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Abstract 
 

To meet the challenge of increasing agricultural productivity while preserving the 

environment the Project Rural Sustentável-Cerrado (PRS-Cerrado) was launched in 2020 for 

four years in the Cerrado biome. Its core strategy is to support small and medium holders in 

implementing low-carbon agriculture practices (integrated crop-livestock-forestry systems 

and pasture restoration). However, the project is currently facing financial shortcomings in 

the form of low use and impact of credit lines as well as significant financial constraints. 

Therefore, the present work addresses these issues by analysing the potential of different 

instruments and approaches used in development finance and blended finance to leverage 

alternative funding and improve the credit line program of the project.   

After presenting the general context in which the project takes place, as well as some insights 

on blended, development, and agriculture finance, potential solutions are made using 

examples of past transactions. These range from private equity investing in value chain actors 

and financial institutions, issuances of securitized products to finance producers debt, carbon 

offsets, the potential conversion of credit lines to green credit lines, leveraging fintech 

companies to facilitate and drive down credit and insurance costs, green public procurement, 

setting up guarantees, or providing certification and external review services to attract private 

investors and buyers. 
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Resumen 
 

Para hacer frente al reto de aumentar la productividad agrícola preservando el medio 

ambiente, en 2020 se puso en marcha el Proyecto Rural Sustentável-Cerrado (PRS-Cerrado), 

con una duración de cuatro años en el bioma del Cerrado. Su estrategia principal consiste en 

apoyar a los pequeños y medianos agricultores en la aplicación de prácticas agrícolas con 

bajas emisiones de carbono (sistemas integrados de cultivo-ganadería-silvicultura y 

restauración de pastos). Sin embargo, el proyecto se enfrenta actualmente a dificultades 

financieras en forma de escasa utilización e impacto de las líneas de crédito, así como a 

importantes restricciones financieras. Por lo tanto, el presente trabajo aborda estas cuestiones 

analizando el potencial de diferentes instrumentos y enfoques utilizados en la financiación 

para el desarrollo y la financiación combinada, para aprovechar la financiación alternativa y 

mejorar el programa de líneas de crédito del proyecto.   

Tras presentar el contexto general en el que se desarrolla el proyecto, así como algunas ideas 

sobre la financiación combinada, para el desarrollo y agrícola, se plantean posibles soluciones 

utilizando ejemplos de transacciones pasadas. Éstas incluyen la inversión de capital privado 

en empresas de la cadena de valor y las instituciones financieras, la emisión de productos 

titulizados para financiar la deuda de los productores, la compensación de carbono, la posible 

conversión de las líneas de crédito en líneas de crédito verdes, el aprovechamiento de las 

empresas de tecnología financiera para reducir los costes y facilitar el acceso al crédito y los 

seguros, la contratación pública verde, el establecimiento de garantías, o la prestación de 

servicios de certificación y revisión externa para atraer a los inversores y compradores 

privados. 

 

 

Palabras clave: financiación para el desarrollo, financiación combinada, agricultura baja en 

carbono 
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Glossary  
 

CO2e: CO2 equivalent is a standard measurement of greenhouse gases which tells us the 

amount of CO2 needed to generate the same warming effect that different greenhouse gases 

create.   

Cumulative redeemable preferred share: share that, in addition to having priority in 

receiving dividends compared with common ones, gives the right to the company to 

repurchase shares held by investors and ensure that if any dividends payments are missed, 

they will be paid in the future. 

Equity: represents the value that would be returned to a company’s shareholders if all assets 

were liquidated and all of the company's debts were paid off. Its level of involvement is 

higher than that of debt because it is about sharing ownership. 

Fintech: financial technology (or “fintech”) describes a wide variety of technological 

interventions into personal and commercial finance such as money transfers, depositing a 

check with your smartphone, bypassing a bank branch to apply for credit, raising money for a 

business, or managing your investments. 

Hedging: risk management strategy employed to offset losses in investments by buying a 

related asset whose price movement goes in the opposite direction. 

Institutional investors: companies or organizations that invest money on behalf of other 

people, such as mutual and pension funds, insurance companies, or commercial banks. 

Mezzanine financing: layer of financing that fills the gap between senior debt and equity in 

a company. It provides investors with an option to convert to equity interest. Mezzanine 

financing is usually used to fund growth prospects. 

Moral hazard: a situation in which people or organizations do not suffer from 

the results of their bad decisions, so may increase the risks they take. 

Receivable: are debt owed to a company by its customers for goods or services that have 

been delivered or used but not yet paid for. 

Retail investors: individual investors who purchase securities for their own accounts and 

often trade in dramatically smaller amounts than institutional investors. 

Securitization: procedure where an issuer designs a financial instrument by pooling various 

financial assets into one group. The issuer then sells this group of repackaged assets to 

investors. 

Special purpose vehicle: is a subsidiary created by a parent company to isolate financial 

risk. Its legal status as a separate company makes its assets secure even if the parent company 

goes bankrupt. 

Syndicated loan: financing offered by a group of lenders who work together to provide 

funds for a single borrower. The borrower can be a corporation, a large project, or a 

sovereign government. The loan can involve a fixed amount of funds, a credit line, or a 

combination of the two. 

https://dictionary.cambridge.org/dictionary/english/situation
https://dictionary.cambridge.org/dictionary/english/people
https://dictionary.cambridge.org/dictionary/english/organization
https://dictionary.cambridge.org/dictionary/english/suffer
https://dictionary.cambridge.org/dictionary/english/result
https://dictionary.cambridge.org/dictionary/english/their
https://dictionary.cambridge.org/dictionary/english/bad
https://dictionary.cambridge.org/dictionary/english/decision
https://dictionary.cambridge.org/dictionary/english/increase
https://dictionary.cambridge.org/dictionary/english/risk
https://www.investopedia.com/ask/answers/06/institutionalinvestor.asp
https://www.investopedia.com/terms/f/financialinstrument.asp
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1. Introduction 
 

To meet the challenge of increasing agricultural productivity while preserving the 

environment, the Project Rural Sustentável – Cerrado was launched in 2020 for four years in 

the Cerrado biome. Its core strategy is to support small and medium holders in implementing 

low-carbon agriculture practices (Integrated crop-livestock-forestry systems and pasture 

restoration). However, the project is currently facing financial shortcomings in the form of 

low use and impact of credit lines as well as significant financial constraints. To solve the 

present work aims at analysing the potential of different instruments and approaches used in 

development finance and blended finance to leverage alternative funding and improve the 

credit line program of the project.   

While blended finance, which could be defined as the combination of public, philanthropical, 

or concessional finance leading to additional private investment, experienced an increase in 

its use in recent years, it is still, with development finance, a rarely contemplated approach 

when choosing the financing structure of development projects (except by specialized 

development financial institutions). The same applies to development finance. By default, the 

choice generally ends up being made between concessional loans, concessional credit lines, 

or grants alone. These instruments might be the best adapted sometimes, but they are plenty 

of situations where by combining them together or with others, some of the limitations of 

development projects can be better overcome (e.g., too risky borrowers) and private finance 

brought in to provide additional funds, expertise, and including get involved in the long-run.  

The analysis and recommendations are based on theoretical literature and case studies on 

recent applications of blended and development finance tools in agriculture development 

projects. 

Therefore, the present study attempts to demonstrate how many options are available once 

one opens up to these broader and more integral frameworks. Concretely, the potential 

solutions formulated involve private equity investing in value chain actors and financial 

institutions, issuances of securitized products to finance producers debt, carbon offsets, the 

potential transformation of credit lines in green credit lines, leveraging fintech companies to 

facilitate and drive down credit and insurance costs, green public procurement, setting up 

guarantees, or providing certification and external review services to foster access to private 

investors and buyers.        

After describing the agricultural and environmental context in which the PRS-Cerrado takes 

place, its financial context (mostly credit) is scrutinized. Then a summary of the most 

common instruments used in blended and development is presented, followed by a particular 

focus on blended finance theory and its market state. The next section is dedicated to the 

specific challenges and risks of agriculture finance in emerging and developing countries 

before finally getting into the details of some selected instruments that were considered 

promising and proposing ways to implement them. Lastly, main recommendations are 

summarised, and a method for assessing the effects of instruments implementation is briefly 

presented. 
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2. Methodology 
 

The starting point of the work is an internal report of the PRS-Cerrado (intern information) 

based on meetings with the IABS staff and state actors that summed up the current financial 

shortcomings of the project as well as strategies to tackle them. To formulate 

recommendations in terms of financial instruments to support these strategies, a literature 

review of the theory and practical cases of blended finance and development finance was 

undertaken. For each instrument, some recommendations are formulated, the general 

character of which reflects a lack of details on farmers and their production, and so little 

possibility to distinguish different scenarios and tailor more concrete solutions). A synthesis 

of these recommendations is presented at the end of the work. 

 

 

3. Features of the project Rural Sustentável-Cerrado, agricultural 

and environnemental context 
 

This section describes the main features of the PRS-Cerrado and the agricultural and 

environmental context in which it takes place. Presenting the socio-economic context would 

have been necessary, but this was not possible due to a lack of details on farms and 

producers. Indeed, the data available were too general to provide knowledge on the small and 

medium holders in the Cerrado, such as their proportion, agricultural practices, what 

distinguishes them from big producers, their level of income, education, and other relevant 

human development indicators. 

 

  

3.1. Main features of the project Rural Sustentável-Cerrado 
 

The PRS-Cerrado1 is a 23 million USD - project funded by the UK Government's 

International Climate Fund. Governed by the Inter-American Development Bank (IDB) 

Technical Cooperation, its institutional beneficiary is the Ministry of Agriculture, Livestock 

and Food Supply (MAPA). The Brazilian Institute for Development and Sustainability 

(IABS) is responsible for the execution, the technical part,  and the financial and fiduciary 

management of the project. Finally, the ILPF Network Association2, through Embrapa 

(Brazilian Agricultural Research Corporation), is responsible for the scientific coordination 

and support to the other executive activities of the project. 

 

 
1 See: https://www.ruralsustentavel.org/projeto/sobre-o-projeto/ 
2 See: https://www.redeilpf.org.br/ 

https://www.embrapa.br/
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The overall objectives of the PRS - Cerrado are to: 

• mitigate greenhouse gas (GHG) emissions; 

• increase the productivity of agriculture; 

• increase the incomes of small and medium-sized agricultural producers;  

• avoid deforestation and removal of native vegetation.  

