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Praise for this book...

“This book makes a useful contribution to the rapidly expanding literature on
value chains by clarifying the myriad methods, some old, some new, used to
finance actors in agricultural value chains.’

Richard L. Meyer, Professor Emeritus, Ohio State University

‘I recommend the publication to be read by all stakeholders in the agriculture
sector.’

N.V. Ramana, former CEO, BASIX, India and Chairman,

Indian Society of Agribusiness Professionals, India

“This is a “must read” for anyone interested in value chain finance. The au-
thors have moved forward our understanding by presenting a conceptual
framework, supported by an extensive use of case studies, which makes this
book indispensible for those involved in financing as well as policy makers.’
Kenneth Shwedel, Agricultural Economist

‘An insightful and complete analysis of agricultural value chain financing. An
essential reference for anyone interested in improving access to agricultural
credit in developing countries.’

Mark D. Wenner, Inter-American Development Bank
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Preface

This volume provides a global review of experiences and learning on the broad
subject of value chain finance for agriculture in developing countries. Value
chains in agriculture comprise a set of actors who conduct a linked sequence
of value-adding activities involved in bringing a product from its raw material
stage to the final consumer. Value chain finance, as described in this volume,
refers to the financial flows to those actors from both within the value chain
and financial flows to those actors from the outside as a result of their being
linked within a value chain.

The purpose of this book is to provide an understanding of the emerging
field of agricultural value chain finance. Key questions include:

e What is value chain finance, how is it applied and what can it offer to
strengthen agricultural development?

e How can financial systems, governments and services be prepared for
the demands of financing modern agri-food chains?

e How does agricultural value chain financing affect inclusion, especially
for small producers and what can be done to make these systems more
inclusive?

* What can governmental and non-governmental (NGO) agencies do to
support increased and more effective agricultural financing through
value chains?

Theseissuesareaddressed through examination of awide array of experiences
and illustrations of large and small organizations from around the world that
are participating in or linked to agricultural value chain financing. The central
concern of the volume is not to take a stand on the virtues and weaknesses of
value chain finance, but rather to describe how the various types of value chains
are being used to strengthen and extend financial products and services to the
agricultural sector. Many of the value chain finance instruments and processes
are not new; however, what is new and noteworthy is the extent to which
value chain finance is being utilized by financial institutions, agribusinesses
and farmers. Noteworthy are the variations across applications, the range of
organizations that are facilitating value chain finance in innovative ways,
the emergence of integrated value chains as a widespread global model, and
the increasing diversification, intensification and combination of financial
mechanisms. Quite often, tools and models of value chain finance that were
first developed by larger agribusinesses are now being adapted to include small
farmers and small-to-medium scale agribusinesses. Therefore, the cases and
learning collected here do not have a specific small-farmer emphasis although
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there is increasing application of value chain finance mechanisms for the
benefit of smallholders, as illustrated in many of the examples.

The volume represents the extensive experience of many organizations, with
the learning presented through case studies and descriptive analysis, followed
by lessons learned and recommendations. The information is primarily drawn
from a rich collection of documents, presentations and discussions that took
place at international conferences on the subject that were organized by the
FAO in Latin America, Africa, South Asia and Southeast Asia during 2006 and
2007, and research work in Eastern Furope and Central Asia in 2008. These
conferences were organized in partnership with regional organizations on
each continent. The information is augmented by learning from the research
and case examples of multiple organizations who are working in this field.

Theobijective of the conferences was to learn more about practical experiences
and approaches to value chain finance across countries. The conferences
enabled a diverse set of participants to share and obtain information on best
practices with the goal of increasing the supply and efficiency of financial
services for rural producers, marketers and processors. Businesses active in the
agricultural sector (including producers, processors, marketers and exporters)
met together with leaders from financial institutions, technical assistance
providers and policymakers to discuss this subject. Each region and country
brought forth specific issues related to agricultural value chain finance, and
these are noted in this volume. Overall, however, the concept and application
of agricultural value chain finance has been shown to be consistent across
regions.

An important part of each of the conference discussions was to analyse
relevant policy issues: policy constraints, ways to improve policies, how to
best perform in environments which lack desired policies for financing in
the sector, and so on. These policy issues were reviewed from the distinctive
perspectives of the many and varied types of stakeholders within a value chain,
including those who provide the financing, investment and regulation.

