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I) Background 
 
The CIDR Eastern Africa Rural Microfinance Program 
 
The Participative Microfinance Development Project implemented by CIDR in Tanzania is part 

of a larger program aiming at contributing to the development of Rural Microfinance in three 

countries in Eastern Africa (Ethiopia, Kenya and Tanzania), within the wider objective of 

promoting financial inclusion. 

 

Provision of financial services to the poor by Microfinance Institutions in these three 

countries has been an effective way to alleviate poverty, by enhancing economic initiatives 

during the past decade. Nevertheless, due to methodological constraints, major financial 

intermediaries have been focusing on serving micro entrepreneurs in urban and peri urban 

areas first, leaving the rural households by and large underserved. Reaching poor clients in 

the rural areas is indeed constrained by the specific high risks and costs related to this 

market, especially for smallholder agriculture financing. 

 

This program is based on three assumptions: 

 

One assumption is that participation of the clients in the design and delivery of the 

financial services is a key factor to facilitate the sustainability of the systems set up, 

through ownership, adaptation of the services to the needs of the clients and 

reduction of the operational costs. 

 

A second assumption is that, instead of creating new institutions for the rural areas, 

the most effective way to expand rural financial services to rural households is to 

assist existing urban or peri – urban based Financial Intermediaries to adopt 

participatory methodologies and develop ―rural finance windows‖ with sound 

institutional and financial linkages with communities and farmers groups. 

 

A third assumption is that the provision of adequate financial services to the rural 

poor supposes a segmentation of the rural markets, from the ―traditional‖ rural 

household to the ―entrepreneur‖ inserted in profitable value chains, and the 

development of specific products and delivery mechanisms for each segment of the 

market. 

 

The methodology and products defined by the program are therefore twofold:  

 

(i) a network of community based savings and credit facilities, decentralized in remote 

rural areas, to serve rural households with a variety of simple savings and loans 

products, adapted to their needs and their management capacities, linked to a 

regular branch of a Financial Intermediary, and  

(ii) adapted products and delivery systems to serve more entrepreneurial rural residents 

involved in profitable value chains, in linkage with agro processing / export firms 

or other mechanisms for more effective access to markets. 

 

PRIDE Tanzania Rural Finance Windows 
 

With the above rationale, CIDR has assisted PRIDE Tanzania, nationwide established 

Tanzanian MFI which had been targeting since its inception in 1993 only urban micro-
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entrepreneurs, to pilot test and roll out Rural Finance Windows (RFW) to provide financial 

services to rural population, especially smallholder farmers, through two methodologies: 

 

 The ―community-based‖ methodology targets ―mainstream‖ rural population, 

engaged in ―traditional‖ agriculture production, although of course partly market 

oriented, and small business activities. It provides individual loans at sub-village 

level, which elect Sub-village Microfinance Leaders (SML). The SMLs collaborate with 

the decentralized PRIDE RFW field agents for the loan screening, repayment and 

recovery, and promotion of the services, which reduces operation costs and secures 

resource allocation. 

 
 The second methodology, referred to as « agribusiness financing » or ―agricultural 

value chain financing‖, targets specifically more entrepreneurial farmers involved in 

profitable and secured market oriented value chains, in linkage (formal or informal) 

with agro processing / export firms and / or technical services providers. In this 

context, farmers are deemed entrepreneurial when they have the mindset and 

capacity to quickly react to the market evolutions and adjust their production 

accordingly. They are not necessarily much bigger than the other farmers, as most of 

them are also smallholders (farming 1 to 5 acres). 

 

2 RFW were operating in 2009: one in Iringa since 2004, the second in Morogoro since end 

of 2008. The plan is to create at least a total of 10 RFW throughout the country by end of 

2011, and to reach around 50 000 clients, mostly farmers. 

 

II) The concept of Agricultural Value Chain Financing 
 

An agricultural value chain encompasses the full range of activities and services required to 

bring a product from its conception to its end use.  It involves the sequence of productive 

(i.e., value added) activities leading from farm producers to final consumers. It relates to 

the common expression ―From Farm to Fork‖. 

 

Agricultural value chain financing is deemed to be an effective way to deliver more and 

better financial services to farmers and other actors involved in the value chain, and 

therefore to contribute to rural development as well as poverty alleviation. 

 

The concept of Value chain finance is hereby used with regards to the financial service offer 

that builds on the established business relations or linkages among actors in the value chain. 

It is deemed to create multiple benefits for both lenders and borrowers. 

 

For financial institutions, it is assumed to reduce the costs and risks of lending. As a 

consequence, the financial institutions can better answer the value chain actors' financial 

needs, and profitability and impact are increased. 

 

For the value chain actors, it opens secured access to larger loan sizes and new types of 

financial services, including savings and investment loans. 

 

One of the assumed breakthroughs of this approach is to render smallholder farmers 

creditworthy to financial institutions, their technical and marketing linkage with other actors 

of the value chain, be it formal or informal, constituting an innovative guarantee for lenders, 

especially in the rural African context where classical guarantees like collateral assets are 

usually not effective and where credit history and reliable income records are lacking. 
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Existence of profitable and sustainable market is key for successful VCF. Emphasis should be 

put on markets to drive production rather than the other way round. 

 

Implicitly, the concept concerns private led value chains, in the light of mostly negative past 

experiences of value chains promoted and financed by governments.  

 

Every actor along the chain should realize profit from investments undertaken. Every actor 

whose investment is not profitable becomes the weakest link in the chain and may lead to a 

break in the chain. 

 

There are various types of value chains, shorter and longer ones (with few or many actors 

along the chain), with more or less formal relations between actors, export or domestic 

markets oriented. Generally, it is assumed that a long value chain provides incremental 

added value.  

