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Foreword

DearFellow Nutcrackers

Last year, theCracking the Nutconferenceemphasized the increasing risks and challenges associated

with the rapidly growing world population, food insecurity and global warming. Together participants

wor ked on ObstaglesctaRmir @ ¢ and Agr i Ghelremainirgltough inutsanc e . 0
pointed to the need for loegterm finance andnvestment capital to support rural and agricultural
developmentCracking the Nut 201fbcused on the opportunity created by our shifting global reality and

what it takes to AAtta aRur &lr iavmad eA ¢Sreicd wirt u rnavle sManrek

The conference emphasized the need for partnerships between farmers, local and international private
businesses, donors, development practitioners and public officials to find creative solutions to the
increasingly corplex and interconnected global food markets. This publication is a synthesis of the
contributions made by more than 270 participants from 41 countries around the world.

At the writing of this publication, the negative headlines continue:

f July 17, 20172 Ice island twice as big as Manhattan breaks off Greenland dlacier

§ July 20, 2012 Corn, soybean prices shoot up as drought worsens [in thé U.S.]

9 July 20127 Food security worsens in East Africawith about 16 million people facing food
insecurity inDjibouti, Ethiopia, Sudan, South Sudan, Kenya and Uganda.

Where there is change and risk, however, there is opportunity. And clearly, we are all in this predicament
together. There has never been a more compelling time for the private sector to work in partnership with

the development community to ensure thattwa risk into opportunityn a way thatervesthe global

masses for this generation and the ones to follow. | thank all of you for continuing with us on this
journey, to crack some tough fAnutso inohopes that

Warmly,

Anita Campion
President, AZMJ

(<]

aZm

! Washington Post: http://www.washingtonpost.com/blogs/capital-weather-gang/post/ice-island-twice-as-big-as-manhattan-
breaks-off-greenland-glacier/2012/07/17/gJQAJApbrW_blog.html

2 CNN Money: http://money.cnn.com/2012/07/19/investing/corn-soybean-prices/index.htm

 USAID FEWS NET: http://www.fews.net/docs/Publications/East%20Africa FSOU 07 2012.pdf
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Executive Summary

As populations and food consumption are on the rise, and the world has less accessible water supplies as
well as lower arable land per person, the need for increasing investment in rural and agricultural markets
has become one of the most important issifesur day. These are some of the issues that spurred the
interest in the learning event, held on June2@5 2012 in Washington, D.C. Named after its core
objective, the conferenceCracking the Nut: Attracting Private Sector Investment to Rural and
Agricultural Markets focused discussions around five themes for which the main lessons are summarized
below. The conference benefited from private sector input from executives of Walmart, Unilever, Ecom
Agroindustrials, Chevron, General Mills and Partnersaad=Solutions, among others.

Expanding to New Markets

1 Usestrategic partnerships to navigate the complex emerging markets landskcagpenational
companies can build on the local knowledge and networks of NGOs, governments and
development agencies teath new consumer markets.

1 Unlock market potential by building and financing collaborative supply chaiesders can
mitigate the risks inherent to investing in agribusiness by looking at the entire supply chain and
developing financing models customizedhe business cycles of agricultural value chain actors.

1 Leverage private sector investments to bring new technology to smallholder farewhaology
companies can reach new markets by developing viable business plans that enable smallholders
to affordthese productioenhancing technologies.

1 Conduct innovative market research to facilitate entry into new markekganced market
research provides more complete customer profiles and insight into the nuances of complex
developing economies, allowing fbetter product design.

Tapping New Sources of Supply

91 Provide traceable, sustainable supply for global food compaig$i -national companies can
achieve product differentiation and meet regulatory standards by sourcing from sustainable and
traceablesupply chains.

1 Facilitate small farmer certification with group financimgowing smallholders to enter into high
value markets and meet market demand.

1 Use a local network of agents to help rural farmers tap new sources of emaltting farmers to
increase the quality and quantity of their production.

T Broker invest ment s i fhadudingtprocessdrsptiassgortensgdistmitiutdre dnd o
retailersi to alleviate bottlenecks in agricultural supply chains.

Creating Effective Partnerships

1 Focus on longerm relationship building, based on mutual understandihgmotivators,
incentives, roles and expectations of plublic and private sector teams and institutions involved

1 Create winwin situations for all partners and craft shared objestiWe need tanove beyond
fears that theprivate sector will exploit a situation for profit and the pulsiector will be
inefficient We canimprove trust between public and private sectors by designing transparent
partnerships that allow for lorigrmeconomic and social value creation.

1 Share market information to streamline value chains and strengthen partneBghipsreasing
flows of market information along the value chain, farmers can organize their production to meet
the quality, quantity andchedule requirements of buyers.

Executive Summary 8
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9 Strengthen the weakest link in the partnershkipod companies can invest in technical assistance
and agricultural extension services for smallholder suppliers to ensure smooth supply and high
quality produce.

Making Finance Work

1 Use behavioral economics research to design financial instruments and facilitate atioptigin
improved understanding of human behavior and economic decision making.

1 Reduce credit and production risks by offering agricultural and macketss assistance

9 Consider the business case for small sayimgduding minimal marginal costs, opportunity for
crosssales and reduced costs per transaction through technology.

1 Memberbased institutions can facilitate access to finance for smallisolde

1 Longterm capital can improve farmer productivitgrough investments in infrastructure to

increase yields, improve quality, and create added value.
Forging Positive Government Support

9 Offer tax benefitgo encourage investment in rural and agricatunarket developmentvhich
can foster formality of the sector as well as lbaign potential gains in tax revenues

1 Make policy changes based on hard evidence combined with a clear understanding of
perspectives, roles and leadership Al s o, ws ea pg robaecsht tfoiwtar ds appl y
with regard to country specific constraints.

1 Consider how gvernment policy can play an important role in developing outgrower networks
and agricultural supply chainkor example, government programs can bigtther capacity to
engage more effectively in the private sector.

1 Ensure the right business model and incentives are in place to stimulate private sector
development

1 Encourage municipal governments to play an active role in developing rural markets

Adapting for Special Considerations
There are also findings that cut across all five themes, including:

1 Map gender roles and impadtdy integrating it into value chain analys$ido raise awareness
and encourage gradual change of social norms and behaviors

9 Provide rural youth with incentives and technical assistance to prepare them for markets
including as entrepreneurs and job seekers.

1 Segment markets to identify appropriate approaches to serve marginalized groups

Moving Forward

Next yeards event wi || del ve deep into sustainab
closely at food safety and sustainability, facilitating transparency, traceability and certification, as well as
innovative ways to facilitate access foance and investment. As the burdens on our planet increase,
consumers are becoming increasingly savvy about products and companies that creéatenlsogial,

economic and environmental value through their business. By sifting through the informadion a
knowledge generated at the Conference, we identified the followinpidiigre lessons that all players

must apply to attract meaningful investment to rural and agricultural markets:

Executive Summary 9
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1 Champions that think long term and systemicahd can mobilize ffierent actors toward a
shared vision.

9 Large, multistakeholder initiatives can facilitate patient capital to strengthen rural and

agricultural markets

Creative uses of technology can serve rural areas more efficiently

We need more engagement between pgivand public sector agents of change, diving deeper

into sectoral issues

= =4

Through creative partnerships and wiin approachesCracking the Nut 2012as shown that we can
leverage sustainable rural and agricultural investments in ways that reduce risk and create additional
development impact for emerging markets.

Executive Summary 10
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|. Introduction: Conference Objectives &

Background

According tothe FAO, to meet the needs of 9 billio
people in the year 2050, the world ne#nlsnvestan

-

Box 1.1 Five Reasons to Invest in

additional $83 billion on average annuallyin [ Agriculture
developing country agricultureBased on soaring o . . .
population rates ral rising living standargsfood 1. Grain inventories are falling to their

production will need to almost double by 2050

in

lowest levels in more than 40 years.

order to satisfy eémand. From a marketerspective,| 2 Grain consumption is on the rise (The
. - ) . world now consumes more than twice

agribusiness is poised fanparalleled global growth what we did in 1974)

a_nd _merlt_s p_rlva_lte sector investment Box _1.1 3. Biofuels are driving agricultural

highlights five indicators thatsuggestthat now is a demand to new levels.

good timeto invest in agriculturé. 4. As we lose quality top soil, arable land

per person is faling (from 2.8

From a development perspective, if this demand gpes  acres/person in 1960 to only 0.8

unmet, there is a risk that hunger will become eyen  acres/person projected for 2030).

more widespread, with millions more lives at stakp. 5- Decreasing water supplies limit farm

Given the limits to dnor and statéevel funding, productivity.

however, only through creative collaboration anpd
public-private partnerships will we be able to attrgct
adequate and appropriate investments that lead t

reduced poverty and hunger. Fortunatdigréarean increasing numbef private sector firms that see
strategicbusinesseasons to partner with development practitioners to sustainably support their supply
chains and develop new rkats by working iremerging economies. Walmart is one of the multinational
businesses thairelooking for partners in development to demonstrate its commitment to a triple bottom
line (includingprofits, as well as positive social aedvironmental impacts).Box 1.2 describes how
Walmart is demonstrating itsommitment to sustainable agricuktun a way that highlights the five
themes of the conferenc€racking the Nut 2012: Attracting Private Sector Investment to Rural and
Agricultural Markets

Source: Chris Mayer, The Daily Reckoning, 2012

Cracking the Nut 2012 brougtdgethemore than 27@takeholderérom 41 countries with th@atention

of identifying ways toattract private sector investment to rural and agricultural makkedsensure
effective publieprivate partnershipsThe twoday conference convened sometoh e wor | dés |
private sector players, including multinatadrfood companies, value chain financiers, investment fund
managersas well as rural and agriculturdevelopment practitioners,odors andpolicymakers.This
publication summarizes some of the key lessons and experiences shared atatenCGanivhichridicate
progress toward mobilizingublic and private sector resourdesdevelop rural and agricultural markets

in a positive and sustainable fashiofhe publication concludes with some thoughts on how we could
move forward to crack the tough nuif atracting private investment to ensure rural and agricultural
market development.

(S

‘Mayer, C.,
SLamy, P.,
http://www.guardian.co.uk

il nvest i n Agr i c unttpt/dailyeeckonind.cone/invBs&in-dgsicultRre c k oni n g,
ATh Key I ngredients to Tackle Food Crisis, o
/global-development/poverty-matters/2011/nov/21/food-security-crisis-productivity-restrictions

Vv
e
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Box 1.2: Wal martos Approach to Sustainabl

Cel ebrating 50 years of operations, Wal mar ttd s

underserved populationso through its 10, 231
According to Beth Keck, Senior Director of Sustainability, Walmart is now committed to being a good
steward and empowers its employees to identify ways to reduce waste and improve sustainability.
Walmart demonstrates its commitment to sustainable agriculture by:

9 supporting farmers and their communities;
9 producing more food with fewer resources, less waste; and
1 sustainably sourcing key agricultural products.

As Wal mart is the worldbés biggest grocer, it
the world. However it is still unable to reach the most vulnerable rural producers, who need intensive
training, finance and other resources before they can become a Walmart supplier. Below is a
description of some of the ways in which Walmart is working to expand rural and agricultural markets
works according to the five themes of the Cracking the Nut 2012 Conference:

1. Expand to New Markets. By saving people money so they can live better, Walmart is the

worl dés | argest grocer, selling more than $1

27 countries around the world. Traditionally, Walmart has worked primarily with large growers
and wholesalers to source its agricultural products. Given global population growth and the
expanding market opportunities, however, it now actively seeks to work more directly with
smallholders in developing countries around the world. By 2015, Walmart aims to work with
and train more than 1 million farmers (including women), with a goal of increasing partner
farmer income by 10-15%.

2. Tap New Sources of Supply. Rather than offering contracts, Walmart works with its suppliers
to plan and respond to changing market demands. Walmart encourages its farmers to keep a
record of everything they do to continue to identify opportunities to improve production, save
costs, reduce waste and protect the environment. Through its Farmer Support Program, Tierra
Fertil (Fertile Soil), Walmart has developed a cost-effective system of sourcing from small
holders through Hortifruti, a subsidiary of Walmart, in Costa Rica. Working with Hortifruti, which
functions as packager, processor and wholesaler, Walmart reduces its costs and increases
income for farmers to invest in the expansion of their businesses in line with market
opportunities. This program has benefited 13,692 families in Central America to date.

3. Create Effective Partnerships. Walmart relies on effective partnerships to connect
smallholders to markets in the following areas: infrastructure, transportation, pricing & market
information, agricultural technical skills, business skills and financing. Walmart focuses on
creating long lasting, value based partnerships with local farmers and businesses, through
government agencies and development practitioners. For example, Walmart has worked
closely with CARE International to develop its global supply chain for cashews.

4. Make Finance Work. Walmart recognizes that the lack of access to rural and agricultural

finance can constrain market devel opment. Si

suppliers, it is constantly looking for creative ways to facilitate access to finance, such as
through partnerships, purchase agreements and risk reduction (through effective planning,
quality control and crop diversification).

