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Abstract

The paper explores the diversification of agricultural enterprises, which
seeks to extend basic farming activities to products of a higher degree of
sophistication, such as the provision of catering and tourism services and
the provision of entertainment, sports, educational and other facilities. The
fundamental purpose of diversification is to ensure the growth and stability
of farmers' businesses and to contribute to the rural development. The main
objective of the paper is to identify factors of diversification and their
correlation with socio-economic indicators. In addition to determining the
extent to which they are present in improving the performance of
agricultural enterprises and affect rural development. The results of the
research will confirm the assumption that the inclusion of diversification
in business practices of agricultural enterprises is a means of strengthening
their performance while encouraging rural develompent.
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Introduction

Farms in Croatia as well as in other EU Member States play an important
role in the development of agriculture and the overall progress of rural
areas. In order to understand this role more fully, the more important
dimensions of modern agriculture are explained. In Croatia, the traditional
form of agriculture has existed for a long time, but in the last twenty years,
under the influence of various factors, a modern agricultural economy has
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gradually emerged, capable of competition and somewhat compatible with
the European environment.

One of the prerequisites of modern agriculture is the larger technically
well-equipped economy. It was on this trail that the efforts of state policy
in the process of transition and privatization in agriculture led to a new
structure of Croatian agriculture. There has been greater polarization in the
ownership structure of agricultural holdings, in which a narrower stratum
of larger and market-oriented holdings has been singled out, while at the
same time a large number of dwarf and small estates exist, which retain
many traditional characteristics. However, many problems remain and the
overall situation in agriculture is still stagnant. In Croatia as well as in other
EU member states there is a process of reducing the role of agriculture in
the overall economy. This trend is evident in the decline in the share of
agriculture in the most important macroeconomic indicators. Between 1995
and 2017, the share of agriculture in Croatia's gross value added decreased
from 9.4% to 3.7% (Croatian Bureau of Statistics, 2018a). The decrease is
also noticeable in the number of employees, so in the period from the first
quarter of 2010 to the last quarter of 2018 the share of employees in
agricultural activities decreased from 14.7% to 6.0% (Croatian Bureau of
Statistics, 2018b). These processes are not only characteristic of the
Croatian but also of the European agricultural sector and are part of various
developmental economic and social processes which increase the share of
services at the expense of agricultural activities in the structure of the total
economy, while the share of industrial activities is generally stable. At EU
level, the share of agriculture in gross domestic product decreased from
1995 to 2015 from 2.6% to 1.5%. A quarter of agricultural holdings in the
European Union disappeared between 2003 and 2013, while the total area
of agricultural land used remained largely the same.

While larger farms are getting bigger by taking advantage of the economies
of scale, small farms are a problem for society and countries, which under
the new market conditions on small farmland do not generate sufficient
income for their financial sustainability.

These factors cause deagrarization, that is, abandonment of agriculture as
a source of income and occupation. Deagrarization creates multiple
consequences in agriculture and rural areas. Deagrarization destroys the
demographic structure and creates social problems among some categories
of rural population (Puljiz, 2003). In order to mitigate the effects of de-
agriculturalisation, stabilize the income of small farmers and find new

26



TOURISM IN FUNCTION OF DEVELOPMENT OF THE REPUBLIC OF SERBIA
Tourism and Rural Development (TISC 2020) — Thematic proceedings Il

sources of income for those who have left agriculture, the rural population
focuses on diversifying their activities inside and outside the agricultural
sector (Falkowski et al., 2014; Frani¢ & Mikus, 2013).

Diversification is a term that entered into professional practice and
terminology in the 1980s. According to the Business Dictionary (Jurkovié¢
et al., 1995), diversification is the completion or expansion of the product
or sales range by including new products and services that are different
from previous ones. These new products and services are offered in other
market segments, produced with a different manufacturing process, and
may have different usable value. This definition, adapted to the operation
of agricultural holdings, and conditioned on the need for sustainable small-
scale farmers (Ruzi¢ & Amidzi¢, 2018), would refer to the production and
services of agricultural holdings of higher added value and or higher degree
of completion.

