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Blended finance can help to fill the financing gap for agriculture

HIGHLIGHTS

Agriculture is a major component of national
GDP in many developing countries, and
increased productivity in the space has an
outsized impact on reducing extreme
poverty. The annual investment gap has been
estimated at USD 260 billion.

The Convergence database has recorded 146
transactions targeting the agriculture sector
and/lor SDG 2 (Zero Hunger). This
represents aggregate committed financing of
USD 13.4 billion.

To date, blending for agriculture has focused
on agricultural inputs / farm productivity
(36% of agri-transactions) and agri-finance
most often (35%), while our interview
respondents noted the increasing
importance of climate-resilient / sustainable

agriculture (18%).

Funds are by far the most common structure
in blending for agriculture, accounting for
over half (53%) of all transactions, while
projects (12%) are underrepresented
compared to all transactions.

Agriculture transactions are typically smaller
compared to the overall market, with a
median size of USD 38 million (compared to
USD 57.1 million for all transactions).

Like the overall blended finance market, most
agri-transactions target Sub-Saharan Africa,
but these transactions are also more likely to
have a global or a Latin America focus
compared to the overall market.

Concessional debt/equity (73%) and technical
assistance funds (48%) are the blending
archetypes that appear the most in agri-
transactions.

Overall, there is a need for more funds
focused on developing innovative business
models in agriculture, which can de-risk the
entire sector and signal possibilities for the
wider agriculture market.

Agriculture is critical to the United Nations 2030 Agenda for Sustainable

Development. With_nearly 80% of the world’s poor living in rural areas,
and agriculture accounting for as much as 60% of national GDP in some
developing countries, increases in agricultural productivity have nearly
twice the impact on reducing extreme poverty as comparable increases in
industry or services. Numerous estimates have been given for the size of
the investment gap in agriculture, with UNCTAD, for example, estimating

total investment needs for food and agriculture in developing countries at
USD 480 billion annually, with a gap of USD 260 billion.

Some of agriculture’s main challenges in attracting financing relate to high
transaction cost/return ratios and information asymmetries among sector
operators and financial institutions or investors, as shared by Bettina Prato,
Senior Coordinator for the Smallholder and Agri-SME Finance and
Investment Network (SAFIN). These factors compound a series of well-
known sources of risk in the sector, particularly in loosely structured value
chains or where most operators and transactions are small-scale, as shared
by respondents from Incofin Investment Management. The COVID-19
pandemic has put self-employed, wage and informal workers at risk due to
food supply chain disruptions, limitations on movement and trade
restrictions. Rising climate-related disasters have also negatively impacted

agricultural production and food availability, with a | °C increase in average
temperatures potentially leading to a 5-10 percent decrease in the yield of

major food and cash crop species. Blended finance can help to de-risk
agricultural transactions, reducing transaction costs and attracting private
financing by improving the risk-return ratios of near-bankable transactions.

This brief analyzes how blended finance approaches have been deployed
in agriculture to date, presenting insights from interviews conducted with
key industry stakeholders. The Convergence database has recorded 146
blended finance transactions targeting the agriculture sector and/or SDG
2 (Zero Hunger). As Figure | shows, this represents aggregate committed
financing of USD 13.4 billion.

Figure |: Market size and growth of blended finance for agriculture
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ANALYSIS

Agri-inputs & agri-finance key sub-sectors; sustainable agriculture rising

Agri-transactions target agricultural inputs / farm productivity (36% of
agri-transactions) and agri-finance (35%) most often. Climate resilient
/ sustainable agriculture is another prominent sub-sector (18% of agri-
transactions), with its prominence likely to rise over time.
Respondents noted how agribusinesses are under increased pressure
to ensure sustainability within their supply chains, down to the primary
farmer. As noted by Prato: “Higher demand for sustainably sourced
products is likely to drive change in the kinds of investments we will see from
agribusiness companies and also from financial investors; climate change will
also be very important in influencing the investments that both companies
and financiers make going forward.”

Funds are most common in blending for agriculture

Funds account for 53% of agri-transactions (vs 39% of all blended
finance transactions), while projects are less prominent compared to
the wider blended finance market (12% vs 24% of all). Standardized
funds can better mobilise at scale, as noted by our Rabobank
respondents: “Project-based financing is complicated to organise, requiring
farmers’ alignment by project developers. What works better is funds making
their facilities available to local banks with retail distribution networks that
can reach local farmers.” E.g., the Acumen Resilient Agriculture Fund,
backed by USD 23 million in first-loss equity and a USD 3 million grant
from the Green Climate Fund, supports climate change-affected

smallholders in East and West Africa by funding financial service
providers, aggregators and agri-tech businesses. Blended companies
active in agriculture include Sistema Bio, which promotes the
productivity and sustainability of smallholder farmers by transforming
organic waste into renewable biogas and fertilizer. Sistema Bio has used
grants, concessional financing, and commercial debt and equity to
support its expansion.

