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Scope and Bases

We have performed this priority engagement in line with the Scope of Ministry of Food and Agriculture and

our professional experience in similar engagements

A The assignment involved the completion of the following :

A Determination of various funding mechanisms that are
available in the agriculture sector for the selected value
chains, namely :

0 Maize

o Rice

0 Soya Bean
o Poultry

A Assessment of the viability and impact of these funding
mechanisms, using previous MoFA projects and other
development programs as a point of reference . This was
to include interviews with previous beneficiaries and
funds/grants and impacts on their agribusinesses .

A Recommendation of the appropriate funding mechanisms
that  would improve productivity, efficiency and
profitability, as well as commercial Vviability of the
Pr oj eimvéstiments

A Perform a potential impact analysis of the recommended
mechanism on the selected value chains by carrying out
the following :

0 Conduct financial and economic modelling of the
proposed value chains to assess their viability

0 Conduct a risk analysis of the proposed financing
models under each value chain
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A Basedon key assumptiongn underlyingthe modelsand
other parametersof the t N2 2 fhandir@rechanisms,
proposea fundingplanthat would sustainthe benefitsof
the interventionsfor all actorsof the valuechain

A Our methodologywas developedaround meetingswith

the FoodSystemsResilienceéProject(FSRP their office
to firm up the scope of work and the timeline for
delivery. The Project Coordinatingteam furnish us with
contactpersonswith selecteddistrictsandinstitutions.

A ThecommunitiesvisitedincludesPaga,Fumbisi,Kubogu,

Nakpanzoo, Zangbalum, Savulugu, Karaga, Woribogu,
Kintampo, Bankai, Busunya,Klenormadi, Asutsuarefor
the cropsector(i.e. Maize,Riceand Soybean)

A For the Poultry sector, the team visited Okyereko,

QueensCity, Gada,DormaaAhenkro, Sunyani,Kumasi,
Asaman LakeBosomtwi, Mankranso,Juabenand Tema
Newtown

A Theteam alsohad interviewswith selectedfinancialand

non-bank financial institutions including GIRSALGhana
Commodity Exchange, National Food Buffer Stock
Company(NAFCO)ADB, ABSA PJFSecretariat, GASIP,
Chamber of Agribusiness, Republic Bank, National
Insurance Commission, ECOBANKNational Investment
Bank(NIB)

A Wehavesourcedour informationfrom:

V Ministry of Foodand Agriculture

V Otherpubliclyavailableinformation.
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Approach and Methodology

Our approach included, inter  -alia, the following procedures:

A We conducted desk review of relevant document on past
experiences/projects in Ghana and other developing
countries on the value chain funding mechanism in the
agricultural  sectors of those developing settings .

A To place this analysisin perspective, we focused on
identifying actors for the value chainsof the following

commoditieswithin the projectinterventionareas
, _ o0 Rice
A We reviewed documents on Ghana Agricultural Sector
Investment  Project (GASIP), National Food Buffer Sock o0 Maize
Company (NAFCO), Ghana Commodity Exchange (GCX), o

) _ _ Poultry
Ghana Incentive -Based Risk Sharing System  for

Agriculture (GIRSAL) and Millennium Development 0 Soyabean
Authorit MIDA) Project . e i .
v ( ) : A Inidentifyingthe specificactorsfor eachcommodity,we
A The quantitative data was collected from key actors limited the selectionof the actorsto the four levels of
within the chain. To do this, we designed questionnaires Inputs, Production, Processing, Distribution and
to collect data on the operations of the activiies of the Consumption

various actors within each of the chain. This was

administered to selected individuals and organizations . A
survey of some key actors was done by collecting data
face -to -face.

Focus Group Discussions (FGD) was employed to collect
key qualitative data within the sampled communities .
This was done to corroborate and effectively triangulate
some of the quantitative data. A total of 20 FGDs were
conducted ; one per district .

The team also employed Key Informant Interview (KII) to
collect qualitative data in order to gain insight about the
perceptions or  experiences of  stakeholders or
implementing partners . Through the wuse of Kl we
obtained relevant information from  knowledgeable
stakeholders pertaining to the project .
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To assesghe financial and economicnet benefits, we
evaluatedthe future flow of benefitsand costsWith and
Without the project intervention using  various
investment appraisaltools like the Net PresentValue
(NPV), Internal Rate of Return (IRR)and Return on
InvestedCapital(ROIC)

The projected Net Present Value of the activities of
actors With and Without the project over the projected
lifespanwas calculated The annual benefit stream of
eachproject was determined by subtractingthe cost of
investments and recurrent expenditure from the
computedprojectedincomes

TheCostsand Benefitswasdiscountedusingthe discount
rate, to arrive at the Net PresentValue, as indicatedin
the formulabelow. NPV (Bt¢ Ct)/ (1+nt.
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Glossary

Agricultural Development Bank
Benefit/Cost

Biological Nitrogen Fixation
Coronavirus Alleviation Programme
Credit Risk Guarantee

Economic Intelligence Unit

Food and Agricultural Organization
Farmer Based Organizations
Foreign Direct Investment

Focus Group Discussion

Food Systems Resilience Project

Fidelity Young Entrepreneurship Initiative

Ghana Guinness Breweries

Ghana Incentive -Based Risk Sharing System for

Agricultural Lending

Gesellschaft fur Internationale Zusammenarbeit

Ghana Rubber Estate Limited

Internal Rate of Return
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Interest Rate Scheme

Kpong Irrigation Scheme
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Metric Tonnes

National Food Buffer Stock Company

Non-Bank Financial Institutions

National Investment Bank

Nitrogen Phosphorus Potassium

Net Present Value

Planting for FOOD and Jobs

Rubber

Savannah Agricultural Research Institute

Outgrower so

and

Statistics Research and Information Directorate

TechnoServe

Agent

United Nations Conference on Trade and Development

Village Savings and Loans Associations

Warehouse Receipt Financing Product
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Executive Summary | Overview of Project

This report seeks to answer the key requirement of the sponsors by highlighting the project objectives and responding to it

A TheGovernmenif Ghanathroughthe Ministry of Foodand Agricultureis implementingthe FoodSystemsResilience
Project (FSRPacrossthe major food basketsof Ghana The developmentobjective of the FSRHs to increase
preparednessgainstfood insecurityandimprovethe resilienceof food systemsn Ghana

Background A Thisdevelopmentobjectiveis expectedto be achievedthroughimprovingT I NJyd8dég@usableweather, climate
andadvisoryservicesimprovingaccesgo localclimateinformation servicesfacilitatingthe co-productionof services
between private and public sector, increasingT | NJY &&¢&st@ agriculturaland nutrition sensitivetechnologies,
promotingprivate sectorinvolvementin regionalagriculturaltrade, amongother factors

A TheFoodSystemdResiliencérojectis organizedaroundfive coredistinctbut interrelated components

o Improvingdigitaladvisoryservicedo supporttimely agricultureandfood crisispreventionandmanagement

Components of Food
System Resilience

Sustainabilityandadaptivecapacityof D K | yfdo@siistemsproductivebase
Project (FSRP) Enhancingegionalfood marketintegrationandagriculturalinputsandoutput trade

Contingencemergencyesponse

O O O o

ProjectManagement

A Inits questto identify the appropriatefundingmechanisnto employfor the variousinterventions,the Projectseeks
to recruit anindividualconsultantwith requisiteexpertisein the agriculturevaluechainfinancingmodels

Objective of A The consultant is to determine the most appropriate funding mechanismsto improve productivity and
Consultancy competitivenes®f projectbeneficiaries
A TheConsultanis alsoexpectedto proposea fundingplanthat would sustainthe benefitsof the interventionsfor all
actorsof the valuechain

The project promisesthe following rewardsto the government,individual actors of the variousvalue chain and the

societyat large

A Governmentwill havea roadmapto allocatefundsto the variousactorsof selectedvalue chains Thiswill fuel the
achievemenbf food securityin the longand mediumterm.

A Beneficiariesvill haveaccessiblereditsto enhancetheir businessobjectives Profitsfrom the agriculturalventures
will help eradicate/alleviatgpovertyamongbeneficiaries

A Thesocialimpactwill be seenin the improvementin the standardof livingwithin beneficiaryareas

Expected impact of
project

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary | Rice Production & distribution

The rice production value chain actors include seed producers, farmers, input dealers, aggregators, transporters, wangtensise o
processors and marketers.

RiceProductionanddistribution in Ghana

A Ghanadependslargelyon imported rice to makeup for the deficitin domestic
rice supply. Hencethe need for food and agriculture sector stakeholdersto
ensureincreasedand sustaineddomestic production of good quality rice for
food security, import substitution and savingsin foreign exchange More
efforts are neededto make the domesticrice value chain competitive that
wouldleadto the growth andstructuraltransformationof the economy

A While production of rice over the years has seen improvement significant
challengesin both the rice seed and grain value chainscontinue to exist
Duringthe post-harveststage,for instance,maintainingquality standardsto
make our domestic rice competitive remains a challenge as inadequate
processinginfrastructure and modern milling machines,insufficient silos for
storing paddybefore milling, inadequatequality standardtestingfor both seed
(paddy)and milled rice havenot seenmuchimprovement

A Therice productionvalue chainactorsinclude seedproducers farmers, input

dealers, aggregators, transporters, warehouse owners, processors and
marketers The percentageof rice farming is largely increasing The major

RiceProductionanddistribution in Ghana - : ; - :
constraintsfor the developmentof rice production chain during the Focus

A Riceis one of the most important food staplesin Ghanaand its consumption Group Discussion$ighlightedinclude inadequateaccesgo inputs (seedand
keepsincreasingasa result of populationgrowth, urbanizationand changein fertilizer), inadequateharvestingand post-harvestmanagementechnologies,
consumerhabits It isalabourintensivecropandit is cultivatedboth asa food and the weak local rice marketing systemand postharvestlosseswhich is
anda cashcrop. projectedto be 4% on averageof rice producedin 2022

A The consumption of rice continue to increasedue to population growth, Existingfunding avenuesfor actorsin Ghana
urbanization and changein consumer habits with a lot more households A Selffunding
consumingmore imported rice. Accordingto statisticsfrom MoFA, between
2008 and 2020, paddy rice production was in the range of 0.302 million MT A VillageSavings#nd LoanAssociation
and 0.9_87 million MT (18]_,000to 622,0(_)0 MT of milled rice) with largeannual A Governmentsubsidies
fluctuations The total rice consumptionin 2020 amounted to about 1.45 _
million MT which s equivalentto per capitaconsumptionof about 45.0kg per A Ricemarketers
annum

Fuinding Mechaiisins ior Agricuiiure vaiue ciains - Ghiaiia Ministry of Food And Agriculture
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Executive Summary | Maize Production & Distribution

We noted that outgrower schemesor contractual arrangementshave had positive effects on outgrowers,who benefited from a
significantincreasein incomeaswell asimprovedaccesso technology,extension,and socialand economicinfrastructure (roads,

schoolsprocessindacilities)providedby the sponsoringcompanies

Maize Productionand distribution in Ghana

A Maizeisthe mostimportant cerealcrop on the domesticmarketin Ghanalt is
one of the largestagriculturalcommoditiesin terms of productionvolume,it is
alsoimportant for poultry feed aswell asa substitutefor the brewingindustry,
and it is cultivated under traditional production methods and rain-fed
conditions Maizeis grownthroughout Ghana However the leadingproducing
areasare mainlyin the middle-southernparts of the country.

A Furthermore maizeis a widely consumedand cultivatedstaplecrop in Ghana
It accountsfor more than one-quarter of caloriesconsumed About three-
guartersof maizeconsumptionis from its localproduction

Funding Mechanisms for Agriculture value chains - Ghana

Maize Productionand distribution in Ghana

A Accordingto data publishedby FAO,the production of maize increasedto

3.5million MT in 2021 comparedto 2.9million MT in 2019 Anincreasein the

production of maizeis driven by the high demandfor domesticconsumption

For instance, as per a report published by the Statistics Researchand

Information Directorate(SRIDdf the Ministry of Foodand Agriculture(MoFA),
the per capitaconsumptionof maizein Ghanastoodat 75.91 kg per annumin

the year202Q anincreaseof approximately3%from the previousyear.

The maize production value chain actors include seed producers, farmers,
input dealers,aggregatorstransporters, warehouseowners, processorsand

marketers The percentageof maizefarmingis largelyincreasing The major

constraintsfor the developmentof maize production chain during the Focus
Group Discussion$ighlightedinclude inadequateaccesgo inputs (seedand

fertilizer),inadequateharvestingand post-harvestmanagementechnologies

Existingfunding avenuesfor actorsin Ghana

A Fromour field researchthe majority of maize¥ | NJYrGaMEbérceof finance

comesfrom loansfrom VillageSavingsind LoansAssociationgVSLA)

A Maize farmers also finance their farms from personalincomesfrom savings

from farm produceandl Yy A YsklésQ a

A Moreover, a few of the maizefarmersalsomentionedreceivingloan support

from somerural banksto supporttheir farmingactivities

A Aggregatorsalso provide support to maize farmers through pre-financing of

the farming activitiesat an agreedrate per amount receivedwhere farmers
pay in kind with bagsof maize as agreedat the beginningof the farming
season

A Majority of the input dealersmain sourceof fundingis from personalsources

and credit salesfrom their suppliersafter depositinga specifiedamount and
they are suppliedto atune of inputsto be paid within anagreedperiod.

Ministry of Food And Agriculture
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Executive Summary | Soya Bean Production & distribution

While there is increased demand for soya in Ghana, reports also indicate that there has been a tremendous increaseart tife exp
soya from Ghana.

SoyaBeanProductionand distribution in Ghana

A We noted that, about 90%soyais mainly producedin the Northern part of the
country and transportedto southernGhana Thereis an increasingeconomic
valueof soyain GhanaThereis a growingmarketfor soyabeanin Ghanawith
anincreasein domesticdemandconsistentlyexceedingdomesticsupply. Both
the agricultureand aquaculturesectorsin Ghanaare major consumersof soya
beanmeal, asit is a key ingredientin animalfeed. The poultry industry alone
demandsabout 75%o0f the total soyabeanannuallyin Ghana Becausdhereis
increasedawarenesson healthy dieting habits, consumersare increasingly
consumingpoultry and poultry products, meat, fish, as well vegetableoils.
Thesefactorsare contributingto the indirectincreasedemandfor soyabean

A Whilethere isincreaseddemandfor soyain Ghanareports alsoindicatesthat
there hasbeena tremendousincreasein the export of soyafrom Ghana The
competition for the crop as an export product is creating shortage of the
commodityfor use by the livestock,aquacultureand poultry industry and has
resultedin price hike and its availability Thisdefeatsthe purposefor which

soyabeanis being promoted in the country. High cost of feed in the poultry
and aquaculturesectorsis a major constraintto production Feedcostsare
estimatedto contribute over 60%of productioncostsin Ghana

SoyaBearProductionand distribution in Ghana

A Soyabeanis anon-staplecropin Ghanaandis predominantlyusedaslivestock
feed. Soya production is gradually attaining commercial status as more
producersare becomingaware of the availability of market for the product
With the introduction of the PFJin 2017 yields began rising from the
production of soyabean Theimplementationof the PFJrogrammetargeted
upscalinghe productionof SoyaBean Theefforts by governmentresultedin
a substantiaincreasein yieldsand productionof the crop.

A The production of soyais currently being subsidizedby government, is to
ensure its availability for processingand use as animal feed by domestic
livestockand poultry industryat a cheapercostto boostlocalproduction

Existingfunding avenuesfor actorsin Ghana

A From our field research, the majority of Soybean farming in the Northern are
funded by Governments of donor agencies.

A Some Soybean farmers maintain that they finance their farms from personal
incomes from personal savings, family and friends.

A A few of the soybean farmers also mentioned that they received farm inputs
such as seeds from eaffikers and processors but limited to some few
communities from the responses which are paid back by deducting at source.

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary | Poultry Production & distribution

Majority of farmers farm the broilers towards festivities such as Easter, Ramadan and the Christmas with the Christrifas being
most profitable season.

Poultry Productionanddistribution in Ghana

A The environment includes the structure and its sighting which takes into
consideration space and handling of bio security to prevent outbreak of
diseases Also, the selection and hatchery of DOC is important to the
successfubperation of poultry as their survivalis linked to the production
from the hatcherybackedby researchand developmentof the birds for the
Ghanaianmarket Lastly,the nutrition content is key to the survivalof the
birds and quality feed production Thesethree pillarsare keyindicatorsto the
poultry fundingmechanismnin Ghana

A The farmers interviewed expressedtheir frustration in accessingcredit for
their business This challenge stems from the common premise among
financialinstitutions that poultry businessis high risk and lack of interest of
most financialinstitutions to offer loansto poultry farmers Thefew who are
successfulwith loans indicated the interest rates were high and no

moratorium for the repaymentof the loansbasedon the productionof either

Poultry Productionanddistribution in Ghana . .
broilersandlayersrespectively

A The poultry sector continuesto play a key role in the provision of protein

content of the populationin Ghana Theissuesfacingthe poultry farmersin Challengesacedby farmersin accessingredit. _ o

the areas visited include lack of capital, high feed cost, competition from Thepoultry farmersfaceda lot of challengesn accessingreditwhichincludes
heavily subsidizedimported birds in terms of broiler production, lack of o Banksbeliefthat, there is highriskinvolvedin poultry leadingto lack
securedmarketfor poultry products,high price of dayold chicks(DOC)gquality of interestof financialinstitutions

Highinterestrate
No moratoriumgrantedfor loansto poultry farmers

A The poultry value chain includes hatchery, Poultry farmers, feed Requesfor landedpropertyin particularareasto qualifyfor loans
millers/sellers,drugs sellers, marketers, restaurantsetc. The succesf the Lackof availablepoultry processindactoriesto operate asoff takers
poultry industryin Ghanais dependenton three (3) pillarsnamely, to processhe chickenfor the market

0 Environment
o Chicksand,
0 Nutrition

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture

of DOC Jack of knowledgeof diseaseoutbreak and high cost of transporting
poultry infrastructure
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Executive Summary |Funding Mechanisms

Various funding mechanisms have been implemented in Ghana to sustain food security and achieve various agriculture objectives
including outgrower scheme, Village Savings & Loan Association, Credit guarantee, among others

Outgrower Scheme

U Outgrowerschemesare systemsgthat connectnetworksof unorganizedsmallholderfarmers | outgrower Projects in Ghana
with domesticand international buyers It is also known as contract farming It provides | A FySsSo Outgrower farming business

Out grower benefitsto actorsalongthe supplychain Buyerscanimprovetheir control over crop supply, model operated by FYSSO Ghana
Scheme often at pre-agreedprices,aswell ascrop quality standards And farmerscanaccessnore from 2014 to 2017 linked 4,663
secure markets, often receivingtechnical and financial support by cultivating within out farmers, including 1,617 female in
growerschemes rice farming.
i Under the scheme,the buyer usually provide major farming inputs (like seed, fertilizer, | A Ghana Rubber Estates Limited
agrochemicals)redit, and/or technicalassistancéo contractfarmers (GREL) and ADB Outgrower scheme
VillageSavings& LoanAssociation VLSA Projects in Ghana
Vill _ _ o A Feed the Future Agricultural
Liztef= - TheVillageSavingsndLoanAssociation(VSLA)s agroupof pgople,usually5-30, who meet Development and Value Chain
Eavmgs regularlyto savetogetherandtake smallloansfrom thesesavings Enhancement project (FTF ADVANCE
oan . - - . .
- Themodel focuseson savingsassetbuilding and the provisionof credit proportionate to I) USAID, 2022

A Greater Rural Opportunities for

) ) L Women (GROW) Project by MEDA i
- Fromour researchVSLAs predominatein mostcommunitiesn Ghana Mennonite Economic Development
Associates and Funded by Global
Affairs Canada, MeDA, 2021.

the needsandrepaymentcapacitieof the borrowers

CreditGuaranteeScheme

Institutional Guarantee Credit Guarantee Institutions are Nonbank Financial
Institutions (NBFIs)aimed at facilitating the accessto formal lending through the | Loan Guarantee Projects in Ghana
Credit provisionof credit guaranteeghat mitigatethe riskof non-repayment A Agricultural Credit Risk Guarantee
Scheme by the Ghana Incentive
Based Risk Sharing System for
Agricultural Lending (GIRSAL)
A The Fidelity Young Ent:
Initiative (FYEI) launched in 2021

Guarantee

Group Credit Thisis mechanismwherebymembersof a group guaranteeeach?2 i K &
loan repayment Eachmemberis equallyliable for repayment,hence,collateralis not
necessary The group membersare expectedto do their best not to let each other
down in loan repayment, since usually they are businesscolleagues,neighborsor
relatives

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Literature Review Appendices

Warehouse receipt, trade credit and input supplier credit are notable funding mechanisms in the agriculture value chamain Gh

and Africa

A A warehousereceipt is a financialinstrument which certifies that a certain quantity and
quality of a commodity hasbeen depositedin a very securewarehouse In other words,
the warehousereceiptssystem(WRS)s a processwhere farmersdeposittheir products
in certified warehouses After weighing the amount of product brought into the
warehousethe farmeristhenissuedwith a warehousereceiptasproof of ownership

A Thereceiptdemonstratesthat the goodsare physicallyin the warehouseand secureand
safesincethey are keptin alicensedwarehouseand canbe usedascollateral

TradeCredit

A ltisatype of commerciaffinancingin whichthe customeris allowedto purchasegoodsor
servicesandpaythe supplierat alater scheduleddate.

! ; Trade Credit A Tradecredit may provide accesdo capitalfor farmersthat are unableto raiseit through
more traditional channels Suppliersmay be better than specializedinancialinstitutions
in evaluatingand controllingthe creditriskof their buyers

Input suppliercredit
A Inputsuppliercreditis one of the informal sourcesof creditavailableto farmers

A Farmersdo not have a regular income and become seasonallyshort of cash Input
suppliersallow them to purchasetheir inputs and payfor them at a later date whenthey
acquirecash Thisis different from input subsidiesvhere inputs are not paidin full or not
paidat all.

Therepaymentfor input & dzLJLJcrad§idliua@llymadeafter the harvest
Input suppliersmayalsoprovidetechnicaladvice

o To

Funding Mechanisms for Agriculture value chains - Ghana

A WREF is being implemented in Ghana

by International Finance Corporation
(IFC) and the Ghana Commodity
Exchange in a Project called the IFC
Ghana Warehouse Receipt System
(WRS) Project. The Project is being
implemented in collaboration  with
the Ghana Commodity Exchange
(GCX) in nine regions in Ghana.

Through the Agribooster initiative,
the Africa Fertilizer Financing
Mechanism (AFFM) and OCP Africa
use an inclusive approach to provide
farmers access to quality inputs,
training, finance and market
linkages in order to increase their
yields, incomes and livelihoods .

A

A

USAID supported ZATAC in Zambia
to link farmers in a project called
Agriflora .

Agriflora in Zambia is an example of
small farmers being linked to input
suppliers trough farmer associations
and focused donor support .

Ministry of Food And Agriculture
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Executive Summary |Funding Mechanisms

Various funding mechanisms have been implemented in Ghana to sustain food security and achieve various agriculture objectives
including government subsidy and grant

U A subsidyis a direct or indirect payment, economicconcessiongost reduction or privilege . .
grantedby a governmentto private firms, householdspr other governmentalunits in order Subsidy scheme of Planting for Food &

to promotea publicobjective Jobs (PFJ)
.. - . . . The on -going PFJ program of the
U Subsidiesto agriculture value chain have been phenomenalin Ghanaas well as other Coveiiine o) @l e G ol

countrieson the groundsthat preservationor expansionof this industry, evenat a costto iy SelemEs
the generalpublic,isin the publicinterest Farmersreceivefree inputs,reducedinput costs, A Slinphy atimproved seeds talfarmers

amongother benefits at subsidized prices (50% subsidy);

A Supply of fertilizers to farmers at
subsidized prices (50% price cut);

A Free extension services to farmers

Grantscheme
The Savannah Agriculture Value Chain

- Althoughthe terms & & dzo arid & 8 KlJang dftén usedinterchangeablya distinction can Development Project:
be made betweenthem. Grantis a type of subsidybut not the sameassubsidy Whereas | A In 2022, African Development Fund

subsidiesare current payments (products, inputs or cash)aiming to influence levels of approved a $27.9 million grant to
production or prices, grants are direct financial contributions for specific activities that Ghana for the development of
supportthe policyobjectivesof the grantor. agricultural value chains in the

Savannah region.

A The Savannah Agriculture Value
Chain Development Project will be
i mpl emented by Ghanads
Food and Agriculture from 2023 to
2027.

- Grantsare therefore direct cashor moniesthat usuallydo not haveto be repaidbut areto
be usedfor definedpurposes

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary |

The proposed funding mechanisms for the Food Systems Resilience Projéeteisaahytype but revolves around four key funding
approach based on their viability, suitability, sustainability, risk level, expected time for implementation and levaatddxmpact

a5

Applicability / Feasibility

A 1dentifyingand mobilisingthe actorswould
be lesscostly and easybecause MOFA
extensionofficersare all overthe country.

A There are some existing structuresin the
country suchasthe SelfManagedand self
capitalizednature of VSLSw~ould make it

easierto manageby the FSRPffice.

A Guaranteesystemis alreadyin operation
(GIRSAL30 using their model or drawing
support from their activitieswould not be
difficult to apply suchschemeby the FSRP

office.

A The successof insurance and subsidy
schemedoy institutions suchas PFJ GASIP
& NIC,is a sufficient condition for FSRRo

implementthe same

Funding Mechanisms for Agriculture value chains

- Ghana

Funding
Mechanisms

A Theintervention will stimulate additional production

. s Literature Review Appendices
Mechanism Economic Analysis Mitigations

Proposed Funding Financial & ‘ Risks and

Selected Funding Mechanisms of interest

a3

Sustainability

A Becausef the numerousbenefitssuchascreationof ' A Thewith and without intervention analysishas shown

accessibilityand improvementin the financialhealth how this project would be beneficial Cascadinghe
of participants to the project, it would be easily effort/benefit would mean sustainability, all other
accepted, henceeaseof implementation factorsheld constant

A The communal nature of these selected schemes A Thecomplementarityof the chosenschemessuggesta

makeit easierto implementsinceeachmemberowns remunerative provision for all actors of the value
part of the funds (VSLAscheme) and serves as chain Thiswill unambiguouslyensurefood securityin
guarantorto the others(guaranteescheme) the nearestfuture andbeyond

A The rates chargedunder these schemesare always A Thereare quite a number of assessmenteports on

lower than the market rate. Eg. Large commercial variousschemesmplementedin Ghana under MOFA

farmers may get some form of interest rebate. Also, projects These projects offer semblance of
with guarantees financialinstitutions will likely offer sustainabilitywith few caveats FSRHs easily able to
financialsupport circumventaround these reflagsto make the project

sustainable

of the selected products thereby encouragingmore
participationin the comingyears

Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms of interest

The proposed funding mechanisms for the Food Systems Resilience Projéeteisaahytype but revolves around four key funding
approach based on their viability, suitability, sustainability, risk level, expected time for implementation and levelatédxmpact

a5 a5

a5

Scope of impact Comparative challenges Time for implementation

A The chosenschemesoffer more benefits to

the actors than the other funding A The challengesof the chosenschemesare quite A Giventhat MOFAhasdistrict offices throughout the
mechanismsEg. Grants/Subsidiesvould be manageablethan the other funding schemesThis country, identifying and registering potential
a better option than an outgrower scheme is because of the carefully selected funding beneficiarieswould be faster under the VSLAScheme
where the intended beneficiariesmay be mechanismsrom the menu of possibleschemes than if it were to be a leadFirm or outgrower
shortchangedy the LeadFirm for all the value chain actors Eg. The challenge scheme Identifying lead firms, assessingthem,

A Theeconomicand financialanalysisover the with outgrower or leadfirm schemeto farmerscan signingcontractswith them, and the selectedfirms
life of the project have demonstrated how easilybe avoidedin the caseof VSLAWith input mobilisingfarmersunderthe scheme(Nucleusfarmer
subscribers to the project would have dealers, the challenges of subsidy is more scheme)could affect the implementationtime of the
improvedincome Thiswill encouragemore manageablehan e.g. TradeCredit project

agric investment & productivity, thus
ensuringfood security

A The selected schemesif well implemented
would boost growth and create abundant
employmentopportunities,especiallyfor the
youth by transforming agriculture and
industry as a whole. This will enhance
productionandreduceimports, e.g. rice

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms of interest

The proposed funding mechanisms for the Food Systems Resilience Projéeteisaahytype but revolves around four key funding
approach based on their viability, suitability, sustainability, risk level, expected time for implementation and levaatéeippact

The heterachy approach used in this report is a generic menu used 1n international
production (Reinert, 2021). It is a matrix that enables complex interactions to be
presented easily. The adoption of this approach stems from the fact that each value
chain (VC) actor has distinct characteristics and financing requirements (FAO &
AFRACA, 2020). A producer will require finance for farm investments or inputs,
while the requirement for those engaged in processing/ packaging will require a large
long-term credit and equity for investments in plant, machinery and buildings. The
requirements will vary for different actors within each category as well. For example,
the need for finance will vary between the large farmer and small holder farmer,
depending upon the farm size. A large scale farmer will require higher credit to
purchase heavy machinery, while the small scale farmer will require credit to purchase
inputs like seed, fertilizer, and pesticide (Gonzalez-Vega, 2006).