5. Forge Positive Government Support. In Costa Rica, Walmart worked with the Government
to set standards for good agricultural practices and develop a certification process. Walmart
worked through agricultural processors and extension services to ensure proper food handling
and waste reduction. The Costa Rican Government likes working with Walmart because it
helped to move farmers from the informal to the formal economy (increasing tax revenues), to
improve safety standards and to increase employment.

As a result of its efforts, Walmart is on target to achieve its goal of investing $1 billion in developing
its fresh food supply chain by 2015, with $167 million invested to date.

€
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Il. Expanding to New Markets

Over the last several decades we have seen the rise of
multi-national companies expanding their operatigndBox 2. 1: Uni |l ever 0s
across politicalcultural, and geographical boundarigs. Sustainability Goals
As production becomes more specialized in developed
markets, developing markets continue to integrate jnt®¢ U St ai nabi I ity is at| the
supply chains, feeding the growth of a glo g/ Mission focusing on three very ambitious
economy. With the rise of the middle class in egoals for 2020:
SrICS e (Bt s, e, VAN |1 s o of v il sl

’ ) L 9 decrease their environmental footprint
expanded along with the challenge of navigating the by 50%,
complexities of developing economies. We are npw ¢ achieve 100% sustainable sourcing.
entering a new phase in globalization with mahy
developing coumies in Latin America, Asia and For 13 years, Unilever has been the food
Africa emerging as high potential consumer markptgroducer sector leader in the Dow Jones
for a global class of companies. While expanding| toSustainability Index, and yet they
new markets, global companies have an increagingcknowledge that they cannot achieve their
need to comply with both environmental and sodial90als without the use of partnerships. As
standards as a costf aloing business. Many Christof Walter explained, Unilever uses
companies, including Walmart and Unile\iseeBox E criner el pe brradse

o . eyond our means to d

2.1), have set forth ambitious goals for sustainaple
operations that they must maintain and adapt as (hey
enter newpolitical, cultural and geographictdrritories. By definition, sustainable business operations
are economically, socially, and environmentally viable over the-ferrg which are objectives that
intersect with those of many donors adevelopment initiatives. The key is providing synergistic
operations to expand ghpie while sharing value. Many development organizations are now using
marketbased principles for development, meeting private sector companieglyalfSimultaneously, as
global companies expand their markets, they are looking to help develop th@mdesthat are home to
their future customers.

ot
=
D

Given the immense opportunities, muiitional companies are seeking innovative ways of overcoming
the challengesnvolved in expanding to new market3.hey are utilizing state of the art technologies,
comprehensive due diligen@nd market research programs, pultidvate partnerships, socially and
environmentally friendly business practices, and innovative finance to creattetongalue and staying
power for their operations across the globe. THmomultinational companies are increasingly powerful,
with budgets that rival those of many countries, they readily admit they cannot continue expanding
without help from local businesses and public and social institutions.

Lesson 1. Use Strategic Partnerships to Navigate the Complex Emerging Markets
Landscape

Partnerships can help muitational companies navigate the complexities of expanding their business into
emerging market economies while helping ensure -temgp social and economic value forl al
stakeholders.Local companiedNGOs,governments, and development agencies have had many years of
experience operating in local economies, giving them a unique persgeativevhich expanding mult
nationals can benefit. Through joint ventures andnpaships, multhationals canbuild on local
knowledge and networks reach newconsumer markefor their production.

Expanding to New Markets 13
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World economic growth projections place emerging market economies as the critical source of future
supply and demand for global foedlue chain companies. As global population continues to rise at a
rapid rate, emerging market economies are simultaneously demanding differentiated food products. This
combination of market forces encouraging aimcreasen supply from underutilizeégricultural lands

of emerging markets as well as demand from their rising consumer classes.

Major trends pushing unprecedented emerging market expansiode

1 Global food pricesare predicted to increase-30% by 2020.

1 Emerging market demand for processed foods is growing with the rise of middle class
populations.

9 Yield increasesin emerging markets will be aided by better agricultural practices and
technology.

9 Increases in land under cultivationwill come mainly from hard to access emerging reark
economies that hold over two thirds of the wéldncultivated arable land.

Recognizing thee trends, Deloitte Consultingonducedresearch based on interviews with 20 major food
companies, government agencies, andprarfits working to align their market needs with the emerging

market expertise of development organizations to forge dynamic partnerBhgps. oi t t eds r esear
that leaders of top muihational food companies see value in partnerships to help them in the following

ways: to enter and expand to new markets; to manage risks associated with expansion; and to share
human and financial resourceso navigate the markeomplexities, these synergistic partnerships move

beyond traditionabublic-private partnership (PPP) otorporatesocial responsibility (CSR) initiatives

toward sustainable development alliances with {targn market outlooks (SeeoB 2.2f o r Del oitte
approach to Strategic Social Partnerships).

Box 2. 2: Del oittebs Approach to Strategic

Deloitte has identified six leading practices that enable multinational firms to successfully enter
emerging markets using partnerships:

1. Strategy: Focus partnerships on a limited number of areas that align with both the business
and the Corporate Social Responsibility strategies

2. Organization: Institutionalize the partnership culture

3. Business Cycle: Think through models for how partnerships can be used to enter new
markets; gain market share; expand the pie; and manage risk in difficult situations

4. Structure: Develop structures for major partnerships that address pre-competitive issues, align
with supply chain and/or improve transparency

5. Marketing & Branding: Decide what and how to communicate about partnerships and how to
make partnerships part of the brand

6. Measurement: Measure and quantify investment, impact and business value of partnerships
for reporting to stakeholders and shareholders.

® OECD/Food and Agriculture Organization of the United Nations (2011), OECD-FAO Agricultural Outlook 2011, OECD
Publishing: http://dx.doi.org/10.1787/agr_outlook-2011-en

Expanding to New Markets 14
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The evolution of CSR to sustainable business development has transformed the role of partnerships from
beingpart of public relations campaignshieingan integrapart ofbusiness strategy. UnilevétepsiCo

Dole, Starbucks, Walart and hundreds obther multinational companies are planning to operate
sustainably into the next centuandstrategic social partnersisigre going to be a key to their success.

Lesson 2: Unlock Market Potential by Building and Financing Collaborative Supply
Chains

Supply chains in emerging market economies are often fragmented. As a lender, this is a cause for
elevated risk in lending to the involved actors on individual teriosnders can mitigate this risk and
unlock untapped market potential lyoking at the etire supply chain, combining technical assistance

and addingargeted lending that matches the business sgtlihe involved actors

Given the size and scope of globabricultural
operations and an increasing need to focus on enti@Removal of ineffici
value chainsjnnovations in finance have become|achain results in substantial reduction in
key factor in taking acantage of market expansiop Price escalation at the last mile, thereby
opportunities. In response, international and logaf "SUY' 1 Ng better pricgs for t
_banking instit_utions _and i_nvestor groups are Io_oking 05irish Aivalli, Yes Bank
integrate their services into the core agjribusiness
plans (See Bx 2.3 to learn how YES Bank is
unlocking market pantial in India). This opportunity matched with increasing political mandates for
agricultural and rural investment has created a push for value chain finance expertise matching
customized financing models to agricultural market opportunities acrosobwe g

Lesson 3: Leverage Private Sector Investments to Bring New Technology to Smallholder
Farmers

Technology can bring transformative change, enhancing the productivity and livelihoods of smallholder
farmers. The problem lies in the upfront cost #mk of financing options available for technological
upgrades for smallholderas well as training needed to support these upgradesnecting new
technology to smallholder farmers for enhanced production is a madkdevelopment opportunity that

need to begin with a weltleveloped business plan, involving all stakeholders from day one. Once a
viable business plan is developed, private sector investment can be leveraged to help smallholder farmers
integrate their individual operations into the paybgueriod of adopting agricultural enhancing
technology. Financé as a tool needs to be flexible in addressing the diverse needs of a global market,
but all the finance in the world cannot save a bad business plenif the success of the private s@c

busi ness plan depends on t he s uc-wialsusiness bperatiorecanf ar me r
transpire as highlighted by NetafimBox 2.4.

Expanding to New Markets 15
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Box 2.3: Expanding Indian Agricultural Markets through Collaborative Linkages

With a population of 1.2 billion people, India has a real concern with developing sustainable supply
chains in agriculture. YES Bank of India sees this challenge as an opportunity to expand its
operations into new markets and develop financing models to fit the business cycles of local
agricultural value chain actors. By identifying key constraints and collaborating with stakeholders,
YES Bank can use finance as a tool to strengthen the weakest links in the value chain. YES Bank
aims to improve the throughput of entire value chain systems, enabling expansion to new markets
and increasing the value of their investments.

To unlock Indian market potential, YES Bank analyzes demand gaps caused by key supply chain

constraints and collaborates with stakeholders to helpensure t hei r c | i €ulfiirg &novenu

demand. In only seven years, the YES Bank business model has launched them into the spotlight as
the fastest growing bank in India with the lowest non-performing loans ratio and the only private
banktohavereac hed its | ndian Reser ve Ba n kiklading ¥8% oftheirt
portfolio in agriculture and 22% to small enterprises.

YES Bankés success hinges on a strategy that i
services complementing its customized agricultural lending. Targeting high impact solutions that

increase land under cultivation and agricultural productivity while decreasing post-harvest losses,

YES Bank simultaneously works with the Indian Government to enhance local enabling

environments while applying its lending and advisory services through supply chain financing

models, including:

1 Contract Farming Schemes: Using production as collateral to extend loans, YES Bank helps
farmers reach known demand.

I Investment in Mega Food Parks: Promoting food processing on a large scale through value
added activities.

1 Expanded State of the Art Warehousing: Extending loans through warehouse receipts to
expand production while mitigating post-harvest losses.

I Cold Storage Supply Chain Development: Expanding cold storage supply chains for high
value perishable goods.

I Investment in Terminal Market Complexes: Aggregating production and improving supply
chain efficiencies.

By working closely with their clients and utilizing a holistic value-chain approach to improve Indian
agribusiness, YES Bank helps to ensure the success of their own investments. Working with all
relevant stakeholders including government and value chain actors associated with a given
opportunity, YES Bank helps build collaborative supply chains to create and expand markets in
India.
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Box 2.4: Netafim Utilizes Private Sector Investments to Expand Their Drip Irrigation
Products to New Markets

Netafim provides water-saving drip irrigation and greenhouse systems in 100 countries across the
gl obe, including for smallholders in remote alreas
can help farmers to substantially increase productivity, in some cases more than doubling production
and revenues. Nonetheless, most smallholders cand afford the upfront costs involved in bringing this
new technology to their farms.

As part of their growth strategy, Netafim is making long-term investments to expand their market and
include a large number of smallholders. Netafim recognizes that the 400 million smallholders across
the globe are essential to achieving global food security and works closely with local governments,
donor agencies, not-for-profit organizations and private companies to help smallholders afford their
production-enhancing technologies via partial subsidies. Eventually subsidies will need to cease if
smallholders are to become stable and viable producers in a globalized food market. For this
reason, Netafim is working on innovative ways to sell their products using an affordable, demand-
driven business model for serving smallholder farmers.

AZMJ is partnering with Netafim to bundle the necessary technical assistance for irrigation system
maintenance and agricultural production expertise, as well as financing with drip irrigation
technology and solar pumps to provide a clean energy solution for enhancing smallholder
agricultural production while conserving water. This innovative business model will channel patient
capital to provide long-term loans to purchase drip irrigation bundles with payback periods structured
to match increases in farmer production and revenue.

Lesson 4: Conduct Innovative Market Research to Facilitate Entry into New Markets

Innovations in market research are shedding new light on the complexities of entering developing
markets. By providing more complete customer profiles, rich market data is being used to customize
product design to the specific needs of diverse demogmapMEDA is on the cutting edge of market
research innovation, facilitating access to finance that is more useful and productive for rural clients. In
their work, MEDA uses tablet technology to apply a range of market data gathering and analytic
techniqus utilizing DesignResarch methodologies (Se@B2.5.

Design Researcts the use of an empathetic and ethnographic apptoactarket research that aims at
betterunderstanihg the human experiencso that the findings of the research can be appli¢dcrease
enduser valueThis technique requires:

1 Multi -disciplinary team: By engaging with interaction designers and organizational /operations
specialists, the technigueemables themapping oft he | ar ger &éecosystemb
servicesand/or technologies and bringgferent viewpoints to the problem

1 Analysis of daily transactions and interactions All types of relationshipsnust be analyzed
not onlyfinancial institutionrelationships, to better understand how the financial servidd &Gou
into the life of the customer

1 Use of more interactive research techniquesxperience shadowing, observing transactions in
situ, a more journalistiandempathetic interview style, opportunistic conversations, and iterative
research techniques better capture realities of clients, as opposesiviersato set research
guestions
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1 Ethnographic approach The approach mustlso be highly logical, employingorainstorming,
forcing connections (clustering similar ideas), forming categories, reality checking
documenting.

Box 2.5: MEDA Applies Design Research Principles to Help Companies Enter New
Markets

Design Research focuses on end users and human experience to provide rich user profiles that
give a qualitative balance to raw data. It brings design industry skills to the field of demand-side
market research. By asking clients about their lives instead of focusing on a product, the nuances of
complex emerging markets are better understood, allowing MEDA to make better recommendations
for product design.