The pursuit of agricultural activity, like any other economic activity,
requires a certain form of management, and therefore different types and
forms of agricultural holdings have been developed. In this paper, we
address the structure, development trends and contemporary problems of
agricultural holdings in Croatia, as well as some broader aspects of the
situation in agriculture and rural areas that are important for understanding
the central theme of this paper. In Europe and in other developed countries,
family farming is now prevalent as a form of agricultural production
organization. More recently, this has also been extended to the European
East, where until recently the state-owned agricultural property sector
based on collective agriculture has existed.

We see that not only is what agriculture gives important, but many issues
of the wider social, economic and political spectrum are linked to property
and agriculture. As is the case with the wider complex of agriculture, a
particular agricultural economy can be regarded not only as a better or
worse, more propulsive or static model of economy, but also as an
important factor in the development of the rural area in which it is located.

Research methodology

The research in this paper is based on primary and secondary sources, and
approaches and methods based on the views of local and foreign authors.
The paper aims to assess the effects of diversification of agricultural
holdings with particular reference to its contribution to rural development.
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The effects of farm diversification have so far been the most widely
investigated with a view to determining the contribution to their operations
and enhancing the social product (Hadelan et al., 2019). In this paper, a
correlation analysis (Hadelan et al., 2019) was used to determine the impact
of farm diversification on rural development, which explored the linkage
between agricultural holdings and the most important socioeconomic
indicators. Subsequently, the impact of diversification on rural
development was determined by linking it with data on the growth of gross
value added per unit of work in agriculture, the size and type of farms, etc.

For the purposes of this research, data from the Central Bureau of Statistics
for the Republic of Croatia were used. The basis for the correlation analysis
is the secondary data of the Statistical Office of the European Union
(Eurostat), which includes an overview of the representation of
supplementary activities on EU agricultural holdings and socio-economic
indicators of Member States' agricultural holdings. To determine the
association between the observed variables, the Pearson linear correlation
coefficient was calculated. The linearity of the connectivity was previously
verified by making a scatterplot. The significance of the correlation
coefficient was estimated at a significance level of 5%, ie p = 0.05.

Due to lack of recent research, data for the variable "Number of subsidiary
industries” taken from Eurostat refer to 2013. For methodological
correctness, the data of the variables for which correlation is determined
also refer to the values from 2013, although for them and more recent
records used in the descriptive section of the paper. A significant part of
the paper is also of a review character, since it provides insight into earlier
research on the subject (Hadelan et al., 2019).

Research goals and hypotheses

The basic objective of the research in the paper are to detect the effect of
diversification of the agricultural economy on agricultural business and
rural development. The specific objectives are first of all to identify the link
between the share of diversified agricultural holdings in EU Member States
and the most important socio-economic indicators of the agri-food sector,
which are: how does diversification of farms affect the achievement of
gross value added per unit of labor? what impact do supplementary
activities have on the size and type of farms? and how do supplementary
activities relate to the age and educational structure of farm employees?
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According to the stated goals, a hypothesis has been raised that argues that
diversification is an important factor in the competitiveness and success of
agricultural businesses and rural development.

The hypothesis will be tested on the example of Croatia and EU member
states, based on the usual approach and methods known among domestic
and foreign scientists and conducted research (Hadelan et al., 2019).

Research results

Diversification of farms by including supplementary activities contributes
to an increase in gross value added per unit of labor, which indicates an
increase in farmers' business activity. Increasing gross value added in the
agricultural sector is a function of the complete development of the rural
area in which agriculture is a major economic activity. Therefore, in the
following, these issues will be analyzed integrally with the other socio-
economic consequences of diversification of the farm.

Diversification of agricultural holdings and their impact on their
business and rural development

Eurostat keeps a record of supplementary activities on agricultural
holdings, expressed as "other income-generating activities”. According to
this source for 2013, out of a total of 10,881,560 farms in the EU28,
734,640 were engaged in some additional income activity, which is 6.8%
of all farms.

Figure 1: Share of farms with subsidiary activities in the EU28, data for
2013
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Here it is possible to notice significant differences in the shares of these
activities in individual Member States. While they are present in more than
50% of all farms in Denmark and Austria, their share in Greece, Spain and
Bulgaria is less than 2%. The same source states that 16,240 Croatian
holdings are engaged in additional activity, which is 10.3% of all
agricultural holdings and counts Croatia among countries with above-
average diversified agricultural holdings in the EU28.