Agriculture transactions typically smaller in size compared to market

Agri-transactions have a median size of USD 38 million (compared to
USD 57.1 million for all blended transactions); a plurality of agri-finance
transactions (26%) have been in the USD 10-25 million range, with over
half (57%) being below USD 50 million in size, compared to 44% for all
transactions. 47% of blended funds targeting agriculture were launched
in or after 2015, so there is a continued need for experimentation and
learning in the market. This means that, in an ecosystem where reaching
scale is critical, smaller funds are not necessarily an obstacle to
progress, Prato argues: “We still need to boost our knowledge of what are
the best types and combinations of capital to meet different investment needs
in food and agriculture in different contexts, while also consolidating models
that are proving to work well. There is no contradiction between the agenda
of reaching scale and consolidation in the blended finance space in food and
agriculture, and designing more blended solutions for experimentation,
learning and innovation around specific themes or impact areas.”

Data Brief: Agriculture

Figure 2: Agriculture transactions by activity
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Figure 3: Agriculture transactions by blended vehicle type
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Figure 4: Agriculture transactions by total transaction size
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Agriculture transactions more likely to have a global or Lat Am focus

Due to the prominence of funds, agri-transactions are likelier to have a
global focus (18% of agri-transactions vs 3% of all transactions). They
are also more likely to have a Lat Am focus (24% vs. 17%). With Brazil
being the world’s second-largest grain producer and exporter, an
interesting example here is Brazilian agribusiness Amaggi’s Agriculture
Supply Chain Enhancement Project. Backed in 2018 by a USD 50 million
loan from the Japanese International Cooperation Agency (JICA), the
project reinforces agricultural supply chains connecting farmers
through logistics and origination networks in the eastern region of Mato
Grosso State.

Rural communities & smallholder farmers targeted as end beneficiaries

Rural communities and smallholder farmers appear more as end
beneficiaries than as direct beneficiaries in blending for agriculture,
constituting the intended end beneficiary of 86% of agri-transactions
(versus 34% of the overall market). In contrast, rural / smallholder
farmers were the direct beneficiary of only 7% of agri-transactions, with
nearly half of all agri-transactions targeting MSMEs (49%) as direct
beneficiaries (followed by project developers / corporates, 39%; and
financial institutions, 34%). Agri-transactions are more likely than the
overall market to have women and girls as intended end beneficiaries
(23% vs 15%); e.g., the World Bank’s VWomen’s Livelihood Bond helps
female entrepreneurs in India set up or scale up their own enterprises

in a variety of sectors, including agriculture, food processing, services,
and manufacturing.

Data Brief: Agriculture

Figure 5: Agriculture transactions by target region(s)
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Figure 6: Agriculture transactions by intended end beneficiary
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Concessional debt / equity: the primary blending archetype

Concessional debt or equity has appeared in agri-transactions
at rates slightly higher than the overall market (73% vs 67% of
all), while downstream, facilities like Aceli Africa offer first loss
cover and origination incentives to lenders funding agri-SMEs.
Moreover, technical assistance (TA) plays a much more
prominent role (48% vs 32% of all). Observers have noted the
strategic role played by TA in blended finance in agri-food, de-
risking an uncertain and volatile sector by boosting knowledge
and capacity building. Examples include the Huruma Fund’s USD
2 million TA facility, focused on developing agri financial

products, conducting demand-side research, improving data
collection, and setting up risk management systems, to aid the
financial inclusion of excluded farmers in Sub-Saharan Africa.

Figure 7: Agriculture transactions by blending archetype(s)
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Every blended transaction mobilizes capital from at least one
private sector investor. Most commercial commitments to agri-
transactions have come from commercial investors (32%),
followed by DFI / MDBs (3 1%) and impact investors (24%). Top
providers of commercial commitments to agri-transactions
include FMO (Dutch DFI, 29 commitments), IFC (26), and DFC
(20). For example, FMO partnered with the UN Food and
Agriculture Organization in 2019 to back SMEs and small-scale
agribusinesses within developing countries.

Figure 8: Top providers of commercial finance to agriculture transactions
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Impact investors: the leading deal sponsors in agri-transactions

Impact investors, led by Incofin Investment Management (3), are
the leading deal sponsors in agri-transactions, accounting for a
higher proportion of agri-transactions than the market overall
(41% vs 31% of all transactions). DFls / MDBs (19%), commercial
investors (16%), and foundations / NGOs (16%) are the next
most prominent deal sponsors of blending for agriculture
(although most entities across all organization types have only
sponsored a single transaction). A plurality of deal sponsors has
been domiciled in the United States (23%), other prominent
domiciles include India (10%), Kenya (8%), the Netherlands
(8%), Germany (8%), and the UK (7%).

Figure 9: Deal sponsors by type of organization
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USAID, FMO & BMZ are top concessional funders in agriculture

Development agencies (39% vs 37% for all) and foundations /
NGOs (26% vs 22% for all) account for higher proportions of
concessional finance to agri-transactions compared to all
transactions, with DFls / MDBs lagging (25% vs 33% for all).
Grants (47%), equity (27%), and debt (17%) are deployed most
often in concessional commitments. Leading concessional
investors in agriculture include USAID (30 commitments), FMO
(29), and BMZ (21). BMZ invests around EUR 1.5 billion annually
in agriculture projects, with around one-third of this funding
going through its One World — No Hunger Initiative.

