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Summary

This study examines the financing landscape for smallholder farmers and small and medium-
sized enterprises (SMEs), often referred to as the "missing middle", and last-mile borrowers
within Africa's coffee value chain, with the specific objective of identifying pathways to enhance
their access to commercial lending. Through a mixed-methods approach combining an
extensive desk review with primary data from 101 key informant interviews across five African
countries, the research diagnoses barriers to accessing financing for these groups and
identifies context-specific innovations to address them. The results reveal that just a quarter
of farmers’ credit needs is currently met by both formal and informal institutions, with
commercial banks contributing only 7% of formal credit. Key barriers, validated through
interviews, include prohibitively high interest rates (10—-30%), rigid collateral requirements that
disproportionately exclude women and youth, and a fundamental mismatch between loan
terms and coffee production cycles. Emerging financial innovations, such as alternative credit
scoring using non-traditional data, risk-sharing guarantee schemes, and digital lending
platforms, present promising pathways to de-risk agricultural lending. The study concludes
that transitioning to sustainable commercial finance requires coffee-specific financial products,
supported by policy reforms to recognize movable collateral, strategic public—private
partnerships, and integrated capacity building for both farmers and financial institutions.
Implementing these tailored solutions is crucial for building more resilient, productive, and
inclusive coffee value chains across the continent.

Key words: collateral, blended finance, coffee, inclusive finance, last-mile borrowers, missing
middle, women.

1 Introduction

Coffee plays an important role in the economies of producing countries in Africa, providing
livelihood support to more than 12 million households continent-wide (ICO, 2015; Krishnan,
2017). The commodity is the mainstay of rural economies in several countries. For example,
over 38% of the population in Burundi, 23% in Tanzania, 22% in Uganda, 17% in Cote d’lvoire,
14% in Ethiopia, and 13% in Cameroon depend on coffee farming (IACO, 2020). Coffee also
plays a key role in women’s economic empowerment: 20% to 30% of coffee farms are female-
operated and up to 70% of labour in coffee production is provided by women, depending on
the region (ICO, 2018). Coffee is also a key source of foreign currency earnings for many of
the producing countries, accounting for over 30% of their total export earnings (AfDB, 2017;
Wege, 2018). For example, the crop is a major pillar in the rural economy of Ethiopia,
generating about 30-35% of the country’s total export earnings and contributing to the
livelihoods of 25% of the country’s population (USDA and GAIN, 2023). Similarly, in Uganda,
coffee is an important livelihood source, being grown by over 1.8 million households and
employing over 12 million people (Nalunga, 2021). Evidence shows that households engaged
in coffee production have a lower incidence of poverty, and that coffee production remains a
pro-poor intervention (Mbowa et al., 2017).

Despite the vital role the commodity plays in the economies of producer countries, coffee
production and exports from Africa have been declining over several decades because of a
decline, or stagnation, in production in many countries. The quality and quantity of coffee from
African countries are below the biological potential of the farmed coffee varieties, given the
genetic diversity and climatic conditions of the production. In Kenya, for example, Arabica



coffee productivity hovers around 2-3 kg of cherry per tree, against a potential of 30 kg of
cherry per tree (Muriithi, 2016). Ethiopia and Uganda are exceptions to the declining
production trends, registering significant growth in production in the last few years. However,
even in these two countries the productivity of coffee still lags below the potential. The level of
productivity in Ethiopia, for example, is estimated to be 40% less per hectare than in Uganda
and just one-third of what farmers in Colombia produce (Technoserve, 2023).

The observed decline in coffee production across many African countries is largely attributed
to the limited financial capital available to smallholder farmers, especially women, who have
systematically lower access to resources than men (ICO, 2018). This hinders their ability to
sustain both production and their livelihoods between harvests. Typically, coffee is harvested
only once a year, which means farmers receive their income annually. During the months
between these payments, they must cover substantial production expenses, including the cost
of fertilizers, pruning, harvesting, storage, and other costs. Due to the strain of daily expenses
and limited cash flow, farmers often forgo essential maintenance and agronomic practices,
leading to lower quality and reduced yields (Maundu and Karugu, 2018; Ullah et al., 2022), as
well as reduced investment in local-level value addition (Gichichi et al., 2019). Some even
choose to exit coffee farming altogether. Compounding these challenges is the absence of
effective incentive systems for the production and delivery of high-quality coffee cherries.
Practices such as innovative cherry grading at processing facilities, payments based on cherry
quality, or non-monetary incentives like long-term contracts for farmers committed to
sustainable production methods are largely lacking (Clay et al., 2018; Lemeilleur et al., 2020).

While financing could help bridge this investment gap in coffee value chains, it remains
persistently out of reach for most farmers in Sub-Saharan Africa. In particular, the financing
landscape continues to overlook the specific needs of the “missing middle” and last-mile
borrowers. The term "missing middle" is applied to commercial smallholder farmers and small
to medium-sized enterprises (SMEs) and refers to the lack of capital appropriate for their risk
profile and available in the amounts they need. They require larger sums than microfinance
allows and longer terms (for equipment, irrigation, storage) but cannot meet the stringent
requirements or provide the standardized collateral demanded by mainstream banks.
Concurrently, the financing needs of last-mile borrowers, especially women, are also
neglected. Last-mile borrowers are mostly located in remote regions, with limited physical
infrastructure and underdeveloped technological systems, which hinders the effective delivery
of financial services to them (Falola et al., 2022; Weng et al., 2022). This dual failure stifles
investment in the very actors who are essential for upgrading value chains and improving rural
livelihoods.

