 0.333567 0.022259 14.98557 0.0000

R-squared 0.746492 Mean dependent var 2.590130
Adjusted R-squared 0.732408 S.D. dependent var 0.347316
S.E. of regression 0.179664  Sum squared resid 1.162051
Durbin-Watson stat 1.258177  J-statistic 0.059574

Source: authors™ own computation based on INS(2012) and TEMPO database

In this respect, there might be stated that
& =log(q,)+u, ?3)
- 2
with uy the residual variable, Y ~N(©.07) (4)
As a residual, the total productivity factor is also dependent on estimates of the
other components, and different studies tried to correct the weaknesses of these

294



estimations. Following other recent researches (Colinsk, 1989; Sangho et al.
2004; Dupuy, 2006) that impugned the residual feature of the total productivity
factor, we considered et as the independent and identically distributed residual
disturbance with

2

E(<£‘t ) =0 and Var(gt )=0c . ©)

Total output, that is, the added value of the yearly agricultural production (Y)
is a function of total-factor productivity (q), capital inputs (K), labour inputs
(L), and the two inputs' respective shares of output (o and 3 are the capital
input share of contribution for K and L respectively). An increase in either g, K
or L will lead to an increase in output.

The capital and labour input are tangible factors, while total-factor productivity
intangible feature occurs from joint-action of technology and human capital
(worker’s knowledge). Fig. 1 indicates the correlated evolution of the three
variables over the analysis period.

Fig. 1. The correlated evolution of the three variables over the analysis period
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Source: authors™ own computation based on INS (2012)
Methodology

As we stated above, in the case of Cobb-Douglas production function, even it
might be difficult to suppose that past realizations determine the current level
of the dependent variable, it is assumed a contemporaneously correlation
between at least one regressor and disturbance-error term. In order to reduce
this source of issues, such serial correlation, heteroscedasticity and
endogeneity that may occur, should be used dynamic panel data model
estimation techniques.
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First developments of such dynamic models estimators consisted of using
lagged values of the dependent variables as instruments in the differenced
equations (Anderson and Hsiao 1981, 1982; Griliches and Hausman, 1986;
Holtz-Eakin et al., 1988).

These estimators are consistent but not efficient, because they ignore some
restrictions between the error term and regressors. With the aim to overcome
this situation and improve the study results, we followed the generalized
method of moments (GMM) (Arellano and Bond, 1991). Giving that this
technique uses additional instruments (lagged values of endogenous and
exogenous variables) it allows obtaining both consistent and efficient
estimators in respect of the orthogonality conditions. Assume that the model is
based on K explanatory variables

where t=1T, X . and B are K x1 vectors of observations and corresponding
regression coefficients respectively; Y and ¢ are T x1 vectors of the scalar
dependent variable and random-error term. Defining the T x K regressor

matrix X = [X L Xy Xy ] , the associated model is:

Y=XB+¢ @)
The corresponding estimator for intercept and slope coefficients is given by
(Kiviet, 2009):

Baum 2 (W)= (X'ZWZ'X ) X' ZWZ'Y (8)

where Z is the T x L matrix of instruments of rank L(L>K), and W the

L x L weighting matrix.® In this research, we use one step GMM-estimator.
Even Arellano and Bond (1991) prove the superior efficiency of the two-step
GMM-estimator in comparison with one-step estimator, they suggest the-one
step estimator to make inferences on estimated coefficients.

The validity of instruments and estimator is subject of testing after estimation.

3 This gives the two-step GMM estimator. The one-step GMM estimator is obtained by

n

replacing ZWZ’ with Z:ZiGZi , where G is a (T —2) square matrix with twos in
i=1

main diagonal, minus ones in the first sub diagonals and the rest zero.
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The GMM estimators are consistent if there is no second-order serial
correlation in the error-term of the first differenced equation (Turgutlu, 2010).

The test is deployed using the statistics m,,m, ~ N(0,1) under the null
hypothesis of no serial correlation. The validity of instruments is subject of
testing using Sargan statistic test (denoted by S) of over-identification (Sargan,
1988):

S=N.R? )
with R?as result of regression of U, on all exogenous variables (regressors and
instruments). Under the null hypothesis that all instruments are exogenous, the
test S ~ y2_, where m is the number of instruments and k is the number of

exogenous variables. In the specific case of Cobb-Douglas production function
another test regards the scale elasticity. This test is obtained (Tudorel and
Bourbonnais, 2008):

é+p-1 &+ p-1
t: = =

O-E%JrA 6'2+& +
o (10)

Under the null hypothesis that the process yield scale is constant, test statistic
has a Student distribution with t —3 degrees of freedom.

Using (2) we obtain the function’s coefficients as;
Ing=1,246609; 0=0,63861; $=0,304617 (12)
and the production function estimated according to the capital function and the
number of employees is:
Y=3,47852725 -| 063861 0304617 (12)
The values of the statistics show that estimators are significant at a significance
level of 1%. Using the technique considered statistical calculation F, whose

value (63.38) shows that the estimation is efficient, and the model is significant
and correctly specified as it is presented in Table no. 3.
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Table no. 3

Dependent Variable: Y

Method: Least Squares

Sample: 1970 2010

Included observations: 41

White Heteroskedasticity-Consistent Standard Errors & Covariance

Variable Coefficient Std. Error t-Statistic Prob.

q 3.47852725 0.287054 4.342763 0.0001

a 0.638610 0.202720 3.150202 0.0032

B 0.304617 0.029183 10.43820 0.0000

R-squared 0.769358 Mean dependent var 2.571880
Adjusted R-squared 0.757219 S.D. dependent var 0.348252
S.E. of regression 0.171593  Akaike info criterion -0.617021
Sum squared resid 1.118885 Schwarz criterion -0.491638
Log likelihood 15.64894  F-statistic 63.37872
Durbin-Watson stat 1.204416  Prob(F-statistic) 0.000000

Source: authors” own computation based on INS(2012) and TEMPO database

The results lead us to conclude that, in the analyzed period the fixed capital
0,304617
0,304617 +0,63861
production, the preponderant intake was of the work factor, 67.7%
respectively. The results express the deeply negative situation in which the

Romanian agriculture is and is expressed in an explanation of the lack of
competitiveness.

contributed with only 32.3% ( -100Jt0 achieve

To see which is the production increase appropriate to the changes of each

factor their differential yield is calculated: on, = aYE andon, = ﬂ%.

Substituting in these relations the known data concerning the production, fixed
capital, number of employees and their elasticity coefficients we get:

570,723-10°
=0,63861————— = 2,894 for the employees
M 133,533-10° Pioy
6
ony = 0,304617M = 0,3758 for the fixed capital.
490,477 -10

The calculations show that increasing the number of employees with a person
improves the production with 2,894 lei and the modification of fixed capital
with 1 leu, has the effect of changing the annual production with 0.3758 lei.
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We note the influence that the employees have in production, which expresses,
in fact, the labour productivity level in the Romanian agriculture as well as the
low productivity of the capital in this sector (in terms of the given production),
which may explain the lack of investment appetite , in fact, the situation is
explained due to the low level of technical equipment of work by extremely
low yields obtained through excessive use of human resources and can be
remedied only by promoting investments.

In fact, the situation of the productivity can be expressed with the help of the
medium yield specific to each factor, calculated with relations:

- Y - Y . .
n. = m and 7, = PR from which we obtain, at a total level:

-  570.73-10°

=—————— = 4,274 lei lemployee/year
T~ 133533.10° PIOYEEY

- 570,73-10°

7% = 490,477 -10°
These results give through themselves the measure of the inefficiency of the
use of the production factors in agriculture over the period mentioned. The
annual production obtained by an employee is of 4.274 lei, however, the
production of 1 leu fixed capital is of only 1,163 lei per year. This situation
was evident in the recent years especially in the market analyzes and in the
standings of most independent experts and certain officials with
responsibilities in the financial and economic growth. Within certain limits, the
production factors are interchangeable. To calculate the fixed capital needed
which can provide the replacement of an employee we calculate the marginal
substitution rate with the formula:

=1,163 lei /1 lei fixed capital /year

r= K.« , from which we get:
L g

_ —490,477-10° 0,63681

r= —- =-7,7lei
133,5328-10° 0,304617

This means that in order for it to be substituted by one person - namely the
production which is obtained through the work of an employee - through a
better machinery equipment and with work plants is necessary to increase the
capital stock by 7.7 lei.
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Considering that the same coefficients of elasticity will continue to be
maintained, for work and fixed capital and that the technical progress will
occur only in incorporated shape in the two production factors taken into
account, but which improves the work productivity with an average annual
rate of 10%, the production which is to be made and then the fixed capital
requirements for making this production can be established.

Regarding the fact that the average annual labour productivity (of the total

6
branch), is W _ Y _>70723-10° 105
L 133533-10
average annual rhythm of work productivity growth (rW) the level is
calculated over five years (which means the year six) resulting:

= 4,274 lei/lemployee, according to the

Ws = Wi (1+rW)°> = 4,274(1+0,1)° = 6,8834 lei/employee

Considering an economic average annual growth of 5.5% over the next five
years in the industry considered, to achieve a production of 11.742 million
LEI, based on labour productivity calculated above determines the number of
employees, namely:
6

L, = Yo 11742107 1,706 -10° employee

W, 6,8834
Based on the production function Y = 3,47852725-K"304617. 963861 anqg the
calculated amounts we have: 11,742 = 3,47852725- K**€7.1 706253 from
where
In11,742 —In3,4785275—0,63861In1,706

0,304617

InK =

=2.874

K=17,71 mil.lei

The result shows that an increase in annual production of 2.75 million lei
requires increasing the fixed capital with 17.71 million lei, in the next five years.

