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The gapbetween demand for and supply of
financing for smallholder farmers in the

developing world is estimated atover $400

billion. Agricultural technical assistanceyhen

provided effectively,can address many of the
constraints to the expansionof smallholder

financing.

FHnancial services and advisory support
programs can help banks and financial
institutions (on the supply side)overcome
constraints of product design and distribution
for smallholder farmers Technical assistance
can prepare farmergon the demand sidejor
financing through value chain development
programs or government extensioprograms
Public sector institutional strengthening
programs can address anstraints in the
enabling environment by increasing
effectiveness of government institutions or
supporting credit bureaus or land title reform.

Combined with financial tols from donorg
such as credit guarantees insurance, or
concessionary lending to local credit
providerst agricultural technical assistance
plays an important rolein mitigating riskand
boosting confidencefor financial institutions
involved in smallholder financing.However,
97% oftechnical assistancéunding currently
goesto programs thataddress demand side
constraints while relatively little funding
supports financial institutions to develop and
deploy viable productsthat will increasethe
overall supplyof smallholder financing.

To expand financing for smallholder farmers,
we believe three keyactivities need to happen
in the agricultural technical assistance market:

i) Donors should direct more fundingo
supply side technical assistancethat
supports  fnancial institutions to
develop and deploy viable products for
smallholders.

i) Financial institutions and providers of
financial advisory échnical assistance
should establish consortiumgpossibly
supported by donors) that share
evidence and lessons learnedacross
institutional  boundaries to learn
approachesand establish best practices
for smallholder financing.

lif) Technical assistance providers and
donors should coordinateacross the
supply side and demand side® share
perspectives andleploy financial tools
and technical assistance that
simultaneously addresses multiple
constraints across specific crop and
country markets including enabling
environment constraints They should
also coordinate these pproaches with
downstream value chainbuyers and
agro-businesses.

---------------------------------------------------

ABOUT THIS BRIEFING

ThislInitiative for Smallholder Financbriefing is theeighthin a series
about catalyzing smallholder financk discusses agriculturggchnical
assistance in the developing world arnt linkages tofinancing
constraintsfor smallholder farmers

This briefing builds on information presentad previous briefing titled,

Technical Assistance for Smallholder Farmers: An Anatomy of the
Market.

---------------------------------------------------


http://www.globaldevincubator.org/initiative-incubator/current-initiatives/initiative-for-smallholder-finance/
http://www.globaldevincubator.org/wp-content/uploads/2014/11/Technical-Assistance-for-Smallholder-Farmers-An-Anatomy-of-the-Market.pdf
http://www.globaldevincubator.org/wp-content/uploads/2014/11/Technical-Assistance-for-Smallholder-Farmers-An-Anatomy-of-the-Market.pdf
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Agricultural technical assistanc&hen limited collateralmake it difficult for smallholders
ided > | dd to service typical bak loans Furthemore, limited

proviaed appropriately, can address penetration of producer organizations or

many of the constraints to the integration into structured value chains makes it

difficult for financial institutionsto reach farmers
through standard bank distribution channels.
Finally, it is challenging forbanks to assess
smallholder farmedi €editworthiness due to low
financial literacyand financial management skills
among farmers

expansion of smallholder financing.

The total amount of debt financingthat local banks
supply to smallholder farmers in the developing world
meets less than 3% of total deman#8As discussed in a
previous briefing note onlocal bank financing for
smallholder farmers a series of constrainthinder the
exparsion ofaccess to finance for smallholder farmers
Although they vary by market,common constraints
include

Enabling environmentonstraints.Land titles are

often not available for collateralization ana lack

of credit bureaus makes it difficufor banksto

assess smallholdd I NY SNBRQ ONBRA (62 NI

Supply sideconstraints(for financial institutions)
Creating a smallholder financing program requires
large upfront investments in staff skills, technology,
and backoffice processes Banks needspecific
agricultural expertise to assess smallholder loans
and design appropriate products

Technical assistance can resolve a range tbese
constraintsto smallholder financingon both the supply
and demand sides, as well as those created bthe
regulatory environment.In our previous briefing notave
introduced a range of different types of technical
assistance programs in the market. Each of these
programs mapto a different set of constraints (see Figure

