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Abstract

The main objective of the undertaken study is to examine the influence of firm-specific
determinants on the profitability of companies in the agri-food sector (agricultural production
and food processing) in Bosnia and Herzegovina (B&H). For this purpose, we examine the impact
of factors that are considered as determinants of firm profitability such as size, age, liquidity,
leverage, and growth. The impact of the specific characteristics of the companies is tested on
profitability measured by return on assets (ROA) in the agricultural and food processing sector
in B&H. The analysis is based on the collection of quantitative data published in the food financial
annual reports of the listed agricultural and processing companies in B&H over a period of five
years (2015-2019). A research model with crucial variables with five independent variables (size,
age, liquidity, leverage, and growth rate) and one dependent variable (profitability) was
developed based on the literature review. The study outcomes will give an insight into the firm-
specific factors that are important in examining the profitability of companies in the agri-food
sector in B&H. Furthermore, the results of this research will serve as a basis for further studies
in which the number of variables observed will be extended. Moreover, the results are expected
to be useful for the management of the company to direct business decisions towards improving
the company’s profitability.

Keywords: firm-specific determinants, profitability, agri-food sector, agricultural and food
processing companies, Bosnia and Herzegovina.

1. Introduction

Agriculture and food processing is an important sector of the economy of Bosnia and
Herzegovina. According to official statistical data for 2019 (Plecher, 2020), agriculture
contributed around 6.1% to the overall Gross Domestic Product (GDP) of Bosnia and Herzegovina.
Although post-war conditions and a complex socio-economic structure negatively affected the
development of the sector as a whole, according to data from World Bank (2020), the agri-food
sector employs around 15% of all employees in Bosnia and Herzegovina. Therefore, because of its
significant economic and social importance, the agri-food sector in Bosnia and Herzegovina
deserves the examination of the factors impacting its profitability.

Businesses are always significant as well as their determinants. Each nation is trying
to build a desirable business operating climate. In a dynamic economy, company owners must
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learn how to reach a satisfactory level of profitability. The ratio for measuring the company's
efficiency is profitability. It is a crucial feature of financial statements for a company. A business's
profitability reflects the potential of a company to produce profits at a rate of sales, assets, and
capital stock cost over a certain period of time (Gitman, Zutter, Elali & Roubaie, 2013). For a
variety of interest groups, beginning with the shareholders, future investors, and state and
supervisory authorities, the business of a corporation is of considerable significance.
Understanding the determinants of profitability is a crucial element that allows managers to
establish a successful profitability strategy for their business. Also, Goddard, Tavakoli & Wilson
(2006) stated that the identification of firm-specific determinants that impact profitability is an
important research field in economics, strategic management, and accounting and finance.

This research examines the impact of firm-specific determinants on profitability for a
sample of the B&H agricultural and food processing companies. It assesses the main determinants
of firm profitability in the period from 2015 to 2019. The main research objectives of the study are
the folowing:

e To examine the impact of firm-specific determinants on the profitability of the
companies.

¢ To explore the relationship between size and profitability of the B&H agricultural
and food processing companies.

e To investigate the relationship between age and profitability of the B&H
agricultural and food processing companies.

e To investigate the relationship between the two objectives of liquidity and
profitability of the B&H agricultural and food processing companies.

e To find out the relationship between leverage and profitability of the B&H
agricultural and food processing companies.

e To find out the relationship between growth and profitability of the B&H
agricultural and food processing companies.

e To draw a conclusion on the relationship of firm-specific determinants and
profitability of the B&H agricultural and food processing companies.

Statistical Package for the Social Sciences SPSS 20.0 will be used to conduct
quantitative analysis (descriptive statistics, multiple linear regression, correlation matrix,
multicollinearity and VIF test - Variable Inflation Factors) using secondary data based on financial
annual reports of the listed agricultural and food processing companies in Bosnia and
Herzegovina. In addition, the research will use additional descriptive statistics and correlation
matrix to analyze the data collected. The analysis will be conducted for a period of five years (2015-
2019).

The following sections of this paper are structured as follows: Section 2 reviews the
literature on specific determinants of the firm and its effect on profitability; Section 3 contains the
research hypotheses and model that explains the core of this research; Section 4 explains data
collection and methods that are used for a statistical analysis in order to reach results and draw a
conclusion in Section 5.
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2. Literature review
2.1 Definitions and concept evolution

Many scientists and experts have conducted their studies on the factors that determine
the profitability and success of companies. The determinants of profitability have been analyzed
from different perspectives and in different years. These research studies explored external
determinants, as well as internal determinants and the specific characteristics of companies in
various industries. According to Yazdanfar (2013), company sustainability is one of the primary
prerequisites for long-term business stability and performance. The accomplishment and other
financial results of the company are greatly impacted by the determinant of the business’s
profitability. These variables are significant because they have an impact on economic
development, wages, development, and technological change. The company’s primary aim is to
improve its profitability. Since 1990, many scientists and researchers have focused on examining
the profitability of a corporation. According to various theoretical studies, profitability is one of
the most important tools in a company’s operating system. A significant number of scientists offer
their own definition of profitability. Profitability is the ratio of the overall effectiveness of
management based on the returns generated from sales and investment. According to Harward
and Upto (1961), profitability is the ability of a given investment to earn a return from its use. In
the same sense conveyed by Husan (2001), profitability is the company’s ability to benefit from
the assets, sales and capital.