A more complete form of the Cobb-Douglas production function is the one in
which we take into account the influence of the technical progress itself,
meaning the one that does not influence, through the two production factors
taken into account (labour and fixed capital) respectively the measures of
organization of production and work, the better quality of raw materials, etc. In
this case the production function becomes:

Y(t) = gL*K* e (13)
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in which:

e —the mathematical constant (of Napier), approximated to the real
number 2,71828;

y — the coefficient of elasticity of production with respect to autonomous
technical progress;

t —the number of years taken into account, the other symbols having the
same meaning as above.

In the case analyzed, if we assume that v = 0,2 %, then the
production function can be written:

or
11,742 = 3 47852725 K301 7065100027 (15)
from where,

_In11,742 —1In 3,4785275 - 0,63861-In1,706 — 0,01In 2,71828
0,304617

InK =2,841

and K = 17,14 mil. lei which means that promoting the autonomous
technical progress with 0,2% will determine reducing the needed fixed
capital with 0,57 mil. lei. To improve the results obtained, we proceeded to
reconsidering the function’s parameters using the method of generalized
moments (GMM), by using as tools the differences of order 1. Table 2 shows
the reduction of the constant value and the increasement of the value of the
statistics corresponding to the coefficients of exogenous variables, compared
with MCMMP. Attempting to add new tools (differences of order 2) resulted
in a reduction of the results’ quality. Therefore, the analysis considered the
results presented in Table no.2 as GMM, where the function’s coefficients are:
Inq =0,8727194; « = 0,89842 ; # = 0,8343408, and the production
function that approximates the evolution of the production capital to operate
and the number of employees is:

Y — 2,392153 KO,343408. L0,89842. (16)

The results obtained lead us to conclude that the work was the determining
factor for achieving production in the analyzed period, 72.35% while the use

0343408 )
0,343408 + 0,89842

The results confirm the situation outlined by the previous analysis, although
with a slight improvement. To see what is the increase of production

of fixed capital contributed with only 27.65%.(
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appropriate to the changes of each of the factors the yield differential is
calculated for each of them:

Y Y
5’7L:at and 577K:,BR- 17)

Substituting in these relations the known data concerning the production, fixed
capital, number of employees and their elasticity coefficients we get:

6
on, = 0,894842% = 3,834 for the employees
6
on, = 0,304617M = 0,399 for the fixed capital.
“ 490,477 -10°

The calculations show that increasing the number of employees by a person
improves the production with 3,834 lei and the modification of fixed capital
with 1 leu, has the effect of changing the annual production with 0.399 lei, in
other words, in the current production structure the increasement with a unit of
the fixed capital has as a result an added value ten times lower than that
provided by the increasement with a unit of the labour factor.

This prevailing influence of the employees on production, translates, in fact, in
the labour productivity level at the level of the Romanian agriculture, as well
as the low productivity of capital in the sector (in terms of the given
production), which may explain the lack of investment appetite, in fact, the
situation is explained by the low level of technical equipment of work, by
extremely low yields obtained by using excessive human resource and can be
remedied only by promoting investments. In fact, the situation can be
expressed by the help of the medium specific yields of each factor, calculated
with the relations:

- Y - Y
- =—, 18
un L ang 7k K (18)
from which we obtain, at a total level:
- 570.73-10° .
=————— =4 274 lei lemployee/year
T = 133533-10° PIOYeely

- 570,73-10°

7% = 490,477 10°
These results give through themselves the inefficient use of inputs in
agriculture over the mentioned period. The annual production obtained by an
employee is of 4.274 lei, however, the production per 1 leu fixed capital is of
only 163 lei per year. This situation was especially evident in the recent years
especially on the market analyzes and the standings of most independent

=1,163 lei /1leu fixed capital /year
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experts and certain officials with responsibilities in the financial and economic
growth.

Within certain limits, inputs are interchangeable. To calculate the fixed capital
requirements which can provide the replacement of an employee the marginal
rate of substitution is calculated with the formula:
L u
and we obtain:
f— . 6
_ —490,477-10° 089842 961l

r= . =
133,5328-10° 0,343408

This means that to be substituted by one person - namely the production can be
obtained through the work contribution of an employee - through a better
equipment with machinery, tools and work installations is necessary to
increase the capital stock with 9.61 lei.

Considering that the same coefficients of elasticity will be further maintained,
for work and fixed capital and the technical progress will occur only as
incorporated into the two factors of production taken into account, but which
improves work productivity with an average annual rate of 10%, it can be
established the production to be achieved and then the required fixed capital
for making this production.

Considering the fact that annual average work productivity (per total

6
branch) is W = Y 570723100 106
L 133533-10
annual average rhythm of increasement of work productivity (rW) the level
for over five years is calculated (which means year six), resulting:
Ws = Wi (1+rW)° = 4,274(1+0,1)° = 6,8834 lei/employee

= 4,274 lei/lemployee , according to the

Considering an average annual growth of 5.5% over the next five years in the
industry considered, to achieve a production of 11.742 million lei, based on the
labour productivity calculated above we determine the number of employees,
namely:

Y -10°
L,=—2%= 11,742-10° =1,706-10° employees
W, 68834

Based on the production function Y = 2,392153. K 0343408, 089842 anq the
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calculated amounts we have: 11,742 = 2, 392153- K®¥3*%.1 706%%8%% from where

InK — IN11,742 —In 3,4785275 - 0,89882In1,706 32357
0,343408

K=25,42 mil. lei.

The result shows that an increase in annual production of 2.75 million lei
should increase the fixed capital by 25.42 million lei, in the next five years.

An even more complete form of the Cobb-Douglas production function is the
one in which we take into account the influence of the technical progress itself,
meaning the one that does not influence, through the two production factors
taken into account (labour and fixed capital) respectively the measures of
organization of production and work, the better quality of the raw materials,
etc. In this case the production function is:

Y=Q'Ka-Lﬂ-eﬂ (20)

In which:

e —the mathematical constant (of Napier), approximated to the real
number 2.71828;

y —the coefficient of elasticity of production with respect to the
autonomous technical progress;

t —the number of years taken into account, the other symbols having the
same meaning as above.
Based on the results obtained in table no.4, the equation can be written:

Y = 12’532331 . K0'264304' L—O,169866. e—0,01265]t
(21)

From the preliminary analysis of the estimated results made based on
MCMMP we can observe the supersizing of the coefficient of proportionality
(12.532331), the negative value (though statistically insignificant) of the
exponent of the labor factor (describing the adverse effect of this factor on
production) as well as the negative coefficient (statistically significant) of the
autonomous technical progress.

“Therefore, we proceeded to a new estimation of the coefficients using GMM.
The results are presented in table 4.
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Table no. 4.

Dependent Variable: Y

Method: Generalized Method of Moments
Sample(adjusted): 1972 2010

Included observations: 39 after adjusting endpoints

Variable Coefficient Std. Error t-Statistic Prob.

q 6.425979 0.355649 5.230851 0.0000

a 0.313297 0.022439 13.96218 0.0000

B 0.274675 0.245438 1.119121 0.2707

y -0.009714 0.002767 -3.511269 0.0012

R-squared 0.817066 Mean dependent var 2.590130
Adjusted R-squared 0.801386 S.D. dependent var 0.347316
S.E. of regression 0.154785  Sum squared resid 0.838549
Durbin-Watson stat 1.627293  J-statistic 0.002903

Source: authors™ own computation based on INS(2012) and TEMPO database

The resulting production function is:

0,313297 | 0,274675 ,-0,09714
Y =6,425079 - K 031257, | 0274675, @2)

From the preliminary analysis of the results of estimation, there is a positive
influence of the fixed capital on production as well as maintaining the negative
nature of the technical progress (both with a statistically significant value). The
labour factor exponent is positive, with a value of the t statistics two times
higher than using the MCMMP but, still insignificant. Based on these
observations we conclude that, by taking into account the autonomously
technical progress, the estimated results show that labour exerts an
insignificant influence on production and technical progress is negative over
the analyzed to period, despite the fact that the F statistic (66, 01) related
MCMMP (with sensitively close results) is significant at a significance level of
1%.

