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1 Introduction
Value Chain, as understood in this paper, is a chain of activities. Products pass all activities of the chain in order and at each activity the product gains some value. The chain of activities gives the products more added value than the sum of added values of all activities. The activities that comprise a value chain can be contained within a single firm or divided among different firms. Value-chain activities can take place within a single geographical location or spread over wider areas. When credit or other financial services flows through actors along the chain, it is referred to as value chain finance.
Finance is critical to increasing efficiency, improving product quality, and raising the productivity and income of value chain actors. Without access to finance, small farmers will continue to make little investment, have low-return production systems, and be unable to use their farm resources optimally. Similarly, financial constraints may prevent small and medium-scale traders and processors from expanding their capacities, thus limiting the amount of produce they can buy from small farmers and other local raw material suppliers. Finance is therefore critical in the various stages of the value chain. However, formal financial institutions are not always able to reach out and meet the requirements of the various value chain actors. Thus, the financial needs of some of the actors must be met from within the value chain through innovative financial services or products. There are various models of value chain financing being tried and tested. Some have been successful while others have been stifled by various issues. Some successful cases point to the fact that existing relationships in the value chain are crucial for success and that the enabling environment, including government policies, can also encourage or discourage value chain finance. Understanding the conditions under which some models of value chain finance work or do not work is useful for governments, financing institutions, agribusiness, producer organizations, and other actors in fostering more sustainable, profitable, and competitive value chains.
Identifying relationships along the value chain, mitigating constraints, exploiting opportunities for value chain finance, and exploring how formal financial institutions can enter the equation can improve the overall effectiveness and efficiency of the value chain. If designed well, such interventions can increase the competitiveness of small producers, as well as a range of agricultural and agribusiness enterprises.

1.1 Agriculture Sector Interventions
In India the major focus of agriculture system has been on the transfer of technology from lab to land has not been successful for the following reasons:

1. The experiments carried out were not suitable for the farmers as they were not practical due to sparsely located and disaggregated land holdings

2. The needs of women farmers and farm labourers are neglected.

3. Poor extension network 

Moreover in India commercialization and specialized farming is increasing creating a need for context specific extension services and handhold support for skill building, access to technical know-how, market information and markets

India with rich natural resources and varied weather conditions is suitable for producing all ranges of food crops has the potential to become one of the major players in global food trade in future. India has 65% population dependent on agriculture and constrained by very small holdings and sparsely distributed, the present status reveals a low productivity despite of the availability of resources. On one hand we have heavy food reserves in godowns and on the other side starvation deaths.  The food processing industry is not yet picked up inspite of lucrative government programmes.  Only 2% of the output is processed in different pockets leaving the processing industry unviable and non profitable. Hence there is a need to organize and bring these small producers together to enable them realise the need to share knowledge, adopt technologies, use the available resources effectively for producing the commodities as per market demand.
Globalization does not only patch up market gaps and brings producers and consumers closer together; it also brings regional and international competition into local markets. For instance, any agricultural produce which is surplus (not consumed) for the farmers’ families is a product in the market (local to international) and competes today with products coming from nearby or far away. Therefore, all farmers offering their produce for sale are instantly part of a value chain. 
The Value Chain model supposes that by understanding the interactions within the value chain, it is possible for private and public agencies (including development agencies) to identify points of intervention to (1) increase efficiency and thereby increase total generated value, and to (2) improve the competence of intended actors to increase their share of the total generated value.

1.2 Need for Value Chain Financing
Reasons for financing the value chain projects or programs to intervene may include the following:

1. Some people need support for becoming actors in existing value chains.

2. More important than belonging to a value chain is the role people play in it, i.e. their negotiation power in the value chain.

3. Some actors are stuck in value chains that exploit low income possibilities. They

require support to explore new opportunities.

4. By strengthening one actor in a value chain there is the possibility of creating competitive advantages for the whole system. In such a case a large number of people competing in local, regional or global markets can benefit from these advantages.