The table shows the selected products (Maize, Rice, Soya Bean and Poultry), the Value
Chain (VC) Actors, the funding requirements, the funding mechanisms, the description
of actions to be undertaken by the FSRP office, the potential risks to face / suggested
mitigation; and Gender/deprived dimension.

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms of interest

The proposed funding mechanisms for the Food Systems Resilience Projéeteisaahytype but revolves around four key funding
approach based on their viability, suitability, sustainability, risk level, expected time for implementation and levaatéeippact

A genderedapproacho valuechaindevelopmenexaminegenderinequalitiesin a valuechain This helpsto improvethe
weakestelationsin the valuechainandassurea comprehensiveipgradingof its quality andgrowth Thoughagricultureis
the main sourceof employmentfor both womenand menin rural areasof Africa, womenare engagedn parttime and
seasonaémploymentand predominantlyearnrelatively lower wages Therefore,examiningthe participationof menand
womenin value chainsis importantasit revealsthe mald femaledistribution in the value chain and how participation
gainsaresharedbetweergenderyMensahkBonsuetal, 2019. This informs someof the fundingmechanisnselectedn the
abovetable Anotherdimensionof the discoursehasto do with areasmoredeprivedin Ghanathat may needsomekind of
supportdueto climateeffectandvariability. Thataspecis capturedoy thelastcolumnof the heterachytable

Generally, after fieldwork and literature it is clear that Agricultural VC financing comprisesboth internal flows of
financing betweenparticipantsdirectly within the VC aswell asthosewho usea VC approacho determinehow to best
lend or investin the VC to reducerisk and cost Under both internal and external VC financing, it is important to

understandthe AVC, the transactionsandits p ar t i csirgmgihsvieakidessesnd opportunities,make use of the
relationshipsandmakefinancingdecisionsaccordingly

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn
and level of expected impact

Input dealers |  Retailers
Wholesalers
Seed Producer
Importers
Famers Small /
marginal
farmers
Large Farmers
MAIZE
Aggregators
Processors
| Packagers
| Distributors

Funding Mechanisms for Agriculture value chains

1. Enhance reliable supply

2. Boost technical knowledge of products
3. Improve quality of products

4. Adequated and safe storage facilities
5. Transportation support

6. Working capital support

1. Capital for production

2. Irigation equipment

3. Extension services

4. Access to quality seed and agro-chemicals
5. Working capital support

6. Weather management issues

1. Transportation support
2. Warehousing support
3. Working capital support

1. Capital expenditure support; eg. Processing
packaging plant, sorting and grading equipmer
2. Adequated and safe storage facilities

3. Working capital support

- Ghana

-Matching Grant
-Partial Guarantees
-Interest rate subsidy

-Village Savings and Loans
Association Funding (for small
farmers)
-Seed Subsidy

e.g Mobile seed centres
-Matching Grant
-Partial Guarantees
-Interest rate subsidy
-Weather and yield based insuran

-Matching Grant to NAFCO to
increase aggregator base
-Partial Guarantees

-Interest rate subsidy

-Partial Grant to capital equipmen
-Credit Guarantee

-Interest rate subsidy for working
capital

Literature Review Appendices

Risks and
Mitigations

1. FSRP to set standard or criteria for actors to be selected for funding mechar
2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
subsidy

3. Select actors for the funding based on the approved criteria

4. Based on specific need of actor, apply the funding scheme

5. Monitor and periodically perform performance review of beneficiaries

1. FSRP to a special team to be in charge of VSLAs

2. Team will embark on public education of the selected locations on VSLA

3. Team will help put existing VSLAs into proper structure and also form new V
in line with approved guiding principles to be set by the FSRP

4. Fund should be issued to associations

5. Associations should be put into three categories (Grant Association, Interes;
Association and Low Interest Associations)

6. Periodic monitoring, review and recommendations should be made by the FS
team to various associations

7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee

. Select actors for the funding based on the approved criteria

. Monitor and periodically perform performance review of beneficiaries

. FSRP to set standard or criteria for selecting actors

. FSRP to Select actors for the funding based on the approved criteria

. Based on specific need of actor, apply the funding scheme

. Monitor and periodically perform performance review of beneficiaries

B~ w D R o

. FSRP to set standard or criteria for selecting actors

. FSRP to Select actors for the funding based on the approved criteria
. Based on specific need of actor, apply the funding scheme

. Monitor and periodically perform performance review of beneficiaries

B~ w e

Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn
and level of expected impact

Grant

Subsidy (Seed and
Interest rate)

MAIZE
Associations

Credit Guarantee

Funding Mechanisms for Agriculture value chains

Village Savings and Lo¢

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

-Allocation of seed subsidy to wrong
actors who may not use the subsidy fi
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Political intereference

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Political interference

- Ghana

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Stagger the payment of grants and subsequent grants shc
be based on performance appraisal of initial grants

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAs

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants shot
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm
-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

Literature Review Appendices

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact o
the FSRP.

-The Consultant recommends more subsidie
experienced farmers, existing farmers, wome
and deprived actors to achieve optimum imps
of the FSRP.

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3

associations should be dominated by womer
start-ups, deprived communities, actors with
-The Consultant recommends that FSRP shc
provide only partial credit guarantee to reduc
the impact of default.

Ministry of Food And Agriculture
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timefioaitapbn
and level of expected impact

Products

Value Chain Actors

Purpose of intervention

Proposed Funding Mechanism

Literature Review Appendices

Risks and
Mitigations

Recommended Action

RICE

Input dealers |  Retailers | 1. Enhance reliable supply -Matching Grant 1. FSRP to set standard or criteria for actors to be selected for funding mechar
Wholesalers | 2. Boost technical knowledge of products -Partial Guarantees 2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
Seed Producer] 3. Improve quality of products -Interest rate subsidy subsidy
Importers | 4. Adequated and safe storage facilities 3. Select actors for the funding based on the approved criteria
5. Transportation support 4. Based on specific need of actor, apply the funding scheme
6. Working capital support 5. Monitor and periodically perform performance review of beneficiaries
Famers Small / 1. Capital for production -Village Savings and Loans 1. FSRP to a special team to be in charge of VSLAs
marginal | 2. Irigation equipment Association Funding (for small | 2. Team will embark on public education of the selected locations on VSLA
farmers 3. Extension senvices farmers) 3. Team will help put existing VSLASs into proper structure and also form new V
Large Farmers 4. Access to quality seed and agro-chemicals | -Seed Subsidy in line with approved guiding principles to be set by the FSRP
5. Working capital support e.g Mobile seed centres 4. Fund should be issued to associations
6. Weather management issues -Matching Grant 5. Associations should be put into three categories (Grant Association, Interes
-Partial Guarantees Association and Low Interest Associations)
-Interest rate subsidy 6. Periodic monitoring, review and recommendations should be made by the FS
-Weather and yield based insuran team to various associations
7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee
8. Select actors for the funding based on the approved criteria
1. Transportation support -Matching Grant to NAFCO to 1. FSRP to set standard or criteria for selecting actors
2. Warehousing support increase aggregator base 2. FSRP to Select actors for the funding based on the approved criteria
Aggregators 3. Working capital support -Partial Guarantees 3. Based on specific need of actor, apply the funding scheme
-Interest rate subsidy 4. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant to capital equipmen| 1. FSRP to set standard or criteria for selecting actors
packaging plant, sorting and grading equipmer] -Credit Guarantee 2. FSRP to Select actors for the funding based on the approved criteria
Processors o . . o .
I Packagers 2. Adequated a.nd safe storage facilities -Intgrest rate subsidy for working | 3. Basgd on speC|‘f|c.need of actor, apply the fundmg scheme o
| Distributors 3. Working capital support capital 4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains

- Ghana
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timefioaitapbn
and level of expected impact

Products

Funding Mechanism

Mitigation actions

Literature Review Appendices

Gender / Deprived support

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants shc

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact 0

Interest rate)

actors who may not use the subsidy f
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Political intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

experienced farmers, existing farmers, womg
and deprived actors to achieve optimum imp¢
of the FSRP.

of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Political interference

RICE Village Savings and Log -Use of funds for other purposes instg  -Careful appraisal and diligence in the formation of the The VSLA will be categorised under three Ti
Associations of the stipulalted purpose of the FSRF associations 1. Tier 1 - Low interest fund
-Mismanagement of funds by -Adequate education on the operations on VSLAs 2. Tier 2 - No interest fund
associations -Set guiding principles for beneficiaries to follow 3. Tier 3 - Grant fund
-Risk of default by members -Strict periodic post funding monitoring of actors
-Palitical intereference -Stagger the payment of funds and subsequent grants sho| The Consultant recommends that the Tier 3
be based on performance appraisal of initial funds associations should be dominated by womer
-Disconnect the FSRP from similar projects of the governm| start-ups, deprived communities, actors with
Credit Guarantee -Use of funds for other purposes instg -Careful appraisal and diligence in selection of actors -The Consultant recommends that FSRP shg

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains

- Ghana

Ministry of Food And Agriculture



Value

Chains Analysis

Funding
Mechanisms

Proposed Funding
Mechanism

Financial &
Economic Analysis

Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn
and level of expected impact

Products

Value Chain Actors

Purpose of intervention

Proposed Funding Mechanism

Literature Review Appendices

Risks and
Mitigations

Recommended Action

SOYA

Input dealers |  Retailers | 1. Enhance reliable supply -Matching Grant 1. FSRP to set standard or criteria for actors to be selected for funding mecha
Wholesalers | 2. Boost technical knowledge of products -Partial Guarantees 2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
Seed Producer) 3. Improve quality of products -Interest rate subsidy subsidy
Importers | 4. Adequated and safe storage facilities 3. Select actors for the funding based on the approved criteria
5. Transportation support 4. Based on specific need of actor, apply the funding scheme
6. Working capital support 5. Monitor and periodically perform performance review of beneficiaries
Famers Small /' |1. Capital for production -Village Savings and Loans 1. FSRP to a special team to be in charge of VSLAs
marginal  [2. Irrigation equipment Association Funding (for small | 2. Team will embark on public education of the selected locations on VSLA
farmers 3. Extension services farmers) 3. Team will help put existing VSLAs into proper structure and also form new V
Large Farmerg4. Access to quality seed and agro-chemicals -Seed Subsidy in line with approved guiding principles to be set by the FSRP
5. Working capital support e.g Mobile seed centres 4. Fund should be issued to associations
6. Weather management issues -Matching Grant 5. Associations should be put into three categories (Grant Association, Interes
-Partial Guarantees Association and Low Interest Associations)
-Interest rate subsidy 6. Periodic monitoring, review and recommendations should be made by the FS
-Weather and yield based insurar] team to various associations
7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee
8. Select actors for the funding based on the approved criteria
1. Transportation support -Matching Grant to NAFCO to 1. FSRP to set standard or criteria for selecting actors
2. Warehousing support increase aggregator base 2. FSRP to Select actors for the funding based on the approved criteria
Aggregators 3. Working capital support -Partial Guarantees 3. Based on specific need of actor, apply the funding scheme
-Interest rate subsidy 4. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant to capital equipmen| 1. FSRP to set standard or criteria for selecting actors
packaging plant, sorting and grading equipmer; -Credit Guarantee 2. FSRP to Select actors for the funding based on the approved criteria
Processors e . . o .
| Packagers 2. Adeqyated a.nd safe storage facilities -Intgrest rate subsidy for working | 3. Basgd on speC|_f|c.need of actor, apply the fundmg scheme o
| Distributors 3. Working capital support capital 4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains

- Ghana
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn
and level of expected impact

Products

Funding Mechanism

Mitigation actions

Literature Review Appendices

Gender / Deprived Support

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants shc

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact o

Interest rate)

actors who may not use the subsidy fi
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Palitical intereference

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Palitical intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

experienced farmers, existing farmers, wome
and deprived actors to achieve optimum impg
of the FSRP.

SOYA  |Village Savings and Loz

Associations

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Palitical intereference

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAS

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants sho
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3
associations should be dominated by womer
start-ups, deprived communities, actors with

Credit Guarantee

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Palitical interference

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-The Consultant recommends that FSRP shg
provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timefioaitapbn
and level of expected impact

Products Value Chain Actors

Purpose of intervention

Proposed Funding Mechanism

Literature Review Appendices

Risks and
Mitigations

Recommended Action

Input suppliers| Feed millers | 1. Enhance reliable supply of raw materials -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
Feed 2. Improve quality of feed Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
distributors | 3. Adequate and safe storage facilities -Feed subsidy 3. Identify and register key input suppliers
Farmers (maiz{ 4. Transportation support -Interest rate rebate 4. Select actors for the funding based on the approved ctriteria
& soya bean)| 5. Working capital support -Partial Grant 5. Based on specific need of actor, apply the funding scheme
6. Monitor and periodically perform performance review of beneficiaries
Famers Small/  |1. Capital for production -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
marginal  [2. Working capital (especially feed) Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
farmers  |3. Vertinary services -Feed subsidy 3. Identify and register poultry farmers for the FSRP project
Large Farmers4. Transportation support -Interest rate rebate 4. Select actors for the funding based on the approved criteria
-Partial Grant 5. Develop a strong relationship between farmers and input suppliers so that p
feed will be readily available at subsidised rates.
6. Based on specific need of actor, apply the funding scheme
7. Monitor and periodically perform performance review of beneficiaries
POULTRY
1. Transportation support -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
2. Warehousing support Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
3. Working capital support -Interest rate rebate 3. Identify and register poultry aggregators for the FSRP project
-Partial Grant 4. Select actors for the funding based on the approved criteria
Aggregators 5. Develop a strong relationship between aggregators and farmers so that mar
the poultry
6. Based on specific need of actor, apply the funding scheme
7. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant for capital equipmer 1. FSRP to set standard or criteria for actors to be selected for funding mecha
packaging plant, sorting and grading equipmer| -Credit Guarantee 2. FSRP to set up a team in charge of feed subsidy, Grant, Interest rate subsic
Processors 2. Adequated and safe storage facilities -Interest rate subsidy for working | Credit Guarantee
I Packagers 3. Working capital support capital 3. Identify and register poultry processors, packagers and distributers
I Distributors 4. Based on specific need of actor, apply the funding scheme
4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains
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Executive Summary | Selected Funding Mechanisms

The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timefioaitapbn
and level of expected impact

Products

Funding Mechanism

Mitigation actions

Literature Review Appendices

Gender / Deprived Support

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants sha

-The Consultant recommends more grants W
additional guidance to help women and
deprived actors to achieve optimum impact o

Interest rate)

actors who may not use the subsidy f
its intended purpose
-Mismanagement of funds by
beneficiaries

-Political intereference

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Political intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

experienced farmers, existing farmers, wome
and deprived actors to achieve optimum imp:
of the FSRP.

POULTRY |Village Savings and Loz

Associations

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Political intereference

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAs

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants shol
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3
associations should be dominated by womer
start-ups, deprived communities, actors with

Credit Guarantee

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRH
-Risk of default by beneficiaries
-Political interference

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-The Consultant recommends that FSRP shg
provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains
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Executive summary | Financial Impact of Selected Mechanism

Below is a highlight of the comparative financial analysis (With vs Without Project Financial Impact on Farmers)

| Rice Value Chain :

Literature Review

Appendices

Soya Bean Value Chain

Averagevariable costper 1 acre
land for a planting season

GHS 4,238
and GHS 2,00@<ed cost

Average annual Return on Investment

26 . lO/OWithout the FSRP Fund

compared to

40 . 20/0Nith the FSRP Fund

Averagevariable costper 1,000 birds

GHS 65,000
and GHS 43,20@ed cost

Averagevariable costper 1 acre
land for a planting season

GHS 5,354
and GHS 2,15@<ed cost

Averagevariable costper 1 acre
land for a planting season

GHS 2,464
andGHS 2,15@(ed cost

Average annual Return on Investment

29 . 3cy0without the FSRP Fund

compared to

57 . 80/0Nith the FSRP Fund

Average Annual Return on Investment

56 . 1(y0without the FSRP Fund
compared to

7 2 . 9%ith the FSRP Fund

Average annual Return on Investment
49 . 90/0\/\/ithout the FSRP Fund

compared to

66 . 8cy0/vith the FSRP Fund

5 Year Net Present Value (NPV)

G H S 5 y 829thout the FSRP

Fund

compared to

GHS 9,530k te rsre

Fund

5 Year Net Present Value (NPV)

G H S 22 y O 13thout the FSRP

Fund

compared to

GHS 124624 e

Fund

Funding Mechanisms for Agriculture value chains - Ghana

5 Year Net Present Value (NPV)

G HS 15,41&thout the FSRP

Fund

compared to

GHS 19,880k the rsre

Fund

5 Year Net Present Value (NPV)

G HS 6 ) 649ithout the FSRP

Fund

compared to

GHS 8,99/ith the FsrP

Fund
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Funding remains a key factor in the maize value chain as the current financing alternatives are not sufficient to eqrspofanest

the growing demands and opportunities in the market.

Situational Analysis of Maize Value Chain Actors

A The maize production value chain actors include farmers, input dealers,
aggregatorstransporters,warehouseowners, processorsand marketers The
lack of support from financialinstitutions suchas commercialbanksand rural
banksin financingthe value chainactorsin the maizeproduction sector, high
input cost and farm maintenancecost hasresultedin reductionin farm sizes
andproduction

Sourcesof Funds

A Fromthe focusgroup discussionsield, majority of the maizefarmersdepend
on loansfrom Village Savingsand Loans(VSLAproupsrun at the local level
under the farmer based organizationsin financing their farming activities
Contributionsto VSLAoan schemesserveasthe basisto accessinghe loan
supportfor farmingmaizein the communitiesand our researchshowsthat this
practicehasworkedwell overthe periodwith low defaultrates

A Ownershipof the VSLAasbeenone of the major driversfor the repaymentof
the loans by farmerswithin the maize sector aswell as the benefit of profit
sharing

A Personalincomesfrom savingsfrom farm produce and animal sale is also
another alternative of financingfor the maizefarmers Thissourceis however
not enoughto caterfor inputsandfarm maintenanceor the maizeseason

A Afew of the maizefarmershavereceivedioan supportfrom somerural banks
includingBulsaCommunitybanksin the catchmentarea TheBulsacommunity
bankgivesout grouploansto the farmerswhere repaymentsare madenot as
individualsbut as group hence a default by one person affects the group
credibilityandgroupmembersthus membershold eachother accountable

Funding Mechanisms for Agriculture value chains - Ghana

Sources of Funds (Cont.)

A Aggregatorgprovide supportto maizefarmersthrough pre-financingof the
farming activities at an agreedrate per amount disbursed The farmers
repayin kind with bagsof maizeasagreedat the beginningof the farming
season

A Financingby Aggregatorshas been challengingfor the farmers becauseof
exploitationby someaggregatorsvho require more bagsof maize Also,the
basisof relating glut seasonprices which are generallylow, to the loan
repaymentnegativelyaffectsthe ¥ | NI ohi &

Market for Maize

A The farmers indicated that there is a significant demand for maize
However,this is mostly on an informal basiswhere the harvestedmaizeis
soldto availableindividualson market daysat ongoingmarket pricesbased
ondemandandsupplyfactors

A There are only a few formalized market arrangementswith aggregators
who pick the bagsof maize from the farmers at already agreed prices
especiallyf the aggregatorpre-financedthe productionof the maize

A Majority of the farmersrequire someform of guaranteedpricesto assure
them of decentincomesfrom maizeproduction especiallyin glut seasons
Thiswill alsopreventmiddlemenfrom gainingat the expenseof the farmers
whoseability to pay backloansor fund their farming activitiestend to be
affected

A The farmers believe NAFCOas a result of restricted funds has not been
effective in buyingoff excessmaizein the marketfor storageand ensuring
guaranteedpricesin the market

A Off-taker arrangementgor the harvestedmaizewill prove beneficialto the
farmerswho expressedkeeninterestin partaking
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Lack of funding or credit avenues for the growing market size of maize production results in low yield and income forHamoers

the need to support farmers to acquire basic inputs like fertilizers and other input to scale production.

Need for Credit

A

A

Themaizefarmersrequire fundsto purchaseinputs suchas seeds fertilizers,
chemicalsetc however,the astronomicalincreasein pricesof suchinputsin
2022hasmademaizefarmerssusceptiblego low yieldsandlow incomes
Theincreasein input costcallsfor supportof which majority of maizefarmers
who participatedin the focus group discussiongevealedsuch support does
not exist beyondthe VSLAand personalfinancing The perceivedrisk in the
agriculturesector especiallywith the production of maizehasdeterred most
financialinstitutionsfrom committingresources

Farmerswho haveregisteredfor supportunder the plantingfor food and jobs
are not able to fully benefit as the required inputs come late thus not
unsuitablefor the rain fed nature of the maize

Thetable below showsresponsesfrom the focus group discussionsn yield
figures for maize production for farmers on the usageof fertilizers in the
cultivationof maizefor anacreof landin 2022

. . Maize Yiel
e

(Bags) per Aci Maize Yields (Bags) per Ac|
ertilizer without Fertilizer ‘
12 4

Bulsa South Fumbisi

Mampurugu Moaduri Kubogu 13 4
Karaga Karaga 15 3
Savelugu Nakpanzoo 15 5
Kumbugu Zangbalum 7 2
Tolon Woribogu 10 2
Kintampo North Kintampo 13 4
Techiman Municipal Banka 2 5
Nkoranza North Busunya 10 2

Funding Mechanisms for Agriculture value chains
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Need for Credit

A

A

A

A

Thetable alsoshowsthe needfor a fundingmechanismo supportfarmersto
acquire maize production inputs. The maize farmers in the areas visited
showeda stronginterestin accessingundsto supporttheir maizeproduction

Farmers in these communities are grouped under the farmer based
organisationsat the community level The District Agriculture office is well
accustomedto this structure and assignsAgricultural Extension Officers
accordingly

Themaizefarmersalsoexpressedangstabout the structure and conditionsof
loans and support advancedto maize producersin the past Farmersare
required to provide guarantorsfor loansfrom CommercialBBanksand Rural
bankswith interest rates rangingfrom 29% to 40% and those who turn to
Micro Financelnstitutions pay as high as 10% per month, which amountsto
60%perthe sixY 2 y (ipripd

Additionally,the timing for repaymentof loansdoesnot allow the farmersto
properly use the funds as someof the credit institutions demandrepayment
immediatelythe loans are disbursedwithout waiting for harvestingperiods
Farmergherefore only havethe option of usingthe sameloansmeantto buy
inputs to servicethe loan which affects production and yields and hence
impairtheir ability to repaythe loans
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The traditional method of securing loans through the group lending scheme has proven to be an easily accessible wag fof fundi
maize farmers. This includes local input dealers who are willing to give stocks on credit to the farmers.

Risk to Loan Repayment on Group Loans

Majority of the farmersidentified the followingasthe mainriskto loandefaults
Structureof loanrepaymentandtenure whichcallsfor immediaterepayment
Highinterestratesattachedto the loans

Lowyieldsfrom the farms

Latedisbursemenof loans

Politicizationof agriculturesupportto farmerswhere farmersseesuchsupport
asarewardfor their supportto a particulargovernmentin power

Lackof capacityon the part of farmersin handlingloansto support maize
production

Lackof proper arrangementsfor supplyof quality inputs under suchsupport
for maizeproduction

Majority of farmers complainedof delaysin receivingfunds/loanswhether in
cashor kind which normally goesbeyondthe planting seasonand suchloans
cannotbe appliedappropriatelyfor easypayback

o Do Do o Do Do To Do

Suggestions on Loans to Support Maize Production

The FocusGroup Discussioncame up with suggestionsfor future loansto be

structuredaslistedbelow;

A Group loans should be encouragewhere farmers have the opportunity to
choosetheir groupmembersin smallergroups(10 membersin a group)

A Acomponentof the loanor supportshouldcomein the form of inputsandalso
cashto supportthe maizeproduction

A Thefarmerssuggestedninterestrate between6%to 10%on loans

A Loan repayment should include a moratorium to be paid at the time of
harvesting

A Aproperarrangementwith an off-taker for their maizewhere direct payments
are madeat source

Funding Mechanisms for Agriculture value chains - Ghana

Maize input dealers

A Agriculturalinput dealersin our researchcomprisestable top dealers,small
retail shopowners fertilizer andchemicaWwholesalers

A The agriculturalinput dealerssell fertilizer (Sulphateof ammonia, NPKand
Urea),crop protectionchemicalsagriculturaltools, seedsand animalfeed.

A The majority of the input enterprisesare family owned, sole ownerships,
establishecandoperatedfrom 2 ¢ y SolNd@fudds Themajority of agricultural
dealers that sell chemicals sell directly to smallholder farmers in the
communities

A Most of the pesticidesellersin the community operate on a small scalewith
very limited stock options due to inadequateworking capital Purchasesof
stock are done either in the open market or with identified wholesalersin
majortowns.

A Majority of the input dealersrely on personalfunds to run their business
operations However,there are other alternatives of receivinggoods from
suppliers on credit after depositing a specified amount for which the
outstandingamountis settledwithin an agreedperiod.

A Most of the input dealershave not madeany effort of approachingoanksfor
loansbut the few who attempted seekingbanksloansthough successfulsaw
the conditions to be unfavorable as high interest rates affects their
profitability.

A Theinput dealersmostlydemandcashpaymentwith little creditarrangements
to farmersas past experiencesevealeddefault by somefarmersin repaying
the inputs supplied Nonetheless,some of the input dealers are ready to
provide credit to identified farmerswho come as a group. In this case,the
responsibilityfor repaymentwill fall on the groupleadersasthe input dealers
will not havethe capacityandtime to follow up on debts

Ministry of Food And Agriculture



Funding
Mechanisms

Executive Summary Literature Review Appendices

Proposed Funding Financial & Risks and
Mechanism Economic Analysis Mitigations

Value Chain Analysis | Poultry

Poultry production in Ghana is underpin by three main factors such as the Environment, Chicks and Nutrition. Althougé there a
opportunities identified in the sector, the cost of financing remains a major step back to this.

Situational Analysis of Poultry Value Chain Actors HatcheryProductionunder Poultry
A The poultry sector continuesto play a key role in the provision of protein A Theteam visited Darko Farmsas a Hatcheryin the poultry value chain and

content of the populationof Ghana Theissuesfacingpoultry farmersin the
areasvisitedincludedlackof capital, high feed cost, competitionfrom heavily
imported birds especially broiler production, lack of secured market for
poultry products, high price of day old chicks(DOC) quality of DOC lack of
knowledge of disease outbreak and high cost of transporting poultry
infrastructure
The poultry value chain includes hatchery, Poultry farmers, feed
millers/sellers,drugs sellers, marketers, restaurantsetc. The successof the
poultry industryin Ghanais dependenton three (3) pillarsnamely,

o Environment

o0 Chicksand,

o Nutrition
The environment includes the structure and its sighting which takes into
consideration space and handling of bio security to prevent outbreak of
diseases Also, the selection and hatchery of DOCis important to the
successfubperation of poultry as their survivalis linked to the production
from the hatcherybackedby researchand developmentof the birds for the
Ghanaianmarket Lastly,the nutrition content is key to the survivalof the
birds and quality feed production Thesethree pillarsare keyindicatorsto the
poultry fundingmechanismn Ghana
The farmers face challengesin accessingcredit for their business These
challengesstem from the common premise among financial institutions that
poultry businesss highriskthusthe lackof interestto loanto poultry farmers
Thefew who successfullgecuredloansindicatedthe interest rateswere high
and no moratorium was given for the repayment of the loans for either
broilersandlayersproducersrespectively

Funding Mechanisms for Agriculture value chains - Ghana

observedthe companyhasthe capacityto hatch healthydayold chicksfor the
Ghanaianmarket especiallyin the middle belt. The facility has the needed
S |j dzA LJYafid/piérSbanelto produce to meet the needs of the poultry
farmersand to reducethe importation of DOCfrom Ivory Coastand Europe
However,the farm is unableto hatchto their full capacitydue to funds The
Managerindicatedthat operatingthe hatcheryis a profitable businessf the
right support is made availableand there is an existingmarket for the DOC
TheManageralsoindicatedthat profitability on the hatcherygoesup to 25%if
the right supportis available

A Their main source of funding the hatchery is from personal sourcessince
enoughsupportdoesnot existin the creditspace

Broiler Productionin the Communities

A Broilerproductionin Ghanais fraughtwith somechallengesuchasthe lackof
marketing opportunities in the local market which is currently flooded by
cheapimportedfrozenchicken

A About 20% of the poultry farmers interviewed indicated that they breed
broilers with an average capacity of 300 birds due to high feed cost,
medicationanda lackof off-takerto purchasethe broilers

A Majority of the farmersbreed the broilers towards festivities suchas Easter,
Ramadarand Christmaswith Christmasheingthe most profitable seasonThe
broilerson the averageare sold off from 8 weeksto 12 weeksat a sellingprice
basedon the weight of the birds which normallyrangesfrom GH80 to GH00
dependingon location In December2022 somefarmersin Temasoldbroilers
at GH200 whilesfarmersin DormaaAhenkroand other hinterlandscould only
sell a bird at maximum of GHL50 during the Christmasseason The selling
weightof broilersisfrom 3kgto 4.5kg.
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Value Chain Analysis | Poultry

The high cost of poultry production reduces the poultry farmers ability to produce at high capacity with some farms praducing
levels below 50% around tH@ormaaAhenkroMunicipality.