 

To do so, the adoption of low-carbon production technologies are being promoted: 

integrated-crop-livestock-forest systems (ILPF) and the recovery of degraded pastures. 

Over the period 2019-2023 (at least according to the initial planning), the project will 

implement the following main activities: 

 

• capacity building of local technical assistance providers in the application of 

technologies; 

• identification and mobilization of producers to participate as demonstration units 

(DUs) and Multiplier Units (MUs). DUs are rural production areas where one or more 

low carbon emission technology supported by the project are already established. DUs 

serve as references to disseminate, guide, and train rural producers, technicians, and 

socio-productive organizations (OSPs) with specific knowledge. MUs are rural 

production areas where one or more of these technologies will be implemented;  

• technical assistance, training, and awareness-raising actions with producers to 

promote the adoption of low carbon emission technologies and sustainable production 

systems; 

• enhance access to credit and other types of incentives for producers with DUs and 

MUs; 

• "collective benefits" to strengthen producer organizations in production and value 

chains practices of low-carbon agriculture through the delivery of common-use goods 

and services that bring direct and indirect gains for the producers linked to the OSP. It 

may target the production directly but also aim to improve technical, managerial, and 

informational components; 

• research actions in areas related to the project's objectives.  

 

The project operates in 101 municipalities in four states (Figure 1Table): Goiás, Mato 

Grosso, Mato Grosso do Sul and Minas Gerais. Some municipalities vary from around six 

thousand hectares to more than 1 million seven hundred thousand hectares. Properties are 

considered small up to 60 hectares, and medium-sized properties up to 1,500 hectares. 

Nevertheless, this size classification varies across municipalities, depending on factors such 

as the type of predominant holding in the municipality; the income obtained from the 

predominant holding,  other holdings in the municipality that, although not predominant, are 

significant in terms of income or area used, and the concept of family property (Salles, 2021).  
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Eventually, two similar versions of this project are taking place in Brasil: PRS- Mata 

Atlântica e Amazônia and PRS – Caatinga. Like many areas of the Cerrado biome, these 

biomes are severely endangered from an ecological point of view. 

 

Figure 1. Location of the Cerrado biome and States targeted by the PRS – Cerrado 

 

 

Note. Adapted from Projeto Rural Sustentável – Cerrado (2020). 

   

3.2. Agricultural and environmental context 
 

According to Mattos et al. (2020), the Cerrado biome comprises 24% of Brazil's territory and 

is considered the richest tropical savanna of the world in terms of biodiversity. Using the 

results of the last national agricultural census published in 2017, the authors point out that the 

biome contributes to 40% of the country agricultural production, with 54% of soy, 49% of 

maize, 98% of cotton, 83% of sorghum, and 49% of sugar cane. Besides, it contributes 

significantly to the national production of beans, tomatoes, garlic, peanuts and potatoes, as 

well as some perennial crops, such as coffee, oranges, rubber trees, mango, lime, or banana. 

Finally, the area accounts for 35% of cattle, 22% poultry, and 25% pig national populations. 

Nonetheless, large-scale deforestation started in the 60s in the Cerrado, driven by investments 

in transportation infrastructure and green revolution technology (Sawyer, 2008). Last 

estimates (Alencar et al., 2020) state that over 1985-2017, 24.7 million hectares of native 

vegetation were lost in the biome to croplands and planted pastures, and only 55% of its 

original distribution remains. The majority of loss occurred in the southern part of the 
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Cerrado (Goiás, Mato Grosso do Sul, and Mato Grosso), where only 15% of original native 

vegetation remains (while it represents 90% in the northern part of the biome, the new 

agriculture frontier, responsible for 55% of total loss in the biome from 2005 to 2017).  

 

Figure 2. State-level net loss of native vegetation from 1985 to 2017 in the Cerrado 

 

Note. Mha: million hectares, NV: native vegetation. States MT: Mato Grosso, GO: Goías, 

MS: Mato Grosso do Sul, TO: Tocantins, MA: Maranhão, MG: Minas Gerais, BA: Bahia, PI: 

Piauí, SP: São Paulo, DF: Distrito Federal, RO: Rondônia, PA: Pará, PR: Paraná. 

From Alencar et al. (2020). 

 

Figure 3. State-level native vegetation net loss in the Cerrado in three different periods: 

1985-1995, 1995-2005, and 2005-2017 

  

Note. From Alencar et al. (2020). 

 

  

https://www.todamateria.com.br/estado-de-mato-grosso/
https://www.todamateria.com.br/estado-do-mato-grosso-do-sul/
https://www.todamateria.com.br/estado-do-tocantins/
https://www.todamateria.com.br/estado-do-maranhao/
https://www.todamateria.com.br/estado-de-minas-gerais/
https://www.todamateria.com.br/estado-da-bahia/
https://www.todamateria.com.br/estado-do-piaui/
https://www.todamateria.com.br/estado-de-sao-paulo/
https://www.todamateria.com.br/distrito-federal/
https://www.todamateria.com.br/estado-do-para/
https://www.todamateria.com.br/estado-do-parana/
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Some of the consequences of these land-use modifications include changes in temperature, 

rainfall distribution, adverse effects on drainage networks, carbon stock, and contamination.  

The area is also vital regarding the availability and quality of water resources since out of the 

twelve main hydrographic regions in the country, eight originate in the region (Berço das 

Águas, 2021). 

In turn, the effects of climate change will likely increase the agroclimatic risks on the 

Cerrado’s crops, and so potential losses. While it is estimated that soy would be enormously 

affected, almost all crops are expected to face increased climatic risks (Table 1). Indeed, the 

projected general increase in temperatures and reduction/stabilization of precipitations would 

lead to water deficiency. Even in the south of the biome, where the level of precipitations 

could be more important than what is now, it would not be sufficient to offset the rise in 

temperatures (Assad et al., 2020). 

 

Table 1. Potential losses and variation of areas with low climate risk for different crops 

in the Cerrado 

Crop Production value (2015; 1,000,000 R$) Potential losses (2050; 1,000,000 R$) Reduction in low climate risk area (%) 

Rice 1,008.696 173.637 17 

Cotton 6,709.656 198.405 3 

Beans 2,983.608 369.874 12 

Maize 16,481.668 1,427.319 9 

Soy 48,709.188 14,845.136 30 

 

Note. The projections of losses and reduction in low climate risk areas are based on areas 

considered as anthropogenic in 2011, and therefore do not take into account further changes 

in land-use. The Brazilian Association of Soy Producers (Aprosoja) estimated that they lost 

17 billion R$ during the 2018/2019 harvest. 

The reduction in low climate risk area refers to agricultural land considered as low risk with 

regard to climate up to 2011, which would turn to “high risk” throughout the 2011-2040 

period. From Assad et al. (2020). 
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4. PRS-Cerrado’s financial context 
 

Souza et al. (2021) studied the characteristics of rural credit in the Cerrado. They highlight 

that the volume of credit is proportional to the value of agricultural production, making the 

states of Goiás (25%), Minas Gerais (21%), Mato Grosso (14%), and Mato Grosso do Sul 

(14%) the most significant users of credit (77% of all credit volume in the biome). The sector 

is highly dominated by public banks and characterized by low competition. Indeed, Banco do 

Brasil was involved in 2019/2020 in 50% of the volume of credit. Moreover, either this bank 

or Banco do Nordeste, also public, was the leading provider in 90% of the Cerrado counties. 

Nevertheless, we can mention several private banks with a relatively significant market share, 

such as Bradesco (7%), Santander (4.7%), and Caixa Econômica Federal (3.7%), especially 

compared with the participation in credit volume of Banco do Nordeste (5%).  

On the other hand, the same study reveals the rise in the use of private sources in rural credit, 

associated with the emergence of the “Letra de Crédito do Agronegócio (LCA)3 and 

“Poupança Rural – Livres”4, which went from 0.04% in 2002/2003 to respectively 19% and 

15% of financial resources for rural credit in the area in 2019/2020. Conversely, “Recursos 

Obrigatórios”, which is still the biggest credit source, as well as “Poupança Rural – 

Controlados”5 now represent 25% and 13%, where they accounted for 43% and 21% of credit 

value back to 2002/2003.  

A critical difference between the Cerrado and the rest of the Brazilian biomes is that credit to 

medium and small producers is inferior in terms of the share of total credit granted. In 

2019/2020, the three biggest programs established to support these categories of producers 

(Pronamp6, Pronaf7 and Moderfrota8) provided 20.8% of the operations, while the percentage 

was 41% in the rest of the country. In fact, 76% of the credit in the region is unrelated to a 

specific program (compared to 56% in the rest of the country) generally benefits bigger 

producers. One explanation for this is the average credit value in the Cerrado, which is 

superior by 181% to the average in the rest of the biomes. Soy production captured in 

2019/2020 38% of loans value in the region (while it represented 28% in the rest of the 

country). Currently, the ABC program9, which aims to promote low-carbon agriculture, 

represented only 1.5% of total loans in the biome in 2019/2020 (Souza et al., 2021). 

 

 

 

 

 
3 Agribusiness letter of credit 
4 Uncontrolled rural savings 
5 Controlled rural savings 
6 See: https://www.bndes.gov.br/wps/portal/site/home/financiamento/produto/pronamp-investimento 
7 See: https://www.bndes.gov.br/wps/portal/site/home/financiamento/produto/pronaf 
8 See: https://www.bndes.gov.br/wps/portal/site/home/financiamento/produto/moderfrota 
9 See: https://www.bndes.gov.br/wps/portal/site/home/financiamento/produto/programa-abc 



16 

 

Table 2. Financial shortcoming of the PRS-Cerrado raised and solutions proposed by 

IABS and state actors 

General Problems Objectives Measures/instruments 

Low use and impact of credit lines: 

- Lack of knowledge and organization 
from producers, technicians of financial 

institutions and ATERs; 

- Lack of an attractive and adequate 
offer to the characteristics of small and 

medium producers. 

Train and raise awareness among 
producers, technicians of financial 

institutions and ATERs. 

