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1  I N T R O D U C T I O N  

 

With increasing market liberalization and the integration of the agricultural sector of developing 
economies into world markets, rural transformation is accelerating. Commodity and financial 
flows and the processing of agricultural goods up to the final consumers have become more 
sophisticated. This integration of agricultural and food product markets is likely to grow further 
as obstacles to the free flow of agricultural goods on international markets diminish. Analysis of 
an entire value chain means that important opportunities and constraints that may not be apparent 
when considering single production systems or chain layers in isolation can now be identified 
and analysed. Recent studies show that looking at the entire value chain (rather than just parts of 
it) offers better insights. This enables an understanding of both financing within a value chain 
and financing that is tailored to fit a value chain (Miller and Jones, 2010). 

The objective of this paper is to provide development policymakers, i.e. the GPFI Subgroup on 
SME finance with some practical recent insights on new trends in agricultural value chain 
financing: what works, what does not work and why? What are good practices, success factors 
and lessons to be learnt from recent experiences, covering the past five years?  
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2  O V E R V I E W  O F  I N N O V A T I V E  P A T H W A Y S    
 

Recent decades have seen a silent revolution in agribusiness and agri-food systems. This is being 
driven by a number of trends that have had significant influence on emerging market economies. 
These in turn are fundamentally altering the way agribusiness cooperates with the financial 
sector. This chapter first looks at these trends, specifically value addition, the emergence of 
supermarkets, and agro-industries and livelihood development. It then looks at the innovation 
challenges in agricultural value chain financing and details three possible types of innovation, 
namely for products, processes and systems.  

 
I.  Three general trends impacting on agricultural development 

Value addition: The first trend is value addition in agriculture. The share of value added in food 
processing in relation to the share of value added in agriculture increases in importance as gross 
domestic product (GDP) per capita increases. This trend towards agri-processing differs 
substantially in different regions of the world. One reason is the availability of finance to support 
value addition within the different agri-food chains. While this is still low in many countries of 
the Middle East and North Africa (MENA), it has reached levels comparable to European Union 
(EU) standards in countries such as Malaysia and Thailand (FAO and UNIDO, 2012).  

Supermarkets: The second trend is the emergence of retail outlets for the often urban 
consumers. Supermarkets and retail discounters have established themselves as the pre-dominant 
way of retailing processed agricultural goods. Their required food and hygiene standards, 
coupled with the need for large volumes of uniform quality supply, have revolutionized the food 
and agri-processing markets and changed the terms of trade and contracting between producers 
and corporate buyers of produce. In many countries, large lead firms and discounter chains have 
completely altered value-chain coordination and enforced massive efficiency improvements in 
the concerned chains (Da Silva and Rankin, 2014; Schwedel in FAO, 2007). 

Agro-industries and livelihood development: Food processing and packaging to the standards 
required by more advanced markets is emerging as an important source of income and 
employment for unskilled and semi-skilled labour. Agri-allied industries and rural food 
processing units are a source of employment, above all for young women entering the workforce. 
As such, they contribute to fighting poverty, lessen emigration and foster general rural 
development and gender equality. This is highlighted in Kanji (2004) for the cashew nut 
processing industries in India with an estimate of 400 000 women workers employed. Another 
example is illustrated by Webber and Labaste (2010), who analyse the green bean value chain in 
Kenya with a 60 percent women labour force in the vegetable processing industries.     

 
II.  The innovation challenge in agricultural value chain financing 

Food processing industries, above all the small units in the rural non-farm sector, have financing 
requirements that are significantly different from their larger peers. These small processing units 
may operate out of the home premises or in small village-based and family-operated facilities. 
They usually operate on high ratios of operating costs to fixed assets. Liquid resources are 
needed to pre-finance the procurement of produce during harvesting periods. In addition to these 
cash requirements, chain actors closer to primary producers often do not have sufficient own 
liquidity and need to be financially enabled by the wholesale buyers, processors and chain actors 
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closer to the end consumer. As a result, the demand for financing often goes beyond what banks 
or other financial institutions offer. Requirements are usually a) highly leveraged liquid 
resources, at b) short notice and c) for short to very short lending periods. These can range from 
eight hours as described for the Pettah wholesale food market in Colombo, Sri Lanka, to three to 
four days, to a maximum of a few weeks (Zander, 1990). Liquidity for cash advances should also 
d) be disbursed and collected close to the chain actor, preferably in an interlinked transaction 
with other purchases and sales to reduce transaction costs and time. Last, but certainly not least, 
for mid-level chain actors such as traders and produce buyers, these short and often flexibly 
secured funds for short-term loans during harvest campaigns are large ticket transactions in 
relation to the total asset and security base of the concerned chain actor or agri-food small 
industry.  
 

III.  Emerging areas of financial innovation in agricultural value chain finance (AVCF) 

Three principal avenues of innovation in AVCF 

For the purpose of this paper, we differentiate three types of innovations: product, process and 
systems innovations (Heidhues and Schrieder, 1998). 

Product innovations: Miller and Jones (2010) highlight different financial products used for 
agricultural value chain financing. Box 1 summarizes this product driven typology, which also 
serves as a basis for this paper. 

Chapters 4 and 5 of this paper highlight some examples of new and adapted products for 
agricultural value chain financing. Financial enhancements make up an increasingly important 
part of these product-driven innovations. GPFI (2014) captured some of these new products in 
Europe; for a global overview see also Zander and Miller (2013). 

 

 

 

A. Product Financing 

Trader credit, input supplier credit, marketing company credit, lead firm 
financing 

B. Receivables Financing 

Trade receivables finance, factoring, forfaiting 

C. Physical Asset Collateralization 

Warehouse receipts, repurchase agreements, financial lease 

D. Risk Mitigation Products 

Insurance, forward contracts, futures 

E. Financial Enhancements 

Securitization instruments, loan guarantees, joint venture financing 

(Source: Miller and Jones, 2010, pp. 55-57) 
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Process innovations: Process innovations in agricultural value chain finance often improve the 
transparency of market conditions for different actors in the chain. This is described in the case 
study on Uganda in chapter 3. New potential through advances in information and 
communication technology (ICT) are highlighted and taken up again in the concluding sections 
of this paper. This kind of innovation is often overlooked or not properly highlighted. Process 
innovations, such as new work flows, new logistical processes, their automation or increased 
transparency for different contractual partners can make a substantial difference to the way 
financing works and can penetrate into niches previously considered too costly or risky.  