Broiler Productionin the Communities(Cont) Needfor Credit

A The broiler ¥ I NJY iBaWiklallengesare high feed cost, biosecurity issues, A In manyof the areasvisited, the farmersexpressheir inability to produceat
shortageof maizeand soybearfor feed preparation,anddifficulty in sellingoff capacityasworrying due to high costof production especiallypoultry feed
the birds due to uncontrolled accessof the Ghanaianmarket with imported and shortageof maizeand soybeanin the local market Farmersindicated
frozen chicken Majority of the farmersin the poultry industry lack support that in 2020 a tonnage of poultry feed was GHL500 but currently, it cost
from the banksdue to the risk involvedin broiler production and failure by GH6400to preparethe sametonnagedueto increasesn maizeandsoybean
some farmersin the pastto pay back loans has made it difficult to access prices as well as increasein prices of prepared poultry feed especially
loans importedfeed.

A The broiler farmers need external support in terms of feed, medicine and A At DormaaAhenkro the farmersrespondedthat their farmsare operatingat
fundsto support productionin the country. Most of them are opento loans 30%capacitydueto challengeshey facein the productionof layers
rangingfrom 5%to 15%interest rates structuredto supporttheir production A Theresponsegrom the farmersare presentedin Tablel below.

with amoratoriumto payat the end of the productioncycle
Capacityand Usagefor the production of layers

LayerdsProduction
A Theaverageyearsof operatingthe layer businessamongthe respondentswas
10years Majority of the poultry farmersare producinglayerswith anaverage

Poultry Farmers represente irds Capacity Stocgf:Rercentage to Capacity

@irds Capacit)

productionof 1000birdsin the communitiesvisited - A GGO"(')% ZG(;)SO 3:‘:)/
A Layerfarmersalsofacethe challengeof highfeed cost, biosecurityissueshigh Farmer A 55 000 e 000 290/0
cost of medicine and difficulty in sellingoff the layersdue to uncontrolled armet : ’ -
. . . L. Farmer C 11,000 1,000 9%
accessof the Ghanaianmarket to imported frozen chicken Majority of the

. . . Farmer D 80,000 45,000 56%
farmersin the poultry industry mentionedthe lack of supportfrom the banks hp—— 16000 6.000 38%
for the line of business Earmer B 4 600 ’o 0%0

A Afew farmersat the Sunyaniand DormaaAhenkroMunicipalitiesmentioned i
: . : Farmer G 15,000 5,000 33%
that they got loansfrom ADBIn 2017 with aninterestrate of 22% Today,the Farmer H 7000 3.000 43%
averagecommercialbank interest rate is 36% which haseven made it more Farmer | 27,000 7,000 26%

difficult to securecredit. _ :
Table 1: Farmer responses to capacity and usage for the production of layers at

the Dormaa Ahenkro Municipality.
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Provision of future loans for poultry farmers with structured payback methods and assisting programs would greatly cdotribute

large scale production.

Actorsmajor sourcesof fund
A Majority of the indicated that they receive finance from the sourceslisted
below,
o Individual/Persondiinance
o Familyandfriendssupport
o Financialnstitution-ADB Communityandrural Banks

Challengedacedby farmersin accessingredit.
Thepoultry farmersfaceda lot of challengesn accessingreditwhichincludes

0 Bankdbelievethat, there is highriskinvolvedin poultry leadingto lack
of interestof financialinstitutions
Highinterestrate
Nomoratoriumgrantedfor loansto poultry farmers
Requesfor landedpropertyin particularareasto qualifyfor loans
Lackof availablepoultry processingactoriesto operate asoff takers
to procesghe chickenfor the market

O O 0o

C I NI Sipghstionon Loansto SupportPoultry ValueChain
The FocusGroup Discussiorcame up with suggestionsfor future loansto be
structuredaslistedbelow;
0 Integrated insurance policy-for poultry farmers and actors in the
valuechain
0o Cooperativesassociatedwith the industry can be brought in to
channelthe loansthroughpoultry farmers
o Developpool of mentors and align poultry farmersto work under
them andchannelloansthroughsuchmodels
0 Support with technical assistanceprogram to include veterinary
servicesand businessmanagementby banksand private economic
agentsinvolvedin agriculturalvaluechain

Funding Mechanisms for Agriculture value chains - Ghana

C I NJ¥ Supghsionn Loansto SupportPoultry ValueChain

A Moratoriumto farmers(broilersandlayersfarmers)for at leasté months

A Farmersshouldbe awareof interestsubventionscheme

A Funderscan identify recognizedhatcheries and feed millers to supply
guality dayold chicksandfeedrespectivelyto poultry farmers

A Clearpolicyto reduceimport in placeof local productionto enablebroiler
farmersto selllocally(Arrangemenbf 40/ 60)

A Poultry credit deskshould be set up by the banksto undertake adequate
riskmanagementoolsin consultationwith Poultry¥ | NJvaSdedation

A Any loans to the poultry sector should include support for maize and
soybearproducersto supportthe feed sector.

A Build technical capacity and fostering introduction of risk mitigating
schemesre essentiatoolsneededto guaranteequality creditdelivery.

FeedMillers

A The team met with some feed millers who were also poultry farmers in
DormaaAhenkro, Sunyaniand Kumasioperating their mills at small and
medium sizelevelsto support poultry production At the smallscalelevel,
the feed millers produce the feed for their farms but not on commercial
purpose Themediumscalefeed millersdo producefor their farmsandalso
sellto the localmarket

A The main components of their feed are maize, soybean, shells and
concentrateswhich are combinedin the appropriatequantitiesto meet the
growth needsof the birds.

A Themain challengef the feed millersare lackof financeto buy maizeand
soybeanin large quantities on seasonfor storage and production which
reducesthe cost of raw materials There is also shortage of maize and
soybeanwhichaffectsthe pricesof their products
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Rice production in Ghana on a local level is not sufficient to meet the current market demand and is mostly supportadrby fore

imports.

Situational Analysis of Rice Value Chain Actors

A Riceis a staplecrop in the Ghanaiandiet and also playsan important role in
income generationfor its value chainactorsin Ghana Ricedemandover the
period continuesto rise due to population growth and the increasein per
capita consumptionof rice (0.5% per year) However,only 43% of the rice
demandin Ghanais met by domesticproduction,the remaining57%is met by
riceimports (AgricultureResearclior sustainableDevelopmen{CIRAD2007).

A Therice productionvalue chainactorsinclude seedproducers, farmers,input
dealers, aggregators, transporters, warehouse owners, processors and
marketers The percentageof rice farming is largely increasing The major
constraintsfor the developmentof rice production chain during the Focus
Group Discussion$ighlightedinclude inadequateaccesdo inputs (seedand
fertilizer), inadequateharvestingand post-harvestmanagementechnologies,
and the weak local rice marketing systemand post-harvest losseswhich is
projectedto be 4% on averageof rice producedin 2022

Sourceof Fundsfor RiceProduction

A Inadequatesupportfrom financialinstitutions both from the commerciabanks
aswell asthe rural banksin financingrice production hasresultedin limited
possibility of expandingharvestingarea due to high input cost and farm
maintenancecostaccordingo the farmersat the areasvisited

A Rice farmers receive different forms of support from the government,
cooperativeqVSLAandrice marketers Thesupportthat farmersreceivefrom
the government are mainly in the form of training, fertilizer subsidies,
extension services and the construction and maintenance of the dams
especiallyat Asutsuare(KlS)area The cooperativesassistfarmerswith cash
loansto support their rice cultivation Similarly,the marketersalso provide
cashloans
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Sources of Funds (Cont.)

A Ricefarmersmainly financetheir farms from personalsavingsand monies
from family membersworking in the cities This source is normally not
enoughto caterfor inputsandfarm maintenance

A A few of the rice farmers at the focus group discussionat GomoaEast,
Karagaand Savulugudistricts indicated that they receivedloan support
from banksand other financialinstitution basedon their salariesfrom their
formal employmentsand not as farmers They complained about how
difficult it is to securefinance for farm activities and if successfulthe
interestrate is highwhichmakesrepaymentdifficult. Theylackcollateralto
supportsuchloansfrom banksand other financialinstitutions.

A Thestory was different at the MampuruguMoaduri district where the rice
farmersrevealedreceivingloansfrom the Bulsacommunitybankwhichwas
disburse to groups for rice cultivation Repaymentsare made not as
individualsbut as group hence a default by one personaffectsthe group
credibility and group memberstherefore memberspay up to avoid default
None of the farmers defaultedin the loan disbursedto them due to the
groupsystem

A TheFGDalsorevealedthat marketersfrom the cities provide supportto rice
farmersthrough pre-financingof the farmingactivitiesat an agreedrate per
amountgivenwhere farmerspayin kind with bagsof rice asagreedat the
beginningof the farmingseason Thefarmersbelievethe rate of converting
the cashinto bags of rice is not favourableto them as the marketers
normallyrequire more bagsof rice for the loanrepayment

A Most of the rice ¥ | NJY8I\NAR #bans from cooperatives(VillageSavings
and Loans(VSLAproups)run at the locallevel as part of the farmer based
organisations Contributionsto VSLAloan schemesserve as the basisto
accesdoan support for rice farmersin the communitieswith low default
rates
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Despite the large market demand of rice production, there are still major challenges faced by farmers in this value lclzaithsuc

price arrangement, inputs for production as among other factors.

Need for Credit

A The FGDthroughout the communitiesrevealedthat farmers currently need
funds to purchaseinputs in the form of seeds,fertilizers, tractor services,
chemicalsetc andthe astronomicalncreasein pricesof suchinputswithin the
lastyearhasmaderice cultivationsusceptibleo low yieldsandlow incomesas
indicatedin the table below. Theincreasein input pricescall for supportto
farmers of which the majority of rice farmersin the focus group discussions
saidthey lackedsuchsupportbeyondtheir VSLAand personalffinancing

A Therice farmersfacechallengesn accessingreditrangingfrom;

0 Highinterestrate.

No moratoriumgrantedfor loans

Highriskinvolvedin farming

Lackcollateralsecurity,

Inappropriatefinancingmodelsappliedby commerciabanks

Cumbersom@rocessf gettingloan.

Lackof awarenessboutcredit package

O O O0OO0OOoOo

The table below shows responsesfrom the focus group discussionson yield
figuresfor rice productionfor farmerson the usageof fertilizersin the cultivation
of ricefor anacreoverthe lastproductionseason

Rice Yields (Bags) per Acr, Rice Yields (Bags) per Acr
m Name of Community with Fertlllzer W|thout Fertlllzer

Gomoa East Okyereko

Bulsa South Fumbisi

Mampurugu Moaduri Kubogu 27 12
Karaga Karaga 10 6
Savelugu Nakpanzoo 25 6
Kumbugu Zangbalum 10 3
Tolon Woribogu 15 3
Kintampo North Kintampo 12 5
Shai Osuoku Asutsuare 25 10
Funding Mechanisms for Agriculture value chains - Ghana

Market for Rice
A The farmers indicated that there exists market for their rice produce

through aggregatorsand marketerswho buy them from the local market
Someof this arrangementsare done with the support of the Agriculture
Extensionofficers in the Districts This market is mostly informal where
harvest is sold to available marketers/aggregatorson market days at
ongoingmarket pricesbasedon the availabilityof rice in the market A few
rice millersalsobuy direct from the farmersat the farm gate for processing
and some arrangementsare availablefor such processorswho normally
supportwith the pre financingwhichbindsthe farmersto only sellto them.
There also exist a few formalized market arrangementswith aggregators
who pick the bags of rice from the farmers at already agreed prices
especiallyif the aggregatorpre-financedproductionof the rice.

Majority of the farmersrequire guaranteedpricesto assurethem of decent
incomes from rice salesespeciallyin glut seasonsto avoid middlemen
gainingat their expensethus affecting their ability to pay back loans or
funding

Thefarmersbelieve NAFChasnot beeneffectivein buyingoff excesgice
produce from farmers due to lack of funds for storage and ensure
guaranteedpricesin the market

A Thefarmersare happyto haveoff-taker arrangementdor their harvestand

anyfinancialsupportcanbe deductedat source

A Ricefarmersindicatedtheir willingnessto acceptfundingmechanismghat

will channelsupportto input dealerswhich will reducethe cost of inputs
andmakethem availablefor farmers
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Lack of proper arrangements for supply of quality inputs for rice production is one of the contributing factors to thHdoask o

repayment by rice farmers.

Risk to Loan Repayment

A Majority of the farmers identified the following as the main risk to loan
defaults

A Politicizationof agriculturesupportto farmerswhere farmersseesuchsupport
asarewardfor their supportto a particulargovernmentin power

A Latedisbursemenbf loans

Variationin marketpricesof produceinputs

Highinterestratesattachedto the loans

Structureof loanrepaymentandtenure whichcallsfor immediaterepayment

Lowyieldsfrom the farms

Lackof capacityon the part of farmersin handlingloansto support maize

production

Lackof proper arrangementsfor supplyof quality inputs under suchsupport

for rice production

To o To Do Io Do

Suggestion®n Loansto SupportMaizeProduction

The FocusGroup Discussioncame up with suggestionsfor future loansto be
structuredaslistedbelow;

A The procedurefor obtaining loan should be liberalized (Theloans should be
shareinto smallergroupin the association)

Famersshouldbe awareaboutfarm credit package

Financialnstitutionsand VSLAshouldhavea moratoriumfor agriculturalloans
to meetharvest

Farmersshouldbe awareaboutinterestsubventionscheme
Somesuggestedoth inputsandphysicakash(inputs60% cash40%)
Accesdo inputsin the farm seasons

A Theshouldbe adequateriskmanagementools;

A Needinnovationandrisk-mitigationschemes

To Io Do Do I
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Rice input dealers
A Agriculturalinput dealersin the communitiesvisited rangesfrom table top

dealers,to small retail shop ownersto fertilizer and chemicalwholesalers
mainly located in the big cities The agriculturalinput dealerssell fertilizer

(Sulphateof Ammonia,NPKand Urea),crop protection chemicalsagricultural
tools,seedsand animalfeed.

Majority of the agriculturalinput enterprisesare family owned, soleownership
establishedand operatedfrom the 2 ¢ y SfiNd@<rhemajority of agricultural
dealers sell chemicalsdirectly to smallholder farmers in the communities

What exist in the communitiesare individual small input (pesticide)sellers
with very limited stockasa result of inadequateworking capital Theyusually
have to purchase their list of stock on the open market or identified

wholesalersn majortowns.

Majority of the input dealersrely on personalfunds to run their business
operations However,there are other alternatives of receivinggoods from

suppliers on credit after depositing a specified amount for which the

outstandingamountis settledwithin an agreedperiod.

Most of the input dealershave not madeany effort of approachingoanksfor

loansbut the few who attempted seekingbanksloansthough successfulsaw
the conditions to be unfavorable as high interest rates affects their

profitability.

Theinput dealersmostlydemandcashpaymentwith little creditarrangements
to farmersas past experiencesevealeddefault by somefarmersin repaying
the inputs supplied Nonetheless,some of the input dealers are ready to

provide credit to identified farmerswho come as a group. In this case,the

responsibilityfor repaymentwill fall on the groupleadersasthe input dealers
will not havethe capacityandtime to follow up on debts
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Value Chain Analysis | Rice

Input dealers face quite some number of challenges when it comes to credits given to rice farmers but this can be handjed thr
the use of offtaker agreements

Overview

Challenges and risk to loan repayments by input dealers

Input dealersmainlyfacethe followingchallenges

A Difficultyin gettingthe neededsuppliesfrom the supplier

A Lack of warehousingto store larger units during farming seasonswhich
increasegransportcost

A Highcostof transportingthe inputs which increaseshe costof the productsto
the farmers

RiceProcessors

A Until recently, consumersin Ghanamostly regard local rice as inferior to
imported onesand are willing to pay premium pricesfor imported rice. Some
of these perceptions were as a result of inefficient seed systems, low
productivity in rice production, inappropriate harvesting and threshing
technologiesand equipment, costly transport and logistics,insufficient milling
capacitiesand inadequate storage facilities, resulting in volume and quality
postharvestlosses

A An interaction with some rice processorsevinced that they are faced with
inadequatecapitalto investinto appropriatetechnologiego mill the riceto the
required quality and standardsthat meets the Ghanaiantaste as well as
competewith the importedrice.

A Themillersindicatedthat there is marketfor their product and any supportto
them to acquire new S |j dzA LJIYaBd/hinOpaddy rice for processingwill
increasethe localproductionof rice.

A Aninterestrate between10%and 20%is reasonablefor the rice processorgo
support their businessand they are willing to provide off-taker system for
farmers in their local areasthat will provide ready market to farmers at
guaranteedprices

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Thesoyabeanindustryprovidesnumerousopportunitiesfor valuechainactorsfrom seedandgrainproductionthroughto processing

andmarketing

Situational Analysisof Soybearnvalue ChainActors

A Soyabearis one of the most valuableleguminouscropscultivatedin Ghanaas
it servesas both a valuablesourceof feed for livestockand fish and a good
sourceof protein in humandiets. Farmersin the FGDprovideddetailson the
economic importance and relevance of soyabean,both market and non-
market co-benefits The crop's ability to fix atmosphericnitrogen through
BiologicalNitrogen Fixation (BNF)and the use of the crop's residuesas a
sourceof feed for livestockproductionprovideseconomicbenefitsto the land
andother cropyields

A Accordingto the farmers especiallyin the Northern regions, it helps in
reducingcostof productioninputs (fertilizer) and most of the farmerscultivate
it without applying fertilizers while others apply inoculantsto support its
production Farmerstherefore see Soybearcultivation asa crop for resource
poor farmers especiallywomen, given the nutrient deficiency nature of
cultivatedsoilsin Ghana

A Thesoyabeanindustryprovidesnumerousopportunitiesfor valuechainactors
from seed and grain production through to processingand marketing
However, soybeans farmers face challengeswhich include variation in
environmentaland climate conditions,lackof funds, poor soil, low yieldingand
post-harvestioses(1%-3%) accordingo the FGD

A Smallmediumand largescalefarmersare all involvedin the productionof the
soyabearcrop dominatedby smallholder farmerswho dependon traditional
methodsof farmingwith few technologicaimprovements Bushfire,poor soil
fertility as a result of improper farming practices,lack of fund for inputs,
postharvestosses]ackof appropriatestorageare commonchallengegarmers
are alsofacedwith in their districts

Funding Mechanisms for Agriculture value chains - Ghana

Sourcef Funds

A TheFGDrevealedthat soybeanfarmersfacea lot of challengesn accessing
credit, the cumbersomeprocessesn getting loansincludeguarantorswhich
are not readily available Thusfarmersare left with personalfinancefrom
sale of crops and VSLA/susugroups which is popular among soybean
farmers

A A few of the soybeanfarmers also mentioned that they received farm
inputs suchasseedsfrom off-takersand processorsvhich are paid backby
deductingat source

A Loansfrom financialinstitutions were not a commontrend from the FGD
held acrossthe communitiesas some of the farmers lacked information
about credit facilitiesand felt the banksconsideredagriculturalfinancingas
risky and never made any effort to follow up on any loans Someof the
participantsin the FGDalsomentionedthat they havebeenapproachedoy
micro finance institutions at a point and felt the interest rates were high
rangingfrom 30%to 60%anda suchdid not showanyinterest

Riskof loan repayment

Majority of the farmers identified the following as the main risk to loan

defaults

A Politicization of agriculture support to farmers where farmers see such
supportasarewardfor their supportto a particulargovernmentin power

A Latedisbursemenof loans

Variationin marketpricesof produceinputs

Highinterestratesattachedto the loans

Structure of loan repayment and tenure which calls for immediate

repayment

Lowyieldsfrom the farms

Lackof capacityon the part of farmersin handlingloansto support maize

production

ToTo T Do P>
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Value Chain Analysis | Soybean

Soyabean farmers believe price stability will help them get in return a good return for every investment made in theigonaduct
the crop.

Needfor Credit
A TheFGDthroughoutthe communitiesrevealedthe needfor supportin the

Market for Soybean
A The farmersindicated that there existsmarket for their soyabeansproduce

through processorsmarketersand aggregators Someof this arrangements
are donewith the supportof the AgricultureExtensiorofficersin the Districts
The bulk of soyabean producedis sold to institutions through middlemen,
aggregators,or largescale off-takers, such as the Ghana Nuts Company,
SavannathFarmersMarketing Companyetc. Most of theseinstitutional buyers
provide supportto farmersduring the farming seasonwith an understanding
that farmerswill sell their produceto them after harvestat a predetermined
price. Market alsoexistsin the localmarkets,where smallscaleproducersand
traderssellthe beansin smallquantitiesmeasuredn bowls

Participantsin the marketingof the soybeanare facedwith lack of adequate
storage facilities, inadequate capital, and poor road networks to the
productioncentersto cartthe soybearbeans

Thismarket is both formal and informal where the formal goesthrough off-
takerswho are mostly processorandthe informalwhere the harvestis soldto
available marketers/aggregatorson market days at ongoing market prices
basedon the availabilityof the soybeann the market

Majority of the farmersmentionedthat they needguaranteedpricesto assure
them of decentincomesfrom soybeansalesto avoid middlemen gainingat
their expenseahusaffectingtheir ability to paybackloansor funding

The farmers expressedinterest in having off-taker arrangementsfor their
harvestandanyfinancialsupport that canbe deductedat source
Soyabeanfarmers indicated their willingnessto accept funding mechanism
that will channelsupportto input dealersthus reducingthe costof inputs and
makethem availablefor farmers

Funding Mechanisms for Agriculture value chains - Ghana

form of inputs and cashto farmersto increaseyield in table 3 below. The
increasein input cost calls for support to soybeanfarmers of which the
majority of membersin the focusgroup discussionsaidthey lackedsuch
supportbeyondtheir VSLAand personalfinancingdue.
Thesoybearfarmersfacechallengesn accessingreditrangingfrom;
Highinterestrate.
No moratoriumgrantedfor loans
Highriskinvolvedin farming
Lackcollateralsecurity,
Inappropriatefinancingmodelsappliedby commerciabanks
Cumbersomerocessf gettingloan.
Lackof awarenessboutcreditpackage
Though majority of the farmers had registered for support under the
planting for food and jobs, mostly, the required inputs come late which
doesnot benefitthem.

O O O0OO0OO0OO0OO0oOOo

Suggestion®n Loansto SupportSoybeanProduction

The FocusGroup Discussiorcame up with suggestiondor future loansto be

structuredaslistedbelow,

A Theinterestrate chargedshouldbe lower than marketrate

A Farmersshouldbe awareaboutinterestsubventionscheme

A Theprocedurefor obtainingloanshouldbe liberalized (Theloansshouldbe
shareinto smallergroupin the association)

A Famersshouldbe awareaboutfarm credit package

A Financialinstitutions and VSLAshould have a moratorium for agricultural
loansto meetharvest

Ministry of Food And Agriculture
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The feed millers such as Darko Farms in Kumasi indicated that there is market for their products and any support to hieersedill
to acquire new equipment to expand production

| Soybean

Soyabearprocessors
A Soyabearis a key ingredientin poultry and fish feed and is also usedin the

Soyabeannput dealers
A Input dealers in the communities visited have mechanismsin place for

agriculture products such as rice, maize, soyabeansand other crops

Agriculturalinput dealersin the communitiesvisited rangesfrom table top

dealers,to small retail shop owners to fertilizer and chemicalwholesalers
mainly located in the big cities The agricultural input dealers sell fertilizer

(Sulphateof Ammonia,NPKInoculants,and Urea), crop protection chemicals,
agriculturaltools,seedsandanimalfeed.

Majority of the agricultural input enterprises are family owned, sole
ownerships,establishedand operated from 2 ¢ y S Niid® The majority of

agriculturaldealersthat sell chemicalssell directly to smallholderfarmersin

the communities

Most of the pesticidesellersin the community operate on a small scalewith

very limited stock options due to inadequateworking capital Purchasesof

stock are done either in the open market or with identified wholesalersin

majortowns

Majority of the input dealersrely on personalfunds to run their business

operations However,there are other alternatives of receiving goods from
suppliers on credit after depositing a specified amount for which the
outstandingamountis settledwithin an agreedperiod.

Most of the input dealershave not made any effort of approachingbanksfor
loansbut the few who attempted seekingbanksloansthough successfulsaw
the conditionsto be unfavorableashighinterestratesaffectstheir profitability.

Theinput dealersmostly demandcashpaymentwith little credit arrangements

to farmersas past experiencegevealeddefault by somefarmersin repaying
the inputs supplied Nonetheless,some of the input dealers are ready to
provide credit to identified farmers who come as a group. In this case,the
responsibilityfor repaymentwill fall on the group leadersasthe input dealers
will not havethe capacityandtime to follow up on debts
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productionof edible vegetableoil. Soyabeanis processedoth by smallscale
producers by threshingmanuallyand piling soyabeanplantson a tarpaulinor
putting soya bean pods in sacksand gently beating them with a stick
Mechanicalthreshersare used in largescale production The bean is then
processednto variousforms; the principalproduct, oil, whichmakesup 14 to
18percent of the processedoutput, and the cake is used to manufacture
animalfeed. Most poultry farmersrely on soyabearfor their feed processing
locallyto feed their birdsand complainedof low level of domesticsoyabean
productionfor supporttheir birdsfeed production

The poultry farmersnoted that the industry alone requiresabout 75% of the
total soya bean demanded annually in Ghana which is consistent with
literature (Gageet al. 2012). The expansionin the processingf soybeanwill
allow poultry and aquacultureproducersto substitute imported feedswith a
localalternative

L { dsa evident from the FGDthat project interventions have built the
capacityof womenin processingoyabeangnto nutritious mealsfor the family
especiallychildrento increaseheir dietaryneeds

Aninteractionwith somesoyabeamprocessorshowsthat they are facedwith
inadequate capital required for investing into appropriate technologiesto
meetthe demandin the market

Thefeed millers suchas DarkoFarmsin Kumasindicatedthat there is market
for their product and any supportto help them acquirenew equipmentand
buy soyabeanfor processingwill increasethe local production of feed to
support the poultry and the aquacultureindustry of which feedsis a major
component

Ministry of Food And Agriculture
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In recent times, grant and trade credits are the most adoptedtool by the governmentof Ghanain achievingvariousagricultural
objectives

Overview

c:

A subsidyis a direct or indirect payment, economic concession,cost
reduction or privilege granted by a government to private firms,
households,or other governmentalunits in order to promote a public
objective

Subsidiego agriculture value chain have been phenomenalin Ghanaas
well as other countrieson the groundsthat preservationor expansionof
this industry,evenat a costto the generalpublic,is in the publicinterest
Farmergeceivefree inputs,reducedinput costs,amongother benefits

Althoughthe terms & & dzo arfd & 8 ElJang dftén usedinterchangeably,
adistinctioncanbe madebetweenthem. Grantis atype of subsidybut not
the sameas subsidy Whereassubsidiesare current payments(products,
inputs or cash)aimingto influencelevelsof production or prices,grants
are direct financial contributions for specific activities that support the
policyobjectivesof the grantor.

Grantsare therefore direct cashor moniesthat usuallydo not haveto be
repaidbut areto be usedfor definedpurposes

Funding Mechanisms for Agriculture value chains - Ghana

Historicaland recentexamplesof contractfarming

A The Governmentof Ghanaimplementedthe GhanaCOVIBL9 Alleviation
and Revitalizatiorof EnterprisesSupport(GhanaCARE§)rogrammeasits
responseo mitigate the impactof the COVIBL9 pandemicon the livesand
livelihoodsof Ghanaiangn 2021

A Theprogrammeidentified agricultureasone of the critical sectorsthat has
the capacityto revitalizeandtransformthe Ghanaiareconomy

A Theproject providedinterestrate subsidy(IRS}o private actorsin the rice,
tomato, poultry and soyabeanvalue chainsin supportof D2 @S NY Y Sy
import substitutionagenda TheGovernmentthroughthe Ministry of Food
and AgricultureMoFA in collaborationwith GhanalncentiveBasedRisk
Sharing System for Agricultural Lending (GIRSAL)partnered financial
institutions to implement this intervention. Beneficiariesenjoyed 50%
subsidy on selected financial A y & G A (irdetest £hadea for loans
advancedo qualifiedagribusinesses

A The GhanaCARE®olicy also soughtto assistbroiler farmers and other
actorsalongthe chickenmeat value chainto bridge the gap betweenthe
chickenmeat demandand supply.to eliminateimports. Fromour research,
about 160 producersbenefitedfrom a 50%interest rate subsidyanda 50%
input subsidyfor day-old-chicks feed,and veterinarydrugs/vaccines

A Speakingo someof the participatingbanksincludingAbsaBankand ADB,
we noted that the interest rate subsidydid not influence the banksto
ignore their internal credit risk assessmentprocesses Parties to the
subsidyschemehad to apply for the loan facility for the standardcredit
assessmentand approval before being admitted into the scheme
Therefore,the credit subsidyschemedid not increasethe accesdo loans
by farmersbut only reducedthe burdenof the costof the loanto farmers
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In recent times, grant and trade credits are the most adopted tool
objectives

Historicaland recentexamplesof contractfarming

A Plantingfor Foodand Jobs(PFJ)sD K I yilag&hipprogramfor agricultural
transformation and employment creation in the country. Through the
provision of subsidizedfertilizer, hybrid and openpollinated seedsand
other planting materials, improved extension services,and marketing
supportto smallholderfarmers acrossthe country, the program aimsto
increasefood production of priority crops,suchas maize,rice, sorghum,
soyabean cassava, and vegetables, and to provide employment
opportunitieswithin and outsideof the agriculturalsector.

