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Introduction
Post-harvest credit linkages, together with improved market access, can significantly impact livelihoods
and financial inclusion of small and marginal farmers.

The Indian farmer faces many challenges in the post-harvest phase. There is a value erosion of anywhere
between 25-40% in the value realization for smallholders due to absence of basic post-harvest
interventions at their level. The figure below illustrates some of these factors that result in significant
value loss of smallholders:

ARYA works at each of these primary levels to bridge the value gap for smallholders through its Farmer
Producer Organizations (FPO) linked services. For each of these constraints there exists a solution, in many
instances, a workaround, that to a large extent bridges this value gap.
Warehouse receipt financing (WRF), as a tool for increasing credit for agriculture has gained growing
acceptance among formal financial institutions in India. The total portfolio of Indian banks under WRF
increased from under Rs.1.00 billion to about Rs.350.00 billion over the period from 2002 to 2016.
Number of participating banks has also increased significantly with even the foreign banks trying this
product out over the same period. However, the reach of this effective instrument for post-harvest credit
to smallholder farmers has been restricted. It is estimated that of the total WRF book, less than 2% is
towards smallholder farmers.
On the other hand, our experience has shown that small farmers can gain significantly if only they were
able to take the risk of holding their produce. A typical farmer could earn upwards of 20% than she
actually earned during last monsoon harvest if she was to store her commodities for 3-6 additional
months. Warehouse Receipt Finance (WRF) offered by financial institutions has enabled farmers avoid
distress sale and realize better prices for their commodities. However, this seems to have only worked for
large farmers and traders as the small and marginal farmers simply can’t afford to take the risk of prices
going down. If the prices went down, small and marginal farmers would not be able to afford the double
2|Page

whammy of the storage costs and the interest on WRF. In our experience price risk is the key reason why
small farmers would not risk participating in post-harvest financial interventions, like WRF, even if
available.
This is even as the odds of the prices reducing have historically remained relatively low, and traders and
intermediaries have traditionally enjoyed the benefit of holding the commodity post-harvest and such
financial interventions as WRF. Smallholders and FPOs tend to keep away due the risk probability
involved. Based on the analyses of price data and ARYA’s own field experience, we argue that a viable
price risk-hedging instrument for smallholders and FPOs can significantly improve their participation in
the value chain activities. If this risk perception is addressed, it will give a fillip to financial inclusion for
these small farmers, for post-harvest credit.
As has been seen, participation in such market led interventions is primarily led by successful
demonstrations. It is thus important that a mechanism be developed so as to initially encourage
smallholders and FPOs to participate. When farmers and farmer organizations realize these benefits, they
will begin to think and operate like traders – offsetting the benefits against the risk involved.
To address the above bottlenecks, the following are critical
a) Working with aggregators such as farmer producer organizations, federations of women self-help
groups etc.
b) Creating small and local storage structures
c) Mechanism for banks to reach these smallholders and their institutions
d) Mechanism for mitigating the commodity price risk perception of these smallholders and their
institutions in order to encourage them to participate in WRF. This would entail having risk capital
to underwrite the risk of the small holder farmer members
ARYA, as an agribusiness value chain integrator brings its deep experience with each of the above aspects
to offer a unique value proposition for financial inclusion, with focus on post-harvest credit, for
smallholders.

Investment in agriculture brings more impact from a gender perspective
Agriculture in India is increasingly becoming feminised as men migrate to rural nonfarm sector. Share of women in agriculture in rural areas has been increasing, with
83% of rural females engaged in agriculture as against 67% rural men.

In view of this, the interventions that improve linkage of agriculture with the market,
will undoubtedly have a deep impact on gender relations and women empowerment
by increasing returns and giving greater voice to women farmers.
WRF for smallholders and their institutions
It indeed makes sense for the farmers’ producer organizations to aggregate produce of their members
and benefit from the advantages of WRF. FPOs are in a much better position to negotiate on behalf of the
small farmers with the warehouse as well as the bank. In many ways, therefore, the farmer producer
organizations play a very useful role in improving the value realization for small farmers. Depicted below
is ARYA’s integrated model for integrating smallholder organizations into the agri-value chain.
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Step 1
Farmer sells her produce to FPO. This results in the farmer getting full and fair payment for her produce
from the FPO.
Step 2
FPO stores the commodity in a warehouse after primary processing and ARYA arranges for credit finance
from Banks against the security of stored produce.
Step 3
When FPO decides to sell the produce subsequently, the loan is liquidated and the price rise is available
for distribution among its members. Selling the produce in off-season could clearly boost the income of
farmers after paying the bank interest and storage rentals through reduction in transaction cost. With its
linkages and relationships with value chain participants, ARYA can contribute to an FPO by providing a
platform for improving its creditworthiness and support its development goals of increasing financial
access and inclusiveness. The model works with clear separation of roles among promoting agency, FPO
board, farmer members and ARYA.