Another innovative market research tool that MEDA uses is User Journey Maps. This tool is used
for mapping the userds experience with a prodyct or
Journey Maps to understand the user& experience with the Watan card. The Watan Card is a Visa
prepaid debit card funded by the Pakistan Government to distribute relief funds to families affected
by the floods. Visa partnered with United Bank Limited (UBL) Pakistan and local Pakistani agencies
for electronic distribution of aid.

In the User Journey Map, research sought to identify how the casht r ansf er Wat agoamwasi
working in practice by comparing the ideal Watan experiences versus the actual Watan experience.
In the ideal experience, once the card is distributed, the beneficiary can use the card and withdraw
money at an ATM or another point of service and then spend the money on family needs. The
research found that the actual process, as sleen f
different. Based on in-depth interviews, MEDA found that even though in theory the Watan card is
supposed to work at other banks (through the partnerships that UBL had), this was often not the
case. This led to frustration and repeated trips to the bank. For those outlets where money became
available in the village, there were long queues and some farmers reported standing in line for up to
36 hours. Even then the ATM might have run out of cash by the time they wanted to access their
payment. The next option was to go to a local government office at the district level and use a POS
system. Failing this, the beneficiary would need to travel to an urban area where there are more
bank machines. At the urban centers, beneficiaries reported having to bribe an official to let them
use the machine faster.

By understanding and communicating the User Journey, focus is taken off the product i and back
onto the user experience. Design Research allows for a much richer understanding of how and why
customers use one service instead of an alternflative
formal personal, retail, and financial relationships is used to better design and deliver products.
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lll. Tapping New Sources of Supply

As emerging market economies continue to grow, catching up with developed economies, global
companies are expanding tilesenew markets and need tap new sources of supply to meet rising
demand. In this way, supply chains have stretched across the globe, creating logistical challenges in
providing safe, sustainably sourced production that can be traced from farm to fork. To manage the
complexities of a global supply chain, companies are looking for innovative solutions that development
organizations have a unique opportunity to address. Traceability, certification, logistics technology,
supply chain investments, and utilizing local networks cglp brovide safe, sustainable sourcing while

also providing the opportunity to create a more efficient, cost effective supply chain.

Development programs can help global companies tap new sources of supply by bringing safe,
sustainably sourced and trackalproduction online. This can be done by providing innovations in
technology to facilitate deal flow and logisti@g;celeratingaccess to finance that empowers the entire
value chain, and implementing technical assistance programs that complemersirteesbopportunities
involved in tapping new sources of supplyor international development and glolpalvate businesss

to collaboratethe development community will need to learn to speak the language of business, inviting
global companies to shatbeir challengesand making opportunities for synergies in development.
AZMJ recognizes the need for such a forum and is now working with Sustainable Food Lab to create a
platform whereprivate companies can shateusiness and supply constraints that tevelopment
community might help to address

Lesson 5: Provide Traceable, Sustainable Supply for Global Food Companies

An ever changing global food industry
increasingly demanding sustainabje Box 3.1 Value-Added Supply Chains Diagram
sourcing from a traceable supply chain.
This trend is in response to consu
demand and increasingly complgx

* Long-term
contracts

government  regulations, promotin *Purchase contracts « Risk sharing
transparency in operations, envinoantally with specifications models
and sociallyaware products, and greatgr * Just in time Strategic alliances

prodiciion + Joint branding

» Vertical integration

food safety. A traceable supply chajn
utilizes technology, redlme information,
and efficiencies to help global companigs
comply with sustainability and safet
standards. Box 31 demonstrates ho
compaies can add value to their products
through  product differentiation an
reciprocal relationships while modernizi * Strategic reserves
their supply chains to meet sustainability * Spotfransactions
and traceability standards. As produgts
move toward the upper right hand corner |of
the diagram, cmpanies begin to vyield
private benefits whileproviding a public

service inproviding safer products through Source: CARANA Corporation
more efficient supply chains. It is in &
c 0 mp a n y-térm intereshtg achieve sustainable and traceable supply chains even if they must forego
the potential benefits of shetigrm cost cutting measures. Consumers and regulators can expedite this

Differentiated Products

* Anchor firms/
production chain

» Seasonal

contracts/ pre-
financing
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process by incentivizing food companies through purchases and productive regulati@r2 Bigklights
how CARANA adds value to supply chains usingdamceality and product differentiation.

Box 3.2 CARANA Corporation Uses MIS Technology to Provide Traceability to
Supply Chains and Differentiate Food Products for Multi-National Companies

CARANA uses management information systems (MIS), including electronic bar coding systems, to
help companies trace production from farm to fork, identifying outliers, inefficiencies, and potential
pitfalls in the process. By increasing efficiencies while improving the safety and traceability of the
supply chain, CARANA helps companies improve profitability while creating social value and
exceeding regulatory standards. This is a win-win for both public and private stakeholders and a
window of opportunity for their clients to tap new sources of supply.

Red River Foods, an international food company, works closely with CARANA and the African
Cashew Alliance (ACA), a not-for-profit organization dedicated to supporting the African cashew
industry. Afri ca produces 45% of t he wo B% dfd.sWitlc GARANAw(|s b ut o]
and ACAGO6s assistance, Re d Ri-sowaed, trfaceabdescasisewsptp largee § s ust ai
buyers, such as Costco in the United States. In the fast growing market for cashews, there is a lot of
money to be made for all stakeholders, including African smallholder producers. ACA helps ensure
shared value while providing certification of sustainable, traceable production. CARANA has worked
with ACA to develop the ACA Seal and position it as an industry-accepted mark of compliance with
internationally recognized quality, food safety, and social/labor standards. Utilizing ACA programs,
combined with CARANAG6s technical assistance and MI S ¢
their customer sd expect atppliesnos high guality Afoican chshewg thate|l i abl e
comply with international standards, including those of the new Food Safety Modernization Act
(FSMA).

CARANA has also facilitated up to 10% price premiums for traceable sesame seed production in
Paraguay, more than doubling producer incomes while streamlining the supply chain and opening
Paraguayan production to more regulated Japanese markets. Utilizing cutting edge technology,
CARANA is creating value in traceable, sustainable supply chains while helping multi-national food
companies tap new sources of supply and stay ahead of the game.

Lesson 6: Facilitate Small Farmer Certification with Group Financing

Farmer cooperatives have long been utilized as aggregators of smallholder production to help developing
economies reach an increasingly global food market. Traditionally, the biggest challenge with this system
has been t he c o osgatshyqualiiy ane su@antity stamdaidd. i Certification is one way
companies can be assured that smallholdemsply with standards, but, certification comes at a high
price to smallholdersFor smallholdershowever higher value markets and certifications can guarantee
better prices and steady buye@ooperatives can be utilized as a platform for facilitating finance
neeckdfor cerffication as described indX. 3.3.
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Box 3.3 MIF Uses High Value Market Demand to Help Cooperatives Facilitate
Certification for Smallholders

Famers face several barriers to high value markets, including lack of financing to capitalize on
consumer demand for better agricultural practices, certified products, organic and ecological
products, as well as weak institutional capacity of associations of small farmers. The Inter-American
Devel opment B atarak Beestmiint IFund (MIF) sees value in certification and has
partnered with various organizations and for profit companies to provide the needed finance for
smallholders in Latin America to connect with global high value markets. Through these
partnerships, the MIF finances both technical assistance packages (through grants) as well as loan
products (through investment vehicles) that enable small holders to access new markets, by
improving farm management, enhancing quality and productivity and providing much needed
working capital. While the MIF does not operate as a commercial bank, it uses known demand for
certified production from large food companies, including Kraft, Wholefoods, Illy and Starbucks, as a
means to engage other investors who would otherwise not lend to this sector, therefore leveraging
its development financing to attract other lenders.

The MIF is able to channel investment capital through local banks and credit unions to provide
farmers with loans, often managed by cooperatives. One such project is a case in Guatemala,
where a loan from the MIF has been channeled through a credit union to small horticulture farmers,
so that they can pay for the certification process. Once they sell their certified production to large
buyers/processors, such as Unispice (a horticulture exporter), who in turn sells to the food
companies, farmers repay their loans to the credit union. The process works because the MIF is
using a systems approach to strengthen the entire value chain while investing in its weakest link, the
smallholder farmers. This approach allows an increase in throughput that meets quality, quantity,
and certification standards, creating value for all stakeholders.

Lesson 7: Use a Local Network of Agents to Help Rural Farmers Tap New Sources of
Inputs

Expanding a sustainable supply chain in the context of developing economies can be challenging; making

it important to rely on existing social and business networks to make sure necessary inputs and production
flows between buyers and producdvany remote regions of Stfhaharan Africa are plagued by low
production yields due to limited access to quality inputs. The relationship between smallholder farmers
and seed providers, for example, is constrained by not only the physical distance anfrasiancture

separating them, but also a lack of trust. Smallholders in remote areas are often overlooked by input
companies who dondét have cost effective systems t
agents, such as described in Baid4, can be an effective way to bring inputs to these forgotten rural
communities.
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Box 3.4: Cardno Implements an Agent Model to Reach Smallholder Producers

In partnership with Cardno Emerging Markets and International Development Enterprises, USAID
sought to increase smallholder production and productivity in Zambia with its PROFIT project. It was
immediately evident that the already low and unstable yields of smallholder production were being
further crippled by limited access to key agricultural inputs and a lack of knowledge on how to use
them properly. Smallholders in rural Zambia were caught in a poverty trap i without agricultural
inputs, they were not able to increase their yields and improve their economic stability. At the same
time, they were too poor to travel long distances to acquire the much needed inputs. To address this

Net work Model 6 to increase smal |asfollowdlser sé6 acces|s to ag

1. Agents selected: Select communities were visited by CropServe in order to demonstrate the
use and value of their products and ask farmers to nominate a trusted member of the
community with enough motivation and business acumen to successfully serve as an agent.

2. Agents trained: CropServe trained the agents on the use of its products and how to increase
yields, while PROFIT trained them on relevant business skills.

3. Model implemented: The agents were given exclusive rights to represent CropServe within
their designated area and were paid 10% commission on the sale of the inputs (no cost passed
on to client farmers)

Though the first year of operation brought some challenges, such as unqualified and unmotivated
agents, the agent network is now considered a success. By the end of 2011, 15 firms, representing
nearly al/l of Zambiads agr i culrdralagents. There@re hosv mora du st r vy,
than 2,500 agents serving 180,000 smallholder farmers; and the initiative continue to grow
organically, as some Zambians are creating their own sub-networks of agents. Overall, the PROFIT
project has brought increased productivity, income, and resiliency to smallholder farmers, as their
crops become more resistant to drought and disease. A key lesson learned from PROFIT is that
even projects focusing primarily on increasing productivity i rather than focusing exclusively on
poverty reduction i can result in lasting improvements in the lives of the poor.

Lesson 8: Broker Investments forth e A Mi s s i n i TadiNelwdSoweaes of Supply

Finance isoften needed to allow stakeholders to take advantage of market opportantiexcess new

sources of supply Access to finance has long been a focus of development organizations providing
micro-entrepreneurs with capital to create their own opportunities. This works to an extent, but does not
address the needs of an entire value chain. In the food industry, processors, transporters, distributers, and
retailers in the fardess doi fimapceanti itdisl dftendthe adsé thdiey arel
considered too small for banks and too large for MFIEhis creates a substantial bottleneck in the
productivity of a supply chain.As seen in Box .5, targeted financing can relieve bottlenecks
production, improving the throughput of the entire system.
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Box 3.5 ACDI/VOCA Facilitates Financing for Sugar Processing in Paraguay

Manduvira is a fair-trade certified organic sugar co-operative comprised of smallholder farmers and
medium-sized farms in rural Paraguay. The product is well-placed with high export demand.
Manduvira has fulfilled orders from 17 different countries, but was doing so with an inefficient sugar
mill located 90 kilometers away from its co-operative. As a result, only 320 tons of organic sugar
was exported from Manduvira to international buyers in 2005. At this volume, Manduvira could not
meet market demand, and the $80/ton price premium on organic sugar was hardly being exploited. It
was estimated that the price of not having a conveniently located mill with more capacity, was $1.5-
$2 million per year across the co-operative. Smallholder farmers were the hardest hit due to the high
transport costs and factory inefficiencies.

In partnership with ACDI/VOCA, USAID sought to facilitate the financing required to construct a new,
more efficient organic sugar processing cent g
farmers without registered land and little access to commercial finance. Local banks were not
interested in a long-term investment based on cash-flow financing, especially if the co-operative
would still need to expand production to meet market demand. The loan amount was considered too
small for commercial bank financing but far too large for co-operative financing.  Stuck in the
Aimi ssing middleo, ACDI/VOCA had to attract mul
was to create a trust fund, which was managed by a local co-operative bank for the Manduvira co-
operative. Forty co-operative members registered their land titles in order to guarantee the loan, in
exchange for a price premium. Manduvira members were also trained by ACDI/VOCA agronomists
to increase their crop yield to meet the production quota and establish credit-worthiness to local
investors.

