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SUMMARY

Value chain finance is a methodology that provides financial

institutions with the technical and operational tools to be : v
able to offer services to actors within value chains who have - ==
limited access to credit and other financial services. : ‘ ‘
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3

In Ecuador’s economic
development field, a number
of productive development
methodologies exist, many
of which were designed for
the agricultural sector. The
public sector, international
donors and other national
and local stakeholders

have implemented these
methodologies with the goal
of improving the quality of
life of the country's neediest

populations.
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CONCEPTUAL FRAMEWORK

VALUE CHAINS:AN J
OVERVIEW

Productive Network’s value chain work was based on the

theory that the development of a value chain actor -whether
a micro-producer or a large firm- can be best analyzed

and strengthened when there is a full understanding of all
participating actors’ roles in producing a product or service,
A value chain approach connects MSMEs to end markets and
strengthens their relationships and negotiating power within

the chain, improving their positioning and revenue.

] CONCEFTUAL FRAMEWORK




GRAPH |, BASIC STRUCTURE OF AVALUE CHAIN
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CONCEPTUAL FRAMEWORK

VALUE CHAIN FINANCE
COURSES OF ACTION
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VALUE CHAIN
FINANCE IN ECUADOR

DCA GUARANTEE FUND
EXPERIENCE

In 2007, USAID signed
agreements with two

local microfinance banks
~Credifé, a subsidiary of
the country’s largest bank
Banco Pichincha, and Banco
ProCredit- in an effort to
stimulate MSME lending.
USAID made available

to these entities US $5.6
million to serve as partial
collateral (of up to 50% of
the total guarantee) for
MSME loans in agriculture,
agroindustry, industry and
eco-tourism sectors. TRAINING INVALUE CHAIN

ANALYSIS AND USE OF THE
DCA GUARANTEE FUND

(dd LiitRds 1iftatat
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IMPLEMENTATION AND
RESULTS

TABLE |, CONSOLIDATED REPORY OF DCA RESULTS IN ECUADOR
1007 - 2009

 DESTINATION | SECTORS

14 VALUE CHAIN FINANCE IN ECUADOR



BOC'S largest ctes (Quito and Inter-American Development Bank

) DB) titlad Financing Apricuiture
Yolye .A,‘I,.|" m (( in :4"‘gf.';

i Thble 1. the percentags of IDB's report on value chain finance
N ArTedrs wal reported expenences in Honduras and
Lisitig the value chain finance Nicaragua states, "Contrary to the

Riopy imparted, simost 40% prevailing conventionadl wisdom that
loan: miued under the DCA all agricultural lending is higher rigk
wenl 1o the agncultural than say housing or commercid

f those Ioans registered an lending this study found evidence

i value cha e of 5% (see Graph 2). It L0 the contrary dlbeit there may be

9.5% of the program's loans unmeasured wif.salection bias

Podology and HE 10 the trade sector but Overall the find ngs of the DCA

B 10 suppor: BIRNS regicterad an arrears program evaluation illustrate that
2% contradicting the theor, value chain finance can be 2 Idcrative

g the gutural loans are by nature actvity for Ecuadorean financia

be chay gommercil loans The nstitutions whean prior marioet

4

DCA expenance achoes esearch i conducted
of & recent study by the

TABLE 1 USE OF GUARANTEE FUND BY PARTICIPATING BANKS

bal T Nurmber of Total Vatue of A

1. N ARREARS BY ECONOMIC SECTOR OF THE DCA PROGRAM 2007-2009
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POST-IMPLEMENTATION PERSPECTIVES

The findings of the DCA program evaluation llustrate that value chae
fmance can be 2 lucratve activity for Ecuadarenn financial institutions whee
POOT ITarket research 18 conducted

OPPORTUNITIES FOR THE FINANCIAL SECTOR: DYNAMIC
VALUE CHAINS

VALUE CHAIN FINANCE IN ECLADOR
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I. Financing opportunities in ! :
the hot pepper value chain, . !

' ! ‘ ‘ ! Bl tweer ! 1. Financing opportunities in
the heart of palm value chain,
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3. Financing opportunities in
the dairy value chain,
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5. Financing opportunities in the

plantain value chain in Yasuni.