For the purpose of this study, we focused mainly on the period from 2015 to 2020. The
following ones are relevant and helpful for this study.

2.2 Studies on profitability and its determinants

Through applying the multilevel method of Hierarchical Linear Modeling (HLM),
Zouaghi, Garcia and Hirsch (2017) examined the effect of firm-specific, industry-specific, region-
specific, and year-specific influences on firm profitability. Using a sample of 3,273 Spanish agri-
food companies during the period 2006-2013, these researchers concluded that firm-specific
factors have a stronger impact on firm profitability than industry and region determinants.
Margaretha and Supartika (2016) used a sample of SMEs firm listed on the Indonesia Stock
Exchange to analyze the influence of firm-specific determinants on profitability. They stated that
the size of the company, growth, and lagged profitability, have a negative impact on profitability.
Productivity and industry affiliation variables, however, have a positive effect on profitability. An
additional study investigating the relationship between firm-specific factors and profitability. Al-
Jafari and Al Samman (2015) used a sample of 17 industrial companies in Oman for the 2006-
2013 period. The results obtained from regression analysis showed that size, growth, and working
capital affect profitability positively and significantly. The results also indicated a negative and
significant relationship between profitability and financial leverage.

In another study, focusing on the Croatian food and beverage industry, Pervan and
Mlikota (2013) reported what determines the profitability over the years 1999-2009. Their
empirical results showed that lagged profitability, size, and concentration ratio affect profitability
positively and significantly, while the company's debt ratio affects profitability negatively and
significantly. Lazar (2016) researched the determinants of firm performance for Romanian non-
financial companies over twelve years period (2000-2011). As concluded by this researcher, firm-
specific factors such as tangibles, size, leverage, and the intensity of labor affect profitability
negatively. Also, they stated that sales growth and value-added have a positive effect on
profitability. Factors that influence the profitability of 153 real sector firms in Turkey in the period
between 2005 and 2012 are investigated by Isik (2017). Panel data review findings showed that all
business-specific factors, including company size, company age, liquidity ratio, the tangibility of
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assets, debt, and financial crisis, have an impact on the overall profitability of companies in the
real sector. Results also indicated that growth opportunities have no impact on the profitability of
the listed companies. In another study, analyzing the factors that impact the profitability of 120
manufacturing companies in Istanbul, Isak and Tasgin (2017) concluded that determinants such
as past profitability, net working capital, size and economic growth affect profitability positively
and significantly. They also found that financial risk and R&D cost have a negative effect on the
profitability.

Contrary, the study conducted by Miji¢, Zeki¢ and Jaksié¢ (2016) using a sample of 12
meat processing industries in Serbia for the period 2011-2015 resulted in a significant positive
relationship between the profitability of the company and the growth variable. The results also
showed that the high debt ratio has a negative impact on the company's profitability. In another
study, where the key objective of the research was the analysis of firm-specific determinants using
a sample of 2,366 hotels in Italy over nine-year period, Menicucci (2018) discovered that the
financial recession, the corporate model, and the management structure impact the profitability
of hotel companies. The results showed that size, internationalization, place, accommodation, and
chain affiliation have a positive effect on profitability. Wasiuzzaman (2015) analyzed the
relationship between the management of working capital and profitability of the company in a
sample of 192 Malaysian companies for the period from 1999 to 2008. The study found that
enhancing the productivity of working capital by reducing investment in working capital results
in higher firm value.

Considering the latest research studies conducted on this topic, one study revealed
that size and growth have a positive effect on profitability. However, they additionally stated that
tangible assets, business risk, and debt have a negative relationship with profitability (Gharaibeh
& Bani Khaled, 2020). Vieira, Neves and Dias (2019) observed that the determinants of firm
success differ according to the component used to assess performance. This research was focused
on a sample of 37 non-financial companies for a period of six years (2010-2015). In particular, this
finding indicates that the company-specific factors are not so relevant to clarify performance when
the researchers use a business measure of performance. They concluded that the macroeconomic
variables clarify the firm’s performance more efficiently. Besides, many researchers have stated in
their results the significant impact of firm-specific determinants on the profitability of companies
(Abbas, Bashir, Manzoor & Akram, 2013; Nunes & Serrasqueiro, 2015; Akben-Selcuk, 2016;
Nanda & Panda, 2018; Egbunike & Okerekeoti, 2018; Cyril & Singla, 2020).

