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ABSTRACT

The agricultural sector is characterized by a number of specific features. First of all, reforms in this area are accompanied by
instability of production. Many circumstances, such as climatic fluctuations, inflation rate, credit-price growth, decrease in
purchasing power, significant reduction in state support for agriculture and the entire agro-industrial complex, increase in
debts of agricultural producers and industrial enterprises producing means of production necessary for agriculture and
agricultural producers, etc., affect the financial security of agricultural enterprises to one degree or another. In conditions of
market relations, financial security, financial stability, financial security act as an important component for economically
independent enterprises. Taking all this into account, the article approaches financing as the main condition for sustainable
development of the agricultural sector. The author studies the experiences of Latvia, China, and Britain and makes proposals
on financing directions to ensure sustainable development of the agricultural sector. The article analyzes the interaction of
sustainable development and the agricultural sector, the needs arising from the goals of sustainable development, and argues
that access to financial resources is a necessary condition for sustainable development. According to the author, sustainable
development requires adequate financial support, and financing should be organized in accordance with the specialization
of the agricultural sector, the characteristics of the region and the soil. In this case, it can be more efficient.
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Introduction.

Ensuring sustainable or continuous development is one of the main challenges of the modern era and is
relevant for all sectors. In particular, the sustainable development of the agricultural sector, which is the main
provider of the daily normal life of society, is both necessary and one of the main requirements of the modern
era. In particular, if we take into account that the requirements for sustainable development are mostly related
to environmental and climate issues, and the agricultural sector is also a sector that is quite dependent on
environmental factors, then it becomes clear how important sustainable development is for the agricultural
sector. The productivity of daily consumer goods produced by the agricultural sector depends on climate, soil
fertility, water supply, etc. seriously. Nine of the sustainable development goals covering seventeen areas are
directly related to the environment and, therefore, are related to the agricultural sector. In this sense, the
sustainable development of the agricultural sector is of particular relevance, and ensuring this development, in
turn, requires the necessary financial support. All this makes issues such as financial security and easy access
to necessary financial resources relevant in the agricultural sector, as in other areas. In this regard, well-
established relationships between banks and agriculture are very important for any transformation or
development that an agricultural producer wants to implement.
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It is clear that financing is an inherently global phenomenon with its own requirements and is maintained
by global actors through relevant centers. The relationship between farmers and financial institutions is a
universal complex that can be easily replicated around the world. However, in practice, financial relationships
are locally constructed and reshaped for each process and activity.

Along with all this, the incomplete formation of the territorial-area management structure based on
market relations in the agricultural sector, the low accounting ability of economic entities, and the difficulties
arising in protecting the domestic market in most cases lead to the financial and economic activities of
enterprises ending with losses. It is in such conditions that the self-regulation capabilities of agricultural
production and the market do not correspond to modern realities, the presence of numerous infrastructures in
stimulating local producers, financial-credit, insurance, banking and other problems still lead to the fact that
there are still cases of imbalances in the level of supply and demand in the market. That is why, from the point
of view of management, its sustainable development in the context of the formation of market relations in the
agricultural sector should be widely considered, and the main principles of its formation should be determined
(Atashov B.KH., 2017. Aliyev 1.H., Huseynov S.Y., 2013).

Studies show that an incompletely regulated market cannot immediately adapt to the principles and
requirements of private economic market relations that have just emerged as a result of the privatization of
property and lands in the agricultural sector in conditions of unformed competition. In particular, the lack of
subsidies for individual farms in the agricultural sector, the slow implementation of a consistent preferential
financial and credit policy, the allocation of small amounts of investments for the development of the
agricultural sector or their inappropriate allocation are the main factors hindering the development of the
agricultural sector. In addition, the need to improve the existing guardianship policy, including insurance
relations, the failure to fully utilize the existing potential for the development of processing and service
enterprises, etc. create problems in the sustainable development of the agricultural sector. Along with all this,
one of the main conditions for the sustainable development of the agricultural sector is the protection of the
domestic market, production at the level of meeting domestic demand. As in all areas, the efficient realization
of products in the agricultural sector is of great importance for sustainable development. In this regard, it would
be more appropriate to take a comprehensive approach to issues such as financial security, sales, protection of
the domestic market, etc. for the sustainable development of the agricultural sector. Of course, it is difficult to
cover all of this in one article, and in this article we will try to clarify the issues of financial security. The
presented article conducts research and analysis on financing the agricultural sector, access to financial
resources, and thus ensuring the sustainable development of the sector (Aliyev I.H., 2013).