Systems innovations: These are based on entirely new internal chain or framework/environment 
related innovations. Chapter 6 has an example that relates to market framework conditions that 
specifically characterize agricultural value chain development and the related financing 
arrangements: different types of product safety, hygiene and health standards introduced and 
enforced through large market players. This category also includes a different type of system 
innovation that is based on demand pressures from advanced agri-food markets, i.e. certification 
and special labelling systems, in particular certification for organic food and agricultural 
products.    

For all three types of innovations in agricultural value chain financing, the innovation path 
follows the direction from more basic structures, such as informal credit advances between 
single and mutually known producers and buyers, to more complex mechanisms such as 
warehouse receipts and systems that strengthen market and price transparency overall. In some 
cases, known approaches were adapted to the financing of value chains, as in the case of Islamic 
financing (chapter 4) and the liquidity injections through agents on a commission basis show. In 
more complex cases such as the ICT example from Uganda shown in the following chapter and 
the case of German special investment funds (chapter 5), innovations strengthened the enabling 
environment and introduced entirely new systems of financing aggregators into local financial 
markets.         

 
IV.  Sources of knowledge and literature overview1  

Sources of knowledge: There are specific challenges in accessing information and literature on 
innovative agricultural value chain financing. Specific challenges are:  

(i) Reluctance of private sector and agri-business chain actors to share their 
information with others, because of confidentiality concerns related to their business 
models; 

(ii)  Reluctance of banks and other financial institutions to disclose operational and 
performance details on their agri-business portfolio, because of confidentiality 
concerns related to specific portfolio cases; 

(iii)Reluctance of analysts and authors to disclose details about results and impacts, 
because initiatives are in many cases new and results not well documented or robust 
enough to stand detailed scrutiny.2   

                                            
1 A recent detailed literature overview is contained elsewhere (Zander, 2015, Miller and Jones 2010 and other recent 
works of Miller and Da Silva). The Dutch contributions of the Royal Tropical Institute or KIT (2006, 2008, and in 
particular 2010) are also specially acknowledged.            
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Types of literature: There are basically three types of documents available on agricultural value 
chain financing. The first body of literature provides normative information and guidance. 
Facilitators and international donor agencies grapple with emerging approaches of supporting 
this segment and their specific positioning within the wider set of challenges to support value 
chains (VCs) and value chain finance (VCF). Usually, policy advice in these documents is the 
result of normative recommendations. Early examples are included in the bibliography (CIP, 
2006; FAO, 2007; GTZ, 2008; IIED 2008). Well known more recent examples include 
ACDI/VOCA, 2012.  

The second much smaller type of document sets out facts and figures of financing within and 
towards different value chains. These descriptive documents with detailed information on costs 
of credit and other loan contract components focus on effective interest rates for the producers 
involved, on transaction costs and on the costs and risks of funding alternatives (in a few cases).  

A third, even smaller group of documents, usually dating back 10 to 50 years, are 
anthropological and sociological studies and other field studies that use extensive participant 
observation methods within the villages and put the internal value chain financing mechanisms 
in rural economies in a wider rural development perspective. Impact issues are discussed in these 
publications, but usually left at the level of the village or local rural context. A few examples of 
these include Llewellyn-Southwold (1987), and for the West Africa region, Geis (1967).          

For this reason, in many cases relevant specific information has to be extracted from more 
general oriented sources and guides. These sources, although not specifically focusing on 
agricultural value chain financing, can contain useful pointers and information. 

          
V. Organization of case studies 

The case studies in the report present some new directions for products, processes and systems of 
agricultural value chain finance3. This goes beyond the perspective of banks looking at business 
opportunities to expand business opportunities through lending within agricultural value chains. 
With this broader focus, they complement recently generated new case examples that mainly 
focus on innovative banking procedures for agricultural value chain finance.  

A GIZ initiative in Uganda provides an example of a process innovation (chapter 3). An ICT 
platform enhances price transparency and facilitates the tracking of goods in transit for the 
ultimate benefit both of the offtaker and the primary producers.  

Product-driven approaches of interest are presented in chapters 4 and 5. For Islamic financing 
technologies, the emphasis is on the wide flexibility and scope for adaptation that some of these 
products offer within a value chain framework, mostly with financing from processors to 
producers, but sometimes also from the final offtaker directly to the primary producer. Chapter 5 
also outlines some innovative financial instruments developed by KfW to support mid-level 
chain actors as aggregators. 

Chapter 6 outlines one example of a systemic innovation that is required to facilitate agricultural 
VCF and increase the scope of production and processing of different chain layers.  
                                                                                                                                             
2 Against this background, the GIZ speaks of “tacit knowledge” and recommends one-to-one interviews with key 
business professionals directly involved as value chain actors as a way forward. 
3 Interesting cases from Indian, Mexican and Turkish financial institutions – to mention a few – applying VCF have 
been presented at the World Bank/IFC organized workshop on Agricultural Value Chain Financing in Istanbul, 
Turkey. See: www.agrifinfacility.org/financing-agriculture-forum-2015-presentations 
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3  T H E  C A S E  O F  I C T  S O L U T I O N S  T O  F A C I L I T A T E  
L O G I S T I C S  A N D  F I N A N C I N G  F O R  C O F F E E  I N  U G A N D A 4

  

I.  BACKGROUND AND INTRODUCTION 

Quickly accessing large volumes of working capital financing to pre-finance chain actors that 
purchase coffee beans from producers and their cooperatives for further processing (washing, 
grading, roasting) is typical of many types of agricultural value chain financing. While 
governments and other external facilitators try to inject this liquidity through revolving funds and 
matching grants, typical private sector solutions generate liquidity through internal value chain 
financing.      