Initiatives to address the financing gap for farmers in Africa have primarily focused on non-
commercial financing through development projects by non-governmental organizations or
short-term government efforts aimed at boosting productivity or market competitiveness.
Value chain financing is another important source of working capital funding, particularly for
last-mile borrowers, but it is yet to gain traction in most coffee-producing countries. Value
chain financing is mostly in-kind and includes advance purchase and pre-financing loans
(iBAN and BOPIC, 2019) mortgaged against the farmer’s coffee as a guarantee (ICO, 2017).
Farmers do not have a bargaining voice in this arrangement, being liquidity trapped, and are
thus inclined to be price takers (Charles, 2023). Lending groups and credit cooperatives are
alternative credit sources for small-scale farmers, reducing transaction costs, although the
effectiveness of these lending arrangements has been mixed, mainly stemming from issues



in implementation. Mobile banking and digital finance have also played a crucial role in
improving financial inclusion for farmers. Platforms like M-Pesa in Kenya have revolutionized
the way farmers handle their finances by allowing them to save, borrow, and transfer money
using their mobile phones (Ouma et al., 2017).

In the quest for long-term sustainability, commercial lending is crucial. Commercial or market
-based lending involves financial institutions and private sector entities providing financial
services like credit, savings, payment systems, and insurance (among others) to farmers and
agribusinesses. This approach not only ensures that farmers have access to sustainable
financing solutions but also integrates them into formal financial systems, fostering economic
resilience and stability. Boccaletti et al. (2024) show that access to market-based finance has
a positive effect on a firm’s growth, and in particular SMEs display relatively higher growth in
fixed assets. Other studies, for example, Bruhn and Love (2014), Chaiya et al. (2023), and
Sakyi-Nyarko et al. (2022) show positive linkages between access to finance and poverty
alleviation.

This study examines the financing landscape of the coffee subsector in Africa, with a focus on
understanding the barriers that hinder access to credit for the “missing middle” and last-mile
borrowers. Drawing on data from five African coffee-producing countries, the study has
employed a mixed-methods approach that combines an extensive review of existing literature
and policy documents with key informant interviews from financial institutions, cooperatives,
government agencies, and private sector actors. Based on this analysis, the study proposes
a series of policy and institutional interventions to optimize credit access. These include legal
and regulatory reforms, innovative lending mechanisms, and targeted capacity-building efforts
aimed at supporting inclusive, sustainable coffee value chains and improving livelihoods for
marginalized actors, including youth and women.

2 Methodology
2.1 Countries covered by the study

The study covers five African coffee-producing countries: Cameroon, Céte d’lvoire, Ethiopia,
Kenya, and Uganda. These countries were purposively selected to reflect a fair representation
of the diversity of coffee-producing countries in Africa, including the main coffee species
grown, Arabica and Robusta, and the various states of production trajectories (increasing,
declining or stagnating) currently experienced in the continent.

2.2 Data collection

The study employed mixed methods, combining an extensive review of existing literature and
interviews with key informants along the coffee value chain.

2.2.1 Literature review

A desk-based analysis was conducted to map the agricultural financing landscape in the
selected countries and identify structural gaps in access for "missing middle" and last-mile
borrowers within coffee value chains. Rather than cataloguing specific loan products, the
review focused on understanding the systemic nature of the financing gap. It assessed the
general features of the financial market, including the types of providers, prevailing lending
practices, and typical terms, and analysed how these factors are misaligned with the
operational realities and credit needs of smallholder farmers and agri-SMEs.
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The review further examined the underlying demand-side and supply-side constraints
contributing to this mismatch, and scoped existing and emerging financial innovations with
potential to address these gaps. Findings from this desk study directly informed the design of
the primary data collection tools, ensuring the fieldwork would probe the most critical barriers
and opportunities identified in the literature.

2.2.2. Survey of value chain actors

Primary data were collected through key informant interviews using semi-structured guides.
In-depth discussions were held with a diverse range of stakeholders, including financial
service providers, coffee SMEs, farmers' organizations, regulators, development partners, and
market actors (see Table 1). Interviews focused on current financing sources, the adequacy
and terms of available credit, barriers to accessing commercial loans, and the credit-readiness
of "missing middle" and last-mile borrowers. Insights from these interviews were used to
triangulate and ground-truth findings from the desk study.

Table 1. Main categories of respondents interviewed during the field study.

Category of value chain actors No. of respondents
Farmers’ cooperatives 40

Farmers’ unions 6

Financial service providers 22

Coffee micro enterprises and SMEs 16

Development partners 9

Regulators responsible for coffee industry development 8

Total 101

2.3 Data analysis

The information gathered through the desk review and key informant interviews was subjected
to descriptive, content, and thematic analyses to provide insights into the underlying themes
and patterns relevant to the financing landscape of the coffee value chains in the selected
countries and to determine concrete interventions necessary to achieve optimal financing of
the “missing middle” and last-mile borrowers through commercial loans. The findings from the
desk review established an overview of the landscape of coffee production in Africa. Insights
from the key informant interviews were then integrated to validate, contextualize, and provide
concrete, country-specific examples for these themes, ensuring the analysis was grounded in
the practical realities of coffee value chains.

