Finance for Food

Doris Köhn
Editor

Finance for Food
Towards New Agricultural and Rural Finance

Editor
Doris Köhn
Member of the Management Commitee
KfW Development Bank
Frankfurt am Main
Germany

ISBN 978-3-642-54033-2
ISBN 978-3-642-54034-9 (eBook)
DOI 10.1007/978-3-642-54034-9
Springer Heidelberg New York Dordrecht London
Library of Congress Control Number: 2013958385
© The Editor(s) (if applicable) and the Author(s) 2014. The book is published with open access at
SpringerLink.com.
Open Access This book is distributed under the terms of the Creative Commons Attribution Noncommercial
License which permits any noncommercial use, distribution, and reproduction in any medium, provided
the original author(s) and source are credited.
All commercial rights are reserved by the Publisher, whether the whole or part of the material is
concerned, specifically the rights of translation, reprinting, re-use of illustrations, recitation,
broadcasting, reproduction on microfilms or in any other way, and storage in data banks. Duplication
of this publication or parts thereof is permitted only under the provisions of the Copyright Law of the
Publisher’s location, in its current version, and permission for commercial use must always be obtained
from Springer. Permissions for commercial use may be obtained through RightsLink at the Copyright
Clearance Center. Violations are liable to prosecution under the respective Copyright Law.
The use of general descriptive names, registered names, trademarks, etc. in this publication does not
imply, even in the absence of a specific statement, that such names are exempt from the relevant
protective laws and regulations and therefore free for general use.
The manuscript of this book was completed in 2013
Printed on acid-free paper
Springer is part of Springer Science+Business Media (www.springer.com)

Preface

It is a shocking fact that in today’s world one billion people do not have access to
sufficient food. In spite of manifold efforts by local actors, civil society, governments, and the international community, hunger remains the most striking and
visible development issue in many countries of the South.
The global supply of food, however, is largely sufficient to feed the world’s
seven billion people. So far, agricultural production has been able to cope with our
exponential demographic growth. And most experts are confident that further
population growth – even the estimated peak of nine or ten billion people – can be
accommodated by an increase in global food production.
However the success story called “the green revolution” has its price. Turning
more and more land into soil will have severe environmental consequences, like
water shortages, the concentration of toxic elements, deforestation, loss of biodiversity, erosion, and more. Moreover, these negative trends will be aggravated by
climate change. Nevertheless, the fundamental issue is not availability of food but
the accessibility of available food – both in physical (transport, storage, etc.) and
in economic (purchasing power of the poor) terms.
Another promising way to limit the growth of the agricultural production required to feed the world is the reduction of post-harvest losses. Whereas the
causes and challenges of developing countries are widely discussed and well
known (e.g. transport and storage facilities), one should not forget that equally serious post-harvest losses occur in the North: not at the field site but on the supermarket shelves and in our refrigerators.
In view of this, the extent of increasing agricultural production might be debated. Eventually, it could be much less than the FAO estimated 70 percent required rise in output until 2050. There is no doubt, however, that food production
in general must grow significantly in the next decades.
The question is: Where (and how) should this happen? Where is the potential?
Many of the poorest countries, especially in Sub-Saharan Africa, possess large reserves of arable land and untapped water resources. Crop yields are generally far
below those of other continents and irrigation is limited to six percent of cultivated
area (Asia: 37 percent).
The growing private investment in African agriculture proves that land and water are valuable assets, especially in these times of high commodity prices. In view
of the challenges, this trend is welcome in spite of some undesirable cases of “land
grabbing.” Agriculture and rural infrastructure had been suffering over years from
under-investment, especially in Africa, and cannot be developed with public funds
alone.
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Alongside increasing private investment in agriculture, governments with support of the development finance community have reversed the trend and are now
allocating substantial funding to agriculture and rural development. The multidonor L’Aquila Food Security Initiative, launched in 2009 with financing of US$
22 billion over three years, might be the most prominent example.
It is a fact that because of widespread poverty in rural areas and the labourintensive nature of agricultural production, growth in agriculture will do more to
reduce poverty and hunger than growth in any other sector of the economy. In particular, improving the productivity of small-scale farmers, and connecting them to
the market, is largely considered to have the highest potential for increasing food
production and supply. It could significantly increase the income of the poor.
The flow of investment into agriculture – both from private and from public
sources – is definitely more generous today than in the past. Still, significant bottlenecks remain that slow investments in agriculture. For example, inappropriate
legal and institutional frameworks, as well as political instability and insecurity.
Such bottlenecks are difficult to ameliorate.
Access to capital and financial services is among the most prominent bottlenecks for small-scale farmers and processors. Yet, this can be changed. Unfortunately, many financial institutions remain extremely reluctant to engage in rural
and agricultural finance. As a consequence, not only farmers and rural enterprises
lack access to credit, but the majority of the rural population still has no access to
the most basic infrastructure and financial services.
This was the key concern of the ninth KfW Financial Sector Development
Symposium with the title “Finance for Food: Towards New Agricultural and Rural
Finance”: Identifying ways to encourage financial and physical “connectivity.” In
other words, finding ways to work for the inclusion of smallholder farmers in particular and the rural population in general that allow for accelerated agricultural
growth.

About This Book
Strengthening financial institutions in rural areas is a cornerstone for mobilizing
domestic capital through savings for future investments; it is also key to the development of a functioning financial sector that can serve the rural poor. Financial
institutions working in rural areas face numerous constraints, such as poor physical infrastructure, dispersed demand, client profiles with high price and yield risks,
scarce human capital, and limited collateral. These are some of the issues this
book will address.
This book is the result of the Symposium ”Finance for Food”. More than one
hundred leading international experts from Asia, Africa, the Middle East, the
Americas and Europe joined KfW to discuss the challenges and potentials of delivering sustainable financial services in rural areas. The participants came from
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banks, microfinance institutions, governments, international financial institutions,
academia and agricultural industry.
This book focuses on three main issues. First, institutional and process innovations dealing with agricultural risk and the use of modern technology to improve
financial services in rural areas. It starts off with an overview of the current systems, players, and different types of agricultural finance. While observing global
trends that influence agricultural production and demand, the emphasis is put on
the relevance of financial services for the rural poor. This overview is then followed by a more detailed look into the fields of process innovation, value chains,
innovative microfinance, and a case study of Access Bank Azerbaijan.
Second, these aspects are complemented by a complex examination of the distinct risks associated with agricultural finance and how to assess and mitigate
them. The successful management of agricultural finance can trigger the demand
for and the offer of new financial products. Therefore, a variety of actors such as
governments, DFIs, donors, and commercial investors are closely watching the
evolution such new products.
Third, in view of the restrictions posed by deficient infrastructure and high
transaction costs, the last part of the book focuses on possible distribution channels for reaching the rural poor with modern technology. This includes mobile
banking as well as scoring to increase efficiency and outreach in agricultural finance.
I would like to thank the German government for supporting the KfW Financial
Sector Development Symposium, the authors for their efforts in preparing the papers, and the participants for providing broad insights by looking at these topics
from very different angles. Not least, I express my gratitude to my colleagues who
organized the KfW Financial Development Sector Symposium and made this publication possible, especially Michael Jainzik, Claudia Schmerler, and Piero
Violante, for editing and overseeing the production of this publication.
September 2013

Doris Köhn
Director General, Africa and the Middle East
KfW Entwicklungsbank
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