1.3 Strategy to Finance the Value Chain
BASIX has adopted a credit plus approach by providing financial services and technical assistance & support services in an integrated manner, emphasizing the need of understanding and addressing the dynamic needs of customers, BASIX developed the strategy called the Livelihood Triad strategy which enumerates that livelihood promotion entails the provision of Livelihood Financial Services (LFS), Agricultural/ Business Development Services (Ag/BDS) and Institutional Development Services (IDS) in a sustained way.




The rationale behind the livelihood triad strategy is as follows: 

Micro-credit by itself is helpful for the more enterprising poor people in economically dynamic areas.  Less enterprising poor households need to start with savings and insurance before they can benefit from micro-credit, because they need to cope with risk. However, in backward regions, poor people, in addition to microfinance, need a whole range of Agricultural/ Business Development Services (input supply, training, technical assistance, market linkages) need to be provided.  To offer these services in a cost-effective manner, it is not possible to work with poor households individually and they need to be organized into groups, informal associations and sometimes cooperatives or producer companies.  The formation of such groups and making them function effectively, requires institutional development services. Hence the Livelihood Triad. 

BASIX recognizes that for effective promotion and support of small & marginal farmers it is necessary to work along the value chain by providing livelihood finance often in form of micro-finance, agricultural & business development and institutional development services, in an integrated manner.  

Agriculture and Business Development Services in BASIX, encompass various services required for enhancing productivity (PEP); risk mitigation (RM); Local value addition (LVA); and establishing linkages for accessing markets and infrastructure (ML), which help the producer to enhance their income.
 Collaborative Polygon
To implement this strategy collaboration among various institutions was propounded. BASIX has identified eight such entities/factors and has likened them to a polygon. 
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BASIX collaborates with players having domain expertise to enhance competencies, increase outreach, reduce transaction costs and reduce risk for farmers and stakeholders.
The task is too complex for any single actor. Hence there is a need for multilateral partnerships or “Collaborative Polygons”. However it is useful for one actor to be the anchor, who understands both development and finance markets for the Collaborative Polygon to work. BASIX tries to play that role.
2 Value Chain Financing – BASIX Experiences
A few BASIX initiatives on mobilizing the rural community for building the value chain with the support of financial services are illustrated below:

2.1 Financing the Tribes of Jharkhand – Potato Contract Farming

BASIX is playing a key role for establishing chip grade potato contract farming among the poor tribals of Jharkhand with the help of PepsiCo India Holding (Frito Lays), Farmers producers groups /cooperatives, Input suppliers, Local NGOs and Government of Jharkhand. 
Jharkhand is among the poorest and a tribal state bordering Bihar, WB and Orissa. More then 2/3rd of the population of Jharkhand live in rural areas and are in the state of abject poverty, with limited livelihood opportunity. BASIX ( The pioneer  MF and livelihood promotion Institution of India ) having worked in Jharkhand from 2003, and having undertaken a study on livelihoods had identified that given the factor conditions of good rainfall, soil and climate a large no of livelihoods could  be promoted, with the development of  the vegetable sub sector. Scores of intervention have been made by the government and other development agencies to promote the vegetable sub sector, but with limited impact and sustainability. 
BASIX (as an MFI and livelihood promotion Institution) identified the following factors for low return in the vegetable sub sector for the poor tribes of Jharkhand: 

· Marketing Risk in Vegetables

· Low Productivity 
· Availability of low quality Planting Material / Agri Inputs

· Higher Costs of Cultivation
· Poor Package of Practices

· Lack of Micro finance services

· Lack of Proper crop insurance
To deal with this problem, BASIX has also experimented along establishing linkages with market agents, input suppliers, Agriculture universities but the impact on livelihoods of poor was limited. 

In the year 2005-06, BASIX identified Potato as an important crop which most of the farmers grow in Jharkhand. BASIX approached PepsiCo India Holding Pvt. Ltd (Frito lays division) who has a chip factory in Kolkata, India to work in Jharkhand in collaboration with BASIX. PepsiCo saw this as an opportunity to procure rainy season potato from Jharkhand and agreed to extend it potato contract farming in Jharkhand and work with BASIX as the only Vendor for Jharkhand.