In an attempt to deepen the analysis level, we proceeded to divide the
considered period into two subperiods, so that you can capture any effects in
terms of profound social changes that occurred in the mid-term agricultural
production sector considered. The Y takes the form:

_ 0,221606 | -0,385339
Y =15,69118- K -L 23)

In this case also, we can observe the supersizing of the coefficient of
proportionality (15.69118) as well as the negative value (although statistically
insignificant) of the labour factor exponent (describing the adverse effect of
this factor on production), given by the employment surplus in agriculture
during the respective period. The results obtained by taking into account the
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technical progress (MCMMP) are:

0,210374 | -0,3334841 ,0,00429¢
Y =14,37364 - K207 | e 24

The results express the fact that the technical progress over the respective
period is positive, although with a very low value (0.4%), and excess labour
has detrimental effects on production, the coefficient’s values of these two
factors are statistically insignificant, and it takes the following form:

_ 0,381889 | -0,393181 ,-0,037422
Y =17,49517-K L -e (25)

The resulted above Y form obtained by using GMM is similar to those
obtained with MCMMP. The results are presented in table 9 and

_ 0313896 | -0,179847 ,-0,015928
Y =1199752- K L ‘e (26)

The results of the estimation related to the period data 1990-2010, indicating
within the table of the method used are presented in tables 10-12. Where

Y = 4,028717 - K %216052, | 05863%

We note that using the MCMMP returns the significant results, like those
related to the period 1970-2010, (see table no.11.) and Y becomes:

0,272606 | 0,748532
Y =3,018853- K ®2726°. | @7

The results from GMM, confirm the above situation, emphasizing the
contribution of labour factor to the detriment of the capital, indicating that the
reduction of the constant term value and t statistics values indicate an
improvement in the quality of estimations, for all coefficients. Table 5 presents
the results obtained by taking into account the technical progress and takes the
following expression:

_ 0,041824 | -0,936213 ,-0,044558&
Y = 4851007 - K 0041824, | 0936213, o 28)
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Table no. 5

Dependent Variable: Y

Method: Least Squares

Sample: 1990 2010

Included observations: 21

White Heteroskedasticity-Consistent Standard Errors & Covariance

Variable Coefficient Std. Error t-Statistic Prob.

q 48.51097 0.757773 5.122640 0.0001

a 0.041824 0.058416 0.715974 0.4837

s -0.936213 0.506400 -1.848761 0.0820

y -0.044558 0.010825 -4.116086 0.0007

R-squared 0.771974  Mean dependent var 2.438282
Adjusted R-squared 0.731735 S.D. dependent var 0.240338
S.E. of regression 0.124482  Akaike info criterion -1.159673
Sum squared resid 0.263427  Schwarz criterion -0.960717
Log likelihood 16.17657  F-statistic 19.18435
Durbin-Watson stat 1.886993  Prob(F-statistic) 0.000011

Source: authors” own computation based on INS(2012) and TEMPO database

We notice the high value of the coefficient of proportionality (although statistically
significant) the negative contribution of labour factor and technical progress factor,
and the reduced value of capital input factor (last, statistically insignificant).

Conclusions

In conclusion, we can see that, whatever the estimation method used, taking
into account the technical progress expresses its negative contribution and the
insignificant character of the labour factor in achieving production during the
mentioned period, and a constant supersizing of the value of the term free (the
proportionality factor).

Concluding that the results obtained by estimating with the help of GMM,
using as instruments the differences of order are similar to those obtained with
MCMMP (excepting the negative sign and the significance of the coefficient
of technical progress), the parameters were re-estimated by adding to the tools
the differences of the order two.

After the 1990 the agriculture becomes a very labour intensive and not capital
intensive as a modern agriculture tend to be. In this context a massive
investment process must be planned and financed in order to transform
agriculture in a very productive economic sector.
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LEGISLATION AND DETERMINANTS OF DEVELOPMENT OF
AGROTOURISM AS A FACTOR OF LOCAL DEVELOPMENT

Jelena Matijas“evic'-Obradovic'l, Sladana Kulacin®

Abstract

Agricultural landscape of Serbian villages, along with multifunctional
development of agriculture represents a basis for the development of
agritourism. Agritourism is a form of tourism focused on core issues,
healthy diet for tourists and residing in a healthy environment, through
integrated development of agriculture, taking into account sustainability
aspects. Basic principles of rural development indicate that sustainable
development of rural tourism must be economically justified, apart from
the preservation of natural, social and cultural characteristics of a
touristic destination. The efficiency of an agritouristic organization
depends of several significant determinants. In addition to a detailed
analysis of agritourism development determinants, the focus of this work
is also on the legal framework of agritourism development, which consists
of a series of legal texts, enacted in order to create a comprehensive and
effective legislation.

Key words: tourism, agritourism, rural development, legislation
Introduction

Tourism is often viewed as a targeted, planned and motivated behavior,
where the most important role in making of travelling decisions is played
by the expectations of the traveler. Therefore, the needs, attitudes and
motives of tourists are crucial. Tourism may be viewed as a type of link
between the urban environments and non-urbanized areas, rich in various
natural resources.

! Jelena Matijasevi¢-Obradovi¢, Ph.D., assistant professor, Faculty of Law for
Commerce and Judiciary in Novi Sad, Geri Karolja 1, 021/400-499, loc. 22,
jela_sup@yahoo.com

? Sladana Kula¢in, 21000 Novi Sad, Faculty of Agriculture, Novi Sad, Square D.
Obradovic 8, phone:0629626645, mail: sladjanakulacin@gmail.com
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Since it covers large areas of preserved nature, tourism is an activity
which valorizes those elements of space that are of marginal interest to a
variety of other activities. Only tourism may valorize sandy, gritty and
rocky sea coasts, lake shores and river banks, lookout points, mountain
slopes covered in snow, swamps, some climate elements, caves and pits,
relict and endemic specimens of plants and animals, sunsets and
picturesque landscapes, i.e. necropolis, tombstones, archaeological sites,
frescoes and the like. Tourism is a unique space user, and its specificity
lies in the fact that it is not an irreversible consumer of natural elements.
Space refinement can be performed through controlled development of
tourism, along with the construction of suitable facilities.’

Tourism, as an industry, has no significant share in the total gross domestic
product of Serbia. Significant potential for tourism development in Serbia
is related to rural areas, which provide the possibility to produce healthy
food, rest with the use of accommaodation in these areas and consume food
and beverages produced in this area. Agritourism is a branch of tourism on
the rise, but its development in Serbia requires additional investment and
commitment in the field of economic measures and marketing services, and
certainly an adequate legal framework that shall enable maximum
utilization of natural assumptions that our country has.

The situation in this domain within the European Union framework, as
well as global frameworks, differs significantly.

Due to the globalization of capital, finance, labor, technology,
transportation and communication during the second half of the twentieth
and early twenty-first century, tourism is experiencing a strong expansion.
With the increase in leisure time and income, 180 million Europeans go
on a holiday every year. Within the European Union, tourism represents
one of the largest economic sectors with 9% of employees and 9% of
consumption share. It also represents one of five export categories in 83%
of all countries in the world and a main source of foreign exchange
earnings in nearly 38% of countries. Therefore, tourism plays a major role
in the economies of numerous countries, as a source of employment and a
manner of battling against poverty.*

3 Jovii¢ Dobrica (2000): Tourism and Environment, Belgrade, Foundation Andrejevi¢, p. 17
* Stefanovi¢ Vidoje, Azemovié Nedzad (2012): Sustainable tourism development on the
example Vlasina surface, School of business, No 1, 38-50, p. 39
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According to statistical data, the income from foreign tourism in the
world in 2006 amounted to 735.000.000.000,00 USD, which means
1.304.109.500 USD per day. Tourism is an sector that employs
260.000.000 people today. Out of 100 employees in general, tourism
employs 6 people in France, 7 in Portugal and Austria, 9 in Switzerland,
11 in Spain, 12 in Greece and 15 in Austria. Tourism analysts anticipate
that in 2030 the share of those who travel as tourists to foreign countries,
in relation to the total number of global é)opulation, will reach 14,1%
which any other activity may hardly obtain.

The number of employees in tourism industry in our country has declined
significantly. Legal requirements for performing business in the field of
agritourism have been obtained in recent years, and they should be
accompanied by state incentives.

Rural tourism in Serbia and benefits for the local community

According to an OECD definition, rural areas in Serbia occupy 85% of
the territory inhabited by more than half of the total population (55%),
with population density of 63 inhabitants per square kilometer. The
majority of natural resources of the country (agricultural land, forests,
water) with rich ecosystems and biodiversity are located in rural areas.
Particularly significant potential lies in human resources employed in
various economic activities. An important comgonent of rural sector is
natural, cultural and historical heritage.” According to the
abovementioned Plan of Strategy for Rural Development, the region of
Serbia with the largest tourism potential and the highest rate of share in
the tertiary sector in the economic structure, includes the following
municipalities: Mali Zvornik, Krupanj, Ose¢ina, Ljubovija, Bajina Basta,
Kosjeri¢, Uzice, Cajetina, Priboj, Prijepolje, Nova Varo$, Ivanjica,
Sjenica, Tutin, Novi Pazar, Raska, Brus and Aleksandrovac. In this part,
the structure of agriculture is fairly underdeveloped and mainly based on
the use of natural resources, particularly in livestock feed.’

® Stankovi¢ Stevan, Mari¢ Svetomir (2008): Regional aspects of tourism in the world,
Tourism, No. 11
® Plan of the Strategy for rural development, 2009-2013, The Republic of Serbia,
Ministry of Agriculture, Forestry and Water Management, February 2009., p. 4

Ibid. p. 11
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Rural tourism in Serbia is defined as tourism which offers “rural
environment” to the visitor, allowing him to uniquely experience the
network of life between nature, culture and people. This implies that the
visitor may enjoy the authentic, original experiences and return to the
roots or the essence of rural lifestyle.

Rural tourism is based on the principles of sustainability and involves a
variety of activities and services organized by the population in rural
areas, precisely on the basis of elements that characterize such rural areas.
In doing so, offers in rural tourism include not only the visible
characteristics of nature, architecture, folklore, gastronomy, but also the
invisible ones such as, for example, traditional hospitality, traditions,
culture of relationship with nature, culture of communication, beliefs and
legends of local population of various nationalities and religions that have
developed a specific manner of living within a certain area. It is this
experience of a unique multidimensional network of life, realized through
personagl contact with the local population that makes rural tourism
unique.