3 Results and discussion

3.1 Agriculture financing landscape in Africa

Documented information indicates that access to agricultural finance remains a persistent and
critical barrier in developing countries. While financing gaps impact all categories of farmers—
commercial, semi-commercial, and subsistence—the challenge is most acute for
smallholders, who often lack collateral, credit histories, or formal financial relationships. These
farmers require finance across multiple dimensions: i) short-term working capital for
production inputs such as seeds, fertilizer and labour; ii) medium- to long-term investment
capital for improvements like irrigation, high-yield crop varieties, and post-harvest processing



infrastructure; and iii) household-level finance for non-agricultural needs and consumption
smoothing.

Based on these categories of needs and farmer segmentation, the Mastercard Foundation
research estimated a 200 billion US dollar (USD) financing need for an estimated 270 million
smallholder farmers in Latin America, Sub-Saharan Africa and South and Southeast Asia
(Mastercard Foundation, 2022). However, the gap between the financial needs of
smallholders and the supply of financial services remains significant. Credit provided by
informal and formal financial institutions, as well as value chain actors, currently only meets
less than a quarter of farmers’ credit needs (approximately USD 50 billion), with formal
financial institutions supplying only USD 14 billion. Of the formal credit, commercial banks
contribute about 7%, the vast majority coming from state banks largely active in Asia (64%),
microfinance institutions (MFIs) (21%), non-government organizations, and social lenders
primarily backed by concessional capital (Mastercard Foundation, 2022).

With a huge gap in formal lending, a large portion of the financial requirements of these value
chain actors are financed through non-formal loan sources, including own savings, loans
accessed from savings and credit cooperatives organizations (SACCOs) and credit from
traders, family members, or friends (Mersha and Ayenew, 2018; Negasa et al., 2019). Village
savings and loans associations (VSLAs) function as revolving funds, allowing members to
save optional amounts, access loans at specified interest rates, and participate in regular
meetings and training sessions. They are designed for groups of women and offer loans with
unrestricted use. They play a crucial role in closing the financing gap, particularly for women
in agriculture.

As a vital source of working capital, value chain financing commonly serves last-mile
borrowers through in-kind arrangements: farmers receive inputs and technical advice in
exchange for committing their harvest to a specific buyer at a pre-agreed price (ICO, 2017).
This model mitigates lender risk by securing repayment through future sales, but it creates a
significant trade-off for farmers. Locked into the arrangement by immediate liquidity needs,
smallholders often surrender pricing leverage, becoming passive price takers (Charles, 2023).
Recognizing its potential to de-risk agricultural lending, commercial financial institutions are
increasingly formalizing this model. In Kenya, for instance, products like the Cooperative
Bank's supply chain financing and the Kenya Commercial Bank’s contracted crop loan
exemplify this trend, integrating value chain logic into mainstream banking offerings
(Cooperative Bank, 2023; KCB, 2023).

Other emerging financing mechanisms include initiatives led by multilateral and regional
development banks, international donors, national financial institutions, and private
philanthropic foundations. These actors support smallholders and agricultural SMEs through
a variety of models. Multilateral and regional development banks, such as the African
Development Bank (AfDB), typically work with governments and commercial banks to de-risk
agricultural lending through guarantees, blended finance instruments, and capacity building—
making it more attractive for financial institutions to lend to agri-SMEs. International donors,
such as the International Fund for Agricultural Development (IFAD), support inclusive rural
finance by funding national programmes that build institutional capacity, expand outreach, and
pilot innovative financing approaches targeted at underserved farming populations.

National financial institutions like the Uganda Development Bank, Kenya’s Agricultural
Finance Corporation, and the Development Bank of Ethiopia, offer concessional credit lines
and targeted loan products for agri-SMEs, although access is often constrained by
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bureaucracy and limited outreach to grassroots levels. Meanwhile, private philanthropic
foundations such as the Gates Foundation, IKEA Foundation, and Mastercard Foundation
fund digital finance innovations, data-driven credit scoring models, and last-mile delivery
platforms that aim to bring financial services closer to smallholder farmers. Collectively, these
mechanisms help close the agricultural finance gap by blending public, private, and
philanthropic capital and tailoring financial solutions to the unique needs of small-scale actors
in agriculture.

3.2 Financing gaps in the coffee sectors in selected countries

Gaps in financing agriculture in general mirror the dearth of financing for the coffee sector in
most African coffee-producing countries. Key informant interviews strongly corroborate this
documented challenge, with respondents from all five study countries consistently highlighting
a severe, pervasive shortage of capital for smallholder coffee farmers and agri-SMEs. While
the precise magnitude of the financing gap is unknown in most cases, interview data,
combined with secondary sources, point to a deficit that is substantial and that constrains
sector growth.