 

Regarding the linkage between smallholder producers and other actors of the chains, the 

more formal and supposedly accomplished case is when a company is developing an 

outgrower scheme through contract farming, providing technical support to the farmers and 

securing a profitable and sustainable market. This situation is however rarely found in 

African context, where most of the relations are informal and short term based. 

 

One of the value chains selected in Iringa region to develop agri-business financing product 

was paprika, characterized by the existence of an agribusiness exporting company 

implementing contract farming with smallholder producers. This pre-existent relation was 

deemed a good ground too pilot test value chain financing product built upon an outgrower 

scheme. 

 

The other value chains selected so far in Iringa are rice and onion, characterized by a multi 

buyers market. This factor required the development of a different product, without formal 

linkage with an agri-business company. 

 

This case study presents the products designed for paprika, rice and onion value chains in 

Iringa region, the results achieved and the lessons learnt.  

 

III) Product developed for the paprika value chain 
 

1) Context 

Iringa region rural economy is characterized by its relatively high potential for agriculture 

production, thanks to conducive and diversified climatic and agro-ecological conditions. 

 

Most of the farmers are smallholder producers, with a cultivated area between 0,5 to 5 

acres. 

 

If most of them are producing maize as staple food crop, they are also engaged in market 

oriented productions like rice, vegetable, sunflower, peas and beans, tobacco, irish potatoes, 

and small business activities. This entails that most of the farmers have several sources of 

income scattered throughout the year. 

 

In term of macroeconomic conditions, the Tanzanian government’s economic policy is 

favorable to private investments, national and foreign, especially for the rural areas. 
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Development and commercialization of agriculture are considered as a priority, and the 

government has designed the Kilimo Kwanza (agriculture first) policy as a path towards the 

―green revolution‖. 

 

The government is moreover promoting microfinance as one of the efficient tools to fight 

poverty and for economic development, especially for rural areas. 

 

2) The introduction of paprika in Iringa region by Tanzania Spices 

company 

In 2001, the Spanish company EVESA (Extractos Vegetales SA) — a major producer and 

processor of spices1 — established Tanzania Spices Limited to increase supplies of raw 

paprika to their factory. Tanzania’s Iringa and Ruvuma regions were chosen as sites to 

establish paprika as a cash crop for small farmers under contract farming agreements. 

 

Tanzania Spices set up a pressing and packaging factory with a capacity to buy annually       

2 000 tons for export to Spain. 

 

Tanzania Spices provides farmers, through producers group set up at its initiative, with high 

quality seeds, and technical advice to achieve high quality output and productivity. 

 

The company is committed to buy paprika produced by the members of the producers’ 

groups it contracts with, the price being set yearly according to the quality (grading) of the 

production (Tsh 1 400 / Kg for Grade A, 510 Tsh / Kg for grade B and 175 Tsh / Kg for grade 

C in 2009). Seeds from Grade A are treated and packaged for resale to farmers. Tanzania 

Spices does not finance paprika producers (seeds are sold). 

 

The project DAI PESA2, implemented by DAI and financed by USAID has provided technical 

assistance for the creation and strengthening of the groups, and has initiated the creation of 

an Apex of the paprika groups before the phasing out of the program in 2007. 

 

The following flow-chart summarizes the paprika value chain: 

 

                                                           
1
 The main product manufactured in EVESA is PAPRIKA OLEORESIN (ORP), a natural coloring agent used in the 

Food Industry. 
2
  Development  of Private Enterprise Support Activities 
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3) The tripartite arrangement Producers – Tanzania Spices - RFW 

The product design built on the existence of the technical and marketing linkage between 

the producers’ groups and Tanzania Spices to set up a tripartite arrangement benefiting the 

three parties as schematized below: 
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1) PRIDE, lender through its RFW, provides loans to the paprika farmers organized in 

producer’s groups. Group lending methodology is used (individual loans with joint liability of 

the group members). 

 

2) The paprika producers repay the loans to the RFW in several installments based on their 

cash flow, and the group leaders are involved in loan screening, collection of fees, loan 

insurance fund, cash collateral and loan repayment. 

 

3) Tanzania Spices, Technical and Marketing Services Provider (TMSP), provides technical 

services to the producers and ensures market for their production through contract farming. 

 

4) Paprika producers are committed to sell their paprika production to Tanzania Spices and 

apply technical advices. 

 

5) RFW and Tanzania Spices exchange information on the producers they contract with. 

 

6) Tanzania Spices deducts from the producer’s sales to repay directly the producer’s loans 

to RFW, but only in case of arrears of the groups. 

 

The respective responsibilities and commitments of the parties were defined as follows: 

 

a) Tanzania Spices 

 

 Sell quality seeds to the producers and provide efficient technical advices. 

 Purchase the paprika produced by the producers based on the price agreed upon for 

each quality grade. 

 Exchange information with PRIDE RFW on the performance of the groups (in terms of 

production and organization) in order to select creditworthy clients for the RFW. 

 Use the produce of the purchase of paprika from the groups to cover loans in arrears 

by the group through direct payment to the RFW.   

 
b) PRIDE RFW 

 
 Finance the producers organized in groups selected jointly with Tanzania Spices 

according to PRIDE methodology, rules and procedures. 

 Exchange information with Tanzania Spices on the performance of the groups 

regarding loan repayment and any other relevant aspect. 

 
c) The producers’ groups 

 
 Ensure that the group members fulfill the technical and marketing commitments with 

Tanzania Spices. 

 Implement through their leaders activities required by PRIDE RFW for the 

management of the loan (participation in the loan screening, collection of member’s 

registration fee, cash collateral, loan repayments, basic bookkeeping for the group 

and individual transactions). 

 Ensure loan repayment, through enforcement of joint liability of the group members. 

 
This tripartite arrangement is a ―win-win-win‖ collaboration as: 
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- Tanzania Spices is ensured that the producers it contracts with have access to loans 

to finance the production, which contributes to securing the paprika supply, without 

being itself involved in the provision of loans, which is not its core business. 

