ACCHE

Annual conference on Challenges Kopaonik, Serbia, 03. — 07.2.2025.
of Contemporary Higher Education

ROLE OF INTERNATIONAL AND LOCAL BANKS IN MITIGATING
URBAN-RURAL DISPARITIES

Branka Paunovi¢! Branka Maksimovic?

Abstract: The partnership between international financial institutions and local banks is essential for fostering
sustainable economic growth and reducing disparities between urban and rural areas. Rural regions face barriers
such as limited financial services, investment opportunities, and infrastructure. Local banks and cooperatives,
closely connected to their communities, provide critical financial services like agricultural loans and
microfinance, meeting unique rural needs. However, international financial institutions are less involved in
Serbia and neighboring countries. This paper argues that their increased support—through financial aid,
technical expertise, and advisory services—can drive rural development. By analyzing the roles, policies and
programs of both types of institutions, the study highlights their potential to foster economic growth in rural
areas around the world.
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1. INTRODUCTION

One of the main challenges in rural development is the limited access to financial services in rural
areas. This lack of access to banks and other financial institutions makes it difficult for rural
entrepreneurs and farmers to obtain loans, insurance, and other financial services essential for business
development. This paper systematically analyzes the role of local and international financial
institutions in supporting rural development, showcasing examples of best practices and innovative
approaches by local institutions. It emphasizes the synergy between local and international financial
organizations, such as the World Bank and Regional Development Banks, in bridging the gap between
urban and rural development. Prominent examples of successful rural development initiatives led by
international financial institutions are presented, alongside the identification of key challenges and
obstacles hindering effective support. Recommendations are proposed to improve the efficiency of
these efforts. Through a detailed analysis of the activities of international and local financial
institutions, the paper highlights their contributions to strengthening rural economies, reducing
poverty, and addressing challenges. Proposed strategies aim to overcome these obstacles and enhance
the effectiveness of financial institutions in supporting rural development.

2. RESULTS AND DISCUSSION
2.1. Case Studies on the Role of International Financial Institutions in Rural Development

Case studies that illustrate the role of international financial institutions in supporting rural
development can be observed through the following examples:

» Rural Entrepreneurship Support Project in Ghana [1]: The World Bank supported a project in
Ghana focused on promoting rural entrepreneurship by providing loans and training to rural
entrepreneurs. Financial assistance was offered through credit programs, enabling entrepreneurs to
access capital for starting and growing their businesses. Additionally, training programs and advisory
services were organized on topics such as business operations, marketing, and management. The
project results included improved businesses, increased incomes, and job creation in rural
communities, ultimately strengthening the rural economy and reducing poverty in Ghana.

» Rural Infrastructure Support Program in India [2], [3]: The Asian Development Bank
supported a program to develop rural infrastructure in India, aimed at improving access to essential
services in rural areas. The Bank provided financial support for constructing roads, bridges, water
supply systems, electricity networks, and other infrastructure facilities in rural communities. Training
and educational programs were also organized to help local communities maintain and manage the
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infrastructure. As a result, access to essential services in rural areas improved, enhancing the quality of
life and stimulating economic development by opening new opportunities for farmers, local
entrepreneurs, and small businesses.

» Local Development Projects in Morocco (1989): The World Bank, in collaboration with
NGOs, launched projects to improve living conditions in rural Moroccan villages. For instance, local
irrigation projects significantly boosted farm production. However, one project involving poultry
farming failed. Financial support and training were provided to empower women in poultry farming.
Initially, women received seven-day-old chicks from a state enterprise, and the initiative succeeded
temporarily. However, the project ultimately failed when the government prematurely stopped chick
distribution, assuming the private sector would seamlessly take over, which proved incorrect [4].

» Support by the European Bank for Reconstruction and Development (EBRD) in Serbia: The
EBRD has shown significant engagement in supporting Serbia's economic development, as
demonstrated in Table 1.