 

Increase the attractiveness of these 
lines and simplify their access for 

small and medium producers. 

Training and awareness-raising actions. 

Redesign of processes of elaboration, 
analysis/approval, follow-up, guarantees and 
other requirements/conditions of sustainable 

credit lines. 

Pilot implementation of other solutions such 
as guarantee fund, fast track for certified 

producers, demonstration units of the PRS-
Cerrado and monitoring indicators. 

Limitation of resources (ABC, Pronaf 
ambientais and FCO programmes): 

- Likely to worsen with coming 
budgetary restrictions and fiscal 

adjustment; 

- Even with the existence of specific 
lines, difficulties in the distribution of 

resources (sometimes there are no 
operators in the territories); 

- Some alternative mechanisms have 
been used (barter, partnerships) but 

still insufficient. 

Expanding and diversifying sources of 
financial resources, reducing 

dependence on traditional ones. 

 

CRA-green issuance by a producer 
organisation including several small 
producers, supported by the Closed 

Sustainable Rural Project. 

Creation of a fund that would buy credit rights 
for participating producers (CRA-green type), 

and would include technical assistance, 
certification with the ILPF seal, monitoring by 

blockchain technology. 

Structuring a special pilot programme for 
blended finance with non-reimbursable funds 
for consultancy, payment for environmental 

services and more attractive credit. 

 

Note. The information is based on meetings with the IABS staff and state actors that summed 

up the current financial shortcomings of the project as well as strategies to tackle them. 

 

 

5. Development finance instruments and blended finance 

   

5.1. Development finance instruments  
 

Table 3 describes the main instruments used in blended and development finance. While 

more instruments and sub-instruments exist, here the selection aims at presenting a range of 

the most common ones. Also, all advantages and downsides are not listed to simplify the 

presentation. 
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Table 3. Main blended and development finance instruments (I) 

 

 

 

 

 

 

 

 

 

 

 

 

Instrument Type Description Advantages/risks addressed Limitations 

Equity /debt / 
mezzanine 

Junior / 
subordinated 

capital 
(concessional     

or not) 

Subordinated debt or junior 
equity. The junior / 

subordinated tranche absorbs 
losses on the value of the 

security first 

Decreases various risks, e.g., off-taker 
risk, construction risk, credit risk. 

Provider bears the risk if no 
guarantees are set up. 

Difficulty to assess risk-return. 

Catalytic capital 
Capital provided on commercial 

terms can be catalytic when 
used for demonstration effect 

Improve the set of actions possible for 
the recipients by having higher rick-

return bounds. 

Can catalyse the participation of more 
risk-averse investors through risk-

return profile improvement. 

Even providers can raise a lot more 
capital than what would have been 

possible alone. 

The provider bears the risk. 

Loan syndication 

A loan facility offered by a 
group of lenders. In 

development projects, if a 
development financial 

institution acts as lender of 
record (“A loan”), it can sell the 

remaining portion to 
participants (“B loan”) 

Transfer and convertibility risk, political 
risk, environmental and social risk, 

reputational risk. 

Tax exemption, preferred creditor 
status for “B loan” participants if 

MDBs/DFIs act as lender of record (A/B 
loan structure). 

Financing takes less time and effort for 
“B loan” investors and the borrower. 

Potential good flexibility with different 
loan tranches. 

Can raise larger amount of funds and 
provide longer tenors to borrower. 

Negotiation with the bank is a 
time-consuming process. 

If a problem arises, it may be 
difficult for borrowers to satisfy all 

banks simultaneously. 

Managing the relationship 
between multiple parties is a 

difficult task. 

If profitability fell the smallest 
banks might want to withdraw 

their capital. 
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Table 3. Main blended and development finance instruments (II) 

 

 

 

Instrument Type Description Advantages/risks addressed Limitations 

 

First-loss capital 

Aims to absorb the first 
economic loss if the assets 
below it lose value or are 

foreclosed on (can be provided 
as well through grant or 

guarantee) 

Improve the set of actions possible for 
the recipients by having higher rick-

return bounds. 

Can catalyse the participation of more 
risk-averse investors through risk-

return profile improvement. 

Even providers can raise a lot more 
capital than what would have been 

possible alone. 

 

Provider bears the risks. 

Moral hazard. 

Gives incentives for potential 
investors to predicate investment 

on first-loss capital support. 

Counteracting the goals of project  
/market development if seen 

necessary. 

Loans/Credit lines 

Credit in concessional or 
commercial terms provided 
generally to local financial 
institutions to reach end 

borrowers. 

Can mobilize additional capital through 
the LFI lending. 

Can increase capital affordability and 
supply/demand for lending. 

Can address temporal mismatch 
between loan repayment schedule and 
the accumulation of economic benefit. 

Can tackle high (perceived) risk by local 
financial institutions. 

 

Can be complicated to ensure 
sustainability and expansion after 

project completion 

Difficulty in assessing 
environmental impacts for green 

credit lines. 

Risk management. 

Design credit lines to ensure 
effectiveness/efficiency  in the 

capital delivery from local financial 
institutions to end borrowers can 

be tricky. 

Bonds 

Usually fixed income 
instruments, tradable, common 

investment instruments of 
institutional investors. 

In development finance, a 
distinction is usually made 

between classical, thematic 
(e.g., green, blue, social, SDG) 

and credit-enhanced bond. 

Offer budget stability since the 
financial source will not be cut during 

rainy days. 

 

Lack of regulation and standards on 
green bonds can diminish investors 

confidence (e.g., greenwashing 
risk). 

Return and liquidity might not be 
sufficient to attract investors. 

No consensus that leveraging 
capital through green bonds is less 
costly than with conventional ones. 

Grant 

Technical assistance 
facilities 

Advisory, assistance or training 
to the investee business or 

other value chain and 
ecosystem actors provided 

either pre- or post-investment 

Access to capital, capacity 
development, reduce transaction costs, 

operational risks. Can be challenging to balance 
financial and development 

interests when investors want to 
see adequate financial returns. 

Project Preparation 
Assistance 

Grant or concessional funding 
provided to deploy resources 

for early-stage project 
exploration. 

Addresses lack of bankable pipeline, 
lack of local intermediaries. 
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Table 3. Main blended and development finance instruments (III) 

 

 

Instrument Type Description Advantages/risks addressed Limitations 

Insurance 

Political risk 
insurance 

Insurance against adverse 
government actions, war, civil 

strife, terrorism, expropriation, 
or currency inconvertibility. 

Provide a more stable environment for 
investments in developing countries. 

Insurance can also incentivize risk 
reduction and mitigation measures. 

Insurance overall is very adapted to 
events with low probability of 

occurrence and high damage potential. 

Risk for introduction and product 
distribution due to poor legal 

context. 

In lots of developing countries data 
availability is limited and of poor 
quality adds, which can lead to 

more expensive premiums. 

Statistical and probabilistic risk 
modelling to calculate premium is 

expensive. 

The take-up of insurance largely 
depends on the willingness/ability 

of potential clients to pay for it  

Commercial / 
business 

insurance 

To support operations against 
unexpected events. Typically 

agreed threshold for 
compensation for a given 

policy. 

Construction risks, operation and 
output risks, upstream resource-

related risks. 

Guarantees 

Loan guarantees 
Loan guarantees can be 

complete or partial. 

Multiple risks including off-taker risks, 
construction risks, credit risk etc. 

Guarantees overall optimize public 
funds, being used only if losses or 

default occurs. 

Cannot fix the demand side of 
projects or the legal/ political 

environment. 

More challenging to structure 
compared to other development 

finance instruments. 

Requires projects to be already 
advanced. 

Can create moral hazard. 

Performance 
guarantees 

Issued by an insurance 
company or bank to a 

contractor to guarantee the full 
and due performance of the 

contract. 

Completion risk, construction risk, 
technical risk. 

Volume 
guarantees 

Tool to reduce risks associated 
with R&D and manufacturing of 

products. 
Demand risk and R&D risk. 

Securitization Asset Pooling 

Pooling of various underlying 
assets to create a new financial 

product that is then sold to 
investors. 

Liquidity/time horizon, scale, 
counterparty/offtaker / credit risk. 

 Access to wider capital markets - both 
domestic and international. 

Suitable only for assets that can 
demonstrate regular and 

consistent cashflow. 

Complex process. 

Hedging 

Future 

Agreement that forces to buy 
or sell a preestablished amount 
of a commodity or security  at a 

specific price and date in the 
future. Production risk, foreign currency risk, 

underlying asset risk in general. Not 
obligation to execute the contract in 

the case of options. 

Obligation to pay/sell. 

Potential high volatility of futures’ 
price.  

Put Option 

Give holder the right, but not 
the obligation, to buy or sell at 
a predefined price a specified 

amount of an underlying 
security within a specified time 

frame.  

Significant commissions, 
complicated. 
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Table 3. Main blended and development finance instruments (IV) 

 

 

Note. Adapted from Blended Finance Taskforce (2018). 

 

 

Instrument Type Description Advantages/risks addressed Limitations 

Result-based / 
outcome-

based finance 

Performance-based 
contract 

A provider makes payments 
conditional on the achievement 

of results previously defined 
between the parties. 

Operation and output risks. 

Mostly used in sectors/activities that 
are not yet commercially viable and 

require concessional financing to make 
them attractive to commercial 

investors. 

Easier to implement in emerging 
countries where the capacity of 

agents and access to independent 
institutions are available to identify 

and measure achievement of 
contracted results. 

A significant project size is 
necessary for this type of finance to 

be cost-effective due to high 
design, monitoring and verification 

costs. 

 The agent often requires upfront 
working capital to invest/execute 
prior to the verification of results. 

Development 
impact bonds 

Investors provide capital for 
development programs, and 

other funders return investors 
their capital plus a premium in 

case of success. 

Policy-based 
finance 

Policy-Based Loans 
Disbursement is conditional on 

pre-agreed policy actions.  

 

Improves structural conditions and 
reduces political risks in recipient 

countries, therefore removing barriers 
to development and improving the 

investment climate. 

Assessments are simple and cheap. 

 

Mostly concentrated in emerging 
countries that have better capacity 

to implement reforms. Only 
appropriate for LDCs in exceptional 

cases. 