A Speakingo the secretariatof the PFJrogram,we noted that the overall
goal of the PFJorogramwasto promote food security,employment,and
povertyreductionthroughtransformationof the agriculturalsector.

A Theimplementationof PFJs basedon five main pillars (i) seedaccessand
development,(ii) fertilizer accessand fertilizer systemsdevelopment,(iii)
extensionservices,(iv) marketing, and (v) e-Agriculture The programis
expectedto enhancepublic[l]private partnership, raise productivity and
farmincomesandcreatejobsalongthe different valuechains

A The programwas originally designedto be implementedover four years,
from 2017 to 2020 with a total estimated cost of GHt3.3 billion ($718
million). The nationwide fertilizer subsidy component of the PFJwas
estimated to cost GHt1.8 billion ($401 million) over four years (2017
2020.

A Owing to the perceived successof the PFJ,its implementation was
extendedbeyond2020 In 2021, the GOGspentan amount of $70 million
to fund the programbut at a reducedinput subsidyrate of lessthan 30%
And in 2022 the governmentis spent $98 million on the program, an
increasen fundingof 40%overthat of 2021

Funding Mechanisms for Agriculture value chains - Ghana

i i Risks and . . i
Financial & ‘ Literature Review Appendices

Economic Analysis Mitigations

by the governmentof Ghanain achievingvariousagricultural

Historicaland recentexamplesof contractfarming

A Precedingthe PFJthere was a national crop farming support program
dubbedthe FertilizerSubsidyProgram(FSP)

A Fromour research the impactof the FSPon accessibilityand adoption by
smallholderfarmersis very limited. Most smallholderfarmerstargeted by
the programstill could not afford to pay eventhe subsidizedprice of the
fertilizers Thus,largecommercialand well-to-do farmersbecamethe only
beneficiaries

A Thet C \ieftiBzer-subsidyprogram,in addition to a 50% subsidyon the
price of fertilizers (nitrogen, phosphorus potassium- NPK urea, sulphate
of ammonia,and bio-fertilizer), included a novel option that encouraged
fertilizer intake by farmers, especiallyby smallholders,whose incomes
were low and whose resourcesfor purchasingagricultural inputs were
limited. Specifically,the program provided eligible farmers with a 50%
subsidy, allowing them to pay 25% of the fertilizer price as a down
payment,with another 25% due after the harvest If beneficiariedfailed to
pay the remaining25% of the fertilizer price for two consecutiveplanting
seasonsthey would becomeineligibleand be removedfrom the program
until they settled their debt. Additionally,to prevent misuse,eacheligible
farmer was entitled to no more than six bagsof bio-fertilizer to produce
soybeansten bagsof NPK.,and five bagsof ureaor sulphateof ammonia
for other crops,which correspondedo a maximumfertilized crop areaof
two hectaresper farmer.
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In recent times, grant and trade credits are the most adoptedtool by the governmentof Ghanain achievingvariousagricultural

objectives

Historicaland recentexamplesof contractfarming

A The Planting for Food and Jobs program had targets of increasing the 2016
production levels of corn by 30 percent from 1,722,000MT to
2,238,600MT,; rice (paddy) by 49 percent from 688,000MT to
1,025,120MT; soybean by 25 percent from 143,000MT to 178,750MT; and
sorghum by 28 percent from 230,000MT to 294,400MT, all within the
program period of four years.

A At the end of the original program period, the 2020/2021 crop production
figures for corn (3,031,691MT), paddy rice (986,905MT), soybean
(202,243MT), and sorghum (345,421MT) indicated that all the targets v
realized except for rice.

A The program is deemed to have improved food security, reduced poverty,
and ensured the availability of selected food crops on the market as well as
providing job opportunities within the agribusiness value chain. Content
with the gains, the GOG extended the PFJ program beyond 2020.

A However, the subsidy rates were considerably reduced in 2021.

A The initiative, currently in its seventh year of implementation, is perceived
by the GOG to have enabled greater community participation in
agricultural activities and through agricultural incentives, attract greater
private sector investments.

A The program has been deemed to have increased the capacities of
smallholder farmers to profitably produce food and other crops to supply
growing domestic and sulegional markets with foodstuffs and ndaod
crop products.

Funding Mechanisms for Agriculture value chains - Ghana

Historicaland recentexamplesof contractfarming

A The Savannah Zone Agricultural Productivity Improvement Project
(SAZAPIR)as approvedon 15 December2017 to transform agricultural
valuechainsfor food and nutrition securityin the Northern SavannatZone
of Ghana This Grant and Subsidy project was expected to increase
F I NIy ®otBatd nutrition security and incomes through increased
agricultural productivity and diversification and to enhancethe creation
and strengtheningof agribusinesses$o increaseincomesof actors along
selectedvalue chainson a sustainablebasis It was been designedwithin
the context of the GhanaShared Growth and DevelopmentAgendall
(GSGDA).

A The SAZAPIRvas implemented in 2018 and is expected to end in
SeptemberR023

A Thedirect beneficiariesof this grant and subsidyprojectis estimatedto be
about 50,000 economicallyactive smallholderdiving in the selectedagro
processingones andthe processindirmsthat serveasa direct marketfor
the farmers The indirect beneficiariesinclude the entire population
(consumers)that benefited from the availability of food and business
associationsvho provide servicesto the producersand processors This
number is expectedto increase significantly when other economically
active value chain entrepreneursget involvedin the Project Amongthe
target group, women and youth play a major role in crop production,
processing,small enterprises operation and marketing About 50% of
beneficiariesiwomen)were specificallytargetedin the LIN? 2 &vifie@ &
andarereapingdiversebenefits
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Funding Mechanisms | Outgrower Scheme / Contract farming

Over the years, contract farming has spread widely in developing countries, as a potentially viable model for coordochiatigmpr
and ensuring highequality, safer food and lower production and marketing costs (UNCTAD, 20093 ).

Overviewof outgrower scheme

A Outgrowerfarming,alsoknown ascontractfarming, is often referredto asthe
production of an agricultural commodity conducted with a pre-plant
agreementbetween a farmer and a buyer in which the farmer commits to
producinga certain product in a certain manner and the buyer commits to
purchasinghis product(Minot & Sawyer2016).

A Underthe scheme the buyer usuallyprovidesmajor farminginputs (like seed,
fertilizer, agrochemicals),credit, and/or technical assistanceto contract
farmers Thus,outgrower farming is often seenas an immediateinstitutional
arrangementthat may allow enterprisesto participate in, and control, the
procesf productionwithout owningor operatingthe farms(Key& Runsten)

A Outgrower farming as an inclusive businessmodel may provide a feasible
solution for farmers and other dealersof the various value chainsof the
selectedproducts Asa forward agreement,contractfarming assuredarmers
of a market even before sowing For example,processorscan count on raw
materialsuppliesat an early stageof planningthe processingeason

A The contract entails that farmers are obliged to supply the volumes and
qualities as specified and the off-taker is obliged to buy the produce and
realise payments as agreed Furthermore, the off-taker normally provides
reliable timely accessto seeds,fertilisers and finance to farmers through
either embeddedservicespre-financingor inclusionof sericeprovidersin the
agreement

A Other services suchas extension,training, transport and logisticsmight also
be included To be successful,contract farming requires a well thought
through businessmodel, transparentnegotiationsand competent day-to-day
managementto assuremutual benefits 6 W @M yhidtivating farmers and
millersto engageand complywith the contracts
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Overviewof outgrower scheme

A We noted a few previousstudiesthat investigatedeffects of contractfarming

on food security Bellemareand Novak(2017) showedthat contract farming
contributesto a shorteningof the hungerperiod for smallholderhouseholdsn
Madagascar Mishra et al. (2018 found that householdsproducing onions
under contractin Indiahavehigherfood expendituresthan their counterparts
without a contract Soullierand Moustier (2018 showedthat rice contractsin
Senegaimprovefood securitythroughmitigatingprice seasonality

Studiessuchas Ragasat al. (Citatior2017) suggesthat smallholder | NJY S NA& ¢

participationin outgrower schemescanbe a good measurefor policy analysis
to examinethe efficacy of agriculture inputs or credit delivery to farmers

Hussainand Thapa (Citatior2016) for instance,found that participation in

nucleus farmer-outgrower schemestend to relax credit fungibility and

improve credit repayment Thisis due to the direct interpersonalrelationship
with the creditors(nucleusfarmers)andborrowers(outgrowerfarmers)

Proponentsof contractoutgrower schemeseecontractfarmingasa meansof:
1) linking smallholderfarmersto expandinglocal and export markets, thus
solving some of challengesfaced by smallholders(Baumann,2000 and 2i)
mobilizing foreign direct investment (FDI)to agriculture, to promote and
supportmoreinclusivebusinesgnodelswith smallholders

Overthe years,contractfarminghasspreadwidely in developingcountries,as
a potentially viable model for coordinating production and ensuringhigher
quality, saferfood and lower productionand marketingcosts(UNCTAD2009
). Contractfarminghasalsobeenusedin rural developmentstrategiessuchas
providing a secure market and fixed prices necessaryfor sustainablecrop
intensification (Vermeulen et al, 20064 ). Such arrangements have the
potential for securingmarkets for some crops, particularly those that need
processing@and mayotherwisenot be produced

Ministry of Food And Agriculture



Executive Summary Chains Analysis

Value ‘

Proposed Funding
Mechanism

Literature Review Appendices

Financial & Risks and
Economic Analysis Mitigations

Funding Mechanisms | Outgrower Scheme / Contract farming

Accordingo GIZC | { {ohltgediverfood productivityincreasedargelydueto the timely deliveryof quality inputs by the sponsorsof
the scheme Most farmersboostedyieldsfrom 1.5 tonnesin 2014 up to 5.3 tonnesper hectarein 2017

Historicaland recentexamplesof contractfarming

A FYSS@Ghanais a socialenterprisewith the aim to assistrural communitiesto

gainaccesdgo capitaland entrepreneurialskillsto grow rural businessesand

increase household incomes Accordingto the Deutsche Gesellschaftfir

Internationale Zusammenarbeit{G1Z) GmbH, the contract farming business
model operated by FYSS@hanafrom 2014 to 2017 linked 4,663 farmers,

including 1,617 female farmersorganizedin 200 FarmerBasedOrganisations
(FBOsith three smallsizedrice mills.

FYSS@hanasignedcontractswith the FBOson one side and the millers on
the other. The FBOsand their members were supported with embedded
services, such as technical training (Good Agricultural Practices, Farmer
BusinessSchool etc.) and advisory services Furthermore, FYSSGGhana
facilitated accessto finance through its own microfinance system by
supportingVillage Savingsand Loans(VSL)groups It also usedthe contracts
with the millersto secureloansfrom other financialinstitutions. The farmers
could use the credits providedto buy inputs (e.g. quality seed,fertilisers) or
pay for operationalservices(e.g. land preparation, harvesting) FYSS@hana
identified appropriate service providers to assure quality products and
negotiated favourable prices for the servicesprovided (for instance,some
farmersreceiveddiscountsor bulk purchase)

The FBOscommitted to supplythe production of 30 hectaresfrom member
farms to FYSSGOGhana This volume represented the counter value of
embedded financial and other services provided by traditional credit
providers FBOghat producerice on more than 30 hectaresarefree to sellthe
produceto FYSSGhanaor anyother buyer.
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Historicaland recentexamplesof contractfarming

A Accordingo GIZ farmersconfirmedthat the productivity of farmersunderthe
FYSS@utgrower schemeincreasedlargely due to the timely delivery of
quality inputs by the sponsorsof the scheme Most farmers boosted yields
from 1.5 tonnesin 2014 up to 5.3 tonnesper hectarein 2017. Thismotivated
manyfarmersto increasethe areaunder productionof rice from 1 hectareto
sometimes3 hectares Millers were guaranteeda timely supply of quality
paddyrice for processing@ndstorage

A We noted from our researchthat In 2001, a non-profit businessorganization,
TechnoServéTNS)promotedthe developmentof a sorghumsupplychainand
initiated the GuinnessSorghumProject The main objective was to increase
the productivityandincomesof sorghumfarmersmainlythrough: i) improving
high-yielding sorghumvarieties ii) establishingseedmultiplication farms and
sorghum collection centers and iii) developing and training sorghum
producers

A The LINZ 2 Bitiatin@ and implementing partner, TNS,selectedthe value
chainand nucleusfarmersbefore approachinghe GhanaGuinnesBreweries
Limited (GGBL)s the final buyer. GGBLprovided the market for harvested
sorghumthat meetsquality specifications

A Otherstakeholdersnvolvedin the schemewere:

i) SavannahAgricultural Researchinstitute (SARI),which provides
agronomicabkupport

ii) i) service providers, including credit providers, input suppliers,
transporters,tractor owners and operators, warehouseoperators
andcleaningcentres
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Funding Mechanisms | Outgrower Scheme / Contract farming

Thereare evidencesof successfubutgrower/ contractfarm schemesn Ghanabut the most significantissueis that most of them
havenot yet beensustainable

Historicaland recentexamplesof contractfarming Historicaland recentexamplesof contractfarming
A The Guinness Sorghum Project made significant impact in its diverse A The GRELoutgrower scheme had a tripartite structure of: financial
stakeholdersn the followingways operators ¢ the Agricultural DevelopmentBank (ADB)and the National

InvestmentBankof Ghana(NIB) GRELprovidingtechnicalassistanceand

A Farmers Accordingto the evaluatorsof the project, the farmers planting materiat and the Rubberh dzil 3 NPaac! NBYAssbation

evaluated the project positively and were happy with their

participation The farmers acknowledgedthe introduction of high (ROAA)

yielding varieties, training receivedon agricultural practicessuchas A GREland eachindividualfarmer entered into a tripartite agreementwith
land selection,land preparation, correct planting distances thinning the banksto finance the plantation GRELfunded 50% of the technical
and provisionof credit facility as some of the benefits they enjoyed assistancefrom its own resourcesand chargedthe balanceto farmers,
from their participation in the project Theywere all unanimousin deductingit from the paymentsit makesfor their rubber.

acknowledgingan increasein their incomesthrough cultivation of
sorghum Theincreasen incomeis estimatedto be about40%

)

C I NI Bix&entativesngagedn annualprice negotiationswith GREL

A 1t is believed that through the outgrower scheme,the rubber farmers
increased both their production and their productivity, achieving a
significantyield increasefrom 0.8 tonnes/hat o 2 tonnes/ha Thiswasthe
result of the adoption of improved agriculturaland managementpractices
and accesdo improved plantingmaterial and efficient technicalassistance

A GuinnessGhanaBreweriesLtd: Thetremendousincreasein sorghum Incomelevelswassaidto haveincreasedconsiderably
grain production and supply was well acknowledgedby Guinnessat
the evaluationlevel

A TechnoserveThe evaluatorsmaintainedthat Technoservewvas glad
about the applicationof improved technologiessuchas introduction
of hybridswhichyieldedof 3 to 3.5 tons per hectarecomparedto 1 to
1.5tonsper hectareof the normalsorghumvarieties

A Importantbenefitsof this contractualarrangementvere:

A Dizengoff Ghana Ltd: Dizengoff supplied agro chemicalssuch as o Itprovidedgood-qualityrubbertree seedlings

fertilizers, pesticidesand herbicidesto the farmers The company o It providedtraining andtechnicaladviceon sustainableagricultural
reported that it provided support to farmers by way of advice to practices and financial matters (recordkeeping, farm budgeting
nucleusfarmerson the useof their products Theyalsomonitoredthe andcostanalysis)

use of the chemicalsand the responseon the field. Their chemicals
were providedat dealerprices Theirassessmentof the project was
recordedasprofitable.

o It organizes bulk purchase of fertilizers, which it resells to
outgrowersat the bulk ratesit paidfor them.

o It linksfarmersto bankloanswith reducedinterestrates
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Inputs and production servicesare often supplied by the company Thisis
usuallydone on creditthroughadvancegrom the investor.

Contractfarming canintroduce new technologyand enablefarmersto learn
new skills

C | NJY pr@&ri3k is often reduced as some contracts specify prices in
advance

Suchschemescan provide higherincomes A study in Zambiaconcludedthat
out-growers achieve higher incomes in comparison to non out-grower
householdsut not enoughto take householdut of poverty.

Contract farming can open up new markets which would otherwise be
unavailableto smallfarmers A study of one sunflower project in Tanzania
concludeghat productionincreasedandthat farmerssecuredbetter accesgo
markets (Sunflower Value Chain Developmentin Tanzania The Case of
SHADECO® VillageBasedContractFarmingArrangementin Iringa Regiong
Tanzania)

Thejustification of Outgrowerfarming is that under this scheme holdersare
meant to keep control of their land so the companiespromoting contract
farmingcanescapethe accusation®f displacinglarmersand avoidthe risk of
beingseento exploitfarmersthroughplantations

TheFoodand AgricultureOrganizatio(FAONotesthat & O 2 y tamiingith
small farmers is more politically acceptablethan state farms as contract
farmingislesslikelyto be subjectto politicalcriticism

Contractfarmingenhancedongterm planningon both sponsorsaandfarmers

Farmerscan also use the contract agreementas collateralto arrangecredit
with acommerciabankin orderto fund inputs.

Funding Mechanisms for Agriculture value chains - Ghana
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Outgrower Scheme / Contract farming

Contractfarming hasbeensubjectto intensedebatesregardingits role in developmentagriculturein Africa Opponentshavetheir
saywhile the proponentscontinueto elucidatetheir stands

A Workingwith large numbersof smallholderfarmersis generallyperceivedto

be highriskdueto the numberof outgrowerinitiativesthat havefailedin the
past Sustainabilityof outgrower schemess a major challengein Ghanaasall
the examplesof outgrower schemeswe have highlighted in the previous
pagesof this report did not stand the test of time, irrespective of the
perceivedsuccesslin short, the schemesdo not exist Sustainabilityof these
outgrower schemeswill depend on, from the O 2 y & dzf pérspygctive, &
minimizingthe coststo run and monitor them.

Sometimesyieldsare not high enoughto compensatdor highinput costsof
the outgrower schemesDevelopingand promoting muchimprovedvarieties
and technologiesthat mayleadto a jump in yieldsand grossmarginsis the
keyapproachto curtailthis problem

If the schemeis operatedby a marketplayerlike the AkateFarmsOutgrower
scheme,it can makethe player a SignficantMarket Player(SMP) In every
market, SMPsindersthe growth of smallerand mediumsizeplayers

Outgrower farming schemesoften exclude the poorest farmers ¢ the
landless, marginal and subsistencefarmers and women The poor are
excludedbecauseresearchhasfoundthat this is only successfulor 2-10%of
smaltscale producersand that only 5% have the resourcesand capital to
integrateinto suchvaluechains(Seville D., Buxton,A. andB. Vorley, 2011).

A NJY SrdEdmis curtailed asthey do not havethe rightsto do what they
think is right but will haveto follow the terms and conditionsstipulatedin
the agreement Sometimesfarmersare not ableto sellthe producedcropsif
it doesnot meet the standardof quality which hasbeenset during the time
of the arrangement

It is alwaystough or impossiblefor the farmersto bargainthe producefor a
pricethat isreasonableat the time of harvestor selling
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Creditguaranteehasbecomeverypopularin Ghanaargelydueto its benefit of coveringall sectorsof the agriculturevaluechain

Historicaland recentexamplesof contractfarming

A Creditguaranteeis an arrangementthat givesthe lender a bit of comfort that

part or all the loan givenwill be repaid We have highlightedtwo types of
creditguaranteeschemedelow:.

A Institutional Guarantee Credit Guaranteelnstitutions are Non-bank
Financialnstitutions (NBFIspimedat facilitatingthe accesdo formal
lendingthrough the provisionof credit guaranteesthat mitigate the
riskof non-repayment Thesefacilitiespartially guaranteethe loansof
commercial bank partners to reduce the risk and increase their
willingnessto lend to farmers and other actors of agriculturalvalue
chain Investingin smalland mediumsizedbusinesseshrough Loan
Guarantee Facilities helps to diversify and strengthen developing
economiesand provides incentivesto commercialbanksto begin
lendingin new andemergingmarkets

A GroupCredit Thisis a uniquefinancialservicefor all membersof the
agriculturalvalue chain, particularly, low-income farmers To obtain
sucha loanor credit, it is necessaryo form a groupof three or more

individuals The group members guarantee each 2 (i K Sidar &

repayment, therefore, each member will be equally liable for
repayment, hence, collateral is not necessary The group members
are expectedto do their best not to let each other down in loan
repayment,since usuallythey are businesscolleaguesneighborsor
relatives

A Institutional Guaranteeg Highlyapplicableto largeand mediumsizeactors
A GroupCredit¢ Applicableto all actorsof the variousvalue chain, particularly,

smallsizeactors

Funding Mechanisms for Agriculture value chains - Ghana

A DL w{ ICiedit&Risk Guarantee Scheme provides participating financial
institutions with up to 70% credit risk guaranteeon agriculturalloans The
scheme mitigates agricultural lending risks and provides an incentive for
financialinstitutionsto lend moreto agribusinesses

A Banks SpecializedepositTakinglnstitutions, Non-BankFinancialnstitutions,
Rural,CommunityBanks and other qualifyingfinancialinstitutions are eligible
to participatein D L w { Cré¢dif=uaranteescheme

A TheFidelity Young9 y i NB LINGigtigedBYBIgaunchedin March 2021 is
Fidelity. I y GHBA0 Million initiative which seeksto provide both financial
and nonfinancialresourcesto enableyouth-related businesses$o surviveand
thrive. The initiative provides seed capital/soft loans at concessionaryates
(10%) with flexible repaymentterms back by businessmanagementtraining
supportto the beneficiarybusinesses

A As a partner, GIRSALsupports this initiative by providing a 70% credit
guaranteecoverto qualified agriculturalloansat a reducedCRGee. Most of
the targeted agribusinesseshat benefit from the project do not have the
requiredsecurityto receivecredit from the banksincethey are mostly posted
profit start-ups Hence the GIRSAguaranteeis valuablesecurityto the bank

A Accordingthe GIRSALthe FYEprovidesguaranteeto evensmallor medium
sizeyoungentrepreneursof which they recently provided guaranteefor 70%
of a creditfacility of aslow asGH310,000(US 3,350).

A Most of the targetedagribusinessethat benefit from the project do not have
the required securityto receivecredit from the bank sincethey are mostly
posted profit start-ups Hence,the GIRSAlguaranteeis valuablesecurity to

the bank Ministry of Food And Agriculture
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Creditguaranteesnablefarmersto get more flexibleand diverseloanswhichwould haveordinarilybeenimpossible

Historicaland recentexamples Historicaland recentexamples

A While nonfinancialand financialservicesare both necessaryor agricultural
lending to be viable, they should be operationally separatedin order to
improve efficiency,transparency scale,and the range of financial services
availableto smallfarmers

A AdvancedGhana,a private Microfinance Companyin Ghanahas Group Loan
Schemdor its customers

A Agricultural Development Bank Ltd provides Group loan scheme for its
members

A TheRuralEnterpriseAgribusines®romotionProject(REAP) a CARBprogram
in Kenyathat helpssmallfarmers gain accesso marketsthrough a range of
servicesand interventions,includingthe useof credit guaranteesSmallholder
farmersare organizedinto legallyregisteredproduction units with their own
management capacity The donor-supported REAP program provides
resourcesto help the farmers establishirrigation infrastructure, and offers
input supplyand technicalassistancego enablethem to deliver producethat
meetsexportmarketstandards

A A CentralManagementUnit (CMU),created by the REAPproject, provides
servicedo the productionunits for a managementee. Theseservicesnclude
technical production assistance negotiating input and output market links
(farmer units sell through the market system,not through the project), and
facilitatingaccesdo credit TheCMUrunsa loanfund (the & L y SUgdgiyl oan
C dzy Rahich=ither directly providesloansto farmer units or guarantees
credit from private-sector buyersand processors The REARexamplefurther
illustrates the potential of grouping small farmers into cohesive units or
associations,and also servesto emphasizethe close relationship between
financialand nonfinancialservicesin agriculture Non-inancialtechnicaland
advisoryservicesare neededto improvethe attractivenessof smallfarmersto
creditproviders
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By far, the grouplendingseemslike the perfect solutionsto problem of povertyin rural areas MuhammadYunus the leaderof the
GrameerBank,wasevenawardedthe NobelPeacePrizefor hisdevotionto the grouplending

Advantagef GroupLending(atype of CreditGuaranteeScheme) Disadvantage®f GroupLending(atype of CreditGuaranteeScheme)

A 1t is believedthat the group loan cansolvethe problemsof adverseselection A Punishmenis one of the keyissuesof the effectivenes®f the grouploan. But

Funding Mechanisms for Agriculture value chains

The adverse selection problem happenswhen lenders cannot distinguish
inherently risky borrowers from safe borrowers In the group lending, the
potential debtors will make full use of their information to find the most
suitablemembers

Groupmemberswho often live andwork closelytogether canimposesocialor

economicsanctionson eachother, sanctionghat areimpossiblefor anoutside
bank to impose (Zhangand Chen,2003). In a group, if one is not willing to

repay,the other memberswill blame him becausetheir loanswill be affected
negatively Underheavypeer pressure the memberswould repaytimely since
they are dependenton the communityto large extent Meanwhile, living in

the samecommunitywith high frequencyof daily interactions,the members
canhelpandsuperviseeachother effectively.

Accordingto a surveyconductedby International Bankof Reconstructiorand
Developmentthose farmerswho do not participatein group lendingneedto
pay for interestrate up to 18% while thosewho do only needto payfor 2.5%
Many farmers are only usingthe availablecapital savedby group lendingto
engagen commerciabctivities,increasingheir incometo largeextent

For example, researchhas shown that, group lending in India lowers the
interest of loan. Beforethe introduction of group lendingin India, when the
poor farmers were in need of capital in agricultural production, they would
turn to the locallenderswho alwaysaskfor highinterestrate.

- Ghana

in the rural placeswhere people are too familiar with each other, in cities
where people are too unfamiliarand in the placeswhere law enforcementis
absent, the punishmentis hard to impose (Jiang,2012. Without effective
punishment, the group lending will fail to gain sustainability,which is the
foundationof longterm operationof grouplending

A Grouplendingis to transferthe responsibilityof the banksto the membersof

groups But if the members believe that the cost of time and energy to
superviseis too high, they would decideto quit. Thatis, when the return of
collaborationoutnumbersthe cost of collaboration,the farmerswho are in
need of loans will develop the mode of warranty between households
However,if they believethat the cost outnumbersthe return, they have no
incentivesto join grouplending

A Accordingo the regulationof grouploan, the membersassumenot only their

own responsibilities, but also others, so it may bring more risk to the
members If the membersare risk-averse,they may be unwillingto shoulder
the duty. Thisposesseriousproblemto grouplending,sinceif the farmersare
not willing to participatein the program,they cannotenjoy the advantageof
grouplending(ZhouandLi,2010).
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Funding Mechanisms | Village Savings and Loan Association

TheVillageSavingsnd LoansAssociations not a financialinstitution but anassociationSavingsre kept in a metal boxwell secured
andin the custodyof the treasureror depositedto a mobile moneyor a nearbybank

A TheVillageSavingsind LoanAssociatior(VSLAjs a groupof people,usually5-
30, who meet regularly to savetogether and take small loans from these
savingsThemodelis believedto havebeendevelopedby Carelnternationalin
Niger in 1990 Communitymanaged savingded approachesto financial
servicedfor the poor in a group. Themodelfocuseson savingsassetbuilding
and the provision of credit proportionate to the needs and repayment
capacitiesof the borrowers The cost of formation and managementis low,
simpleto manageand canbe seenasa first step for peoplein their questfor
more formaland wider rangeof financialservices

Thegroup canconsiderablyraisethe selfrespectof individualmembers build

up social capital among the participants, particularly among women who

representmore than 70% of members While the membershipcould be open
to every adult member of community, the concept has evolve to have a
specificgroup of workers forming the group, say farmers, traders etc. Selt

selectionof adult populationis usuallythe way by whichmembershipstatuses
are attained and is membershipis open both to women and to men but can
also be all-male or all-female group with the latter being the most common

The activities of the group run in cycles of one year, after which the

accumulatedsavingsandthe loan profits are distributed backto the members

The purpose of a VSLAIs to provide simple savingsand loan facilities in a
communitythat doesnot haveeasyaccesgo formalfinancialservices

A VSLAis a transparent,democraticand structured version of the informal

SavingsGroups found in many parts of the developingworld. The VSLA
conceptemphasizesiccountablegovernancestandardproceduresand simple

accountingsystemand ethicsthat everyonecanunderstandandtrust.