       
II.  AVCF CHALLENGE 

During coffee harvest campaigns, access to sufficient and timely working capital for producer 
cooperatives and private coffee mills (“wet mills”) poses a major challenge. Large volumes of 
short-term credit facilities are required by the coffee bean processors to finance the purchase and 
quick payment to the small primary bean producers. These facilities need to be in place quickly, 
timely and closely tracked and monitored in the complex multi-layered value chains of coffee – 
the classical value chain cash crop. Internal chain actors at higher levels such as coffee exporters 
or large central purchasing companies view involvement sceptically. Often, their own access to 
quick and large volume working capital financing from commercial banks is limited, and they 
view loan advances to lower level cooperatives as risky in the absence of suitable guarantees or 
collateral.   

Coffee campaigns require large funding for a comparatively short time and flexibly at the right 
times for agents, traders, cooperatives and coffee washing stations to purchase the cherries and 
advance the liquidity that the small producers need to settle their own bills and debts after the 
harvest.          

 
III.  AVCF PROMISING PRACTICE 

GIZ and the software company SAP have joined forces through the develoPPP.de programme on 
behalf of the German Federal Ministry for Economic Cooperation and Development (BMZ) to 
initiate an ICT-based value chain financing solution: coffee growing farmers, buyers, processors 
and exporters in the coffee value chain have their need to procure their produce and pay in cash 
facilitated through a system that increases the transparency for chain actors as a prerequisite for 
injecting higher volumes of short-term liquidity into the chain. The key ICT solution developed 
to facilitate information on product and financial flows at different layers in the chain is a mobile 
phone application developed by SAP.  

SAP tested the Rural Sourcing Management Tool in various countries and with different crops. 
In Uganda, SAP together with the GIZ “Agricultural and Rural Finance Programme” used the 
existing supply chain management functionalities, adapted the system to the Ugandan coffee 
value chain and included aspects of financial service delivery; a mobile payment functionality 
was developed and is currently being tested. With this application, coffee bags are recorded on 

                                            
4 Lara Anna Chhatwal of GIZ Uganda supported the drafting of this chapter. 



 

7 

 

delivery, and all subsequent transactions such as cash advances, warehousing, hulling, selling to 
exporters and final payments are captured digitally and synchronized with a central database that 
can be queried 24x7 by the lead firm, in this case a Ugandan farmer organization with more than 
50 000 members.   

Farmers can receive text messages and SMS notifications on deliveries, weather updates as well 
as information on agricultural practices and prices. Traders at different levels of the chain use the 
system when buying, storing and arranging transport logistics. Current market prices can be sent 
to collection points, wet mills and cooperative storing facilities via smart phone at all times.  

In addition to traceability of the produce for quantities and grades at different points in the chain, 
the central server also generates aggregated seasonal and geographical analytics, yield and 
market reports.  

 
IV.   SCALING UP AND LIMITATIONS 

Current scale: In Uganda, after the initial field trial in July 2013, the demand for the tool was 
high and a full-scale application using 12 smartphones catering for more than 7 000 farmers was 
started in October 2013. 

A large number of primary producers are included in the scheme. The activities were scaled up 
to 13 000 farmers with the Uganda Coffee Farmers Alliance (UCFA) in 2014. One of the main 
benefits of the system as applied is that it facilitates access to working capital for wet mills by 
improving the value chain management, increasing the transparency and hence, reducing the risk 
of financial service providers. Increased price transparency also reduces information barriers for 
smallholder producers.  

Similar initiatives in East Africa:  With TechnoServe as a service provider, a similar, but less 
comprehensive system without financial service functionality has been in operation, starting first 
in Kenya. The system was then introduced in other East African countries such as Rwanda and 
Tanzania, and in Ethiopia as well. In Rwanda, the system was already developed in 2012 and is 
being scaled up to benefit 37 500 coffee producer families organized in 75 cooperatives (to be 
completed by 2016). In Rwanda, these cooperatives are spread over the entire country, enabling 
comprehensive geographical coverage already. In the four countries of Rwanda, Tanzania, 
Kenya and Ethiopia, the platform is run directly by TechnoServe 
(http://www.coffeetransparency.com). The website for these four countries informs that the total 
number of cooperatives covered by the system (mid-June 2015) amounts to 445 cooperatives and 
about 65 000 farmers. The SAP and TechnoServe initiatives together thus cover almost 80 000 
primary producers, indicating the scale and scope of these similar approaches as a tool to 
improve transparency and skills within the coffee value chains. 

How the small coffee producers view the system: As part of establishing the system, GIZ in 
Uganda emphasized from the beginning the importance of farmer training and sensitization. An 
initial intensive training session was followed by ongoing support on the ground and this ensured 
data quality and regular usage by users in the various bulking stations. Coffee producers may 
still sometimes sell outside the UCFA system, as they are in need of fast cash. By facilitating 
access to finance and by intensively training farmers on farm management, good agricultural 
practices and financial literacy, side-selling and pre-selling can be reduced in the GIZ 
programme in Uganda.  
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Field interviews with participating cooperatives in Rwanda in the four-country TechnoServe 
system indicated that some may not be interested in joining as increased transparency makes 
noncompliance with contracts and side-selling more difficult. Higher levels in the value chain 
can better control prices, qualities and commodity flows at different stages of the chain.  

Limitations:  Establishing the database and server set-up with handsets running the specialized 
app requires significant installation and start-up costs. It is not a system that would develop 
naturally and organically without external facilitation. Likewise, the costs of maintaining and 
operating the system means it is not likely that the costs of this could be covered by the fees 
generating while the system is being established. In the GIZ initiative in Uganda, however, all 
private sector partners such as UGACOF are large buyers (they are willing to pay for a 
commercial solution and can also cover the costs for smartphones. 

 
V. WAY FORWARD AND NEXT STEPS 

Further developing and expanding the GIZ-SAP system to other operators and value 
chains: Based on the success of the system with UCFA in Uganda, GIZ has started new projects 
with other partners:  

• A new co-funding project together with FSD Africa just started. The focus will be the 
development of a financially sustainable savings and loan product for smallholder farmers 
together with a partnering financial institution. The smartphone data on deliveries and 
payments of individual farmers will serve as a track record. 

• In cooperation with the Gulu Agricultural Development Company in Northern Uganda, 
for sesame, 10 mobile sets are in operation covering 5 350 farmers. 