Although rather developed, especially in certain parts of VVojvodina, Central
and Western Serbia, rural tourism is still underdeveloped and insufficiently
recognized tourist product of Serbia. Based on a research of local tourist
organizations in the Republic of Serbia, it is estimated that rural tourism in
2010 was directly involved in the economy of Serbia with 10,4 billion dinars.

This represents 16% of the total GDP in the sector of travelling and tourism
in the Republic of Serbia in 2010. It is estimated that, in 2009, rural tourism
generated 2,7 million overnight stays, or 27% of the total number of tourist
overnight stays in the Republic of Serbia.

Analysis of data from these researches indicates that there are large seasonal
variations and low occupancy rate of accommodation facilities in rural
areas.” In the following table we shall present the principles of rural
development.

® Pordevi¢ Milosevi¢ Suzana, Milovanovi¢ Jelena (2012): Sustainable Tourism for Rural
Development - Small farms and rural tourism in Serbia, Faculty of Applied Ecology Futura,
Singidunum University, Belgrade Agroznanje, Vrsac FAO, Budapest, p. 47
9 -

Ibid.
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Table 1. Basic principles of rural development
Sustainable rural development

Environmental
principles

- respect the
natural diversity
of the destination
- undertake
measures to
control the
sustaining
capacity of the
destination
together with the
development of
rural tourism

Social principles

- ensure that
tourism
development
protects and does
not devastate the
cultural diversity
and the local
community

- actively
discourage forms
of tourism that
cause and

Cultural principles

(heritage)

- develop tourism
that is
characteristic of
the area
(indigenous) —
avoid duplication
- promote unique
characteristics of
the culture and
heritage of the
area

Economic
principles

- encourage
employment
opportunities for
prevention of
outflow of
population

- prevent loss of
traditional
occupations

- promote the use
and sale of local
food products

contribute to

social problems
Source: Popesku Jovan (2011): Sustainable development of rural
tourism, TAIEX, Belgrade Chamber of Commerce, ppt, p. 4-6

We conclude that sustainable development of rural tourism must be
economically justified, with the preservation of natural, social and
cultural characteristics of the tourist destination.

In spite of the abovementioned definition of the notion of rural tourism, in
different countries this term is understood differently in practice, and
includes certain specificities, such as:

- in Finland it implies renting small rural houses (so-called cottages) to
tourists, including food services;

- in Hungary the said term includes supply of services and activities
offered to tourists in a rural setting (financially acceptable/affordable
accommodation, participation in agricultural activities and the like);

- in Slovenia, the most important form of rural tourism is family home -
farm tourism, where guests spend the night in the same house as the hosts
or in a separate guest house (emphasis is on gastronomy and visits to the
property);

- in the Netherlands, this term primarily implies camping at family homes
— farms, with an emphasis on extracurricular activities such as cycling,
walking, horse riding and the like;
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- in Greece the main product of rural tourism is “bed and breakfast” with
accommodation in traditionally decorated rooms with traditional breakfast
frequently based on domestic products.*°

There are still several common characteristics that represent key elements
which identify rural tourism: rural/quiet surroundings, preserved
environment, accommodation in traditional country households,
communication with the hosts, domestic food in locally distinctive
ambience (e.g. cottages, taverns etc.), and introduction to agricultural
operations, whereas complementary activities implied by rural tourism are
mostly related to the organization of cultural and recreational activities.™

Table 2. Key elements of rural tourism
Key elements of rural tourism

1 located in rural areas

2 functionally rustic: based on small entrepreneurship, outdoor in direct
contact with the nature; based on heritage and traditional activities

3 allows participation in activities, traditions and lifestyle of the local
population

4 provides personalized contact

5 settlements and buildings are rural (small-scale)

6 traditional by sense, slow and organic growth, related to local families

7 various kinds, represents a complex pattern of rural environment,

economy, history and localities
8 high share of tourist revenue which benefits the local community
Source: Roberts Lesley, Hall Derek (2001): Rural Tourism and
Recreation: Principles to Practice, CABI Publishing, London

The main attraction of agritourism is the experience of life and work within
the village household and authentic products, along with related services.
According to several researches, agritourism offers an entire range of
potential benefits for the local community:

- it may generate possibilities of diversification of business activities of the
local economy in order to achieve higher revenues;

- it may serve as a means of educating the public in regard to the
significance of agriculture as an economic activity and its contribution to

19 Jelin¢i¢ Daniela Angelina (2007): Agritourism in the European context, Studia
ethnologica Croatica, vol. 19, 269-291, Zagreb, p. 274
11y

Ibid.
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the development of the local community economy and the quality of life in
it;

- it may obtain economic incentives and reduce disparities among the urban
and rural part of the local community;

- it may play a significant role in the creation of image and recognition of
local products and creation of additional value, as well as allow direct
marketing of the local community, all of which serving to stimulate
economic activities and improve the quality of life of the local community
or region.*?

Determinants of agritourism development

Agritourism is a form of tourism focused on core issues, healthy diet for
tourists and residing in a healthy environment, through integrated
development of agriculture, taking into account sustainability aspects.*®

Above all, agritourism is a part of the tourism sector, which encompasses
the totality of relationships and business related to travelling and
temporary stay of people outside their place of residence, for rest,
recreation and the like. Tourism can be: summer holiday, rural, hunting,
health, leisure, culture, sports, sightseeing, accommodation; seasonal and
off-seasonal; domestic, foreign and borderline; individual and collective
etc. Tourism is important to the local and national economy, since it
incurs revenue from tourists. The development of tourism (and
agritourism) leads to a rapid improvement of all activities associated to it
(transport, industry, agriculture, communal services, cultural institutions,
handicraft industry, hospitality industry).*

Speaking of the development of rural, agro or village tourism, we have to
start from the multifunctional development of a rural area. Versatile rural
development includes demographic revival, the use of available resources for
healthy food production, the development of non-agricultural activities, and
urbanization in the sense of development of infrastructure, education, culture
and conservation of eco-environment. A particularly important concept is the
one of development of households, small and medium sized enterprises, agro

12 |_obo E. Ramiro, Goldman E. George, Jolly A. Desmond, Wallace B. Diane, Schrader

L. Wayne, Parker A. Scott (1999): Agricultural Tourism: Agritourism benefits

agriculture in San Diego County, California Agricuture, University of California

3 Pejanovié Radovan, Vujovié Slavoljub (2008): Rural development and agrotourism,

ﬁgroekonomika, No 37 — 38, Vol. 37-38, 5 -15, Faculty of Agriculture, Novi Sad, p. 6
Ibid., p. 8
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production and agro processing, rural tourism, services of business
cooperatives and advisory services. It is necessary to create social, economic
and cultural conditions for rural development. Thus, the enlargement of
properties, technical equipment of households and educational and cultural
milieu can innovate village development.’®

Within the framework of agritourism development, a significant role is
played by revitalization of ethno ecological villages, spatial planning,
agricultural landscape, old crafts and branded offers from traditional
manufacture. The development of agritourism requires considerable
investment in the renovation of existing and construction of new facilities,
infrastructure and sports and recreational activities. It is the health and
recreational-sports tourism that contributes to the development of
ecological food production. The basic prerequisite for the development of
agritourism is the development of road infrastructure, cultural facilities
and ethno tradition. High quality and controlled sanitary conditions are
certainly a primary factor of agritourism development. The development
of agritourism strengthens the relationship between agriculture and
tourism. This integral relationship is based on food consumption by
tourists, engagement of labor force in the rural area, improvement of
quality of services with a significant share of final agricultural products.*®
According to Babovi¢, agritourism appears as a supplementary
occupation and additional income of the rural population. From an
economic point of view, tourists buy food and thus employ the
population, creating a basis for the development of the village. Increase of
employment and improvement of living standards of farmers represents a
barrier to further migration of the population. Tourism affects spatial and
urban planning of the village and from a demographic point of view it
increases educational and cultural level of the rural population. In
addition to food supply, especially of the organic kind, holiday and any
types of active holiday in a rural ambience, we must mention the
development of hunting tourism, fishery, implementation of special food
regimes and organization of tourist events within the scope of agriculture
and sports and recreational activities.!’

1> Veselinovi¢ Janko, Ignjatijevié, Svetlana (2013): The legal framework and economic
measures to promote agritourism, International Scientific Conference Planning and
Il_ﬁegislative Security and Environment, Pali¢, 145-150, p. 146

Ibid.
7 Babovi¢ Jovan (2008): Agri-environment and agro-economic policy of the EU,
multifunctional development — agri-eko-tourism, Organic farming, Novi Sad, Institute of
Field and Vegetable Crops
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The efficiency of agritourism organization includes municipal authorities,
accommodation  providers, other service providers and local
administration authorities.

The absence of awareness regarding the tourism potentials and values of
natural and cultural assets among the population, as well as insufficient
capacity and inadequate agritourism support indicate the necessity of
developing the capacity of human resources in this segment. Promotion of
agritourism in the domestic and international market is an imperative of
contemporary agritourism. Having in mind that the number of foreign
visitors is still low in comparison with domestic, the basis for the
development of agritourism is actually in the domestic market.