Using policy-based guarantees for 
debt obligations that are too large 

can disincentivize governments 
from making good fiscal choices, 

reducing the focus on tackling fiscal 
and macroeconomic risks. 

By offering money to adopt specific 
reforms, it can overpromote the 
implementation of mainstreams 

politics. 

Performance-based 
grants 

Local governments obtain 
transfers from the central 

government based on whether 
they meet specific basic or 

minimum conditions 
(measuring their capacity to 

perform their functions).  

Other 
contractual 
mechanisms 

 

Off-taker agreements 
Agreements between a producer 
and a buyer to purchase or sell 
portions of future production. 

Demand risk, financing risk. 

Requires relatively mature 
production able to provide quantity 

and quality. 

Possible dependence on off-takers.   

Subsidies such as 
feed-in tariffs 

Offers long-term contracts with 
cost-based compensation and 

price certainty 

Possible dependence on subsidies. 

Difficult to set a just price to avoid 
public money losses while 

supporting projects. 
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5.2. Blended Finance 
 

5.2.1. Definition and objectives 

In recent years, blended finance experienced an increase in its use and significant 

development concerning its implementation modalities. Spratt et al. (2021) conducted 

interviews with key actors in the sector to provide an insight into the diversity of definitions 

and uses of the core concepts of blended finance. They were chosen because of their 

influence in setting benchmarks, their market share, and their representativeness of other 

actors in the sector.   

Four major blended finance models were highlighted from this study, each to reduce the 

financing gap that hinders the achievement of the Sustainable Development Goals (SDGs):  

• all types of development financing (including non-financial contribution) leading to 

additional public or private investments (OECD); 

• concessional development finance (grants excluded) leading to additional public or 

private investment (DFI working group on Blended Concessional Finance); 

• concessional development finance (grants included) leading to additional private 

investment (Convergence); 

• development grants generate additional investments on commercial or quasi-

commercial terms (European Union). 

The difference with a public-private partnership is that it is not a contract whereby a private 

organization provides a public service in place of a public institution, charging it on market 

terms. A blended finance transaction involves a commitment of funds below market 

conditions by at least one of the parties to the partnership. In addition, the types of projects 

financed are much more diverse than those of public-private partnerships, which typically 

respond to infrastructure needs (Convergence, 2019). 

On the other hand, the authors also looked at the reasons invoked to justify blended finance. 

In general, their use was motivated by progress towards achieving the SDGs. More 

specifically, the narratives legitimizing their use vary: 

• solving problems of market failure: information asymmetries, public goods, 

externalities. Imperfect competition and economies of scale can be added 

(Mutambatsere & Schellekens, 2020); 

• address affordability constraints to the resources needed to achieve the SDGs; 

• lowering risk (real or perceived) to improve risk-adjusted returns that are otherwise 

are too low to attract investors; 

• sending the signal that a project, market or sector is investable (especially in LDCs) 

• the partnership of different public and private actors allows the project to benefit from 

different complementary specializations; 
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It is also worth noting that for a significant number of stakeholders, the use of blended 

finance should be limited and concessionally minimized to favor a transition to a point where 

it is no longer necessary. 

The goal is to create additionality, which refers to generating results that cannot be achieved 

at the moment by the market alone while avoiding crowding out the private sector. Table 4 

shows the different types of additionalities considered in the blended finance framework. 

 

Table 4. Types of additionalities considered in blended finance 

 

 

 

Note. From KfW Development Bank (2020). 
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5.2.2. How does it work? 

 

Blended finance can operate at different levels: project, fund (public and private investors 

pool resources to be invested in multiple projects or companies), fund-of-funds (funds that in 

turn invest in other funds), market level (use of subsidies to attract private investment), 

project preparation and intermediaries support. In addition to classical instruments such as 

equity, debt, grant or guarantees (Figure 4), others can be used like insurance, securitization, 

hedging, or offtake agreements. 

 

Figure 4. Typical blended finance mechanics and structures 

 

Note. From Convergence (2021). 

 

Funds are typically used because they reduce investor risk exposure thanks to diversification, 

are familiar to them, and can provide large ticket size to institutional investors with 94 

million USD in 2018-2020 compared to the market average of 50 million (Convergence, 

2021). A concrete example is the Sustainable Agriculture Finance Facility (SAFF), whose 

objective is to finance ICLF practices in Brazil (under pilot phase). As represented in Figure 

5, the fund is fed by philanthropic investors for technical assistance delivered to producers, 

concessional investors for first-loss position, and commercial ones to finance credit to 

farmers and input providers. The payment of loans and carbon offsets will allow the fund 

manager to repay concessional and commercial investors while trading companies will 

transfer receivables of agricultural production to the fund to be used as guarantees.  
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Figure 5. Sustainable Agriculture Finance Facility (SAFF) structure 

 

Note. From The lab (2020). 

 

5.2.3. State of the blended finance market state on a global scale 

 

According to a new report of Convergence (2021), in 2020 the number of blended finance 

transactions registered (54 transactions) was in line with past annual trends, but their 

aggregate value fell by about 50% compared with 2019 to approximatively 4.5 billion USD 

(Figure 6). Among other factors, the pandemic hindered development projects, caused 

investors to protect their portfolio or redirect their funds towards Covid-19 relief programs, 

and probably higher perceived risks in emerging markets. By comparison, the World 

investment report (UNCTAD, 2021) estimated that in 2020 global foreign direct investments 

went down by one-third and greenfield projects by 42% in developing countries. 

Figure 6. International blended finance market 

 

Note. From Convergence (2021). 
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As evidenced by Figure 7 funds and companies were the two major blended structures in 

2020. The former represented 35% of total blended transactions and had a median size of 

approximately 94 million USD in 2018-2020 (compared to market average of 50 million). 

Also, while representing 36% of blended finance in 2018, funds with main investment 

strategy being private equity reached almost 50% in 2020. Moreover, transactions related to 

blended companies cranked up from only 11% (2015-2017) to 37% in 2020 (however, the 

median size of funds involved was 20 million USD). The blended projects were still those 

with the largest median transaction size in 2020 at 130 million USD.      

 

Figure 7. Proportion of international closed transaction by vehicle type 

 

Note. From Convergence (2021). 

Blended finance deals focused on agriculture recorded a steady growth from 16% between 

2015-2017 to 28% in 2020 (Figure 8), with agribusiness contributing to 55% of the 

movement since 2018. The median size of transactions was 30 million USD over 2018-2020. 

By comparison, in terms of deal count and median transaction size, the energy sector was the 

largest with a share of 25% and 63 million USD over the same periods. 

 

Figure 8. Proportion of international closed transaction by sector 

 

Note. From Convergence (2021). 
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Lastly, DFIs, MDBs and commercial investors contributed to about two-thirds of blended 

finance transactions. Nevertheless, concerning concessional commitments, the latter and 

impact investors logically are the smallest contributors (Figure 9 and Figure 10). 

 

Figure 9. Sources of international blended finance transactions, by proportion 

 

Note. From Convergence (2021). 

 

Figure 10. Sources of international concessional commitments to blended finance 

transactions, by proportion 

 

Note. From Convergence (2021). 

 

6. Specific challenges and risks of agriculture finance in emerging 

and developing countries 
 

Table 5 stresses the most common challenges encountered capital providers in agriculture 

finance in emerging and developing countries. The specific challenges of rural financial 

providers, who have to deal as well with the general challenges of agriculture finance, are 

also described since by understanding and working with them the actions aimed to deliver 

better agriculture finance can be more efficient and effective. 
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Table 5. Specific challenges of agriculture finance for capital providers 

Note. Adapted from Havemann et al. (2020). 

 

Stakeholders Challenge Description  Effect on investors 

Capital 
providers in 
agriculture 

finance 

Term of investment, 
expected time of 

profitability 

Seasonal production (long and irregular production periods), 
and lumpy assets. Can lead to irregular payments and slow 

rotation of invested capital. 

Riskier transactions, additional challenges to 
liquidity management, low profitability compare 

to sectors with quick turnover (e.g., trade, 
services), higher return requirement 

Hight transaction 
costs to reach remote 

rural populations 

Low population densities, infrastructure quality, and distant 
locations 

Reduced profitability, which in turn can  lead to 
cost increase of financial services 

High exposure to 
systemic risks 

Agriculture is especially prone to single phenomena that 
adversely affect numerous farmers in a given area (e.g., 
natural disaster, pest outbreak, change of importation 

policy, unexpected change in world prices) 

Increases in transactions risks for investors that 
may avoid them, or unattractive terms for 

counterparties 

Sub-optimal policy 
and regulatory 
environments 

Agriculture is likely to be adversely affected by international 
(e.g., importation/exportation policies) and domestic 

policies (e.g., government intervention loan rescheduling or 
forgiveness and preferential lending programs) 

Additional uncertainties for capital providers 
(e.g., tend to weaken the repayment culture in 
the case of loan rescheduling or forgiveness) 

Quantity/quality of 
data 

Lack of up-to-date/dynamic data hinders investment 
decision-making (e.g., unknown creditworthiness of 

potential borrowers) and monitoring and evaluation (which 
makes it harder to demonstrate impact). 

Increases risk and unattractiveness of 
transactions for providers, hence potentially 

financial costs for beneficiaries. 

Harder to demonstrate impact 

Poor/unknown 
creditworthiness of 

potential investment 
counterparties 

Potential borrowers and/or their projects can be considered 
little bankable or even unbankable. 

Poor quantity/quality of data, insufficient credit/payment 
history, and asset/liability to estimate the creditworthiness 

Over risky transactions for most investors, or 
unattractive terms for counterparties 

Inefficient 
transactions size 

Relatively small transactions that are resource-intensive for 
investors to assess them properly  

Insufficient returns for investors or unattractive 
terms for counterparties 

Lack of comparable 
investments 

To investors some financial instruments in agriculture 
finance are relatively new in developing countries 

Novelty can make it hard to assess transactions 
and generate uncertainty for investors 

Lack of liquidity Difficulty (or inability) to sell or exit an investment (e.g., 
transferring a loan) 

Higher risk associated with illiquid investments 
for investors 

Rural financial 
services 

providers 

Lack of local 
expertise in 

managing agricultural 
loan portfolios 

Lack of local expertise in managing agricultural loan 
portfolios 

For lenders: risk increase, lower profitability, 
excessive credit rationing For customers: 
potentially inadequate financial services 

available 

Few instruments to 
manage risks  

Few instruments at available to manage the various risks  Excessive credit rationing and over-reliance on 
collateral 

Portfolio 
concentration  

Farmers in a given area generally borrow at the same time 
and often engage in the same types of activities 

Increased risk for lenders 
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Furthermore, it is crucial to understand the specific risks in agriculture to choose financial 

and non-financial instruments able to attract investors and reduce the intrinsic risks of the 

projects (Table 6). 