BASIX as an MFI and Livelihood Promotion Institution organised the farmers and formed them into producers groups of 15-20 in each village. BASIX, provided credit to the farmers in easy terms (all loans provided to farmers are linked with life and health insurance, which is offered in collaboration with Aviva and Royal Sundaram), PepsiCo provided good quality seed (Generation-3 – Atlantic variety) and Scientific Package of Practice right at the farmers field with the help of BASIX. 

BASIX and PepsiCo provided their loan and package of practice to farmers through self employed agents, who are trained either as MF agents or as Agriculturist. They provide their services for a fee either from BASIX, PepsiCo.
The Producers groups of farmers were linked with various local input suppliers and availability of low cost and quality fertiliser and pesticides were made available with the help of BASIX and PepsiCo network. BASIX also collaborated with ICICI (Lombard) - A private Insurance company to develop a potato insurance product to be offered to the farmers to guard the farmers from any weather risk. The farmers harvest was also collected from their field for a pre-determined price at the time of harvest by PepsiCo based on various quality parameters. The result of this intervention was excellent and farmers got bumper yield and price they had never got in their life time.  The yield increased from a mere 4-5 tonnes /acre up to 10-12 tonnes/acre and the price they got at farm gate was almost double. Only 216 farmers put 83 acres of their land for this potato contract farming during 2005-06. Seeing the ease of credit, insurance, crop yield, delivery of quality planting material at field and pre determined price and harvest from field with significant increase in yield , more then 1600 farmers in 450 acres, having  formed around 72 farmers groups   participated in this program.  

In the year 2007-08 there is a rise in demand from across Jharkhand, Bihar and Orissa farmers to undertake potato contract farming. It is expected that this year we will be covering more then 85 acres covering around 3000 farmers will benefit from this collaboration. It is also expected that many of the producers group will be registered as cooperatives or as Producer Company and can take the benefit of aggregation of demand not only for potato but for other vegetables. We are now looking at linking these cooperatives with the upcoming rural retail chains of Reliance India, ITC etc.

2.2 Financing Cotton Value Chain: Adilabad district of Andhra Pradesh

BASIX’ interest in cotton dates back to the very beginning of its activities. BASIX started its activities in Raichur in 1996, where the labour-intensity of cotton seed production in a cotton yard was first noted.  Subsequently, BASIX also worked with cotton seed farmers in Mahboobnagar, providing crop loans to them.  At around this time it was decided that detailed studies of the cotton value-chain should be undertaken in order to determine whether an intervention by BASIX would lead to sustainable livelihood promotion – the mission of BASIX.  

Cotton sub sector assessment:

During the initial analysis of the cotton sub sector in the Raichur area, where BASIX first started its operations, it was observed that cotton cultivation was fairly labor-intensive (it presently requires around 120 man-days of labor, inclusive of the farmer’s own labor, per season for a non-irrigated farm).  Subsequently, BASIX undertook a detailed analysis of the cotton sub sector [CSS] in the Nirmal area.  Sub sector assessment is described by Theresa Miles [TM] as the study of the value-chain that extends from producers to consumers, with a view to finding the ruling bottlenecks and points of leverage, thereby leading to interventions with the maximum impact.  The objective of the cotton sub sector assessment by BASIX was to determine the appropriate points of leverage that could result in a successful intervention.
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The cotton subsector assessment studied the value chain in considerable detail.  It observed that, once the cotton crop is harvested, farmers usually sell the “raw cotton” to commission agents, who subsequently contract with ginning mills to extract the lint from the “raw cotton” (the seeds extracted have value as well, being subsequently processed into seed cakes and oil).  The lint is pressed into bales by these ginning mills and thereafter commission agents then sell the bales of lint to spinning mills located in other parts of the country (for e.g. Coimbatore).  These spinning mills convert the lint into yarn and sell it to textile companies who process it into fabric for the domestic and export markets.  