Methods

Purpose of the study: Scientific and theoretical substantiation of the financial security of the agrarian
sector and its impact on sustainable development, investigation of the characteristics of financial security,
accessibility to financial resources, and development of proposals for improving the financial stability of the
agrarian sector.

Research methodology: Analytical, statistical, normative analysis, induction, deduction, etc. methods
were used during the study.

The applied significance of the study is that the results of the research on the financial security and
sustainability of agricultural enterprises can be applied in relation to the stability and strengthening of the
financial situation of the agrarian sector in our country.

Research results: In order to increase the financial stability of the agrarian sector, it is necessary for
agricultural enterprises to have easy access to financial resources. For this purpose, it is important to conduct
financing in accordance with specialization and territorial characteristics.

The article presents innovative solutions for the application of technological innovations, risk
management, acceptance and provision of sustainability, and expansion of trade relations.

Originality and scientific novelty of the research: the stability and strengthening of the financial situation
of the sustainably developing agrarian sector have been comprehensively investigated, and relevant proposals
and recommendations have been developed that can be considered significant from a scientific and practical
point of view.
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Results

Common forms of financing in the agricultural sector.

Sustainable development of the agricultural sector is impossible without a properly formed financial
mechanism. Financial sources used for the development of the agricultural sector are classified into 2 groups:
1) internal financial sources; 2) external financial sources.

Internal financial sources include depreciation funds, profits, income from production and sales, and
external sources include credit resources, foreign investments, and state subsidies. It is necessary to specifically
analyze investments, loans, and subsidies from these financial sources. Investments are the material basis of
economic growth. Solving the problems of the development of the agricultural sector requires expanding the
scale of direct investments that ensure the process of reproduction. Maintaining social, economic, and
environmental balance in order to ensure sustainability in the agricultural sector depends to a large extent on
the correct adoption of investment decisions. Because existing investments, when assessed from the point of
view of sustainable development, give impetus to the formation of a favorable development environment. At
the same time, the efficient use of all existing sources of investments is of particular importance. The main
financing methods that enterprises can use are bank loans, financial leasing, factoring and forfeiting.
Enterprises should have accurate and sufficient information about the types of resources and which resources
are suitable for which investment (Hiiseyn R.Z., 2018).

Recently, leasing mechanisms have been used as one of the widespread solutions in investing in the
agricultural sector. Enterprises that cannot use bank loans or do not have sufficient capital decide to pay all
investment costs through financial leasing. In the case of widespread financial leasing, the lessor acquires the
property not for its own use, but for leasing it, the right to choose the property and its seller belongs to the
lessee, the property is directly taken over by the lessee and put into use by him, the lessee sends claims
regarding the quality of the property, its completeness, and the correction of defects during the warranty period
directly to the seller of the property, the risk of accidental loss and damage to the property passes from the
seller to the lessee after the property acceptance and handover act is signed. Within these conditions, financial
leasing is one of the most widely used mechanisms for financing the agricultural sector (Khalilov H.A., 2024).

As mentioned, financing is a complex process closely linked to international organizations and corporations,
agreements and protocols, policies and ideologies. Financial relations are more intertwined, closely related
relationships in the local context, and attention should be paid to the algorithmization of the role of individual clients.
Studies give grounds to conclude that there are discrepancies between the rhetoric of financing and reality. It is
wrong to approach agro-financial relations simply as a mirror of a single financial logic on a global scale. This may
manifest itself more in factors such as the differences in localized methods of agriculture, different local
opportunities or regional constraints. For example, agriculture is at the center of discussions about its environmental
impacts, and the importance of this discussion varies not only in individual countries, but even in individual regions
and zones. Therefore, approaches and policies may also differ, aiming to encourage different behaviors of banks
and financial entities. In addition, of course, the characteristics of soils and ecosystems may be suitable for different
agricultural strategies and different crops. Consequently, although the relationship between the financial sector and
agriculture is expected to follow a single logic, sectoral arrangements and characteristics should also be taken into
account, depending on how agrifinance is organized in practice. In other words, agricultural financing should be
viewed as a process (Guo L., Tang M., 2022).

Observations demonstrate that, despite the growing interest of banks in agriculture, the agri-food sector
is poorly understood by financial actors and perceived by analysts as relatively risky. At the same time, banks
have often been hesitant to engage with the sector without additional guarantees. As a result, the principles
that structure farmer-banker relationships are largely shaped by contextual negotiations between financial
actors and governments. It is crucial for farms to remain competitive, and because they can determine the rules
for accessing credit, financial actors have powerful tools to shape farmers’ behavior. At the same time, for
farmers to access finance, they must demonstrate financial literacy, a viable business, and a willingness to
repay the loan (Mammadzade T., 2022, Jikun H., 2019, Khan F.U., 2024).