 
- PRIDE RFW benefits from the guarantee provided by the technical and marketing 

linkage between the producers it finances and Tanzania Spices, which secures 

producers and therefore their capacity of repayment. The risks being mitigated by 

this linkage, the RFW can also provide bigger loan amounts to the producers and 

hence increase its profitability and impact. 

 

- Information collected from Tanzania Spices on the performance of the groups is also 

key for a reliable screening of the groups to be financed.  

 

- The producers can have access to a secured source of funding of their production. 

 

Moreover, the fact that the producers were organized in pre-existing groups allowed the 

RFW to use the group lending methodology as an additional guarantee, and to involve the 

group leaders in the operations to reduce costs. 

 

 

 

 

4) The characteristics of the loan product and delivery methodology for 

the paprika producers 

Preliminary surveys were conducted with producer’s groups by the RFW staff in order to: 

 

- Confirm the profitability of the paprika production3 and assess its advantages and 

disadvantages compared with other existing cash crops. 

- Assess their loan needs (amounts, durations, …) 

- Analyze the producers’ cash flows to design adequate and secured modalities of 

repayment. 

- Confirm their willingness to enter into a tripartite arrangement with Tanzania Spices. 

 

Tanzania Spices representatives were also met in order to: 

- Agree on the modalities of the tripartite arrangement (respective responsibilities of 

the parties). 

- Cross check the information collected from the producers on their loan needs. 

 

The following principles have guided the definition of the product: 

 Eligibility criteria 

o Only experienced farmers in paprika production and organized in producers’ 

groups contracting with Tanzania Spices can be financed. 

o Loan can be used for intensification or extension of an existing paprika farm, 

and finances costs incurred for the production of paprika. 

 Loan conditions: 

o The maximum amount per acre, loan disbursement and repayment modalities 

are set based on needs assessment and cash flow analysis made with the 

                                                           
3 

Paprika is very profitable with an average gross margin of about $ 930 / acre (in 2009). 
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producers’ groups4 and cross checked with Tanzania Spices5. The cash flow 

analysis allows determining when cash is actually needed and for what 

amount and when repayments are possible. 

o The first individual loan amount is set to a percentage of the amount needed 

per acre, to share risk, and loan renewal amount is determined based on the 

quality of repayment of the previous cycle. 

o The number of acres financed is capped, to limit the risk and encourage self 

financing by the bigger producers. 

 Procedures: 

o Selection on the groups is made jointly by the RFW and Tanzania spices so 

that interests of both parties are taken into account. 

o Loan disbursement in several tranches is possible, but consequences in term 

of operating cost and risks of fund transfers must be taken into account. 

o Repayment is made in several installments, based on the cash flow of the 

borrowers, and not only on the paprika production income. 

The first installments are set based on other sources of income than paprika 

and the last installment corresponds to the paprika harvest time. Even if the 

producers usually wish to keep their stock to speculate on the price increase, 

allowing them for time to repay is risky as they risk selling all their stocks 

before the installment. 

The last installment represents a maximum of 50% of the principal, and the 

minimum amount for the other installments is 25% of the principal. 

o Loans are disbursed at the group location, PRIDE agribusiness officers 

checking that each individual loan is disbursed as per the screened individual 

applications. 

 Guarantees: 

o Group lending methodology is used, joint liability of the members applying 

in case of group arrears. Group cash collateral of 25% of the loan amount 

is constituted upfront by the borrowers. 

o Second level of guarantee is provided by Tanzania Spices which is 

committed to repay directly PRIDE from the proceeds of the sales of the 

producers in case of arrears at the time of the last installment. The choice 

of not linking more directly repayment and proceeds of the sales to 

Tanzania Spices was made first because the farmers refused automatic 

deduction from their sales by Tanzania Spices6, and also because PRIDE 

didn’t want to be too dependent on Tanzania Spices for the repayment.  

 Modalities of participation: 

o Group leaders are involved in the following operations: participation to the 

credit committee composed of the group leaders and of the RFW 

agribusiness officer (final decision being made by the RFW credit 

committee), collection of payments made by the group members 

(membership fee, loan insurance funds, cash collateral, loan repayments) 

and payment at the PRIDE branch, collection of death certificates for 

activation of the loan insurance fund. 

o There is an option to create subgroups inside the group, in order to 

facilitate operations. This applies case by case mainly to bigger groups and 

/ or in case of scattered residence of the members. 

                                                           
4
 Cash flow analysis is not done individually for each producer, which would be time consuming and costly and 

certainly not much reliable. 
5
 As the producers have the normal tendency to overestimate their needs, especially for the first loan application. 

6
 For two supposed reasons: lack of trust in the company, and willingness to keep their options open for the sales of 

their produce (which is of course non compliant with the terms of the contract with Tz Spices). 
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IV) Products developed for the other value chains (rice and onion) 
 

The Iringa RFW has designed products for smallholders involved in other value chains like 

rice and onion. The main difference is that there is no TMSP, as Tanzania Spices for the 

paprika value chain, providing technical services and entering into contract farming with the 

producers. No tripartite arrangement could therefore be set up. For the rest, products 

characteristics are similar to the ones designed for the paprika producers, especially the 

lending through pre-existing producers’ groups. 

 

These products, contrarily to the one for paprika, are not built on formalized linkages 

between actors of the chain.  

 

However, they have been designed in a Value Chain logic as the crops have been selected 

after a survey of the value chain has confirmed: 

 

- The profitability of the production for all actors of the chain, and a ―secured‖ market. 

- The existence of efficient informal linkages between the different actors of the chain, on 

which formal technical and marketing relations might (or not) be built in the future. 

 

Moreover, in the case of onion, the DAI PESA project had been providing technical and 

marketing services to the producers’ groups and had facilitated the creation of an apex 

before phasing out of its program. 

