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EVALUATION OF SUPPORTED INVESTMENT IN LATVIAN FARMS
EFFICIENCY
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Investment support is aimed at attracting investments to agriculture. Although an extensive use of investment support is subject
to criticism, it accounts for a great deal of support for producers in the EU countries. In 2002-2008, the investment support for Lat-
vian farm modernisation co-financed by the EU investment programs amounted to LVL82.5 million. The amounts allocated for this
type of support account for 30-40% of the total funding for structural measures under EU support programs. In view of the extensive
support amount, it is all-important to evaluate the efficiency of supported investment. An evaluation was performed for a group of
324 Latvian farms representing rural enterprises from all Latvian regions. As a result of the research, an increase in the efficiency of
supported investment was identified — owing to an increase in the farm sizes and performance efficiency; on the other hand, invest-
ments were recognised as a risk factor, which has a negative impact on the farm viability indicators.
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Introduction

In the national economy the role of agriculture has
undergone significant changes from a primary sector in
agrarian countries in the past to an industry with a rela-
tively small number of employees and a share in gross
domestic product nowadays. The specific nature and par-
ticular conditions of agricultural industry are the main ar-
guments in justifying different types of governmental in-
tervention and protectionism aimed at market stabilisa-
tion. In the light of economic development, protectionism
policies are not limited to imposing import tariffs and
quotas in order to protect the domestic market. Any sup-
portive, financial, administrative, and other measures
strengthening the competitiveness of domestic enterprises
can be regarded as protectionism.

The purpose of investment support as a measure of
agricultural protectionism is to attract investments to the
industry of agriculture. Investments in technologies are
necessary to ensure an intensive growth of the whole
country and its industries and to increase the return on re-
sources. Investment support or input subsidies are a
measure of agricultural support which triggers contradic-
tory discussions. According to the latest studies on agri-
cultural policies, the extensive use of investment support
is subject to criticism, regarding this type of support as
inefficient in increasing incomes of farms (Ash, 2005).
However, the significance of this type of support is indi-
cated by the sizable funding allocated for investment
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support and by its share in the agricultural support struc-
ture in various countries, especially in the EU. In 2006—
2008, the input subsidies related to producing particular
agricultural commodities and the investment support ac-
counted for 56% of the total producer support in the
countries of the Organisation for Economic Cooperation
and Development (OECD). The most extensive use of in-
put subsidies was observed in the EU states, the USA,
and Switzerland. In 2006-2008, they accounted for ap-
proximately 50% of the total producer support in those
countries (OECD, 2009).

In Latvia, which is a member state of the European
Union, support measures, including investment support,
are implemented in accordance with the EU Common
Agricultural Policy. In 2002-2008, Latvian farms re-
ceived investment support of nearly LVL 82.5 million for
farm modernisation under support programs co-financed
by the EU (it accounts for 65% of the total investment
support for farm modernisation in Latvia in 1997-2008).
As a result of this support, investments in Latvian farms
amounted to LVL 295.8 million. The largest amounts
were allocated for purchasing machinery (Upite, Ruk-
manis, 2009). The important role of this investment sup-
port is evidenced by the fact that it was given 30-40% of
all the funds (SAPARD, Structural Funds in 2004-2006,
and Rural Development Program 2007-2013) allocated
for structural changes in agriculture and fisheries under
support programs co-financed by the EU.

The investment support amounts available for Lat-
vian agriculture and their impact on the growth of the in-
dustry have been analysed by several Latvian scientists
and economists. I. Geipele, K. Fedotova (2007) empha-
sise the development of agricultural output and process-
ing as the key objectives of the national economy. In-
vestments into enterprise modernisation and reconstruc-
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tion of production premises increase the productivity of
the industry and contribute to sustainable development
within the regions. A. Veveris et al (2007) revealed a
substantial increase in the investment support for agricul-
ture and processing of agricultural products, which is re-
lated to the availability of EU funds. Consequently, this
led to an increase in the production efficiency and the
competitiveness of the sector.