Demand side constraints (for smallholder R B R O S amaand

farmers) Low margins,variable cash flow and

o 3 e K Types of programs

Products are not available and accessible Financial services
(Fimanciers need the expertise to comnect with farmers to advisory and support
design and roll out projects) programs
Borrowers are not accessible : : Government extension
—  (Farmers need @ way to connect with financiers | I HBEE
through networks) | I
I I Value chain development
Smallholder . | I programs
farmer Farms don't have required records/mgmt. I I
ﬁnancing s — (Emaltholders nEﬂd:trmvgerﬁ.rmnai and | 1 Pre-competitive
constrained management practices) | 1 platforms
because... ! !
Farms don’t have the right economics ! Address ! o
1 Certification programs
L (Smallholder forms need stronger revenues ond : demand |
reduced costs of operatian) I I
I I Corporate sustainability
There is a lack of collateral ! ! Pren
1 |
Constraint type \— (Smallholder farms need access to land titles and saft I 1 | Agribusiness investment
P collateral) | | R i
[ swey | SIIIIII: .
Demand There is no enabling infrastructure 1 I Public sector
Environment — (Reguiation, policy and market infrastructure needs Address 1 institutional
to enable and support lending) | environment | strengthening programs

Source: Dalberg analysiz


http://www.globaldevincubator.org/smallholderfinance/Initiative_for_Smallholder_Finance_Briefing_1.pdf
http://www.globaldevincubator.org/smallholderfinance/Initiative_for_Smallholder_Finance_Briefing_1.pdf
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rolling out productghat financiersprovide to farmers can
be addressed through financial services advisory and
support programs. Demand side constraints can be
tackled through government extension programs, as well
as a variety offorms of corporatesponsored or non
governmental technical assistance that support
smallholders. Public sector institutional strengthening
programs can address ogstraints in the enabling
environment by increasing effectiveness of government
institutions or supporting credit bureaus or land title
reform.

A comparison oftechnical assistance funding deployed
towards addressing supply side constraints versus
demand side constraints reveals a strong skew towards
the demand sideThe Initiativefor Smallholder Finan€2a
analysis of the agricultural technical assistance market
identified a handful of supply side technical assistance
providers and a market for services worth an estimated
$25-35 million? Thisfigureis only3% of the $1.1 billiomi
donor funded agricultural technical assistance that
primarily goes to demand side support (see Figuren@)

to mention the $5 to $9 billion from government
extension programs

To be clear, both agronomic farming skillsand
financial/business manageme skills fall undedemand
side supportStill, $25 to $30 million isupply side

State of smallholder financing

$450 billion

$10-20 billion
| e !
Supply Gap Demand from
from banks smallholders

technical assistance is a small amount to be spread across
the 290 banks globally that currently offer products for
smallholder farmers antarelyscratch the surface of the
global demand for financing.

To put thissupply side figurén perspectiveconsider that

a commercial bank may spend tens of millions of dollars
setting up and furnishing a single retail branch. The cost of
one retail branch is nearly equivalent togttiotal funding

for supply side agricultural technical assistance in all
developing countries. Thidisparity suggests asevere
underinvestment in the allocation oflonor funding to
supply side support for smallholder financing.

Furthermore,the level of competition among supply side
technical assistance providers is lowgnly about 20
providers offer supply side support compared with
hundreds of providers that offerdemand side support
These supply side providers incluBeto 10 specialized
providers (e.g., Horus Development Finance, Grameen
Credit Agricole, ShoreBank Internationady Making
Cents) typically contracted directly by financial
institutions or by donoffunded agricultural development
programs that have smallholder financing qooments.
An additional 4 to 5 generalist providers (e.g.,
TechnoServe, ACDI/VOCAyr Fintrac) incorporate
financial service advisory into larger value chain
development programghey deliverfor donors. Finally, 4