According to the same source in the EU28, the most common subsidiary
activity of agricultural holdings is the processing of agricultural products,
which accounts for 22.8% of all such activities. Agricultural products are
processed from mostly their own production with the possibility of
purchasing a smaller part of raw materials from other agricultural holdings.
In addition to the processing of agricultural products, additional activities
include the production of non-food products and general-purpose items at
the farm (predominantly of wood, straw and similar natural materials in a
manner characteristic of traditional skills), the provision of catering,
tourism and other services (Ruzi¢ et al., 2006), the provision of educational
and demonstration facilities and activities at the OPG. In Croatia,
supplementary activities of agricultural holdings are regulated by the
Ordinance on supplementary activities on family farms (Official Gazette
76/14), and each individual supplementary activity has its own legal
regulation.

Diversification of farmers' activities is a function of integrated rural
development, but also of integrating rural space into the overall national
economy (Sudari¢, 2009). Recently the potentials of diversification in
achieving the sustainability of agricultural holdings have been recognized
(Oplani¢ et al., 1997), positive demographic processes in rural areas and,
indirectly, rural development (Zupanéi¢, 2005), shaping the measures of
the Rural Development Program aimed at encouraging farmers to
entrepreneurship in rural areas.

Impact of farm diversification on the achievement of gross value
added per unit of labor

Gross value added (hereinafter referred to as GVA) is one of the most
commonly used indicators of development in general and therefore
agriculture of a country. It is determined by the difference in the market
value of all agricultural products and intermediate production. The share of
agricultural gross value added in the total gross value added of an economy
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indicates the importance of agriculture in a country's economy (Ruzi¢ &
Demonja, 2017). Increasing the gross value added of agriculture is a
multiplier effect and, thanks to its connection with other economic
activities, accelerates economic growth in the overall national economy
(Mrowczynska-Kaminska & Baer-Nawrocka, 2016) but also in the rural
area where it is realized.

GVA at current prices indicates the largest farmers in the European Union,
according to Eurostat (2019b) for 2018, respectively - Italy, France, Spain
and Germany. Of the 28 EU countries, Croatia is ranked 20th with a GVA
of around one billion euros. Over the 10-year period (2008-2017) at EU28
level, GVA grew by 19.0%. Of the 28 Union countries observed, only three
Member States (Croatia, Finland, Romania) recorded a decline in GVA, of
which it is most pronounced in Croatia (35.9%). On the other hand, GVA
in Ireland has more than doubled (111.4% growth). Higher growth rates
were also recorded in agriculture in Denmark (77.3%) and Lithuania
(67.7%).

The relative value of GVA is obtained by dividing nominal value by units
of annual labor (AWU) and such serves as an indicator of agricultural
productivity. According to data for 2017 (Eurostat, 2018), the highest
productivity in the EU was achieved by farmers in the Netherlands (EUR
74,732.32 | AWU), followed by farmers in France and Denmark. The
lowest agricultural productivity was achieved in Latvia, with Croatia with
a GVA / AWU ratio of EUR 5,827.93 per unit of work ranked 25th out of
28 EU Member States.

Applying the scatterplot and calculating the correlation coefficient
graphically and mathematically, the correlation between agricultural
productivity and the share of agricultural holdings with additional activities
was determined. The assumption of the existence of a connection is
reflected in the fact that the additional activities are those characterized by
a higher degree of completeness and consequently higher added value.
Countries with a higher share of diversified economies are expected to be
the ones with higher productivity.

Applying the scatter plot shows a positive link between supplementary
activities on agricultural holdings and agricultural productivity determined
by the ratio of gross value added to annual labor units. The Pearson
coefficient calculation confirmed the existence of a statistically significant
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correlation (p = 0.0082), which according to the value of the coefficient can
be considered as medium strong and positive (r = 0.4902).

Figure 2: Field share ratio. mr. with supplementary activities and GVA per
unit of work in the EU28, 2013
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Source: Hadelan et al., 2019

According to the indicator of gross value added per unit of labor, Croatia
is among the least positioned EU member states. In addition, the decrease
in the value of this indicator points to poor general trends in Croatian
agriculture and is in contrast to the convergent development assumptions
of the less developed Member States. The results of the correlation analysis
indicate the possibility of improving this indicator among other activities,
which, in addition to economic activities, have positive social effects in the
form of opportunities for self-employment of young and vital members of
the rural population.

