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Opportunities to enhance agricultural trade 
finance in East Africa and the Horn of Africa 

Key challenges

Opportunity 1

As the largest source of income and livelihoods in East Africa and the Horn of Africa, the 

agriculture sector has immense potential to drive inclusive economic growth. However, 

from agri-SMEs to largescale commercial agribusinesses, lack of access to appropriate and 

competitive trade financing options remains a key bottleneck. 

Opportunity areas 
Despite the significant challenges, several clear and attainable opportunities exist – requiring 

a combined focus on demand, supply and ecosystem intervention themes – to unlock the 

potential of regional agricultural trade finance to boost trade flows and incomes. In this focus 

note, we outline three high priority intervention areas: 

Opportunity to support structured finance by improving warehouse 
receipt systems

A key opportunity to transform trade finance in agriculture lies in the provision of enhanced 

support for warehouse receipt systems. Warehouse receipt financing is a form of structured 

finance which reduces risks and costs, thereby unlocking access to finance for agriculture 

traders and other value chain players in the sector, in turn improving the quality and value of 

the agri-commodities exported. It is also a crucial component for pre-export trade finance 

for agriculture exporters in emerging markets, as it enables traders to access bank loans 

based on the value of their warehouse receipts. 

High collateral 

requirements 

and trade finance 

product pricing in 

a sector generally 

perceived by financial 

institutions as higher 

risk (many banks 

see the trade-off 

of providing trade 

finance to agriculture 

versus other sectors 

as too high).

Lengthy approval 

processes due to 

perceived lack of 

creditworthiness of 

agriculture SMEs, 

especially in the case 

of Letters of Credit 

(LCs).

Limited availability 

of trade finance 

instruments 

tailoured to 

agriculture SMEs 

– such as supplier 

finance, factoring 

and forfaiting – due 

to still-emerging 

laws, low transaction 

volumes and 

fragmented value 

chain relationships.

Limited risk 

mitigation 

instruments such 

as agriculture 

insurance and 

guarantees, which 

are useful for 

disbursement 

of trade finance 

instruments such 

as pre-shipment 

finance.

A lack of warehouse 

receipt systems 

which are not 

utilized due 

to inadequate 

infrastructural 

resources and a 

failure to implement 

supporting 

warehouse receipt 

legislation.

Cutting across these specific issue areas, COVID-19 has exacerbated the challenges faced by agri-SMEs, resulting in 
additional constraints which widen the sector’s already-sizable trade finance gap.
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Several specific opportunities exist to provide the support needed to improve warehouse 

receipt financing systems, such as:

• Providing financial support to warehouse receipt authorities to build climate-controlled 

and ambient temperature warehouses. Warehouses need to be able to accommodate 

different commodities, meet the storage needs of multiple users, and must be located 

within growing regions to increase accessibility for farmers and traders. 

• Providing specific technical support to collateral managers to improve warehousing 

systems, including training them on best practices for better record keeping and ensuring 

that cleaning, grading and testing of goods received at warehouses meets minimum 

international standards. This will enhance traceability and maintain quality and losses 

within prescribed levels, which will in turn improve stakeholder confidence in the quality 

of the crops traded. 

• Providing specific technical support to regulators to help draft legislation which 

enables warehouse receipts to be traded as negotiable instruments, so that they can be 

discounted by banks and used as security for loans. 

•  Providing specific technical assistance to banks to help them understand the fair value 

of warehouse receipts and the risks involved in discounting them. 

• Training SME exporters to build understanding and incentives on how the warehouse 

receipt system operates. 

• Supporting warehouse receipt authorities to create a commodity exchange which 

provides a free market for trade with a price reference point for traders, and to set up 

a warehouse receipt register where stakeholders can register warehouse receipts to 

protect their interests. 

proceeds of sale from 
buyer to seller (if seller is 

borrower) or

Simplified summary of how warehouse financing works

Goods in storage

Seller Buyer

FSP

Security 
over goods

Commercial relationship

Financial 
agreement 

including 
security 

arrangements

Financial 
agreement 
including 
security 
arrangements

3

1

2 2

Either Or

Source of financing 
repayment is: 

proceeds of sale from 
buyer’s customer (if buyer 

is the borrower)
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For TradeMark East Africa (TMEA) and Financial Sector Deepening (FSD) Africa, specific 

intervention opportunities include:

TMEA is well-positioned to 
potentially partner with an 

organization like the East African 
Grain Council (EAGC) to support 
agriculture ministries in Burundi, 

South Sudan and Somaliland 
in implementing warehouse 

receipt systems.

FSD Africa could provide technical 
assistance to financial service 
providers to help them tailor 

products suited to sector needs, 
and to facilitate the creation and 
integration of warehouse receipt 

registries with bank systems to help 
with registration and management. 

FSD Africa could also provide 
technical assistance to banks 
to support warehouse receipt 

financing by training banks on risk 
assessment and discounting of 

warehouse receipts. 

Opportunity for development partners to promote pre-export 
receivables-backed finance 

A second key opportunity area lies in the promotion of pre-export receivables backed 

agricultural trade finance. Receivables-backed finance relies on contractual obligations 

between a buyer and an exporter, using the buyer’s legal commitment to pay for goods 

as a substitute for a credit assessment of the exporter. This can be especially impactful in 

the agriculture sector due to banks’ high-risk perception of players in the sector as well as 

information gaps which may limit banks’ ability to conduct due diligence to determine the 

exporter’s creditworthiness. Exporters may also be able to leverage the financial strength of 

global buyers to negotiate better credit terms.