• With Uganda’s biggest coffee exporter, Ugacof, 19 smartphones covering 14 000 farmers 
from October 2015 will be in place, after finalizing the pilot currently covering 4 000 
farmers.  

• Sucafina Burundi: With this internationally known green coffee supplier, it is planned to 
have two mobile sets covering 2 000 farmers in the near future. 
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4  T H E  C A S E  O F  I N N O V A T I V E  I S L A M I C  F I N A N C I N G  
P R O D U C T S  A N D  A G R I C U L T U R A L  V A L U E  C H A I N  
F I N A N C I N G  
 

 I. BACKGROUND AND INTRODUCTION  

Islamic finance (IF) has become an internationally recognized market niche in retail and 
development finance. Over the past decade, Islamic financing has emerged as a rapidly growing 
industry and – in quite a few countries – is stepping out of its previous position as a marginal 
market niche. IFAD (2012) estimates that there are more than 500 sharia compliant institutions 
in 75 countries. With a combined market share of US$1.3 trillion, this market segment is 
growing at about 15 percent a year.    

Islamic finance focuses on business practices that are compliant with Islamic law. Characteristics 
of Islamic finance include attributions of returns of an investment that are based on the financing 
of assets or services and not on the value of money as such. Rates of return are generally pre-
determined.  

Islamic finance for small-scale productive and agricultural investment also closely involves 
agribusinesses and aggregators. Islamic financial institutions provide recipients with working 
capital or investment funds usually through these intermediary value chain actors rather than 
disbursing cash directly.  

Islamic finance products require a complex and sometimes expensive compliance procedure with 
Islamic scholars needing to certify that the product in question conforms to the requirements of 
the Sharia. Also, since transactions are not simply cash based between a financial institution and 
the final user of the funds, operational procedures tend to quickly become complex. Costs rise 
due to the asset-based focus of the financing transactions and related equity investments 
(information asymmetry). These more complex and therefore more cost intensive operating 
procedures then make this type of financial transactions more amenable to financing of larger 
transaction volumes.  

 
 II. SPECIFIC CHALLENGES TO AFCV 

Common Islamic finance modalities in many cases converge with the characteristics of 
agricultural value chain financing (AVCF) transactions.  

In kind disbursement through aggregators: Other than conventional finance that disburses 
cash to borrowers, IF institutions cooperate with providers of assets to be financed. This way, 
end clients can purchase assets, paying for them in instalments. The vendor of the asset, in 
return, passes on the funds to the financial institution. This is easier to implement in urban 
settings where all chain actors operate in close veconity. AVCF has to overcome sometimes 
considerable distances between financial institutions, processors and producers in remoter 
agricultural settings. 

Profit and loss sharing: Many IF compliant transactions are legally equity participations in 
businesses rather than loans. Funders and clients agree to share profits and losses in a project 
based on a specified ratio, with either the investor providing all the funding or both parties 
contributing capital. Compliance of this is more difficult to monitor in remoter and dispersed 
agricultural regions.     
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Transparency of financial transaction: Contractual terms and conditions are clearly stipulated 
upfront between the financial institution and the company financed. Aspects of consumer 
protection thus figure prominently in IF, since producers at the bottom of the chain and 
processors operate the transaction based on clear and transparent terms and conditions.  

  
 III. PROMISING PRACTICE FOR AGRICULTURAL VALUE CHA IN FINANCING: 

THE EXAMPLE OF MURABAHA 

The following example presents a real case of a microfinance institution (MFI) serving 
agribusiness aggregators according to Islamic financing modes. The MFI offers two types of 
services, one of which is the so-called Murabaha product5 used to finance investments in assets 
or working capital of agricultural producers. [Alternative suggestion:  

In this financing mode, the MFI disburses funds through traders to aggregators that make them 
available to small producers on their request (aggregators can be agribusinesses, processors, agro 
dealers or storage operators procuring goods from the market). The MFI certified five different 
processors that guarantee the product quality against a fee and sell the agricultural goods to 
traders. The MFI fixes the prices with the traders, which it arranged the Murabaha contract with 
in the first place, and thus the traders repay the originally advanced funds to the MFI. There are 
no direct contractual relations between the processor and the financial institution, the repayment 
responsibility rests with traders, usually urban based larger concerns with their agents working 
directly with the different smaller processors..  

This process involves all three layers of the majority agricultural value chains in the concerned 
region: producers, processors and traders or exporters. The liquidity provided by the MFI enables 
traders and processors to increase the volume of produce purchases and of processed goods. 
When disbursing funds under the Murabaha contract, the MFI with its development financing 
objectives sets conditions that are different from the ones that can be found in the informal 
sector: processors have to employ a minimum number of rural women and meet other 
requirements to target priority clients in the markets (both end clients down in the chain and 
traders up in the chain). 

The value chain operates with very high, short-term advances for short periods of time. The 
trader and produce buyer from processors require these funds prior to the harvest and are able to 
repay in relatively short periods of three to six months.  

The 18 trader clients of the MFI make up its entire current portfolio. The fact that the MFI has no 
other current product and still operates profitably attests to the fact that money can be made and 
new market segments developed in these more advanced agricultural finance segments. Further 
expansion is limited only due to a lack of additional funds.  

 
IV. SCALING UP THE MODEL AND LIMITATIONS 

The Murabaha transaction requires the financial institution to have a sufficiently large funding 
base and be present in the market to transact with the contractual partners, i. e. the traders and 
other aggregators down the chain. On behalf of the financial institution, the five certified 

                                            
5 For other Islamic Financing products, a useful recent overview is contained in an annex in the French translation 
of Miller and Jones, 2010, published in 2013. 
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processors, one layer below in the value chain, directly control the chain agent in direct contact 
with the small producer. The end client has to supply her goods to one of the five processors. 
They pay the farmers receiving liquidity during the harvest from the traders. 

The Murabaha transaction requires the financial institution to have a sufficiently large funding 
base and be present in the market to transact with the contractual partners, i. e. the traders and 
other aggregators. On behalf of the financial institution, the five certified processors control the 
small producers. The farmers supply their goods to one of the five processors that make the 
payments using the liquidity from the traders at the time of the harvest. In the quoted example, 
funding was the principal constraint to scaling up and expansion, given good demand for the 
product and very few other financial institutions operating with these products at present. 