Following the cotton subsector assessment, BASIX realised that an intervention in cotton might be particularly desirable for a number of reasons.  
· Firstly, cotton seed production turned out to be a highly labour-intensive operation, and an industry well suited for dryland areas.  BASIX is particularly interested in identifying livelihoods suited for dryland areas.  
· Secondly, an extraordinarily high usage of pesticides resulted in the destitution of farmers in several ways.  Pesticide use is costly, accounting for around Rs 4,500 per acre for a non-irrigated farm (i.e. 40% of input costs in a situation when credit at reasonable rates is unavailable), and also leads to considerable damage to the ecology and the overall health of people in the region (farmers and wage labourers in particular are badly affected).
Financing along the Cotton Value Chain:
BASIX began by talking to farmers and extending them crop loans by organizing them into joint liability groups of 5 to 7 farmers. BASIX staff would arrange for several such groups in a village Koutla-B to meet and discuss their problems together. 
Productivity Enhancement (cost reduction) through IPM- Intervention

The cotton subsector assessment had shown that pesticide dealers were offering credit to farmers on pesticide sales.  However, this credit came with the attached condition that the farmers would necessarily have to sell the crop back to the dealers after the harvest (i.e. commission agents doubled up as pesticide dealers for the rest of the year).  These unscrupulous dealers were thus profiting doubly at the cost of farmers.  They charged the farmers extortionate rates on the pesticides sold (their rates included a hefty markup for interest), and also bought the cotton crop back at prices below market prices.  

BASIX in the meanwhile found out by talking o the AP Agricultural University, some technical solutions for reducing pesticide use without reducing yields.  This required persuading the farmers to implement the integrated pest management (IPM) intervention, which included the “stem application” technique, under which, farmers use this technique to apply the minimum quantity of pesticide to the stem in the early stages - the effect of which lasts for 30 days. This technique cost the farmer only Rs.75/- per acre in comparison with earlier practice of multiple sprays which cost Rs.750-1000/- per acre. 
The IPM intervention by BASIX hurt these pesticide dealers very badly.  On the one hand, these farmers bought far smaller quantities of pesticides, while on the other hand BASIX was providing them with credit.  Lastly, freed from the clutches of the pesticide dealers, farmers could contemplate selling their produce at market prices.  During the pilot project, the BASIX team encouraged the participating farmers to sell their kapas (raw cotton) directly in the market. However, commission agents who had provided some credit to some of these farmers refused to allow the farmers to sell the raw cotton directly.  While this was a loss for the farmers, they also learned the lesson that they had unwittingly fallen into the clutches of the commission agents when they took some credit from them.  

Input Market Linkage 

As part of IPM package of practices, biological pest control methods were also introduced. BASIX collaborated with the PCI (Pest Control India) to ensure the timely supply of quality inputs such as pheromone traps (Insect traps), Nuclear Polyhedrosis Virus (NPV) etc. The IPM practices, it was evident, besides being environment-friendly were economical as well. 

Institutional Development Services - better price bargain

Having won the confidence of farmers, BASIX encouraged them to establish a mutually aided cooperative, which they use to buy inputs like seeds, fertiliser and pesticides in bulk. Today the Koutla B Coop has a turnover of over Rs 120 million.  The farmers save about 5-10% on the input costs, both due to getting wholesale price and saving on individual transportation costs. Now, in the area, over 20 cotton farmers’ cooperatives have come up and they are now planning o establish a federation which will lease or own a ginning factory.
The turnover of Koutla-B MACTS:

	Financial Year
	No of Farmer Members
	Loan from BASIX (Rs In Mns)
	Turnover     (Rs In Mns)
	Net profit

(Rs In Mns)

	2003-04
	51
	0.75
	5.5
	0.18

	2004-05
	81
	3
	8.1
	0.73

	2005-06
	82
	3
	6.8
	0.61

	2006-07
	83
	5
	8.1
	0.88


Output Market Linkages- increasing the price share to producer

In the next step, BASIX concentrated on the problem of market linkages and price. The first step was to attract outside buyers.  BASIX invited the large Super Spinning Mills from Coimbatore to purchase cotton from the area. This led to price stabilization and getting about 5% better prices. 
Market Intelligence – access to market information

On the price realization front, BASIX has also worked with the National Commodity Derivatives Exchange (NCDEX) to install a price display terminal in the village which gives on line information on cotton prices in both spot and futures markets.