In Kenya and Uganda, secondary data provide indicative figures. In Kenya, for instance, the
deficit in financing has been relatively consistent since 2016, when it was estimated at USD
100 million (Cheruiyot, 2016). Uganda, on the other hand, had an indicative demand of USD
332 million as of 2023, to revamp production and undertake expansion of the coffee area, and
an additional USD 80.5 million to modernize primary processing for both Robusta and Arabica
coffee (UCDA, 2023).

For Ethiopia, secondary estimates quantify the scale of needed investment. For example, the
national requirement for farm rejuvenation through stumping is estimated at a staggering USD
702 million, given the total coffee area of 540,000 hectares (USDA and GAIN, 2023). Key
informants provided critical ground-level perspectives on the current supply against this
massive demand, reporting that only about 5% of Ethiopia’s coffee production financing
requirements are currently met through commercial loans. This aligns with broader evidence
of a systemic credit gap in the country (Bastin and Matteucci, 2007).

In Cameroon and Cote d’lvoire, specific national estimates are lacking, but evidence from key
informant interviews and sector plans confirms significant deficits. For Cameroon, key
informants provided data on cooperative-level needs, citing an average annual working capital
requirement of USD 48,800 per cooperative. Extrapolated across the country’s 52 coffee
cooperatives, this suggests an annual coffee financing requirement of at least USD 3.6 million
for working capital and investment, a figure key informants considered a significant
underestimate. This perception is supported by external estimates, such as the Global Coffee
Platform’s assessment of a USD 10 million annual need over 10 years (GCP, 2016).

3.3 The anatomy of the financing gap and finance access by the
“missing middle” and last-mile borrowers

Our analysis, based primarily on insights from key informant interviews, indicates that the
persistent financing gap for smallholders, especially coffee farmers, is a direct outcome of
three interlocking systemic failures: (1) structural misalignment between financial systems and
the agricultural reality; (2) institutional gaps in risk management; and (3) individual-level
capacity deficits.
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3.3.1 Structural misalignment

Interview data revealed a fundamental mismatch between banking models and coffee farming,
which manifests in three critical areas:

1.

Prohibitive interest rates on loans. Key informants across all five study countries
indicated that prohibitive interest rates were a primary barrier, citing rates of 10-21% in
Kenya, 16% in Cobte d'lvoire, 18-21% in Ethiopia, and 25-30% in Uganda. Lenders
attributed these rates to the substantial transaction costs of due diligence and monitoring
for small, dispersed farmers. Lenders also cited the inherent risks of smallholder
agriculture (given its susceptibility to climate shocks, yield variability, and volatile market
prices) as the core justification for these rates. This perception is empirically supported by
portfolio studies showing agricultural loan default rates are highly correlated with climate
events (e.g. Karlan et al., 2014), creating a rational basis for the risk premiums described
by our study respondents.

Mismatch between financial supply and agricultural demand cycles. Interview data
revealed that financial products persistently fail to reflect the seasonality of coffee farming,
offering loans without grace periods aligned to harvests. This disconnect, which
systematically transforms viable seasonal businesses into high-risk borrowers, is a
recognized structural flaw in agricultural finance. A recent systematic review by Khan et
al. (2024) confirms that temporal mismatch between credit repayment schedules and farm
revenue cycles is a primary driver of financial exclusion in developing countries. This
alignment of primary evidence with the broader literature underscores that the issue is not
anecdotal but a systemic failure requiring that products be redesigned.

Rigid collateral requirements. Interview data confirm that stringent demands for formal
land titles systematically disqualify the majority of borrowers. This problem is especially
acute for women and youth, who respondents noted, own less than 15% of agricultural
land. This finding illustrates a systemic bias that has been documented globally: as Doss
(2013) argues, collateral requirements often embed historical gender inequalities
in property rights into modern financial systems, creating a "catch-22" for women
borrowers. Furthermore, the underdevelopment of movable collateral registries in most
Sub-Saharan African countries, a gap noted by our study respondents, prevents the use
of alternative productive assets, like stored crops or equipment.

3.3.2 Institutional gaps in risk management

Institutional weaknesses do not merely reflect risk—they actively construct and amplify it,
transforming the inherent uncertainties of agriculture into prohibitive financial barriers. This is
evident in three critical areas where systemic gaps erode the trust and transparency necessary
for credit markets to function.

1.

Information asymmetry and the formality trap. A foundational institutional failure is the
dual problem of unenforceable contracts and pervasive informality of coffee enterprises in
Africa, which together create an insurmountable information gap for lenders. Weak
contract enforcement leads to side-selling risk, undermining the core trust required for
structured value chain finance. Concurrently, the informality of coffee enterprises creates
a fundamental information vacuum.

Infrastructure deficits as a risk multiplier. The physical remoteness of coffee farmers
is compounded by institutional failures in regard to providing basic infrastructure, imposing
a direct financial penalty on lending. Respondents estimated that poor rural roads and
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limited digital access in Uganda, Ethiopia, and Tanzania increase transaction costs for due
diligence and monitoring by 15-30%. For lenders, these costs make serving remote areas
commercially unviable, despite viable demand.

