












1 

 

Innovations in Rural Financial Services Provision: Evolutionary lessons from PASS Trust in 

Tanzania 

Ndyetabula, D. W
1
, Temu, A. E

1
 and Sorensen, O. J

2 

1
Department of Agricultural Economics and Agribusiness, Sokoine University of Agriculture – Tanzania 

2
Department of Business and Management, Aalborg University – Denmark 

 

Abstract 

This paper reports an evolutionary growth lesson of an institutional innovation for the provision of 

financial services to agribusinesses in Tanzania. It is evident from this paper that an innovative twist of 

financial services rendered to the agricultural producers and value chains in which they operate may 

result in a dual and mutually beneficial financial mechanism that gives room to the growth of both service 

renders and beneficiaries (agricultural value chain actors). Innovations are notable in the institutional 

governance, organizational structure, modalities for networking and most prominently in the evolutionary 

nature of the products responding to emerging demands and the ever-challenging agricultural 

environment. 
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Introduction 

One of the prime arguments for the poor performance of the predominant smallholders in Africa is the 

inaccessibility to financial services (Collins et al., 2009). This being the case (and as agriculture employ 

majority of people in developing economies), financial services provision to smallholders in most African 

countries attracted the attention of governments, researchers and development partners (Bikker and Haaf, 

2002; Chen, 2009). For example, in efforts to deepen and widen provision of financial services to the 

wider community of Tanzanians (majority of who are rural poor employed in Agriculture), the 

government of Tanzania has made important improvements in reforming its financial sector, dismantling 

the state-dominated banking and financial sector and allowing foreign investments (Simpasa, 2011; Cull 

and Spreng 2011). Despite all this, the financial services provision to the poor rural farmers suffers a 

perceptual and condition mismatch between service renders (financial institutions) and the beneficiaries 

(smallholder farmers).   

To remedy the aforementioned mismatch, a number of individual and joint efforts of financial institutions, 

governments and private sector are put in place. One such effort includes the provision of innovative 

financial service to smallholders for agribusiness growth (Abbas and Sobolev, 2008). The assumption with 

this tendency has usually been that innovative provision of financial services to rural smallholders 

improves their productivity and supports commercialization of agribusinesses (Yumkella et al., 2011). 

Proponents of the assumption (Bilton and Cummings, 2010; Edwards et al., 2005) indicate that provision 

of innovative financial services in combination with other supportive aids to the rural farmers in 

developing countries enhances commercialization, growth and development of smallholders. Specially, 

Abbas and Sobolev, (2008); Bilton and Cummings (2010) emphasize the need for innovativeness in 

articulating financial services and modes of providing them to smallholder agriculturalists. According to 

Temu (2009), well-articulated rural financial services to smallholders and innovative financial 
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mechanisms provide growth support to agricultural producers and value chains in which they operate. It is 

through innovation that we see new ways of doing things, better agribusiness project operations, new 

success stories and overall growth and development both Economic and Social (  Sorensen et al., 2010; 

Sorensen, 2003). 

The concept of innovation has witnessed resurgence in the literature in recent years. It is one of the 

concepts that are widely defined and applied in different disciplines. According to Lundvall et al., (2003), 

innovation is the creation, diffusion and use of new ideas applied in the economy. The application may 

take a form of production processes, new products, new forms of organization and new markets (Hotho 

and Champion 2011). In the case of this study, innovation can refer to new products, new markets and 

marketing techniques and/or new organizational or managerial structures (Mazzarol and Rebould, 2008). 

It is the key to sustenance and growth which according to Temu et al., (2011) has to happen at all levels of 

Individual, organization, society and country if the community is to realize positive transformation. As 

demonstrated by Hotho and Champion (2011), innovation is a process - not a One-Time-Action. To 

innovate, organizations need operational models that don’t constrain information flow but open space for 

information flow leading to learning and improvement.  

The above background lay foundation and justification for the present paper. It presents a compelling case 

of innovative institutional and evolutionary growth of the Private Agricultural Sector Support Trust (PASS 

– Trust) in Tanzania. This paper seeks to make two contributions to the readership of rural finance in 

developing countries. First it navigates through the evolutionary process of PASS Trust which is 

considered in itself an institutional innovation. Second by presenting the new products of PASS Trust, the 

study updates readers on the new innovations in provision of financial services to the smallholder 

agricultural producers. 

The remainder of the paper is structured as follow. We continue in the next section with clarification of 

the key concepts and theories used in this study. We then pull the highlights of the introductory and 

theoretical discussions into a framework that guide the presentation of evolutionary emergence of PASS 

Trust. Next to this is a discussion on the new innovative products of the PASS Trust. After the 

presentation of PASS growth process and its new products, the rest of the paper discusses possible 

challenges related to the provision various financial services. 