Funding Mechanisms for Agriculture value chains - Ghana

( A In terms of organizational
g structure, the Groups hold
. annual elections based on

0 & S f. I Thedr&ponsibilities
of the three or five-person
management committee are
clearlydefined

A Thisis to protect the group from being dominated by a single individual

Groupsmeet weeklyand memberssavethrough the purchaseof shares The

price of a shareis decidedby the group. At eachmeeting,everymembermust

buy between 1 and 5 shares The share price is set by the group at the

beginningof the annualcycleandis fixed for that cycle Membersdo not have

to savein equal amounts these can vary at each meeting Additionally, by

savingmore frequently in very small amounts, they can build their savings
more easily,contributingto improvingthe securityof the household

Savingsare kept in a metal box well securedand in the custody of the
treasurer or depositedto a mobile money or a nearby bank Membersare
allowed to borrow in small amounts, up to three times the value of their
savings Loansare for a maximum period of three-six months basedon the
economicactivities and may be repaid in flexible instalmentsat a monthly
service charge (interest) determined by the group. This flexible repayment
system is a decisive advantage when compared to the rigid repayment
demandsof Micro financeinstitutions/rural banksand other formal financial
serviceproviders
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Funding Mechanisms | Village Savings and Loan Association

Theevaluationsof existingprojectsshowthat the VSAlmodelusedby the project wasvery successfulTheWorld CocoaFoundation

IsalsousingVSLAon mostof its interventionsin Ghana

A At the end of everyannualcycle(year),all of the loansare paid backand the

total moneyis sharedout amongmembersin proportion to their savings This

shareout includesall of the profits of the group from interest income and

fines Any memberwho wantsto canthen plough this moneyimmediately

backinto the group, sothat they start a new cyclewith a largebalance which
makes them quickly eligible for a large loan. Recordsare maintained in

Y S Y 6 $akBbboks Savingsre recordedat eachmeeting Recordkeepers

alsomaintainrecordscashbalances All of the member passbooksare locked
in the cashboxbetweenmeetings

SNEL A o

A Toensurerepaymentof loans,a memberwho is in goodstandingwithout
anyloan canguaranteefor a loanandin that casethe loan amountneeds
not be more than three timesthe loan value appliedfor. In terms of loan
repayment,it is mostly done quarterlywhenthe date is due or tied to the
production cycle However,membersare entreated to repay monthly if
possible Sometimesit is mandatoryto makethe interest paymentson the
loanscontractedeverymonth. VSLA&eepin placecertainmechanismgo
guaranteerepaymentby employingshareout of memberswho are unable
to repay,or the group holdsthe guarantorresponsibleat the closeof the
cycle

Funding Mechanisms for Agriculture value chains - Ghana

A The viability of VSLAhas been tested by severalorganizationadopting the

model to provide financial servicesto the variousgroup of people including
farmers in several country including India, Ghana and other developing
country. Severalorganizations(including CareInternational, have use VSLA
model in Ghanato help farmers and evaluationof such project gave shown

that VSLAs a viablefinancingsourcesto agricultureamongrural poor farmers
especiallyamongwomen It has been shown that since CAREnternational

started promoting the VSLAIn Africa including Ghana, Malawi, Mali,

Mozambique,Rwanda,Uganda,Zambia,Zanzibarand Zimbabwe,the VSLA
concepthasgrownto reachoverl8 AfricancountriesincludingGhana

The viability of VSLAhas been tested by JPalin a randomizedcontrol trail
(RCironductedby Karlanet al 2016 in Ghana Theyfind that the promotion
of VSLAas community-basedmicrofinancegroup leadsto an improvementin
household businessoutcomes and ¢ 2 Y S \&fipbwerment in developing
countries The viability of the potency of VSLAIs basedon the fact VSLA
facilitate investment in farm activities as at the right time as the long
bureaucracyoften encounteredby formal credit is removedand hencemoney
is made at availableto the farm householdthe right time. Also,Karlanet al.,
(2016, found that VSLAeadsto 24% increasein the profit of VLSAnembers
and alsoincreasesaccesdo financialby 44% TheVSLAvorks by makingcash
availableto farmersat the bright time asit hasno legalbarriersto overcome

The viability of VLSAIn Ghanahas also been demonstratedto be a viable
option basedon it usageby other developmentprogramto help improvethe

livelihood of farmers Project such as the Feed the Future Agricultural
Developmentand ValueChainEnhancemenproject (FTFADVANCH) USAID,
2022 implemented by ACID/VOCAthe Greater Rural Opportunities for

Women (GROW)Project Implemented by MEDA ¢ Mennonite Economic
DevelopmentAssociatesand Fundedby GlobalAffairsCanadaMeDA,2021
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While default is a key risk in and every agricultural credit/loan, the designof the FSRR/SLAoan Schemeis suchthat the group
determinesisrecoverycriteriaand modalities

A The results for the analysisof the qualitative data from the Focusgroup A The current VSALrequires no external capital and no legal infrastructure to
disunionsalso show that in almostall the Districtsthat we visited, VSLAS a issueand collectloansandis, in fact, similarto existinginformal mechanisms
tool being used by the community member use to accesdoan for the farm Thisinformal mechanisrmeedto be formalizedto be ableto providefinancial
activities TheyFGDsuggestedhat the VLSAnodelisthe mostpopularmeans servicesin the form of loansto smallholderfarmers by any formal service
of accessindoan for farming amongsmallholderpoor farmers VSLAS viable provider. Thereis therefore the need to registerthe VSLAas a community
to provide women with the tools and resourcesthey needto lift themselves basedgroupby the CooperativeSocietyto gainthe neededformal recognition
and their families out of poverty. As a results of the viability of VSLAoan A TheGroupafter foam registrationis done, the groupis then assistedto open

schemethe VSLAoncepthavenow beenintroducedin 72 countriesand have

11million active LJF NJi A Odevelbpifgicutries worldwide (Ksoll et al, bankaccountsand applyfor aloan officially. Themoneyis loanedto the VSLA

group andthey usetheir bylawsto administerthe disbursementsf the loan.

2019. New VSLAare not qualifiedfor this type of loan andthe interestrate must not

A VSLAshave been shown to be an effective way to organize farmer differ from the interestrate that the VSLAasbeingoperatingwith. Fromthe
communitiesand increasetheir economicstability especiallyamongwomen from the field, most of the VSLAoperate between10-15%simpleinterestrate
(Hinsonet al.,, 2017). It wasrevealedby Mwansakilwaet al. (2017) that VSLAS per annum Note that the loan is givento the VSLAgroup and the VSLAalso
increasedwelfare levelsin the short term, even though it has longterm loanto its membersa rate they decidebut mustbe at leastmore than that the
implicationson productivity. Theideais that increasedaccesgo creditthrough bankor the project providedthem. With this the groupis alsoableto makea
savingswill likely increase K 2 dza S KeBohdrit &tivities and minimize marginand earnedinterestfor the group.

unnecessaryexpenditure and hence resuscitate their latent potential to
further improvewelfare. VSLAsissistrural farmersand householdgo acquire
keyagriculturalinputsthat will improveagriculturaloutput. A Themainrisk of the proposedmodelis that the group is not a most VSLAare

. : : : . PR B not formal group becausethey are not registered The VSLAno legal
A In additionto s_a\{mgs,\/SLAmembershmhasmproyesLJI N A @apadiyg G infrastructureto issueand collectloansbut if well managecan yield results
afford essentialitems, such as food, health servicesand school fee. VSLA

improves the empowerment of women as it helo them to make decision The risk can be minimized by stating this function of issuingloans and
Improv ) pow W : P recoveringsame Also,the byelawsof the VSLAanbe approvedby the District
without havingto dependon some other people asthey are ableto get the

resourcesthat help them to crystalizetheir decisionsin actionsand not onl Assemblyto gainlegitimacy Eventhoughthe risk of the membersbeinglow
intenl:s P y y educatedcouldleadto poor recordsmanagementand calculationof interest,

the useof simpleinterestminimizethe risk of wronginterestcalculation

Q)¢
Q
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Thewarehousereceiptcanbe usedasa collateralto secureloan/ credit from a financialinstitution

Historicaland recentexamplesof warehousereceiptscheme

A A warehousereceipt is a financial instrument which certifies that a certain

quantity and quality of a commodity has been depositedin a very secure A WRFs beingimplementedin Ghanaby InternationalFinanceCorporation(IFC)

warehouse In other words,the warehousereceiptssystem(WRS)s a process
where farmersdeposittheir productsin certified warehousesAfter weighing
the amount of product broughtinto the warehouse the farmer is then issued
with awarehousereceiptasproof of ownership

A Thewarehousereceipt systemcan then facilitate credit from local banksfor

the productsheld in storage Thesereceipts,when backedby legal provisions
that guaranteequality, provide a securesystemwhereby stored agricultural
products can serveas collateral, be sold, traded or usedfor delivery against
financialinstruments Thesystemis mostly usedby largeprocessorsimporters
and exportersto secureloansfor their transactions,and it is unavailableto

smallholderfarmerswho suffer most from financialexclusiondue to lack of

collateral

A Awarehousereceipt systemgivesthe value chainparticipantwho "owns" the
inventory, often a commodity,accesgo both securestorageand credit. Place
the item in storage and use it as security for a loan from a lending
organization The receipt demonstratesthat the goodsare physicallyin the
warehouseand secureandsafesincethey are keptin a licensedwarehouseIn
contrast to traditional lending, where the underlying collateral is just a
secondarysourceof repaymentthat must be mobilizedwhen somethinggoes
wrong, this receiptactsasthe guaranteeor collateralfoundationfor financing
Hence, it serves as the primary means of repayment in collateralized
commoditiedoans

Funding Mechanisms for Agriculture value chains - Ghana

and the Ghana Commodity Exchangein a Project called the IFC Ghana
WarehouseReceiptSystem(WRSProject TheProjectis beingimplementedin
collaborationwith the GhanaCommodity ExchanggGCX)n nine regionsof
the country with financial support from Switzerland'sState Secretariatfor
EconomicAffairs (SECO)It is a technical assistanceand advisory services
project aimedat settingup a well-functioningregulatedWRShat is expected
to facilitate an increasedaccessto credit to farmers and the supply chain,
linkageto structuredmarketsandreducepost-harveststoragelosses

The GhanaGrains Council (GGC)is also implementing warehousereceipt

financing The GGGis a private sector organizationcomprisingof grain value
chain actors, including farmers, warehouseoperators, agrofood processors,
financial institutions, commodity marketers In 2012 the GGClaunchedthe

first RegulatedWarehouseReceiptin Ghanathrough the support of USAID
under the Ghana Agricultural Development Value Chain Enhancement
Program(ADVANCE)

A stakeholdercontrolled agency the ZambianAgriculturalCommodityAgency
Ltd (ZACA)whichisat ' NMengdhfrom Governmenthasbeenestablishedo

certify and overseewarehouses primarily to ensurethat its integrity is not

compromisedoy ad hoc politicalinterventionin staffing,andin the issuingand

revocationof warehousindicenses
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Funding Mechanisms | Warehouse receipt

Thewarehousefinancingmodel providesseveralBenefitsto variousstakeholdersBoth suppliersand buyershave more financingat
the farmerlevel,andagribusinesgompanieshaveeasieraccesso fundingbasedon the strengthof clientsand purchases/sales

A 1t facilitate trading becausethe warehouse operator is able to provide A Availability risk, associatedwith movable collateral, is reduced by the

information on inventories availableand on demand from major buyers at
little or no cost He alsoguaranteeddeliverycommoditiesmatchingstatedand
againstdate contracts Thisis likely to benefit smallholderswho can bulk up
their crops and sell further down the marketing chain to large traders,
processorsandto regionalmarketsfor a better price. Smallholderfarmersable
to participate in a modern and efficient commodity market becausethe
systemencourageshem to complywith commoditystandardswhichwill also
curtail cheatingon weightsand quality.

A The use of warehousesas delivery locationswill allow transparenttrade in
agriculturalcommoditiesto developg betweenproducersandlargetradersor
processors thereby reducing the length of the marketing chain and
narrowing distribution margins Producersare also able to defer the sale of
produce by makinguse of inventory credit to satisfyimmediate consumption
needs Increased storage by participants in the commodity system will
moderateseasonapricevariabilityandreducetrade marginsfor the benefit of
both producersand consumersStoragewill alsooccurin well-run warehouses
or silos,thereby reducingpostharvestlosses,which are quite substantialin
SSAandoften meansignificaniossof incometo farm households

A Easingaccessto rural finance A WR systemwill facilitate developmentof
efficient and accessiblerural financial systems By attracting deposits from
small farmers and traders, the system will help formalize their trade
transactionsgnablinga databaseon their activitiesto be generated whichwill
assistbanksin evaluatingloanrequests Lenderscanmitigate credit risksusing
collateral(the stored produce),whichis more readilyavailableto the producer
andof better qualitythan the traditional securitythat banksin Africaaccept
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warehouse 2 LJS NJ dgugrani@eiof delivery from a stated location, and
foreclosure can be simple and low cost, without any resort to the courts,
dependingon the legal regimel7 Lenderscan minimize the risk of loss of
valueof the collateralby monitoring movementsin its marketvalueand using
margining and price risk managementinstruments (discussedin mitigating
priceriskssection

Lenderso longerneedto monitor alargenumberof smallborrowers,but few
warehouseoperatorsto assureloan performance Thiswill reducemonitoring
costs and encourage commercial lending to the rural sector, helping to
capitalize the rural trade; and in turn, facilitating the developmentof a
competitivenationalnetwork of serviceprovidersin rural areas

Mitigating price risks Producersn most developingcountrieslackthe means
to mitigate pricerisk,andthis affectstheir incomeand ability to repayloans A
WR system will facilitate development of simple mechanismsby which
producers,lendersand traders can securea floor price by lockingin a fixed
future price.

Furthermorethe model canreducetransactioncostsof trade finance,suchas
allowing more use of opentrade accountswhich are lesscostlythan secured
ones

Ministry of Food And Agriculture
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Funding Mechanisms | Trade Credit

Tradecredit maybe usefulin reducingtransactionscostsor in providingassurancesboutthe quality of the & dzLJLJprad8d&l) &

A 1t is a type of commercialfinancingin which the customeris allowed to A Tradecredit mitigatesthe misuseof the loansand improvesthe ability to
purchasegoodsor servicesand pay the supplierat a later scheduleddate. repay
Tradecredit may provide accesdo capitalfor farmersthat are unableto
raiseit through more traditional channels Suppliersmay be better than
specializedinancialinstitutions in evaluatingand controllingthe credit risk
of their buyers

A Gettingtrade credit asa part of trading relationshipshelpsto build loyalty
and mutual dependencebetween the suppliersand the buyers, so trade
creditorsfacelesssevererisksthan creditinstitutions.

A Traders use personal contacts and existing trading relationships as a A It makesinputsavailableto resourcespoorfarmers

substitutefor collateral,and to reducethe risk of side-selling Tradersmay

insist on a year of largely cashbased transactions (often funded by

moneylendersin the absenceof product market credit) before offering

creditto farmers,basedon their observedperformance A Thereis relevant risks remain becauseof the default from buyers who

legitimately lack financial resourcesto repay and the deliberate non-

repayment by buyers who hope to steal the owed credit. This asksfor
proper screening,tight monitoring and effective enforcementwhich are
hardto getdone dueto alackof information on buyersandthe absenceof

TradeCreditGuaranteeProject court devices, while trade creditors make decisions based mostly on

A Trade credit financingmodel is being implementedin Ghanathrough a informalrelationships
pro!ect .by OCPATrica with Afncqn Development.ban.k asa Partner T e A A The supplier has an advantageover credit institutions with regard to
projectis dubbedthe TradeCreditGuaranteeProjectin CoteR Q L @8dA NI evaluating and controlling risks facing the buyer. Indeed, the supplier
Ghana obtainsneededinformation at low costsvia the normal courseof business,
A Through the Agribooster initiative, the Africa Fertilizer Financing visitsto the 6 dz& $redisesandfrom other suppliers
Mechanism(AFFM)and OCPAfrica use an inclusiveapproachto provide A The supplieris also better able to influencethe 6 dz& SélEVéorsinceit

farmersaccesgo quality inputs, training, finance and market linkagesin

orderto increasetheir yields,incomesand livelihoods may be in the nature of the good being supplied that there are few

alternativesourcesother than the supplier

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Marketing
company
credit

Leadfirm
FinancingOut
grower

Funding Mechanisms for Agriculture value chains

strategic actors along the value chain
depending on their needs and
capability Thisis mostly to ease cash
constraints  that could affect
productivity.

For example USAID supportedATAC

in Zambia to link farmers Agriflora.
Agriflora in Zambia is an example of
small farmers being linked to export
marketsthroughfarmerassociationsand
focuseddonorsupport

Value chain activities can be financed
using resourcesfrom within the chain
and also from outside the chain The
internal financinginvolvesflow of funds
acrossdifferent links of the chainusing
resources from one or more chain
actors, e.g. supply of credit to farmers
by a buyeror aleadfirm to one or other
actorsin the chain

The lead firm agrees to share the
required knowledgeand technologyfor
production and processing with
smallholder famers, and pledges to
purchasehe majority of their products

- Ghana

A
A

A
A
A

assured

Financeis madeavailableas
andwhenneeded
Paymentsare discounted
as and when needed
Contract terms of finance,
priceandproductspecs
Overcomes the avoidable
intervention of exploitative
middlemen

Offers secured market and
price, Technical guidance
for higheryieldsand quality
Lesssidesellingoptionsdue
to closermonitoring
Enforceable contracts
reducesideselling
Leadfirm can often hedge
pricerisk

benefits, it

holders

A Quite often credit advances
increasefinancialoutlay and

administrationcosts

A Complianceof contracts is

often not respected

A Less access for

Farmers,Restrictsprice rise

gainsto producers
A Cost management
enforcementof contracts

Literature Review

may not be
directly accessibleto small

small A Growing
potential to provide accessto
markets, technical assistance
and

A A companyoffers credit to identifiable A Quantity and price are A Though it offers several A Scopeto control value chain
through contract farming is

growingin importance

A Value chain approachesreduce

transactioncostsandrisks

use and

andcredit

Ministry of Food And Agriculture
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Funding Mechanisms | Summary of funding mechanisms

Variousfundingmechanismxistingin the variousagriculturalvaluechains Belowis a summaryof someselectedmechanismgrom
ourresearch

Forfaiting A Forfaiting is a means of financing that A It frees up the capital for use A It makes the A Since similar to factoring it is
enables exporters to receive immediate elsewhere accountsto be less common As the invoice
cashby sellingtheir mediumandlongterm A It managesthe collection risks and sold at a instruments are  complex,
receivables(thus, the amount an importer related costsCouldbe selectivelyused discount though negotiable, their
owesthe exporter) at a discountthroughan for specificaccounts Since it is applicationpotential is limited.
intermediary. The exporter eliminatesrisk A Forfaiting eliminatesthe risk that the complex in its
by makingthe salewithout recourse It has exporter will receive payment The operations,
no liability regardingthe importer's possible practice also protects against credit requires  the
default on the receivables The forfaiter is risk, transfer risk, and the risks posed presence  of
the individual or entity that purchasesthe by foreign exchangerate or interest specialized
receivables rate changes Forfaiting simplifiesthe agencies

A Theimporter then paysthe amount of the transaction by transforming a credit-
receivablesto the forfaiter. A forfaiter is basedsaleinto a cashtransaction This
typically a bank or a financial firm that credit-to-cash process gives
specializesn exportfinancing immediate cashflow for the sellerand

eliminates collection costs
Additionally,the exporter canremove
the accounts receivable, a liability,
from its balancesheet

Grant and - Althoughthe terms & & dzo ZaAd&NJI A It allowsbeneficiariesto usefunds for Largely A Very popular in  many

Subsidies are often used interchangeably, a alongtime asgrantsare not repaid influenced by governmentfundedprojects
distinction can be made between them. A It provides no pressureon the cash politics A Very common in Non
Grantis a type of subsidybut not the same flow of the businessas no interest is Lessmotivation governmental organization
as subsidy Whereassubsidiesare current _ paidonthefund. to efficient  fundedprojects
payments(products,inputs or cash)aiming A It enablesthe lessprivilegedwhomay ~ managementas A Easyandquickto implement

Funding Mechanisms for Agriculture value chains

to influence levelsof production or prices,
grantsare direct financialcontributions for
specific activities that support the policy
objectivesof the grantor.

- Ghana

not have accessto external credit
from banksto be ableto securefunds
or inputsfor production

this is popularly

knownasda F N

Y2y Sete

Ministry of Food And Agriculture
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Instrument Descriptions Benefits Limitations Implications

A Factoring A Agriculture factoring allows one to get an advance A Providesameansof A Complex and requires a A Though less common, it is

on unpaidreceivablesso he canfinancepayroll, buy capital for factoring agency, which is gaining use in the agriculture
suppliesandmaintaindaily operations It isatype of operations only an option for some sector
shortterm financing with flexible terms and A Facilitates countries and commodities
eligibilityrequirements international Lack of knowledge and
business and interestof financialmarkets

finance by passing
collection risk to a
third party factor

Warehouse A warehousereceiptis a type of documentationused Inventoryisusedas The bigger limitation is There is a huge scope for

receipts in the futures marketsto guaranteethe quantity and security to generate experiencedin standardization expansionall acrossthe country
quality of a particular commodity being stored within access to further in size, grading, and quality and cover many products and
an approvedfacility. Warehousereceiptsareimportant finance Increasedransaction diversegrowersand
becausethey serveas proof that the commodity is in costs are related constraints producers Currentlyavailableonly
the warehouseandthat the proper documentationhas Often depends on legislation for durable commodities Its use
beenverified andgovernance can be expanded with the
mechanisms for  successful introduction of suitableprocessing
implementation andstoragetechnologies
Funding Mechanisms for Agriculture value chains - Ghana
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our research

Tradecredit

Input supplier
Credit

Funding Mechanisms for Agriculture value chains

A L (axgpe of commercialfinancingin A Ease of transaction at the A Opaquenessof true market A Though middlemen or traders

A

which the customer is allowed to
purchasegoodsor servicesand paythe
supplierat alater scheduleddate.
Trade credit may provide accessto
capital for farmersthat are unable to
raise it through more traditional
channels Suppliersmay be better than
specialized financial institutions in
evaluating and controlling the credit
risk of their buyers Finally trade credit
may be usefulin reducingtransactions
costsor in providing assurancesbout
the quality of the & dzLJLJfpradAdeD &
There are mainly 3 types of trade
credit These are trade acceptance,
openaccountand promissorynote.

door steps of the farmer,

culturally acceptedand well A Due to informality, chances

known at all levels Secures
saleor purchaseand price of A
seller.

Input supplier credit is one of the A Buyersgetthe muchneeded A

informal sourcesof credit availableto
the farmers Farmersdo not have a

inputs. Suppliersare assured
of sales

regularincome and becomeseasonally A Avoidunderinvesting

short of cash Input suppliers allow
them to purchasetheir inputs and pay
for them at a later date when they
acquirecash Therepaymentfor input
& dzLJLJtcreds MAsDally made after
the harvest Aside from this, input
suppliersalsoprovidetechnicaladvice

- Ghana

value

of sideselling

Uncertainty in quality and
quantity in the context of
pre-harvest

continue to hold sway, as the

value chains increasingly,
integrate, their importance
diminishes

Many a time input costsare A Qualityand securityare growing

excessive and exploitative,
Many regions face
inadequate number  of
suppliersin the vicinity of the
buyer Repaymentsare not
fully secured

concernsof this model Thereis
a need to focus on reducing
administrativecostsand hassles
as well as risk mitigation. Need
to establish multifarious links
with buyers, sellers and banks
to ensuredirectpayments

Ministry of Food And Agriculture
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The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn

and level of expected impact

a5

Applicability / Feasibility
A 1dentifyingand mobilisingthe actorswould
be lesscostly and easybecause MOFA
extensionofficersare all overthe country.

A The selfmanaged and self capitalized
nature of VSLSwould make it easierto
manageby the FSRBffice.

A With regards to the Credit Guarantee
system, GIRSALs alreadyin operation so
usingtheir model or drawingsupportfrom
their activities would not be difficult to
applysuchschemeby the FSRP®ffice.

A The succes®f grant and subsidyschemes
by institutions suchasPFJ GASIR NIC,is
a sufficient condition for FSRP to
implementthe same

Funding Mechanisms for Agriculture value chains - Ghana

A

A

The numerous benefits such as creation of
accessibilityand improvementin the financialhealth
of participants to the project would make the
implementationof the proposedmechanismgasier

With respectto the VSLAthe communalnature of it
would make it easierto be implementedsince each
member owns part of the funds (VSLAscheme)and
servesasguarantorto the others(guaranteescheme)

The rates chargedunder these schemesare always
lower than the market rate. Eg. Large commercial
farmers may get some form of interest rebate. Also,
with guarantees financialinstitutions will likely offer
financialsupport

The intervention will stimulate additional production
of the selected products thereby encouragingmore
participationin the comingyears

a3

Sustainability

A Thewith and without intervention analysishas shown

how this project would be beneficial Cascadinghe
effort/benefit would mean sustainability, all other
factorsheld constant

Thecomplementarityof the chosenschemessuggesta
remunerative provision for all actors of the value
chain Thiswill unambiguouslyensurefood securityin
the nearestfuture andbeyond

There are quite a number of assessmenteports on

variousschemesmplementedin Ghana under MOFA
projects These projects offer semblance of

sustainabilitywith few caveats FSRRs easily able to

circumventaround these reflagsto make the project
sustainable

Ministry of Food And Agriculture
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The proposed funding mechanisms are based on their viability, suitability, sustainability, risk level, expected timeioeitapbn

and level of expected impact

a5

Scope of impact

A The chosenschemesoffer more benefits to
the actors than the other funding
mechanismsEg. Grants/Subsidiesvould be
a better option than an outgrower scheme
where the intended beneficiariesmay be
shortchangedy the LeadFirm

Theeconomicand financialanalysisover the
life of the project have demonstrated how
subscribers to the project would have
improvedincome Thiswill encouragemore
agric investment & productivity, thus
ensuringfood security

The selected schemesif well implemented
would boost growth and create abundant
employmentopportunities,especiallyfor the
youth by transforming agriculture and
industry as a whole. This will enhance
productionandreduceimports,e.g. rice.