A typical pre-export receivables-backed finance scheme works as follows:

Opportunity 2

Advancing 
funds: Lending bank 

advances funds to exporter 

and in return receives 

an assignment of future 

receivables from the buyer

Buyer acknowledgement 
and payment: Buyer 

acknowledges the assignment 

and makes payments due 

under the commercial 

contract directly to the bank

Exporting goods: 
Buyer payments are 

contingent on exporter 

supplying goods in 

accordance with 

contract terms.

Use of pre-export receivables-backed finance is currently limited across the majority of 

developing countries due to the requirement for scale. Specifically, large deal sizes are needed 

to make it commercially viable, with banks also preferring to work with larger exporters due 

to the greater ease of conducting due diligence on them in a context where weak local legal 

systems make it harder to enforce contracts. 
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Support is needed to increase usage of pre-export receivables-backed finance:

Aggregate small-scale 

producers into producer 

organizations to facilitate 

collective arrangements 

with banks.

Support banks with 

integration of technological 

solutions to make due 

diligence easier and more 

cost effective to conduct 

on small-scale producers. 

A centralized database 

containing information on 

these players, such as a 

farmer registry, would also 

be needed so that the data 

required for due diligence is 

readily available. 

Combine different 

types of security so 

that the collateral is 

transformed as the value 

chain progresses. For 

example, in Brazil, a 

successful program using 

agriculture receivables 

was developed whereby 

security begins with the 

assignment of future 

receivables and upon 

harvest the assignment is 

replaced by a warehouse 

receipt for the goods in 

storage as the product is 

moved into warehouses.

Improve the ease of doing 

business to increase 

foreign direct investment 

as exporters have a better 

chance of attracting 

receivables finance if they 

have strong relationships 

with international 

companies. 

As the trade finance ecosystem matures, there is also a catalytic role for multilateral 

Development Finance Institutions (DFIs) to play by stepping in and assuming the role of the 

bank in a receivables-backed finance scheme by providing the funds directly to exporters in 

exchange for the assignment of future receivables. This would prove the value proposition 

and help to crowd in more commercial trade financing.

For TMEA and FSD Africa, specific intervention opportunities in this area include:

TMEA can support in aggregating small-scale 
agriculture producers into producer organizations 
and in providing capacity building support to the 
organizations to help them negotiate collective 

receivables-backed trade finance arrangements with 
banks and other trade finance providers.

FSD Africa can provide technical support to banks 
to help them structure receivables-backed finance 

schemes using different types of security at different 
stages of the value chain. Capacity building for 

producers would also be needed to increase their 
awareness and understanding of such a product.

Opportunity to use blended finance or a revolving fund for 
risk mitigation

A third opportunity to unlock the potential of agricultural trade finance in the region lies in 

the provision of risk mitigation solutions to address perceptions that agri-finance is higher 

risk, especially in the COVID-19 context. Opportunities exist for development partners to 

increase funding for sector-focused risk mitigation facilities through partnerships between 

DFIs (multilaterals, bilaterals, and national development banks) and Export Credit Agencies 

(ECAs). For example, ECAs could take on some of the guarantee exposure that DFIs have 

Opportunity 3
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through their trade finance facilities, enabling DFIs to increase their lending capacity by 

freeing up their balance sheets. This form of blended finance can harness private sector 

capital during the pandemic as it can be marketed as a liquidity management strategy and is 

attractive to insurance companies due to its low risk profile and steady returns. 

Regional revolving fund 

A revolving fund could also be used to address high risk perception. This would provide an 

alternative source of finance to sustain businesses during COVID, supporting importers in 

countries struggling with foreign currency shortages by helping them access hard currency 

to import essential items like staple foods.

1 2 3 4

Fund set-up Activation Receipt, sale and 
reimbursement

Conditional 
guarantees 

Development partners 
set up the fund and 

establish a monitoring 
body that liaises with 
relevant government 

ministries and regulators 
to establish the criteria 
for a trigger event that 

activates the fund

Upon fund activation, 
importers’ requests for 

financing from their 
local banks are relayed 
to the central bank and 

on to the monitoring 
body which then releases 
financing from the fund 
and pays the importer’s 

supplier so that they 
release the goods

Once the importer has 
received and sold the 

goods locally, they 
reimburse the bank 

in local currency, 
setting off a chain of 

reimbursements, with 
the funds finding their 

way back into the fund in 
hard currency, ready to 

be re-deployed 

Development partners 
can provide conditional 

guarantees instead of 
finance to support the 

fund, avoiding the need 
for large amounts of 

money to lie dormant in 
the fund. The fund would 
therefore borrow against 

these guarantees

A regional revolving fund could also be used to support SME exporters by harnessing the role 

of apex industry associations, as follows:

• Industry associations can act as key lobbyists and administrators to negotiate cheaper 

prices and to guarantee payment for airline freight charges for exports; 

•  Development partners can provide the financial backing to support industry associations 

and draw up the criteria for SME exporters to access the fund; 

•  Eligible SMEs exporters can then produce more cost effectively due to bulk discounts 

negotiated by the industry associations. Their cashflow is also eased up because they 

can now pay freight charges after receiving payment for the sale of their goods. 

• The Afrexim Trade Facilitation Program (AFTRAF) is an example of a revolving trade 

finance facility that provides short term financing across five essential products, including 

trade confirmation guarantees, and LC confirmation and discounting.

Finally, for TMEA, specific intervention opportunities related to establishment of a regional 

revolving fund include:

TMEA could partner with DFIs (for example, multilaterals, or national development 
banks) and other strategic partners, such as the UN Food and Agriculture Organization 
(FAO), to create a revolving fund. DFI support is needed to provide finance for the fund 
or guarantees that the fund can leverage to access finance, whereas an organization like 
FAO brings technical sector expertise. 
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