 

Table 6. Main risks in agriculture finance 

Type of risk 

Macroeconomic 
risks 

Currency risk 
Decline in the value of an investment due to adverse currency 

movements 

Interest rate risk 
Decline in the value of an investment due to changes in global 

and local interest rate environments 

Political risk 
International and local political risks (e.g., agricultural trade 

policies, sanctions) 

Business risks 

Business model 
Risks from underlying business model. Includes new un-tested 

ones, supply chain risks through dependency on other value 
chain partners (e.g., off-taker and input price risks) 

Agronomic 
Reduced or unpredictable harvest due to agronomic practices 

(i.e., production and technical risks) 

Natural hazards Unpredictable weather events, earthquakes, landslides, etc. 

Commodity 
price 

Adverse movements of commodity prices 

 

Note. From Havemann (2019). 

 

 

7. Instruments, mechanisms and approaches proposed 
 

This section explains some of the financial instruments mentioned in the Table 3, gives some 

practical examples of application in agriculture, and formulate some general 

recommendations regarding its interest with the context of the PRS-Cerrado. Some of the 

examples sometimes describe a situation where the financial tool was used alone and how he 

was combined with others through a blended finance approach to increase impact. Also, it 

will not generally present cases where the recipients were only a few since the objective here 

is to provide concrete solutions that can be implemented on a large scale. Some of the 

instruments cited in Table 3 will not be addressed here because it was either irrelevant or 

unnecessary in the PRS-Cerrado (for instance, grants are already being deployed for technical 

assistance, and some additional possible utilization such as guarantee are specified in the 

coming subsections). 
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Furthermore, the objective of the recommendations is not to promote the adoption of each of 

the tools proposed but rather to offer a variety of options that could potentially ease the 

financial shortcomings of the project and increase its impact. It is important to weigh each 

instrument's pros and cons given the context (which has been done here only to a limited 

extent due to little information) and consider the set of other instruments used at the same 

time to create synergies. Lastly, one must ensure to not generate too much complexity in the 

project's financial scheme by having too many (and different) instruments, investors, 

investees, and third parties to manage. 

 

7.1. Equity and mezzanine 
 

In the development projects and impact investing, most equity funding has been in the form 

of equity (seed or junior equity) or quasi-equity/mezzanine and was dedicated to businesses 

to test new initiatives, mitigate risk, and attract additional private capital.  (Havemann et al., 

2020). These instruments can be used to finance agribusiness companies to, for instance, 

produce more/better in the case of growers or ranchers, promote a better value chain 

integration, help input providers or fintech companies specialized in lending for small and 

medium producers to scale. It also has a technical assistance facility to maximize the 

investees’ potential and ensure compliance with the fund policies and a first-loss guarantee 

(both provided by the German Ministry of Cooperation and Development). For instance, the 

Africa Agriculture and Trade Investment Fund is a vehicle that invests in the form of equity, 

debt, and mezzanine directly in commercial farms, processing companies, cooperatives, and 

indirectly in local financial institutions and large agricultural intermediaries on-lending 

money to small and medium companies (Blended Finance Taskforce, 2020). The 2020/2021 

annual report stated that 72 million UDS were invested in agribusiness intermediary 

companies, the same amount in financial institutions, and 61 million USD were direct 

investments in agricultural companies. It is estimated that more than 250,000 smallholders 

were reached thanks to these transactions (AATIF (African Agriculture and Trade Investment 

Fund), 2021).  

A case of successful implementation of a quasi-equity instrument is the Mountain Hazelnuts 

in Buthan, which secured equity investments from both the IFC (International Finance 

Corporation) and ADB (Asiatic Development Bank) (3 million USD each) tanks to 

cumulative redeemable preferred shares investment from the GAFSP (Global Agriculture and 

Food Security Program). This instrument mitigated risks for IFC and ADB, did not dilute the 

share of already existing shareholders, and the cumulative aspect allows for the dividends to 

be paid only once the company generated sufficient cash flow. The business delivers inputs, 

technical assistance, and unused land leased from the government to farmers, and buy them 

the hazelnuts at a minimum guaranteed price. This brings additional income to them, reduces 

rural exodus, promotes women participation, generates jobs in the supply chain, restores the 

land, avoids deforestation, and sequestrates CO2 (SAFIN & IDB Lab, 2020). 
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Recommendations 

While the targeted producers of the PRS-Cerrado may not have a sufficient growth potential 

in terms of profits taken separately compared with typical business funded through 

equity/mezzanine, the “collective benefits” segment of the project’s strategy could be 

financed that way. As a reminder, it aims at strengthening producer organizations in 

production and value chains through the delivery of common-use goods and services. Apart 

from potentially securing funding that would last after the project completion, that could 

reduce the need for public financing (or at least from entities already financing the project). 

Indeed, while public funds may be required to de-risk equity/mezzanine investments (e.g., 

guarantees, first-loss capital), interested investors could bring in some patient capital.  

However, although the initial purpose of the “collective benefits” is to finance the socio-

productive organization themselves, it is worth considering financing as well value chain 

actors to help them to scale whenever local technicians believe these can have a high impact 

on producers. It can be through higher and more stable demand for production or value chain 

financing10. For the latter, Varangis and Saint-Geours (2017) list some examples such as 

warehouse receipt systems, collateral management agreements, stock monitoring agreements,  

crop receipts, or contract farming. Moreover, investing directly in local financial institutions 

(e.g., fintechs, crowdfunding, hedging platforms) could promote a better financial 

environment in the region that would last in the long run. In either case, these investments 

would probably offer better returns to capital providers than those realized in agricultural 

cooperatives. 

  

 
10 For more information on value chain finance in agriculture see: Agricultural value chain finance. Tools and 

lessons by C. Miller and L Jones. Food and Agriculture Organization (FAO) 2010. Consult at: 

https://www.fao.org/3/i0846e/i0846e.pdf 

Agricultural value chain finance strategy and design by Calvin Miller. International Fund for Agricultural 

Development (IFAD) 2012. Consult at: 

https://www.ifad.org/documents/38714170/39144386/Agricultural+value+chain+finance+strategy+and+design.

pdf/1ae68ed6-4c3c-44f4-8958-436e469553bb 

Value Chain Finance for Agricultural Climate Change Resilience by Tanja Havemann. Technical Centre for 

Agricultural and Rural Cooperation (CTA) n.d. Consult at: 

http://publications.cta.int/media/publications/downloads/1968_PDF.pdf 

 

https://www.fao.org/3/i0846e/i0846e.pdf
https://www.ifad.org/documents/38714170/39144386/Agricultural+value+chain+finance+strategy+and+design.pdf/1ae68ed6-4c3c-44f4-8958-436e469553bb
https://www.ifad.org/documents/38714170/39144386/Agricultural+value+chain+finance+strategy+and+design.pdf/1ae68ed6-4c3c-44f4-8958-436e469553bb
http://publications.cta.int/media/publications/downloads/1968_PDF.pdf
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7.2. Debt 

 

This section presents “green” and “sustainable” versions of debt instruments instead of 

classical ones since the Brazilian financial market already has several of these promising 

instruments. Nevertheless, classical alternatives are available both nationally and 

internationally.   

 

7.2.1. Sustainability debt bonds: green, sustainable, sustainability-linked, transition bonds 

 

The Brazilian market of sustainability debt bonds has steadily been growing since its 

inception in 2015, and, since 2020, new bonds such as sustainable, sustainability-linked, 

social, and transition bonds have emerged. According to a recent market analysis on 

sustainable financing for agriculture in Brazil elaborated by the Climate Bond Initiative 

(2021), the “land use” category, which includes agriculture and forestry, represented 67% of 

the total volume issued through the bonds mentioned above over the period 2015-2021 

(Figure 11). Green bond was the most frequently used instrument in all categories. 

Nevertheless, they accounted for less than fifty percent of total value issuance for land-use 

projects. This was due to the emergence of sustainability-linked bonds in 2020 and 2021 that 

allowed for various big issuances and, to a lesser extent, to sustainable and transition bonds 

(Table 7).  

 

Figure 11. Issuance volume per type of sustainability debt bonds in Brazil  (2015-2021) 

 

Note. Own making from Climate Bonds Initiative (2021). 
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Table 7. Detail of sustainability debt bonds linked to agriculture and forest activities in 

Brazil (2015-2021) 

Land use 
subcategories  

Issuance value / bond 
type 

Number of 
issuers and bonds 

issued 

Use of proceeds and other details 

Forest 6.4 billion UDS 

Green bonds (69%) and 
sustainability-linked 

bonds (31%) 

 

4 / 13 

 

Main sector in sustainable financing in land use category. Proceeds used 
for paper and cellulose production (certified environmental-friendly 

products) and to a lesser extent for conservation actions.  

97% of value issued by 2 companies 

Crops 848 million UDS 

Sustainable bonds (90%). 

4 / 4 Proceeds dedicated to very diverse topics: regenerative organic 
production, production storage, organic fertilizer production, digital and 
low-carbon agriculture, sustainable energy, expansion of rural property, 
research, socioeconomic empowerment, family farming, natural habitats 

protection, etc. 

Almost 90% issued by one company. 

Livestock farming 530 million USD 

Transition bond (94%) 
and sustainability-linked 

bond (6%) 

 

1 / 2 Two bonds issued by one company, with first one (500 million USD), 
dedicated to livestock acquisition, considered as “transition bond” 

because of a lack of environmental credibility. Second bond 
(sustainability-linked) aims at eliminating deforestation from supply 

chains. 