As a result, Manduvira was able to pledge $5 million of their own resources to the project, leaving
roughly $10 million to be financed by other sources, $8.5 million of which came from international
deve |l opment banks and international soci al i nve
connections to international markets strengthened and membership grew substantially.
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V. Creating Effective Partnerships

Agribusiness companies are creatpagtnerships with
smallholders, local governmentsGi®s, donors and Partnerships Facilitate Access to:
other actorsto expand access to resources neededl to

grow their businesse®artnerships only add value [f 1 Smooth Sourcing

each partner holds knowledge, resources or expeftisel Creative Finance

that the other does not artdgether thg are able to| T Technical Assistance

create more valudy working together. Box 4.1 f Local government, donors and NGO

highlights some ingredients AZMJ has found to bujld ::esourct(_at_s q hical
successful partnerships between processors and” ag\gﬂfaggg and geographica

producers in agricultural value chains, beginning with
clear lines of responsility.

Box 4.1: Ingredients for a Successful Processor-Farmer Partnership

Responsibilities of the processor:

Create aggregation points for production, utilizing regional warehouses and cooperatives
Provide steady demand to normalize smallholder cash flow

Provide technical assistance to help farmers meet quality standards and production quotas
Engage smallholders with an appropriate farm size to meet production demands (e.g., working
with a 1 acre farmer might not work for the processor or the farmer)

9 Create a balanced power structure to share value with farmers, moving toward stable prices for
production

E R

Responsibilities of the farmer:

Understand quantity and quality requirements

Comply with international food standards

Apply Good Agriculture Practices (i.e., correct use of inputs and farming methods)

Produce on time

Honor long-term relationships, avoiding the temptation to side sell

Practice farming as a business and avoid becoming fully dependent on one buyer to maintain
bargaining power

9 Diversify, inter-crop, and maintain bio-diversity to protect long-term production viability

= =) =) =) =) =)

In the context of attracting private sector investment to rural and agricultural marketsnatioltial
companies are expanding their supply chains across theaiodeoking to emerging market economies

for major growth in consumer markets. This trend, along with pressures to mitigate environmental risk
factors and include social capital as a price of doing business, has given rise to an increasing opportunity
to create value through partnerships. Local governments,-naiiinal companies, donor organizations,
development implementers and finance institutions all bring unique perspectives and expertise to the
table. Together these organizations can bring a malistic approach to both market development and
poverty reduction. Value naand should be had by all, by creating ldegn, sustainable efficiencies in
supply chains, bringing online new investment opportunitiesgaogiing rural and agricultural maets.

The key to creating/alue for rural and agricultural markets is to focus on market demAadAlex

Pavlovic of ACDI/'VOCA & i d, i Pr oduc e .0Rabilgating § successfld partnership rrelies
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on building longterm relationships and aligning incentives. This facilitation role is an opportunity for
development implementers, bridging the gap between public and private institutions.

Lesson 9: Focus on Long-term Relationship Building, Based on Mutual Understanding

According to Jeff Dykstra of Partners in Food Solutions, which facilitates ppitiiate partnerships for

Gener al Mi |l |l s, Royal DSM and Cargil ., AThere i s ¢
spacddevelopmentsecth but there are misconceptions on both
motivators and incentives of the public and private sector teams and institutions in\8de&bx 4.2).

Private sector firms have diverse objectives, strategies and Wwagsrating.

Box 4.2: Understanding Private and Public Sector Perspectives
Understanding Private Sector Perspective:

Private sector partners look at partnerships through the lens of risk involved in generating a return
on investment. Through partnerships, the private sector aims to mitigate the following risks:

9 Operational risk i partner capacity/reliability, workforce capacity
9 Financial risk - exchange rate stability, interest rate/cost of capital, predictability of cash flow
9 Political/regulatory risk i expropriation, cost of compliance, market access

For the private sector, along with risk mitigation, partnerships also generate social returns through
increased transparency and good corporate citizenship.

Understanding Public Sector Perspective:

Public sector players and donors look at partnerships through the lens of impact on target groups.
When donors work with highly vulnerable populations and aim for a high level of impact, private
sector involvement is usually low. However, when donors work with target groups which have a high
level of productive capacity, private sector involvement can be higher with costs being shared by
both public and private sector partners. In these projects, the public-private partnership reinforces
the sustainability of the projects, even long after the project is completed. The partnerships can also
facilitate access to advanced technologies and technical knowledge such as high-yield seeds and
emerging buyer standards.

Source: CARANA Corporation

Dennis Flemming of Chevron explained that its interest in providing assistance to rural and agricultural

mar kets in the Niger Delta of Nigeria is not jus
businesses that work there. There has la@eevolution away from seeing development projects as part of
Corporate Social Responsibility (CSR), toward a more integrated part of a corporate investment strategy,

to reinforce core values and ensure loeign business viability.

In assessing potaat partnerships, private firms look at the letegm costs and benefits, looking for

synergies and additionality that it would not have without the partnership. However, it is important to not
underestimate the costs of working on complex partnershipdle Whaditional private sector joint

ventures can be clear agreements between two parties, public private partnerships generally involve
multiple stakeholders with varying agendas. Based on his experience, Hank Dunlop of ECOM
Agroindustri ahles daervgue si st hiat tite detail so and for
transparent and articulate as possible regarding
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private sector firms rarely have resources to organize farmersakeithem readyfor markets, so the
development community is much better prepared to play that role. As farmer groups are organized,
however, private sector firms can help to ensure that they are trained and producing for a ready market, as
Walmart doesvith its partnerghrough itsTierra Fertil program in Central America.

From the private sectords perspective, challenges

Short term nature of donor contracts hinders {tmwgn planning and relationship building;

Lack of clear lires of authority and responsibilitg.,i s someoneds job on the
Lack of involvement of the private sector in the planning process from the beginbing
development agencigs

Need for more people with effective skills in developing and manaminglex partnershipsnd

who are problenrsolvers;and

9 Lack of astrategy established upfront for transitioning off donor support and ensinéng

p r oj releis datalytic rather than damaging to markets.

= = =4 =9

Finally, the public sector needs to recognize that the private sector cannot carry all the thsk sorde
risks are just too large to overcome. Country &sHl the risk involved in property righter exampleare
often the first deterreatto investnent in rural and agricultural markets irany developing countries.

Box43hi ghli ghts how Cargill bds international busi ne
also a big deterrent to losigrm investment in rural and agricultural markets. &ample, Venezuelan

regulations are subject to interpretation, SO0 man
get the proper certificatesAccording toonenews thread A One of Cargill s bigge
corporate policy,ic o mpl i ance with U.S. | aw, against bribes.

Box 4.3: Cargill Faces Risks around the World
Below are a few examples of Cargill& costs of doing business in developing countries:

9 After its rice mill was nationalized in Venezuela, Cargill accepted a government offer for less
than its val ue, b uthe $&niiliohdue.hasndt been paid

I The Syrian Ministry of Economy seized up to 6,000 tons of sugar in a midnight raid of a mill in
which Cargill had a minority interest. The refinery later shut down in a siege.

T A year after Cargill had purchased Finexcor], one o0
President Nestor Kirchner suspended beef exports to stem inflation, forcing Cargill to sell the
business for a nominal sum.

9 Cargill was banned from trading grain after a dispute over a shipment of wheat that went
missing after arrival to Iraq.

Source: Minneapolis Star and Tribune, April 21, 2012, p. D1.

Lesson 10: Create Win-Win Situations for All Partners and Craft Shared Objectives

Agribusiness companiege looking for security in their operations through loeign, stablesourcing of

raw materialsvhile farmers are looking for increased incomes thromgheasedaccess to markets and
technical assistancé#.is difficult to align the interests of agribngess companies and farmeh®wever

with a partnership approach, the two parties can create -&iwisituation and achieve their goals.

order to create effective partnershipgvelopment projects should identify the weaknesses of each
partner, undestand their motivations and drivers, and then align their incentives, creating a shared
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objective.G e r ma@egefisshaft fir Internationale Zusammenarbeit (G1Z) GmbH worked with the palm
oil industry in Thailand to creatichwin-win situations for sevet parhers §eeBox 4.4).

Box 4.4. Interdependent Agreement Used to Create Win-Win Situation for
Sustainable Palm Oil

Palm oil is a globally traded agricultural commodity that is used in many consumer goods, from
lipstick and packaged foods to body lotion and biofuels. The demand for palm oil imports has
steadily increased and industrial plantations have destroyed rainforests and contributed to climate
change. In Thailand, GIZ works with farmers in sustainable palm oil production, following
international standards for environmental, social and economic impacts in the community.

I n Thail andés pal ms, oombined withd posr tfruitygualityl leads to/lowephlm oil
output. Furthermore, the value chain is plagued with short-term relationships, spot markets and
side selling, limited information sharing, low levels of coordination, and weak control over fresh
fruit quality by the mills (see Table for the various palm oil players and the inefficiencies they bring
to the value chain). GIZ estimates that these market inefficiencies account for a loss of $1 billion
per year.

Table: Palm Oil Players and their Weaknesses

Smallholders: Produce palm oil fruit 1 Poor plantation management skills

1 Low levels of agricultural knowledge

1 Lack of knowledge of inputs 1 fertilizers, credit, etc.
1

Low quality seedlings, which yield low harvests for
25 years

9 Harvesting of unripe fruit bunches
Ramps: Middlemen who function as 1 The Ramp often lowers the quality of fresh fruit
collection centers. They often provide bunches by adding water and sand to the fruit, in
agricultural inputs including fertilizer, order to increase margins
credit, transportation and farm
laborers

Palm Oil Crushing Mills: Buy fresh
fruit bunches from Ramps to feed the
mill s capacity

Low quality control of fresh fruit bunch purchasing
Low oil extraction rate

= =

At the beginning of the project, GIZ identified that the palm oil farmers were looking for training

and knowledgefrom the mills, certification, and skills to better manage farmer groups and

increase family incomes. On the other hand, the mills were looking for steady delivery from
farmers, higher quality product, efficiency in extracting oil, and long term parimezgport
markets. During the project, GIZ worked with four private mills to connect them to other priyate
sector players (i.erefineries, traders, and input suppliers), civil institutions, (uaiversities,
collection centers, and cooperatives), amgious related government institutions. The projegt
worked to (i) design mechanisms necessary for sustainable palm oil production and certification at
the national level, and (ii) facilitate certification processes for smallholders and the mills.|The

project hired farm advisors to work closely with the farmers and provide technical assistanfe to
increase farm productivity, improve fresh fruit bunch quality, and internalize sustainable pragtices
using the followingmterventions (see image below).

oM

(contnuedon next p
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( é B a4 continued)

Internalize
SUSTAINABILITY
Improve FRESH \
FRUIT BUNCH g
QUALITY
<) Best Practices to comply with
standards
Price premium based on Farmer group &
quality institutional development
Grading system Database management
Harvesting and fruit system (record book, GPS)
& Increase FARM handling guidelines/training Internal Control System
PRODUCTIVITY Mutual interest, benefit &
Training & technical support: Fertilizer Management, information sharing
Leaf & soil analysis, Oil paim farm management Long-term relationship &
Farm inputs coordination: seedling, fertilizer, EFB interdependence

Technical Support, Capacity Building and Value Chain Coordination

Through this partnership, the mills provlfided fa
quality), high quality seedlings, free empty fruit bunches, premium prices based on quplity,

express delivery channels, and technical support. Meanwhile, timerfacommitted to regular
delivery, plantation management best practices, and sustainability on-esociomic and
environmental aspects. This collaboration created amvirsituation: not only were farmers now|
being certifiedi increasing their produieity and incomesi but the mills were now able to
ensure a smooth and high quality supply and were able to link with export markets. Furthermjore, a
triple-win was attained, as these mills and farmers are now producing palm oil sustainably and
reducing thi environmental impact.

Lesson 11. Share Market Information to Streamline Value Chains and Strengthen
Partnerships

Value chains thahave a lowlevel of integration are characterized by information asymmetry. In many

cases, producers and lead firmsédaever communicated with each othence, producers do not know

the buyerds quality, gquantity and schedule requir
a cooperative to ensure steady supply of high quality produce through efteativedge sharindsee

Box 4.5).
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Box 4.5: Lead Firm Works with a Producer Organization to Facilitate Knowledge
Sharing

In El Salvador, Chemonics implemented the Millennium Challenge Corporation-funded Productive
Development Project (PDP) and forged a partnership with Super Selectos, the largest supermarket
chain in El Salvador. The PDP's goal was to increase the income of small farmers in the northern
zone, which is the poorest region in El Salvador. Super Selectos wanted better quality produce that
is grown in-country, as it was sourcing up to 80% of its fresh fruits and vegetables from Guatemala,
Honduras and Nicaragua. The procurement process to import from these countries involved up to
seven transactions, making the supply chain highly inefficient and costly.

PDP and Super Selectos worked with 7,500 small producers to improve the productivity and quality
of their produce. Super Selectos promoted production based on market demand by sharing quality,
volume and seasonality information with the farmers. PDP worked with the small producers and
gui ded them through the creation of their own |company
built and operated producer-managed collection centers that serve as the primary link to Super
Sel ect os 8 meniert The eanultiserdce center served several key functions, including
gathering and sorting produce, value added processing, as well as providing technical assistance
and mar ket information services to its andappByi ¢r s
wor king with EI Sal vador Produce as a APreferfred Sup]
integrate its supply chain, and increase competitiveness by lowering prices and increasing quality of
locally-sourced produce.