Several authors conclude that the largest share of in-
vestment support has been received by the most eco-
nomically active farms. Before joining the EU, the funds
of SAPARD and other sources were concentrated in the
largest Latvian farms (Véveris, Krievina, 2006). The con-
centration of investment support in the most economi-
cally active regions was established by G. Maziire (2004).
According to a research conducted by K. Spogis and A.
Radzele (2007) using SUDAT farm data broken down by
economic size, both a larger proportion of investment
subsidies in the total subsidy volume (approximately 30—
50%) and the largest amount of investment subsidies per
1 ha of agricultural land were observed in the largest
farms. An extensive contribution to the evaluation of effi-
ciency of supported investment was made by D. Saktina
and W. H. Meyers (2005), who concluded that the in-
vestment support funding concentrates in certain territo-
ries and agricultural sectors of the country.

The use of investment support will be regarded as ef-
ficient as long as the supported investments are efficient.
Therefore, the research aim is to evaluate the efficiency
of supported investment and to work out the best ways of
granting this type of support by evaluating the efficiency
of supported investments in modernising Latvian farms.
To achieve this aim, the following research tasks have
been put forward:

e To determine the efficiency of supported in-
vestments for farms broken down by area of agricultural
land;

e To determine the efficiency of supported in-
vestments for farms broken down by turnover.

Materials and Methods

To evaluate the efficiency of supported investment,
Latvian farm data are analysed. There is a total of 804
farms that have received investment support under SA-
PARD measure 1.1. “Modernisation of agricultural ma-
chinery, equipment, and construction of buildings”. In-
formation for 2002-2007 is available for the evaluation
of performance indicators in those farms. The sample size
is determined using a simple random sampling formula
(Krastins, Ciemina, 2003):

*Nv(1—-v)
tzv(l—v)+ A2N '

n — sample size,

n=

(M

where

N — entire population size,

v —relative frequency assumption 0.5,

t — probability coefficient 1.96 (with 95%
probability),

A2 — square error of relative frequency 0.0025.

According to the formula, a sample size should be at
least 260 farms. In the present research, financial indica-
tors of 324 farms have been compiled and analysed. The
information was obtained from an investment support
project database submitted to the Rural Support Service
(RSS) and from financial reports of farms after they re-
ceived funding in 2002-2007.

To evaluate several indicators characterising the in-
vestment efficiency, information on all the investment sup-
port projects was processed. In 2002—-2008, a total number
of 3488 projects were submitted to the RSS seeking to at-
tract EU co-funding under the SAPARD program, the Sin-
gle Programming Document 2004-2006 (SPD), and the
Rural Development Program 2007-2013 (RDP).

To evaluate the use of investment support from the re-
gional perspective, the territorial division of Latvia into
nine regions, which was elaborated by the RSS, was used:

1. Eastern Latgale (EL — R&zekne, Ludza districts);

2. Southern Kurzeme (SK - Saldus, Kuldiga,
Liepaja districts);

3. Southern Latgale (SL — Preili, Daugavpils, Kra-
slava districts);

4. Lielriga (LRG — Ogre, Riga, Aizkraukle districts);

5. Central Latvia (CL — Jekabpils, Madona districts);

6. Zemgale (ZE — Jelgava, Dobele, Bauska districts);

7. Northeastern Region (NE — Gulbene, Balvi,
Altiksne districts);

8. Northern Kurzeme (NK -
Ventspils districts);

9. Northern Vidzeme (NV — Valmiera, Cgsis, Lim-
bazi, Valka districts).

Talsi, Tukums,

Evaluation Result and Discussion

The quantitative and qualitative characteristics of the
sampled farms are shown in Table 1.

The average agricultural area of the sampled farms
substantially exceeds average farm indicators in Latvia. In
59% of the sampled farms the agricultural areas were larger
than 200 ha. The net annual turnover of 68% of the sampled
farms exceeded LVL 200 per 1 ha of agricultural land.
Among all the farm groups, the correlation coefficient be-
tween turnover and profit ranges between 0.8 and 0.9, indi-
cating a positive correlation between these variables.
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Table 1. Description of the selected farms