Figure 10: Top providers of concessional finance to agriculture transactions
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REFLECTIONS

Agriculture needs greater evidence on the effectiveness of
blended finance. Like the broader industry, blending for
agriculture requires efficient and effective impact monitoring of

transactions’ performance. Agriculture is highly intermediated,
with transactions typically being smaller in size and funds tending
to target MSMEs and local financial institutions directly, with
farmers targeted only as end beneficiaries. Blending is typically
happening at the fund level, where aggregation can occur at
scale. Innovation in investment strategies must therefore be
balanced against finding what works and creating simple,
replicable structures to achieve scale. The growth in digital tools
for information, which makes risk assessment and de-risking
more viable, is aiding this process, Prato notes.

Focusing on blended funds, our stakeholders suggested that
more thinking is needed on how to define and maximize impact.
For example, our Rabobank respondents note: “The question is,
how much financing have funds dispersed into agricultural projects?
There are more funds now, but not too many of them are very
experienced in funding agri-projects, working with commercial banks,
or de-risking. You have to build networks and find deals. Part of the
challenge for fund managers is that they have donors behind their
funds with very specific impact targets that are often very narrowly
defined and very complicated, making it harder to do deals.”

Our Incofin respondents stress that funds need to be flexible to
meet clients’ needs: “Sometimes matching what investors want with
what the climate and agricultural ecosystem need is difficult. For
instance, the Fair Trade Access Fund’s loans have a maximum tenor
of five years, but we’ve seen projects that are part of the development
target that the fund wants to address, whose lifecycle is longer than
that (e.g., crop renovation projects). But we've also tried to address
this by having some flexibility within the fund; we try to match the
structure specifically to the needs of the client.” Open-ended funds
continuously completing longer-term transactions offer more
flexibility than closed-ended funds in which long-term
investments can only be made until a certain year, our Incofin
respondents also note. Alternative fund structures like
permanent capital vehicles can also aid investment in areas
outside of agriculture, like gender and climate change.

Ultimately, Prato argues, de-risking investment flows in the
sector requires getting underlying markets to work better and
in greater alignment with sustainable development objectives.
Blended finance can help in several ways — as recently
documented in a SAFIN-Convergence report. From an

innovation perspective, this includes catalytic investments in
funds that support innovative business models in food and
agriculture, especially by targeting key nodes within the sector
or specific value chains that can de-risk the entire sector and
signal possibilities for the wider market. Examples include

Data Brief: Agriculture

METHODOLOGY AND NOTES

I.  Convergence’s database: Convergence maintains the largest and most
detailed database of blended finance transactions that have reached
financial close. Given the current state of information sharing, it is not
possible for this database to be fully comprehensive. We have made
efforts to capture all relevant blended finance transactions; however,
there are likely more transactions that have not been captured.

2. Scope of available data: This brief analyzes 146 blended finance
transactions targeting the agriculture sector and/or SDG 2 (Zero
Hunger). This brief also draws upon stakeholder interviews conducted
with Bettina Prato, Senior Coordinator for the Smallholder and Agri-
SME Finance and Investment Network (SAFIN); Frank Nagel, Head of
Impact Finance at Rabo Partnerships, and Agnes Johan, Head of
Blended Finance at Rabobank; and Fallon Casper, Head of Debt —
AgroFinance & Food at Incofin Investment Management, and Lia
Gonzalez, Deputy Regional Director at Incofin Investment
Management.

3.  Target regions and countries: Convergence tracks region and country
data by stated region(s) and countries of focus at the time of financial
close, not actual investment flows. Often, regions and countries of
eligibility are broader than those explicitly stated.

ABOUT CONVERGENCE

CONVERGENCE is the global network for blended finance. We generate
blended finance data, intelligence, and deal flow to increase private sector
investment in developing countries.

BLENDED FINANCE uses catalytic capital from public or philanthropic
sources to scale up private sector investment in emerging markets to
realize the SDGs.

Our GLOBAL MEMBERSHIP includes public, private, and philanthropic
investors as well as sponsors of transactions and funds. We offer this

community a curated, online platform to connect with each other on
blended finance transactions in progress, as well as exclusive access to
original market intelligence and knowledge products such as case studies,
reports, trainings, and webinars. To accelerate advances in the field,
Convergence also provides grants for the design of vehicles that could
attract private capital to global development at scale.

www.convergence.ﬁnance
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AgDevCo, a blended fund providing patient capital to African-
based agribusinesses across the value chain; Clarmondial’s
blended, open-ended Food Securities Fund (developed by
Convergence, USAID, DFC, and others), which offers
agribusinesses loans covering the entire agricultural cycle,
conditional upon ESG performance; and a new impact
investment fund for climate-smart food systems being
developed by responsAbility Investments and CGIAR, a global

research partnership focused on food security, which embeds
technical agricultural research at the heart of the fund’s design
and strategic approach.

Data Brief: Agriculture
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