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DG AGRI analytical base on Flis: fi-compass EAFRD studies

Taking stock and exploring new opportunities for EAFRD Fls

Financial gap in
agri-sector

» Estimate of EU

agricultural sector
financial gap, based on
SMEi methodology

» S/t loans
EUR 1.5bn - EUR 4bn;

» Medium and I/t loans
EUR 5.5bn - EUR
14.5bn.

» Total financial gap:
EUR 7bn - EUR 18.6bn.

Published

Programming
of FIs in
EAFRD RDPs

» Provides information
about the
implementation of the
EAFRD through
financial instruments
and is based on
experience in MSs
during the current
programming period

Published

Price volatility
flexible loans
for farmers

» Phase I: First analysis of
potential FI embedding
‘flexible’ repayment
schedule

» Phase II: Mapping of
existing ‘flexible’
financial products with
analysis of possible
public support to
promote such
instruments

To be Published
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Guarantee &
counter-
guarantees

» Analysis of the
potential for EU
funded guarantee and
counter-guarantee
products for
agriculture

Finalised

O

Fls for agri &
rural
infrastructure

» Assessing how financial
instruments might help
increase the EAFRD
impact on infrastructure
investment

Almost finalised
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Key Financial Characteristics of EU Young Farmers

d Low capital stock
d Below-average income

Higher
qualification

d High-net investment
d High-returns on assets

A Below-average liabilities
d Average debt-to-asset ratio

Source: DG AGRI / fi-compass survey of 7,600 EU farms
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Investment behaviour of young farmers in the EU

d 62% of young farmers invest in machinery
d 40% of young farmers apply for working capital loans

d Young farmers prefer loans with flexible arrangements
» Payment modalities
» Price fluctuations
» Grace periods

d Young farmers clearly prefer medium to long-term loans

[ Investment preferences of YF are similar to the ones by Other farmers ! }
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Lending characteristics of young farmers in the EU

d 23% of young farmers
are afraid to apply for a

loan
d 35% of young farmers 0
do not have movable or w0

immovable assets to
provide as collateral

Share of farmers providing collateral as a value of the loan
amount

D YF use more finanCing m1%-50% W51%75% M76%100% ®101%-150% ® above 150%
from private sources

Young farmers are with 10% less successful
in obtaining the full amount requested from banks
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Financial Instruments for Young Farmers

d Simplified rules

» For programming & implementation

d Revolving resources
> Remain for the MS after first roll-out

d No investments' eligibility rules
» Except irrigation
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Financial Instruments for Young Farmers

d Support possible under the setting up sub-measure (6.1)
» Based on Omnibus changes

d All elements in the business plan could be financed
> No eligibility restrictions
> Only the Bank's evaluation matter

d Support for working capital
> No application of Article 45(5) of R 1305/2013 under sub-measure 6.1

A Support for purchase of land
» Current discussions with DG REGIO; No limit for YF under CAP post-2020

[ The total amount of aid shall be below € 70,000 [GGE for FIs] }
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Status of EAFRD Financial
Instruments 2014-2020
(by October 2018)

- Operational Fls

- Non-operational Fls with
signed funding agreements

E Fls in a process of setting up
(after ex-ante)

I EAFRD - EFS! Initiative

Fls after ex-ante
(no decision yet)

- Fls in preparation (ex-ante)

E Not considered

Source:

DG AGRI based on information by
Member States

Year:

2018

Cartography:

DG AGRI GIS TEAM 10/2018

© EuroGeographics for the administrative boundaries
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The Estonian FI and Young farmers

Growth loan of micro- and small

Long-term investment loan

enterprises
4 year target EUR 14.2 million EUR 16.1 million
Target group micro- and small enterprises SMEs

Amount of loan

5000 - 100000
direct loan or co-lending

250 000 -1 000 000
(250 000 - 3 000 000 for producer groups)
co-lending at least 50%

up to 5 years

1to 15 years

producer groups (2%+ECB)