Another purely informal type of Murabaha transaction used by agricultural businesses on small 
rural bazaars in Sudan indicates this financial product's potential to scale and flexibility to 
respond to working capital needs of rural entrepreneurs. Owners of new agriculture businesses in 
remote locations, for instance, with the help of Murabaha contributions of friends and relatives. 
This way the initial inventory for a new retail store can exceed the amount of available short-
term working capital by three to five times. A shop is well stocked from the outset and the retail 
trader manages this without any loan. Instead, Murabaha is used by other traders from the same 
or tightly knit communities to invest party in the new stores' inventory. These arrangements 
tighten business relationships and create a joint insurance scheme among traders. With three to 
five traders investing in inventories through Murabaha, new agricultural businesses can be set up 
well capitalized and adequately stocked.  

 
V. WAY FORWARD AND NEXT STEPS   

The Murabaha transaction in the case study example is relatively complex. It requires both 
trustworthy processors and trader vendors. With its social and consumer protection standards in 
place, the concerned financial institution (bank or MFI) can set standards for employment 
conditions at processors, warehouse managers and traders, the extent of female employment, and 
timely payments to the final producer. Small farmers without strong bargaining power may 
otherwise have to wait for weeks to be paid after harvest and some may not receive their 
payments at all. Urban based traders with demand for processed goods provide liquidity to 
processors and their collection agents; and the MFI has an effective lever to ensure that contracts 
between farmers and processors are being honoured.   
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5  S P E C I A L  F U N D S  F O R  F I N A N C I N G  M I D - L E V E L  C H A I N  
A C T O R S  

 

I. BACKGROUND AND INTRODUCTION 

The German KfW Development Bank implements innovative financing arrangements by 
investing (i) public funds on behalf of the German Federal Ministry for Economic Cooperation 
and Development and other federal ministries as well as (ii) its own funds raised on international 
capital markets with a mandate from the German Government. Over the past decade, KfW’s 
financing instruments evolved from direct funding of single development partners and projects to 
the setting up of funds with different structures and investment goals. The so-called structured 
funds proved to be successful in mobilizing private capital for the developmental agenda. 
Structured funds have a layered risk-return structure, which enables them to attract investors 
with varying risk-return profiles and mobilize private investors that otherwise would not invest 
into the project. Scarce public funds provided by the German Government and other donors are 
usually pooled in the “junior tranche” or “first loss tranche” that serves as a cushion for investors 
in the mezzanine and senior tranches. The “mezzanine tranche”, in which usually KfW and other 
development finance institutions (DFIs) have a stake, would bear any losses above the losses 
assumed by the first loss tranche. Only if this were not sufficient, losses would then be incurred 
by the senior tranche, which consequently carries the lowest risk and is therefore also attractive 
to private risk-averse investors. Most of the funds have a Technical Assistance Facility funded 
with grants from donors invested in the fund, aimed at improving the capacities of the funds’ 
investees such as financial institutions and enterprises. Professional fund managers are assigned 
to manage the investments of the fund. KfW as a shareholder itself or on behalf of the German 
Government participates in strategic decision-making and monitors the activities of the fund 
manager through its representation in the supervisory board and investment committee. 

Structured funds are mainly used as an instrument in the area of financial system development. 
One of the most prominent examples is the European Fund for Southeast Europe (EFSE). 
However, over the past few years, more and more structured and non-structured funds have been 
established with the purpose of improving financial inclusion, mainly access to finance, for 
agricultural producers and other agriculture related businesses. The Africa Agriculture Trade 
and Investment Fund (AATIF) is one of these specialized structured funds aiming at 
promoting agriculture (see section II). Another example is the Fund for Agricultural Financing 
in Nigeria (FAFIN)  with a target volume of US$100 million. The funds of the first close (about 
€25 million were sourced from the Government of Nigeria, the Government of Germany via 
KfW Development Bank and the Nigeria Sovereign Investment Authority. FAFIN has been set 
up to provide tailored financing nationwide all over Nigeria to small and medium sized 
enterprises across the agricultural value chains and to intermediaries for on-lending to 
agricultural SMEs and smallholder farmers. The Regional MSME Investment Fund for Sub-
Saharan Africa (REGMIFA) should also be mentioned, even though the main focus of this 
fund is on funding microfinance institutions. These MFIs, in turn, use the additional resources to 
finance micro, small and medium enterprises (MSMEs), among others also rural and agricultural 
enterprises.  
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II. AVCF Challenge 

The rationale for establishing the Africa Agriculture Trade and Investment Fund6 was the 
development of an innovative financial instrument to increase agricultural productivity, 
production, and local value addition in Sub-Saharan economies by investing in efficient value 
chains and providing knowledge transfer. From the outset, special attention was given to support 
the inclusion of smallholders in agriculture value chains. AATIF thus used specific instruments 
such as contract farming and outgrower schemes as an entry point for placing additional capital 
into commercial agricultural value chains. AATIF also supports warehousing and construction of 
storage facilities, as well as processing capacity to broaden local value addition. AATIF thus 
aims at enhancing the capacity of local value addition as, above all, low-income countries remain 
mainly exporters of raw materials and lack any substantial local value addition.  

An overarching challenge addressed through AATIF is the need to act on global food security as 
the world’s population is projected to increase from seven billion to 8.3 billion by 2030, while 
growing middle classes in many countries are demanding higher quality foods.  

 
III. AVCF PROMISING PRACTICE 

With AATIF, German Financial Cooperation has put in place an innovative financing instrument 
for agricultural value chain finance. It can directly finance credit requirements and to a limited 
extent also equity needs of three types of recipients. (i) Financial institutions: participating 
financial institutions can receive debt financing out of AATIF resources that addresses the need 
for matching longer maturities in their loan books, i.e. up to 10 years. (ii) Intermediaries: this 
client segment includes agribusinesses that are involved in their value chains and mostly pre-
finance their suppliers/ producers and serve as aggregators in the value chains to reach 
smallholder farmers. (iii) Direct clients: the fund can invest directly in cooperatives, outgrower 
schemes, commercial farms, and processing companies along the entire value chain. Debt 
investments may have a maturity of up to 12 years, and equity investments can be tailored to the 
specific needs of the project.   