Table 1 - Activities of the European Bank for Reconstruction and Development (EBRD) in Serbia

Number of projects 365
Cumulative EBRD investment €9,437 million
Cumulative disbursements €6,904 million
Private sector share in the portfolio 55%

Number of active portfolio projects 159

Current project portfolio €2,902 million
Operating assets €2,196 million
Equity share in the portfolio 5%

Data as of October 31, 2024. Source: https://www.ebrd.com/

Through its projects, the European Bank for Reconstruction and Development (EBRD) has
significantly contributed to various sectors of the Serbian economy. Its support is evident in its current
portfolio, which focuses on investments in infrastructure, enhancing the business environment,
strengthening the private sector, and boosting the competitiveness of Serbia's economy. These projects
have positively impacted job creation, stimulated investments, and promoted economic growth.
Sustainable infrastructure accounts for the largest share of these investments (47%), followed by 30%
allocated to financial institutions and 22% to industry, trade, and agribusiness [5].

These case studies highlight how international financial institutions support rural development
through financial assistance, infrastructure projects, and programs that enhance agriculture and rural
entrepreneurship. Moreover, the World Bank has played a pivotal role in privatization and economic
strengthening in underdeveloped countries, particularly through its "Case-By-Case" approach [6].

2.2 The Contribution of Financial Support and Capacity Building to Rural Development

In discussions about the critical role of international and local banks in reducing disparities
between urban and rural areas—particularly through targeted financial services and investments—it is
crucial to emphasize the importance of channeling capital into rural regions. As one of the primary
economic activities in rural areas, investments in agriculture form a key element of this financial
support. Despite the growth of investments in agriculture, which averaged 6.6% annually, the absolute
growth in agriculture has been insufficient to match the growth of the overall economy [7].

According to research by Mili¢ et al.: The low share of investments in gross domestic product
indicates an unfavorable attitude towards economic and agricultural activity during the observed
period (2005-2020), [7]. This underinvestment, particularly in the agricultural sector, exacerbates
existing economic disparities. By increasing credit inflows and investments in agriculture, banks can
help stimulate economic growth, improve living conditions in local communities, and reduce the gap
between urban and rural areas.
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Countries around the world are interconnected in a multi-dimensional network of economic ties.
To the extent that these connections become more significant and complex, national economies
experience either positive or negative effects [8]. In this context, international financial institutions
often provide financial support to local banks and economies to help them expand their capacities and
offer products and services to rural populations.

For example, international financial institutions such as the World Bank or the European
Investment Bank (EIB) play a pivotal role in supporting local banks by providing financial resources
and expertise. This financial support may take the form of loans or investments and can be realized
through various measures, such as:

e Technical Support for Local Institutions: This includes various types of training, education,
and knowledge exchange. Such support helps local institutions develop new skills, improve
operational processes, and implement best practices in finance and rural development. It
enables better coordination of activities and resources, identification of priorities and
challenges, and the development of joint strategies and plans to enhance rural development.

o Capacity Building: This entails partnerships that support the development of local institutions
through knowledge exchange and training. It enables local institutions to become efficient in
providing financial services, contributing to sustainable rural development in the long term.

e Innovations and Pilot Projects: These initiatives focus on addressing specific challenges faced
by rural communities. Through such projects, new technologies and approaches are tested, and
the results are used to inform policies and practices in rural development.

The contributions of these measures to rural development are evident primarily through financial
support, such as loans that allow rural enterprises and farmers access to the capital needed for
modernization, technological advancements, and business expansion. Additionally, investments in
infrastructure improve rural communities’ access to essential services, facilitate the transportation of
goods, and stimulate economic development in rural areas.

Training and education programs provided by international financial institutions strengthen
financial skills, business management, the application of new technologies and innovations, and the
development of sustainable business models. Furthermore, international financial institutions
contribute to environmental preservation through sustainable agricultural development projects,
mitigating the negative impacts of agriculture on the environment and promoting the long-term
sustainability of rural ecosystems.

To summarize, partnerships between local and international financial institutions should serve as a
key mechanism for supporting rural development. Through these partnerships, local expertise is
combined with global resources to achieve shared goals of enhancing economic prosperity and the
well-being of rural communities worldwide.