In the context of the aforementioned, it is important to emphasize that
production and service activities in tourism, as well as in agritourism,
involve a plethora of human labor, seasonal business, night work etc.
Agritourism activity is specific, since the family that conducts tourism
activity within its household must primarily perform activities related to
agricultural production. In addition to the knowledge necessary for the
regular performance of agricultural activity, people who work in an
agritouristic household must possess certain communication abilities and
a culture of dealing with people and the like. This implies that people who
are engaged in agritouristic activity must have plenty of various skills in
order to meet the fundamental requirements for the provision of
agritouristic services. Due to this reason, yet again we come to the
conclusion that human resources play a key role in the development of
agritourism activities.

In the context of convergence of agritourism to the local population,
availability — poor road infrastructure, distance and poor and missing
signalization have significant impact. The aforementioned is further
followed by lack of information, lack of facilities and suppliers, as well as
poor hygiene conditions in tourist areas and the absence of offer of
organized activities and other attractions along with accommodation
offer. Therefore, in order to ensure the arrival of domestic, and especially
foreign tourists, and their pleasant stay, physical infrastructure such as
roads, hotels, restaurants, sports and recreational equipment etc. should be developed.

The basis of the development of agritourism is a rural household. Diverse
offer of interconnected companies based on multifunctional agriculture
gives significance to rural tourism offer. Tourists’ requirements vary to
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begin with. Tourists require a healthy environment, traditional food, local
specialties, ethno tradition, life in a rural environment, landscape and
biodiversity. On the other hand, attitudes and expectations of agritourism
service providers are of great importance.

In order to conduct business development and program planning within
the destination, it is relevant to understand what motivates business
facilities” owners, and what is the impact of their goals and values on the
nature and implementation of such activities. In other words, is the family
or owner of a business facility in the rural area primarily motivated by the
lifestyle introduced by organizing agritouristic activity in the family agro
household, or are his goals aimed towards the increase of revenue and
further expansion of business.*®

The basic service of agritourism is accommodation. In order to use the
capacities in a more complete manner, apart from promotion of rural
tourism it is necessary to improve the existing and future offer of
accommodation, and to increase the number of beds in accordance with
market demands. For instance, a large proportion of the target population
interested in rural tourism belongs to various groups: hikers, children,
teams from a variety of companies etc. one of their primary requirements
is not to be separated when accommodated. Therefore, a specific village
in which they are to be accommodated (if it is impossible to do so within
one household) should be able to accommodate 45-50 people, this being
the usual standard for tours with bus transportation. If this condition
cannot be met, there is no activity that would retain the tourists on that
location, not even a perfect food or leisure offer and the like. In the best
case, some of the services offered within a settlement that may not
provide accommodation of the entire group would be consumed by such
groups only incidentally along the way. For example, if the target group is
a family, the lack of bathrooms etc. cannot be tolerated. Accommodation
offer, in this regard, should be amended via introduction of special labels
to indicate the quality of accommodation and services offered.*

Upon analyzing the determinants of agritourism development, the
conclusion is that this form of tourism has the following characteristics:

18 Brigi¢ Kristina, Frani¢ Ramona, Ruzi¢ Drago (2010): Why agritourism - the opinion
of the owner, Journal — Central European Agriculture, Volume 11, No. 1 (31-42), p. 33
¥ Pordevi¢ Miloevi¢ Suzana, Milovanovi¢ Jelena (2012): Sustainable Tourism for
Rural Development - Small farms and rural tourism in Serbia, op. cit., p. 48
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- positive yet insufficiently developed status in relation to other forms of
tourism;

- insufficient marketing support, both on domestic and foreign markets;

- significant market potential

- significant future investments in the renovation of existing and
construction of new resources (facilities, infrastructure, sports and
recreational activities etc.);

- plenty of potentially interested parties, both providers of tourist services
and tourists themselves, in the future.

All of the aforementioned indirectly suggests that the culture of
communication in the relationship: village households - production and
service activities — (natural environment) — tourist, has so far developed
within a modest scale, whereas the full scope of development is yet to be
achieved. Appropriate legislation is also relevant to the above.

Legal framework of agritourism development

In recent years, the conditions have been created for the development of
tourist activities and tourist capacities, especially in agritourism, relying
on the advantages Serbia has in this area. The legal framework of tourism
development consists of a series of legal texts adopted in order to create a
comprehensive and effective legislation.

The law that regulates the conditions and planning of tourism
development, tourist organizations for the promotion of tourism, tourist
agencies, hospitality activities, nautical activities, hunting tourism
activities, tourism services, fees and penalties in tourism, Tourism
Register, other issues of significance to the development and
improvement of tourism is the Law on Tourism.?’ The Law on Tourism is
a lex generali legal text in the field of tourism. In addition to the provision
of basic definitions of tourism terms, this Law, among other things,
prescribes the norms related to planning and development of tourism,
tourist organizations for the promotion of tourism, tourist agencies,
activities and services in tourism, as well as other relevant issues.

According to this Law, the regulation of relations in the field of tourism is
based on the principles of (Article 2):

20 "Official Gazette of the Republic of Serbia", No. 36/2009, 88/2010, 99/2011 — state
law and 93/2012
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1) integral development of tourism and accompanying activities, as
factors of overall economic and social development, which in accordance
with the law provides the implementation of mutually agreed plans and
programs;

2) sustainable development of tourism as a harmonized system of
technical and technological, economic and social activities, based on
economic development, preservation of natural and cultural assets,
preservation and development of the local community;

3) increase in efficiency and accountability in the area of use,
management, protection and improvement of tourist space;

4) ensuring uniform standards for the provision of tourism services;

5) protection of national economy, consumers of touristic product and
tourism professions;

6) partnership between private and public sector and civil society in
planning, design and placement of touristic product on the market;

7) provision of uniform, public and electronic records of registered and
recorded data in the field of tourism;

8) contained in the Code of Ethics in Tourism of the World Tourism
Organization of the United Nations;

9) planning and realization of tourism development policy in accordance
with the Tourism Development Strategy.

When it comes to the development of rural tourism, a very significant
normative framework — lex specialis, also lies in the Law on Agriculture
and Rural Development.?! Until the adoption of this Law (in 2009), the
field of agriculture and rural development had been normatively
unregulated. Under such conditions, it was very difficult to develop
agritourism in areas where basic economic activities was uncertain.

The Law on Agriculture and Rural Development provides for the
following: objectives of agricultural policy and the manner of its
implementation, types of incentives in agriculture, conditions for
eligibility for incentives, incentive users,® Register of agricultural
holdings, recording and reporting in agriculture, integrated agricultural
information system, supervision over the implementation of this Law.
This Law establishes the Department for Agricultural Payments, as an
administrative authority within the ministry responsible for agriculture
affairs and regulates its jurisdiction (Article 1).

21 "Official Gazette of the Republic of Serbia ", No. 41/2009 i 10/2013 — st. law
22 See the following lex specialis on issues related to incentives.
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Obijectives of agricultural policy and policy of rural development of the
Republic of Serbia are (Article 3, paragraph 1):

1) strengthening the competitiveness of agricultural products in the
market;

2) provision of high quality and sanitary healthy food,;

3) provision of support to the standard of living for farmers that cannot
accomplish economic survival on the market through their own
production;

4) providing support to rural development;

5) protection of the environment from adverse impacts of agricultural
production.

Agricultural policy and policy of rural development of the Republic of
Serbia are implemented via realization of the Strategy of Agriculture and
Rural Development of the Republic of Serbia, the National Program for
Agriculture and the National Program for Rural Development (Article 3,
paragraph 2).

Strategy of Agriculture and Rural Development of the Republic of Serbia
determines long-term directions of agricultural development, including
the following: establishment of market economy, increase of agriculture
profitability of the Republic of Serbia and concern regarding the
development of rural areas (Article 4, paragraph 1).

The National Program for Agriculture defines medium-term and short-
term objectives of agricultural policy, method, sequence and deadlines for
achievement of such objectives, anticipated results, as well as the form,
type, purpose and volume of individual incentives (Article 5, paragraph 1).

The National Program for Rural Development encompasses measures and
other activities, as well as anticipated results, forms, types, purpose and
volume of individual incentive measures (Article 6, paragraph 1).

A special law that supplements to the preceding one, which deals with a
very important issue in the field of rural development is the Law on
incentives in agriculture and rural development.?

This Law regulates the types of incentives, method of use of such
incentives, the Register of incentives in agriculture and rural

2 v Official Gazette of the Republic of Serbia *, No. 10/2013
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development, as well as conditions for eligibility for incentives in
agriculture and rural development (Article 1).

Incentives under this Law are funds provided from the budget of the
Republic of Serbia, as well as funds provided from other sources that are
assigned to agricultural households and other entities in accordance with
this Law, in order to achieve the objectives of agricultural policy and rural
development policy (Article 2, point 8).

Rural development is a development policy governed by the state and
which represents a set of measures that contribute to the improvement of
quality of life for people living in rural areas (Article 2, point 14).

Legal norms that are indirectly relevant to the tourism field can be found
in the Law on Companies®*. These are norms that are related to the status
issues of companies, that may be registered and carry out business in the
field of tourism.

This Law regulates the legal position of companies, especially their
establishment, management, status changes, changes in legal form,
cessation and other issues of relevance to their position, as well as the
legal position of the entrepreneur (Article 1, paragraph 1).