Studies of profitability and its determinants are not deeply discovered and almost non-
existent for the B&H agricultural and food processing companies. There are only a few research
papers connected with this topic. The review of previous research shows that the profitability of a
company is determined by a range of indicators. In summarizing some of the previous studies, in
most cases, attention is paid to variables such as company size, liquidity, leverage, age, industrial
affiliation, leverage, growth, working capital, tangible assets, etc. For the purpose of this research
study, the variables such as firm size, firm age, liquidity, leverage and growth will be used to
evaluate the relationship with the profitability.

3. Hypotheses and research model

The main problem being investigated in this study is comprised of the impact of firm-
specific determinants, namely size, age, liquidity, leverage and growth, on the profitability of the
agricultural and food processing companies in Bosnia and Herzegovina.

Hzi: There is a statistically significant relationship between firm size and profitability
of companies in the agricultural and food processing sector in Bosnia and
Herzegovina.
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H2: There is a statistically significant relationship between firm age and profitability
of companies in the agricultural and food processing sector in Bosnia and
Herzegovina.

H3: There is a statistically significant relationship between liquidity and profitability
of companies in the agricultural and food processing sector in Bosnia and
Herzegovina.

Hg4: There is a statistically significant relationship between leverage and profitability
of companies in the agricultural and food processing sector in Bosnia and
Herzegovina.

Hs: There is a statistically significant relationship between growth and profitability
of companies in the agricultural and food processing sector in Bosnia and

Herzegovina.
We have presented our research model based on the literature review in the figure
below.
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Figure 1. Proposed research model

4. Methodology

This part of the research proposal will explain the data collection activities, variables
included in the study and the research methods that will be used in this study to examine the
relationship between firm-specific determinants and profitability.

4.1 Data

The data that will be used in this study refers to a sample of the B&H agricultural and
food processing companies. Data was collected through business intelligence database containing
official financial reports of all companies in Bosnia and Herzegovina. In addition, the period that
will be covered by this analysis includes financial reports for the five-year period (2015-2019) of
the listed companies in agricultural and food processing sector.
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4.2 Variables and measurement

In order to explore how the company's profitability reacts to company-specific
determinants, we developed a profitability model in which we used different variables (one
dependent and five independent variables) selected on the basis of relevant theory and literature.
This research study includes variables that affect the profitability of agricultural and food
processing companies in Bosnia and Herzegovina. According to Asiri (2015), return on assets
(ROA) is the most relevant factor in explaining the market value of companies. As a result,
profitability as a dependent variable is expressed by Return on assets. The five independent
variables are measured as follows: (1) firm size, natural logarithm of the firm’s total assets; (2)
firm age, natural logarithm of the number of years since the firm’s incorporation; (3) liquidity,
current assets / current liabilities; (4) leverage, total debt / total assets, and; (5) growth, sales
growth rate. Moreover, a summary of the variables and their measurements is provided in the
table below.

Table 1. Definition of variables and their measurement

Dependent Variable (X)

Variables Measurements Scale
Profitability ROA Net Income / Total Assets Ratio
Independent Variable (Y)

Firm Size Logarithm of Total Assets Ratio
Firm Age Logarithm of Year Ratio
Liquidity (Current Assets / Current Liabilities) Ratio
Leverage (Total Debt / Total Assets) Ratio
Growth Sale growth rate Ratio

4.3 Research techniques

Different scientific methods will be used in this research study. For the purpose of this
research, SPSS Statistics software 20.0 will be used to analyze data and provide the results in
numerical percentages. The research will use descriptive statistics and correlation matrix to
analyze the data collected and quantitative analysis (linear regression, correlation, regression
analysis and diagnostics test (multicollinearity test with the method VIF — Variable Inflation
Factors).

5. Conclusion

Although profitability in the manufacturing industry as a whole has been widely
examined, studies relating to the particular industries within this industry are rare. This is
especially the case with the agricultural and food processing sector in Bosnia and Herzegovina.
Keeping in mind that one of the key objectives of each business is profitability, it is understandable
why the profitability determinants of the firms have drawn the attention of many researchers. The
key objective of this research analysis was to investigate the impact of firm-specific determinants
on the profitability of companies in the agri-food sector (agricultural production and food
processing) in Bosnia and Herzegovina. The agriculture and food processing industry is an
important field of economic growth in Bosnia and Herzegovina. This industry is significant in
terms of production facilities, the income it generates and the number of employees in the agri-
food sector.

From this research study, many contributions are expected. Firstly, recognition of key
determinants that have an impact on the profitability of agricultural and food processing
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companies in Bosnia and Herzegovina. Development of a research model and analysis of the
impact of firm-specific factors on the profitability of companies in the agri-food sector. An
overview of the results and providing a clear picture of the profitability of the listed companies.
Furthermore, the results of this research will help managers to increase the profitability of listed
companies. In addition, the results obtained will serve investors to make clear business decisions.

Besides, the impact of the COVID-19 pandemic on firm profitability should be
researched. Moreover, this research can serve as a basis for future studies where a wider set of
variables will be covered.
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