2.3 SWOT Analysis of International and Local Financial Institutions in Supporting Rural
Development

A useful methodological tool for understanding the role of international and local financial
institutions in supporting rural development is a SWOT analysis. Assessing the strengths and
weaknesses of local and international financial institutions allows for a deeper understanding of their
internal capacities and limitations in supporting rural development (Figure 1).

For instance, strengths may include financial resources, expertise, technological innovations, or
global partners that contribute to the efficiency of their support programs. On the other hand,
weaknesses may involve a lack of local knowledge, limited operational capacities, or insufficient
access to rural communities.

Conversely, the analysis of opportunities and threats focuses on the external environment in which
these institutions operate. Opportunities may include increasing demand for financial services in rural
areas, the availability of new technologies, or legislative changes that facilitate operations. Threats, on
the other hand, may encompass economic instability, political uncertainty, or competition from
informal financial institutions.
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W Centralized decision-making
processes in international financial institutions
make it difficult to adapt activities to rural needs.
Lack of capacity and infrastructure in local
banks limits support to the rural sector. Limited
access to education and information in rural
areas reduces the efficiency of financial services.

S International financial institutions have

large resources and expertise to support the rural
sector. Local banks, on the other hand, better
understand the needs of the community, providing
personalized support. Technical support from
international institutions improves the operational
processes of local institutions through training
and knowledge exchange.

SWOT

O The growing demand for financial
services in rural areas opens up space for
business expansion and investment by local and
international financial institutions. Advances in
technology enable innovative approaches, such
as digital financial services, that facilitate
access to financial services in rural areas.

\ Collaborative efforts between local and

T Economic, political and climatic factors can
create instability that makes it difficult to do
business and invest in rural areas. Competition
from informal financial institutions can limit the
influence of formal banks in the rural sector. The
lack of adequate infrastructure and regulatory
framework further complicates the provision of
financial services in rural areas.

international entities can bolster their capacity
to foster rural development.

Figure 1 —SWOT Analysis of the Role of International and Local Financial Institutions in Supporting
Rural Development. Source: Author's Analysis

Based on the analysis, it can be concluded that international and local financial institutions play a key
role in improving living and business conditions in rural areas. However, their effectiveness largely
depends on their ability to overcome internal limitations, adapt to external challenges, and seize new
opportunities to promote sustainable rural development.

3. CONCLUSION

Conducting business in rural areas can be costly due to remoteness, lack of infrastructure, and
limited market size. These factors can increase the cost of providing financial services, making some
financial institutions less inclined to invest in the rural sector. This is compounded by a lack of
education and awareness among rural populations, which can limit their ability to use financial
services effectively.

The rural sector is exposed to various risks, including climate change, natural disasters, price
fluctuations, and political instability. These risks make conducting business and investing in rural
areas challenging, posing additional difficulties for financial institutions aiming to support rural
development.

The lack of adequate infrastructure in rural areas—such as roads, power grids, water systems, and
telecommunications—can restrict access to financial services and hinder business operations. Political
instability, corruption, and the absence of an appropriate regulatory framework can also complicate the
operations of financial institutions in rural areas. Additionally, cultural and social factors may
significantly influence the perception and use of financial services in these regions.

Partnerships between local and international financial institutions play a critical role in supporting
rural development. These partnerships combine local expertise and knowledge with global resources
and experience to achieve shared goals of enhancing rural economies and improving the quality of life
for rural populations.

An analysis of the challenges and obstacles reveals a range of complex factors that can impede the
operations of financial institutions in rural areas. Limited access to financial services, high operational
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costs, a lack of education and information, as well as political and regulatory instability, are just some
of the challenges faced.

Nevertheless, despite these challenges, there are numerous examples of successful partnerships
and initiatives that have contributed to the advancement of rural development. For the continued
progress of rural areas, it is crucial to focus on strengthening local capacities, investing in
infrastructure, improving access to finance, fostering entrepreneurship, and promoting technological
development.

In the future, it will also be essential to continue strengthening partnerships between local and
international financial institutions, which play a significant role in overcoming challenges and
achieving sustainable economic growth in rural areas. Through joint efforts and the engagement of all
relevant stakeholders, we can create more prosperous and sustainable rural communities worldwide,
contributing to the achievement of sustainable development goals and building a better future for all.
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