 

Detailed specifications of the loan products are provided in appendix 1 for paprika and onion, 

and summary of the operational steps and the roles of each actor in appendix 2. 

 

V) Results achieved 
 

1) As of December 2009, after 4 years of operation of the agribusiness methodology, the 

Iringa RFW was financing 14 paprika producers’ groups comprising 664 members (32% of 

women). 529 individual producers have been financed in 2009 for an average amount of 

326 000 Tsh (250 USD). For the other value chains, the data was, for onion, 11 groups, 373 

borrowers and 294 000 Tsh, and for rice, 34 groups, 1 389 borrowers and 326 000 Tsh. 

 

2) In term of repayment quality, the PAR at 90 days end of 2009 was 7,8% globally for the 

agribusiness methodology, arrears being mainly caused by bad performance of a small 

number of onions groups having faced irrigation problems. The PAR at 90 days was 2% for 

the paprika value chain, which compares positively with the average PAR 90 days for African 

MFIs of 4,4% in 2008 (Mix market benchmark). This relatively good result might be 

attributed to two factors: 

 

- Technical and marketing security provided by the value chain. 

- Use of joint liability at producers’ group level, allowed by the pre-existence of organized 

producers groups. 

 

3) In term of operational efficiency, 2 agribusiness officers were managing a  portfolio of 65 

groups and a total number of 2 163 active borrowers end of 2009, hence a caseload of 

1 082 borrowers / officer, much higher than the average caseload for African MFIs in 2008 

(366 as per the Mixmarket benchmark). This high ratio is the result of the group lending 
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methodology used and the high involvement of the group leaders in the operations, and to a 

lesser extent to the partnership with the TMSP in the case of paprika. 

 

4) RFW MIS does not allow so far to analyze administrative efficiency and other performance 

ratio by product, but empirical analysis tend to point out that the agribusiness methodology 

is more cost effective than the community based methodology, for two reasons: use of the 

group lending methodology, and improved security of the loans. 

 

5) For all value chains, loans are only short term and have been used to finance essentially 

inputs and labor costs for the smallholders’ producers.  

 

The product has therefore had a positive impact as it allowed access to short term finance 

for the producers, but some expected characteristics or effects of the value chain financing 

methodology have not (or not at the expected level) materialized so far: 

 

- Provision of bigger loan amounts to the producers (although average amount of loans 

for agribusiness financing of 250 USD was 43% higher than for the CB methodology). 

- Provision of loans to finance medium / long term needs of the producers, like 

equipment. 

- Provision of financial services to other actors of the chain (like traders, processors, 

agribusiness companies, …). 

 

This is due to: 

 

- A cautious lending policy by PRIDE in this pilot phase, illustrated by the application of 

the microfinance principle of progressive loan amounts (therefore not financing fully 

the loan needs of the producers). 

- A lack of clearly expressed needs by the producers for medium term / long term 

loans, although this could be explained by the fact that PRIDE didn’t invest in 

collecting and analyzing these needs, in reference to bullet 1. 

- A lack of clearly expressed needs by the other actors of the chains, but here also 

analysis could be that PRIDE didn’t try very hard to collect and analyze them, 

because it doesn’t have the capacity and the social objective to finance these actors. 

No attempt was moreover made to link these other actors to other financial 

intermediaries which products and financial capacities could cater for their needs (like 

commercial banks). 

  

6) Comparative analysis between the two models implemented (tripartite arrangement with 

an agribusiness company contracting with producers for Paprika, financing of producers 

without formal linkage with other actors of the chain for onion and rice) is not very 

conclusive at this stage: 

 

a) One of the findings for the paprika value chain is that it is difficult for the agribusiness 

company to enforce contract and to gain the loyalty of the producers, who tend to 

react to short term opportunities in the market. For instance, there were several cases 

of paprika producers who shifted to another production, mainly sunflower, because 

they deemed it to be more profitable (and partly because they considered that 

conditions offered by Tanzania Spices were not satisfactory, especially the setting of 

purchase price based on grading of the produce). 

 

This shows that most of the producers tend to maximize their short term profit to the 

detriment of a longer term relation with a single buyer partner which was moreover in 
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this specific case not deemed, rightly or wrongly, to provide adequate services by part 

of the producers. 

 

b) Relations between RFW and Tanzania Spices have moreover proven a bit difficult, as 

Tanzania Spices considered that the RFW sided with the producers when they shifted 

to sunflowers by continuing to finance them (even when they sell their produce to 

competitors of Tanzania Spices7), and was in fact not supportive of the value chain. 

This reflects an implicit choice / strategy of the RFW to finance the producers 

regardless of the value chains concerned, rather than supporting a specific value chain. 

 

c) Arrangements regarding deduction of paprika sales by Tanzania Spices in case of loans 

in arrears by the groups have proven not effective, because of lack of exchange of 

information between the RFW and Tanzania Spices. 

  

d) In the view of the RFW, the rice value chain has proven the more attractive and 

profitable, with the highest turn over and a good portfolio quality. Main reasons put 

forward to explain this performance are the facts that the cultivation is secured 

through reliable irrigation system and the existence of a strong domestic and multi 

buyers market for the produce.  

 

Concerning onion value chain, the RFW has however faced high arrears with some groups, 

mainly due to irrigation problems. 

 

VI) Lessons learnt 
 

The short experience of PRIDE RFW tends to demonstrate that it is possible to finance on 

sustainable basis smallholder producers engaged in profitable and secured value chains. 

 

This experience highlights some preconditions and factors of success, for a financial 

institution aiming primarily at financing smallholder producers using value chain finance 

approach: 

 

1) A thorough preliminary analysis of the value chain is necessary to confirm the 

profitability and sustainability of the value chain for all the stakeholders involved and a 

―relatively secured‖ market. This analysis must particularly assess the production risk 

for the smallholders, and the existence of mitigating factors, like the existence of 

efficient technical services providers. Irrigated crops are usually less risky than rain fed 

crops, although irrigation infrastructure must be carefully analyzed. 