Conclusion

Serbian terrains include a range from wealthy, fertile plains of the
Pannonian Plain in the north, through the limestone mountain ranges and
basins in the east and west, to the ancient volcanic massif in the south. In
an effort to identify the similarities and differences among the rural areas
of Serbia, as well as their strengths and weaknesses, their typology has
been developed through cluster analysis. This analysis has identified four
homogeneous groups of municipalities as representative types of rural
areas of Serbia. Type 1: highly productive agriculture and integrated
economy. — This group of rural municipalities includes municipalities in
Vojvodina and the northern part of Serbia around the Sava and Danube
rivers. In these areas, highly productive agriculture is represented by
better structured households (larger households with more productive
soils) and vertical integration with the agro-food sector. Also, services
and industrial sector in the context of Serbia are better developed here.

2 Official Gazette of the Republic of Serbia *, No. 36/2011 and 99/2011
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Type 2: small urban economies with intensive agriculture labor. — This
cluster region is geographically spread across rural municipalities along
river valleys and is located near the main roads of Serbia that radiate out
from Belgrade towards Montenegro, Bosnia and Macedonia. These areas
are identified as the so-called urbanized villages, located near large cities.
They have intensive agricultural production (vegetables, vineyards) that is
market oriented, while their rural economy is diversified — developed
services and small and medium sized enterprises. The productivity of
agricultural land is at a similar level as in the rural parts of VVojvodina.
Type 3: mainly mountainous economy oriented towards natural resources.
— This cluster region includes rural municipalities in the mountainous
region of Southeast Serbia. This economic structure has lower
productivity in agricultural production, some industrial activities, more
developed services and tourism potential. It is basically a rural region
oriented towards natural resources, with unused natural resources and
tourism potential, and with a possibility of exploitation of rural amenities:
natural resources, rural environment, cultural heritage. Type 4: large
tourist capacities and poor agricultural structure. — This cluster of rural
municipalities is located in the western parts of Serbia and has large
tourism capacities. The index of number of hotel rooms per 1000 people
in this cluster is three times higher than the national average. However,
the agrzié:ultural structures are the poorest among all the types described
herein.

The presented cluster analysis indicates the natural potentials of rural
areas in Serbia. Mountainous areas with wealthy natural resources are
particularly oriented towards tourism. The municipalities of Southeast
Serbia, and especially Western Serbia have remarkable tourism
capacities.

However, in addition to natural resources and geographic characteristics
of terrains that Serbia undoubtedly has, an important role in the
development of agritourism is played by legislation. Although tourism
sector is not a particularly significant element in the total gross domestic
product of Serbia, in recent years plenty of conditions for the
development of tourist sector and tourist capacities have been created
(including legislation conditions that are very important).

% Pordevié Milosevi¢ Suzana, Milovanovié¢ Jelena (2012): Sustainable Tourism for
Rural Development - Small farms and rural tourism in Serbia, op. cit., 35-36
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Normative regulation of the tourism sector in general, but also agritourism,
has for a long time been at odds with the natural capacities and social
frameworks in which it would develop. It also applies to the arrangement of
status position of entities involved in tourism, including their activity. To a
large extent, this field has been unregulated for quite a long period of time.

The adoption of the Law on Tourism, as a general law in the field of
agritourism, as well as other special laws related to certain issues in this field,
introduced an optimal normative framework to the tourist sector in Serbia.
Legal forms, criteria and conditions for its performance have also been
identified.
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ANALYSIS OF ECONOMIC TRENDS IN THE REPUBLIC OF SERBIA
(WITH FOCUS ON THE VRBAS MUNICIPALITY)!

Jonel Subiéz, Marko Jelocnil®

Abstract

The world economic crisis, from the end of the last decade of current century, has
led to a global recession, as well as to the fall of the values of all macroeconomic
aggregates and indicators in large number of world countries. Many nations are
faced with the problems of decline in production and export, expressed illiquidity of
actors within the local economies, turbulences in the labour market, rapid fall of the
living standard and other. Unfortunately, gradual recovery of the world economy
was cut in 2011 by new global challenge embodied in the public debt crisis. As
previously mentioned problems were also came to Serbia, the main goal of the
paper is identified in the brief review of economic trends through the achieved
macroeconomic aggregates (such as GDP, FDI, unemployment rate and other) in
the last few years. During the presentation and analysis of the key macroeconomic
aggregates was used the bottom-up approach (from national to the level of local
communities), with a special focus to the economic trends in the municipality of
Vrbas. Since that level of development and recovery of the national economy are
significantly contained in the intensive attraction of financial assets (from domestic
and international funds) and investment in new and recapitalization of existing
holders of economic activities, a broader overview of realized investment trends in
observed time and spatial frame (with assessment of realized investments in
agriculture) it is also provided.

Key words: macro-economic aggregates, up-bottom approach, Serbia, Vrbas
municipality, investment.
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Introduction

Efficiency in the implementation of the goals and measures defined in the Strategic
plan of development of the Vrbas local community for the period 2014-2020 will
depend in great extent on the level of achieved macroeconomic stability within the
period of its realization. It is estimated that the mentioned period will be marked at
the macroeconomic level with higher or lower degree of instability, as well as
connected with several risks. To this is pointed by realized economic trends in the
period of transition, which are additionally burdened with the effects of global
economic crisis that started at the end of 2008, and still lasts. World crisis, initiated
by the collapse on the real-estate market in the United States, spilled over to financial
sector, and later to the real sector, what led to global recession and reduction of
economic activity, in other words fall in production and exports, illiquidity,
employment cuts, fall of living standard and rise of poverty. The crisis has caused a
decline of all macroeconomic aggregates and indicators, at all countries worldwide.
Economy in the world still has not succeeded to realise of the burden of previous
crises, when in 2011 came to new crisis, best known as the public debt crisis.
According to all, this crisis is much more serious, where the recovery process will be
long, very slow and uncertain, accompanied by the deepening of the foreign trade
exchange deficit, instability of the exchange rate, small capital accumulation, higher
investment risk and illiquidity of economic environment. All mentioned aspects will
additionally affect weakening of domestic economy, which has been already very
fragile.

Macroeconomic aggregates are a system of global and synthetic indicators that
quantify the structure, dynamics and results of the economic activity of certain
economy. Main macroeconomic indicator of any economy is the GDP (gross
domestic product), which represents a value of the sum of final goods and
services produced during certain period in observed country. In Serbian
statistical methodology, until 2006 were counted little different macroeconomic
aggregates. So GDP was corresponded to the NP (national product), (Subic et
al., 2013).

Republic of Serbia is in a transition stage, which should represent a radical
turnover and real milestone in future development of national economy and all
stakeholders within it. The development of a market economy can be
accelerated by inflow of assets through investments in new and recapitalization
of existing companies, as well as with consolidation of the financial system.
However, many enterprises in Serbia still have not favourable business
performances, what is manifested through decline in market share and low
profitability, increasing of indebtedness, inadequate investment and increased
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volume of diversified business activities vice the primary activity*. Although it is
established a increscent investment trend (in the period 2006-2012, the average
annual growth rate was 12.29%), macroeconomic indicators of investment
trends in the Republic of Serbia show a higher investment risk in local
companies, what disabled more dynamic investment process. By risk decreasing
would be increased the attractiveness of investment, what is a stimulus for
domestic and foreign investors, which estimate different combinations of risks
and incomes.

The business environment within the region of VVojvodina, as well as within the
whole Serbia, is much improved in last fifteen years (since 2001) by virtue of the
adoption of a number of legal regulations. The main goals of law reforms that
are in accordance with EU regulations are focused to easier conduction of
business and safer investment process. In accession process to the EU adoption
of many new reform regulations is expected, where for investors the most
significant will be the laws from the area of land and building, as well as the
regulations that are connected to industrial and technological parks (Subic,
2012). Market size, macroeconomic stability, business costs, human resources,
geographical position and investment infrastructure are the most important
among the many factors that create the municipality of Vrbas as one of the most
attractive locations for business in this part of Southeast Europe. Municipality
offers to all investors relatively good sales potential for several products of local
economy (in first place products of agriculture and processing industry), both on
world and national market. Mentioned arise from:

- Interim Trade Agreement and the Stabilisation and Association Agreement
(SAA), which provide that in next six years it will be gradually established a
free trade with industrial and agricultural products between Serbia and the
European Union (EV);

- Free trade agreement established between Serbia and Russian Federation;
Serbia and Belarus; Serbia and Turkey; Serbia and Kazakhstan; Serbia and
countries member of the European Free Trade Association (EFTA);

- Agreement on mutual liberalization of trade with industrial and agricultural
products, which was established among the countries of Central and South-
Eastern Europe (SEE)’;

- General System of Preferences (GSP), program of approval of trade
preferences that United States of America (USA) gives to their trade partners

4 Period of decomposition of the former Yugoslavia, war on its territory, and after that transition,
affected termination of many companies (or work with a significantly reduced capacity) in the Republic
of Serbia.

% By access of Romania, Bulgaria and Croatia into the EU, CEFTA Agreement currently includes
Albany, Bosnia and Herzegovina, Macedonia, Moldavia, Serbia and Montenegro.
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with main goal to support their economic development (currently is used by
more than 140 countries, including Serbia).