The fund was initiated by KfW and is managed by Deutsche Bank AG. It started disbursements 
in 2011. Due to the structuring of the equity into different tranches, losses would first be borne 
by the funds invested by BMZ and other donors because the development-oriented financing 
partners have their funds in the junior tranche.  

AATIF requires detailed impact reporting from its partner institutions, including impact of the 
financing on production levels and productivity of the financed project, as well as its 
employment and income contribution. 

 
IV. PROJECTS FINANCED, GOVERNANCE AND SCALING UP PO TENTIAL 

As of the end of March 2015, the fund had financed eight investments with a total volume of 
US$110.3 million, of which US$65 million is for financial institutions, US$24.3 million for 
intermediaries and US$21 million for direct investments.   

AATIF has managed to make significant investments involving intermediaries and direct 

                                            
6 www.aatif.lu 
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investees, with difficulties in obtaining medium- and long-term debt financing from the banking 
sector. Notable examples of innovative and alternative financing projects include the financing 
of an intermediary in Ghana, an input supplier and produce buyer for maize cocoa and cotton. 
The intermediary reaches up to 45 000 smallholder farmers for input supply and produce 
purchase during harvest campaigns. Even more notable as “finance at the frontier” are the 
financing of direct clients in countries ranging from Zambia to the Republic of South Africa, 
Ghana and Sierra Leone.  

The different types of shareholders have votes at the shareholder assembly. These shareholders – 
mainly in the first loss and mezzanine tranche – have the right to nominate qualified persons to 
the Board of Directors, which has the exclusive power to administer and manage the fund. 
Investment decisions are delegated by the Board to an investment committee, which includes 
KfW and other financial and technical specialists. Deutsche Bank AG acts as the investment 
manager and is appointed by the Board for the management of the Fund on behalf of the Board. 
Duties of the investment manager include, among others, the identification, evaluation, 
negotiation and structuring of investment opportunities consistent with the guidelines of AATIF. 

Various other funds are in business with the specific mandate to support agricultural value chain 
related financing. These funds include Incofin, Root Capital, responsAbility Fair Trade Fund and 
some Triodos funds7. Lessons learned from these funds, including some that already have a long 
life, include (i) the need to keep defaults low to reach a positive bottom line, which is 
challenging because of the often too fragile and transitory nature of end clients financed, and (ii) 
the challenge to cover costs through operating income, resulting in many cases in funds running 
at an operational loss or – alternatively – running with interest rates and operating charges that 
make financing out of these sources quite expensive for local partner organizations.    

 

                                            
7 A comprehensive listing of the different larger internationally operating agricultural investment funds is contained 
in a forthcoming FAO publication on Agricultural Investment Funds.  
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6  T H E  C A S E  O F  F O O D  S T A N D A R D S  A S  A  C H A L L E N G E  I N  
A G R I C U L T U R A L  V A L U E  C H A I N  F I N A N C I N G  
 

I. BACKGROUND AND INTRODUCTION 
Predictable and direct access to viable markets (local, regional, global) for the end product in 
agricultural value chains is the critical variable for market integration. However, food hygiene 
and quality standards and requirements for international markets have become increasingly more 
complex. In the real world of multi-layered agricultural value chains and their financing, these 
increasingly strict rules and regulations prevent more and more of the emerging chains of 
agricultural producers and processors from developing countries from accessing international 
markets. Negative effects on primary producers are imminent, even when the financial sector is 
in a position to offer the highly specialized services required by different actors in these export-
oriented chains.  

In addition to customs-related barriers, these trade restrictions have their origin in a continuous 
tightening of standards at the large consumer markets that is not matched by the requisite 
infrastructure of facilities and services for testing and certification in countries in Africa and 
parts of Asia. As a consequence, primary producers not adequately integrated into international 
markets are left out of development, even though innovative financing is ready to be deployed 
for additional working capital and investments. Important to note are constraints in market 
environments other than those generally discussed in agricultural value chain financing, i.e. in 
terms of price transparency and security of contract for all parties to a transaction.  

 

II. SPECIFIC AVCF CHALLENGE   

The increasing enactment of standards emphasizing food quality and safety poses new 
challenges and risks, leaving behind smaller players with significant potential who are excluded 
from internationally focused supply chains. Standards and contracts that are becoming 
increasingly more central to the product specifications required by modern agri-food companies 
are difficult for smallholders to comply with. Small-scale agro-processors are increasingly 
unable to compete with large-scale manufacturers, whereas traders in local markets may be 
squeezed out by specialized procurement practices and the requirement for certified/traceable 
products. For countries to respond to these challenges, enabling policies, institutions and services 
must be put in place. Specific industries might be supported, and integrated information and 
analysis for value-chain stakeholders provided.  

This illustrative example from a large exporter of almonds in central Asia intends to show that 
even when innovative and specifically adapted financing mechanisms are in place, the 
effectiveness of these services is still significantly influenced by the wider market environment. 
If access to international markets is constrained, then produce ready to be traded will not be 
absorbed and the potential for much needed rural transformation will not be realized. 

The specific case concerns a large sesame trader and processor in central Afghanistan. The 
company has operated for the past two decades with six permanent and up to 100 seasonal staff, 
mostly women. The trading company not only markets sesame, but is also a large raisin 
processor and also trades different types of fresh fruit. The company has an annual turnover of 
about US$5 million, acts as the lead exporter for sesame and almonds, and is in the process of 
establishing a drying facility for raisins.  

The company has introduced an innovative, agent-based scheme for collecting produce during 
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the harvest period. To this end, freelancing commission agents from local communities are 
engaged and provided with cash advances to procure produce at the farm gate. Different from 
other schemes, the system operates mainly with spot purchases. This makes it possible for the 
small producers to select those buyers with the best price offers at harvest time. The company 
takes care of logistics so participating agents are not limited in terms of storage facilities and 
cash available to buy the harvest. The financing is internal chain with cash advances paid by the 
company out of its own liquid positions and without the need for outside loan funds or equity.  