 

It is also crucial to assess the existing relations between the actors, and the reliability of 

the identified potential TMSP in term of provision of technical and marketing services8.  

 

2) The existence of well organized producers groups, although not an absolute prerequisite, 

is a crucial factor of success in order to reach operational self sufficiency in a reasonable 

timeframe, as it allows reducing costs and risks, through involvement of the group 

leaders in the operations and use of joint liability. 

                                                           
7
 Local traders entering this market progressively, and offering a unique price whatever the quality. 

8
 For instance, the sugar value chain in Morogoro was rejected, despite the presence of a sugar factory which could 

have played the role of TMSP, because of the existing distrust between the producers and the company over 
timeliness of the payments by the factory. 
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3) Loan disbursements and repayments modalities must be built on the cash flow of the 

producers, but also take into account high operating costs and risks entailed by too 

many transactions. Experience of the RFW suggests that (case where loans are 

disbursed through groups): 

. Loan repayment should not be backed only by the sales of the production of the 

financed crop. This of course is valid in a context where the producers / households 

have several sources of income scattered during the year. Experience shows that it is 

almost always the case. Group leaders can be used to make the repayments in a MFI 

bank account. 

. Loan disbursement must be made by the MFI officers during a group meeting and all 

individual borrowers must be there, to ensure proper allocation of the loans. The 

number of disbursement must therefore be limited to manage operation costs, even if it 

does not fit perfectly with the cash flow of the borrowers. 

 

4) Product must as much as possible be tailor-made to the specific needs of the producers, 

which may vary from one location to another. Customization concerns mainly loan 

disbursement and repayment modalities. The most efficient level of customization is the 

group, as doing it at individual level can entail high operational as well as MIS 

constraints. 

 

5) Though the implementation of a tripartite arrangement with an agribusiness company 

contracting with farmers looks theoretically the best way to secure the loans for the MFI 

and at the same time the best arrangement for the farmers, experience of Iringa tends 

to point out that: 

 

- Contract farming is a new phenomenon, and it is difficult to gain medium / long term 

loyalty of the farmers, who, especially for the most ―entrepreneurial‖ of them, tend to 

grasp any short term market opportunity to the detriment of a longer term 

contractual relation. 

- Enforcing contract is all the more difficult when the value chain / agribusiness 

company is recently established, and when the services provided are not deemed 

satisfactory by the farmers. 

- Depending on a single buyer is risky, be it for the farmers and for the lender. A multi 

buyer value chain might therefore be preferable, unless the single buyer risk is offset 

by other technical and marketing advantages. 

 

This points out, without surprise, that there is no unique recipe for success, and that a 

case by case analysis must be conducted to determine which methodology is relevant 

depending on the specificities of the value chain and the reliability of its actors.  

 

This finding applies also for the choice between an export oriented value chain and a 

domestic oriented one. Export oriented value chains tend to be more profitable but are 

usually more risky in the sense that it is very difficult to anticipate trends in the world 

market, whereas domestic markets are usually much more predictable albeit less 

profitable. 

 

6) In case of tripartite arrangement with an agribusiness company, the option of 

repayment by deduction from the sales of produces of the borrowers by the company 

can be advised only if adequate procedures have been set up, but it is advisable to do it 

only for a part of the total amount due. It should also be made clear with the borrowers 

that in case the production is not sufficient to cover the amount due, they remain liable 

to the MFI to pay directly for their outstanding loan amount.  
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7) A pilot test should be implemented with a limited number of producers and, ideally 

starting with the less risky loans (short term products). This pilot test is used to test the 

―strength‖ of the value chain and the reliability of the different actors involved. 

However, after a while, the MFI must study and address other needs of the smallholders 

(medium / long term loans for investment) as well as other actors of the value chain.  

For other actors of the value chain, the MFI can, depending on its capacities, either 

design specific products for them, or facilitate the linkage with other financial 

intermediaries like commercial banks. 

It seems reasonable to diversify the range of products after one or two successful 

agricultural campaigns.  

For value chains where producers have already an adequate access to financing, and 

where the value chain study has identified other reliable actors of the chain for which 

lack of finance has been identified as a bottleneck for the development of the value 

chain, it can be envisaged to start intervention by financing these other actors (or to link 

them with another financial institution depending on the size of the required loans). 

However, considering the risk entailed by these bigger loans, a thorough due diligence 

should be a prerequisite. 

8) Policy for determining loan amount is still under question. PRIDE RFW has applied a 

microfinance principle which is to increase the loan amounts to the smallholders 

progressively based on their repayment performance. This might have as negative 

consequence that the producer cannot finance all his needs timely with negative impact 

on the production. However, financing all the needs from scratch might be too risky for 

the MFI, as even the additional securities provided by the value chain finance 

methodology can be deemed not sufficient. 

9) Experience of paprika value chain in Iringa also highlights that the MFI objectives has a 

significant impact on the end results. Indeed, PRIDE RFW mission is to cater for the 

financial needs of the smallholders’ farmers and not the development of a specific value 

chain. The value chain is therefore conceived as a mean instead of an end. This stance 

was criticized by Tanzania Spices as going against the collaboration principles9. 

 

The RFW has opted to accompany the strategies of the producers, especially when they 

shifted from paprika to another crop. This choice is clearly consistent with the objectives 

of PRIDE, and should be clarified with the agribusiness partners, with the added benefit 

that this policy can counteract possible negative effects of monopoly by inciting the 

agribusiness company to provide competitive services to sustain relations with its 

suppliers. 

 

It results from this logic that MFI products and linkages with actors of the chain must be 

designed taking into account this focus on the smallholders, and allow for the necessary 

flexibility and opt out / exit clauses. 