Therefore, there is a openness to any investor, which is specifically focused to
the attraction of foreign direct investments, what will significantly increase the
growth rate of gross domestic product (GDP) and gross value added (GVA) at
the local level, as well as reduce the unemployment rate.

Compared with other countries in the region, the potential for investment
attraction, according to the business costs, is relatively more favorable in the
Republic Serbia, primarily because of®: Lower tax rates [income tax of 15%’;
value added tax (general rate is 20%°, while the special rate is 10%°); tax on
salaries of 10%]; Cheaper communal products and services (such as electricity,
gas or water); Quality and costs of labor, which represent according to investors,
one of the key reasons for investment in the Republic of Serbia (human
resources are characterized by high productivity, excellent technical education
and significantly lower labor costs); Transport infrastructure (European
Transport Corridor VII, which links the EU countries with the Middle East);
Development of cross-border and regional cooperation (Republic of Serbia is
bordered by several EU member states: Croatia, Hungary, Romania and
Bulgaria); Closeness to European markets (goods in a short time can be
transported to and from the major European markets).

Working material and methodology

Conduction of observed research imposes the need for identification of
data/information from many sources (scientific and statistical publications) that
are before all related to the following thematic areas: macroeconomic
aggregates, investments, economy, agriculture and demography.

In order to evaluate the realized investments in agriculture in the municipality of
Vrbas, it was used the methodology which involves calculation of the volume of
financial (cash) investments in fixed assets based on the following indicators™:

® www.siepa.gov.rs
7 Income tax in some countries within the region is: 10% in Bulgaria; 16% u Romania; 19% in

Hungary; 20% in Croatia.

® Gross value added (GVA) — general rate, in some countries from the region is: 20% in Bulgaria;
24% in Romania; 25% in Croatia; 27% in Hungary.

® Government of the Republic of Serbia (2013): Informacija o paketu mera za stabilizaciju javnih
finansija i oporavak privrede, Ministry of Finance, Belgrade, Serbia.

10 part of indicators is taken from methodology that was shown in monograph of the authors:
Cvijanovi¢, D., Hamovi¢, V., Popovi¢, V., Subi¢, J., Kati¢, B., Parausi¢, V. (2007): Mulifunkcionalna
poljoprivreda i ruralni razvoj u AP Vojvodini, IAE Belgrade, Serbia.
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1. Achieved investments in agriculture per rural/agricultural inhabitant;
2. Achieved investments in agriculture per active agriculturalist;

3. Achieved investments in agriculture per registered agricultural
husbandry;

4. Achieved investments in agriculture per unite of used agricultural
land;

5. Achieved investments in agriculture per unite of arable land surfaces;
6. Achieved investments in agriculture per head of cattle.

Research procedure that follows the volume of realized investments on the
territory of Vrbas municipality may be useful for any unit of local
government within the Serbia.

Analysis of basic macroeconomic aggregates

In the process of transition towards market economy, the core concept of
production has been abandoned in all countries where it was previously used.
So, Statistical Office of the Republic of Serbia (SORS) was stopped to
calculate and publish a data on the national product as macroeconomic
aggregate from the narrower concept of production.

After the 2005, SORS has no longer published the data about GDP per each
municipality for what there is certain justification, having in mind that at
municipal level this indicator has very low explanatory power (Subic et al,
2013). Data of basic indicators of macroeconomic trends in the Republic of
Serbia, for the period 2006-2012, are given by the next table (Table 1).

Beside the EU countries and the countries from the region, economic crisis
has had also a great impact on the economic development of the Republic of
Serbia.

Taking into consideration the incomplete transformation process and great
delay for other transition countries, especially some developed European
countries, period 2006-2012 was peculiarly difficult for the Serbian
economy. Within the analyzed period, the decrease of investment funds has
significantly slowed economic growth.
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Table 1. Basic macroeconomic trends in the Republic of Serbia, period 2006-2012

Year Average
annual
JERabe 2006 | 2007 | 2008 | 2000 | 2010 | 201 | 2012 grgt\ém
(in%)
O et prices’ in 19621 22769| 26614| 27201| 28819 32086 33487 93
GDP, growth rate, u %" 165 160 169 22 59 113 437 -
GDP, mil. EUR 233074| 284739] 326789| 289519 279678| 314724 2960L0 40
GDP, per capita, in EUR 31474]  38574] 44460] 39547] 38357 43506] 41118 46
Averagerumberof ctizens | ;16| 7ag16| 73502  73208| 72014 7231|7191 05
(middle of year), in 000
GDP, mid. RSD (current
pricesofpreviousyear, ref. | 27026| 28481| 29568| 28532| 28819| 29271 28825 11
year 2010)
GDP, real growdh, in %' 36 54 38 35 10 16 15 -
FDF, net, in mil. EUR* 3326 18208 18244| 13725 8601| 18269 2319 358
FDI, growth rate, in% 1657 452 02|  248] 373| 1124|813 -
FDI, % GDP 142 64 56 47 31 53 08 384
Value of EUR in compare
t0RSD, average for the 841 800 814 939|  1030| 1019 1131 51
period
Number of unemployed p
Dortons aveegp, n OO 20260 20020 19990| 18890| 17960| 17460| 17270 26
argg{?"’yme”t rate, 209 181 136 161 192 230 239

Note: * From January 2011, new methodology for GDP calculation is used; * Foreign
Direct Investments; * From 01.01.2010 is implemented general system of trade that
involves all goods which enter/go out the economic territory of the country, except goods
in transit. According to this are corrected data for 2006, 2007, 2008 and 2009; * From 2007
is applied new methodology for Balance of Payments; * Statistical Office of the Republic
of Serbia was corrected data about employed persons from March 2009, between all
because of correction of evidences of Republic Office for Health Insurance; ® Annual data
of SORS from the Survey about labor force for the citizens older than 15 years.

Source: Statistical Office of the Republic of Serbia (2014): Bruto domaci proizvod (BDP) u
Republici Srhiji 1997-2012 (http:/Avebrzs stat.gov.rs\WebSite/Public/PageView.aspx?pKey=61);
Ministry of Finance (2014): Osnovni indikatori  makroekonomskin  kretanja
(www.mfin.gov.rs/pages/article.php?id=7161);

National Bank of Serbia (2014): Osnowni  makroekonomski  indikatori
(www.nbs.rsfinternet/cirilica/80/index-html).

Although after the first crisis impact comes to obvious recovery of economic
activities in the Republic of Serbia, macroeconomic indicators are still at the level
below the pre-crisis, transition period 2006-2008. In 2011 has been achieved a slight
recovery of the Serbian economy (growth of real GDP by 1.6%), but with presence
of certain dose of risk of further deterioration, influenced by new crisis wave.
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To impacts of global recession, EU has responded with new growth strategy up to
2020 (Europe 2020)', which is based on competitiveness, sustainability,
knowledge and innovation, and social and territorial cohesion. In order to complete
coordination of socio-economic and political goals of the country with the process of
accession to the EU, Serbia has aligned its goals with the mentioned strategy.

As it was shown that previous growth model, based on increase of domestic
consumption and import is unsustainable, it has been established a new model of
economic growth based on industrial growth, investment and export, rapid reform
processes and European integrations.*?

A new impact of recession in 2012 has led to the emergence not only of the debt
crisis in the European Union, but to the real decline of GDP in the Republic of
Serbia (1.5%). In compare to 2011, it was also come to significant decrease in FDI
(real decrease of 87.3% was recorded). Based on achieved negative oscillations in
movement of observed macroeconomic parameters within the period 2006-2012, it
may be noted that the macroeconomic environment in the Republic of Serbia is
quite unstable. Exit from the crisis requires institutional and economic-political
adjustments that would lead to a change in behavior of consumers and investors®.

Government has a key role in solving the problem of lack of confidence among
market participants due to the market collapse. So, the statement that the market is
capable to solve alone the emerged crisis only with short-term losses is unfounded.
Without intervention from the state level, institutional adaptations and quality
economic policy, market efficiency and stability can not be increased.

Effects of global economic crisis that affected the entire national economy in period
2006-2012 are reflected also to the economic situation in the Province. However, the
Vojvodina region, in 2011, has larger share in creation of Republic GDP in compare
to 2010 (i.e., it was achieved a increase of 0.8%).

Also, VVojvodina region, in 2012, has again larger share in creation of Republic GDP
in compare to 2011 (i.e., it was achieved a increase of 0.6%), (Table 2).