Financial 
institutions / 

development banks 

1 billion USD 

Green bonds (50%) and 
sustainability bonds 

(50%) 

3 / 4 The money raised is used to finance sustainable projects regarding forests, 
bioenergy, agriculture, livestock, conservation, as well as energy, 

construction,  

Two commercial banks (almost everything in terms of value) and one 
development bank (nationally owned). 

 

Note. The study takes into account bonds issuances up to February 2021, for which 

transactions realized after this date are excluded from the analysis. Own making 

from Climate Bonds Initiative (2021). 

 

Recommendations 

The PRS-Cerrado could replicate the example of the FIRA in Mexico (Trust Funds for Rural 

Development), which issued two green bonds and raised both times 130 million USD. 

Proceeds were dedicated to financing greenhouses with sustainable irrigation systems using 

precision sprinklers (sustainable protected agriculture), as well as sustainable forestry and 

solar-based energy projects. The Inter-American Development Bank (IDB) supported the 

FIRA in conducting a study on this particular type of agriculture in Mexico, which helped the 

Climate Bonds Initiative (a not-for-profit organization that has developed a voluntary 

certification scheme for green bonds) determine criteria for certification of the bonds as 

“green”. Sustainalytics provided external review for the certification.  
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7.2.2. Sustainability-linked and green loans 

 

Sustainability-linked loans and green loans are another example of the use of traditional 

financial debt to invest in sustainable projects or better the sustainability profile of a 

borrower. In the case of sustainability-linked loans, unlike traditional loans the interest rate 

can change over time according to the environmental and social sustainability performance of 

a lender against previously established targets, and so incentivize its compliance (in some 

cases interest can only decrease, while in some others it can decrease and increase). External 

review necessity is decided on a case by case basis, and the use of proceeds is most of the 

time used for general purposes (Linklaters, 2019). 

On the contrary, green loans are made available exclusively to finance green projects and do 

not modify the interest rate over time. However, the “green label” can offer better terms, and 

there are examples of facilities that have been split into tranches for green purposes 

exclusively and other tranches for other purposes (to benefit from better pricing on the “green 

part”). Also, while external review is recommended, it is not mandatory, although borrowers 

must maintain records of the use of proceeds (Linklaters, 2019).  

The recently launched SAFF, is a facility that seeks to promote ILPF systems in Brazil by 

combining credit lines with preferred returns, certification and technical assistance. Although 

the loans provided are not labeled formally as “green” or “sustainability-linked”, their interest 

rate will decrease as producers adopt IRLP practices. Additional notable features of the 

vehicle are concessional funds assuming a “first-loss” position, five different credit lines 

depending on the specific type of action financed, and various public and private actors 

involved. The results of the pilot in the Cerrado are going to be important to determine the 

relevance and potential areas of improvement of the facility (The lab, 2020).  

Finally, one approach to reduce the costs related to credit distribution for spatially dispersed 

customers with poor or unknown creditworthiness would be to partner with fintech 

companies where local financial institutions are missing and where transactions costs for 

traditional lenders prevent credit granting to small and medium producers. It makes easier 

and cheaper data search, storing, tracking, copy, exchange, and verification, including for 

remote populations. This increase in data availability and transparency fosters trust, permits 

greater financial services customization, and reduces the costs, duration, and complexity of 

creditworthiness assessment for both providers and clients. In turn, this allows for better loan 

terms, more quickly and easily disbursed funds with reduced intermediation and bureaucracy, 

less reliance on collateral, and ultimately greater financial inclusion (Feyen et al., 2021). 

Another advantage is the reduction of the need for physical infrastructures, such as bank 

branches, payment acceptance infrastructures (e.g point-of-sale terminal). All this makes 

even more sense in a context of likely future government budget cuts likely to affect the 

volume of credit made available by national credit lines.  

The sector is huge and registering high growth: 50% of the investments in fintech companies 

in Latin America were directed to Brazilian companies in 2029, which rose from a little more 

than 300,000 USD in 2018 to almost 2 million USD in 2020. Between 2019 and 2020, the 

number of companies went from 28 to 37, the number of digital accounts opened from 28 to 

95 million, and this number is expected to reach 168 million by 2023. This contributed to the 
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entrance of 14 million people in the banking system in 2020. By comparison, the number of 

bank branches fell 15% over 2016-2020 (idwall, 2021).  

Fintech companies might also have the potential to channel funds in the context of the PRS-

Cerrado. Indeed, some focus exclusively on agriculture, such as WTK Agro, which has a 

credit line dedicated to diminishing the environmental impact of agriculture and explicitly 

finances the implementation of ICLF systems. 

 

Recommendations 

To date, sustainability-linked and green bonds have been mainly allocated to large companies 

in Brazil, so it is necessary to determine whether this approach would be efficient in the 

context of the PRS-Cerrado. Besides the fact that it can be costly to deal with small and 

medium producers individually, these two instruments have additional costs associated with 

tracking, reporting, and external review. On the other hand, lending at a group level could be 

tricky since individuals could perform differently against the same metrics or even behave as 

free riders, using the efforts of others to benefit from good terms without having the 

corresponding sustainability performance. 

While the Brazilian banking market might be relatively well developed, lack of knowledge 

and organization from all stakeholders (including banks) about current national credit lines 

programs have been proven in the Cerrado. Nonetheless, the problem of lending to small and 

medium producers seems to come from the design of credit lines themselves rather than poor 

of banking skills, albeit that would need to be confirmed in order to provide technical 

assistance if necessary (especially since green credit lines differs slightly from classical 

ones). If this turns out to be the case, no training regarding the particularities of agricultural 

practices promoted by the PRS-Cerrado would be necessary since the financial features of the 

transactions will not differ significantly from traditional lending to small/medium farmers (as 

opposed to the minimal technical understanding required to finance wind farms, for instance).  

Moreover, knowing that the project is not just about sustainable agriculture but also 

increasing farmers’ incomes and financial stability, the creditworthiness of bank’s clients 

may build up, particularly given the high quality technical assistance for implementation 

delivered to producers. To do even better, external review of the performance achieved and 

training for recording the use of loans proceeds could be provided to farmers. Furthermore, a 

low–carbon agriculture certification program would promote credibility and better financing 

terms for producers. An awareness campaign on a green credit loans program will in any case 

be necessary to sensibilize banks, producers, cooperatives, politicians, and any other relevant 

actors to its functioning and benefits.  

Also, a cost-benefit analysis would need to be conducted to evaluate whether the costs 

associated with implementing a green credit line are worth the benefits compared with a 

standard credit one. Engaging dialogue with the AFD (French Development Agency) and the 

KfW development bank could be of a great help to benefit from their experience on green 

credit lines design and implementation, their relevance in this specific context, and the 

possibility of integrating this approach into the SAFF fund (depending upon its success).  
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Last but not least, partnering with fintech companies should be considered to reduce the costs 

associated with credit distribution and more generally make finance more inclusive for small 

and medium holders in the Cerrado. 

 

7.3. Carbon offsets 
 

Carbon offsets are tradable rights linked to activities that emit less or sequester carbon 

dioxide (CO2) in the atmosphere. There are two types of carbon offsets market: compliance 

and voluntary. In the former, like the European Union Emission Trading Scheme (EU ETS), 

companies, governments and other entities buy “rights to pollute” either through an auction 

system or by buying them from others. At the end of the year, participants must hold 

allowances corresponding to how much they emitted. Significant fines are imposed on 

companies if they fail to comply. Participants whose emissions reduction costs are superior to 

those of purchasing rights at auction or to others will therefore buy rights, while those whose 

costs are less than those of buying rights will concretely reduce their emissions. By doing so, 

they will need to buy less, or even generate surplus of allowances, which they will be able to 

sell to participants in need of additional rights (or bank them for use in coming years). The 

system allows for emissions reductions to happen where the cost is the smallest, and the fixed 

quantity of rights available each year slowly decreases to force the transition (European 

Commission, 2015). 

On the other hand, in the voluntary carbon offsets market, instead of diminishing its own 

emissions, the buyer pays to finance projects that will compensate part or all of them (e.g., 

reforestation, renewable energy, carbon-storing agricultural practices, more efficient 

cookstoves, waste and landfill management). “Carbon offsets are granted to project owners, 

who sell them to third parties that want to balance the CO2 they put into the atmosphere by 

paying” to emit less or remove CO2 somewhere else (Gurgel, 2020). Nevertheless, it is done 

on a voluntary basis. 

While carbon offsets represent an additional opportunity to finance projects that might 

sequester and/or reduce future CO2 emission, the price of carbon on voluntary markets is 

currently very low, at about a weighted average of 4-5 UDS/tCO2e in 2020, according to 

recent research from Trove Research and University College London (2021). Nonetheless, 

the authors pointed out that the range of price starts from under 1 USD/ tCO2e for old 

projects with fewer verifiable impacts, to over 20 USD for high impact/verified projects, and 

that forestry and land use initiative registered the highest average price in 2019 (4.3 

UDS/tCO2e).  

Also, the increase in the weighted average of price range from 2019 to 2020 (33%-92%) may 

suggests, as stated by the study and based on recent data, that buyers are more eager to select 

high-quality projects. Ultimately, demand for this kind of scheme doubled between 2017 and 

2020, with the nature-based solutions recording a 3-fold increase (primarily due to REDD+ 

programs).  
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Recommendations 

This increasing demand for carbon offsets credits, especially nature-based solutions, and the 

rise in projects quality demanded by customers can represent an opportunity for the PRS-

Cerrado. One reason for this is the type of institutions involved in the execution of the 

project. Indeed, in addition to being governmental or recognized institutions, some of them 

have high management and monitoring capacities concerning sustainable agricultural 

practices. That would give serious credibility to an eventual carbon offsets program.  

To explore the possibility of using such a scheme, it would be necessary to engage dialogue 

with external reviewers and intermediation organizations to properly assess the quantity of 

carbon that could be avoided/removed, the price at which it could be sold and the costs (e.g., 

external review, monitoring, reporting, verifying etc.), considering the potential for 

economies of scale however due to the project’s size.  