 
III. AVCF PROMISING PRACTICE   

This value chain frequently operates with very high short-term advances for short periods of 
time. The lead firm owner in the example puts between US$1 million to US$1.5 million on the 
table for up to 20 agents prior to harvest seasons and recovers these funds within three to four 
with maximum outstanding cash positions of no more than one week.  

The exporter in the case example could triple his trading volumes with better and more complete 
testing and laboratory facilities in the country. European Union rules do not permit imports of 
commodities above certain health and hygienic standards that are set very low. Tests for these 
are not available domestically, so for the ubiquitous aflatoxin fungus, for example, samples need 
to be dispatched by plane from Kabul to Istanbul. The testing procedure takes no less than 10 
days and delays shipment for a week compared to the time it would take to test the probes 
domestically. 
 

IV.  SCALING UP THE MODEL AND LIMITATIONS 

In this case, an internal financial value chain infrastructure to match commodity flows at 
different links of the chain is in place, but is being used far below capacity. Regional and 
international markets for non-conventional fruits such as sesame and raisins are booming, and 
the agent system with freelance buyers working on a commission basis can be flexibly expanded 
as needs arise. Financing entirely out of liquid positions of the trading company is likewise 
expandable. Non-bank financial institutions such as the Agricultural Development Fund, or some 
of the Afghan MFIs, stand ready to finance the liquidity, since the company has a high financial 
net worth and productive assets not pledged for loans. In this case, the missing laboratory and 
testing facilities constrain the expansion and development of the entire chain. As each container 
shipment cannot be subjected to testing in distant laboratories in other countries, each export 
consignment constitutes a risk. Having shipments rejected by EU national points of entry 
because the consignments do not meet EU standards has already happened. It is possible in 
principle to find buyers outside the EU with lower standards that would still find aflatoxin and 
other critical variable levels acceptable, but these markets are more limited and have a much 
lower absorption capacity for fresh and processed fruits.  
    

V. WAY FORWARD AND NEXT STEPS   

For food and hygienic standards, and also for systems of organic certification, there are no 
facilities in place at present in Afghanistan. Efforts to support small producers at different levels 
are intense but constraints along the entire chain are not taken into consideration. Domestic 
policymakers, farmer and representatives of the small and fledgling export sector are united in 
their concern about these deficits. The value chain perspective helps to identify constraints and 
areas for action that an analysis of the primary sector only would not have readily produced.  
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7  C O M M O N  A S P E C T S  A N D  S U C C E S S  F A C T O R S  
 

This first of two final chapters highlights some emerging common aspects of the promising 
practices and case examples. These aspects are derived from both the case examples and a short 
review of available literature.  

The commonality of success factors is considered for three different dimensions, as seen from 
the perspective of the small rural producer who is of immediate concern to GIZ and its 
development mandate: supply side dimensions, demand side dimensions, and dimensions of the 
overall macro and market environment. 

 
I.  Supply side considerations: The producer perspective 

Smaller farmers and producers, above all when organized in producer associations or other 
cooperative groupings, can make important contributions to market supply and thus improve 
overall global food security. However, for innovative financial mechanisms in agricultural value 
chain financing to kick in, these are a few of the success factors that should be in place: 

Financial status: Parties contracted or involved in the value chain finance transactions, as 
individuals or organized in groups, require resources that allow larger volumes of transactions 
during harvest campaigns. Producers that are already overindebted before harvests are, however, 
not well served by taking on additional loans or supply obligations in contract farming. 

Business scope: The primary focus of transactions at the different levels of the chain has to be 
market oriented. 

Interest in being part of the financial mainstream: Towards this end, small and marginal 
producers have to be properly integrated into local rural financial markets. Usually, this is 
accomplished through informal intermediaries, but with increasing rural financial market 
development, attention shifts towards integrating low income agricultural producers in the 
formal financial mainstream. This aspect has recently received much attention8 from earlier 
sources (see Zander, 1997). 

Marketable surpluses: For innovations in agricultural value chain financing to take effect, there 
must be potential production capacity among small producers that is not sufficiently tapped or 
less productively channelled in other directions. 

Reliability of supply over time: A final point concerns the predictability and reliability of 
produce of smallholder farmers. Financing of agricultural value chain transactions requires this 
predictability, while in practice an observation from a Caribbean Agribusiness and Export 
Company CEO could be valid for many other emerging economies worldwide:  

“We never have a problem getting the first container off the port. The challenge is to get 
the second one filled in the same quality and on time as required by the international 
markets.” 

 

 

                                            
8 See for example in India where access to essential banking services, so called core banking services, are 
considered an essential right of each rural household. 
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II.  Demand side considerations: The aggregator perspective 

Pro-active lead firms and market players: Models for access to markets have to be pushed by 
produce buyers, storage operators and processors higher in the chains. These could range from 
simple contract farming (“outgrower”) systems to more complex lead firm arrangements of 
vertical integration in the chains and developing new and fringe markets such as pharmaceutical, 
organic and fair-trade goods. Financial innovations in agricultural value chain financing often 
derive simply from formalizing already existing or smaller scale informal relationships9.  

Security of contract: Contract farming as the most often used chain governance mechanism 
depends on how realistically both contract parties assess the enforcement of clauses and 
conditions of these contracts.  

Transparency of obligations: This refers to the terms and conditions of the financial contract, 
oral or written. For produce purchase of agricultural goods, price transparency and easy access to 
this information for smaller market participants as well is key. Availability of this information 
alone can significantly increase trading volumes.  
 

III.  Overall macro and market environment: The sector perspective 

Value chain drivers and promoters: A comprehensive value chain perspective requires market 
players and external facilitators that are familiar with this concept and know how to apply it. The 
final chapter will outline proposed roles and responsibilities for different stakeholders. However, 
it should be noted that when value chain perspectives and related financing arrangements are 
more common, such as in central and Latin America, and also commodity specific such as for 
coffee, tea and some fresh fruits and vegetables, chain promotion happens more naturally, and 
interventions are more successful.  

Promotion of industry competitiveness: Miller and Jones (2010) point out the importance of 
member-led industry associations that can, together, enforce market assessments, promotional 
tools, branding, product life cycle and product differentiation techniques. The case of the ICT 
platform, and the value chains depending on transparency and enforceability of health and safety 
minimum food standards, exemplify the importance of these aspects. 