The design of this partnership helped improve the dialogue between producers and the supermarket
by giving the producers the ability and leverage to effectively negotiate with the large supermarket
chain. Furthermore, Super Selectos now only has to negotiate with one company, instead of several
small producers, which is more convenient and cost-effective. These producers now supply better
guality produce and plan their production aroygnd the
calendar year.

Lesson 12: Strengthen the Weakest Link in the Partnership

The most effectivep ar t ner shi ps are those where partners co
bridge any competency gaps. Through partnerships, gaps in farmer education and trainingass well
problemso f |l ow productivity can be remedied. Gl Z bui
Far ming. o Thi s approach wor ks t o create partne
institutionaly-focused, through which smallholders (or groupah start trustful, longterm mutually

beneficial business relationshipvith agribusinessedn Partnership Farmingnsllholders selportions

of their product to the agribusineas fair market pricesand in return,the company provides basic
agricultural eduation, as well as access nwarkets and finance. See Box 4o6learn about how a lead

firm invested in farmer education to ensure smooth supply and high quality produce.
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Box 4.6: Partnership Farming: Investing in Education to Ensure Smooth Supply and
High Quality

In India, GIZ worked with Desai Fruits and Vegetables using their Partnership Farming approach
with a banana value chain. India produces 25% of global banana production, but only exports 0.2%
of global banana exports. India is also in a prime geographic position to supply the Middle East and
European markets with bananas. Identifying this market demand, GIZ started working with Desai
Fruits and Vegetables in 2009. GIZ first conducted a baseline study on farmers and farm workers
with regard to their income and agricultural practices. Based on the results of the study, GIZ
identified the need to invest in farmer education and helped launch the Desai Agricultural Academy,
which offers the following courses:

1 Basic Agricultural Course: conditions for cultivation, plant protection, soil and plant
nutrition, farming as a business, how to manage finances, business calculations, irrigation
methods, post-harvesting management

1 Good Agricultural Practice Course for Banana Production: planting, plant/field care, fruit
care, harvesting and post-harvesting procedures, and traceability

1 Practical on-site training on banana generally accepted principles for farm workers

100% Traceable Bananas

The project ensured that all farm laborers were trained and that the banana supply chain was 100%
traceable.

Impact: In 2009, the farmers in the program were producing two harvests in three years, yielding 17
tonnes/acre with 0% of the bananas at export-quality. By 2012, the farmers were producing five
harvests in 3 years, yielding 35 tonnes/acre with 70% of the produce exportable.
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V. Making Finance Work

When it comes to the term fAprivate i nvfecasedoant 0, 0
maximizng profits. In terms of investment in rural and agricultural markets, private investment must

include all financial institution (FIs) to ensue adequate access to financial instruments for all. Private
investment in this sense must come from a combination of funding from the rural community itself, from

poor and wealthier farmers through cooperatives for example; from local financial inst@nid value

chain actorsand finally external players, such as impact investment fagdwell as private equity

investors To encourage more than just token investment, however, all of these dirsamest see a clear

path to reduce risk (both realcaperceived) and 0 make a reasonable return.
Finance Wor ko itohawthe théustry ¢an eageg entcosragé, and enabienciers and

investorgo increase their investment levels in rural and agricultural markets.

Lesson 13: Use Behavioral Economics Research to Design Financial Instruments and
Facilitate Adoption

One of the two greatest arguments against increased investment in rural and agricultural markets have
historically been: 1) théargetbeneficiariesge.g, smallholder farmers, are not capable of taking on the
responsibilities associated with financial products, such as loan repayments, andlignthsimply do

not want these products, preferring to continue with informal financial sources alresldple. Over

the last twenty years, the industry has largdisproven the first argumenhat beneficiaries are not
capable (they are, when the products are well designed), but there is often still a lingering issue of
adoption (2)for clients especilly with savings and insurance products. Most FIs have learned the hard
way that they must listen to rural clients regarding their needs through proper market research, instead of
stripping down a conventional urban product (and then wonder why thisanget tarket is not taking

up the product). Listening to clients state their wants and needs is certainly an improvement; however,
what clients say and what clients actually do (behavior) can be completely diffésrsLich, the fieldf
behavioraleconomicoffers perspectivin understandinghe link between human behavior and economic
decision especially in enhancing market research by learning from clients through observation. In this
way, behavioral economics can help Risd investors tchawe a better understanding of how their
potentialclients behave and think, and theyéncrease the probability of adoption and usage.

Behavioral economics looks at how individuals evaluate options and choose between them. In general,
human decisiomaking is heavily influenced by psychological limitations and biases, which can often be
counterintuitive, leading to undesirable outcomes. Faced with daily challenges thtangeople take

for granted (e.g.where their next meal is coming from), pooraiimolders are in a state of greater
psychological deprivation, which further impairs their decigimaking abilities.

By using insights from behavioral science tedesign and improve existing rural and agricultural finance
interventions, developmergractitioners can increase the adoption and use of financial products and
productivity-enhancing agricultural inputs (such as modern seeds, fertilizers and irrigation equipment).

Even the slightest changes can make a huge difference in uptake. For esaniplehanges can include

mar keting agricultural products in ways that tap
redesigning payment schemes in contract faitming to
their cash inflows.n Box 51, Ideas42 highlights results from a number of behavioral studies to illustrate

the power of applying behavioral science to improve adoptiorural and agricultural finance and
development solutions
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Box 5.1 Behaviorally-Designed Rural and Agricultural Interventions

Ideas42 is a U.S.-based non-profit organization born out of Harvard University, Princeton University
and MIT. It is an innovation lab that applies insights from behavioral economics and psychology to
design development interventions from a behavioral lens. Below are three case studies Ideas42
often uses to illustrate behavioral innovations at the nexus between financial-product design and
agricultural development.

Farmers in Kenya do not use enough fertilizer

African farmers typically use less than 10% of the amount of fertilizer farmers elsewhere use. Based
on findings from a study’ conducted by the National Bureau of Economic Research (NBER) in
Kenya, behavioral scientists found that although 97.7% of Kenyan farmers reported that they
planned to use fertilizer in the following season, only 36.8% actually ended up using fertilizer during
the planting season. Conventional rational for this behavior was that farmers did not have enough
money to spend on fertilizer. However, after analyzing the situation from a behavioral perspective,
researchers found that farmers indeed did have enough money immediately after harvest, but due to
impatience and procrastination, they did not set aside enough money when it was time to invest in
inputs, such as fertilizer, for the next seas
tendencies, researchers proposed offering free delivery of fertilizer, saving on time and
transportation costs, just after the previous harvest to incentivize the farmers to purchase the
fertilizer when they had more funds available. As a result, there was a 47-60% increase in fertilizer
use. The fertilizer adoption results of this treatment group were comparable to that of another
treatment group that received a 50% subsidy instead (saving on program costs) and was far more
effective than the treatment group that received free delivery just before harvest.

Farmers in Malawi do not save enough to buy inputs

In Malawi, behavioral economists also conducted a study8 to determine why farmers do not save
money to purchase agricultural inputs when they know it would benefit them.® The research found
that this lack of savings was not because farmers were poorly educated or did not have adequate
funds, but because they were often impatient and had low self-control (as many of us all do). As a
solution, researchers designed savings products with built-in commitment savings features that
automatically deposited a portion of their harvest income when it was paid out to them (i.e., direct
deposit), and farmers voluntarily restricted their own ability to access these funds to overcome self-
control problems until planting season. As a result, savings balances dramatically increased, leading
to an increased investment in inputs by 27% and ultimately a 22% increase in the value of crop
output.

Farmers do not always optimize agricultural techniques

In Indonesia, many seaweed farmers did not optimize pod sizes despite being informed that this
could increase their incomes by 20-30%, as had been shown experimentally. An IFC-funded project
team repeatedly trained farmers using demonstration pods, but these trained farmers continued to
use their old seaweed pod cultivation techniques once they returned to their own activities. After a
study to find out why adoption of the new techniques was low, researchers found that limited
attention was to blame. Neither demonstration, nor participatory experimentation, nor abstract
information had any effect on farming practices because farmers did not attend to the relevant
dimensions of the experiments. Instead, their attention needed to be drawn directly to the benefit of
changing pod size on their own plots. Doing so was the only aspect that made farmers change the
way they approached seaweed farming, allowing them to reap large benefits in terms of yield.

Making Finance Work
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Lesson 14: Reduce Credit and Production Risks by Offering Agricultural and Market
Access Assistance

Improving adoption of financial products can encourage Fls to enter rural and agricultural markets, but
more importantly, risk reduction will ultimately be the key to encourage adepueaate investment in
these markets. Any finar@ilooking to crack the nut of rural and agricultunarketsmust find a way to
simultaneously manage the risks inherent to both finance and agecWinancial institutions can
directly reduce some dheir direct financial risks through portfolio diversification, good monitoring and
underwriting systemsjealing with the farm as a business unit (and not on a crop by crop drasig)e

use of credit insuranceThey can also mitigatasks inherent tagricultural and rural markets, such as
weather damage to cropsrough insurance, ancharket price dropshrough contractsra access to
information An effective way to reduce these inherent risks in serving rural and agricultural smarket

by integraing nonfinancial support to clients, such as extension services and facilitating access to
markets. The benefits of these interventions are clear:

Agricultural technical assistance

1 Transfer of knowledge about best practices, especially to produeads, to improved planning
of activities, more organized management, better risk management, and increased productivity.

9 Technical assistance can teach farmers how to produce what the market demands, rather than
simply selling what they have always produced

1 Farmers can add more value to their production process, resulting in higher quality, larger output
volume, and ultimately higher incomes.

Facilitating access to markets

1 Enabling the evolution from a disconnected and isolated market segment towavithonere
integrated systems can be an effective way to create linkages to buyers.

1 The building or strengthening of a dynamic value chain can be a means to access valuable market
information, so farmers can begin examining the markets well before theepiotiarvested.

When equipped with knowledge, technology and markets, smallholders are more likely to maximize
returns on their investment and increase the probability of repayment. The example from SEMBRAR in
Bolivia (seeBox 52) shows how a locallpased NGO provides critical technical assistance services to
smallholder borrowers (thus reducing market and production iriskel ultimately credit risk), allowing

its sister MFI tosafelyexpand its rural portfolio. This approach allows each ertgghnical assistance
provider and financial institution, to focus on their core business and expertise. After its initial success
with its sister MFI, SEMBRARbegan tooffer its services to rural clients of other financial institutions,
including more conentional banksindlarger agribusinesses.

"Dufl o, E. , Kr emer , M. & Robhiondere, FErtifiNzegindghkRaoarmerand Experin
NBER Working Paper Series # 15131, National Bureau of Economic Research, Cambridge, MA, July 2009:

http://www.nber.org/papers/w15131

®Brune, L., Gine, X., Goldberg, J. & Yang, D., #ACommitments to S
Policy Research Working Paper no. 5748, August 2011:
https://openknowledge.worldbank.org/bitstream/handle/10986/3510/WPS5748.pdf?sequence=1

Martin Pal omas, X. & Westl ey, G. , fils There a Business Case for
2010: http://www.cgap.org/gm/document-1.9.47356/0OP_18 Rev.pdf
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Box 5.2 SEMBRAR Mitigates Risks by Providing Smallholder Farmers with
Technical Assistance and Increased Access to Market Information

The SEMBRAR Institute (SEMBRAR) is a Bolivian non-profit that provides both agricultural and
market access assistance to client borrowers of its sister microfinance institution (MFI), Sembrar
Sartawi Foundation (SSF), which provides agricultural financial services. SEMBRAR assigns
technicians to the field who provide small farmers direct technical assistance, new technology and
equipment. SEMBRAR also links the producers to value chain actors, such as large companies and
other buyers, to purchase their products. SEMBRAR also disseminates market information to the
farmers, such as current prices and trends, via radio, cell phone, and through its field technicians.
The assistance from SEMBRAR mitigates production risk through interventions such as improved
irrigation or access to inputs, making farmers less vulnerable to drought, pests, and diseases, and
mitigates market (and income) risks, through better pricing information and price arrangements with
buyers. Ul t i mat el vy, Sembrar Sartawi, SEMBRARG6s si s|ter MFI
in credit risk due to the reduced production and market risks.

SEMBRAR has trained 490 families in dairy farming best practices, and 380 other families are now
producing better quality potatoes since being trained in pest and disease control techniques.
SEMBRAR has also recorded a 2,000 square-meter increase in productive land use per family. The
results for the MFI have been encouraging as well. Sembrar Sartawi has experienced significant
growth in the past two years, as its loan portfolio increased from $1 million in 2009 to $14 million in
2011 (with 70% of its 10,000 borrowers in the agricultural sector). More importantly from a risk
perspecti ve, poEdidaBrRkKAoRed 30 days was at just 0.09% at the end of March 2012,
despite this growth in credit.

SEMBRAR has found that although access to finance is important for smallholders, it is essential
that the financial resources be supported with a comprehensive package of technical assistance and
market access (including market information, access to savings, communication services, and
climate adaptation techniques). It is these non-financial services that can help ensure loans lead to
more efficient agricultural production and improved repayment capacity.