Finally, attention would have to be paid to the constraints that could be brought in and divert 

the PRS-Cerrado partially from some of its objectives, aside from diminishing producers 

autonomy (Dufranse et al., 2020). For instance, trees cutting could be prohibited since it 

would release carbon previously captured, for which the carbon offsets might need not be 

about storing CO2 directly in trees themselves (or not all of them). The experience acquired 

through a national-run carbon offsets program in the state of Acre could be used to develop 

another one in the Cerrado, even if it has to do with leveraging value from forestry 

(Greenleaf, 2019). 

 

7.4. A Brazilian securitization instrument for agriculture: green Certificate of 

agribusiness receivables 
 

An “agribusiness receivable” (Certificados de Recebíveis do Agronegócio, CRA) is a credit 

security issued by securitization companies, backed in receivables from business made 

between producers or cooperatives of producers, and a third party. The debt security issued is 

made available on the capital market by a securitization company. Then, the money provided 

by investors is used to pay for the producers' receivables (Figure 12). The mechanism allows 

producers to receive cash flow in advance to repay their debt associated with production, 

commercialization, and improvement of agricultural products and inputs. The product is also 

tax-free for individual investors (Laboratório de Inovação Financeira (LAB), 2020). 
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Figure 12. Structure of a Certificate of agribusiness receivables in Brazil 

 

 

 

 

 

 

 

 

 

 

 

 

Note. Adapted from WWF Brazil (2017). 

 

A green CRA works the same way, except that they are exclusively dedicated to promoting 

mitigation and resilience to climate change, or positive environmental impacts in general. 

Given that there is a growing demand from international institutional investors for socio-

environmental investments, as part of their ESG policy, this is a potential exciting financing 

tool, especially since legislative measures were taken to make possible the issuance on the 

international green financial market (more robust than the national one), as well as immediate 

indexation on foreign currencies. This last point is not only important for foreign investors 

(for obvious reasons), but for national producers too, who might negotiate commodities 

prices in foreign currency, and hence could use CRA to hedge foreign exchange risks 

(Laboratório de Inovação Financeira (LAB), 2020). 

According to a study conducted by Knoch et al. (2020), between 2016 and 2019, the issuance 

of green CRAs in Brazil in terms of value was almost inexistent (less than 1%), standard 

CRA issuance was a bit less than 5%, and, overall, the share of green versions of fixed 

income instruments in the total issuance value of fixed income instruments insignificant (less 

than 2%).  

Nevertheless, in 2021, a group of seven producers in the states of Mato Grosso and Mato 

Grosso do Sul obtained R$ 63.6 million through the issuance of green CRAs, which represent 

alone more than the value issued through standard CRA over the period 2016-2019. It was 

also the first time a green CRA issuance had various underlying receivables. The producers 

have committed to restore 2,046 hectares near riverbeds that are currently degraded and to 

not alter 24,677 hectares of which 2,505 are riparian forests close to 387 km of rivers and 141 
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springs (until the title expires in 2025). An external party will assess each producer, and in 

case of incompliance, they risk being excluded from the operation or even fined (Souza 

Ramos, 2021). 

It is also worth noting that again this year, cooperatives connected to the movement 

“Movimento dos Sem Terra” (MST) were able to raise R$ 17,5 million using a standard CRA 

to modernize their production (Carta Capital, 2021). Whether one is in favor or not of the 

movement, which is against the current agricultural model of concentration of land and 

production strategy based on the exportation of commodities, it is positive to see that people 

who struggle to raise funds through national programs or traditional credit might be able to 

access capital through this alternative tool.  

 

Recommendations 

Issuance of CRAs or green CRAs issuance (depending on possible terms) seems to have a 

good potential given the appetite of national investors for these products. It would be good to 

engage with all the stakeholders involved in the recent successful experiences (producers, 

securitization companies, fintechs, agricultural intermediaries, etc.). If the project was to be 

based on a fund, it could buy CRA/green CRA directly to finance producers and send a 

positive signal to the rest of the investors in the market.  

The PRS-Cerrado could also take advantage of these instruments’ benefits for investors and 

the rising global demand in impact investing/ESG investing by promoting them at the 

international level to reach institutional and retail investors. Furthermore, when choosing to 

issue a green CRA, it is recommended to demonstrate credibility through a second party 

opinion attesting the legitimacy of the project to use this financing mechanism and/or an 

external evaluation carried out by an independent party authorized to conduct assessments 

based on the Green Bonds Principles (GBP) or Green Bonds Standards (GBS). Eventually, 

the issuer would also have to publish periodic reports on the use of proceeds and the 

environmental performance of the financed activities (Laboratório de Inovação Financeira 

(LAB), 2020). 

 

7.5. Guarantees  
 

According to a recent working paper on guarantees of Garbacz et al. (2021) based on OECD 

data, guarantees was by far the instrument that mobilized more private capital over 2022-

2018 (39%), followed by syndicated loans as well as direct investment in companies/special 

purpose vehicles (both 18%) and credit lines (15%). Nevertheless, agriculture accounted for 

only about 2.2% of total private finance captured using guarantees by sectoral distribution. 

Guarantees can either be funded (at least part of amount has to be kept in reserves for the 

lifetime of the guarantee) or unfunded (only the expected loss is set aside). The second option 

is more efficient to mobilize capital since no capital is reserved on the guarantor’s balance 

sheet apart from the expected loss provision. Guarantee fees, which can be subsidized, are 

used to finance the expected loss. However, compared to the funded version, they also 
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require broader portfolio diversification because they are less capable of dealing with high 

default rates. 

Partially funded guarantees are generally preferred over fully funded ones because they 

reduce over risk-taking of covered agents. In either case, this improves the efficiency of 

public funds allocation by attracting private capital while only being disbursed in case of 

default (or loss of value in the case of investment). Nonetheless, it is important to stress that 

guarantees add complexity to the project, especially when finding a compromise that fits the 

interest of various parties (guarantors, lenders, technical assistance providers, investees). 

Finally, an interesting approach is adjusting the coverage ratio and pricing as the risks (or 

perceived risks) change over the life cycle of the project (Hansen et al., 2020). 

In Kenya, the Program for Rural Outreach of Financial Innovations and Technologies 

(PROFIT) is an example of blending finance approach based on technical assistance, 

guarantees and a credit line. First, the technical assistance took the form of business support 

for financial service providers to help them tailor products and services adapted to the needs 

of end beneficiaries, as well as capacity building of these beneficiaries that had limited 

business experience and struggled to link to markets and financial services (smallholders, 

producers groups, input, and output rural businesses). One of the underpinning principles of 

the support was that financial inclusion works best with a tighter value chain on both supply 

and demand (SAFIN & IDB Lab, n.d). 

Second, a risk-sharing facility was set up to promote a change in how two banks (with no 

liquidity issues) viewed credit to rural and agricultural sectors that could continue after the 

project completion. Risk coverage was flexible (from 10% to 50%), and a fee was applied for 

benefiting from the guarantees to generate incentives for banks to lend. Third, the credit line 

geared towards four microfinance institutions to provide them with funds to build up their 

portfolios. Both facilities were funded at prevailing market rates to avoid market distortion. 

One of the two banks improved its portfolio at risk ratio from 60% to about 9%, managed to 

lend 6.4 times the amount of the risk-sharing facility and reached more than 111,00 

beneficiaries. As for the microfinance institutions, they outperformed the established outreach 

target by 100,000 smallholders farmers. 

Guarantee contracts can also be used to de-risk transactions for investors by covering 

investments in a business rather than a lending transaction. For instance, the Tropical 

Landscape Finance Facility (TLFF) issued a sustainability bond for PT Royal Lestari Utama, 

a joint venture between Michelin and Barito Pacific Group. The use of proceeds are dedicated 

to finance sustainable rubber production, forest restoration, and community development 

projects. The A tranche of the bond was rated “Aaa” by Moody’s based on a guarantee 

provided by USAID (Blended Finance Taskforce, 2020).  
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Recommendations 

Partial guarantees in agriculture11 could be used in the PRS-Cerrado with different covering 

rates depending on the end borrower profile. In the case of the SAFF, while it uses the 

receivables of ICLF compliant farmers as guarantees for the fund, partial guarantees could 

allow for additional risk-taking such as investment in value chain actors and local financial 

institutions, or producers who, despite the structure of the fund, would still be unable to 

access credit. 

Optionally, bond guarantees and equity guarantees could be used to de-risk transactions for 

investors interested in, for instance, green CRA or investing through equity in producers 

organizations, local financial institutions, value chain businesses. 

 

7.6. Insurance 
 

As mentioned in section 6, agriculture is exposed to macroeconomic risks and risks 

associated with its inherent nature. Different insurances products exist to cover these risks for 

producers and improve the risk-return for lenders and investors12. 

One example is Acre Africa, a weather index-based insurance provider that automatically 

releases funds in situations of extreme weather events. Index-based insurance (or parametric 

insurance) is an agreement to make a payment if pre-defined objective event parameters are 

met or exceeded (such as a 7.0 magnitude earthquake) instead of being triggered upon actual 

loss or damage of a physical asset like traditional insurances. This, together with Acre 

Africa's automated pay-out calculator, eliminates the need for on-farm monitoring of losses 

and costs of claims process, which drives down the cost of premiums (Blended Finance 

Taskforce, 2020). The insurance provider partners with local intermediaries (e.g., 

cooperatives, agribusinesses, NGOs, microfinance institutions, seed distributors) to develop 

and distribute these affordable products to smallholders in Africa, and in 2020, over 1.7 

million farmers were insured. However, it is necessary to recall that parametric insurance are 

not designed to replace but to fill the gaps left by classic insurance, such as excluded perils, 

deductibles, or scarce capacity (Martin, 2018). 