Funding Mechanisms for Agriculture value chains - Ghana

A The challengesof the chosenschemesare quite

manageablethan the other fundingschemesThis
is because of the carefully selected funding
mechanismgrom the menu of possibleschemes
for all the value chain actors Eg. The challenge
with outgroweror leadfirm schemeto farmerscan
easilybe avoidedin the caseof VSLAWith input
dealers, the challenges of subsidy is more
manageablehan e.g. TradeCredit

a5

Time for implementation

A Giventhat MOFAhas district offices throughout the

country, identifying and registering potential

beneficiariesvould be faster underthe VSLAScheme
than if it were to be a leadFirm or outgrower
scheme Identifying lead firms, assessingthem,

signingcontractswith them, and the selectedfirms

mobilisingfarmersunderthe scheme(Nucleusfarmer

scheme)could affect the implementationtime of the

project

Ministry of Food And Agriculture
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and level of expected impact

Input dealers |  Retailers
Wholesalers
Seed Producer
Importers
Famers Small /
marginal
farmers
Large Farmers
MAIZE
Aggregators
Processors
| Packagers
| Distributors

Funding Mechanisms for Agriculture value chains

1. Enhance reliable supply

2. Boost technical knowledge of products
3. Improve quality of products

4. Adequated and safe storage facilities
5. Transportation support

6. Working capital support

1. Capital for production

2. Irrigation equipment

3. Extension services

4. Access to quality seed and agro-chemicals
5. Working capital support

6. Weather management issues

1. Transportation support
2. Warehousing support
3. Working capital support

1. Capital expenditure support; eg. Processing
packaging plant, sorting and grading equipmer
2. Adequated and safe storage facilities

3. Working capital support

- Ghana

-Matching Grant
-Partial Guarantees
-Interest rate subsidy

-Village Savings and Loans
Association Funding (for small
farmers)
-Seed Subsidy

e.g Mobile seed centres
-Matching Grant
-Partial Guarantees
-Interest rate subsidy
-Weather and yield based insuran

-Matching Grant to NAFCO to
increase aggregator base
-Partial Guarantees

-Interest rate subsidy

-Partial Grant to capital equipmen
-Credit Guarantee

-Interest rate subsidy for working
capital

1. FSRP to set standard or criteria for actors to be selected for funding mechar
2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
subsidy

3. Select actors for the funding based on the approved criteria

4. Based on specific need of actor, apply the funding scheme

5. Monitor and periodically perform performance review of beneficiaries

1. FSRP to a special team to be in charge of VSLAs

2. Team will embark on public education of the selected locations on VSLA

3. Team will help put existing VSLAs into proper structure and also form new
in line with approved guiding principles to be set by the FSRP

4. Fund should be issued to associations

5. Associations should be put into three categories (Grant Association, Interes;
Association and Low Interest Associations)

6. Periodic monitoring, review and recommendations should be made by the FS
team to various associations

7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee

. Select actors for the funding based on the approved criteria

. Monitor and periodically perform performance review of beneficiaries

. FSRP to set standard or criteria for selecting actors

. FSRP to Select actors for the funding based on the approved criteria

. Based on specific need of actor, apply the funding scheme

. Monitor and periodically perform performance review of beneficiaries

B~ w D RO

. FSRP to set standard or criteria for selecting actors

. FSRP to Select actors for the funding based on the approved criteria
. Based on specific need of actor, apply the funding scheme

. Monitor and periodically perform performance review of beneficiaries

B~ w -
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We proposed a combination of funding mechanisms for specific actors in the various value chains under analysis

Products

Value Chain Actors

Purpose of intervention

Proposed Funding Mechanism

Recommended Action

RICE

Input dealers |  Retailers | 1. Enhance reliable supply -Matching Grant 1. FSRP to set standard or criteria for actors to be selected for funding mechar
Wholesalers | 2. Boost technical knowledge of products -Partial Guarantees 2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
Seed Producer] 3. Improve quality of products -Interest rate subsidy subsidy
Importers | 4. Adequated and safe storage facilities 3. Select actors for the funding based on the approved criteria
5. Transportation support 4. Based on specific need of actor, apply the funding scheme
6. Working capital support 5. Monitor and periodically perform performance review of beneficiaries
Famers Small / 1. Capital for production -Village Savings and Loans 1. FSRP to a special team to be in charge of VSLAs
marginal | 2. Irigation equipment Association Funding (for small | 2. Team will embark on public education of the selected locations on VSLA
farmers 3. Extension senvices farmers) 3. Team will help put existing VSLASs into proper structure and also form new V
Large Farmers 4. Access to quality seed and agro-chemicals | -Seed Subsidy in line with approved guiding principles to be set by the FSRP
5. Working capital support e.g Mobile seed centres 4. Fund should be issued to associations
6. Weather management issues -Matching Grant 5. Associations should be put into three categories (Grant Association, Interes
-Partial Guarantees Association and Low Interest Associations)
-Interest rate subsidy 6. Periodic monitoring, review and recommendations should be made by the FS
-Weather and yield based insuran team to various associations
7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee
8. Select actors for the funding based on the approved criteria
1. Transportation support -Matching Grant to NAFCO to 1. FSRP to set standard or criteria for selecting actors
2. Warehousing support increase aggregator base 2. FSRP to Select actors for the funding based on the approved criteria
Aggregators 3. Working capital support -Partial Guarantees 3. Based on specific need of actor, apply the funding scheme
-Interest rate subsidy 4. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant to capital equipmen| 1. FSRP to set standard or criteria for selecting actors
packaging plant, sorting and grading equipmer] -Credit Guarantee 2. FSRP to Select actors for the funding based on the approved criteria
Processors o . . o .
I Packagers 2. Adequated a.nd safe storage facilities -Intgrest rate subsidy for working | 3. Basgd on speC|‘f|c.need of actor, apply the fundmg scheme o
| Distributors 3. Working capital support capital 4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains

- Ghana
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SOYA

Input dealers |  Retailers | 1. Enhance reliable supply -Matching Grant 1. FSRP to set standard or criteria for actors to be selected for funding mecha
Wholesalers | 2. Boost technical knowledge of products -Partial Guarantees 2. FSRP to set Teams in charge of seed subsidy, Matching Grant and Interest
Seed Producer) 3. Improve quality of products -Interest rate subsidy subsidy
Importers | 4. Adequated and safe storage facilities 3. Select actors for the funding based on the approved criteria
5. Transportation support 4. Based on specific need of actor, apply the funding scheme
6. Working capital support 5. Monitor and periodically perform performance review of beneficiaries
Famers Small /' |1. Capital for production -Village Savings and Loans 1. FSRP to a special team to be in charge of VSLAs
marginal  [2. Irrigation equipment Association Funding (for small | 2. Team will embark on public education of the selected locations on VSLA
farmers 3. Extension services farmers) 3. Team will help put existing VSLAs into proper structure and also form new V
Large Farmerg4. Access to quality seed and agro-chemicals -Seed Subsidy in line with approved guiding principles to be set by the FSRP
5. Working capital support e.g Mobile seed centres 4. Fund should be issued to associations
6. Weather management issues -Matching Grant 5. Associations should be put into three categories (Grant Association, Interes
-Partial Guarantees Association and Low Interest Associations)
-Interest rate subsidy 6. Periodic monitoring, review and recommendations should be made by the FS
-Weather and yield based insurar] team to various associations
7. For the other funding mechanisms, FSRP should set Teams in charge of se
subsidy, Matching Grant, Interest rate subsidy and Credit Guarantee
8. Select actors for the funding based on the approved criteria
1. Transportation support -Matching Grant to NAFCO to 1. FSRP to set standard or criteria for selecting actors
2. Warehousing support increase aggregator base 2. FSRP to Select actors for the funding based on the approved criteria
Aggregators 3. Working capital support -Partial Guarantees 3. Based on specific need of actor, apply the funding scheme
-Interest rate subsidy 4. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant to capital equipmen| 1. FSRP to set standard or criteria for selecting actors
packaging plant, sorting and grading equipmer; -Credit Guarantee 2. FSRP to Select actors for the funding based on the approved criteria
Processors e . . o .
| Packagers 2. Adeqyated a.nd safe storage facilities -Intgrest rate subsidy for working | 3. Basgd on speC|_f|c.need of actor, apply the fundmg scheme o
| Distributors 3. Working capital support capital 4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains

- Ghana
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Products

Value Chain Actors

Purpose of intervention

Proposed Funding Mechanism

Recommended Action

POULTRY

Input suppliers| Feed millers | 1. Enhance reliable supply of raw materials -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
Feed 2. Improve quality of feed Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
distributors | 3. Adequate and safe storage facilities -Feed subsidy 3. Identify and register key input suppliers
Farmers (maiz{ 4. Transportation support -Interest rate rebate 4. Select actors for the funding based on the approved ctriteria
& soya bean)| 5. Working capital support -Partial Grant 5. Based on specific need of actor, apply the funding scheme
6. Monitor and periodically perform performance review of beneficiaries
Famers Small/  |1. Capital for production -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
marginal  [2. Working capital (especially feed) Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
farmers  |3. Vertinary services -Feed subsidy 3. Identify and register poultry farmers for the FSRP project
Large Farmers4. Transportation support -Interest rate rebate 4. Select actors for the funding based on the approved criteria
-Partial Grant 5. Develop a strong relationship between farmers and input suppliers so that p
feed will be readily available at subsidised rates.
6. Based on specific need of actor, apply the funding scheme
7. Monitor and periodically perform performance review of beneficiaries
1. Transportation support -Interest Free Capital (Working / | 1. FSRP to set standard or criteria for actors to be selected for funding mechar
2. Warehousing support Investment Capital) 2. FSRP to set up a team in charge of feed subsidy, Grant and Interest rate su
3. Working capital support -Interest rate rebate 3. Identify and register poultry aggregators for the FSRP project
-Partial Grant 4. Select actors for the funding based on the approved criteria
Aggregators 5. Develop a strong relationship between aggregators and farmers so that mar
the poultry
6. Based on specific need of actor, apply the funding scheme
7. Monitor and periodically perform performance review of beneficiaries
1. Capital expenditure support; eg. Processing| -Partial Grant for capital equipmer 1. FSRP to set standard or criteria for actors to be selected for funding mecha
b packaging plant, sorting and grading equipmer| -Credit Guarantee 2. FSRP to set up a team in charge of feed subsidy, Grant, Interest rate subsic
rocessors

|/ Packagers
/ Distributors

2. Adequated and safe storage facilities
3. Working capital support

-Interest rate subsidy for working
capital

Credit Guarantee

3. Identify and register poultry processors, packagers and distributers
4. Based on specific need of actor, apply the funding scheme

4. Monitor and periodically perform performance review of beneficiaries

Funding Mechanisms for Agriculture value chains
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Executive Summary Mechanism

Proposed Funding ‘ ‘

Financial & Economic Analysis | Measurement Criteria

Accordingto International Fundfor AgriculturalDevelopment(EFAD)Economic& FinancialAnalysisis only one part of the overall
analysisof a project; it assumeghat the projectis technicallysoundand that its institutional arrangementswill be effective during
implementation

Funding Mechanisms for Agriculture value chains

A Financialand economicAnalysesare generallybasedon the comparisonof
the net cashflows of investmentalternatives Thecurrent situation cashflow
is comparedwith at leastone other proposedinvestmentalternative,which
accordingto the LINE 2 &cidic@lSpecialistswill result in incremental
financialand economicgain

A We analyzedwo scenariosunderad 512 2 i K dcgharib(wherethe actors
of the value chains of the selected agriculture products continue to do
businessas usual),and a & t NP LJBcRrarid éwhere the impact of the
FundingMechanismwill be realized)

A Generallyspeaking a project is considered¥ @ A lif dhe Su@ of expected
incremental benefits is larger than the sum of all costsaccruedin project
implementation Thiscanbe assessedhrough profitability indicatorslike the
net present value (NPV), Internal Rate of Return (IRR)and Return on
Investment(ROI)

A We adoptedthe NPV JRRand B/Cratio to analyzethe financialimpactof the
proposedfundingmechanisnon beneficiariesandthe investmentfund.

A TheNet PresentValueindicator is defined asthe sumthat resultswhenthe
expectedcostsof the investmentare deductedfrom the discountedvalueof
the expectedbenefits (revenues) WheneverNPVis greater than zero, the
project is consideredworthwhile or profitable. Among mutually exclusive
projects,the onewith the highestNPVshouldbe chosen

A The Internal Rate of Return (IRR)indicator is defined as the discount rate
(costof capitalor interestrate) that producesa zeroNPV Thisrepresentshe
maximum interest rate that a project could face and still not waste
resources

- Ghana

A Forthe project to be profitable, the IRRhasto be greaterthan the interest
rate that could be earned in alternative investments thus when IRRIs
greaterthanthe costof capital,the projectis consideredviable

A TheROlratio indicatoris the ratio of the profit after tax to the valueof total
investments The ROl ratio provides some advantageswhen a ranking of
alternativeinvestmentprojectsis neededunderbudgetconstraints

A Thesefinancialindicatorswere estimatedfor beneficiariesof variousvalue
chainactorsof maize rice,soyabeanandpoultry.

A Under the financial analysis,all costs and benefits were valued at market
prices Onlycashinflowsand outflowswere considered

A Wethen built the Economianalysisor costbenefit analysison the resultsof
financialanalysiswith the additional considerationof impactsand benefits
not directly capturedby the latter.

A It isworthy to note that our financialimpactanalysisconsideredonly private
aul 1 SKplayersoNtheQvalue chain like farmers) interests while the
economicanalysisonsideredgovernmentandsocietyperspectives

A We note againthe we considereddifferent items when looking at the
benefits and costs of the funding scheme under financial impact and
economicimpact Thisis becauseindividual actors of the value chain will
exclusivelyconsiderthe costsand benefits related to the market value of
their business,while analysisfrom an economic point of view considers
benefitsasanincreasein socialwell-being

A Thecostsare defined as reductionsin socialwell-being Fora project to be
economicallyiable,its socialbenefitsmustexceedts socialcosts

Ministry of Food And Agriculture
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Financial & Economic Analysis | Financial summary

Below is a highlight of the comparative financial analysis (With vs Without Project Financial Impact on Farmers)

| Rice Value Chain :

Literature Review

Appendices

Soya Bean Value Chain

Averagevariable costper 1 acre
land for a planting season

GHS 4,238
and GHS 2,00@<ed cost

Average annual Return on Investment

26 . lO/OWithout the FSRP Fund

compared to

40 . 20/0Nith the FSRP Fund

Averagevariable costper 1,000 birds

GHS 65,000
and GHS 43,20@ed cost

Averagevariable costper 1 acre
land for a planting season

GHS 5,354
and GHS 2,15@<ed cost

Averagevariable costper 1 acre
land for a planting season

GHS 2,464
andGHS 2,15@(ed cost

Average annual Return on Investment

29 . 3cy0without the FSRP Fund

compared to

57 . 80/0Nith the FSRP Fund

Average Annual Return on Investment

56 . 1(y0without the FSRP Fund
compared to

7 2 . 9%ith the FSRP Fund

Average annual Return on Investment
49 . 90/0\/\/ithout the FSRP Fund

compared to

66 . 8cy0/vith the FSRP Fund

5 Year Net Present Value (NPV)

G H S 5 y 829thout the FSRP

Fund

compared to

GHS 9,530k te rsre

Fund

5 Year Net Present Value (NPV)

G H S 22 y O 13thout the FSRP

Fund

compared to

GHS 124624 e

Fund

Funding Mechanisms for Agriculture value chains - Ghana

5 Year Net Present Value (NPV)

G HS 15,41&thout the FSRP

Fund

compared to

GHS 19,880k the rsre

Fund

5 Year Net Present Value (NPV)

G HS 6 ) 649ithout the FSRP

Fund

compared to

GHS 8,99/ith the FsrP

Fund

Ministry of Food And Agriculture
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Financial Analysis | Maize Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Do Nothing Scenario - Self-funded Maize farmer

FinancialAnalysisof Impactof proposedFundingMechanism
GHS Years
s - = = . = A We haveanalyzedthe financialimpact of the proposedfunding mechanism
[ Operating revenue 13.642 14501 15734 17134 18814 on maizeproductionasillustratedin the adjacenttables
TOII:"‘;L'KL‘:"(‘:’ESB G5 Gl (45 (@45 (453 A Theanalysiscoversthe impactof the fundingmechanismsn maizefarmers
Operating costs (6,165  (6.554) (7.111)  (7.744)  (8.503) Dueto availabilityof information, we haverelied on the impact of the FSRP
Indirect taxes (367) (390) (423) (461) (506) onfarmersasarepresentationof the impacton the maizevaluechain
ézi?t;,“:)zzztndimre (2,000) . ) ) ) ] A Underthe financialmodelling,all costsand benefits were valuedat market
Total Outflows (2,000) (10,111) (10,748) (11,662) (12,700) (13,944) prices We note that only cash inflows and outflows were considered

(depreciationand other accountingitems were not correspondingo actual
Net Cash Flow (2,000) 3,531 3,753 4,072 4,435 4,869 flows are excluded)

. . =
F!nanc!al Rate of Return 182.3 Average Annual ROIC 32.4% A
Financial NPV 7,694

Do Nothing scenario(DNS)expresseghe profitability of maize production
under normal circumstancesor & 0 dza Aay && duzisitiation while the
Proposedscenariois representshow the proposedfunding mechanismcan
influenceproduction,financingand profitability. Thedifferencebetweenthe

Do Nothing Scenario - Loan-funded Maize farmer
GHS

Years DNSand the PSrepresentthe incrementalvalue or impact of the Funding
0 1 2 3 4 S mechanism
| Operating revenue 13,642 14,501 15,734 17,134 18,814 A Wenotedthat, there are three DoNothingsituations
Total inflows X
Labour costs (3579)  (3,804)  (4,128)  (4,495)  (4,936) 1.Where farmers have no accessto external credit and have no
Operating costs (6,165)  (6,554)  (7,111)  (7,744)  (8,503) personalunds,therefore,do not getinvolvedin anyproduction
Indirect taxes (367) (390) (423) (461) (506) .
Loan interest (1,526)  (1,526)  (1,526)  (1,526)  (1,526) 2. Where farmershaveno accesdo externalcredit but have personal
Capital expenditure (2,000) - - - - - fundsto involvein the production
Total Outflows (2,000) (11,637) (12,274) (13,187) (14,225) (15,470)
3. Where farmers do not have personal funds but have accessto
Net Cash Flow (2,000) 2,005 2,228 2,547 2,909 3,344 external credit at market rate for their production The commercial
bankrate in Ghanaat the first quarter of 2023was36.0%
. . .
F!nanc!al Rate of Return 108.2 Average Annual ROIC 19.8%
Financial NPV 3,964
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Maize Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Osed Scenario - FSRP Soft Loan-funded Maize farme FinancialAnalysisof Impactof proposedFundingMechanism

0 1 p) 3 4 5 . .
A The analytical data was basedon our researchon farmersin Mamprugy

[ Operating revenue 14324 15226 16521 17,991 19,754 Kintanpg Nkoranza SaveluguKumbugy Karagaand Builsain the Northern

Total inflows part of Ghana Thedataincludedthe costof producingl acreof maizewhich
Labour costs (3579)  (3,804)  (4,128) (4,495  (4,936) compriseshiring of a land, clearing/ploughingcostof production, harvesting
Operating costs (5,857) (6,226) (6,755) (7,356) (8,077) andtransportationfor sales
Indirect taxes (349) (371) (402) (438) (481) ) ] o ) )
Loan interest (763) (763) (763) (763) (763) A Thematurity period for maizeis 120 days(4 months)in Ghanaso harvesting
Capital expenditure (2,000 - - - - - and selling are expectedto be done in the fourth and fifth month. Our

Net Cash Flow (2,000) 3,777 4,063 4,473 4,939 5,497 A Revenueconsistsof the saleof maizefrom two planting cyclesin eachof the
yearsof analysis
Financial Rate of Return 196.19 . . . .
Financial NPV 8,508 Average Annual ROIC 36.9% A Operating costs is made up cost of hiring and preparation of land, seed,
agrochemicals, harvestingthreshing,baggingandtransportation
Proposed Scenario - FSRP Interest Free Loan-funded Maize farmer A Indirect taxes are |nbU|_It VAT on agrochemicalsand other products
GHS E— purchasedor the production
. = - = . 2 A Capital expenditure refers to non-current assetfor the production which
[ Operating revenue 14324 15226 16521 17991 10,754 comprisessprayingmachines(one for weedicidesand one for fertilizers),
Total inflows cutlasshoe,boot andother equipment
Lab t 3,579 3,804 4,128 4,495 4,936 - : .
O":);::irclgsczsts ES 857; Ee 226; 26 755; E7 356; 58 077§ A The Proposedscenariois representshow the proposedfunding mechanism
Indirect taxes (349) (371) (402) (438) (481) can influence production, f.lnancmg and profitability. We noted that, there
Loan interest - - - - . arethree ProposedScenarios
Capital expenditure (2,000) - - - - - .
Total Outflows (2000)  (9.785) (10401) (11285 (12.290) (13.494) 1.Where farmers have accesgo fund_s at reduced/l_ow mteres_t r.ates
We assumedb0%of marketcommerciabankrate or input subsidies
Net Cash Flow (2000) 4539 485 5236 5701 6,260 2. Where farmers have accesdo interestfree credit Principalwill be
Financial Rate of Return B repaid Theremaybe input subsidiesaswell.
. . ] Average Annual ROIC 43.4% . L . .
Financial NPV 10,463 3. Wherefarmersare givengrants Principalwill not be repaid
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Maize Value Chain

It is expectedthat increasesdn yield asa result of the projectintervention will guaranteeadequatemaizeproduction and supplyin
Ghana Theavailabilityof a ready market is expectedto encouragemore farmersto producemore maizeasa cashcrop, leadingto
increasedeturns,improvedlivelihoodsand earningof disposablencomeof actorsof the maizevaluechain

A Underthe proposedscenariowe alsoassumeda 5%increasein production, Selffundedfarmer vs FSRRunded
5%reductionin operatingcostsdue to the subsidiesandinputsor the timely

- . A If the farmerhasno accesgo externalfund anddoesnot havepersonalfund,
availabilityof credits

the Do Nothing situation is zera All the financialimpact of the proposed

A In estimatingthe net presentvalue, becausethe analysisis over a 5 year scenariobecomesthe valueof the proposedmechanism Theincrementals-
duration, we adoptedthe mostrecentbankof D K | yS'y&€aébond yield as year net presentvalue (NPV)of a maizefarm will be GHS10,643 per acre,
the risk free rate and adjustedit asthe cost of capitalfor the analysis This underthe interest free FSRFPund and GHS3,598, under a low interest FSRP
wassourcedfromthe. | y Welisite fund.

A Fromour field researchthe total production costof one planting cycleof 1 A If the farmerhasno accesgo externalcredit but hassomepersonalfundsto
acreland of maize was GH$4,238 (operating/variablecost) and GHS2,354 investin the maize production, the 5-year NPVis estimatedto GHS7,694
(Fixedcost) with averageannualReturnOn Investment(ROI)of 32.4% per acre of land.

Usingthe FSRInterestfree credit (with NPVof GHSL0,463 per acreof land)
and FSRRow interest credit (with NPVof GHS8,598 per acre of land), the
incremental NPV of the project over the Do Nothing Situationis between
GH®04and GH2,949 (dependingon the level of interestsubsidy)

Creditfunded farmer vs FSRRunded

A Evenif the farmer hasaccessto external credit at market rate, the 5-year
NPVof the maizefarm is estimatedat GHS3,964 due to the highintereston
loan (36%9). In comparisonto the FSRMnterest free credit (with NPVof GHS
10,463 per acreof land) and FSRRow interest credit (with NPVof GHS3,598
per acre of land), the incrementalNPVof the project over the Do Nothing
Situationis between GH$4,634 and GHS6,499 (dependingon the level of
interestsubsidy)

A TheFSRRundingd O K S findrialbenefit is therefore expectedto exceed
the financialresultof not establishinghe scheme

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture



Value
Chains Analysis

Funding

Executive Summary Mechani
echanisms

. e Literature Review Appendices
Mechanism Economic Analysis Mitigations

Proposed Funding Financial & ‘ Risks and

Economic Analysis | Maize Value Chain

The ProposedrFundingMechanismsare expectedto bring a lot of relief to farmersin the affected districts, where maizeplantation
continuesto be on subsistentbasisinstead of planting for commercialpurposesdue to lack of capital and inputs. Giventhe
importanceof the commodityin the Ghanaall actorsof the valuechainwill benefittremendously

Do Nothing Scenario - Loan-funded Maize farmer EconomicAnalysis& Impactof proposedFundingMechanism
GHS Years
CF 0 1 2 3 4 g A Theentire maizevaluechainis generallyworth the FSRRnvestmentasthe
operat T W@t Gzs 6@l 0e E increasein economicactivity asaresultof the projectwill leadto muchmore
Totaﬂi;f‘;wg revenue : : : : : : positiveexternalitiesandleadto animprovedstandardof livingfor all actors
Labour costs 0.95 (3400) (3614 (3921) (42700 (4689 A Theincrementaleconomicvalueis estimatedat GHS2,771 per acreof land,
Operating costs 0.95 (5857  (6226) (8755  (7.3%6) (8,077 representinga 23.26% over the Do Nothing situation We adopted the
Indirect taxes 0.0 ) ) ) ) ] financialinterest rate of the funds asour establishedsocialrate of discount
Loan interest n/a - - - - - that listicallvreflect . t talt fi tuni Hfor th
Initial investments n/a (2,000) ] ] ] ] ] at realisticallyreflectsan investmentalternative (opportunity cost)for the
Total Outflows (2,000)  (9,257)  (9,840) (10,677) (11,627) (12,766) government
A The ConversionFactors(CF)refer to the multipliers usedto convert from
Net Cash Flow (20000 5067 538 5844 6364 6,988 : . g
marketvaluesto valuesto economicvalues Generally positive externalities
: ) o i i
Economic rate of Return 25079 |ncreaseconvers_lonfactors The CF(ConsuItan_tassumedS/o in in revenue
Economic NPV 11,911 and5%decreasédn cost)are basedon the followingreasons

o CFappliedto revenue representsthe ability of farmersto sell at

Proposed Scenario - FSRP Soft Loan-funded Maize farmer better pricesthroughthe fundingSchemeo reflect the real valueof

GHS Years

CF B 7 > 5 7 5 the products
_ o CFappliedto wagesreflectsthe presenceof high unemploymentin
| Operating revenue 1.05 15,040 15,988 17,347 18,891 20,742| h hich Id h | K f | h
Total inflows these areas, which would push people to work for lower than
Labour costs 0.95 (3400)  (3,614) (3,921)  (4270) (4,689 marketwages
Operating costs 0.95 (5,564) (5,915) (6,418) (6,989) (7,674 . . .
Indirect taxes 0.00 ) ) ) ) ) 0 CFa_pplledto investmentsand operatlngcqstsreflt_actsthe presence
Loan interest n/a - - - - - of high transport costsand geographicadifferential pricesof farm
Initial investments n/a (2,000) - - - - - inputs that makethe LIN2 R dzarketpéce overestimateits social
Total Outflows (2000)  (8,964)  (9529) (10,339) (11,259) (12,363) value
Net Cash Flow n/a (2,000) 6076 6459 7,008 7631 8379 0 We deductedthe indirect taxes(21.75% VAT&NHILjrom all inputs
. that qualify for indirect taxesand the interest on the loanto reflect
Economic rate of Return 310.3¢ . .
Economic NPV 14,682 the economicvalueof the inputs.
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Rice Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Do Nothing Scenario - Self-funded Rice farmer FinancialAnalysisof Impactof proposedFundingMechanism

GHS \CES
0 1 p) 3 4 5 A We have analyzedthe financialimpact of the proposedfunding mechanism
| onrice productionasillustratedin the adjacenttables
Operating revenue 17,793 18,914 20,521 22,348 24,538 . . . . .

Total inflows A Theanalysiscoversthe impact of the funding mechanismson rice farmers
Labour costs (4409)  (4,687) (5085  (5538)  (6,080) Dueto availabilityof information, we haverelied on the impact of the FSRP
Operating costs (5693)  (6,052)  (6,566)  (7,151)  (7,852) on farmersasa representationof the impacton the rice valuechain
Indirect taxes (433) (461) (500) (544) (598) _ _ _ _

Loan interest - - - - - A Underthe financialmodelling,all costsand benefits were valuedat market
Capital expenditure (2,150) - - - - prices We note that only cashinflows and outflows were considered

Total Outflows (2150)  (10536) (11,199) (12151) (13,233) (14,530) (depreciationand other accountingitems were not correspondingo actual

wsare excl

Net Cash Flow (2,150) 7,257 7,714 8,370 9,115 10,008 flowsare excluded)

A Do Nothing scenario(DNS)expresseshe profitability of maize production

Financial Rate of Return 344.19 Average Annual ROIC 63.7% under normal circumstancesor & 0 dza Aay && dzisituation while the

Financial NPV 17,774 Proposedscenario(PS)is representshow the proposedfunding mechanism

caninfluenceproduction, financingand profitability. Thedifferencebetween

Do Nothing Scenario - Loan-funded Rice farmer the DNS_andthe PSrepresentthe incrementalvalueor impactof the Funding

GHS Years mechanism

0 1 p) 3 4 5 o
A Wenotedthat, there are three DoNothingsituations
|T tor’,e;f‘““g revenue 17,793 18914 20521 22,348 24,538 1.Where farmers have no accessto external credit and have no
otal Intflows . . .
LaboUr Costs (4409)  (4.687) (5085 (5538)  (6.080) personalunds,therefore,do not getinvolvedin anyproduction
Ozerating costs (5('23;”)) (6(:0:2)) (6('5&?)) (7('151)) (7(:8352;)) 2. Where farmershaveno accesgo externalcredit but have personal
Indirect taxes 461 5 544 5 : : :
fun involvein the pr [
Loan interest (1,927)  (L,927)  (1,927)  (L,927)  (1,927) undsto involvein the production
Capital expenditure (2,150) - - - - - 3. Where farmers do not have personal funds but have accessto
Total Outflows (2,150) (12,463) (13,127) (14,079) (15,160) (16,457) external credit at market rate for their production The commercial
. : 0
NetCash Fiow (2.150) 5330 5787 6.443 7188 8061 bankrate in Ghanaat the first quarter of 2023was36.0%
Financial Rate of Return 256.69
A Annual ROI 48.5%
Financial NPV 13,062 verage Annual ROIC 8.5%
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Rice Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Proposed Scenario - FSRP Soft Loan-funded Rice farmer

FinancialAnalysisof Impactof proposedFundingMechanism
GHS

MCELS
0 1 2 3 4 5 A The analytical data was basedon our researchon farmers in Nkoranza
: SaveluguKaraga BuilsaSouth, Talon,and KISAsutuary The data included
|Togﬂi;‘$$§ [EVEme 18682 1985 21547 2346 26765 the cost of producing 1 acre of rice which compriseshiring of a land,
Labour costs (4409)  (4.687) (5085 (5538  (6,080) clearing/ploughing,cost of production, harvestingand transportation for
Operating costs (5,409) (5,749) (6,238) (6,793) (7,459) sales
Indirect taxes (412) (438) (475) (517) (568) . . . . .
Loan interest (964) (964) (964) (964) (964) A Themat.urlty periodfor riceis betwgen4 to. 5 month_sm Ghanaso harvestln_g
Capital expenditure (2,150) - - - - - andsellingare expectedto be donein the fifth and sixthmonth. Ouranalysis
Total Outflows (2,150) (11,193) (11,837) (12,762) (13,812) (15,071) assumes 2 plantingcyclesn ayear.
Net Cash Flow (2,150) 7,489 8,022 8,786 9,653 10,694 A Revenueconsistsof the saleof rice from two planting cyclesin eachof the
yearsof analysis
Financial Rate of Return 355.89
Financial NPV 18,70 Average Annual ROIC 69.0% A Operatingcostsis made up cost of hiring and preparation of land, seed,

agrochemicals, harvestingthreshing,baggingandtransportation

Proposed Scenario - FSRP Interest Free Loan-funded Rice farmer
(€15

A Indirect taxes are inbuilt VAT on agrochemicalsand other products

Years purchasedor the production
) 1 2 3 4 5

A Capital expenditure refers to non-current assetfor the production which

| Operating revenue 18,682 19,859 21,547 23,465 25765 comprisessprayingmachines(one for weedicidesand one for fertilizers),
Total inflows cutlasshoe,boot andother equipment
Labour costs (4409)  (4687) (5085  (5538)  (6,080)
Operating costs (5409) (5749  (6,238)  (6,793) (7,459 A TheProposedscenariois representshow the proposedfunding mechanism
'L”d"e_Ct taxes (412) (438) (475) (517) (568) can influence production, financingand profitability. We noted that, there
oan interest - - - - - -
Capital expenditure (2,150) ] ] ] ] ) arethree ProposedScenarios
Total Outflows (2150) (10,229) (10.874) (11,798) (12,848) (14,107) 1.Where farmers have accesso funds at reduced/low interest rates
Net Cash Flow (2.150) 55 5056 9770 1060 165 We assumedb0%of marketcommerciabankrate or input subsidies
2. Where farmers have accesdo interestfree credit. Principalwill be
Financial Rate of Return 399.89 o ; ; i
Financial NPV e Average Annual ROIC 76.9% repaid Theremaybe input subsidiesaswell.
3. Wherefarmersare givengrants Principalwill not be repaid
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Rice Value Chain

It is expectedthat increasesn yield as a result of the project intervention will guaranteeadequaterice production and supplyin
Ghana The availabilityof a ready market is expectedto encouragemore farmersto produce more rice as a cashcrop, leadingto
increasedeturns,improvedlivelihoodsand earningof disposablancomeof actorsof the rice valuechain

A Underthe proposedscenariowe alsoassumeda 5%increasein production, Selffundedfarmer vs FSRRunded
5%reductionin operatingcostsdue to the subsidiesandinputsor the timely

- . A If afarmer hasno accesgo externalfund and doesnot have personalfund,
availabilityof credits

the Do Nothing situation is zera All the financialimpact of the proposed

A In estimatingthe net presentvalue, becausethe analysisis over a 5 year scenariobecomesthe valueof the proposedmechanism Theincrementals-
duration, we adoptedthe mostrecentbankof D K | yS'y&€aébond yield as year net present value (NPV)of a rice farm will be GHS21,058 per acre,
the risk free rate and adjustedit asthe cost of capitalfor the analysis This underthe interestfree FSRPund and GHSL8,702, undera low interest FSRP
wassourcedfromthe. | y Welisite fund.