Value addition

The super spinning mills prefer to buy lint bales rather than raw cotton. So, next year, BASIX motivated the farmers to get their cotton ginned from a nearby ginning factory in Bhainsa and sell lint rather than raw cotton.  With the accumulated Profits, Koutla–B MACTS has entered into the value chain by taking up ginning activity converting raw cotton into tradable Bales and also owned up a fixed asset (Building) worth Rs 1.1 millions and inaugurated in the month of July 2007. 

Recognition- inspiration to farmers

By playing key role in success of the MACTS, Mr.Vanga Ram Reddy, the president of the Koutla-B MACS received the fellowship award by Dr.A.P.J Kalam on 11th July 2005 at New Delhi organized by Jamsetji National Virtual Academy Fellowship for Rural Prosperity, felicitated by the district collector on the eve of Independence Day and was one of the farmers to interact with George Bush during his visit to Hyderabad.

Koutla-B MACS has become a role model and paved way to form about 100 producer groups in BASIX operational area alone in a period of two years. 

Building Sustainable Community Based Organizations 

There does not seem to be a precedent for the kind of work BASIX is engaged in – it provides customers with services for the present, and at the same time organizes them to prepare for the future (i.e. possibly sows the seeds for the future redundancy of its own services).  Outsiders will quickly observe a key strength of BASIX; that, although every intervention is different, the organisation is continually trying to learn and evolve from its experience.  On the one hand, it is trying to learn from the cotton IPM intervention at Nirmal in order to scale up cotton IPM interventions elsewhere in India.  On the other hand, it is trying to learn about interventions in the abstract as well i.e. taking stock of the kinds of questions that successful interventions asked, and the kinds of questions that failed interventions did not ask.  

Rural production being dispersed and fragmented, there is a need for people to act collectively to obtain economies of scale, both for the sale of their goods and services, as well as purchase of inputs.  In order for such collective action to be sustainable, new institutional arrangements are necessary.  In this context the Institutional Development Services (IDS) provided by BASIX are becoming much more important, particularly since a number of new institutions are now trying to find their feet.  In the Nirmal area, BASIX promoted most of these MACS on its own as there were no preexisting organisations managed by NGOs; in the circumstances, the BASIX team did the best it could, and gained invaluable experience of setting up and managing such community-based organisations.  New MACS set up by BASIX in the region however ended up going through similar labour pains that the Koutla-B MACS went through; in other words, organizational learning did not entirely get transmitted to the new institutions at a time when there is an undeclared war in progress between pesticide dealers/ commission agents and the new cotton producers’ MACS.  However, BASIX subsequently organized an experience-sharing meeting of Directors of the different cotton-producer MACS.  They compared notes on registration of MACS and decided to form a Federation of cotton-producer MACS to improve their bargaining power and to interact regularly with each other. 
3 Learning’s
The cotton IPM intervention has taken several years to stabilize, but BASIX, as an organisation, has learned a lot during the process.  Financial services (credit and insurance), agricultural extension services (IPM support), and backward linkages (agri-inputs) appear to be at a more mature stage when compared with forward market linkages and institutional development services (capacity-building).  Financial services (where the Nirmal Unit had considerable prior experience) probably reached this higher level of stability in the very first year of the intervention, largely on account of a pent-up demand for credit.  On the other hand, agricultural extension services and backward linkages took three to four years to stabilize, as they involved convincing farmers painstakingly to discard time-tested techniques, adopt unproven (to them) practices, and cooperate with each other to run a new institution.  It is too soon to assess how long it will take for institutional development support services to stabilize; work is still going on in Nirmal with the active support of specialists at BASIX Head Office.