 

 

 

                                                           
9
 Rightly when the RFW agreed to continue financing groups which hadn’t complied with their commitments with 

Tz Spices.    



APPENDIXES 

Appendix 1:  Characteristics of the paprika and onion loan products 

 Onion Paprika 

Target 

Market oriented Onion growers organized in specialised 

existing groups, with technical and marketing assistance of 

DAI Pesa and or Onion groups’ apex. 

Minimum number of members = 20, maximum number of 

members may be set through experience 

Group at least 2 years old. 

Market oriented Paprika growers organized in existing groups, with 

technical and marketing assistance of Tanzania Spice Company. 

Minimum number of members = 20, maximum number of members 

may be set through experience 

Group at least 2 years old. 

General purpose Increase and secure production for marketing Increase and secure production for marketing 

Use of the loan 

Purchase of inputs, casual labour, farming tools and 

equipment, renting of land 

The loan covers only the monetary needs for the beginning of 

the cycle, when the needs are the more important,  and 

should never cover 100% of the these needs 

 

Idem 

 

 

Lending 

methodology 

- Individual loans through farmers associations where joint 

liability of group members apply. The group is divided in sub 

groups of minimum 5 members. 

- Sub group leaders roles: loan application, follow up and 

recovery of the loans, collection of payments by the 

subgroups members. 

- Group leaders roles: collect payments from subgroups 

Idem, + second level guarantee of Tanzania Spice on the sales of 

Paprika in case of default after the last instalment (Tripartite contract 

between Group, Tanzania Spice, and PRIDE) 



 

leaders and make payment at PRIDE Branch. Fill basic 

bookkeeping. Intervene if necessary for loan recovery. 

- Credit committee: sub group leaders + group leaders + ABO, 

makes primary decision on loan applications. 

- The contract is signed with the group, which is the borrower, 

but there is an individual follow up. 

- Internal rules of the group provide for respective duties and 

responsibilities of each level (group and sub group) and set 

some internal rules and procedures. 

- Necessity for the group to collaborate with Dai Pesa (Onion 

Groups Apex) for technical and marketing services. 

Tripartite contract Onion Group – Apex – PRIDE envisaged. 

Time of 

disbursement 
April – May, December – January October - December 

Number of 

disbursements 
1 Idem 

Duration 
5 or 6 Months for April May disbursement, 6 or 7 months for 

December January disbursement 
8 or 9 Months 



 

Amount (Tsh) 

- The maximum individual loan amount for the first loan cycle 

is based upon the number of acres cultivated, with a 

maximum of 3 acres, at a rate of xx Tsh maximum per acre. 

This amount is defined during the value chain survey, based 

on the analysis of the crop cycle and financial needs. 

- The maximum individual loan amount may be (or not) 

increased for the following cycles according to the quality of 

repayment by the group during the previous cycle (see 

operational procedures for details). 

Application of a principle of limited progressiveness of the 

maximum individual loan amounts. 

- The determination of the actual loan amount for each 

individual borrower is made by the group according to its 

internal rules. 

Idem, but maximum amount for the first cycle may be different 

Instalments 

At least two instalments (in the proportion of x%-y% 

according to the cash flow of the farmers) 

Minimum % = 25% 

Last instalment coincides with harvest time 

Three instalments (in the proportion of x%, y%, z% according to the 

cash flow of the farmers) 

Minimum % = 25% 

Last instalment coincides with harvest time 

Yearly interest 

rate (flat) 

30% 

Interest shared equally among the instalments 

30% 

Interest shared equally among the instalments 

Penalty 
5% per month, on a daily basis, applied to the group on the 

outstanding capital in default 
Idem 



 

Repayment 

Possible only for full instalment. 

Prepayment possible for a minimum amount in % of the 

instalment without reduction of interest  

Idem 

Registration fee 2 000 once and for all before first loan application Idem 

Loan insurance 

fund (for death) 

1,5% of the loan amount upfront paid by each borrower of the 

group 
Idem 

Guarantees 

- Cash collateral: 25% of the loan amount paid before 

disbursement by each borrower used as a group guarantee 

fund. Paid back once the loan is completely paid off by the 

group. In case of default, used 1 month after the last 

instalment. 

- Asset collateral of each borrower may be required in the 

internal rules of the group 

 

Idem, + guarantee of Tanzania Spice 

Conditions for 

the renewal of 

the loan 

Rules at group level according to the quality of repayment of 

the group -> Impact on the maximum individual loan amount. 

Possibility not to renew the loan. 

Internal rules defined jointly by group and Pride on the rules 

to apply at individual level 

Idem 

 



Appendix 2: Synthesis of the operational steps and the roles of each actor 

  
Rural Finance 

Officer 
Agri Business 

Officer 
Group leaders 

Sub group 
leaders 

Group or 
subgroup  
members 

Local 
authorities 

Field 
controller 

Data entry 
clerk  

Branch 
Staff 

Technical and / 
or marketing 

service 
provider 

Tools Used 
(Bookkeeping 

documents 
excepted) 

1) Extension policy                       

a) Business plan 
Involved in the 

elaboration of the 
business plan 

Involved in the 
elaboration of the 

business plan 
                Business plan 

b) Surveys for new 
value chain 

Conducts the 
survey 

Involved in the 
survey 

                
Survey 

guidelines 

2) Group 
identification, survey 
and selection 

                      

a) Identification of 
potential groups 

Approves the list of 
preselected groups 

to survey 

Collects the 
information from 
TMSP and other 
relevant services, 
organizations or 

individuals. 
Preselects the 

groups to survey 

              

Provides 
information on 
the group and 
the members 

  

b) Group survey   

Carries out the 
survey during a 

group meeting on 
site. Completes and 

cross checks 
information with 

various informants if 
necessary 

Participate to 
the survey 

  
Participate to 

the survey 

Provide 
information 

on the 
group and 

its members 

        
Group survey 
guidelines and 

report 

c) Preselection 

Chairs preselection 
meeting with the 

ABO. Has the final 
decision. He may 
decide to meet 

with some 
informants, notably 

the TMSP, to 
confirm and 
crosscheck 

information 

Participates to the 
preselection meeting 

              

Provides if 
needed updated 
information on 
the group and 
the members 

Grid for the 
preselection 

d) Meeting with the 
group on Agribusiness 
methodology and 
products 

  
Conducts the 

meeting on site 

Participate to 
the meeting. 