A Fromour field researchthe total production costof one planting cycleof 1 A If afarmer hasno accesgo externalcredit but hassome personalfundsto
acre land of rice was GHS5,354 (operating/variablecost) and GHS2,150 investin the rice production,the 5-yearNPVis estimatedto GHSL7,774with
(Fixedcost) averageannualReturnOn Investment(ROI)of 63.7% per acreof land. Using

the FSRMnterest free credit (with NPVof GHS21,058 per acre of land) and
FSRRow interest credit (with NPV of GHS18,702 per acre of land), the
incremental NPV of the project over the Do Nothing Situationis between
GH®28and GH2,356 (dependingon the levelof FSRIhterestsubsidy)

Creditfunded farmer vs FSRRunded

A Evenif afarmer hasaccesdo externalcredit at marketrate, the 5-year NPV
of the rice farm is estimatedat GHS13,062 due to the highinterest on loan
(36%). In comparisonto the FSRHAnNterest free credit (with NPV of GHS
21,058 per acre of land) and FSRHow interest credit (with NPV of GHS
18,702 per acre of land), the incremental NPV of the project over the Do
Nothing Situationis between GHS5,640 and GHS7,996 (dependingon the
levelof interestsubsidy)

A TheFSRRundingd O K S findrialbenefit is therefore expectedto exceed
the financialresultof not establishinghe scheme

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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The ProposedFundingMechanismsare expectedto bring a lot of relief to farmersin the affected districts, where rice plantation
continuesto be on subsistentbasisinstead of planting for commercialpurposesdue to lack of capital and inputs. Giventhe
importanceof the commodityin the Ghanaall actorsof the valuechainwill benefittremendously

Proposed Funding

Mechanism
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Financial & Risks and
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Do Nothing Scenario - Loan-funded Rice farmer

GHS Years

CF 0 1 2 8 4 5
| Operating revenue 1.05 18,682 19,859 21,547 23,465 25,765|
Total inflows

Labour costs 0.95 (4,189) (4,452) (4,831) (5,261) (5,776

Operating costs 0.95 (5,409) (5,749) (6,238)  (6,793) (7,459

Indirect taxes 0.00 - - - - -

Loan interest n/a - - -

Initial investments n/a (2,150) 0 0 0 0 -
Total Outflows (2,150) (9,597) (10,202) (11,069) (12,054) (13,235)
Net Cash Flow (2,150) 9,085 9,658 10,478 11,411 12,528
Economic rate of Return 429.29
Economic NPV 22,794
Proposed Scenario - FSRP Soft Loan-funded Rice farmer
GHS Years

CF (0] 1 2 3 4 5
| Operating revenue 1.05 19,616 20,852 22,625 24,638 27,053|
Total inflows

Labour costs 0.95 (4,189) (4,452) (4,831) (5,261) (5,776

Operating costs 0.95 (5,138) (5,462) (5,926) (6,454) (7,086

Indirect taxes 0.00 - - - - -

Loan interest n/a - - - -

Initial investments n/a (2,150) 0 0 0 0 -
Total Outflows (2,150) (9,327) (9,914) (10,757) (11,714) (12,862)
Net Cash Flow n/a (2,150) 10,290 10,938 11,868 12,924 14,190
Economic rate of Return 485.29
Economic NPV 26,101
Funding Mechanisms for Agriculture value chains - Ghana

EconomicAnalysis& Impactof proposedFundingMechanism

A The entire rice value chain is generallyworth the FSRRnvestmentas the
increasein economicactivity asaresultof the projectwill leadto muchmore
positiveexternalitiesandleadto animprovedstandardof livingfor all actors

A Theincrementaleconomicvalueis estimatedat GHS3,307 per acre of land
over the Do Nothingsituation We adoptedthe financialinterest rate of the
funds as our establishedsocialrate of discountthat realisticallyreflects an
investmentalternative(opportunity cost)for the government

A The ConversionFactors(CF)refer to the multipliers usedto convert from
marketvaluesto valuesto economicvalues Generally positive externalities
increaseconversionfactors The CF(Consultantassumed5% in in revenue
and5%decreasen cost)are basedon the followingreasons

o CFappliedto revenuerepresentsthe ability of farmersto sell at
better pricesthroughthe funding Schemeo reflectthe real valueof
the products

o CFappliedto wagesreflectsthe presenceof high unemploymentin
these areas, which would push people to work for lower than
marketwages

o CFappliedto investmentsand operatingcostsreflectsthe presence
of high transport costsand ggzogrgphicadiﬂerential pricesof farm
inputs that makethe LINR R dzérketpéce overestimateits social
value

0 We deductedthe indirect taxes(21.75% VAT&NHILjrom all inputs
that qualify for indirect taxesandthe interest on the loanto reflect
the economicvalueof the inputs.

Ministry of Food And Agriculture
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Financial Analysis | Soya bean Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Do Nothing Scenario - Self-funded Soya bean farmer

FinancialAnalysisof Impactof proposedFundingMechanism
GHS

Years
0 1 2 3 4 5 A We have analyzedthe financialimpact of the proposedfunding mechanism
on soyabeanproductionasillustratedin the adjacenttables

| Operating revenue 9,105 9,679 10,501 11,436 12,557 . ) ) ) )

Total inflows A Theanalysiscoversthe impact of the funding mechanismson rice farmers
Labour costs (1,455)  (1,547)  (1,679)  (1,828)  (2,007) Dueto availabilityof information, we haverelied on the impact of the FSRP
Operating costs (3763) (4,000  (4340)  (4727)  (5190) onfarmersasa representationof the impacton the rice valuechain
Indirect taxes (286) (305) (330) (360) (395)

Loan interest - - - - - A Underthe financialmodelling,all costsand benefits were valuedat market
Capital expenditure (2,150) - - - - - prices We note that only cash inflows and outflows were considered
Total Outflows (2150) (5505  (5852)  (6:349)  (6914)  (7.592) (depreciationand other accountingitems were not correspondingo actual
Net Cash Flow (2150) 3600 3827 4152 4521 4,965 flowsareexcluded)
A Do Nothing scenario(DNS)expresseshe profitability of maize production
i I 0, . ;= 9% D . e .
Financial Rate of Retum 1730 Average Annual ROIC 56.4% under normal circumstancesor & 6 dza Aay && dzisitliation while the
Financial NPV 7,733 . . . .
Proposedscenario(PS)is representshow the proposedfunding mechanism
caninfluenceproduction,financingand profitability. Thedifferencebetween
Do Nothing Scenario - Loan-funded Soya bean farmer the DNSandthe PSrepresentthe incrementalvalueor impactof the Funding
GHS Years mechanism
0 1 2 3 4 5 o
A Wenotedthat, there are three DoNothingsituations
i 9,105 9679 10,501 11,436 12,557 .
|TO§ ﬁi;ﬁ:&g revenue 1.Where farmers have no accessto external credit and have no
Labour costs (1455)  (1,547)  (1,679) (1,828)  (2,007) personalfunds,therefore,do not getinvolvedin anyproduction
Operating costs (3763)  (4000) (4340 (472))  (5.190) 2. Where farmershaveno accesgo externalcredit but have personal
Indirect taxes (286) (305) (330) (360) (395) fund . lvein th ducti
Loan interest (887)  (887)  (887)  (887)  (887) undsto involvein the production
: tcf‘gti‘;leXpe”d't“re (5’128) a2 (6am0  (1am8  (reol  (a7s 3. Where farmers do not have personal funds but have accessto
otal Dutiiows (2150)  (63%2)  (6.739)  (7.236) (7,801 (8:479) external credit at market rate for their production The commercial
Net Cash Flow (2,150) 2713 2.940 3,265 3634 4078 bankrate in Ghanaat the first quarter of 2023was36.0%
ananc?al Rate of Return 132.89 Average Annual ROIC 43.4%
Financial NPV 5,565
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Soya bean Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Proposed Scenario - FSRP Soft Loan-funded Soya bean farmer

GHS Years
(0] 1 2 3 4 5
| Operating revenue 9,560 10,163 11,026 12,008 13,184
Total inflows
Labour costs (1,455) (1,547) (1,679) (1,828) (2,007)
Operating costs (3,575) (3,800) (4,123) (4,490) (4,930)
Indirect taxes (272) (289) (314) (342) (375)
Loan interest (443) (443) (443) (443) (443)
Capital expenditure (2,150) - - - - -
Total Outflows (2,150) (5,746) (6,080) (6,559) (7,104) (7,756)
Net Cash Flow (2,150) 3,814 4,082 4,467 4,904 5,428
i i 0,
F!nanc!al Rate of Return 183.9 Average Annual ROIC 63.4%
Financial NPV 8,455

Proposed Scenario - FSRP Interest Free Loan-funded Soya bean farmer

GHS Years
0] 1 2 3 4 5
| Operating revenue 9,560 10,163 11,026 12,008 13,184
Total inflows
Labour costs (1,455) (1,547) (1,679) (1,828) (2,007)
Operating costs (3,575) (3,800) (4,123) (4,490) (4,930)
Indirect taxes (272) (289) (314) (342) (375)
Loan interest - - - - -
Capital expenditure (2,150) - - - - -
Total Outflows (2,150) (5,303) (5,637) (6,116) (6,660) (7,313)
Net Cash Flow (2,150) 4,258 4,526 4,910 5,348 5,872
. . o
F!nanc!al Rate of Return 204.0 Average Annual ROIC 70.2%
Financial NPV 9,539
Funding Mechanisms for Agriculture value chains - Ghana

FinancialAnalysisof Impactof proposedFundingMechanism

A The analytical data was basedon our researchon farmers in Nkoranza
SaveluguKaraga BuilsaSouth, Talon,and KISAsutuary The data included
the costof producingl acre of soyabeanwhich compriseshiring of a land,

clearing/ploughing,agrochemicalcost, cost of production, harvestingand
transportationfor sales

A The maturity period for soyabeanis between 4 to 5 months in Ghanaso
harvestingand sellingare expectedto be donein the fifth and sixth month.
Ouranalysisassumes 2 plantingcyclesn ayear.

A Revenueconsistsof the saleof soyabeanfrom two plantingcyclesin eachof
the yearsof analysis

A Operatingcosts is made up cost of hiring and preparation of land, seed,
agrochemicals, harvestingthreshing,baggingandtransportation

A Indirect taxes are inbuilt VAT on agrochemicalsand other products
purchasedor the production

A Capital expenditure refers to non-current assetfor the production which
comprisessprayingmachines(one for weedicidesand one for fertilizers),
cutlasshoe,boot andother equipment

A TheProposedscenariois representshow the proposedfunding mechanism
caninfluence production, financingand profitability. We noted that, there
arethree ProposedScenarios

1.Where farmers have accesgo funds at reduced/low interest rates
We assumedb0%of marketcommerciabankrate or input subsidies

2. Where farmers have accesdo interestfree credit. Principalwill be
repaid Theremaybe input subsidiesaswell.

3. Wherefarmersare givengrants Principalwill not be repaid

Ministry of Food And Agriculture
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Financial Analysis | Soya bean Value Chain

It is expectedthat increasesn yield asa result of the projectinterventionwill guaranteeadequatesoyabeanproductionand supply
in Ghana The availability of a ready market is expectedto encouragemore farmersto produce more soyabean as a cashcrop,
leadingto increasedeturns,improvedlivelihoodsand earningof disposablancomeof actorsof the soyabeanvaluechain

A Underthe proposedscenariowe alsoassumeda 5%increasein production, Selffundedfarmer vs FSRRunded
5% r_edL_Jc_:tionin operatingcostsdueto the subsidiesandinputsor the timely A If afarmer hasno accesgo externalfund and doesnot have personalfund,
availabilityof credits the Do Nothing situation is zera All the financialimpact of the proposed

A In estimatingthe net presentvalue, becausethe analysisis over a 5 year scenariobecomesthe valueof the proposedmechanism Theincrementals-
duration, we adoptedthe mostrecentbankof D K | yS'y&€aébond yield as yearnet presentvalue (NPV)of a soyabeanfarm will be GHS,539 per acre,
the risk free rate and adjustedit asthe cost of capitalfor the analysis This underthe interest free FSRPund and GHS3,455, under a low interest FSRP
wassourcedfromthe. | y Welisite fund.

A Fromour field researchthe total production costof one planting cycleof 1 A If afarmer hasno accesgo externalcredit but hassome personalfundsto
acre land of soyabean was GHS2,464 (operating/variablecost) and GHS investin the soyabeanproduction,the 5-yearNPVis estimatedto GHS7,733
2,150 (Fixedcost) with an averageannual Return On Investment (ROl)of 56.4% per acre of

land. Usingthe FSRnterest free credit (with NPVof GHS9,539 per acre of
land) and FSRHRow interest credit (with NPVof GHS38,455 per acre of land),
the incrementalNPVof the projectoverthe Do Nothing Situationis between
GHS722and GHSL,806 (dependingon the levelof FSRIhterestsubsidy)

Creditfunded farmer vs FSRRunded

A Evenif afarmer hasaccesdo externalcredit at marketrate, the 5-year NPV
of the soyabeanfarm is estimatedat GHS5,565 due to the highinterest on
loan (36%9). In comparisonto the FSRMnterest free credit (with NPVof GHS
9,539 per acreof land) and FSRHRow interest credit (with NPVof GHS8,455
per acre of land), the incrementalNPVof the project over the Do Nothing
Situationis between GHS2,890 and GHS3,974 (dependingon the level of
interestsubsidy)

A TheFSRRundingd O K S findrialbenefit is therefore expectedto exceed
the financialresultof not establishinghe scheme

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture



Value
Chains Analysis

Funding

Executive Summary Mechani
echanisms

. e Literature Review Appendices
Mechanism Economic Analysis Mitigations

Proposed Funding Financial & ‘ Risks and

Economic Analysis | Soya bean Value Chain

The ProposedFundingMechanismsare expectedto bring a lot of relief to farmers in the affected districts, where soya bean
plantationcontinuesto be on subsistentbasisinsteadof plantingfor commercialurposesdueto lackof capitalandinputs. Giventhe
importanceof the commodityin the Ghanaall actorsof the valuechainwill benefittremendously

Do Nothing Scenario - Loan-funded Soya bean farmer EconomicAnalysis& Impactof proposedFundingMechanism
GHS Years . .
CF 0 1 > 3 4 3 A Theentire soyabeanvaluechainis generallyworth the FSRRnvestmentas
the increasein economicactivity asa result of the project will leadto much
| Operating revenue 1.05 9560 10,163 11,026 12,008  13,184| more positive externalitiesand leadto an improved standardof living for all
Total inflows actors
Labour costs 0.95 (1,383)  (1,470)  (1,595)  (1,737) (1,907 _ _ _ _
Operating costs 0.95 (3575 (3800) (4123) (4490 (493 A Theincrementaleconomicvalueis estimatedat GHSI1,803 per acre of land
Indirect taxes 0.00 - - - - - over the Do Nothingsituation We adoptedthe financialinterest rate of the
Loan interest na ; ; ; ; ; funds as our establishedsocialrate of discountthat realisticallyreflects an
Initial investments n/a (2150 - - - - - investmentalternative(opportunity cost)for the government
Total Outflows (2150)  (4958) (5270) (5718) (6,227)  (6,837)
A The ConversionFactors(CF)refer to the multipliers usedto convert from
Net Cash Flow (2150) 4602 4892 5308 5781 6347 marketvaluesto valuesto economicvalues Generally positive externalities
, increaseconversionfactors The CF(Consultantassumed5% in in revenue
Economic rate of Return 220.29 nd5%decr in t\areb don the followinar n
Econommic NPV 10,486 a vdecreasen cost)are base e followingreasons
o CFappliedto revenue representsthe ability of farmersto sell at
Proposed Scenario - FSRP Soft Loan-funded Soya bean farmer better pricesthroughthe funding Schemeo reflectthe real valueof
GHS Years the products
CF 0 1 p) 3 4 5 ] ) _
o CFappliedto wagesreflectsthe presenceof high unemploymentin
| Operating revenue 105 10038 10671 11578 12,608  13,844| these areas, which would push people to work for lower than
Total inflows marketwages
Labour costs 0.95 (1,383)  (1470) (1,595)  (L737) (1,907 _ _ _
Operating costs 0.95 (339%6) (3610) (3917) (4,266) (4,684 o CFappliedto investmentsand operatingcostsreflectsthe presence
Indirect taxes 0.00 - - - - - of high transport costsand geographicadifferential pricesof farm
Loan interest n/a - - - - - inputs that makethe LINR R dzarketpdce overestimateits social
Initial investments n/a (2,150) - - - - value
Total Outflows (21500 (4779) (5080) (5512)  (6,002)  (6,591)
0 We deductedthe indirect taxes(21.75% VAT&NHILjrom all inputs
Net Cash Flow n/a (2150) 5259 5501 6066 6606  7.253 that qualify for indirect taxesand the interest on the loanto reflect
, the economicvalueof the inputs.
Economic rate of Return 250.99
Economic NPV 12,289
Funding Mechanisms for Agriculture value chains - Ghana
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Financial Analysis | Poultry (Broiler) Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Do Nothing Scenario - Self-funded Poultry (Broiler) farmer

GHS Years
0 1 2 3 4 5
| Operating revenue 248,025 263,650 286,061 311,520 342,049
Total inflows
Labour costs (35,790) (38,045) (41,279) (44,952) (49,358)
Operating costs (105,511) (112,159) (121,692) (132,523) (145,510
Indirect taxes (22,118) (23,511) (25,510) (27,780) (30,503
Loan interest - - - - -
Capital expenditure (70,920) (50,726) (55,038) (59,936) (32,905) -
Total Outflows (70,920) (214,146) (228,753) (248,417) (238,160) (225,370)
Net Cash Flow (70,920) 33,879 34,897 37,644 73,360  116,67¢
) . S
F!nanc!al Rate of Return 56.1 Average Annual ROIC 35.2%
Financial NPV 50,619
Do Nothing Scenario - Loan-funded Poultry (Broiler) farmer
GHS Years
(0] 1 2 3 4 5
| Operating revenue 248,025 263,650 286,061 311,520 342,049
Total inflows
Labour costs (35,790) (38,045) (41,279) (44,952) (49,358)
Operating costs (105,511) (112,159) (121,692) (132,523) (145,510
Indirect taxes (22,118) (23,511) (25,510) (27,780) (30,503
Loan interest (23,400) (23,400) (23,400) (23,400) (23,400
Capital expenditure (70,920) (50,726) (55,038) (59,936) (32,905) -
Total Outflows (70,920) (237,546) (252,153) (271,817) (261,560) (248,770)
Net Cash Flow (70,920) 10,479 11,497 14,244 49,960 93,279
) . 5
F!nanc!al Rate of Return 26.4¢ Average Annual ROIC 23 4%
Financial NPV - 6,592

Funding Mechanisms for Agriculture value chains - Ghana

FinancialAnalysisof Impactof proposedFundingMechanism

A We haveanalyzedthe financialimpact of the proposedfunding mechanism
on broiler poultry productionasillustratedin the adjacenttables

A Theanalysiscoversthe impactof the fundingmechanismsn broiler poultry
farmers Dueto availabilityof information, we haverelied on the impact of

the FSRPon farmers as a representationof the impact on the rice value
chain

A Underthe financialmodelling,all costsand benefits were valuedat market
prices We note that only cash inflows and outflows were considered
(depreciationand other accountingitems were not correspondingo actual
flowsare excluded)

A Do Nothing scenario(DNS)expresseshe profitability of maize production
under normal circumstancesor & 0 dza Aay && duzisitiation while the
Proposedscenario(PS)is representshow the proposedfunding mechanism
caninfluenceproduction, financingand profitability. Thedifferencebetween

the DNSandthe PSrepresentthe incrementalvalueor impactof the Funding
mechanism

A Wenotedthat, there are three DoNothingsituations

1.Where farmers have no accessto external credit and have no
personalunds,therefore,do not getinvolvedin anyproduction

2. Where farmershaveno accesdo externalcredit but have personal
fundsto involvein the production

3. Where farmers do not have personal funds but have accessto
external credit at market rate for their production The commercial
bankrate in Ghanaat the first quarter of 2023was36.0%

Ministry of Food And Agriculture
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Financial Analysis | Poultry (Broiler) Value Chain

In line with International Fundfor AgriculturalDevelopmento 9 C! @Binci@lésof project evaluation,we have first examinedthe
W0 dza asyz8 dok W A (I LIKNNRI A ReMadtige, and then comparedit with proposedscenario(with project).

Proposed Scenario - FSRP Soft Loan-funded Poultry (Broiler) farmer

GHS

ACES
(0] 1 2 ] 4 5
| Operating revenue 260,426 276,833 300,364 327,096 359,151
Total inflows
Labour costs (35,790) (38,045) (41,279) (44,952) (49,358)
Operating costs (100,236) (106,551) (115,607) (125,896) (138,234
Indirect taxes (7,630) (8,111) (8,801) (9,584) (10,523
Loan interest (11,700) (11,700) (12,700) (11,700) (11,700)
Capital expenditure (70,920) (50,726) (55,038) (59,936) (32,905) -
Total Outflows (70,920) (206,083) (219,445) (237,323) (225,038) (209,815)
Net Cash Flow (70,920) 54,343 57,388 63,040 102,058  149,33€
i 1 0,
F!nanc!al Rate of Return 85.9 Average Annual ROIC 54.5%
Financial NPV 110,322

GHS

Proposed Scenario - FSRP Interest Free Loan-funded Poultry (Broiler) farmer

Years
0 1 2 S 4 5
| Operating revenue 260,426 276,833 300,364 327,096 359,151
Total inflows
Labour costs (35,790) (38,045) (41,279) (44,952) (49,358)
Operating costs (100,236) (106,551) (115,607) (125,896) (138,234
Indirect taxes (7,630) (8,111) (8,801) (9,584) (10,523
Loan interest - - - - -
Capital expenditure (70,920) (50,726) (55,038) (59,936) (32,905) -
Total Outflows (70,920) (194,383) (207,745) (225,623) (213,338) (198,115)
Net Cash Flow (70,920) 66,043 69,088 74,740 113,758  161,03€
i 1 0,
F!nanc!al Rate of Return 101.2 Average Annual ROIC 61.1%
Financial NPV 138,927
Funding Mechanisms for Agriculture value chains - Ghana

FinancialAnalysisof Impactof proposedFundingMechanism

A The analytical data was based on our researchon farmers in Kumasi,
Kintampqg NkoranzaSaveluguKaragaBuilsaSouth,Talon,and KISAsutuary
Thedataincludedthe costof producingl000poultry.

A Thematurity periodfor broiler poultry is between4 to 5 monthsin Ghanaso
harvestingand sellingare expectedto be donein the fifth and sixth month.
Ouranalysisassumes 2 poultry cyclesn ayear.

A Revenueconsistsof the sale of broiler poultry from two planting cyclesin
eachof the yearsof analysis

A Operatingcostsis made up cost of feed, vaccines glectricity, water, wood
shavingdor litter.

A Indirect taxes are inbuilt VAT on agrochemicalsand other products
purchasedor the production

A Capital expenditure refers to non-current assetfor the production which
compriseoultry structures,drinkersandfeeders heaters

A TheProposedscenariois representshow the proposedfunding mechanism

caninfluence production, financingand profitability. We noted that, there
arethree ProposedScenarios

1.Where farmers have accesgo funds at reduced/low interest rates
We assumedb0%of marketcommerciabankrate or input subsidies

2. Where farmers have accesdo interestfree credit. Principalwill be
repaid Theremaybe input subsidiesaswell.

3. Wherefarmersare givengrants Principalwill not be repaid

Ministry of Food And Agriculture
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Financial Analysis | Poultry (Broiler) Value Chain

It is expectedthat increasesn yield asa result of the projectinterventionwill guaranteeadequatesoyabeanproductionand supply
in Ghana Theavailabilityof a ready marketis expectedto encouragemore farmersto producemore broiler poultry beanasa cash
crop, leadingto increasedeturns,improvedlivelihoodsand earningof disposablancomeof actorsof the broiler poultry valuechain

A Underthe proposedscenariowe alsoassumeda 5%increasein production, Selffundedfarmer vs FSRRunded
5%reductionin operatingcostsdue to the subsidiesandinputsor the timely

- . A If afarmer hasno accesgo externalfund and doesnot have personalfund,
availabilityof credits

the Do Nothing situation is zera All the financialimpact of the proposed

A In estimatingthe net presentvalue, becausethe analysisis over a 5 year scenariobecomesthe valueof the proposedmechanism Theincrementals-
duration, we adoptedthe mostrecentbankof D K | yS'y&€aébond yield as year net presentvalue (NPV)of a broiler poultry farm will be GHS138927
the risk free rate and adjustedit asthe cost of capitalfor the analysis This per 1000birds, underthe interest free FSRRund and GHSL10,322, undera
wassourcedfromthe. | y Welisite low interest FSRRuNd.

A Fromour field researchthe total production costof one planting cycleof 1 A If afarmer hasno accesgo externalcredit but hassome personalfundsto
acre land of soyabean was GHS65,000 (operating/variablecost) and GHS invest in the soya bean production, the 5-year NPVis estimatedto GHS
43,200 (Fixedcost) 50,619 with an averageannual Return On Investment (ROI)of 35.2% per

1000 broiler poultry. Usingthe FSRRnterest free credit (with NPVof GHS
138927 per 1000 birds) and FSRHow interest credit (with NPV of GHS
110,322 per 1000poultry birds),the incrementalNPVof the projectoverthe
Do Nothing Situationis between GH39,702 and GH38,308 (dependingon
the levelof FSRhterestsubsidy)

Creditfunded farmer vs FSRRunded

A Evenif afarmer hasaccesdo externalcredit at marketrate, the 5-year NPV
of the broiler poultry farm is estimatedat (6,592) due to the highintereston
loan (36%9. We noted from the field that, no body wantsto gointo broilers
today becauseof cheapersourcesoverseers In comparisonto the FSRP
interest free credit (with NPVof GHS138927 per 1000 poultry birds) and
FSRHMow interest credit (with NPVof GHS110,322 per 1000 poultry birds),
the incrementalNPVof the project overthe Do Nothing Situationis between
GHSL16914and GHSL45519(dependingon the level of interestsubsidy)

A TheFSRRundingd O K S findrialbenefit is therefore expectedto exceed
the financialresultof not establishinghe scheme

Funding Mechanisms for Agriculture value chains - Ghana Ministry of Food And Agriculture
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Economic Analysis | Poultry (Broiler) Value Chain

The ProposedFundingMechanismsare expectedto bring a lot of relief to farmersin the affected districts, where broiler poultry
plantationcontinuesto be on subsistentbasisinsteadof plantingfor commercialurposesdueto lackof capitalandinputs. Giventhe
importanceof the commodityin the Ghanaall actorsof the valuechainwill benefittremendously

Do Nothing Scenario - Loan-funded Poultry (Broiler) farmer

GHS

Years
CF 0 1 2 3 4 5

| Operating revenue 1.05 260,426 276,833 300,364 327,096 359,151
Total inflows

Labour costs 0.95 (34,001) (36,143) (39,215) (42,705) (46,890

Operating costs 0.95 (100,236) (106,551) (115,607) (125,896) (138,234

Indirect taxes 0.00 - - - - -

Loan interest n/a - - - -

Initial investments n/a (70,920) (50,726) (55,038) (59,936) (32,905)

Total Outflows

(70,920) (184,963) (197,731) (214,759) (201,506) (185,124)

Net Cash Flow

(70,920) 75,463 79,102 85,605 125,590 174,027

Economic rate of Return
Economic NPV

114.39
164,790

GHS

Proposed Scenario - FSRP Soft Loan-funded Poultry (Broiler) farmer

Years

CF 0 1 2 3 4 5
| Operating revenue 1.05 273447 290,674 315382 343,451 377,109|
Total inflows

Labour costs 0.95 (34,001) (36,143) (39,215) (42,705) (46,890
Operating costs 0.95 (95,224) (101,223) (109,827) (119,602) (131,323
Indirect taxes 0.00 - - - - -
Loan interest n/a - - - -

Initial investments n/a (70,920)  (50,726)  (55,038) (59,936) (32,905)

Total Outflows

(70,920) (179,951) (192,404) (208,978) (195212) (178,212)

Net Cash Flow n/a

(70,920) 93,496 98,271 106,404 148,239  198,89¢

Economic rate of Return
Economic NPV

139.59
214,300

Funding Mechanisms for Agriculture value chains

- Ghana

EconomicAnalysis& Impactof proposedFundingMechanism

A Theentire soyabeanvalue chainis generallyworth the FSRRnvestmentas

the increasein economicactivity asa result of the project will leadto much
more positive externalitiesand leadto an improvedstandardof living for all
actors

Theincrementaleconomicvalueis estimatedat GH$49,510per 1000poultry
birdsoverthe Do Nothingsituation We adoptedthe financialinterestrate of
the funds asour establishedsocialrate of discountthat realisticallyreflects
aninvestmentalternative(opportunity cost)for the government

The ConversionFactors(CF)refer to the multipliers usedto convert from
marketvaluesto valuesto economicvalues Generally positive externalities
increaseconversionfactors The CF(Consultantassumed5% in in revenue
and5%decreasen cost)are basedon the followingreasons

o CFappliedto revenue representsthe ability of farmersto sell at
better pricesthroughthe funding Schemeo reflectthe real valueof
the products

o CFappliedto wagesreflectsthe presenceof high unemploymentin
these areas, which would push people to work for lower than
marketwages

o CFappliedto investmentsand operatingcostsreflectsthe presence
of high transport costsand geographicalifferential pricesof farm

inputs that makethe LINR R dzérke(p#ce overestimateits social
value

0 We deductedthe indirect taxes(21.75% VAT&NHILjrom all inputs
that qualify for indirect taxesandthe interest on the loanto reflect
the economicvalueof the inputs.