Financial security of the agricultural sector in the context of globalization.

The financial security of economic entities in each area is characterized by the placement, use and
sources of their formation of funds. To determine the financial situation, a financial analysis is carried out,
which includes the following: express analysis of the financial situation (analysis of the structure of assets and
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liabilities, property, reserves and expenses); analysis of financial stability; analysis of financial results of
activities; analysis of profitability and business activity.

It should also be noted that financial health is very important for financial security. The financial health
of any area is reflected in key indicators that monitor how they acquire and use resources. These financial
results express the activities of not only the company and its employees, but also business partners, government,
financial institutions, tax agencies, etc. related parties. An analysis of corporate finance is carried out to
understand economic dynamics. The objectives of financial analysis are: to identify changes in the financial
situation, as well as factors affecting sustainability, to assess qualitative and quantitative changes in the
financial situation (Aliyev I.H., Huseynov S.Y., 2013).

In the current era of globalization, agricultural production enterprises face numerous challenges that can
stabilize their financial situation. These challenges range from volatile prices to trade policies, environmental
impacts and increasing demands for technological adaptation. At the same time, the aforementioned challenges
also provide opportunities for development and innovation. Therefore, it is of great importance to conduct
research to ensure sustainable development by stabilizing and strengthening the financial situation of the
agricultural sector. First of all, let us note that the rapid integration and globalization observed in modern times
formalizes physical borders, and the international mobility of goods and services is intensifying. This in turn
strengthens competition, complicates the competitive struggle, and sectors that do not respond to competition
in the market are doomed to gradually lose their position (Gasimli V.A., 2022, Tang L., Shiyu S., 2022).

At the same time, globalization and integration lead to an increase and acceleration of international trade,
capital and information flows. This can have both positive and negative consequences for agricultural
enterprises. While positive effects are expected with the wider dissemination of advanced practices, the
existing disproportions in competitiveness, technical and technological armament, etc. can also be
characterized by negative effects. In addition to all this, foreign markets offer access to new export targets and
foreign investments, which can be considered as a source of finance for the sustainable development of the
agricultural sector. International cooperation can also lead to technology transfer and the development of
production practices, as mentioned above. However, agricultural sector entities are vulnerable to external
shocks such as price fluctuations in global commodity markets, currency fluctuations, trade barriers and
changes in international policies. There is also great pressure to maintain competitiveness while adapting to
the principles of environmental sustainability. All this also forms a necessity to be able to continue competing.
In other words, the financial provision required for the sustainable development of the agricultural sector, easy
access to financial resources of the sector in general, is also necessary for competitiveness. Because
competitiveness is necessary to maintain a position in the market and to be able to continue, without which
sustainable development is impossible (Huseyn R.Z., 2018, Khalilov H.A., 2024).

Sustainable development of the agricultural sector and climate change issues

The environmental factors mentioned have a significant impact on agriculture, most notably through
negative impacts on food security. As global temperatures rise, food production becomes more difficult and
uncertain due to changing weather patterns, extreme weather events and other environmental disruptions. At
the same time, experts say that the global food system is responsible for about a third of greenhouse gas
emissions, second only to the energy sector, and is the number one source of biodiversity loss. Up to a point,
rising temperatures and increased carbon dioxide can be beneficial for crops, but rising temperatures also
increase water demand by accelerating evaporation from plants and soils. For areas of the world where water
resources are limited, climate change is causing more negative impacts on agricultural production through
reduced water resources, increased extreme events such as floods and severe storms, heat and the spread of
pests and diseases (Aliyev I.H., Huseynov S.Y., 2013).

The impact of climate change is already clearly visible. Currently, many countries around the world are
experiencing unseasonal weather conditions. During the harshest period of winter, January-February,
temperatures are above normal, which is seriously affecting production productivity in the agricultural sector.
In the agricultural sector, it increases the costs allocated to water, fertilizer, etc. and the costs of product
production in general. Therefore, the agricultural sector's access to the necessary financial resources is of great
importance.

The already observed ecological changes, along with the increase in the volume of production in general,
have made the production of environmentally friendly products a necessity. Without achieving this, it is
impossible to ensure competitiveness and conduct long-term profitable activities.
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Ecologically friendly agricultural production, carried out without the use of chemical fertilizers and
pesticides, based on the principles of protection and restoration of natural resources, is one of the main
challenges of the modern world. This approach is aimed at producing products without harming the soil, water,
air and the health of living beings. For this reason, ecologically friendly agriculture is considered one of the
main pillars of the green economy (Huseyn R.Z., 2018, Dustova M., Musagaliev A.J., 2023).