Regions/ Criteria EL SK SL LRG CL NE ZE NK NV Total
Number of enterprises 8 28 19 39 15 20 99 36 60 324
under 50 ha - 36 105 51 333 50 3.0 56 83 65
50-100 ha - 3.6 105 154 6.7 - 6.1 139 83 8.0
Percentage of given size en- 100-200 ha 25.0 32.1 263 231 267 200 242 194 36.7 265
terprises 200-500 ha 125 393 21.1 205 267 450 283 389 233 287
500-1000 ha  25.0 143 263 256 6.7 200 222 83 133 182
over 1000ha 375 7.1 53 103 - 10.0 162 139 10.0 12.0
Percentage of enterprises with over 200 ha 75 61 53 56 33 75 67 61 47 59
under 100
LVL/ha ™ - 107 263 2.6 133 10.0 - - 33 46
100-200
LVL/ha ™! 250 429 368 23.1 20.0 500 11.1 556 250 275
Percentage of enterprises with ~ 200-500
given turnover per ha LVL/ha ™ 62.5 393 31.6 359 533 400 70.7 389 533 519
500-1000
LVL/ha™ - - 23.1 - - 152 2.8 133 105
over 1000
LVL/ha 12.5 53 154 133 - 30 28 50 56
Percentage of enterprises with a turnover ex-
ceeding 200 LVL per 1 ha of agricultural land 75 37 74 67 40 89 4 72 68
Source: author’s estimates according to RSS data on projects and reports
Efficiency is the ratio of output results to resources
expended in producing them. The efficiency of supported Investment profitability ratio, %
investment is evaluated using generally accepted invest- Year Croupedbyarea  Grouped by turn- Inflation
ment efficiency indicators: return on investment and in- of agricultural over per I'ha of ag- rate, %
.- . land ricultural land
vestment profitability. Ir} j[he calculations, the. annual net 2002 706 592 o
turnove'r anfi profit are divided .by the value of 1nvestments 3003 3938 ) X
employing investment support in the sampled farms in any 3004 783 63.4 62
particular year. Subsequently, the sampled farms are 2005 773 975 6.7
grouped by different indicators (agricultural land area, 2006 65.5 1277 6.5
turnover per 1 ha) and the average return on investment 2007 771 151.1 10.1

and profitability are calculated for those farm groups.

The indicator of return on investment shows the
amount of net turnover per 1 lat of investment. The
higher this indicator, the more efficient is the use of in-
vestments at an enterprise. Investment management is
considered to be efficient if in the analysed period the
turnover or profit increase rate exceeds the investment in-
crease rate. The profit to investment ratio shows the
amount of profit per 1 lat of investment. Investments are
effective only where the profit to investment ratio ex-
ceeds the inflation rate (Rurane, 2005, 2007, Zvirbule-
Bérzina, et al, 2004, Rozentale, 2008).

The analysis of the data provided in the table shows
that in all groups of the sampled farms the profit to invest-
ment ratio substantially exceeds the inflation rate or the
price index. The largest number of investment projects
were implemented in 2003 through 2005, therefore, a
lower profit to investment ratio is observed in this period.

Table 2. Investment profitability ratios for the groups of sam-
pled farms in 2002-2007, %

Source: author’s estimates according to RSS data on projects
and CSB information

Following an analysis of SUDAT farm data for the pe-
riod 2004 through 2006, 1. Jakusonoka, et al (2008) con-
clude that an increase in the economic size of farms leads
to a significant decline in the paying capacity and liquidity
indicators. Another research on the efficiency of long-term
investments conducted by S. Rozentale (2008) finds that an
increase in the investment volumes produces a decrease in
the return on investment and investment profitability ratios.
Furthermore, the research implies that investments in farm
competitiveness tend to cut down farm viability indicators
(investments generate bigger capital asset depreciation ex-
penses, interest on loans obligations, and other costs re-
lated to project implementation). However, project imple-
mentation benefits (lower costs, higher incomes) are usu-
ally observed after a certain period of time. Therefore,
competitive farms should seek a vital balance between in-
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vestments into their technological modernisation and gen-
erally accepted norms of their viability.

The use of investments and support is defined by
project funding amounts (investment amount) and in-
vestment support attracted by the farms. However, the ef-
ficiency of supported investment is measured by their
amount per 1 ha of agricultural land. The indicators of the

farm turnover and profit per 1 ha of agricultural land in-
dicate the efficiency of farm performance more objec-
tively than the absolute values of those indicators.

Table 3 shows the amounts of project funding (in-
vestments) and investment support per 1 ha of agricultural
land for all the farms that received investment support un-
der three programs co-financed by the EU (3488 projects).
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Fig.1. Indicators of investment efficiency for the selected farms grouped by area of agricultural land in Latvia, 2002—2007

The group of farms with less than 50 ha cannot be
equitably compared with other farms groups (see Fig. 1
and Table 3). This group is represented by large poultry
and pig farms with small size agricultural land areas,
which is why their performance results per 1 ha of agri-
cultural land are considerably better. The specific features
of large poultry and pig farms are similar to industrial
production and in most cases they are not related to the
employment of agricultural land.