Ministry of Food And Agriculture
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Proposed Funding Mechanism| Our choice

Literature Review Appendices

Our proposed Option is not without risks but we have proposed a mitigation strategy to manage the risks

Grant

Subsidy (Seed and
Interest rate)

MAIZE
Associations

Credit Guarantee

Funding Mechanisms for Agriculture value chains

Village Savings and Lo¢

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

-Allocation of seed subsidy to wrong
actors who may not use the subsidy fi
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Political intereference

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Political interference

- Ghana

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Stagger the payment of grants and subsequent grants shc
be based on performance appraisal of initial grants

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAs

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants shot
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm
-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact o
the FSRP.

-The Consultant recommends more subsidie
experienced farmers, existing farmers, wome
and deprived actors to achieve optimum imps
of the FSRP.

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3

associations should be dominated by womer
start-ups, deprived communities, actors with
-The Consultant recommends that FSRP shc
provide only partial credit guarantee to reduc
the impact of default.

Ministry of Food And Agriculture
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Our proposed Option is not without risks but we have proposed a mitigation strategy to manage the risks

Products

Funding Mechanism

Mitigation actions

Gender / Deprived support

RICE

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants shc

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact 0

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Political intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

Interest rate)

actors who may not use the subsidy f
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Political intereference

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

experienced farmers, existing farmers, womg
and deprived actors to achieve optimum imp¢
of the FSRP.

Village Savings and Loz

-Use of funds for other purposes inste

-Careful appraisal and diligence in the formation of the

The VSLA will be categorised under three Ti

Associations of the stipulalted purpose of the FSRF associations 1. Tier 1 - Low interest fund

-Mismanagement of funds by -Adequate education on the operations on VSLAs 2. Tier 2 - No interest fund

associations -Set guiding principles for beneficiaries to follow 3. Tier 3 - Grant fund

-Risk of default by members -Strict periodic post funding monitoring of actors

-Palitical intereference -Stagger the payment of funds and subsequent grants sho| The Consultant recommends that the Tier 3
be based on performance appraisal of initial funds associations should be dominated by womer
-Disconnect the FSRP from similar projects of the governm| start-ups, deprived communities, actors with

Credit Guarantee -Use of funds for other purposes instg -Careful appraisal and diligence in selection of actors -The Consultant recommends that FSRP shg

of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Political interference

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains

- Ghana
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Products

Funding Mechanism

Mitigation actions

Gender / Deprived Support

SOYA

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants shc

-The Consultant recommends more grants w
additional guidance to help women and
deprived actors to achieve optimum impact o

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Palitical intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

Interest rate)

actors who may not use the subsidy fi
its intended purpose
-Mismanagement of funds by
beneficiaries as recovery rate is zero
(free money)

-Palitical intereference

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

experienced farmers, existing farmers, wome
and deprived actors to achieve optimum impg
of the FSRP.

Village Savings and Log
Associations

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Palitical intereference

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAS

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants sho
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3
associations should be dominated by wome
start-ups, deprived communities, actors with

Credit Guarantee

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Risk of default by beneficiaries
-Palitical interference

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-The Consultant recommends that FSRP shg
provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains

- Ghana
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Products

Funding Mechanism

Mitigation actions

Gender / Deprived Support

POULTRY

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by

-Careful appraisal and diligence in selection of actors
-Set guiding principles for beneficiaries to follow
-Stagger the payment of grants and subsequent grants sha

-The Consultant recommends more grants W
additional guidance to help women and
deprived actors to achieve optimum impact o

Grant beneficiaries as recovery rate is zero| be based on performance appraisal of initial grants the FSRP.
(free money) -Strict periodic post funding monitoring of actors
-Political intereference -Disjoint the FSRP from similar projects of the government
Subsidy (Seed and | -Allocation of seed subsidy to wrong | -Careful appraisal and diligence in selection of actors -The Consultant recommends more subsidie

Interest rate)

actors who may not use the subsidy f
its intended purpose
-Mismanagement of funds by
beneficiaries

-Political intereference

-Set guiding principles for beneficiaries to follow

-Stagger the issuance of subsidy. Additional subsidy shoul
based on performance appraisal of initial subsidies

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

experienced farmers, existing farmers, wome
and deprived actors to achieve optimum imp:
of the FSRP.

Village Savings and Lo
Associations

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRF
-Mismanagement of funds by
associations

-Risk of default by members

-Political intereference

-Careful appraisal and diligence in the formation of the
associations

-Adequate education on the operations on VSLAs

-Set guiding principles for beneficiaries to follow

-Strict periodic post funding monitoring of actors

-Stagger the payment of funds and subsequent grants shol
be based on performance appraisal of initial funds
-Disconnect the FSRP from similar projects of the governm

The VSLA will be categorised under three Ti
1. Tier 1 - Low interest fund

2. Tier 2 - No interest fund

3. Tier 3 - Grant fund

The Consultant recommends that the Tier 3
associations should be dominated by womer
start-ups, deprived communities, actors with

Credit Guarantee

-Use of funds for other purposes inste
of the stipulalted purpose of the FSRH
-Risk of default by beneficiaries
-Political interference

-Careful appraisal and diligence in selection of actors

-Set guiding principles for beneficiaries to follow

-Amount of guarantee should be based on standard factors
the historical performance, existing businesses, etc

-Strict periodic post funding monitoring of actors

-Disjoint the FSRP from similar projects of the government

-The Consultant recommends that FSRP shg
provide only partial credit guarantee to reduc
the impact of default.

Funding Mechanisms for Agriculture value chains

- Ghana
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Literature Review | Global value chain analysis

Globallytwo of the mostcommonmeansof financingsoybeandor tradersare receivabledinanceand securedfinancing

A Theglobalvaluechain(GVC)rameworkis usefulto identify opportunitiesfor,
and bottlenecks to, upgrading and development of capabilities in global
industries It providesa methodologyfor tracing patternsof valuecreationas
well as understanding power and governance across the full range of
economicactivities within an industry. It does so by exploringthe linkages
amongstgeographicallydispersedeconomicactivitiesand actors (Gereffiand
FernandezStark,2011).

A Specifigpatterns of governancecanbecomea hindrancefor the buildingup of
innovation capabilities (Lema et al, 2018. The ability of local producers
within the GVCto engagein different forms of upgradingcan be constrained
by the waysin which local firms are inserted into the GVCand the power
asymmetriedetweenthem, leadfirms and other actors

GlobalSoyabeanvaluechain

A The total world production for soybeansin 2020 was 353463735 metric
tonnes, up 5.1% from 336,329,392 tonnes in 2019 Brazil was the largest
producer, accountingfor 34% of world production, followed by the United
Statesat 32%.

A The global soybean supply chain is a prime example Accordingto the
Observatoryof EconomicComplexity,in 2016 soybeanswere the 50th most
traded of 1,238 productsglobally,yieldingUS51.7 billion of exports,with US
and Brazil having the largest shares (U$22.8 billion and US$19.4 billion,
respectively) In the globalsoybeansupplychain, pre-productionis related to
inputs from supplyingindustries (e.g., seed, agrochemicalsand machinery
companies)and financialinstitutions. The postproduction stageis composed
of warehousing(e.g., cooperativesand traders), processingindustries (e.g.,
grain transformation, animal feed, and vegetal oil production), logistics
(distributionto internal and externalmarkets)and consumption(Robertiet al.,
201

Fundina Mechanisms for Aariculture value chains - Ghana

GlobalSoyabeanvaluechain

A Sitting between these pre-production and post-production stages,producers

are often vulnerabledueto higheconomicindebtednesqPujari,2011; Gerber,
2014 asthey try to keep up with technologicalinnovationsin inputs and
managementand experiencereducedbargainingpower over both inputs and
outputs in a globalizedmarket Thissituation can lead producersto become
tied to an & I 3 NA QidkESi- dRdskfof sEuctural conditions shaped by
international political and economic processesthat produce a negative
feedbackcycle of investment and debt driven by the need to incorporate
technologyandscientificadvancesnto productionprocesseg¢Ward,1993).

Soybeanproduction in Brazilhas expandedsincethe 1970 and occupiesan
areaof approximately35 million hectares,comprisinga third of the total area
of global soybeancultivation (CONAB2018. Recentexpansionduring the
twenty-first centuryhasbeendrivenby the globalappetite for meat (soybeans
is used as an animal feed source)and the increasedpurchasingpower of
consumersin emergingeconomiessuchas China(Pinazza2007 Silvaet al.,
2017).

Economicand institutional players (e.g., traders, public researchagencies)
have also influencedexpansionof the crop in Brazil,not only by stimulating
the increase of soybean planted area but also investing in farm credit,

subsidies|ogisticsand marketchains(Steward 2007 Wesz 2016). Asaresult,

Brazilhasincreasedthe number of soybeanproducersengagingn this global
market, asobservedby the exportsto Chinaand other countriessince2000s

(Silvaet al., 2017). Concomitantly,there has been consolidationof private

companiesdevelopingand marketing seeds,agrochemicalge.g., fertilizers,

pesticides)and dominant in the commoditiesmarket (Oliveira,2016 Wesz

2016 Westengeret al., 2019).

Globally,two of the most commonmeansof financingsoybeansfor traders
arereceivabledinanceandsecuredfinancing
Ministry of Food And Agriculture
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Literature Review | Global value chain analysis

The main sourcesof formal rural credit for smallholderfarmers are the credit unions, microfinance/savingand loans, and rural
banks In general,agriculturalcredit from financialinstitutions (Fl)is severelimited for maizesmallholderfarmers

GlobalMaizevaluechain GlobalMaizevaluechain

A The world's total maize production was estimatedat 1.05 million thousand A Mistrust, information gapsand weak control measuresimpede maize credit

tonnesin 2020 The United Statesof Americais the top country in terms of
maize production in the world. As of 2020 maize production in the United
Statesof Americawas 360,252 thousandtonnesthat accountsfor 34.28% of
the world's maize production Thetop 5 countries (others are China,Brazil,
Argentina,and Ukraine)accountfor 74.86%o0f it.

A Thenature of the demandfor maizeis also changing Maize is an important
food crop but over the past decade,its demandas livestockfeed has grown
tremendously Thishaslargelybeendriven by rapid economicgrowth in highly
populated regions in Asia, the Middle Eastand Latin America leading to
increaseddemand for poultry and livestock products from more affluent
consumers Maize is also a key ingredient in animal feed and is used
extensively in industrial products, including the production of biofuels
Increasingdemand and production shortfalls in global maize supplieshave
worsenedmarketvolatility and contributedto surgingglobalmaizeprices

A With increasingdiversificationof maize demandand utilization, global trade
hasbecomeanimportant strategyfor overcomingproductionshortfalls Maize
is the second most widely traded cereal after wheat Annual exports,
estimatedat about 90 million metric tons, mainly from North America(USA),
EasternEurope (mainly Ukraine) and South America (mainly Argentinaand
Brazil)meet the growingdemandfor maizeimports in Mexico, North Africa,
EastAsia,and West Asiaand SouthEastAsiaamongthe developingcountries
andJaparand Canadaamongthe highincomeeconomies

Funding Mechanisms for Agriculture value chains - Ghana

cooperation Achievingcooperationin the maizevalue chainfor credit access
is a complex process This is becausevalue chains represent interactive
processesbetween diverse actors, of different perspectives,interests, and
positionswhichleadto intendedand unintendedoutcomes(VanWoerkumet
al., 2011). As such, successfulalue chain cooperation has been arguedto
require evidenceof clearbeneficialoutcomesto multiple actors (Perezet al.,
2010 andabondof trust betweenactors(Miller and Jones2010.

Themain sourcesof formal rural credit for smallholderfarmersare the credit
unions, microfinance/savingsand loans, and rural banks In general,
agriculturalcredit from financialinstitutions (Fl)is severelylimited for maize
smallholderfarmers

Due to smallholderfarmer lending defaults Generally,FiIsprefer to provide
farmer group credit through a respected trader, project, or farmer
organizationto sharepart of the risksand monitoring Flloan officersare only
able to visit farms once or twice per season Before loans are provided,
farmers have their farms and homes visited, and debt status checkedwith
other financialinstitutions. Whenoperatingin groups,farmersusuallyserveto
monitor and pressureeachother to repayloansunderjoint liability terms.

Ministry of Food And Agriculture
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Literature Review | Global value chain analysis

The main sourcesof formal rural credit for smallholderfarmers are the credit unions, microfinance/savingand loans, and rural
banks In general,agriculturalcredit from financialinstitutions (Fl)is severelimited for maizesmallholderfarmers

GlobalRicevaluechain GlobalRicevaluechain

A Riceis one of the most valuablecerealcropscultivatedand consumedall over A Toensurethat farmers are not left behind in the shift to regenerativefood

the world. Chinais the world leadingcountry for rice paddy production As of
2021, rice, paddyproductionin Chinawas 214 million tonnesthat accountsfor
27.18% of the world's rice, paddyproduction Thetop 5 countries(othersare
India, Bangladesh]ndonesia,and Viet Nam) accountfor 71.63% of it. The
world's total rice, paddy production was estimated at 788 million tonnesin
2021

Most rice farmers in irrigation schemesdo not have sufficient financial
resourcesof their own to exploit their holdingsfully. Without a functioning
systemof seasonatredit, thosewho haveaccesgo rain-fed farmlandtend to
divert their labor resourcestowards these crops and to reducethe area of
irrigated rice they cultivate. An alternative responseis to reducethe level of
inputs and so the costsof rice farming, by applyinglower rates of fertilisers
andusingtheir own seeds

The lack of an effective and accessiblesystemof seasonalcredit for poorer
farmers, allowingthem to managerisk, limits their potential to make use of

the irrigated land. Asthe land was developedat great costto governments,
this impacts negativelyon the overall return on investment It also leadsto

increasingdifferentiation between producers,as those who canfinancetheir

farming operationstake advantageof those who cannot, by taking over their

holdings through unofficial rental arrangements Governmentpolicy cannot
ignorethe issueof accesgo seasonatreditandto inputs.

Funding Mechanisms for Agriculture value chains - Ghana

systems,a mix of funding sourcesand instruments is required, the most
catalytic being longterm patient capital and de-risking using concessionary
finance and technicalassistance Together,these efforts is to transform rice
production ¢ which currently emits more greenhousegaseshan the aviation
industry¢ into a sustainableagrifoodsystem

Themain sourcesof formal rural credit for smallholderfarmersare the credit
unions, microfinance/savingsand loans, and rural banks In general,
agriculturalcredit from financialinstitutions (Fl)is severelylimited for maize
smallholderfarmers

Accordinglytwo new finance tools developedare a blended finance facility
designedwith fundsfrom the GlobalEnvironmentFacility(GEFpandis piloted
in BangladeshCambodiaand Viethnam Thefacility aimsto catalyzepublicand
private fundsfor climateresilientrice farms, valuechainsand livelihoods The
approachis to designthe T I O Aifiteégrated@idancingmechanism,develop
local and national stakeholdercapacitiesand establishimpact monitoring of
the facility.

Ministry of Food And Agriculture
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Literature Review | Global value chain analysis

It has been establishedthat smallholderpoultry farmers within the within Africa, in particular accesseccredit facilities for their
poultry businesgnainlyfrom informal sourcessuchasrelatives,friends,traders,moneylendersamongothers.

GlobalPoultry valuechain

A Chinaisthe top countryin terms of poultry meat domesticsupplyin the world.
As of 2020 poultry meat domestic supply in Chinawas 22,718 thousand
tonnesthat accountsfor 17.74% of the world's poultry meat domesticsupply
Thetop 5 countries(others are the United Statesof America,Brazil,Mexico,
and RussianFederation)accountfor 48.16% of it. The world's total poultry
meatdomesticsupplywasestimatedat 128 085thousandtonnesin 2020

A Poultry production is part of a long integrated value chain that includes
backwards linkages to agriculture (production of maize and soya), the
processingof these into feed (required for energy and protein needs),the
growingof chickensandthe slaughteringpackagingdistribution and retailing
of the final product Thismeansthat the industry has significantemployment
andincomemultipliersinto the rest of the economy

A Growing the poultry value chain requires development of a number of
different capabilities This includes capabilitiesin agricultural production ¢
growing sufficient maize and soya competitively ¢ as well as capabilities
related to production of poultry ¢ productive breedsfor broiler production
technically efficient broiler production at scale large scale investment in
production facilities and technicaland organizationalcapabilitiesrequired in
commercial poultry production Furthermore, there are competencies
requiredin servicedoo (logistics)

A Goodagricultural (Poultry) businesspracticesis capital intensive It hasbeen
determined that the agricultural enterprisesthat make Good Agricultural
Practices(GAP)have increasedtheir market share and economicefficiency
(Séylerand Atli, 2018. AlthoughmT LJPayid @&y (2018 emphasizedthe
contribution of farm mechanizationin farming system, including poultry
production system,a mechanizedooultry farmingis capitalintensiveand thus
requirescreditfinancing

Fundina Mechanisms for Aariculture value chains - Ghana

GlobalPoultry value chain

A Inthe light of this, different governmentsin the world offer different types of

loans,guaranteesand other supportingmeasuredo facilitate thesesmallscale
agribusinessesiccessto capital Evidencefrom empirical studies show that
debt financingof poultry agribusinessess associatedwith short duration to
guaranteepay-off (Abereijoand Fayomj 2005. Furthermore,banksin many
developing countries prefer to lend to other sectorsto the detriment of
poultry firms expectedreturn andrisk (Levitsky 1996).

It has been establishedthat smallholderpoultry farmers within the within
Africa,in particular accessedredit facilitiesfor their poultry businessmainly
from informal sourcessuch as relatives, friends, traders, moneylenders,and
Rotating Savingsand Credit Association(ROSCAxmong others. Also, smalt

scalepoultry ¥ I NJ&adedxa credit facilitiesis largelyaffectedby F | N S NID 2

individual factors such as educationallevel, size of household,size of farm,
membershipof farm basedorganizationand saving Challengesncludedhigh
interest rate on loans, high administrative and insurance costs on credit
facilitiesfrom financialinstitutions, lackof collateralsecuritiesto secureloans,
low educationalbackgroundand lack of managementskills were the main

bottlenecksthat impeded smallholderpoultry farming K 2 dzi S Kgds&Q a

creditfacilities

Ministry of Food And Agriculture
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Literature Review | Global value chain analysis

We havepresenteda review of selectedcountry specificcasestudieson agriculturevaluechainfinancing

Morocco

A Agricultural activities are a key contributor to Morocco'seconomy In 202Q
agriculture, forestry, and fishing sector accountedfor 12% of the GDP,the
secondhighestvalueaddedin North Africaafter Algeria Moroccohasaround
30 million hectaresof agriculturalland area About 21 million hectaresare
under permanent meadowsand pastures,while sevenmillion hectaresare
arableland. Accesdo financingand investmentresourcess perhapsthe most
important constraintfacingfamily farmers Creditto agriculturein Moroccois
about 7.4% of agriculturalGDP while overallcredit to the economyis 65% of
total GDP Thisshowsthat I 3 NA O dehaie dzNidaudzigis extremely low

Morocco

A

A

comparedto | 3 NA O dzbiniiiiaiaBt@the economy! 3 NA O dehatedzNB Q a

credit (adjustedfor its contributionto GDP)is nearly nine times lessthan the
average for the whole economy Existing financial institutions, credit
instruments and bank proceduresare ill-adapted to the needs of family
farmers Farmersare not able to provide the kind of guaranteesthat banks
require to lend, sincemany family farmersdo not have notarizedland titles.
Theamountsof credit required by individualfamily farmersare usuallysmall
andare not of interestto banks Moreover,manybanksconsideragricultureto
be too riskyand prefer not to lendto it.

A Moroccoto addressthe financingissuesdecisivelyintroducedsubsidies State
financialaid and grantsfor the benefit of farmersandinvestorsin agriculture
It names the Agricultural Development Fund (FDA) as the institution
responsiblefor the implementationof this financialassistanceThe Moroccan
authorities took a most audacious action to ameliorate the financing
difficulties faced by farmersand investorsin agriculturewhere PMV proposes
direct financingof farms With this arrangement farmerscould obtain inputs
financing, advanceson crops and other types of loans tailored to their
financingneeds

Funding Mechanisms for Agriculture value chains - Ghana

Agricultural financing policies in Morocco are focused on the smallholder
farmers The obvious reason, based on the findings of MateosRoncoand
GuzmanAsuncion(2018) ¢ discussedunder fallout in food insecurity( is that
the smallholderfamersare the hardesthit by dearth of financefor agricultural

production In Morocco,the ¥ Y 2valderableT I NI éhiNBNIIZBE- LodzE | 0 A 2

makethe beneficiariesf agriculturalfinance

The Green Morocco Plan (PMV) highlights two main strategic issuesin
financing agricultural production in Morocca Of utmost concern to the
authorities and lendersis the high risk of agricultural production Thisissue
shouldideallybe treated asa givensinceit tendsto be a universalproblem of
agriculturalfinancingall over the world. However,emphasizingt in the policy
documentreflects concernabout possiblefood insecuritydisasterit portends
for the country. It would seem that PMV is a decisive policy response
fashioned to cushion the blow of risk aversion tendenciesin agricultural
financing Financingfor agriculture in Morocco is yet fraught with the
challengeof fragmentationof land structures The PMVsituatesthis strategic
issuein difficulty which aggregatedfarmers have in benefiting from modern
techniques of agricultural financing Due to this the risk challenge of
agriculturalinsuranceis seriousand evidentin the empiricalreview of riskand
risk-takingorientationsof the farmersandinsurers
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Brazil Brazil

A In Agricultural Financing,although there is a multitude of programs, the A Theprincipalfinancialagentfor PRONAIS the Bankof Brazil(Bancado Brazil),

biggest programsare PRONARNd PRONAMPwhich aim to support small
family farms and mediumsized producers,respectively Fundsare primarily
channeledvia public banksto earmarked beneficiariesat capped interest
rates Thegovernmentprogramsare the mainsourceof rural creditand about
half of the farmers that have a loan, have obtained this loan through
government programs However, in recent years the number of farmers
obtaining credit through public programs has declined, Credit is very
concentratedin a smallnumber of large farms and products, while the vast
majority of smallfarmsreceivesonly a smallshareof total credit. Themarket
based instruments, such as agricultural letters of credit, are gaining
importance especiallyfor largefarms

NJ Tpdlidiestar the poultry valuechainhaveincludedsubsidizectredit for
farmersaswell aspoultry producers The NationalRuralCreditSystem(SNCR)
was establishedin 1965 with the purpose of providing rural credit at low
interestratesto help producersfinanceagriculturaloutputs and machinery as
well as operating costs and product marketing Three key objectivesof the
rural credit policy createdin 1965 remainin effect today (Lopezand Lowery,
2019: i) accessto credit at below-market interest rates ii) the legal
requirementthat banksdevote a portion of their checkingdepositsto rural
creditlines andiii) smalland family farmersbenefit from evenlower interest
ratesby targetedcreditlines

Evidencen the literature hasshownthat governmentdriven lendingthrough
public banks (half of rural credit lending volume in the country) is
concentratedin a smallnumberof largeand more establishedarms Amongst
private banks, earmarked loans are smaller than free-market loans, are
focusedon clients with a longer credit relationship,and finance loans with

better creditratings

Funding Mechanisms for Agriculture value chains - Ghana

which has an extensivenetwork of branchesthroughout the country and a
long tradition of working with rural credit When PRONARvas launched,its
nominalinterestrate rangedfrom 16 to 12% but interestrateshavegradually
been lowered, and in 2015 costingand investmentlines started at a rate of
2.5% to 5.5% per annum Interest rates are much more attractive than
commercialrates and have been a strong stimulus for family farming The
poultry sector is well-supported as far as accessingexport markets are
concerned Poultry LINE R dz@l&idiEh{p with governmenthas been built
through the industry association,and this is the forum through which
engagementwith governmentoccurs Poultry producersreceiveassistancen
the form of tax exemptions(the drawbackpolicy),and programsthat provide
cashadvancedor export sales The drawbackspolicy hasbeenimportant for
stimulatingexports It consistsof the suspensioror eliminationof taxeslevied
on inputs usedin exportedproducts,thus actingasan incentivefor exportsby
reducing the cost of producing exportable products (and making these
productsmore competitivein the internationalmarket) (UBABER012

A Themajority of rural credit is for short term working capital financing, with

limited longer term investment financing, which is critical to support
agriculture expansion,and particularly sustainable agriculture Long term
financing is low, due to several reasons,including inter-alia, the historic

macroeconomicvolatility, 0 I y Jadkf longterm funding, and ¥ I N a Q

difficulty to comply with environmentalregulations Long term financingis
particularly relevant to support the capital investment needed for the
adoptionof sustainableagricultureproductiontechnologies
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SouthAfrica Taiwan

A Broiler production by contractgrowersin SouthAfricahasincreasedover the A ¢ I A ¢ agsicQitareis characterizedby smallscaleand intensivenessas well

yearsand is currently at approximately 60-80% of total broiler production
(Bosiuet al., 2017). Theentry of contract growershasbeen partly facilitated
by the sale of the poultry farms by the major poultry producersto new
contract farmers, for example,DaybreakFarmssold off sevenof its farmsto
black poultry producers The shift towards a greater reliance on contract
growing has largely been as a result of an increasingdesire by the major
poultry producersto shift costsassociatedwith owning large piecesof farm
landfrom themselvego the contractgrowers

Contractgrowingcreatesopportunitiesfor entry giventhe low costof capital
requiredto start up in comparisonwith other stagesof the valuechainwhich
require a significantlyhigher level of expertise The increasingprevalenceof

contract growers is also important in the context of inclusive growth.

However,despite the opportunities created by contract farming, to become
effectivecompetitorsentrantsstill needto enter at multiple levelsof the value
chainfor verticalcoordinationandto leverageinputs. Theentry of GrainFields
Chicken(GFClllustratesthis. Thismay not be the caseif accesso breeding
stockand competitivefeed wasavailableat fair terms (discussedbelow).

Funding Mechanisms for Agriculture value chains - Ghana

as its very best traditional agricultural cultivation technologicalbasisin the
world. Improvementsand developmentsin agricultural industries, and the
promotion of agriculture biotechnologyfor entrepreneurial operations and
industrial managementin agribusinessare major strategic objectivesof the
Councilof Agriculturein Taiwan Taiwaneseggovernmenthasbeencommitted
to the counselingand promotion of the agriculturalbiotechnologicaindustry.
Infact, ¢ | A & agsicQtaraltechnologicaldevelopmenthasgreat advantages
and a solid foundation for the developmentof biotechnologyindustriesusing
agriculturalmaterials

With solid backgroundn agriculture, Taiwanhasthe potential for agricultural
RandD capabilitiesandtechnologiesaswell asgovernmentaicommitmentto
the promotion of agriculturaltechnologyupgradesand transitions With the
active developmentof local niche commoditiesto enhancecompetitiveness,
¢ I A ¢ agyibGsinessontinuouslyproducesbreakthroughsin product R and
D and technological developments for great achievements in the
biotechnologicalindustry, and thus, timely accesgo financinghasbecomea
keyfactor of success

Accordingto the statistics of Taiwan Institute of EconomicResearchthe
funding of Taiwanagriculturalbiotechnologicacompaniesmainly comesfrom
individual investors, which accounts for 63.10% followed by domestic
companies (23.80%) and governmental funding (1.90%), while foreign
investmentandventurecapitalsourcesare less

¢ I A ¢ agyibQsinesshas a traditional operationalmode of small scale,and
most agricultural biotechnologicalcompaniesare located sparsely,and thus,
arerelativelylackingthe characteristic®f industrialclusters
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