Cooperative governance. Key informants indicated that weak governance within farmer
organizations limits creditworthiness. This is a well-documented phenomenon. A study by
Shiferaw et al. (2011) across multiple African countries demonstrated that the managerial
capacity of farmer cooperatives is a stronger predictor of their access to formal finance
and markets than the size of their membership. A poorly governed cooperative does not
merely represent a single bad borrower: it signals a breakdown in the collective
responsibility and peer monitoring that make group lending models work.

3.3.3 Individual capacity gaps

Rather than being secondary drivers, demand-side capacity constraints are primary and active
drivers of financial exclusion. They create a self-reinforcing cycle where individual-level
deficits validate systemic risk perceptions, locking smallholders out of formal markets. These
gaps manifest most acutely in financial literacy, value chain positioning, and intersectional
exclusion.

1.

Financial literacy deficits. A critical barrier identified by key informants is low financial
literacy. Many smallholders and producer organizations lack basic financial skills, such as
budgeting, loan management, and record-keeping, making it difficult for them to interpret
loan conditions or manage repayment schedules. This finding is robustly supported by
recent empirical work. For instance, Kaiser and Menkhoff (2017), in a meta-analysis of
financial literacy interventions, found that low literacy consistently correlates with higher
default probabilities, as borrowers fail to align loan use with productive investment cycles.
Thus, financial illiteracy does not just hinder borrowing, it actively constructs the high-risk
profile that justifies exclusion, creating a trap that supply-side reforms alone cannot solve.
Value chain positioning challenges. The inability of smallholders to upgrade product
quality and access premium markets is also a capacity constraint that directly undermines
creditworthiness. Key informants noted that limited technical knowledge and investment in
post-harvest handling confine farmers to volatile, low-value market segments.
Intersectional exclusion. The most severe capacity gaps are not randomly distributed
but are systematically concentrated at the intersections of gender, age, and location. Our
data show that eligibility requirements and embedded cultural norms disproportionately
exclude women and youth across all five study countries. The 2023 UN Food and
Agriculture Organization report “The Status of Women in Agrifood Systems” (FAO, 2023)
finds that even when women have equal operational control over farms, they are 20% less
likely than men to access credit due to collateral requirements, mobility constraints, and
literacy gaps. For young people, the barriers are compounded by a lack of asset history
and social capital. This dual exclusion from both informal group loans and formal national
schemes is not an oversight but a design flaw in financial systems built around adult male
asset ownership. Consequently, intersectional exclusion is a deliberate outcome of
financial system design, not a passive reflection of societal norms. Targeted,
disaggregated interventions are needed to address this design flaw.

3.4 Emerging innovations for increasing finance access by the
“missing middle” and last-mile borrowers

Mitigating the lending constraints identified in Section 3.3 requires directly addressing the
specific barriers to credit access. Emerging financial innovations offer commercial banks and
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financial institutions new pathways to reach the “missing middle” and last-mile borrowers,
particularly women and youth, by redesigning products and processes around these actors'
realities. These approaches are summarized in Table 2 and in the paragraphs below.

3.4.1 Alternative credit scoring and alternative collateral

This innovation directly tackles the rigid collateral requirements and information asymmetry
that exclude borrowers without formal land titles or documented financial histories. Key
informants from financial institutions acknowledged the limitations of traditional models but
highlighted nascent interest in more flexible approaches. The use of alternative credit scoring
leverages non-traditional data, such as mobile money transactions, agro-dealer purchase
records, and satellite imagery showing farm health, to assess creditworthiness. An example
is Pula Advisors, which uses satellite data and machine learning (Kene-Okafor, 2021). Key
informant interviews revealed that while promising, the replication of these models by
mainstream banks often hinges on partnerships with fintech or agri-tech firms, which are still
in the process of being developed.

Concurrently, the use of alternative collateral, such as warehouse receipts, future purchase
agreements, or group guarantees, addresses the same asset-based exclusion. Stakeholders,
particularly from coffee cooperatives, pointed to the success of models like Root Capital, which
uses tripartite agreements between an off-taker, a farmer organization, and the lender to
secure loans against the future crop (World Bank, 2015). The lending model shows strong
potential for Africa’s coffee value chains, as Root Capital is already active in several countries
in Africa, including the Democratic Republic of Congo, Ghana, Kenya, Rwanda, Tanzania, and
Uganda, where the institution is engaged in the coffee value chain, among other activities.
However, respondents from Cameroon and Céte d’lvoire noted that the legal and regulatory
frameworks for enforcing such movable collateral remain weak, a key institutional gap that
was identified earlier.

3.4.2 Risk-sharing mechanisms and credit guarantees

Government-backed instruments like partial credit guarantees, concessional first-loss capital,
and loan loss guarantee schemes are designed to lower the perceived high credit risk and
associated high cost of lending that commercial banks attribute to agriculture.
Discussions with development partners and regulators confirmed that these instruments
are critical for building lender confidence. Examples include the World Bank funded
scheme in Rwanda (World Bank, 2019; Gurmessa et al.,, 2022) and government-backed
guarantee funds in Céte d’lvoire and Cameroon. In Kenya, the government-owned
Agricultural Finance Corporation supports access to agricultural credit for farmers working
through SACCOs that have greater reach in rural areas and among the target market (FSD
Kenya, 2023). Yet key informants from the banking sector in these countries reported that
these funds are often undercapitalized and burdened with complex bureaucratic
requirements, limiting their uptake and impact.