As mentioned, the green economy is a model that ensures environmental sustainability, social equity
and economic growth. In this model, the main goals are the efficient use of natural resources, reduction of
carbon emissions and environmental protection. Agriculture plays a major role in this area, as it directly
depends on natural resources (water, soil, air), plays an important role in ensuring food security of the
population, and is the main source of employment in rural areas.

In addition to all this, ecologically clean agriculture recommends reducing the use of chemicals, which
ultimately prevents pollution of the natural environment, water and soil. This is also very important in terms
of protecting biodiversity. On the other hand, ecological agriculture reduces its carbon footprint, helps retain
carbon in the soil and consumes less energy, which should be specially noted as one of the requirements of the
green economy. Studies show that by supporting small and medium-sized farmers, ecological agricultural
production can be further increased, thereby increasing social well-being in rural areas and strengthening local
communities. At the same time, products grown using ecological methods are healthier and safer, which
contributes to protecting the health of the population. The introduction of ecotourism and innovative
technologies to promote ecological production creates new economic opportunities in agriculture. Taking these
into account, the financing of the agricultural sector should also prioritize the aforementioned areas (Boucher
S., Carter M., 2020, Fugile K., Gautam M., 2019).

International experience in the formation of a sustainably financed agricultural sector

Looking at the experience of different countries, it is clear that, for example, in Latvia, the private
banking sector is relatively new, having emerged after Latvia regained its independence in the early 1990s. In
1993, the “Mortgage and Land Bank of Latvia” was a state-owned bank created specifically to address the
financing gap in agriculture. However, it was the World Bank that, in 1993, helped to establish financial
support institutions that provided loans and credit guarantees to farmers in cooperation with the national
government. The solution presented — through an organization called “Laukkredits” — operated independently
of the already established state institutions. Due to the low credibility of the existing institutions, it chose to
internalize most of the services that would normally be outsourced. Finally, Laukkredits was integrated into
the state-owned Mortgage and Land Bank of Latvia in 1997. In reality, only a small group of farmers were
financed, and many farms failed to repay their loans, which seriously undermined farmers' confidence in bank
credit as a development option. Nevertheless, the programs provided access to finance for at least some farms
in Latvia, and Laukkredits thus became a training ground for the first generation of market-oriented agricultural
economists, some of whom later pursued careers in commercial banking (Kuchin S.A., 2019).

Experience shows that after the merger of the two financial institutions, there was no bank that paid
special attention to agriculture. However, despite the lack of overt interest in agriculture for some time, the
“Mortgage and Land Bank of Latvia” remained the bank with the largest number of agricultural clients.

Latvia, which joined the EU in 2004, provided farmers with access to subsidies, which made them more
attractive to banks. This resulted in an increase in agricultural financing, both in real terms and as a short-term
increase in the share of loans issued in total. In fact, research also proves that real interest in agriculture in the
banking sector arose only after the economic crisis of 2009.

After the financial crisis of 2008-2009, the volume of loans granted to farmers increased by more than
15%. This period brought changes in bank-farmer relations, in addition to the maintenance of the relationship.
For example, some banks changed their internal structures in order to support their relations with farmers. At
the same time, the state also sold the “Mortgage and Land Bank of Latvia”, thus losing the most important
loan portfolio of agriculture. State support for the sector and the ongoing process of concentration and
consolidation in agriculture also attracted banks. Observations also show that banks are mainly interested in
working with large farms. Thus, it is clear from the above that financing of agriculture in Latvia has come a
long way and is mainly ensured by the purposeful activities of the state. In any case, as can be seen in the
Latvian experience, the activities of large farms are more attractive and reliable for financial institutions
(Girvins M., Hvarregaad M., 2022).

Studies show that Danish farmers generally have easy access to cheap, long-term finance. Observations
show that the banking sector in Denmark is divided into many small banks with different geographical areas
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of activity, national and multinational banks. At the same time, bank branches operate in most settlements,
even in villages. Therefore, a number of small rural banks have a very high share of their loan portfolios to the
agricultural sector, sometimes the share of agricultural loans in the total loan portfolio exceeds 50%.

Traditionally, private ownership has dominated Danish agriculture, and although the proportion of
private ownership has declined somewhat in recent years, around 85% of farms are still privately owned.
Unlike joint-stock companies, which can raise capital by issuing new bonds, private companies are sensitive
to changes in asset values and large investments (Girvins M., Hvarregaad M., 2022).