Researches performed by several authors conclude
that investment support tends to concentrate in the most
economically active Latvian regions and farms with large

areas of agricultural land (Maziire, 2004, Saktina, Meyers,
2005, Veveris, Krievina, 2006, épogis, Radzele, 2007,
Upite, Rukmanis, 2009). The analysis of indicators charac-
terising the investment efficiency reveals an opposite trend
— an increase in the farm size leads to a dramatic fall in the
project funding amounts (investments) and support per 1
ha of agricultural land. In the group of farms with over
1000 ha, the project funding amount and support per 1 ha
of agricultural land is approximately 10, 7, and 3.5 times
smaller than that in the group of farms with a size of 50—
100 ha under the SAPARD program, the SPD, and the
RDP, respectively (see Table 3).

Table 3. Project funding and investment support for Latvian farms grouped by the area of agricultural land in 2002-2008, LVL per 1
ha of agricultural land

SAPARD SPD RDP
Farm size Project fundin Project fundin Project fundin,
(inJvestments)g Support (injvestments)g Support (injvestments)g Support
under 50 ha 10778 4041 16958 7498 12144 4524
50-100 ha 732 308 930 376 412 152
100-200 ha 336 143 486 234 325 111
200-500 ha 216 90 331 162 249 78
500-1000 ha 137 58 222 108 182 51
over 1000 ha 68 29 128 58 132 35

Source: author’s estimates according to RSS data on projects
The amount of project funding and support per 1 ha
of agricultural land in the group of sampled farms with

more than 1000 ha is approximately 5 times smaller than
that in the group of farms with 50-100 ha. However, the
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return on investment and profitability ratios are much
higher in the group of farms with more than 1000 ha (see
Fig.1). It can be concluded that the efficiency of sup-
ported investment in the farms has a positive correlation
with the size of agricultural land.

Fig. 2 presents the indicators characterising the effi-
ciency of supported investment in the farm groups broken
down by turnover.
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Fig. 2. Indicators of investment efficiency in the selected Latvian farms grouped by turnover per 1 ha of agricultural land, 2002-2007

The analysis of the performance indicators of those
farm groups allows to find correlations between the en-
terprise performance efficiency (turnover and profit indi-
cators per 1 ha of agricultural land) and the efficiency of
supported investment.

Intensive poultry and pig farms with small-size agri-
cultural land plots have reached much better indicators in
project funding (investments) and support per 1 ha of agri-
cultural land (a farm group with a net turnover over LVL
1000). However, the profit to investment ratio of those
farms is equal to that of the farms with a turnover of LVL
200-500 per 1 ha of agricultural land. The indicators of
project funding (investments) and support per 1 ha of agri-
cultural land are quite similar in all the other farm groups.
In the farms with the largest turnover, the profit increase
rate falls behind the turnover increase rate — it is evidenced
by a decrease in the profitability ratio compared to the re-
turn on investment ratio.

Generally, significantly higher rates of return on in-
vestment and profitability are observed in the farms with
higher performance efficiency (larger turnover per 1 ha of
agricultural land). Therefore it can be concluded that
farms with higher performance efficiency use invest-
ments in a more efficient way.

Conclusions
To evaluate the efficiency of supported investment,

the analysis was performed and the following conclusions
were drawn:

e a high rate of investment profitability is charac-
teristic of all the groups of the sampled farms, which ex-
ceeds the rate of inflation several times for the period of
research (2002-2007);

e the supported investment were identified as a
risk factor in terms of the farm viability: the rates of re-
turn on investment and profitability are lower during the
periods when the largest investments are made (2003—
2005). Therefore, farms should seek a relevant balance
between investments in their technological modernisation
and the generally accepted viability standards;

e the indicators of project funding (investments)
and support per 1 ha of agricultural land depend on the
farm performance intensity and the agricultural land size.
An increase in the farm agricultural land size leads to a
decrease in the amounts of project funding (investments)
and support per 1 ha of agricultural land;

e a substantial rise in the investment efficiency in-
dicators results from an increase in the farm size and effi-
ciency. Consequently it can be concluded that an increase
in the efficiency of investment support can be achieved
by granting this support to large farms in terms of their
area and turnover per 1 ha of agricultural land.
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