Duration (+ up to 3 years' grace period) (+ up to 5 years' grace period)
Collateral at least 50% at least 80% (30% for producer groups)
Interest 6%+ECB refinancing rate market conditions (bank interest)
(lower than the market)
lower interest for start-ups and lower interest for start-ups and
Other microenterprises, disabled people, microenterprises, handicapped people, women
conditions women (4%+ECB); young farmers and | (2% + ECB); young farmers and producer groups

(1%+ECB)




The supply side
Not fully functioning financial market

d fi-compass survey of 43 banks in the EU:
> Available credit history - one of the most important elements in
the banks' evaluation of farmers' loan applications

» Higher level of collateral from farmers that lack credit history
(e.g. start-ups / young farmers) — asked by 60% of banks

d fi-compass survey of farmers’ access to finance:
» Farmers apply less for bank finance than SMEs in other sectors

(17% vs 26%)

> Higher rate of “discouraged” farm enterprises (9% vs 5%)

» Many farmers rely on resources provided by other private
individuals (friends/relatives) for their financial needs (15%)
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Access to finance: Young farmers vs Other farmers

Result of applications for bank finance based on farmer’s age

0%

20%

40% 60% 80%

Received 68%

2%

Partially
received

3%

B Under 40 " Over 40

Refused by farmer
because interest rate /
costs too high

Rejected by the lender

0%

I 1%
I 3%

B Under 40

10% 20% 30%

27%

9%

| Over 40
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Key reasons for banks to refuse loan applications by farmers

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0%

| | 60,2%
e
I 18,8%
I 36,8%
I 24,2%

P 9,7%

I 14,6%

B 38%

e s1%

I 15,1%

B s 5%

. 28,0%
I 18,3%

Banking policy (e.g. limits on lending to farmers)

Lack of appropriate immovable collateral (land or buildings)
New farm business (considered too risky)

Lack of credit history

Existence of otherloans (i.e. certain indebtedness)

Inadequate business plan

B 1.6%
Non-acceptance of livestock or other movable farm assets (e.g. [N 11,4%
machinery) as collateral i 35%
Economically unviable W 2,0%
I 29,0%
Lack of accounting records 0,0%
0,1%

munder40 mover 40
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Possibilities for Managing Authorities

d Set up new FIs or specific schemes targeting young farmers
under existing generic FIs 2014-2020

» Make proposals for flexible lending schemes and embed them into (future) FIs

d Analyse financial market conditions / gaps in ex-ante
evaluations of 2021-2027 CAP Strategic Plans

» Discuss FIs and access to finance with associations of young farmers and
within specific working groups
» Programme FIs from the offset

A Use of fi-compass EAFRD material
> Available on fi-compass.eu
» Managing authorities can request from DG AGRI / F3 targeted coaching
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fi-compass targeted coaching for EAFRD MAs

4 )
= Support MAs' decision-making/problem-solving process
Objective = Address Fls barriers/bottlenecks through tailored advice
= Provide strategic and operational observations / reflections
\_ J
= "First coaching” module — catalyse Fl consideration, train
MAs towards a sound ex-ante assessment completion
Options/ , .
= "Advanced coaching” module — act as sounding
modules , ,
board/challenger to improve performance, leveraging EIB
\ Group's knowledge to advance implementation /
[ ] [ = |nformation exchange, Video conference, Workshop ]
State of = 25 Managing Authorities in: Italy, France, Bulgaria, Spain,
play Croatia, Slovenia, Slovakia, Greece, Lithuania, Latvia, UK, etc.
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Financial gap for agriculture — Total by MS

The estimated EU agricultural
sector's financial gap is:

= for short-term loans

EUR 1.56 bn - EUR 4.12 bn

= for medium/long-term loans
EUR 5.50 bn - EUR 14.48 bn

The total financial gap,
therefore, is between

EUR 7.06 bn - EUR 18.60 bn

fi{J compass

EAFRD
Upper boundary of financial gap <500 min of €
Upper boundary of financial gap 2500 mIn of €
. Upper boundary of financial gap 21000 min of €
Fl1 91
EE 53
SE 48
LV 155
DK 35 LT 264
IE 413
NL173
GB 146
DE 381
BE 104
LUS Cz19 SK 41
e AT 199 ' HU 914
SI 380
HR 253

PT 306

BG 342

€

wGR 4768 '

«

MT O

CY 262
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