 

Conceptual clarifications and analytical framework 

The notion that majority of smallholder farmers dominate the rural landscape of most African economies 

(Hollis and Sweetman, 2001)  and are mostly faced by lack of proper financial services in their proximity 

has been germane to understanding and designing of individual and/or collective service provision 

innovation (Braw and Woller, 2004). Hitherto this concern has pitched the interests of banks, governments 

and other financial institutions in offering financial services to the agricultural sector (Ndyetabula and 

Temu, 2008). However, these institutions still do not have adequate system and infrastructure in place to 

deliver financial services in the rural areas (Cull and Spreng, 2011). The other challenge may be that of 

special needs of the agricultural sector. It appears that most banks do not have products to meet specific 

needs of the sector (Temu et al., 2011). Against this situation, we witness an emergence of what we refer 

to as collective institutional innovation in the provision of financial services to agricultural sector in which 

governments and development partners collaborate to design and execute institutionalization of innovative 

organizations that support financing of agricultural value chains.  

Admittedly, several innovative efforts have been tried in some African countries as many products are 

introduced and piloted (Temu, 2009). Of recent products piloted around Africa are factoring and leasing 

model in Swaziland, ware-house receipt system, flexible overdraft facility, credit guarantees, crop and 
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livestock insurance and many others. However, the position championed in the agribusiness finance 

authority is that although significant, these efforts need to go beyond individual capacities through 

collective institutional innovations   (Kloeppinger-Todd and Sharma, 2010: Collins et al., 2009). 

Furthermore, networks are needed at different levels for the robust implementation of innovations in the 

rural financial landscape (Kalumuna, and Akyoo 2011). 

Conclusively, scholars, governments, development partners and other stakeholders in the agricultural 

sector agree that networking in financial services provision by such key stakeholders as central banks, 

financial service providers and other influential actors will promote innovations in rural financial sector 

and increase outreach of its services to the agricultural sector (Pederson, 2003: Zeller, 2003). Some 

scholars (Aikaeli, 2006; Ndyetabula and Temu, 2008) go beyond promotion of innovation in the financial 

sector and indicate that robust financial services to agriculture triggers agricultural productivity and result 

into societal and economic outcomes (see figure 1). This paper is guided by this understanding and we 

therefore seek to bring forward a case study from which lessons may be learned. Figure 1 provides a 

schematic presentation of the conceptual clarification. 

 

 

 

 

 

 

 

Figure 1: Conceptual clarification 

Recent developments in Tanzanian agricultural finance witnesses an innovative credit guarantee model of 

PASS Trust derived from the network of stakeholders (Ndyetabula and Temu, 2008; PASS 2006). The 

model is currently perceived as unique and capable of capturing the specific needs of agricultural sector. 

What gives this model uniqueness and impetus is it’s both innovative evolutionary process and the way it 

impacts agribusinesses in Tanzania by providing financial and business development services 

concurrently.  

The PASS’ evolutionary process   

The Private Agricultural Sector Support (PASS) is operating as a trust registered in Tanzania since 2007. 

Before 2007, it was developed, funded, and technically assisted by Royal Danish government through its 

International Development Agency (DANIDA) in collaboration with the government of Tanzania as a pro-

poor development project. The purpose of PASS as a project was to stimulate growth of private 

commercial farming and agribusinesses and strengthening lending by commercial banks to the agricultural 

sector.  

 

Since its inception, PASS has played a significant role at assisting individual farmers and agribusinesses. 

It supported the organization of small farmers with provision of business development and financial 

services in order to commercialize smallholder agribusiness activities. Thus PASS as a project has been 

into developing Tanzanian smallholders by enhancing their linkage to sources of agribusiness finance, and 
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agribusiness planning. This contributed to commercialization Tanzania’s small and medium agribusiness 

activities. 

 

PASS was designed to broaden and deepen credit provision to agricultural enterprises by vetting potential 

borrowers, assisting the borrowers to develop a financeable business plan and guaranteeing loans from 

financial institutions to the borrower (based on the borrower’s business plan) on a shared loss basis 

ranging from 30 to 80 percent. 

 

 

Implementing PASS project in Tanzania 

Following the collapse of the agricultural marketing parastatals, the state-managed financial sector, and 

the state-led agricultural cooperatives in the late 1980s, there was a vacuum that created several obstacles 

as a result of the implementation of international financial institutions’ policy reform advices. Some of 

these obstacles are reduced access to input and investment finance and disruption of linkages between 

primary production and processing/marketing. As stated earlier, liberalization of financial and banking 

industry in Tanzania in the early 1990s has however been gradually filling the vacuum by the introduction 

of private banking, private processing/marketing firms, and emergence of new forms of organization, such 

as out-growers schemes and various voluntary types of small farmer organizations, e.g. out-growers 

associations and savings and credit cooperative societies (SACCOS). 

 

PASS’s implementation strategy rests on a participatory approach (Institutional innovation) and 

beneficiary demand-led concept while upholding the principles of self-reliance. It consists of two broad 

components, namely: provision of financial and business development services. Financial service support 

is accomplished through assisting individuals and companies in preparing feasibility studies and business 

plans to submit to banks, credit guarantee that is given to the bank to increase the chances for the client to 

get a loan and business counseling and assessing the client’s investment ideas. In this approach, PASS 

does fully involve its clients (smallholders) in the agricultural investment appraisal from idea generation 

to the implementation of the developed plan. In this way clients gain important skills that create 

knowledge in different and specific subsector areas of investment. 