Lesson 15: Consider the Business Case for Small Savings

Minimizing risk is certainly one of the main concerns of private investors landers; however
ultimately, they must also earn an adeguaturn, through maximizing revenues and minimizing costs.
For example, there is still not a clear set of business practices on how to ensiimamoal services can
be financially viable Many MFIs have also attempted to mobilize rural savingséwe often found that
the average cost of an account is too high andstinhgs can rarely represent a significant portion of
their funding source¥. Nonetheless, a study by Glenn Westley and Xavier Martin Patofioasd a
number of reasons for finantiastitutions to consider mobilizing small saving accounts

1 Minimal marginal costs. If one factors in that many of the costs of mobilizing rural savings are

already covered by a financial institulbei onbs
minimal.
YpPortocarrero, F., Tarazona, A. & Westl ey, G. , fiHow Should Micr

Development Department Best Practices Series, Inter-American Development Bank, Washington, D.C., 2006.
11 :
Ibid. 9, at 32
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9 Opportunity for cross-sales. As most clients have a broad range of business needs, rural
savings clients can purchase other financial products, such as loans, money transfers, insurance,
etc.

1 Reduced cost through technologyBankingtechnologies that facilitate automated transactions,
such as atomatic teller machines (ATMs), point-sale (POS) devices, and mobile bankiage
the potential to reduce operating costs and increase client retention and accession rates.

9 Higher returns. If the loans taken out by small savers are significantly smaller than average, the
MFI may still be able to make this lending profitable by charging higher interest rates and/or fees
for these loans.

91 Higher fees and/or lower interest rates on savings aounts. If the cost of serving small savers
is still excessive even when all the previous points are taken into account, the MFI always has the
option to charge for the service provided.

Even if smallsaver loans and savings accounts are too smélé frofitable clients today, both may
increase in size over temby enough to make thepmofitable in future yearsBased on this lorterm
market potentialfor example,EcoBank is mobilizing small savings via public high schools throughout
Mali.

Lesson 16: Member-Based Institutions Can Facilitate Access to Finance for Smallholders

As mentioned previously, private investment can actually come from within the rural community. Credit
unions, for example, can serve such a purpose as they are nmmmeet, rot-for-profit financial
cooperatives that provide savings, credit and other financial services. Credit unions particularly focus on
entire communities, including the rich & poor and small & large farmers, and serve entire families,
instead of just the headf the household. In this way the revenue opportunity is greater for the credit
union, as it has more potential client members, and individual group risks are reduced as all stakeholders
are involved. The credit union model also augments the fundingesdase as better off farmers can
deposit their excess funds for the credit union to lend to capital hungry clients with smater niEae
example below in Box.8 from the World Council of Credit Unions (WOCCU) shows how credit unions
can increase &ess to high quality financial services for all community members, especially smallholder
farmers, while ensuring that the institution and its investor members/depositors earn an adequate return.
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Box 5.3 Credit Union Methodology for Reaching Smallholder Farmers

The three keys to the credit union model are affordability, availability and accessibility. In general,
pricing (affordability) for agricultural loans is one of the most important components to lending. Per
WOCCU, pricing could be structured on a case-by-case basis to better understand the absorptive
capacity of each farmer. Furthermore, by having the discipline, efficiency and structure to keep
costs low, agriculturally-focused credit unions can pass on savings to farmer clients by charging
lower interest rates on loans and paying higher savings rates.

The loan products typically available to agricultural clients include production loans, improvement
loans (i.e., for house, equipment, or land; typically longer term), and revolving lines of credit (acting
as a cushion for a freedsaNhie depaynaent istinportdng the enchgodl is
not that the farmer repays the loan, but that the farmer is able to generate wealth. This can be done
by improving the main productive asset of the farmer (land), improving the annual net income of the
farmer-member by introducing viable agricultural products, and creating a master farm plan (which
includes soil improvement, improved seed quality, fertilizer, water, and insecticides and pesticides).
Credit unions are member funded, typically driven by member savings as well, which can also
provide members a source of income through dividend payments, a source of investment for a
purchase planned for the future, such as a new tractor, and a place to safeguard emergency funds.

Accessibility can be achieved by offering services to the entire community of farmers, rich and
poor, helping to diversify borrower risk and spread fixed costs across a larger client base. Farmers
from different economic backgrounds bring with them varying levels of risk, and thus could be
treated differently. For example, subsistence farmers, who often have no collateral, no equity, and
no outside income are generally more risky than semi-commercial farmers, who often have outside
income, some collateral, and some equity (often 20-30%). By targeting higher income members
first, such as the semi-commercial farmers, the credit union can establish a stable and viable client
base before expanding to subsistence farmers, who are more risky and less profitable. In addition,
by serving commercial farmers, credit unions can better cover costs on savings, especially fixed
costs, as these farmers can save larger amounts. Per WOCCU, the ideal client mix is 30%
subsistence farmers, 60% semi-commercial famers, and 10% commercial farmers.

Furthermore, when performance is measured and reported, it implies a sense of accountability,
causing performance to accelerate. WOCCU developed 15 organizational indicators (e.qg.,
membership breakdown, portfolio distribution by agricultural product, type of loan, loan size,
delinquency) and 14 producer indicators (e.g.., land ownership, plot size, number of employees,
crop production and yield, gross income, production costs, and net income) to measure
performance and advancement of both credit unions and client borrowers.

Lesson 17: Long-Term Capital Can Improve Farmer Productivity

Private investors and lenders in rural and agricultural markets have historically focused on fulfilling short
term working capital needs to minimize their risks. However afterdecades of price volatility, many
farmers have liquidated their lotgrm assets, such as animals and equipment, and are trapped in a
vicious cycle of zero profitability and lack of access to lemgn capital. Faitrade farmers are also
affected, asome of them have higher production costs and declining yi€lds.to the lack of access to
appropriate longerm capital, farmers have not been able to invest in infrastructure to increase yields,
improve quality, and create added value in their prodiiceofin estimates that there is tremendous-pent

up demand, approximately $1.2 billion in additional capital needed globally, 65% of which i&tong
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capital, to finance fair trade farmini§.On the other hand, there is a growing demand for certified
products not only within the US and Europe but also emerging countries, such as Indonesia, Vietnam,
India, Brazil and Mexico.

Incofin, Fairtrade International and Grameen Foundation, for example, have partnered to start the
Fairtrade Access Fund (FAFRyvhich will invest inwell-run producer organizations that are Fairtrade

certified (or in the process of becoming certifiedizicofin will manage the Fund and raise B million

in capital by the |l aunch in Fal |l $52%10d02njllionebyttent ual |
fourth year. FAF will initially focus on Latin America and the Caribbean and later expand to other
regions.

FAF inveseeswill benefit from debt financing (b years terms) anharious types ofechnical assistance.

Incofin will provide organizational capacity building to the producer organizations, including risk
management and corporate governance training. Fairtrade International will provide market expertise to
the producer organizations and help in securing buyers in tHetn@rameen Foundation will provide
support through its mobile information services platform and its Progress out of Poverty Index (PPI) to
help collect, analyze, and disseminate data on the end beneficiaries. The design of FAF and the structure
of invegments will provide farmers access to lelegm capital, actionable information that will allow

them to enhance their yields, a reduction in the impact of diseases, and greater access to the benefits of
Fairtradecertificationincluding markets, minimum mes and price premiums. In particular, the long

term financing will not focus on land acquisitidrut rather on value adding investments, such as for land
preparation, irrigation, equipment and processing facilities.

12 Based on producer survey conducted by Fairtrade International in March of 2012.
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VI. Forging Positive Government Support

Governments often have strong political reasons |for

supporting rural and agricultural market developmgntBox 6.1: Agricultural Policy in

as well as economic reasons. As a result, the pestonduras

policy decisions often come froengaging the privat . _

sectorto ensure that new policies are market friengily!n Honduras, agriculture contributes to 13%
and serve the necessamynstituencies.According to | ©f 9ross dome§t|c e e
Honduran Minister of Agriculture and Livestock, tHe réPresents 4% of extended  credit.
Honorable Jacobo Regaladdn fihe past, Honduran Nonetheless, Honduras was able to
. X L increase agriculture-related GDP by 5.6%
V|evyed the agricultutasector more as _charlty than@a i n 2011, while Hondufaso ove
business. Now we use a more sustainable approaciicreased 3.6%. The Government of
promoting a business mo dipddurad Rad doReCttis &hfoSgh multiplemp r k et s é
Through partnerships with the private sector, {hecollaborative partnerships, including:
Honduran government hasbetter aligned its
agricultural policies with m&et demand, increasin I working with the national bank,

its agriculturerelatedGDP (see Box &). There are aI Banadesa, to improve analysis;
number of ways that governments can support rfiral 1 reducing risk through complementary
and agricultural markedevelopmentbeginning with guarantees and building trust;

a policy environment that is conducive'fo: T improving agricultural risk
management schemes;

1 working through new development

Starting and closing a busirses channels.

Dealing with licenses, certifications and
standards
Employing workers
Registering property, land and water use rights

Accessing finance and protecting investors

Assessing and collecting taxes

Promoting fair competition

Facilitating access to markdtdransparent pricing, information systems, etc.
Facilitating trade across borders

Enforcing contracts and rule of law

E R N = =4

Below ae additional lessons related to fiong positive government support

Lesson 18: Offer Tax Benefits to Encourage Investment in Rural and Agricultural Market
Development

In many developing countries, rural and agribusinesses operate under the radar of government taxation,
which can limit growth and investment. Governments can offer tax benefits to incentivize rural and
agribusinesses to operate more formally, which capamd its tax revenue base over time. The
Government ofndia, for examplepffers a tax holiday for up to 15 years to encourage investment in agri
industrial parks (100% first 5 years, 50% second five years and 0% for third five years).
According b Saurabh Bhat of YES Banké Indian Farmers Fertilizer Coapativewas started this way,

which is now the largest chemical fertilizamoviderin Asia, with 38,155 comratives associated and 55

million farmers as shareholders.

13 Adapted from www.eatproject.org
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Lesson 19: Make Policy Changes Based on Hard Evidence Combined with a Clear
Understanding of Perspectives, Roles and Leadership

Oxford Policy Management (OPM) has found a frequent needdgamine the justification for existing

and/or proposed policy interventions by a ramfeactors. An assessment of the impact of fertilizer
subsidies and purchasing schemes for maize farmers in Zambia, for example, found that only 5% of the
benefits went to the poorest smallholders, despite the fact that the schemes absorbed 90% of the
Govenment 6s poverty reduction budget. I n many ca
best practice rather than a robust appraisal of country specific trends and priorities. Often times, aiming at
best practice without taking full account of oty specific constraints and drivers results in unintended

consequences,; so it is much more effective to go
important to acknowledge the challenge policy makers face in marthgimgany tradeffs (seeBox 6.2
below).
Box 6.2: Political Trade-offs Related to Supporting Agricultural Markets
Ensuring benefits for the rural poor are Managing expectations of those with power
disenfranchised and influence
Waiting to collect information to make Making policy decisions based on timely but
informed policy decisions incomplete information
_— . Taking full account of the differences in
Establishing a single, coherent framework for understanding and opinion amona varied
understanding and formulating policy 9 P 9
VS. stakeholders
Protecting national food security Supporting growth of rural and agricultural
markets
Promoting best practice policies Promoting policies that can be effectively
g P P communicated and accepted
Addressing short-term concerns and ]
demonstrating immediate improvements Addressing long-term structural problems
OPM recommends a deep and thorough analysis of the _
political economy to understand the wider constraint$l We need to do rigor
and incentives facing policy makers. Political understand the market before selecting
economy analysis includes an assessment of |thePlicY mtervenltlons atlmacro, mes? ?nd g 1
stakeholders, rules and institutions (g.linistry | M ¢fr o l eve’ S. € ono
~ mistakes, we 6_| | be doomed [t o respec
power s, irul es of the-gameoY’ and Structurfes (soc
economic, culture, history). For a given policy issie,p; Robert Stone, OPM
one must understand who would be the winners gnd

losers over time, and what would be requireduivdb
support for the policy change.

Combining political economy analysis with value chain analysis can help identify the real issues that need
to be addressed to spur agricultural investment and finance. In Rwanda, for example, a team was able to
demorstrate the benefits dbcusing heavilyon improving the financing of postarvest handling and
storage (through warehouse receipts.) to complement the existing emphasis on input financing.

One of the difficulties in crafting effective polici¢o promote agricultural financeesults from the lack
of clarity about which ministry is responsible for it. As Boaz Blackie Keizire of the African Union

Commi ssion explains, AThe Minister of Agmisterul tur e
of Financeds responsibility, whil e the Minister 0
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responsibility. o This blurring of responsibilit
policy initiatives from moving forwardhereby hindering investment.

Unless there is clarity from government leadership, the private seitit@motninvest. Public leaders need

to speakup and make specific commitments to facilitate private sector investments in rural and
agricultural makets. When looking to make lofigrm investments, private investors need to know that
they will be supported and protected.