Impact of supplementary activities on the size, type, age and
educational structure of employed farms

The size of the economy in numerous studies has proven to be an important
factor in diversification. Some have indicated that larger economies are
more prone to diversify agricultural activities than smaller ones (llbery,
1991; Pope & Prescott, 1980). On the other hand, some of the researchers,
Krugman (1991), Mishra et al. (2004), Vik & McElwee (2011) conclude
that larger economies are more prone to specialization, which emphasizes
the benefits of economies of scale.

Using the scatterplot and calculating the correlation coefficient, the
relationship between the size of agricultural holdings in the EU28 and the
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share of agricultural holdings with subsidiary activities was examined. The
premise of this correlation is the existence of a positive link since larger
economies can make more efficient use of available human and productive
resources.

Figure 3: Relationship between the share of the agricultural holding with
additional activities and the size of the agricultural holding in the EU28,
2013
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A correlation analysis including data on shares of holdings with ancillary
activities in the EU28 and the average area used in the Member States
indicated a statistically significant correlation between the two variables (p
= 0.0251), which with a correlation coefficient of 0.4226 may be
considered as medium and positive.

Croatia is also lagging behind the more developed countries of the Union
in terms of average size of the economy. As in the rest of the EU28, there
is a trend of increasing economies which, according to the results of the
correlation analysis, could also result in an increase in the share of
supplementary economies. However, one must take into account the
specificity of Croatia, the southern part of which belongs to the circle of
Mediterranean countries (ltaly, Greece, Cyprus, Italy), in which the
specificities of relief, climate, karst areas make it difficult to develop large
farms. On the other hand, the tourist orientation of the country favors the
development of spatially small, but supplementary farms with agrotourism
services (Ruzi¢ et al., 2011) and traditionally produced food delicacies. In
such circumstances, it is possible to expect an increase in the number and
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share of supplementary economies, which does not necessarily determine
the increase in the size of the economy.

Farm typology is made in line with that of Farm Survey (2013). Depending
on the prevailing activity, economies are divided into seven types. The
predominant type in the EU28, in 2013, was "Ratarstvo" present in
approximately 30% of all EU economies. Correlation analysis revealed
statistically significant correlation between prevailing agricultural activity
and diversification for three of the seven analyzed types of economy. The
correlation is medium positive on the example of "Livestock with grazing™,
while medium is negative for the type "Mixed crop production and" Mixed
livestock breeding ". In other examples, no statistically significant
association was found.

Table 1: Correlation of field share. mr. with additional activities and field
types. Mr, EU28, 2013

.| Livestock | Mixed . Farming
. . Perennial : Mixed and
Farming [Horticulture with crop . -
crops . . livestock | livestock
grazing |production :
production
R| 0.2605 | -0.1267 -0.3501 0.4827 -0.4687 -0.3856 -0.3270
p| 0.1808 0.5209 0.0679 0.0093 0.0120 0.0427 0.0894

Source: Hadelan et al., 2019

In parts of Croatia, primarily in areas with the most unfavorable
demographic characteristics, unused pastures and meadows are the
problem, with a large area of agricultural land. At the same time, livestock
rearing is prevalent with a decline in economically rearing indicators and a
continuous increase in meat imports. Keeping livestock outdoors is
sporadic with few livestock breeding farms despite favorable conditions for
such. Extensive pasture farming is the cheapest way to keep and feed
livestock that best meets animal welfare requirements. At the same time,
according to the results of the analysis, it offers the best diversification
opportunities through agrotourism, breeding traditional animal breeds and
production of meat and dairy products.

A number of studies address the link between farmers' age and their
propensity to diversify. Finocchio and Esposti (2008), on a sample of 387
farms in Italy, conclude that as farmers age increases, farmers' interest in
diversification activities that deepens existing agricultural production
increases - direct sales, transition to organic farming, production complying
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with quality standards, but not and non-agricultural activities on the farm -
agritourism, service activities, employment outside the farm. Somewhat
different claims are made by Morris et al. (2017) who, by studying
activities in rural Wales, conclude that younger and more educated farmers
tend to diversify. This claim is justified by the need to acquire additional
management skills that bring about changes in the holding when
diversifying activities, which older farmers are not motivated to do.