To bridge this gap, interviewees emphasized the need for more deliberate engagement with
commercial banks. Models like Rabobank’s partnerships, supported by risk-sharing tools
from entities like the Mastercard Foundation, demonstrate how guarantees can
catalyse sustainable commercial lending. The consensus from interviews was that
scaling these instruments requires designs that explicitly incentivize private bank
participation, thereby addressing banks' liquidity constraints and risk aversion directly.
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3.4.3 Bundled financial services

Bundled financial services present a promising pathway to de-risk agricultural lending. These
integrated packages combine credit with crop insurance, savings, and extension services, to
manage the multiple risks that contribute to income instability and high default risk on the part
of smallholders. Case examples from providers like One Acre Fund and Pula Insurance, cited
by several respondents, show how integrated insurance can protect against climate shocks
that would otherwise trigger loan defaults. However, key informants from farmer organizations
and SMEs highlighted a critical demand-side barrier: low adoption due to high perceived costs,
complexity, and limited awareness of benefits (Kinyanjui and Matula, 2018; Palsson, 2019;
Syah et al., 2023). This aligns with the low financial literacy barrier identified earlier,
necessitating targeted awareness campaigns that are designed based on local impact data,
to improve uptake (Kinyanjui and Matula, 2018; Van Asseldonk et al., 2020).

For scaling, respondents suggested that commercial banks must move beyond mere credit
provision. By partnering with insurance companies and extension service providers, banks
can co-create bundled products. As one financial service provider in Kenya noted, this not
only de-risks the loan portfolio but also adds value for the customer, potentially improving
repayment rates and customer loyalty.

3.4.4 Leveraging information and communication technology (ICT) and mobile
payment platforms

An emerging innovation with significant potential to transform agricultural lending is the
integration of digital financial platforms into commercial banking operations. Digital finance
solutions directly address the infrastructure deficits and remoteness that increase transaction
costs and limit physical access to banks. Mobile money platforms enable loan disbursement
and repayment via phone, drastically reducing the cost of serving last-mile borrowers. The
success of M-Shwari in Kenya, which has reached millions of borrowers and processed
billions in transactions (FSD Kenya, 2023; The EastAfrican, 2020), was frequently
referenced by interviewees as proof of concept.

Nevertheless, key informants, especially those focused on gender inclusion, sounded a crucial
note of caution. Studies and on-the-ground experiences suggest that digital lending can
exacerbate inequalities if it is not designed inclusively (Johnen and MuBBhoff, 2023; Ba and
Dieng, 2025). This connects directly to the barrier of intersectional exclusion, as women and
older farmers may face greater hurdles regarding digital literacy, phone ownership, and
network access. Therefore, innovation must be coupled with intentional efforts to close the
digital divide through strategies such as low-tech platform design, literacy-focused training,
and community access models.

3.4.5 Blended finance

Blended finance, which uses public or philanthropic capital to de-risk private investment, is an
overarching mechanism that can be used to address the high-risk, high-cost perception that
deters commercial capital from long-term, impactful investments in agriculture. It is particularly
relevant for financing climate-smart practices, processing infrastructure, and other capital-
intensive needs identified as large financing gaps in the earlier sections. Interviews with
development agency representatives pointed to instruments like the World Bank’s Enhancing
Access to Benefits while Lowering Emissions (ENABLE) youth programme and various
International Finance Cooperation (IFC) and AfDB facilities that use first loss guarantees,

14



concessional loans, and technical assistance grants (World Bank, 2019; Havemann et al.,
2020).

The critical insight from key informants was that blended finance is most effective when it
“crowds in” rather than “crowds out” commercial banks. By absorbing a portion of the initial
risk or cost, these instruments make agricultural lending commercially viable for banks,
enabling them to offer more tailored financial products with appropriate tenors and grace
periods aligned to coffee cycles, thereby solving the mismatch between financial supply and
demand.

Table 2. Emerging financial innovations for the “missing middle” and last-mile borrowers in
agricultural lending and enabling conditions.

Innovation

Description

Examples

Enabling conditions for
scaling/effectiveness

Alternative credit

Use of non-traditional data

Apollo Agriculture

Legal and regulatory support

mechanisms and
credit guarantees

concessional interest rates,
loan loss schemes, and
bundled services (insurance,
savings, extension).

backed guarantee
funds (Cote d’lvoire,
Cameroon),
Agriculture Finance
Corporation (Kenya)

scoring and (e.g. mobile usage, agro- (Kenya), APA on use of non-traditional data
alternative dealer records, satellite Insurance, Ibero, M- for credit scoring, and use of
collateral imagery) to assess Kopa movable assets as alternative
creditworthiness; loan terms collateral
aligned with agri-specific e  Partnerships with agri-tech
needs (e.g. crop cycles, and fintech providers to
group guarantees, alternative obtain data
collateral). ¢  Gender-responsive loan
design
Risk-sharing Partial credit guarantees, Government- e  Government- or donor-

backed guarantee funds
Capacity-building for
smallholders and
cooperatives, including
financial literacy support
Impact data to support
awareness and trust

Bundled financial

reduce perceived risk and
bridge financing gaps in rural
markets.