Give to the ABO 
the position of 

the group on the 
collaboration 

  
Participate to 
the meeting 

          
Meeting 

guidelines 

e) Selection 

Chairs selection 
meeting with the 

ABO. Has the final 
decision.  

Participates to the 
selection meeting 

              
Is consulted on 

the final 
selection 

Grid for the 
selection 



 

3. Group meeting to 
adjust the product, 
design the group 
internal rules,  elect 
the group leaders and 
form the subgroups 

  
Conducts the 

meeting on site 
Participate to 
the meeting 

  

Participate to 
the meeting, 

create 
subgroups 
and elect 

group and sub 
groups 
leaders 

          
Meeting 

guidelines 

4. Initial training of the 
group leaders 

  
Carry out the training 

on site 
Are trained Are trained             Training module 

5. Credit operations                       

a) Registration   
May assist the DEC 
for the checking (if 

present at the office) 

Treasurer 
collects money 

from the 
subgroup 
leaders. 

Treasurer and 
secretary fill the 

books. Two 
group leaders 

deposit the 
money at 

PRIDE Branch 
Account. They 
come with the 
bookkeeping 
and the list of 

members 

Collect the 
money from 

the members.  
Hand out 

money to the 
group 

treasurer. 
Bring back 
passbook s 

and vouchers 
to the 

members 

Pay to the 
subgroup 
leaders 

    

Checks the 
bookkeeping 

and list of 
members. 
Delivers 

voucher to the 
group leaders. 
Records the 
transaction in 
the software 

    

List of the 
members having 

paid the 
registration fee 

b) Loan application at 
subgroup level 

  

May participate to 
sub group meetings 
for training on the 

spot and checking of 
procedures 

May participate 
to sub group 
meetings for 
checking of 
procedures 

Fill the loan 
application 

and screening 
form during a 

subgroup 
meeting 

Subgroup 
members 

must validate 
all the 

applications at 
subgroup level 

          
Loan application 
and screening 

form 

c) Group credit 
committee meeting and 
primary decision on the 
loan applications 

May participate to 
some credit 
committee 
meetings 

Participate to the 
meeting. May veto 
group decisions if 

RFW rules and 
procedures not 

respected 

Participate to 
the meeting and 

screen. 
Secretary and 

treasurer fill the 
loan screening 
and application 

forms 

Participate to 
the meeting 
and screen 

            
Loan application 
and screening 

form 

d) Final decision on the 
loan application by the 
RFW credit committee 
meeting 

Chairs the meeting 

and makes the 
final decision 

Participate to the 
meeting.  

          

May participate 
to the meeting 

to provide 
information. 

Enters the data 
in the software 

Branch 
manager is 
informed of 

the 
decisions 

made 

Is informed of 

the decisions 
made 

Minutes of the 
meeting 

e) Information of the 
groups on the final 
decision 

Sets the deadline 
for the payment of 

the CC and LIF 

Establishes and 
sends to the group 

leaders the list of the 
loan application 

approved, with the 
amount of CC and 

LIF to be paid. 
Specifies to the 

group deadline for 
the payment of CC 

and LIF 

Inform the 
subgroup 
leaders 

Inform the 
subgroup 
members 

            

List of loan 
applications 

approved, with 
amounts of CC 
and LIF to be 

paid 



 

f) CC and LIF collection   
May assist the DEC 
for the checking (if 

present at the office) 

Treasurer 
collects money 

from the 
subgroup 
leaders. 

Treasurer and 
secretary fill the 

books. Two 
group leaders 

deposit the 
money at 

PRIDE Branch 
Account. They 
come with the 
bookkeeping 
and the list of 

payments 

Collect the 
money from 

the members.  
Hand out 

money to the 
group 

treasurer. 
Bring back 
passbooks 

and vouchers 
to the 

members 

Pay to the 
subgroup 
leaders 

    

Checks the 
bookkeeping 

and list of 
payments. 
Delivers 

voucher to the 
group leaders. 
Records the 
transaction in 
the software 

    

List of loan 
applications 

approved, with 
amounts of CC 
and LIF actually 

paid 

g) Credit disbursement 

Supervises the 
disbursement and 

signs the loan 
contract. As this is 

agricultural 
lending, the 
decision to 

disburse the loan 
must be taken after 

analysis by the 
RFO and the ABO 
of weather and any 

other conditions 
that may have a 

negative impact on 
the activity. The 
RFO may decide 
to postpone the 
disbursement or 

even to cancel it if 
the conditions are 

not judged 
favorable enough. 

Makes the 
disbursements on 
site. Provides loan 
schedules to group 

and subgroup 
leaders 

Are present 
during the 

disbursement. 
Sign the loan 

contract. 
Treasurer and 

secretary fill the 
passbooks and 

cash journal 

Are present 
during the 

disbursement. 
Sign the  loan 

contract 

The borrowers 
receive the 
money and 

sign the  loan 
contract 

    

Enter the data 
in the software 

after 
disbursement 

Makes the 
necessary 

cash 
available to 
the RFW 

staff 

Tanzania Spice 
signs the loan 

contract after the 
disbursement. 