A glance at the 2016 Labor Force Survey (LFS) data shows that the
proportion of farmers with the highest educational attainment is higher in
members with more advanced agriculture. The most educated farmers are
in the UK (25.5% with university degrees), Germany and Austria, while
the least educated farmers are in Romania (1.6%). Unfortunately, the same
source does not provide information on the educational structure of
Croatian farmers, but it can be assumed that this indicator is also at the level
of less developed Member States.

The age structure of farmers is also evident from the Labor Force Survey
data. Current data refer to the situation in 2017, which shows that in the
EU28 age group up to 40 years (young farmers) belongs to 31.7% of the
agricultural population, while at the economy level as a whole, 42.4% of
employees are in the same age group. On the other hand, 65% and over
have 9% of farmers in the EU28, while in the same age group, only 2.4%
of employees are in the same age group. The highest prevalence of young
farmers is in Denmark (44.6%), while it is the lowest in Portugal (15.9%).
Due to time compliance with the 2013 supplementary activities data, the
Labor Force Survey on agricultural contingent work for 2013 was used in
the correlation calculation.

The correlation analysis compared the share of young farmers and the share
of supplementary activities in EU Member States28. By calculating the
Pearson coefficient, no statistically significant correlation was found
between these variables (R = 0.1144, p = 0.5621). Unlike the age structure,
the correlation between supplementary activities and the educational
structure of farmers is statistically significant. The Pearson coefficient
calculation found a moderately significant positive correlation between the
share of highly educated farmers and supplementary activities in the field.
economies in EU member states (R = 0.5185, p = 0.0113). This correlation
is offset by the situation in Denmark, with a high proportion of diversified
holdings presenting a low proportion of highly educated farmers (10.4%).
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Figure 4: Field share ratio. mr. with additional activities and educational
level of the holder, 2013.
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With a share of young farmers in the total agricultural population of 22.5%,
in 2013, Croatia was in the penultimate position in the EU28. Only in
Portugal was the proportion of young farmers smaller. Things are slightly
better in 2017, so the share of this age group of farmers has grown to 28.3%,
ranking Croatia 19th in the EU28, according to this indicator. Although the
analysis showed no correlation of farmers' age and supplementary activities
on farms, it is logical to expect that young, vital rural residents are
motivated enough to introduce newspapers into their farms, with less risk
aversion and more prone to enrich primary production with supplementary
activities. The existing Rural Development Program 2014-2020
(Ministarstvo poljoprivrede, uprava za ruralni razvoj, 2014) will give the
criteria for scoring of applied investment projects with priority to younger
farmers and specialized sub-measures for them will certainly improve the
age structure of farmers and, indirectly, create the preconditions for
diversification of farms.

Conclusion

The basic starting point in this paper was to investigate the impact of farm
diversification on agricultural business performance and rural
development. The starting point was based on the assumption of work,
which was expected to confirm the positive link between diversification of
agricultural holdings and development indicators in agriculture and rural
areas.
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The survey found that the share of diversified farms is positively correlated
with indicators of gross value added per unit of work, size and type of
farms, and age and education structure of farmers. The indicators just
mentioned are the potential for the development and success of business on
farms, and ultimately for the development of rural areas. The above
indicators are related to the diversification of the agricultural holding, as
introducing additional activities enables the realization of higher gross
value added, which causally consequently shape the size and type and age
and educational structure of employees on the farm.

On the basis of the above, it can be concluded that the basic assumption of
work is fully confirmed in the framework of this research on the example
of the EU members. The positive effects of diversification of agricultural
holdings on the operations of agriculture and the development of the rural
area in which it is realized have been confirmed.

Diversification of agricultural holdings presupposes an opportunity for
improvement of macroeconomic indicators of Croatian agriculture and
economy in rural areas, but also a necessity for overcoming unfavorable
demographic trends. In that sense, the recommendation is directed to
Croatia as a Mediterranean country with an important role of tourism and
its multiplying effect on agricultural development, modernization and
enrichment of the prevailing form of primary agriculture with the most
represented low income crops. This may be an acceptable solution for a
small number of large and mechanized farms, but not for many small and
non-adapted farms.
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