As in the case of lending, digitalization offers opportunities to diminish insurance costs for 

small and medium holders, including loss verification in geographically dispersed areas, 

small size of individual policies, and limited understanding of agricultural risks from 

insurance providers. Considering parametric insurance, registration by mobile allow for the 

producer (and its farm) to be geolocated, which, combined with digital monitoring of weather 

 
11

 For more information on partial guarantees in agriculture see: Partial Credit Guarantee Schemes to Promote 

Agricultural Finance by Panos Varangis and Mazen Bouri. World Bank Group 2017. Consult at: 

https://documents1.worldbank.org/curated/en/399121498850157046/pdf/Partial-credit-guarantee-schemes-to-

promote-agricultural-finance.pdf 

12 For more information on agricultural insurance see: Introduction to agricultural insurance and risk 

management by Watts and Associates, Inc., International Institute for Agricultural Risk Management. Consult 

at: https://documents1.worldbank.org/curated/en/162581490773286696/pdf/113696-WP-Manual-01-

Agricultural-insurance-PUBLIC.pdf  

https://documents1.worldbank.org/curated/en/399121498850157046/pdf/Partial-credit-guarantee-schemes-to-promote-agricultural-finance.pdf
https://documents1.worldbank.org/curated/en/399121498850157046/pdf/Partial-credit-guarantee-schemes-to-promote-agricultural-finance.pdf
https://documents1.worldbank.org/curated/en/162581490773286696/pdf/113696-WP-Manual-01-Agricultural-insurance-PUBLIC.pdf
https://documents1.worldbank.org/curated/en/162581490773286696/pdf/113696-WP-Manual-01-Agricultural-insurance-PUBLIC.pdf
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information, eliminates in-person loss assessment, premium recollection and payouts. The 

basis risk (the risk of developing an index that does not correlate well with actual losses) can 

also be reduced with the information obtained (Mattern & Ramierez, 2017).  

Nevertheless, one serious advantage of using guarantees over insurances is that it can cover 

in theory all types of risks since it is triggered upon non-payment by the obligator or loss of 

value in general, including those caused by financial institutions’ own limitations. 

Nonetheless, insurances are overall better adapted to deal with a low probability of 

occurrence/high potential damage events. 

 

Recommendations 

Given that technical assistance will be provided to small and medium holders targeted by the 

PRS-Cerrado, the risk of technical failure of ICLF adoption is in principle drastically 

reduced. The starting point has to be the determination of the real risks faced by producers 

and eventually those that preoccupy local financial institutions (that can be different, 

perceived or real). Indeed if they are concerned about agricultural production risks rather than 

natural disasters, parametric insurance would not be relevant. In fact, insurance might be in 

this case less cost-effective than training or technology dotation. The risks might not even be 

fixable with insurance (e.g., high lending costs, perceived risks different from reality).  

Among other general guidelines presented by Hazell and Varangis (2020) to deliver properly 

subsidized insurance, special attention should be paid to avoid using reducing insurance cost 

below its pure risk premium, to think about combining it with other financial (e.g., credit 

line) and non financial services (e.g., inputs, contract farming, training), to implement a 

monitoring and evaluation system, and to take into account risk management policies already 

in place. 

In any case, to foster good adaptation practices to climate change, a program promoting 

index-based insurance would make sense since ICLF will not be sufficient to mitigate all 

future extreme events that are expected to happen. As in the case of Acre Africa, 

collaboration with local value chain actors, producers groups, and financial institutions 

(especially fintechs) would be recommended to gradually raise awareness on the benefits of 

this tool and better administer it. Depending on producers' incomes and appetite, partial 

subsidies could be considered in the medium-run to reduce skepticism and decrease over 

time. Nevertheless, such a parametric insurance program might not be essential for the PRS-

Cerrado to succeed and could be implemented separately to prevent adding excessive 

complexity to the project (except if systemic risks are significantly explaining why producers 

cannot access credit). 

Traditional insurance, which could be beneficial to cover production risks during the 

transition period to ICLF practices, is not in principle necessary here since technical 

assistance will be provided to farmers. They could still subscribe to it if they wish to, but that 

does not seem important enough to make it a part of the PRS-Cerrado, especially if the 

underpinning factors that hinder rural credit are not significantly linked to production risks.  
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7.7. Examples of other contractual mechanisms: green public procurement and off-

take agreement. 

 
Lindström et al. (2020) found that public organic food purchase was generating conversion 

from not organic to organic production in Swedish municipalities for the 2003-2016 period. 

While they find that within a county there is generally no or very small effect of public 

organic food procurement on the area of organic land, at the aggregated level the effect is 

significant. An explanation for that is that producers tend to react to the aggregated market as 

a whole, besides the fact that the public sector cannot legally favor local producers.  More 

precisely, according to their model, a 1% increase in per capita organic food purchase in 

other counties that the one producing was associated with an increase in farmland hectares 

devoted to organic production that ranged between 0.5% and 1%.  

On the other hand, offtake agreements can guarantee a market, source of revenue, and a 

predefined price for the producers. They are arrangements in which the buyer commits to 

purchase a determined share of future production. They can be partially financed through a 

development program. For instance, a 3-years loan was granted by the AATIF fund to a 

Ghanaian off-taker of cocoa, maize and cotton. They can also simply be established as a 

result of the interest of a buyer, like in the case of Michelin, who committed to buy 75% of 

the future rubber produced in the Tropical Landscape Finance Facility project (Blended 

Finance Taskforce, 2020). 

 

Recommendations 

The low-carbon agriculture practices promoted by the PRS-Cerrado represent a considerable 

opportunity to attract buyers interested in using/selling environmental-friendly products as 

part of their business strategy or corporate social responsibility policy. External 

review/certification of production based on ICLF and pasture restoration techniques could be 

provided with support in search of buyers to foster offtake agreements.  

Moreover, public institutions can implement green procurement policies to accelerate and 

support the transition to low-carbon practices. As demonstrated in the case of Sweden, the 

actions would need to be undertaken at national level, or a least at a scale sufficiently 

significant to change the behavior of the markets where production would be sold.   

These two instruments can promote the adoption of the PRS-Cerrado practices, increase and 

stabilize incomes, improve the creditworthiness of small and medium holders, and reduce the 

project’s expenditures dedicated to contracted producers.  
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Key recommendations and concluding remarks 
 

Throughout this study, several instruments (financial or not) were presented along with 

existing examples of application in agriculture. Recommendations were formulated to 

provide ideas of options that could potentially be implemented to mitigate or eliminate the 

financial issues faced by the PRS-Cerrado (low use and impact of credit lines, significant 

financial resources constraints). 

A summary of key recommendations is presented here:   

➢ The “collective benefits” segment of the PRS-Cerrado could be financed through 

equity/mezzanine investments in socio-productive organizations. However, it might be 

worth considering promoting investments in local value chain actors and financial 

institutions (especially fintech companies) that could improve market and finance access 

for farmers and pay better investors.  

➢ The successful green bonds issuance of FIRA in Mexico for sustainable protected 

agriculture could be replicated, although it should not be forced in case of difficulties. In 

fact, in Brazil green bonds and other sustainability debt bonds benefited almost entirely to 

large companies. 

➢ An alternative could be to raise funds through the issuance of CRAs or green CRAs that 

represent a growing market and recently recorded two successful cases in Brazil. A fund 

could buy them directly to finance producers and send a positive signal to the market. 

➢ Cost-benefit analysis of carbon offsets should be conducted to assess whether sufficient 

revenues could be derived from this scheme. This is not obvious given monitoring and 

external review costs, in addition to figuring out how to capture sufficient carbon in the 

long run while preserving farmers autonomy. 

➢ Standard credit lines could be transformed in green credit lines to set positive incentives 

and potentially diminish loan costs for producers with interest rates decreasing as ICLF 

and pasture restoration practices are being successfully implemented (and possibly raising 

in case of deterioration compliance score). Yet costs of implementation of this alternative 

version would need to be assessed. 

➢ Loan adjudication processes would need to be simplified, products better tailored to end 

borrowers, and awareness campaigns organized.  

➢ Partnering with fintech companies could drive down lending costs, accelerate and 

simplify funds disbursement. The same applies to agricultural insurance, especially in the 

case of index-based insurance.   

➢ Green public procurement at national scale can drive adaptation of ICLF and restoration 

practices, and support for offtake agreement search could be administered. 

➢ Guarantees can be considered if the adjusted rick-return for investors and lenders is too 

low. Thus it could be used for all financial instruments previously mentioned. 
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➢ Blended finance can foster the attraction of additional capital by combining different tools 

(e.g., technical assistance, first-loss capital, guarantee). However, attention must be paid 

to not introduce too much complexity in the financial scheme of the project. 

➢ A certification program recognizing low-carbon producers, monitoring, and external 

reviews (e.g., Climate Bonds Initiative standard) would add credibility of the project and 

farmers, hence attracting investors looking to buy/sell environmental-friendly products as 

part of a business strategy or ESG/corporate social responsibility policy. 

➢ Overall, improve local, national, and international communication of the PRS-Cerrado to 

share its benefits and opportunities with producers, local financial institutions, value 

chain actors, and institutional investors that could get involved. 

 

As already mentioned in the study, the data available were too general to provide knowledge 

on small and medium holders of the Cerrado and their agricultural practices, which is 

reflected by the level of detail of the solutions formulated. Nevertheless, field data and survey 

should make it possible to refine the choice of instruments, which could be differentiated, for 

instance, according to the size of the farms, the type of business strategy (exportation or no), 

or the presence of the local financial institutions and value chain actors. 

The randomized controlled trials methods popularized by Banerjee and Duflo (2012) in the 

field of development economics could be used in the Cerrado to evaluate the efficiency and 

effectiveness of different instruments. This method tries to replicate that used in clinical trials 

to measure the effects of a treatment: one group receives the treatment and the other group a 

placebo. Individuals are randomly selected to form two similar groups to eliminate effects 

purely related to variability in individual characteristics. These two groups will then be 

compared over time, with the subjects not knowing whether or not they are receiving the 

treatment. Obviously, applying this experimental method in a concrete development project is 

trickier, among other things due to the difficulty of finding sufficient identical groups with a 

similar environment to replicate the experimentation enough times to obtain statistically 

significant results. But still, an acceptable level of similarity and sufficient scale can provide 

some indications about what works and what doesn’t work in a given context.  

If the characteristics and environments of the small and medium producers targeted by the 

PRS-Cerrado (who could be separated into two groups) are judged similar by the project 

managers, some comparisons could be attempted. However, given the number of instruments 

that could be tested and the intrinsic complexity of the experiment, it would be recommended 

to focus on one simple test to start. For instance, in relatively unrelated areas with similar 

populations and characteristics (e.g., different states), a standard credit line could be 

compared with a green credit line (interest rate changing according to environmental 

performance); guarantees with a parametric insurance program; or an investment program in 

socio-productive organizations versus investments in local supply chain companies. 
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