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Concept Note  
 

Topic: Guarantee mechanism: A credit enhancement solution for farmers’ collectives and 

other actors in the value chains 

 
1. Background: 

Agriculture sector is considered as the most important engine of economic growth and job-

creation in transition economies. However, due to its vast, multiple products and granular and 

desegregated nature, the sector has difficulties in obtaining institutional finance at competitive 

rates in a timely fashion. This is especially true for the large number of farmers with small and 

marginal landholding constituting nearly two-third of all farmers in the Asia-Pacific region and 

form a crucial part of agriculture sector. Minimal access to formal finance by the most important 

actors in the sector resulted to slow growth and hinders the progress and assets creation in the 

farming community. In the absence of assets which are considered as the collaterals by the 

formal financial sector, access to credit for production and adoption of new technology is reduced 

quiet significantly which calls for innovations in credit enhancement instruments. Credit 

guarantee2 is considered as one of the most efficient credit enhancement mechanism which has 

the potential to address the major challenges of access to credit faced by of the small and 

marginal farming community across the region. At the public policy level, credit guarantee 

systems (CGS) are an instrument for facilitating lending to agriculture sectors considered to be 

policy priorities. Taken together, guarantee systems hold promise and provide attractive features 

for borrowers, financial institutions and policy-makers alike. This explains the current interest in 

guarantees as an instrument in development finance. 

2. Emerging Challenges: 

The studies show that the strategies and instruments used to offer credit guarantee to agriculture 

differ from country to country and are purely based on the demand3. It was found that the 

guarantee schemes in agriculture are being offered by the government/independent 

agencies/private sectors and all of them have a common objective is to support the farm sector 

to access the credit. In all these, the most frequently raised argument against CGS is that they 

could not sustain themselves out of guarantee fees and/or investment returns on the underlying 

capital. CGS are not alone in being vulnerable to failure without subsidy inflows. Even full-service 

banks with individual microenterprise lending technology, and conventional microfinance non-

 
1 Indian Standard Time (IST) is GMT + 5hr 30 minutes 
2 Credit guarantee may be defined as the guarantee to protect certain portion (expressed in percentage) of the 
credit extended by the financial institutions to individual/group of borrowers/ and also for loan portfolio to 
address the market failures and other unforeseen events due to which the borrowers are unable to pay loan 
instalments on timely manner.  
3 FAO (2013). Credit guarantee systems for agriculture and rural enterprise. Available at 
http://www.fao.org/3/i3123e/i3123e00.pdf  

https://economictimes.indiatimes.com/topic/Credit-Guarantee-Scheme
http://www.fao.org/3/i3123e/i3123e00.pdf
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governmental organizations – which are the two most frequently quoted new types of 

microfinance institution – do not claim to be subsidy-free. These institutions are subsidized for 

their establishment and initial capitalization. The subsidies are phased out as the institutions 

grow and secure access to commercial sources of funds. Large challenges also emanate from 

the fact that most CGS worldwide are capitalized out of public funds and managed by staff with 

pay and employment histories that are typical of public sector employees. Political interference 

and the inability of CGS managers to minimize this interference have brought an end to many 

CGS, particularly those operating in developing economies. Here comes the most challenging 

phase where we need to enhance the credit flow to farm sector and at the same time support the 

financial institutions to share the risk. There are good examples available across the region4 

which addressed both the issues efficiently.  

3. Objectives: 

The main objective of the regional policy forum is to understand global/regional/national level 

application of the CGS as a development finance instrument for credit enhancement to 

agriculture sector. It is expected that the experts will be focusing on the efficacy, variability and 

potential improvements of this instrument to support farm sector investments. Attempts will also 

be made to stratify and focused discussions and exchanges with regard to: (a) credit guarantee 

arrangements for small/marginal farmers and agriculture based small and medium enterprises 

(Agri-SMEs), (b) new and improved scope of CGS for risk sharing arrangements and their legal 

forms, (c) operating and implementation parameters and (d) sustainability of CGS to achieve 

developmental goals at the national level etc.   

4. Speakers: 

 

This regional policy forum will feature the eminent personalities from the international 

development institutions, leaders from financial sector in the Asia-Pacific region actively engaged 

with the policy and practices to enhance access to financial services. They are expected to 

discuss their experiences on the current challenges and successes in scaling up of financial 

services for the smallholders and rural enterprises.  

 

5. Expected Participation: 

 

It is expected that this policy forum will be attended by the representatives from 87 APRACA 

member institutions across 24 countries in the region and representatives from international 

agencies, academic and research institutions from across Asia-Pacific region.  

 

 

 
4 Government of India launched a scheme for promotion of FPOs across the country and to address the challenges 
faced by farmers collective’s vis-à-vis accessing credit, inadequate financial support etc. and a dedicated credit 
guarantee fund was set up and housed at NABARD. 