In general, policies are easier to pass than to implement, particularly when the potential winners are
marginal economic player§.o work around the traditionally male dominated policy stakeholders in
Pakistan, for example, the President moved responsibility for financial inclusion to a Department in the
Central Bank with several women among the senior staff. It is crucial to halanapion to make
difficult policy shifts: in the Pakistan case, the champion was the (female) Governor of the Central Bank.
If you camat create a champion, you can usually facilitate the emergence of one.

Lesson 20: Consider How Government Policy Can Play an Important Role in Developing
Outgrower Networks and Agricultural Supply Chains

In Nigeria, the FederaMinistry of Agriculture and

Rural Development launched an ambitious progranp tdd Gover nment s can hel
help farmers access seeds and inputs through|tfen!y when they have g shared
private sector, providing financing and support |to

supply chain development, while the Ministry of Df- Benugopal Mukhopadhay, NABARD
Water Resources increased [iibexpenditure on
irrigation facilities specifically in rice growing areas. Working closely with the UShimded
MARKETS program, managed by Chemonics International, government agricultural extension agents
acquired new skills and tools for increasingi@gtural productivity, which increased farmer yields in
sorghum, cassava, sesame, maize and rice. As a result of these capacity building efforts, the Federal
Government of Nigeria plans to facilitate rice production and processing to effectively conifiete
imports over the next five years.

Lesson 21: Ensure the Right Business Model and Incentives are in Place to Stimulate
Private Sector Development

Following the end of apartheid, the South African Government mandated land reform, with an end
objecte of redistributing 30% of the countryds agric
or black population. The Government has seen the shortcomings of giving land to unskilled and
undercapiilized people, which among other things has reduile90% of the estimated 6 million

hectares of land purchased remaining unproductive and driving up local food costs. Government is now
calling on the private sector to partner with them in creating a sustainable solution to the land reform
process in Sdh Africa. To this end, companies like EmVest, which is a private agricultural investment
company, have positioned themselves as strategic partners with the Government and the beneficiaries of
land reform thereby ensuring that the land maintains its pctide status. Under the new land reform
strategy, known as the Pro Actitand Acquisition StrategyRLAS), the Government retains land title

for five years before turning it over to someone who has a claim on the land (even if distant). During this
time, EmVest trains the farmers and links them to markets, creating jobs in a way ¢oatnercially
sustainable (depending on the strategic partner contribtitiey share up to 45% of the profits with the
beneficiary). By partnering in this way, EmVest ltasated a wirwin-win solution for the Government,

| ocal farmers and its investors. As Stephen wvan
commercial. We want to attract others by being a success, to encourage other private sector players to get
tha r h a n ditstakes isignificant time, fiort and coordinationhowever,to get public and private
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sectorpartners on the same padefinancial inclusion pilot project to develop an ICT based solution for
penetrating rural markets in India highlightise difficulties of getting public and private sector
representatives to buy into a shared initiaffsee B0x6.3).

Box 6.3: NABARDOGs Role in Supporting I ndis3g

Due to its past close relationship with the Central Bank in India, an apex development finance
institution, the National Bank for Agriculture and Rural Development (NABARD), was selected to
work on an important initiative related to the National Plan of Financial Inclusion with the intended
out comecrietacsei t he access of finance of the exc|luded p
54.6% of farmer households were financially excluded, according to National Sample Survey
Organization in 2003. The project was to educate and motivate rural people to use the banking
services at their door steps through a business model in which banks would gain clients and
revenues through repeated transactions and the ICT provider would benefit from the sale of
hardware and software. The end objective was to provide unbanked clients with access to finance,
not just credit, but also savings, insurance, remittances and payment services, including State
welfare payments through smart cards.

NABARDOGs partners included The Worl d Bamegnologyolur ce Tr
service provider; and 15 Regional Rural Banks (RRB), which are state-sponsored rural financial
institutions in India. NABARDOGs role was to cdoordina
logistical and technical support, andtoguide t he RRBs® participation |in the

to reach unbanked populations through information communication technology (ICT). STS provided
ICT pilot study kits to select RRBs, which contained hardware: laptops for enrolling clients, and
software: client software and server software licenses for six months. It also provided smart cards to
the clients to facilitate transactions. The pilot was implemented in fourteen states by working with
Self-Help Groups (SHGs), farmers clubs and business correspondents, with varying degrees of
success, ranging from no new clients in one RRB to more than 1700 new clients in another RRB.
The estimated investment to date has been $72,470. All together, the six month pilot resulted in
13,000 new clients as of May 15, 2011, and 11 of the 14 RRBs added at least 1,000 clients, which
was the break-even point for the business model.

The project faced significant hurdles due to insufficient power, poor telecommunications, selection
and adoption of appropriate technologies, non-availability of locally skilled persons and vendors, cost
of technology upgrades, and enrollment of a large numbers of accounts over a wide geographical
area. The RRBs faced additional hurdles, including high maintenance cost of accounts, small size
transactions, and various linguistic and literacy challenges. Regulatory issues included transit
security, distance criterion and transaction settlement.

The project yielded several important lessons that can be applied to future ICT initiatives for financial
inclusion:

1 Project design should integrate knowledge related to theories of change to anticipate and
address client resistance;

1 Special efforts must be made to strengthen stakeholder engagement and to achieve a shared
vision;

1 Rolling out technology requires technical assistance and buy-in at all levels of hierarchy, from
senior management to rural branch managers;

1 A project champion is needed to oversee and ensure overall project success.

Box 6.4 offers another exampl e of how a Gover nmen
business model can pay off, even in the most difficult situations.
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Box 6.4 Peruvian Gover nme n tadicate Edca Rradtictiane St

Deemed the fASan Martin Miracle, o the Peruvian| Governr
and development partners, was able to reduce coca cultivation (the plant used for cocaine) from
23,000 hectares to 1,725 hectares in the San Martin area of Peru from 2000 to 2010. The average
coca growing community in San Martin suffered from high incidents of poverty, insecurity and
violence, government distrust and low levels of education. Through an effective communication
strategyand ongoing support, San Martinds poverty |[dropped
became the top performing region of the country with 7% annual regional growth.

USAID/Peru contributed to these achievements through a series of Alternative Development
Programs from2002-2 01 2. Chemoni csd® current model uses Hthree ph

1. Hearts and Minds. Chemoni cs® team begins to work wijth a c¢
socializing and consulting with them, and identifying potential architects of change.
Approximately, 70-80% express interest in program and agree not to go back to coca
cultivation in exchange for economic and community support. Communities become more
interested after having their coca fAeradicdgtedo by
severaltimes. According to Greg Jacobs, Chemonics Djrector,
voices as agents of change, 0 so the team would col
society and make a better future for their children. While it is hard to compete with the returns
on coca production, site visits to communities that had worked on other crops showed how
alternative development could improve communities, investment and resources.

2. Capacity Building. Once committed to change, communities were encouraged to grow crops
with high market potential, such as cocoa, coffee and palm. Nonetheless, Loren Stoddard of
USAI D explains that part of why this model wor ks i
to do next; we ask them. o Ch e moassistasce tb faenars pr ovi ded
and cooperatives on how to prepare land, cultivate new crops, provide adequate shade and
post-harvest handling, and ensure effective farm and nursery management. Chemonics has
also worked to develop key SMEs in the agricultural value chains, including a cocoa processor
that ferments cocoa and produces chocolate products, which won a prize for taste at the 2009
Chocolate Festival in Paris.

3. Post-Eradication Support. Support does not stop there. Chemonics also works with the
productive sector to better understand and link to markets, facilitates cocoa exports to Germany
and the US, and supports education through farmer field schools. In addition, Chemonics
supports community development, including infrastructure development of roads, electricity,
potable water, as well as strengthens social cohesion through leadership training and
networking activities, especially for women and youth.

So, is the San Martin Miracle replicable? The Peruvian Government believes it is, despéet that it
required about $250 million of USAID funding over the past 10 yeard some coca growing has just
moved to other areas (e.gn VRAE, where there is limited local government commitment to coca
eradication).

Lesson 22: Encourage Municipal Governments to Play an Active Role in Developing
Rural Markets

Traditionally, municipal governments see their role as providing public services mostly, with little vision
of how they ca play a role in attractinmvestors, especially to suppaoural and agricultural markets. In
Nicaragua, howeverCatholic Relief Servicesound that by actively engagingunicipal government
leackrs and local farm and agribusiness leaders, its ACORDAR project wase &dditate relationships
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and stimulatedialogue among multiple value chain stakeholdeee Box 6.5)As a result, investments
increased by $19.5 millio($14.63 million in roads and water infrastructure and $4.78 million in storage
facilities, sanitation and market accesshich were neededotfacilitate private investment in the
following value chainsfresh fruits, vegetables, coffee, red and black beans, cocoa, roots and tubers

Box 6.5: CRS Leverages Municipal Investments to Strengthen Agricultural Value
Chains in Nicaragua

To create valwue <chain f rAlliancedtd Creae rOppontunitiresn®m Rugal, CRSH
Development through Agro-Enterprise Relationships (ACORDAR) project worked with 25 municipal
governments to embed actions to secure investments in their planning structures and processes.
They found that farmer enterprise investment support has greater potential to be included in the
municipal budget when presented at town hall meetings in the presence of other local stakeholders.
The ACORDAR project was implemented over 5 years (2007-2012) through the following four
phases:

1. Obtaining buy-in from municipal governments and producer organizations, by meeting
with municipalities to discuss importance of selected value chains, explaining initiative and
benefits to producers and municipalities (win-win scenario) and obtaining political and financial
commitments in writing.

2. Developing farmer capacity, helping farmers to understand municipal legal framework and
develop lobbying action plans to articulate their needs.

3. Encouraging farm cooperatives to participate in municipal decision making bodies,
learning how to lobby local governments in town meetings, through environmental and
technical commissions for improved water use, waste management, etc.

4. Ensuring sustainability: making farmer participation in municipal activities a permanent
political process, by improving government transparency and access to quarterly publication
of municipal investments, engaging cooperatives and encouraging farmers to attend
government departmental meetings.

By assisting 3,068 direct participants in 25 municipalities, ACORDAR strengthened value chain
competitiveness, increasing production by 66%, sales by 98% and average annual farmer income
from $2,400 to $4,600 over four years. As a result, CRS estimates that it helped to create 23,600
new jobs and benefited 20,000 farmers and families in 25 municipalities in Nicaragua. In addition,
sixteen legal regulations to support value chain development were implemented as a result of farmer
enterprise lobbying efforts, including forest and agriculture fire prevention, protection and adequate
use of water sources, regulation of irrigation areas, agriculture-based water and solid waste
management, and watershed and natural reserve protection. According to Jefferson Shriver of CRS,
Aperhaps the most i mportant i mpact was on peopl eds
access to potable water. o One municipality wit
Their farmer enterprise lobbying efforts led to the creation and/or repair of 15 kilometers of rural
roads, 65 latrines, and electricity installation for 150 families. Nonetheless, CRS admits that its
results varied by municipality, with five experiencing exemplary results, 10 good results and 5
municipalities with not so good results. They found there was more success in municipalities with a
history of transparency and leadership, as well as with mature cooperatives, where farmers had
strong ties and worked well together.
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VII. Adapting for Special Considerations

Special considerations are merited in light of a number of important changes in global demographics,
including:

1 Prevalence of females in agricultutteey represent up to 43% of thagricultural labor forcen
developing countrie&}

Growing global population, with large concentrations of young adults in developing countries;
Acknowledgement that the extreme pooften live in rural areas,with no acess to land,
markets anceducation making it extremely difficult to lift them out of poverty through market
driven solutions alone.

1
1

Threerelated lessons are highlighted below.

Lesson 23: Map Gender Roles and Impacts to Raise Awareness and Encourage Gradual
Change of Social Norms and Behaviors

Unfortunately, eonomic growth is not sufficient to address gender ghypstead, special efforts are
needed to help both gendesse the advantagesf gender equality and in particulaof wo me n 6 s
empowermentGender mapping can be integrated into value chain analysis and the findings used to
gradually change social norms and behaviacsording to the FAOwomen are traditionally responsible

for collecting water and fuel, maintaining hohsekdl plots and gardens, processing and preparing food, in
addition to housekeeping and childcardomengenerally have less access to land, credit and education,
which limit their capacity to invest in new technologies or equipment for rural and agetultur
development. If women farmers were empowered to produce the same yields as male farmers, then
agricultural output would increase by up to 4% in developing couritriEsrough rural and agricultural
development projects, communities can be incentiviaezhtourage and facilitate change, by identifying
triggers that move people to action and allowing them to set their own pace of change. Most people
change when they see others in the community accepting change, resulting in a domino effect, with
changesappening slowly at first followed by more ra
Empowering women through local leadership can play an important role in facilitating behavioral change
andsocial acceptancas highlighted in Bo%.1

1: firhe State of Food and Agriculture: 2010-2 011, 0 Food and AgradfthednitediNatons(Romgea 2011z at i on
Ibid.
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Box 7.1: CARE Empowers Women to Develop Cashew Enterprises through Education,
Technical Assistance and Business Linkages

As part of CAREG6s Gl obal Mar ket Engagement Str a
processing businesses in two cashew-growing districts of Cuddalore and Nagapattinam in Tamil Nadu,
India with funding from Walmart Foundation. These districts account for 45% of all cashew nuts
processed in India, for which women are traditionally used for unskilled, low-wage work, such as
gathering or de-shelling nuts. In this role, they have had little opportunity for advancement, control over
productive assets or decision-making authority. CARE intervened in two key ways i promoting social
empowerment and developing women-owned cashew enterprises.