Value chain governance and control: Understanding value chain governance implies 
understanding who controls power relationships within the chain. Governance issues are of 
increasing importance in the agri-food system, given the greater emphasis on product 
differentiation, food safety, and product standards required in a competitive market environment 
(ADB, 2012, p.4). The recent comprehensive evaluation of the Asian Development Bank 
concludes that, given a conducive sector environment, the poor can benefit from agribusiness. 
They can benefit by directly engaging in the market through the sale of surplus agricultural 
products. They can also profit from additional employment and other off-farm income generating 
opportunities. The ability to use these opportunities is mainly dependent on the resources 
available to them, the opportunities granted them, and their skills for responding to market 
signals. 

  

 

                                            
9 This aspect is discussed in more detail in Zander (2015) 
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8  W A Y  F O R W A R D  A N D  R O L E S  F O R  D I F F E R E N T  T Y P E S  O F  
F A C I L I T A T O R S   
 

This final chapter outlines some areas for increased engagement of donors and other private and 
public sector programme partners. The chapter tries to capture the way forward for the most 
important development partners, based on the emerging experience of the German Development 
Cooperation, i.e. central banks and regulatory authorities, agribusiness stakeholders and other 
agricultural sectors, financial institutions and other financial sector players, investors and 
funders, and, also important, the primary producers and their associations. 

Central banks and regulatory authorities: The extent, to which these authorities capture the 
scope and depth of value chain financing transactions, above all from the informal and semi-
formal segment, differs greatly. Even though at present there are no notable indications of 
systemic risks associated with different forms of agricultural value chain financing (see Zander, 
2015), the macroeconomic management of these transactions depends on the availability of data 
to monitor and supervise.   

Financial institutions: There are numerous challenges for the banking and non-bank financial 
sector. These are discussed in detail in Zander (2015). They mainly concern much improved 
knowledge among financial institutions about key technical parameters and standards of key 
agricultural value chains and the different levels in the chain. For financial institutions, the 
prospect of improved recovery performance of interlinked AVCF lending transactions figures 
prominently10. There are also challenges outside the financial core business of banks. 
Communication and exchange of information between two structurally different commercial 
operators in these transactions need to be improved: agribusinesses and financial institutions. 
GIZ and FAO point out that the big challenge of promoting value chain finance in agriculture is 
about bringing these two worlds together: the world of financial institutions, with audited 
accounts and financial models, and the world of agri-processors with quick reactions to fast-
changing market opportunities and their ties with other chain actors that have grown over the 
years and are robust and time tested. Whenever an externally facilitated AVCF initiative can 
bridge or reduce the barriers between financial institutions and agro-entrepreneurs, the results 
and impact will likely be considerable. Public and development agencies often have a role to 
broker this dialogue and create trust and dialogue.    

Investors and funders: Miller and FAO advise that a shift of focus may be required to more 
radically reach and make an impact on the lives of smaller and more scattered smallholder 
producers. More work is therefore required on the external facilitation of looser value chains, 
while leaving the more structured chains to work their processes out themselves. These experts 
contend that in order to reach the more excluded ones and thus have a bigger impact on rural 
transformation, the less structured looser value chains (the big staple foods) need to receive more 
attention as they often affect more households and could have more development impact. Often, 
these loose value chains are for staple crops, and sometimes in countries where consumer prices 
for the mostly urban clients are kept low for political reasons. In these cases, more policy 
dialogue is required to clear price distortions first and thus make these value chains attractive to 
producers and processors again. Countries that have figured this challenge out, such as China 

                                            
10 See von Pischke et al. (1998) for reasons for gradually declining recovery performance in standard and not 
interlinked agricultural lending promoted through external funding agencies. 
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after the economic opening of the countryside from the mid-1980s onwards, have significantly 
reduced poverty and created wealth in the countryside. Structured value chains such as dairy are 
in many cases in a position to find their own solutions without outside facilitation. 

 
Within development agencies, agricultural value chain financing has been receiving increased 
attention recently. FAO has been an early leader in the knowledge management and focal point 
for agricultural value chain financing. GIZ, different Dutch development partners, the 
International Fund for Agricultural Development (IFAD), and the World Bank have also been 
active.  

Within the World Bank, the Agrifin facility11 is the knowledge management and focal point for 
agricultural value chain financing. In 2015, the Agrifin Forum focused on AVCF with an 
emphasis on successful bank-driven models of financing agricultural value chains. Three 
relevant presentations from India (HDFC Bank), Turkey (Yapi Kredit Bank) and Uganda 
(Centenary Bank) are included in the bibliography (Andrade, 2015; Ciftci, 2015; Kasi, 2015). 

The knowledge management and peer to peer learning function that is facilitated through the 
Agrifin platform can contribute usefully to cross-country learning. As long as leading bankers 
and other practitioners remain engaged in Agrifin, this facility can continue to play a useful role 
in distilling emerging experience and letting bankers share their promising practices in AVCF, 

FAO conducts (i) major conferences12 and (ii) manages the Rural Finance and Investment 
Learning Centre13 as a joint initiative of GIZ, IFAD, United Nations Capital Development Fund 
(UNCDF), the World Bank and FAO. This is another notable resource hub on the topic and 
widely used and quoted.  

Primary producers and their associations: Much remains to be done to ensure better 
coordination and cooperation between farmers and financial institutions to ensure the financing 
of adequate supplies and to improve quantity, quality and safety of products at all layers in the 
different value chains. As in all other forms of agricultural finance, the ultimate durability and 
success of agricultural value chain financing systems will depend on the costs and risks of these 
systems and their proper management. Recent research and academic work is increasingly 
focusing on this aspect of costs within value chains and their management, comparable cost 
efficiencies, as well as margins for different value chain players in the chain.  

 

  

 

                                            
11 See: https://www.agrifinfacility.org/  
12 In 2014 FAO, Technical Centre for Agricultural and Rural Co-operation (CTA) and African Rural and 
Agricultural Credit Association (AFRACA) held a major global conference on the topic. See: http://www.fin4ag.org  
13 See: http://www.ruralfinanceandinvestment.org/  
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