finance, IFAD value
chain programmes

Integrated financial products One Acre Fund, e  Strong partnerships
services that combine credit with Pula Advisors ¢ Digital platforms for delivery,
complementary services such premium collection, and
as crop insurance, savings claims payout
facilities, and e  Supportive regulatory
extension/technical advice. environment for bundled
products and index-based
insurance
ICT and mobile Use of mobile money, fintech, | M-Shwari (Kenya), e Mobile network coverage
payment and digital banking to reduce | DigiFarm ¢ Digital identity systems
platforms transaction costs and Data integration with lending
improve outreach. institutions
Blended finance Use of concessional or ENABLE Youth e  Strong anchor institutions
instruments philanthropic capital to attract | (World Bank), IFC e Clear investment pipelines
private investment; helps blended agri- e Risk-tolerant public/private

capital
Policy frameworks for
blended finance coordination

3.5 Enabling conditions for the adoption and sustainability of
innovative financing

Many of the innovative financing mechanisms mentioned above already exist, as made clear
in the examples listed. However, a number have not achieved their full potential in reaching
the “missing middle” and last-mile borrowers in the coffee and broader agricultural value
chains. To enable the adoption of these mechanisms and ensure their sustainability, several
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enabling conditions are essential, spanning policy reforms, institutional collaboration, and
supply-side capacity building.

3.5.1 Policy support and legal reforms to incentivize agri-finance innovation

Gender-responsive policy reforms aimed at strengthening land tenure security, such as
formalizing land titles, are critical in order to expand credit access and agriculture investment,
particularly for women and youth (Ali et al., 2016). For instance, a randomized roll-out of land
registration in Rwanda helped to provide a basis for an incipient mortgage market secured
against agricultural land (Ali et al., 2014), and increased agricultural investment, especially
among female-headed households (Ali et al., 2014). Similarly, sound legal and regulatory
frameworks are needed to support the use of movable assets, such as livestock, stored crops,
and farm machinery, as collateral. Countries like Ghana, Liberia, and Malawi have
successfully introduced online collateral registries. According to IFC data (reported by Verdant
Capital, 2020), this approach has facilitated approximately USD 3 billion in loans secured with
movable assets in Ghana, and about USD 230 million in Liberia, of which 30% has been for
women entrepreneurs. In Malawi, nearly 16,000 micro enterprises and SMEs have been able
to access financing using their movable assets.

3.5.2 Public—private partnerships and institutional collaboration

Public—private partnerships and institutional collaboration are essential for scaling innovative
financial solutions that reach smallholder farmers and last-mile borrowers. Effective
collaboration requires actions from both regulatory and financial institutions to address the
systemic barriers identified in this study.

Regulators, financial institutions, and technology providers can jointly pilot and validate new
models—such as digital lending platforms, blockchain-based traceability, and tokenized smart
contracts—within controlled regulatory sandboxes. For instance, the Central Bank of Nigeria
launched a regulatory sandbox in 2021 to foster fintech innovation while ensuring consumer
protection, with an emphasis on expanding financial inclusion (CBN, 2021). Expanding such
frameworks to explicitly include agriculture-focused innovations would reduce entry barriers
for agri-fintechs, allowing regulators to better understand sector-specific risks and craft
proportionate policies.

For collaboration to yield tailored financial products, supply-side reforms within financial
institutions are necessary. This includes building internal capacity through dedicated agri-
finance units and training loan officers in coffee agronomy and value chain economics. Such
expertise enables lenders to move beyond rigid collateral-based assessments and design
products with features such as repayment schedules that are aligned with harvest cycles,
directly addressing the mismatch between financial supply and agricultural demand cycles
that has been noted as a key barrier. This internal capacity also allows banks to better assess
and mitigate the perceived high credit risks associated with smallholder agriculture.

Collaboration should extend beyond fintech to include the growing ecosystem of last-mile agri-
service providers, such as input suppliers, certified agronomists, and digital platform agents.
As Kansiime et al. (2025) highlight, these private and social enterprise actors are increasingly
filling the vacuum left by weak public extension systems. Their role is evolving from purely
agronomic support to becoming vital intermediaries for financial inclusion. By partnering with
these trusted, field-based providers, financial institutions can overcome information
asymmetries and lower the high transaction costs associated with reaching remote borrowers.
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Finally, tripartite arrangements involving off-takers, farmers, and financial institutions further
mitigate credit risk by ensuring structured repayment through guaranteed markets (Haryono
et al., 2023). Farmer cooperatives are often well-placed to coordinate these arrangements,
helping to strengthen contract enforcement and reduce side-selling risks, which are identified
as critical institutional gaps. Such models not only secure repayment for lenders but also
provide farmers with more stable market access, enhancing their creditworthiness over time.