Hence, it is probably too soon to evaluate the cotton IPM intervention as it is still very much work in progress.  However we could still examine some of the leading indicators for signs.  The intervention should clearly be evaluated from the point of view of the BASIX mission.  The answer to the question as to whether the intervention will lead to a large number of sustainable livelihoods is probably “the right ingredients are now in place”.  The intervention can help marginal farmers to increase their productivity significantly, and in an environmentally responsible manner.  However, the cotton IPM intervention is probably not enough, in and of itself to lead to a large number of sustainable livelihoods, especially in the context of periodic droughts that lead to the absolute destitution of the rural poor; more work would probably need to be done to help farmers diversify their income streams.  It is also still unclear whether the practice of IPM has resulted in a reduction in wage labour opportunities for the rural poor, as pesticide spraying has reduced drastically.  However, this may be counterbalanced to some extent by the resulting health benefits, as well as the additional labour required by the IPM technique; in the IPM techniques each individual plant has to be treated/ monitored, unlike the blanket-spraying approach.  

Most importantly, however, is the fact that the new concept has now caught the attention of other farmers in the region and is already gathering momentum and spreading of its own accord (i.e. with lesser involvement from BASIX); specialised inputs that BASIX earlier used to help source, from outside the region, for the farmers in IPM intervention are now being stocked by dealers in the area, and bought by other cotton farmers.  This is a sign of a multiplier effect in action, and probably the most desirable outcome that BASIX could have expected.  The government-backed agricultural extension programs on television and radio have also started demonstrating the IPM technique for a much larger audience, and frequently cite the successes in the Nirmal area.  It is also well-known that sales of pesticides in the region have started going down in the last couple of years.  

4 Conclusions
With the entry of Micro finance since the last decade, credit availability to the small and marginal farmers, landless and women has increased drastically. They have penetrated reasonably well and started influencing the farmers to some extent to involve them in the value chain. Some of the MFIs and NGOs like BASIX, SEWA, MYRADA, PRADAN, etc have taken challenges beyond credit and are able to influence the community. Financial Institution (especially MFI) networks can influence the value chain through their function as a source of finance (credit, savings and insurance), as channels of information and thus vehicles of learning, as a means for resolving externalities and collective action problems, or through enforcement of social norms. 
· Agricultural value chain financing requires a credit plus approach

In order to ensure recovery of loans we need to facilitate the producers or entrepreneurs in increasing their profits and reduce the risks. This can be done through Ag/BDS and institutionalising the service delivery mechanisms 
· Within financial services it needs to span insurance and commodity derivatives

Risk mitigation need to be a part of the process both for the customers and the financial institutions. Hence risk analysis and designing products to face the incidences of risks need to be part and parcel of financial services.
Value addition and producers capability to access markets to get better price for their produce will add to the net income of producers. Prosperous customers are in a better position to repay loans when approached on time.      

· Beyond financial services it needs to bring agri productivity enhancement and market linkages

Agriculture being the major livelihood proposition, enhancing productivity will increase the income levels of the economically and socially deprived families. BASIX vision being livelihood promotion a holistic approach to livelihoods of customers is devised.  

· Both of these require organising farmers into groups/coops and a well designed institutional development support service.

When the demand for credit and credit plus services increases, the challenge of proper delivery system is encountered. Organising community based institutions to take this responsibility for their members and capacity building of the institutions engaged in livelihood promotion become inevitable. 

Thus the financial institutions must acquire the capability to offer these products/services for getting into agri value chain financing. The FIs who can address the livelihood issues as whole rather than engaging themselves in a few services required for the livelihood would be in a better position to serve and be served by the communities.
The service sector has to be seen as a business model with a social tinge and every stake holder involved should get the benefit both social and financial. Then such process would bring in accountability and responsibility of all the stake holders and would ultimately help in proper governance.

Finance for development of value chain has to be invariably a collaborative approach to bring in all the players, pooling the individual expertise to reach the large numbers, and ensure to serve them effectively. The finance is required for research in value chain development, organizing people into collectives for better bargaining power, improving the village level production, infrastructure for processing or value addition, and marketing. These investments can be sourced in the form of investment capital, working capital and can range from debt, equity to grants in the form of a Financial Orchestration. 
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