When dealing with vulnerable and marginalized groups, such as women and Dalits, education and
social empowerment play a prominent role. To implement this, CARE and its local partners worked with
the women cashew processors to improve their functional numeracy and literacy, as well as raised their
awareness about norms, power, rights, reproductive health and entitlements. The women also received
training on savings and were introduced to micro-insurance and micro-pensions.

To help the women develop their cashew enterprises, CARE and its local partners offered a package of
technical and managerial training, designed to teach them about cashew processing, management,
negotiation, and marketing. CARE guided the enterprises through a four-stage process of growth
(Start-up -> Formalization -> Maturity -> Growth & Scale) as depicted in the illustration. CARE also
facilitated linkages to input and output markets for them. For example, CARE brought in Walmart India
as a buyer for the women-owned Cashew processor s , al so demonstrating

very strict quality standards.

ASensitization, training, exposure,
Start'uD negotiation, business planning, and start-up
. . ARegistration, board formation and development,
Form al |1zation management development, business process,
linkages
M atu rity Nsllgﬁncmg, break-even, growth plan, transition
AFull autonomy, explore other business models,
Growth & Scale diversify supply and market, scale

So far, through the project, the women are operating four women-owned processing units. Three of
these have been formalized as producer companies with women-only boards. 1,250 women are now
part of the Cashew Processing Federation and have processed 184 metric tonnes of raw cashew,
leading to $280,000 in sales of the finished product.

tegy, C

Lesson 24: Provide Rural Youth with Incentives and Technical Assistance to Prepare
Them for Markets

Many youth in developing countries leave the rural areas in search of opportunity and employment. Many
saw their parents and grandparentaggile to make a living off of agriculture, which has not made it an

appealingvocationfor young adults. In some value chains the average age of the farmer is increasing,

such as in cocoa in which the average farmer is 58 years old. In these casdsfépesianust be made

to attract and retain youth in rural are@®ssibly including asset building grants, trainifigancial
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literacy,technical assistance, coaching and market linkadgesetheless, it is important to segment youth

for targeted interentions, as they are nothamogenougroup.Interventions must be carefully designed

based on thediversebackgroundssequenced and structured so as to create a valid pathway fdfesard.
exampl e, A bbiMtiebEslucatiom ID&velopment Center (ED@)the Democratic Republic of

Congo found thayoung entrepreneurs had different needs depending on gender, age cohort, level of
education and household incoMieWhile agribusiness ownership is one potential wath not all youth

are meant to be entrepreneurs and many prefer to
energy; through internships, apprenticeships and entry level jobs, young adults can develop skills to link
them to productive markets

Lesson 25: Segment Markets to Identify Appropriate Approaches to Serve Marginalized
Groups

Marginalized groups, including the extreme poor with no or very little access to land, finance and
education are the most difficult to link to commercial mat&eén rural and agricultural marketélexia

Latortue of CGAP emphasized the importance of segmenting rural agricultural households in order to
develop a more precise and nuanced understanding of their financial service needs. -ceruaesad
approach bnefits from taking a holistic look at households whose income is significantly tied to
agriculture. Rural households are not only producers; they are consumers with needs and aspirations
linked to schooling, healthcare, etc. Based on research condycBabiChristian and Jamie Anderson,
CGAP is proposing an emerging segméatathat differentiates (i) neoommercial smallholders, (ii)
commercial smallholders in loose value chains, and (iii) commercial smallholders in tight value chains.
The noncommerdal smallholders are among the most poor, and farm for sustenance and survival. They
are characterized by a lack of access to most kinds of reséueses, technology, inputs, financial
services, eté. and are highly vulnerable to shocks. Different servipesviders and delivery channels

may be needed to reach these three segments effectively. From its work on thé-@@ARaduation
Program, CGAP has found that the extreme poor first need to be food secure and possibly given an asset
building grant, skis training, and intensive coaching before they can benefit from financial services,
usually beginning with savings.

Some countries are using conditional cash transfers to serve marginalized groups, which can be effective

in protecting them from the Ilgrterm negative effects associated with food insecurity. For example,

Et hi opiads Productive Safety Net Program (PSNP) P
insecure populations in Ethiopia. While these transfers help to meet immediate netedsu&e ongoing

investments in human capital, there are opportunities to leverage goveirankat safety nets to
transition beneficiaries into more sustainable |
Program (PSNP GRAD), implemented bga@nsortium led by CARE, is spearheading such an approach

in close coordination with the Government of Ethiopia. Target beneficiaries are offered a sequence of
interventions, including appropriate financial services and income diversification opportuvtiiies can

help to build assets, smooth consumption through difficult times, and manage risk from agricultural
income. Successful beneficiaries can move beyond PSNP transfers and become eligible for other
agricultural value chain development efforts supgabby USAID.

®fAYouth Enterprise Devel opment Project: Assessing VYeofunded Entrepr
Cross Sectoral Youth Project, July 2009.
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VIIl. Moving Forward

Given the demand for increased production and incomes in rural and agricultural markets, a lot of work
remains to fully crack the nut of attractipgivate investment in a way that is globally sustainable.
Cracking the Nut 2012 helped us to understand how the public and private sectors and civil society can all
come together by pooling our knowledge and resources to develop rural and agricultkes myarund

the world. In particular, we need:

Champions that think long-term and systemically. Most successful efforts to mobilize rural and
agricultural investment begin with at least one champisomeone who knows how to mobilize people
toward a shred vision. Champions might have a technical expertise, but they are able to think outside of
traditional silos and welcome other perspectives. By building-tenmg and broatbased relationships,
champions can facilitate significant investment to systally improve rural and agricultural markets.

These efforts take time and trust to develop. For agricultural development to be sustainable, we also need
to make sure the potential impacts (positive and negative) on locals and their environment ark factore
into the assessment of lotgrm costs and benefits.

Box 8.1: Multiple Stakeholders Facilitate Patient Capital for Rural and Agricultural
Development in Peru

I n partnership with CarAZMhidHfacilit®Riegrseé0 mllioncimiavestnent anéd n c e
$6 million in technical assistance to support 20,000 rural households from 2012-2016. AZMJ has
letters of interest from:

9 Calvert Foundation (with HIVOS)

T 1 DB6s Multilater al Il nvest ment Fund
1 MicroVest

1 Root Capital

All stakeholders see this as a win-win opportunity, as they are able to leverage additional impact by
working together. The fund investors are benefitting from reduced costs of vetting potential
i nvest ment opportunities and | ower risks thngalkl]s to US
assistance. Local financial institutions benefit from expanded markets and improved capacity to
finance rural SMEs and agribusinesses. Private firms benefit from better quality supply and more
consistent sourcing. Farmers benefit from increased technical assistance and access to finance, as
well as improved market linkages. Donors benefit from leveraging market-driven investment from the
private sector and impact investors, ensuring larger, more sustainable results.

Large, multi-stakeholderinitiatives to facilitate patient capital to strengthen rural and agricultural
markets. Given their large resourceand interest in expanding markets and increasing rettines
private sectoris most likelyto lead the way forward. Donor and governmegerds should listen to
private sector actors, tacquiretheir input and buy in, prior to structuring their programs and policies.
Public sector participants will continue to play an important role in raising concerns for the public good,
protecting the evironment and ensuring benefits flow to disadvantaged populations. However, we will
need more flexible and long&Erm contracting mechanisms, allowing for slower results at first, as well as
better monitoring and evaluation mechanisms to capture thienfogicts of systemic changes to rural and
agricultural markets. Publisector subsidies, such as for agricultural extension services and technical
assistance, wi || i kel y be needed t o rai se the k
Fortunaely, therearean increasing number of impact investors with patient capital interested in investing
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in rural and agriculturabusinessopportunities AZMJ, for example, is facilitating patient capital into
agricultural investments in Peru, which it hopescale and replicate in other countries (see 8)x

Creative uses of technology to serve rural areas more efficientfeach year new technologies are
discovered and applications in developing countries become less expensive and more accessible. The
conference highlighted several innovations, using GIS mapping, cell phones and tablets to facilitate the
transfer of technical services, improve product traceability and make farming more efficient. Mobile
technology has been extremely successful in ¢hgacity with services providing market information,
access to finance, deal flow and logistics. Mobile technology is a-gharger in its ability to deliver
information and services directly to individuals, allowing for the potential to reach geogithphica
isolated populations, such as farmers, to increase productivity, facilitaketnaacess, and reduce risk.
Mobile phones can be used to provide several services, including facilitating access to finance, inputs,
buyers, and markets, social/health sms, as well as access to information and skills trainiBgs.8.2

describes Mercy Corpsd mobile bundling of finance

Box 8.2: MercyCorps Partners with Mobile Bank and Research Institution to Serve
Farmers

MercyCorps is working on a MicroAgri project, with BPl Globe BanKO, two MFIs and the
International Rice Research Institute (IRRI) in the Philippines to offer Agrifin Mobile services
(including savings, loans, B2P and P2B payments) in combination with technical advice (including
recommendations on seeds, fertilizers & pesticides, weather data, market prices and costs and
availability of inputs). BanKO is the first mobile-based microfinance-focused savings bank in the
Philippines, and it is providing the mobile platform for the project. IRRI is providing a Nutrient
Manager mobile application (called NMRiceMobile) that allows farmers to call a toll-free number from
their mobile phone, answer questions by pressing numbers on the keypad, and then receive a text
message with a fertilizer recommendation for their field (See illustration).

MercyCorps has been working with BanKO and IRRI since 2011 to develop the mobile interphase
and the NMRiceMobile application. In 2012, they started piloting the MicroAgri project with loans
being disbursed for the Filipino rice planting season.

MicroAgri Project Process:

Pre-Loan 1 Microfinance clients who are farmers open an account with BanKO.

f Farmers receive training on | RRI
Loan Disbursement | § MFI processed loan application which includes crop insurance.

I BanKO processes loan application and credits disbursement directly to
Farmerés Bank Account
MFI Loan Officers keeps relationships with the clients and also
monitors t he use of Nutrition Managejr §s Advi
The Farmer makes repayments through the mobile phone.
Both the MFI and BanKO track payments.
Analyze challenges and possible process improvements
Track i mpact of NMRi ce Modbincdme on |

Loan Collection

=

Impact Analysis

= =a (=4 =
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More engagement between private and public
sector agents of change, diving deeper into sectorgl Box 8.3: Cracking the Nut 2013
issues. There is need for more facilitated Learning Events

communication between public and private segtor

actors, especially to discuss some of the tough issuefZMJ has already begun to plan for the
such as distinguishintarge agricultural ivestments| N€xt global Cracking the Nut, which will
from land grabbingWe must not stop at dialogue arjd COVe" themes important to the private
memorandums of understanding, but move towar ﬁgtcgé;#iigﬁ?n’. Ii)i) IEancslllljtggggFoTcr)zcgz?g;;y
action based on clear implementation plans. SeVeralng iy Financial Packaging for Supply
representatives of private companies expressed|th€hains. One plenary session will have
need to more quicklyturn these exchanges intdo potential investors assess rural and
results. One concept that AZMJ is pursuing with theagricultural  investment  opportunities.
Sustainable Food Lab is th8ustainable Sourcing Designed similar to the television series
Platform, which will be an online resource for the Dr agonds Den in the
private sector to communicate the challenges they fac® the U.S., investor panelists will grill
in sustainable sourcing. For example, a recent artjcl@ f 0] €ct representati
nighiighted Kentuecky F I EoKeREE QIR eyl oo opo
sourcing SL.jfﬂC'ent hlg.h qughty_ chicken an_d Iettllo_e series of regional Cracking the Nut learning
suppl_y all its outl_ets in Nigerid. _By making their _events, which will allow us to dig deeper
sustainable sourcing issues public, the platform Willintg specific regional and sectoral issues.
mobilize development resources to address thesgor example, AZMJ is planning an African
market constraints, making programming mdreCracking the Nut for 2013, which will dig
efficient and impactful. AZMJ hopes to launch the deeper into issues related East Africa and
Susgainable Sourcing Platformat Cracking the Nut| food security.

2013: Sustainable Sourcing from Agricultural Supply

—

Chains, which will likely take place in Europes descrlbed iBox 8.3

Conclusion. Through creative partnerships and wiim approaches, the Cracking thiait community
has shown that we can leverage sustainable rural and agricultural investments in ways that reduce risk and
create additional development impact in emerging markets.  Additional creative solutions to global

problems (i.e.tough nuts) are whin our reach, as long as we are willing to step outside our
zones, work with new people and in new ways and then be willing to share the experiences
with others. AZMJ thanks the Cracking the Nut Community for being willing to playdhe

Y"Maritz, J., Hkpamrsiooan Oppbriuincfarfar mer s, 6 How We Made it in
Africa, February 3, 2012: http://www.howwemadeitinafrica.com/kfcs-african-expansion-an-opportunity-for-farmers/14799
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