The following figure depicts the implementation model diagrammatically:

ARYA has implemented parts of this model across various FPOs covering more than 50000 smallholder
farmers over the last 3 years. However, in spite of the obvious advantages associated with such an
intervention, it has been observed that farmers and their institutions are extremely wary of getting
initiated into such market led models. This is because of the risk perception of a value loss due to a
possible price reduction during storage.
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Concerns of borrowers and lenders
These perceived risks have severely restricted the penetration of WRF for smallholder farmers and their
institutions. In spite of the potential benefits of the product, FPOs have not benefitted from it due to their
own perception of price risk. On the part of Banks, they are wary of reaching out to FPOs. They are
reluctant to extend credit to FPOs, most of which don’t have strong balance sheets without practically
any credit history. There are other issues like the daily or weekly mark to market (depending on the
bank’s policies) that is performed by banks to manage price risks related to the commodity. When the
commodity prices fall below the defined threshold the Bank initiates margin call and the borrower FPO
needs to make good the loss by providing additional funds or commodity. Most FPOs are not geared to
handling the complexities involved in tracking the prices and responding to margin calls not to mention
that a number of FPOs may not even have the immediate funding required to meet the margin
requirements.
The key risks pertaining to the above stakeholders, namely, FPOs and Financial Institutions are
summarized in the table below:
For Banks
For FPOs
1. Credit Risk
1. Price Risk
a. No collateral
a. Price volatility
b. No track record
b. Leads to erosion of capital
c. Weak financials
d. Low Capital
e. Interior locations
2. Price Risk
a. Price volatility
b. Doubts on ability to maintain
mark to market margins
For any intervention to be successful in this area, it has to comprehensively address concerns of each of these
stakeholders. It is with this objective that the Price Risk Guarantee model has been conceptualized.
ARYA has co-created financial guarantee instrument with Rabobank Foundation. The subsequent sections of the
note describe the instrument in greater detail.

ARYA-Rabobank Price Risk Mitigation Tool
On the firm basis of the tenets of warehouse receipt financing structures globally, an innovative price risk
mitigation guarantee model has been co-created by ARYA and Rabobank Foundation.
This guarantee model endeavors to serve the following dual objectives:
1. Encourage FPOs to participate in the value chain market interventions
2. Motivate Banks and Financial Institutions to extend Warehouse Receipt Finance (WRF) to FPOs in
a straight through manner
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The Guarantee operates at 2 steps, each addressing the specific concerns of the respective stakeholder.
1.

2.

Step 1 – In this step the guarantee is used to cover farmers and FPOs from price risk on a
‘first loss’ basis. One bucket of funds is used to set up this leg of guarantee. This would
operate more like an insurance cover for the FPOs against price risk. The lending Bank/FI
would initiate a claim if price of the collateralized commodity drops below the initial
benchmarked price at the closure of the WRF facility. This would ensure that FPOs do not
lose value due to price risk and Banks would be saved the hassles of operationalising margin
call processes. In our view this would comprehensively address the price risk perception of
FPOs and Banks alike.
Step 2 - The second step guarantee covers repayment and default risk for Lending Banks / FIs.
A Second bucket of funds is used for this leg. This would operate more like a credit guarantee
for Banks should there be any loss to them on account of the WRF loan extended to FPOs.
This would comprehensively address the concerns of Banks and FIs and motivate them to
substantially improve financial access to FPOs.

Presence of such a guarantee mechanism may be used by Banks to not only extend WRF to FPOs but may
also facilitate reduction in applicable margins on commodities financed under WRF, thereby improving
the loan-to-value ratios for FPOs.

Key benefits of the Price Risk Mitigation tools
The model would provide a comprehensive mechanism for integration of FPOs into the agriculture value
chain through effective financial inclusion. The benefits of this model can be categorized as:
1. Benefits to FPOs:
a. Coverage of price risk
b. Availability of WRF from Banks possibly at higher Loan to value (LTV) ratios, better
interest rates and relaxed credit norms
c. Encouragement to FPOs to participate in Value Chain
2. Benefits to Banks / FIs:
a. Coverage on mark to market risk
b. Coverage on default risk
c. Better access to Small and Marginal Farmer segment under the Priority Sector Lending
(PSL) guidelines of the Central Bank.

Sustainability, Leverage, mainstreaming and Impact
The proposed guarantee structure will protect FPOs from adverse price movements when they undertake
post-harvest storage of their commodities. This seems encouraging in terms of creating a public good and
holds promise in terms of making markets work for poor. Once an FPO has experienced the benefit of
scientific storage in one or two seasons, it can strategize for better commodity price management
through instruments like commodity futures.
Through this guarantee structure, ARYA envisages to integrate 400000 smallholders into the value chain
over the next 3 years. This would ensure strengthening 300 FPOs by cementing an irreversible market
oriented approach. From our baseline studies, we believe that this intervention would result in an
increased realization of farmer income by at least 25%.
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