Agricultural technical assistance funding in relation

to resolving smallholder financing constraints

Addressing supply side constraints

for financial institutions .
~$25-35 million

Addressing demand
constraints for
smallholders

97% ~§1 hillion

Despite the extreme lack of smallholder financing supply, the vast majority of technical assistance goes

toward addressing the quality of demand

Mote: The chart compares funding addressing supply and demand, and does not include the funding for institutional programs that address the enabling

environment; it also excludes government extension

Source: Dalberg, ‘Catalyzing Smallholder Agricultural Finance’ (2012); Dalberg smallholder financing bank database; Initiative for Smallholder Finance, ‘Technical
Assistance for Smallholder Farmers: An Anatomy of the Market’ (2014); Dalberg analysis
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to 5 corporate finance consulting firms.¢e, Deloitte,
Pricewaterhouse Coopers, and Ernst & Young) offer
services to commercial banks looking to move dewn
market.

As a result of difficult market entry and scarcity of
funding on the supply sideoften it is a push from donor
advocacy organizatins or governments rather than a
request from financial institutions, that getsmany
providers involved External experts withoth agriculture
and banking expertise are hard to find and typically
expensive even practitioners at leading bankswith
smallholder financing programs are still figuring out how
to do smallholder financing welUntil there is a clearer
path for financial institutions to get involved in
smallholder financingdonors will need to fundechnical
assistance providersSupply side technical assistance
providers and financial institutiong€an expedite the
expansion of best practices in smallholder financing
however, by improving their coordination and by sharing
lessonswith each othemore frequently(see Box 1).

An optimal approach to unlocking smallholder financing
will combine financial tools such as credit guarantees
insurance and concesionary lending to local credit
suppliers with technical assistance that simultaneously
addres®sconstraints on the demand side and trspply
side in a given market(see case studies)Preparing
smallholders for fundingis uséess if no finandal
institutions offa appropriate lending productsSimilarly,
there is no usén pouring time and resources into product
design when farmers do not havadequate financial
management skills or viable access points to financial
institutions. On thefinancial institution side, garantees

CASE STUDFCUITY BANK IN KENYA

Equity Bank in Kenya provides loans to farmers with little o
collaterali KNR dz3 K G KS GYAEtAY2 . Al
serve2.5 million farmersTo reduce riskhe Alliance for a Gree
Revolution in Africa(AGRA)and the International Fund for
Agricultural Developmen{IFAD)provided an incentive in the
form of a 1@6first loss guarantee to Equity Bank. Meanwhi
the government extension program provides financigdracy
and farm management training to farmerghe integration of
farmers into supply chains, includingaan agreement with the
World Food Programalso helps reduce risk

{ 2dzNOSY
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BOX 1:
AGRIFIN, AGRCULTURAEINANCEUPPORT FACILIT

AgriFin is an initiativehiat aims b strengthen the ability o
financial instutions to deliver agriculturalfinance for
farmers and agrenterprises in developing countrieShe
Bill and Melinda Gates Fouation supports AgriFin, whil
the World Bank manages. ifThe initiative isfacilitating
knowledgesharingand networking among practitioners ¥

organizing a range of events for peerpeer learning
facilitating production and dissemination of knowled
products and tools and creating a global webased
platform to connect agricultural finance practitioners.
date, over 500 institutions primarily in developing countr
have exchanged experiences on agricultural finan
through theAgriFinnetwork.

Source:AgriFin

insuranceor concessional leing alone will not address
the limited agricultural knowledge dfankers nor will an
agriculture lending mandate from the local government
In fact, providing an incentive for a finaatinstitution to
increase exposure to smallholder farmers without helping
the institution design appropriate agricultural products
and credit assessment mechanisms can encourage
irresponsible lending in the agricultural sectand may
ultimately lead to overextended &rmers and higher
default rates.