Copies are given 
to the group 

Loan contract, 
loan schedule 

h) Follow up of the 
loans 

  
May intervene 

according to the 
situation 

May intervene, 
if necessary 

Responsible 
for the follow 

up. Inform 
group leaders 
and / or ABO 

in case of 
anomaly 

              



 

i) Credit repayment   

Remind the group 
leaders of the 

installment 2 weeks 
before. Updates after 
each repayment  the 
situation of the group 

and gives it to the 
DEC. 

Reminds the 
subgroup 

leaders of the 
installments. 

Treasurer 
collects money 

from the 
subgroup 
leaders. 

Treasurer and 
secretary fill the 

books. Two 
group leaders 

deposit the 
money at 

PRIDE Branch 
Account. They 
come with the 
bookkeeping 

Remind 
borrowers of 
installments. 
Collect the 
money from 

the members.  
Hand out 

money to the 
group 

treasurer. 
Bring back 
passbooks 

and vouchers 
to the 

members 

The borrowers 
pay to the 
subgroup 
leaders 

    

Checks the 
bookkeeping, 

that the 
amount repaid 
is equal to one 

or several 
installments, 
calculates the 

penalty if 
necessary. 

Delivers 
voucher to the 
group leaders. 
Records the 
transaction in 
the software 

  
Is informed of 
the situation of 
the repayments 

  

j) Default follow up and 
recovery 

    

May intervene 
for repayment at 
sub group level 

according to 
group internal 

rules 

Ensure 
repayment of 

individual 
members 

according to 
group internal 

rules 

  

May be 
involved in 

the recovery 
by the 
group 

leaders 

          

As soon as the group is 
in default with PRIDE 

  
Goes to meet with 

group leaders  
Meet with the 

ABO 
            

Is informed in 
case of default in 

case it has 
signed the loan 

contract and has 
taken 

commitment to 
use the sales of 
the group and 

group members 
to recover the 

loan 

  

Installment in default for 
more than 2 weeks 

  
Organizes a meeting 

with the group 
members 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

            

Installment in default for 
more than 1 month 

RFO organizes a 
meeting with the 
group members 

with the ABO. For 

the last installment, 
CC is used to 

recover the loan 
one month after 
the installment 

date 

ABO participates to 
the meeting. Makes 

regular visits 
afterwards to put 
pressure on the 

group 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

            

Default for more than 2 
months 

Starts the legal 
process 

Assists the RFO and 
follow up the legal 

process 
      

Are involved 
in the legal 

process 
      

Is informed of 
the measures 

taken 
  



 

k) Cash collateral 
repayment 

Informs the Branch 
Manager of the 

transaction in case 
of repayment to 

the Group leaders, 
or the DEC in case 
of use of the cash 
collateral to repay 

the loan 

Gives information to 
the RFO for the 

repayment or use of 
the CC in case of 
default one month 

after the last 
installment 

Collect the 
money from the 
Branch Teller 
after having 
made the 

request with the 
Cash Collateral 

refund form. 
Meet the DEC 
afterwards with 

the group 
bookkeeping. 
The treasurer 
repays each 

individual 
member. 

Secretary and 
Treasurer fill up 

the books 

  

Are given 
back the CC 

directly by the 
Group 

treasurer 

    

Checks the 
transaction in 

the group 
bookkeeping. 

Delivers a 
voucher. 

Enters the 
transaction in 

the software. In 
case of default 

one month 
after the last 
installment, 

records in the 
software the 
transaction of 
use of the CC 
to repay the 

loan 

The Branch 
Manager 

authorizes 
the 

transaction. 
The Branch 

teller 
delivers the 
money to 
the group 
leaders 

  
Cash collateral 

refund form 

l) Use of the LIF in case 
of borrower death 
before one month after 
the last installment 

Validates the 
certificate and 

instructs the DEC 
to record the 
transaction 

Checks the certificate 
and hands it to the 

RFO 

Collect the 
death certificate 
and hand them 
to the ABO. The 
secretary closes 
the passbook of 

the dead 
member 

    
Establish 

the 
certificate 

  
Records the 
transaction in 
the software 

      

6. Group follow up by 
the RFW 

                      

Mid cycle diagnosis 
May participate to 
some meetings 

Organizes a meeting 
with the group 

members after the 
first installment for 
the 2 installments 
loans and after the 
second installment 

for the 3 installments 
loans 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

          
Mid loan cycle 

diagnosis 
guidelines 

End of loan cycle 
diagnosis 

May participate to 
some meetings 

Organizes a meeting 
with the group 

members before 2 
weeks after the last 

installment 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

          
End of loan 

cycle diagnosis 
guidelines 

Other meetings 
May participate to 
some meetings 

Organizes special 
group meetings in 

case of specific 
problems 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

Participate to 
the group 
meeting 

            

7. Workshops 
Conducts the 
workshops 

Prepares and 
participates to the 

workshops 

Participate to 
the workshop 

Participate to 
the workshop 

  Are invited 
May 

participate 
    

Participate to the 
workshop 

  

8. Relations with the 
TMSP 

May meet with the 
TMSP 

representatives 

Meets regularly with 
the TMSP 

representatives 
              

Are regularly 
met and 

consulted 
  



 

9. MIS and monitoring 

Organizes RFW 
monthly meetings, 

follow up of the 
operations at 

agribusiness group 
level, ensures that 

the necessary 
reports and tools 

are provided to the 
ABO and group 

leaders 

Enter data in the loan 
tracking file (until 
Bankers Realm is 

used), writes a 
monthly report, 

participates to the 
RFW monthly 

meetings 

        

Carries out 
regular 

control at 
group level 
and at RFW 

level. 
Participates 
to the RFW 

monthly 
meetings 

Enter 
accounting 

data in Excel 
accounting 
files (and all 
data when 

Bankers Realm 
is used). 

Participates to 
the RFW 
monthly 

meetings 

    

Excel accounting 
and loan 

tracking files, 
Bankers Realm 

in the future 

 

 

 

 

 

 

 

 

 