3.5.3 Foundational investments in human capital and enterprise

Although the nature of SMEs and their capacity influence the constraints they face regarding
access to needed financing, smallholder coffee farmers require adequate information and
financial skills to identify potential suppliers of credit funds (Masuka et al., 2025). Targeted
programmes that combine financial literacy, business skills training, and mentorship equip
smallholders to transition from being subsistence farmers to being agricultural entrepreneurs
(Kuteesa and Kyotalimye, 2019; Onuoha, 2020; Hakimi et al., 2025). This builds a pipeline of
viable borrowers and stimulates demand for diverse financial products, from startup capital to
investment loans. Concurrently, technical capacity building in good agricultural practices,
climate-smart agriculture, and value-added processing is needed to improve coffee quality
and profitability. Burundi offers a good example here: producers who processed their coffee
saw significant quality improvements and forged sustainable trade relationships with
international buyers (Bro and Clay, 2017). Formalizing and strengthening farmer cooperatives
enhances their role as financial intermediaries, improving access to group lending and
increasing their credibility with financial institutions (Poole and Donovan, 2014; Hung Anh et
al., 2019).

3.5.4 Supply-side reforms for tailored and accessible financial products

To effectively serve the agricultural sector, financial institutions must implement internal
reforms that bridge critical knowledge gaps and redesign delivery systems to enhance
accessibility. This begins with building in-house agricultural expertise through dedicated agri-
finance units and specialized training for loan officers to accurately assess the sector's unique
risks and move beyond rigid collateral-based models. This deepened understanding enables
the design of customized financial products, such as loans with harvest-aligned repayments
and flexible collateral options, which directly address the mismatch between financial and
agricultural cycles and stringent collateral requirements that currently exclude smallholders.

However, well-designed products are ineffective without last-mile reach and client capability.
This challenge is compounded by the fact that the "missing middle" and last-mile smallholders
are often similarly underserved by public agricultural extension systems, creating a dual
service gap (Kuteesa and Kyotalimye, 2019). To bridge this dual service gap, financial
institutions must look beyond their own branches and forge strategic partnerships with the
growing ecosystem of last-mile agri-service providers. These providers, operating at the
intersection of extension and commerce (Kansiime et al., 2025), are uniquely positioned to
explain integrated products, facilitate enrolment, and provide the ongoing support that ensures
proper utilization and repayment.

Ultimately, product adoption depends not only on physical access but also on farmer
understanding and trust. Therefore, financial literacy must be integrated into these last-mile
partnerships. Targeted education on products such as credit and climate insurance (Survase
and Gohil, 2024), should be delivered through the same agri-service providers and agent
networks that provide access, ensuring that financial concepts are contextualized and that
ongoing support is available. This interlinked approach of building internal expertise,

17



partnering with last-mile intermediaries, and embedding literacy into delivery creates a
cohesive supply-side strategy capable of transforming product design into tangible financial
inclusion.

4 Conclusions and recommendations

The study identifies a persistent financing gap affecting the "missing middle" and last-mile
borrowers in Africa’s coffee-producing countries. Drawing on evidence from Cameroon, Cote
d’lvoire, Ethiopia, Kenya, and Uganda, the findings confirm that this gap is rooted in
entrenched risk perceptions among lenders, who view these borrowers as high-risk due to
their limited collateral, informal operations, and susceptibility to climate and market shocks.
On the borrower side, formal loans are often seen as costly and poorly adapted to their cash
flow cycles and business models. Traditional lending frameworks that rely on rigid collateral
requirements, high interest rates, and uniform repayment terms are considered ill-suited for
agriculture and coffee, where seasonal variability, climate shocks, and price volatility are
endemic. Consequently, informal lending fills the void, but it lacks the scale, predictability, and
inclusivity needed for long-term sector transformation. However, the study also identifies a
compelling economic and social case for inclusive finance models that engage underserved
segments, especially women and youth, who are systematically excluded due to gender
biases and tenure insecurity, and presents actionable, coffee-specific pathways forward.

To move from diagnosis to action, the following recommendations are tailored for stakeholders
within African coffee value chains:

For financial institutions and lenders, the priority is to develop coffee-specific loan products
with flexible repayment aligned to harvest cycles, and to accept alternative collateral such as
warehouse receipts or forward sales contracts. Partnering with trusted last-mile agri-service
providers and cooperatives can lower due diligence costs and improve farmer readiness.

For policymakers and regulators, fast-tracking legal reforms that recognize movable
assets—like stored coffee or processing equipment—as legitimate collateral is critical,
drawing on models from Ghana and Liberia. Establishing regulatory sandboxes for testing
coffee-focused fintech, such as digital traceability platforms, can foster innovation while
managing risk.

For development partners and blended finance architects, concessional capital must be
used strategically to de-risk lending for underserved segments. This includes creating partial
credit guarantees for loans to women’s cooperatives or youth-led SMEs, and co-funding
bundled insurance products that protect against climate and price shocks specific to coffee.

For coffee value chain actors—exporters, processors, and buyers— enhancing financial
inclusion involves formalizing purchase agreements that farmers can use as collateral and
digitizing transactions to build transparent repayment histories. Strengthening the governance
and financial management of cooperatives is critical, in order to turn them into bankable
intermediaries.

Finally, cross-cutting efforts should foster multi-stakeholder platforms to coordinate action
and share learning. Future research must evaluate the impact of these financing models and
recommendations on coffee yield, quality, and the inclusion of women and youth. By aligning
financial products with the realities of coffee farming and leveraging collaborative partnerships,
stakeholders can build a more resilient and inclusive financial ecosystem for Africa’s coffee
sector.
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