! http://ec.europa.eu/europe2020/documents/related-document-type/index_en.htm

12 Team of authors (2013): Program razvoja AP Vojvodine 2014-2020, Draft, Government of
AP Vojvodina, Novi Sad, Serbia.

3 Bosnjak, M. (2011): Globalna finansijska i ekonomska kriza 2007-2010. i njen uticaj na
privredu i finansije Srbije, Ministry of Finance of the Republic of Serbia, Belgrade, p. 4.
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Table 2. Regional GDP*, period 2011-2012

(Republicof | GDP (current prices, mil. RSD)

Serbia/

Index

Share (%)

GDP per capita
(C00RSD)

Index level

(RS=100)

Annual

2010

g
8

2011

2012

2011/
2010

2012/
2011

2010

2011

2012

2010

2011

2012

2010

2011

growth rate
2012 (in%)

2,881,891

Republic
of Serbia

3,348,689

113

1044

1000

1000

1000

1000

1000

1000 780

1,152,005

Belgrade
region

1271691

1326547

1104

1043

400

396

396

703

2

97

1778

1746

1714 731

748673

Vojvodina
Region

917,636

1148

106.7

260

268

274

477

9.8

1000

1026 1071

562,911

Region of
West Serbia

610,143

635,037

1084

1041

195

190

190

216

301

315

699

682

676 621

418302

Region of
Serbia

466,979

469469

1116

1005

145

146

140

639

644

633 594

Region KiM | South and East | Sumadija and

Source:

SORS  (2013):

Regionalni  bruto domaci  proizvod
(http://webrzs.stat.gov.rs/\WebSite/Public/PageView.aspx?pKey=62);

SORS

(2014):

Regionalni
(http://webrzs.stat.gov.rs/\WebSite/Public/PageView.aspx?pKey=62).

bruto

domaci

proizvod

2010-2011

2011-2012

14 Regional GDP represents regional equivalent of gross domestic product as the most
important macroeconomic aggregate of some national economy and indicator of its productivity
and efficiency in the production of goods and services required for different types of
consumption. Sum of GDP of all regions is identical to the GDP of the Republic of Serbia.
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After a focus on the region of Vojvodina, in accordance to the accounting
principle in 2012, next can be concluded: Share in Republic GDP is 27.4%; With
GDP per capita of 477.000 RSD, it has for 2.6% higher GDP per capita in
compare to republic average (what is for about 5.9% higher amount in compare to
data from 2010); Index is above the republic average level, what reflects relatively
higher growth rates of this region in period 2010-2012.

In contemporary concepts of management and decision making, regional
development includes three principles, which are in relation with™:
Decentralization; Planning; Partnership.

Synergy of terms and actors on different levels of management is enabled by
complete business environment that has to provide: System of strategic decision
making on lower levels (decentralization); Planned management and targeted
attraction of investments (planning); Establishment of network of public-private
sector (partnership); Competitive advantages (of local area).

The Development Strategy of the Republic of Serbia up to 2020 is based on a new
model of economic growth, which essence lies on sustainable and dynamic
development of the industry that can easily fit into unique market of the EU and hold
out competitive pressure of member countries. Without a stable growth of the industry
and its dominant influence on export and balance of payment, it is not possible to
sustain economic growth and macroeconomic stability, not only of Serbia, but also of
the VVojvodina region (including the territory South Backa district and municipality of

Vrbas). So, in the period up to 2020, economic growth and development will be based

on next principles:*®

- Dynamic and sustainable industrial growth and development (without dynamic
industrial growth —with an average growth rate of processing industry of 7.3% - is
not possible accomplish planned real GDP growth of 5.8% in average per year',
and with that reduce the gap within the level of development in compare to
European countries);

- Pro-active role of the government - institutional establishment (specialization
and/or diversification of industrial production and production of products with
higher added value, which according to their quality and price find their place in
the global market are the necessary preconditions for the growth);

15 Team of authors (2013): Program razvoja AP Vojvodine 2014-2020, Draft, Government of
AP Vojvodina, Novi Sad, Serbia.

16 Team of authors (2010): Postkrizni model ekonomskog rasta i razvoja Srbije 2011-2020,
USAID, FREN, MAT Belgrade, Serbia.

7 According to that, Vojvodina region can expect in average real annual growth of GDP of
7.9%.
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Improvement of the investment environment (attraction of large volume of FDI
requires open economy and healthy market ambient suitable for foreign
investments, greater savings on national level and creation of critical mass of small
and medium-sized enterprises - SMEs — that will take over employees of
unprofitable enterprises);

Encouraging the faster development of entrepreneurship (through the promotion
and support to establishment of new enterprises, development of human resources
for competitive SMEs sector, different schemes of SMEs financing, development
of SMEs competitive advantages oriented to export markets and development of
stimulated environment for SMEs, higher employment and balanced regional
development);

Increase and restructuring of export (through significant structural changes in
export, which is currently based on primary products and products of lower levels
of processing);

Reform of the system of education in accordance to requirements of national
economy (establishment of education system that corresponds to the economy
needs is not possible without strong relationship between employers, institutions
responsible for education, scientific institutions and labor market);

Active and dynamic cooperation between science and industry (the most effective
method of productivity growth and structural changes in industry is innovation —
conducting activities that will lead to establishment and provision of active and
dynamic cooperation between research organizations and universities, on the one,
and industry on the other hand, what will gradually lead to the creation of favorable
conditions for start and implementation of important economic projects based on
the research results and innovation - investments in new products, implementation
of new technologies and processes, or activities that will provide significant
improvement of existing products, processes or services);

Reform of the labor market and employment policies, in order to reduce the labor
force fiscal burden (especially for lower paid work), reaffirmation of
sectoral/collective bargaining, with leading role of the industrial sectoral contracts
in national system of collective agreements, management of responsible and
predictable politics of minimal wages, increase of participation of assets for active
labor market programs in GDP, especially for subsidies determined for new
employment and training;

Polycentric development of regional industrial centers and regional business
infrastructure (through specific programs and system measures which will support
polycentric development of industrial centers);

Improvement of energetic efficiency;

Environmental protection (through support of cleaner production, and reduction of
pollution and pressure on environment).
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General characteristics of total investments

Investment trends in the period 2006-2012 indicate to strong correlation between the
political credibility of the country and investment risk. Foreign direct investment
(FDI) can contribute to the faster modernization of equipment and production
processes, having by that a impact on increase of investments’ share in GDP.
Factors that contribute to greater inflow of FDI are'®: Highly educated labour force;
High level of investment in scientific-research activity; Strong regional connections
among companies, Easy adjustment on new technologies; State of physical
infrastructure and level of telecommunication development.

The inflow of FDI in Serbia is characterized by remarkable unevenness in different
country regions. Developed and more advanced areas, such as Belgrade and
Vojvodina, attract much more capital in compare to poor and underdeveloped areas,
such as majority of municipalities in Central Serbia. More attractive areas for foreign
investments are developed territories, because of: location, or geographical position;
profile of labour force; promptness and devotion of local administration; successful
examples of foreign investments. Within the period 2006-2012 inflow of FDI into
the Serbia was followed by downward trend (with exception in 2011 when, in
compare to 2010, it was recorded growth of 108,84%), (Table 3).

Table 3. Inflow of FDI in Republic of Serbia, period 2006-2012 (in mil. USD)

Share of the FDI inflow in
Republic of Republic of Serbia

ear e d Europe Serbia InFDI inflow in In FDI inflow in Europe

World (%) (%)
2006 1,463,351 639,814 4,256 0.29 0.67
2007 2,002,695 906,531 3439 0.17 0.38
2008 1,816,398 571,797 2,955 0.16 0.52
2009 1,216 475 404,791 1,959 0.16 048
2010 1,408,537 429,230 1329 0.09 031
2011 1,651,511 472,852 2,709 0.16 0.57
2012 1,350,926 275,580 352 0.03 0.13

Source: World Investment Report 2012 & World Investment Report 2013
http://unctad.org/en/pages/PublicationWebflyer.aspx?publicationid=171
http://unctad.org/en/pages/PublicationWebflyer.aspx?publicationid=588

Such these trends have been consequence of both internal and external factors.
Among internal factors, at first place were instability and underdevelopment of
institutions, as well as political differences related to dynamic of reforms and
European integrations, especially since the majority of EU member states have been

18 Republic office for development (2009): Strategija prostornog razvoja Republike Srbije do
2020. godine (Odrzivi prostorni razvoj privrednih delatnosti).
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adopted the independence of Kosovo (at the beginning of 2008). Relative
abundance of capital until the end of 2007, as well as financial crisis and withdrawal
of foreign, especially portfolio investors, since 2008, were the key external factors of
FDI slowdown'®. Up today, FDI in Serbia were mainly directed to conquest of
domestic market through the production, services (banks, trading houses, insurance
companies, leasing companies, etc.) and acquisition of some assets (real estates,
facilities) that are effectuated at national market, while Greenfield investments were
extremely limited.

Data analysis related to FDI inflow in the World, Europe and Serbia (in period
2006-2012) refers to fact that the share of FDI inflow in Serbia into the FDI inflow
in World and Europe was very modest. According to that, mentioned indicator was
recorded the lowest level in 2012 (0.03% in worldwide FDI inflow, or 0.13% in FDI
inflow in Europe), while its highest level was recorded in 2006 (0.29% into the
worldwide FDI inflow, or 0.67% in FDI inflow in Europe). But, even in 2006, when
was achieved record FDI inflow in Serbia (4,256 mil. USD), that amount was lower
than FDI inflow in Greece (5,355 mil. USD), Huncb;ary (6,818 mil. USD), Bulgaria
(7,805 mil. USD), or Romania (11,367 mil. USD).?

In order to obtain the most realistic picture of previous investment activities on the
territory of Vrbas municipality, in following tables and graphs were presented
investments as on regional as well as on national level. Therefore, the research
included a multi-year investment trend within the economy of the Vrbas
municipality and characteristics of the investment process in the economy of South-
backa District, region of VVojvodina and complete Serbia.

Observing the period 2006-2012, it can be concluded that the Vrbas municipality is
characterized by weak and insufficient investment activity accompanied by visual
annual oscillations. Total investments at the municipality level in 2012, despite the
fact that it reflects a decrease compared to 2011 (for 19.82%), are more than doubled
in compare to realized v