Approaches tosmallholder financing will be een more
effective if downstream buyers and agroebusinesses
participate. Incorporating a full value chain perspective
and working with downstream actors has several benefits:
i) it provides clarity on volumes and pricing the end
market smallholders are selling into, iijinancial

CASE STUDZANACO BANK BAMBIA

Zanaco, one of the leading banks in Zambia, launched a pro
in 2009 to provide financing and technical assistance

emergent farm businesses. IFC and Rabo Developfuoaded

the supply sidetechnical assistance to Zanaco, includi
agricultural credit skills and farm performance monitori
training for bank staff. Exterhapecialists support individug
farmers with loan applications and business plans. Agricult
input suppliers and entbuyers are also involved, including t
Omnia fertilizer company, Parmalat, Afgri, and Zamace

local commodity exchange). The conmially driven nature of
the partnershigfacilitatesinvolvement and coordinatioamong

all actors.

{2dz2NDOSY LC/ X
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https://www.agrifinfacility.org/
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institutions can use buyer relationshipend value chain
transparency to better assess and manage, Bsidiii) in
some casesgownstream actors mape willing tooffer,
support, or even subsidizechnical assistance féarmers
as a strategiactionto strengthensourcing relationships.

To improve the efficacy oftechnical assistance that
promotes smallholder financingwe believe that three
keyactivitiesneed to happen in the agricultural technical
assistance market:

i) Donors should direct more funding to supply
side technical assistancthat supports financial
institutions to develop and deploy viable
products for sméholders.

i) Financial institutions and providers of financial
advisory technical assistance should establish
consortiums(possibly supported by donor#)at
share evidence and knowledge across
institutional boundaries to learn approaches and
establish bespractices for smallholder financing.

iif) Technical assistance providers and donors
should coordinate across the supply side and
demand sideto share perspectives andeploy

financial tools and technical assistance that

simultaneously addresses multipleonstraints
across specific crop and country markets
including enabling environment constraints
They should also coordinate thes@pmoaches
with downstream value chain buyers and agro
businesses.

Technical assistangéeployed effectively in coordinain
with other financial tools, plays an important and
complementary role in unlocking financing for
smallholder farmers

---------------------------------------------------

NOTES

1{ § $ocat Bank Financirfgpr SmallholdeFarmers:A $9 Billion
Drop in The Oceal ¢ 0 @nitiafivk $or Smallholder Finance,
October 2013

2¢KS

Smallholder Farmers: An Anatomy of the Madké&t H n mn

SLOPE AND METHODOLOGY OF
THIS STUDY

The findings in this briefing note form part of a broader effort by
the Initiative for Smallholder Finance anBalberg to understand

the agricultural technical assistance landscape and its impact on
smallholder financing. First, this researt placed technical
assistance in the agricultural development landscape by determining
how much is spent on technical assistance programming within the
context of overall agricultural development spendiagd how
funding of technical assistance is evolvilige team did so through

a predominantly topdown analysis of spending trends with some
literature and portfolio analysis including: i) a literature review of
past research on technical assistance, ii) review of previous studies
and World Bank global datan government agricultural and
technical assistance spend, iii) analysis of bilateral and multilateral
spending based on program data in creditor reporting system
databases, iv) a portfolio review of thBill and MelindaGates
Foundatio®2 agricultural patfolio, and v) interviews with four
donors and other industry experts to identify funding trends.

Second, this research effort sought to understand how agricultural
technical assistance is designed and delivered across the world,
including how providerslifferentiate themselves and how technical
assistance programs are fundedo do so, the team usec
predominantly bottomup review of programs and providers with
some topdown sizing and country context analysis that included i)
development of a databasef key funders, providersand other
relevant organizations, ii) detailed organizational profiling of over 50
providers and funders, iii) desk review of about 50 technical
assistance programs across program types, iv) interviews with 21
providers and otherexperts, and v) desk research into country
contexts and country case studies.

Finally this researctsought to identify how technical assistance can
better enable smallholder financinghe team conducted marrow,
deep-dive review of provider approaches and perceptitmslo this
including i) analysis of technical assistance links to drivers of
smallholder financing, ii) desk review cf/6rovider programs and
M&E systems and measurement tools, and aigeted interviews
with five providers to explore approaches to efficacy.

---------------------------------------------------
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Dalberg works with corporations, foundations, NGOs, and
governments to desigpolicies, programs, and partnerships to serve
needs and capturepportunities in frontier and emerging markets.
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