6. Financing opportunities in
the plantain value chain in El

Carmen, Manabl. 7
{ Nat - vt |
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METHODOLOGY

FOR DESIGNING

AVALUE CHAIN FINANCE STRATEGY

One of the premises behind
USAID' work is that
knowledge and learning
should be consolidated

into tools that can be
shared and will allow all the
countries where the agency
works to benefit from
successfully-implemented

development strategies.

AL INITIAL ANALYSIS OF THE
YALUE CHAIN
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- PETHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY

GRAPH 1. STUDY METHODOLOGY. STEP BY STEP

_ Steps 1.1+ 1.4
Step 2.1 Stp 24
g £ Step 2527
Step 213

| Frarcait
Stepn 3.1 .37




ABLE 1 STAGE |1 INITIAL ANALYSIS OF THE VALUE CHAIN

Data Collection and

d&mmbnmmmm
and parameters to be applisd to the value chain study.

Organization Meth

" activities | Estimated timeframe

4. STAGE 2: CONDUCT VALUE CHAIN RISK ANALYSIS

of this stage Is to gativer and arganice the necessary data
ponduct & value chain risk analysis based on an evaiustion of the value
hn's conditiuns. An eight step process is used to order the Information

collected.

 Estimated timelrame

&5 dayn

DESIGN VALUE CHAIN FINANCE IMPLEMENTATION STRATEGIES

it to identify the main strategies to offer financlal praducts

ol for value chains.
) O [ Estimated timeframe
hl"ct’r—: 2
R R — 1
[ g
46 days
R P GO e e Y P e s e T T Domeacan Repueec
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B.CONDUCTING AVALUE
CHAIN RISK ANALYSIS

STAGE I:Initial Analysis of the
Value Chain

Step 1.1: Qutline and define the
study objective(s)

Step 1.2: Choose the value chain

I .

2 METHODOLOGY FOR DESIGMNING VALUE CHAIN FINANCE STRATEGY
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STAGE 2: Conducting a value
chain risk analysis

Step |.4: Create a value chain map
! Step 2.1: Establish the value chg
history

18 METHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY



gl P C o R M

A
-t

y
-

A value

F.- 8

-

alue chain

METHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY




30

Step 2.2: Analyze the value chain
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e 2.3: Identify the direct and
£t value chain actors
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* ldentify anchor firm(s)

TABLE 7.STEP L3: EXAMPLE OF AN ANCHOR FIRM'S IDENTIFICATION CHART
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t actors

R strength of link betwes Step L4: Outline the
e o ‘ . organizational relationships
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TABLE 8. STEP L4 EXAMPLE OF A RELATIONSHIP MATRIX
Criteris | Description of relationship

4 METHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY



Step 2.5: Research the financial
service market (supply and
demand)

Analysis of value chain demand

METHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY



Value chain supply analysis

Step 2.6: Study the value chain
actors' perception of financial
services

411

Analysis of financial products | TR
available ! =4

36 METHODOLOGY FOR DESIGNING VALUE CHAIN AINANCE STRATEGY
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GRAFPH 4. REASONS FOR CHOOSING A FINANCIAL INSTITUTION
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Step 2.7: Research demand
characteristics for financial
services

Defining the client profile

TABLE 9. STEP LT EXAMPLE OF SEGHMENTATION OF CACAO PRODUCERS

Number Agv

METHODOLOGY FOR DESIGNING VALUE CHAIN FINANCE STRATEGY
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ing the demand for
ial services

TABLE 10. ESTABLISHING DEMAND FOR LOANS AMONG CACAD PFRODUCERS

Number of Warking capieal
Link potential clents (coverage 50%) ' capital

METHODOLOGY FOR DESIGNING YALUE CHAIN FINANCE STRATEGY




TARLE 1 1. ESTABLISHING LOAN DEMAND AMONG CACAD COLLECTORS AND PROCESSORS
IDENTIFYING THE POTENTIAL DEMAND FOR LOANS (in thousands of Daminicen Pesos and US Dollars)

. Number of ‘ Woarkdng capital Trvestment | Caplal for
Cluste: Value chain link sl chants || (coverage 50%) capital storage (60%)

