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Introduction: In Iran, due to the seasonality of production, the time gap
: between payments and receipts, which has led to the poor financial capacity
: of most farmers and the low presence of private investors in the agricultural

¢ sector, all have led to major financing need in the agricultural sector, often
: relying on facilities received from Banks should be done, especially through
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agricultural banks. In this study, the effect of public despite and agricultural

: bank credits on the value added of the agricultural sector in the western
: provinces of the Iran (Hamedan, Kermanshah, Kurdistan, Lorestan and Ilam)
: during the period 2001 to 2019 has been studied.

: Materials and Methods: In order to investigate the effect of Agricultural
: Bank credits on agricultural value added and to investigate the existence of

“ integration and long-term relationship, the Panel Autoregressive Distributed
: Lag (Panel ARDL) model was used.

:Findings: The results of the study showed that the real amount of
:agricultural bank credits has a positive and significant effect on the value
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:added of the agricultural sector. The results of estimating the co-integration
: relationship show that there is a positive and significant relationship between

:the real values of value added of the agricultural sector and the credits
: granted to the sector in the long run. Also, the variables of public deposits in
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:the Agricultural Bank and labor force had a positive and significant effect on
:value added, but the long-run relationship between rainfall variables and
:crop area with agricultural value added was not confirmed.

: Conclusion: According to the results of the study, and the positive impact of
:bank deposits and agricultural credits on the agricultural value added, it is
:suggested that micro-capitals be equipped by encouraging the deposit of
:surplus revenues of the agricultural sector and rural community in banks and
:granting incentive points, facilitate the process of granting credit to farmers
:(bureaucratic processes, guarantees, etc.) and forgive farmers for late
:payment penalties. Also, purposeful facilities should be granted in order to
:use the technology.
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Extended Abstract

Introduction

In Iran, due to the small presence of private
investors in the agricultural sector and the weak
financial capacity of most farmers, major financing
in the agricultural sector is often based on facilities
received from banks, especially in the form of
mandatory facilities through the Agricultural Bank.
Due to the seasonality of production and the time
gap between payments and receipts, farmers need
working capital. On the other hand, due to the
small size of production units and the active
absence of private investors in this sector, there is a
need for bank loans to finance the investment. One
of the major challenges in agriculture in most
countries, including Iran, is the lack of capital, so
lending and credit to provide the financial
resources needed by farmers can play an effective
role in improving agricultural production and
productivity. Due to the favorable climatic and
environmental conditions for the production of
horticultural and agricultural products in the
western regions of the country, as well as lack of
capital and lack of appropriate credit policies, in
this study the effect of bank credit on agricultural
value added in selected western provinces of Iran
(Hamadan, Lorestan, Kermanshah, Kurdistan and
llam) have been studied. On the other hand,
agricultural Bank is the only specialized bank in
the country in the agricultural sector and a large
part of the credits granted by the country's banking
system to the agricultural sector is granted to
applicants through this bank, so it is necessary to
highlight the role of credits granted by this bank in
value added growth.

Materials and Methods

To investigate the relationship between agricultural
credit and agricultural value added in this study,
based on the Solow growth model, the economic
relationship of agricultural growth was developed.
According to the Solow growth model, economic
growth is a function of capital stock, technical
changes and labor force. In the present study, bank
credits have been used instead of capital stock in
the above function and some other influential
variables were added in the above relation. Given
that the data of this study were a combination of
time series and cross-sectional data, the
econometric method of panel data should be used.
On the other hand, in order to investigate the
existence of co-integration and long-term
relationship and considering the degree of co-
integration of variables, the Panel Autoregressive
Distributed Lag (Panel ARDL) method was used.
The panel ARDL approach has three different
structures or methods for estimating short-term and
long-term relationships, including the Mean Group
(MG) method, the Pooled Mean Group (PMG) and
the Dynamic Fixed Effects (DFE) method. All
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three methods use the maximum likelihood
estimator. In the present study, in order to
investigate the effect of Agricultural Bank credit on
value added growth of the agricultural sector,
Equation (1) was used in the framework of panel
ARDL.

Ayye = Gieoy + Bi Xie + ij;\’/lijﬂ Yie-j @
Efz.\yijﬂ Xig—j+ Wi + &

In relation (1), i = 1,2,..., N represents number of
cross-sections, t = 1,2,..., T represents time period,
v, represents dependent variable (in the present
study, agricultural value added) and X;, represents
model explanatory variables (including facilities

Agricultural Bank, bank deposits, labor, rainfall
and area under cultivation).

Findings

The results of estimating the economic growth
model of the agricultural sector (long-term
relationship of the PMG model) show that the
variables of credit, bank deposits and labor force
have a significant effect on the growth of
agricultural value added. Accordingly, the
agricultural credit variable shows a positive and
significant effect on value added growth at the 95%
confidence level, so that, one percent increase in
credit leads to a 0.07% increase in agricultural
value added in the long run. The positive and
significant coefficient of bank deposits shows a
long-term direct relationship between this variable
and the value-added variable of the agricultural
sector. The variable coefficient of labor force has
become significant with a positive sign and the
estimated number shows that a one percent increase
in the number of agricultural labor force leads to a
0.12 percent increase in agricultural value added.
The logarithm of the cultivated area and the
logarithm of the rainfall were not significant in the
model. The reason for the lack of significance of
these two is that both are constant around the
average over time, with the difference that rainfall
fluctuates a lot. However, the value added of the
agricultural sector in these provinces has been on
the rise over time. The error correction term of the
present model is -0.83, which indicates that if a
shock equal to one unit of change in standard
deviation is imposed to any of the variables of the
model, and removes the agricultural value added
from its long-run equilibrium trend, in each Year
83% of this shock is adjusted towards long-term
equilibrium. Therefore, after the shock occurs, it
takes less than two years for the agricultural value-
added variable to return to its long-term trend.

Discussion and Conclusion
The purpose of this study was to investigate the
effect of agricultural credits on the value added of



The Effect of Public Deposits and Agricultural Bank Credits on the Agricultural VValue Added

the agricultural sector in selected western provinces
of Iran. For this purpose, it was hypothesized that
there is a long-term and cointegration relationship
between the credits granted by the Agricultural
Bank and the value added of the agricultural sector.
The results of this model showed that the variables
of agricultural credit, bank deposits and labor force
have a positive and significant relationship in the
long run with agricultural value added, which in
fact, the hypothesis of this study was confirmed.
Granting credit and banking facilities by providing
current production costs and providing the
necessary resources to improve infrastructure and
purchase new technologies, can smooth the
production path and bring higher added value to the
agricultural sector. Estimated results with the main
purpose of the effect of agricultural bank loans on
value added growth of the agricultural sector with
the results of studies by Negintaji and Omidi kia
(24), Shabani Koshalshahi et al. (30), Hoomani
Farahani et al. (17), Arabmzar et al. (8), Das et al.
(14), Akram (6), Udoka et al. (34), Chandio et al.
(13), has been consistent. Therefore, granting
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agricultural credits is very important for the growth
of the agricultural sector and ensuring food
security. Based on the results of this study, it is
suggested that more efforts be made in the
equitable distribution of facilities in the agricultural
sector in order to finance smallholder farmers.
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