After a long period of dynamic growth, agricultural assets in the UK fell by around 5.6 percentage points
between 2019 and 2022. This is explained by a variety of reasons, but the main reason is the decline in land
prices. At the same time, the amount of liabilities for the agricultural industry increased by 17.4 percentage
points over the same period, mainly due to an increase in bank loans to farmers. The increase in liabilities is
part of a long-term trend, and the amount of long-term liabilities for the agricultural industry has more than
tripled in the past 20 years, from £5,428 million in 2003 to £14,716 million in 2022.

Research shows that agricultural financing in the UK is concentrated in the hands of a few large banks.
Lloyds and HSBC are the main lenders, and although HSBC does not have a team of agricultural specialists,
it does provide significant support for the development of “agricultural specialists”. Of these banks, Lloyds
has a longer history and rich experience in lending to the agricultural sector. In particular, Barclays Bank in
the UK also provides loans to the agricultural sector, with approximately 27% of the bank’s loans going to
agriculture. Thus, it seems that the relationship between agriculture and banking in the UK is well established
and works effectively. Banks provide loans against land and normally lend up to 60-80% of the value, and up
to a maximum of 50% for non-land assets (Girvins M., Hvarregaad M., 2022).

In China’s experience, research shows that financial inclusion has a significant impact on the growth of
agricultural output. The average annual growth rate of 5.2% is largely driven by technical change. At the same
time, financial inclusion also provides a basis for the use of financial services in rural areas. Analysis shows
that in China, financial inclusion strongly contributes to productivity growth in provinces with warmer climates,
provinces that are mainly based on rice farming or classified as major crop producers. In addition, financial
inclusion develops the traditional mode of self-sufficient production towards cooperative production based on
specialization, which affects the growth of agricultural production. Technical change is the only component of
agricultural output growth that improves significantly over a selected period of time. Thus, financial inclusion
promotes technological innovations in agriculture, facilitates research and innovation in agriculture. In
particular, it directs agricultural entities to join production associations and large industrial chains, where they
can more easily implement technological improvements (Guo L., Tang M., 2022).

Discussion

Easy access to financial resources is necessary for the sustainable development of the agricultural sector.
Because sustainable development requires a careful approach to environmental factors, maintaining a balance
in nature-society relations, and preserving biodiversity, and the economical use of natural and economic
resources. This, in turn, necessitates the application of new techniques and technologies that allow for more
efficient use of resources, and the formation of a new approach. All this can be achieved only by obtaining the
necessary financial support. In this sense, access to financial resources acts as a necessary condition for the
sustainable development of the agricultural sector. Considering that climate change has also been observed
with certain effects on the agricultural sector in recent years, the necessity and continuity of financial support
becomes clear. The efficient use of financial resources requires the specialization of the agricultural sector,
taking into account the territorial and soil characteristics.

Conclusion and Suggestions

Thus, it 1s clear from the research that, as can be seen from the research conducted in different countries,
although there are many similarities in the financing of the agricultural sector, there are also differences. For
example, in Latvia, banks are more interested in providing loans to large farms, while in Denmark, banks have
developed to villages and all economic entities have easy access to agricultural loans. In Great Britain, banks
mainly provide loans in exchange for land. However, in general, although the processes of financing
agriculture in Britain are normal, they are constantly being improved. In China, one of the countries with the
largest economy in the world, loans to the agricultural sector are provided more for technical improvement. In
China, in addition to supporting the organization of production, financing the agricultural sector encourages
the producer to develop deeply, that is, to improve the quality and competitiveness of the product.
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Regardless of its form, financing of the agricultural sector has a direct and diverse impact on food
security, which is a necessary condition for the normal life of society. Necessary financing allows economic
and technological development, farmers to increase crop production, which in turn contributes to improving
food security and accessibility. In particular, a well-financed agricultural sector creates conditions for farmers
to produce a wider variety of products. As a result, it increases the sustainability of food security and has a
positive impact on food security. In general, financing of the agricultural sector is an important tool not only
for supporting economic development, but also for ensuring food security. Financial support for farmers,
investments in technological innovations and the development of product markets increase the efficiency of
agriculture, resulting in the production of more and more diverse food products. This contributes to the
sustainable development of the agricultural sector, meeting food needs, regional development and the
sustainable development of the national economy in general. During financing, it is considered more
appropriate to take into account the characteristics and specialization of the region, land, and attract financial
resources to new techniques and technologies in accordance with the Chinese experience.
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