Step 1.8: Conduct economic and financial analysis of the value chain

METHODCLOGY FOR DESIGNING YALUE CHAIN AINANCE STRATEGY
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C.COMPLETING A STRATEGY
TO PROVIDE FINANCIAL
SERVICES TO VALUE CHAINS
This & a crucal phase n bulding a
product offermg of financal serwces for
value chams, it mvoives the foliowng
steps: conducting a SWOT analysis

of the chain from a financial servwees

perspective: compifing a summary of the

value Chamn Study highlighting Nsk ang
viability ssues; pnort@ng the chain's
actors and products To address

the weaknesses and threats dentified

ks

2 defensve strategy matroe should be
created for the fmancal mstitution 1o
serve the value chain, Concurrenty

the man strengths and opportunites
should be used to build an offensive
strategy Frally a proposed matrix of
the msttuton’s financal services and

Products § created

Step 3.1: Conduct a SWOT
analysis of the value chain
(from the financial institution's
peripective)

A tradivonal SWOT analyws =

oncucted of the value chamn, and

the financial services within the
nan. We suggest that no more than
ten factors be analyzad within the

SWOT columns, five related 1o the

value chain (based on nformabon
obtaned through focus grovps
valigatec ang disc

Dank s

ysed with the
and Nive reiated

10 the Tinancal mstitubon

wWOrk S(’_‘_._pv
dA'Ways
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TABLE (4. STEP 1. | EXAMPLE OFFENSE MATRIX FORVALUE CHAIN FINANCIAL SERVICES

s 4 gt

Opportunities Growing NGO Local Avallable Anchor firrs
unsatisfied — government technology preditposed o @
Suengthn dermand P itiatives and weedy to negotiate
"
- ¢
P ety
-
- e ¥
Toual 9 " 24 1] 15 =30
. | oc
Step 3.2: Establish a strategy for financial services models g
L R
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Step 3.3: Identifying anchor
firm(s)

Lhilith

STRIEY
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Step 3.5: Develop the supply of
financial services & products

N othe

f

FEEqK

3 2
3
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CONCLUSIONS AND
RECOMENDATIONS

Increased agricultural

production and increases in
food exports to meet higher
global demand, as well

as initiatives undertaken
by the public and private
sectors and international
donors to support
agricultural associations
and support value chains,
are some of the factors
driving the growth of the
value chain finance field in
Ecuador. In order to move
beyond pilot programs
and isolated initiatives

towards more meaningful :
initiatives achieving scale, - -
the financial sector must | __:
become more involved. s
To move in this direction, -
financial institutions —public e
and private alike— will need Rl
to evaluate the profitability
of extending credit to those
actors who traditionally

have not had access to
financial services.

CONCLUSIONS AND RECOMENDATIONS
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ANNEXES

STAGE | INITIAL ANALYSIS OF THEVALUE CHAIN

MATRIX A STEP |2 FINANCIAL INSTITUTION'S
NATING FORVALUE CHAINS

Criteria Conmsideration % | Score

.

Total 100% "0

MATRIX BSTEPF | 2:VALUE CHAIN SUMMARY:
OBJECTIVES AND REASONS
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GRAPH 6. STEP L4:EXAMPLE OF CHARACTERIZATION OF PRODUCERS BY LINK




MATRIX LSTEP 24: INDIRECT VALUE CHAIN ACTORS :I

Indirect sctors Intermodiaries | | Technical asuistance 1 ﬂ
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°W""“M w.:'":," — "'n“ Area of aztion Benefits for value chain actors
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GRAPH 7.STEP 2.6: EXAMPLE OF VALUE CHAIN ACTOR'S PERCEPTIONS
OF FINANCIAL SERVICES IN SIX VALUE CHAINS

REASONS WHY VALUE CHAIN ACTORS ARE LOYAL TO OR CHOOSE
A FINANCIAL INSTITUTION
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GRAPH 8.STEP 2.6:VALUE CHAIN ACTORS' KNOWLEDGE
OF FINANCIAL INSTITUTIONS

Ne TONCAINE §rapns ilustrate vidlue cnipn actors level al knowladee sbout loan products and other Minancial seevice
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GRAPH 9.STEP 2.6:VALUE CHAIN ACTORS' KNOWLEDGE
ABOUT FINANCIAL INSTITUTIONS
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