We hope that this volume will serve as a practical primer on value chain
finance for business and financial leaders, policymakers and practitioners,
extension agents, universities and training institutes. We have strived to offer
a rich learning opportunity by collecting, consolidating and presenting an
array of relevant experiences from around the world.
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CHAPTER 1
Introduction

‘Agriculture continues to be a fundamental instrument for sustainable de-
velopment and poverty reduction’ (World Bank, 2008: 1-2); yet, ‘financial
constraints in agriculture remain pervasive, and they are costly and inequita-
bly distributed, severely limiting smallholders’ ability to compete’ (ibid.: 13).
Sudden and dramatic changes in food prices have exposed the vulnerability
of agricultural production in meeting global demand and call for increased
investment in agriculture at all levels. The question is how the right amount
of investment can be acquired, particularly in a challenging milieu where
financial uncertainty causes a reduction in available resources along with in-
creased fear and scrutiny of risk. An answer to addressing these constraints
goes beyond conventional measures since agriculture has always been difficult
to finance through formal financial institutions and approaches.

The environment for agricultural finance is further influenced by the grow-
ing concentration of control in the agricultural sector. Driven by gains from
economies of scale and globalization of the food chain along with access to re-
sources, multinational and other interconnected agribusinesses have a greater
impact in a sector that is characterized by increasing vertical and horizontal
integration. The consequences of tightening integration are profound, espe-
cially for smallholders and others who are outside of the interlinked chains.
In short, agriculture is evolving towards a modern, extremely competitive sys-
tem driven by consumer demand for higher value, more processed products,
and consistent quality and safety standards. Hence, enhancing smallholders’
productivity, competitiveness and their participation in these global value
chains have been noted as priorities of the agriculture-for-development agenda
(World Bank, 2008).

Agricultural value chain finance offers an opportunity to reduce cost and
risk in financing, and reach out to smallholder farmers. For financial insti-
tutions, value chain finance creates the impetus to look beyond the direct
recipient of finance to better understand the competitiveness and risks in the
sector as a whole and to craft products that best fit the needs of the businesses
in the chain. Naturally, this more comprehensive approach to agricultural
financing is not unique to value chain finance; some leading financial orga-
nizations in the sector employ such a focus in their loan assessment processes
but this is more often not the case. In fact, much of the finance available to
value chains is not from financial institutions but rather from others within
the chain. At the same time, value chain finance can help the chains become
more inclusive, by making resources available for smallholders to integrate
into higher value markets. Finance that is linked with value chains is not
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new and some types of trader finance, for example, have been around for

millennia; what is new is the way it is being applied more systematically to
agriculture, using innovative or adapted approaches, tools and technologies.
Examples of their application and innovation from around the world are
shared and discussed in the following chapters.

Defining value chain finance

In our fast-paced development context, value chain finance is an evolving
term that has taken on a range of meanings and connotations. The flows of
funds to and among the various links within a value chain comprise what is
known as value chain finance. Stated another way, it is any or all of the finan-
cial services, products and support services flowing to and/or through a value
chain to address the needs and constraints of those involved in that chain,
be it a need to access finance, secure sales, procure products, reduce risk and/
or improve efficiency within the chain. The comprehensive nature of value
chain finance, therefore, makes it essential to analyse and fully understand
the value chain in all aspects. The authors use the term here in reference to
both internal and external forms of finance that are developing along with the
agricultural value chains that they serve:

1. Internal value chain finance is that which takes place within the value
chain such as when an input supplier provides credit to a farmer, or
when a lead firm advances funds to a market intermediary.

2. External value chain finance is that which is made possible by value
chain relationships and mechanisms: for example, a bank issues a loan
to farmers based on a contract with a trusted buyer or a warehouse re-
ceipt from a recognized storage facility.

This discussion of value chain finance does not include conventional agri-
cultural financing from financial institutions, such as banks and credit unions,
unless there is a direct correlation to the value chain as noted above. Inevita-
bly, there will be some grey areas in any such definition, and we recognize that
financing approaches are often continuums through which an arbitrary line
must be drawn for practical reasons of analysis and discussion.

An example of internal value chain finance is the case of input supplier
credit in Myanmar where agro-input retailers offer deferred payment sales
to smallholder farmers (Myint, 2007). A typical case of external value chain
finance is exemplified in Kenya where small fruit and vegetable growers are
able to access bank finance for agro-chemicals thanks to their export contract.
The exporter pays the farmers through the bank, which deducts the sched-
uled loan payments before releasing the net proceeds to the farmer group
(Marangu, 2007).

Value chain finance in agriculture must be seen in the light of the larger
context, not only of the value chains proper but also the business environ-
ment of each country as this impacts value chains and the financial systems.