 

In addition, PASS offers a range of business development services to clients through business counseling 

such as market identification, marketing strategies and management advise, capacity building in specific 

technical areas as identified by clients, assisting in forming farmer groups such as in contract farming 

arrangements, produce marketing, organizing farmers to improve their access to credit, technical support 

and other advisory services and strengthening organizations/associations for example by expanding 

advisory services in technical and legal issues, special studies and supporting advocacy and lobbying for 

better services to members.  

 

When started, and during its implementation process, PASS has gone through a complex managerial and 

operational experience to meet its objectives. It started as a project whose task was to strike a perception 

balance between banks (financial institutions) and Tanzanian smallholders. As banks considered Tanzania 

smallholders risky and unattractive, smallholders considered banks not for them at all.  
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Figure 2: PASS’ Institutional Evolution 

 

To abridge the two sides PASS started with a few smallholders and one single participating bank (CRDB). 

With its participatory approach whose emphasis is on the involvement of clients in the entire service 

provision process, several smallholders were attracted and joined the bandwagon. After four years of 

demonstrable impact, the number of participating banks increased from one to three (CRDB, FBME, 

ABC). Hitherto, PASS works with more than seven financial institutions (see fig 2). The PASS inception 

approach involved an iterative process that involved both banks and PASS clients (smallholders). 

 

 

PASS’ model of operations and sustainability 

 

One of the achievements of PASS is the transformation of PASS project into an autonomous entity PASS 

Trust. The trust operates in a tri-partite model that link itself to agribusinesses, and financial institutions in 

Tanzania (figure 3). As an effective operation, the tri-partite model enables each part to mutually benefit 

from the friendly working environment in which capacities of smallholders are built.  

 

Technically the PASS client projects are monitored throughout their entire implementation period to 

ensure successes in loan repayment, and agribusiness growth. In the monitoring period, the clients are 

participatorily involved in reviewing their individual project progress by identifying challenges and ways 
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to improve their individual projects. Useful information obtained in one individual project, becomes 

important lessons for similar projects to new clients in future. 

 

In the tri-partite model, each part has a mutually beneficial agenda. Financial institutions will of course 

continue the business agenda through interest earnings and bank charges to the agribusinesses. Equally, 

the banks will still be risk free due to the due diligence that PASS conduct to clients prior to submitting 

loan application to banks, and through additional credit guarantee (PASS’ fixed deposits). Smallholders on 

the other hand grow their business investment through credits, and other financial services that are 

extended to them by banks. Additionally, smallholders enjoy the business planning and management skills 

they get from PASS.  With an agenda of improving financial services to smallholders in Tanzania, PASS 

has a secondary agenda of growing to autonomous and sustainable entity. To sustain itself, PASS gets 

earnings from the business development fees charged from smallholders, earnings from assets at banks 

(Fixed deposits and Foreign exchange A/C), and the risk bearing fees it gets from banks. With this mode 

of operations, PASS is growing steadily. Beneficiaries of the PASS services (PASS clients) are 

increasingly growing as PASS extends its services to regional zones of Tanzania. 

 

. 

 

 

 

 

 

 

 

 

 

Figure 3: The PASS Model 

 

PASS’ new and innovative products 

As it grows, PASS introduces a number of innovative products which are a reflection of both deepening 

and widening of financial service provision to agribusinesses. The following are some of the designed 

products as narrated by the PASS management. 
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1. Lender’s Option Guarantee  (Portfolio Guarantee) 
 

Under this guarantee, the Lender decides whether or not to guarantee loans to their borrowers based on 

predetermined guarantee criteria and a guarantee product policy contractually agreed with PASS. To 

access this product, Lenders pay a 1% of the total coverage (commitment Fee) they will use in a given 12 

months on a quarterly basis as invoiced by PASS. Further, based on utilization, Lenders pay an additional 

1.5%of the coverage for each loan when they opt to book a loan under the guarantee. Total is 2.5 % which 

is in line with the market. The advantage of the product is that it is less costly to administer as the visits to 

customers and preparation of business plans are undertaken.  

 

PASS specifies several aspects of the guarantee including the range of values the loans can fall within, for 

example it is common for SMEs in Agribusiness to borrow between 10 and 20 million Tsh; the purposes 

that the loans can be used for, principally investments in agricultural value chains. The guarantee will 

under no circumstance cover more than 50% of the principal outstanding and will not cover fees, interest 

or penalties accrued by the borrower.  

 

The Lender must report monthly to PASS including: the loan number, the borrower’s name, the value 

disbursed, the current balance of outstanding principal, the date of the last payment, the amount of any 

payments in arrears.  

 

Confidence also has to be built on the lending institutions side. Therefore, in the event of a claim, PASS 

makes an immediate fixed deposit, earning the 360 day Treasury Bill rate of return to the Lender for 50% 

of the subject loan’s outstanding principal. Then PASS will have 60 days to investigate the basis of the 

claim. If in 60 days, the loan against which the claim is being made is found to be non-conforming to the 

contractual agreement governing the guarantee product, PASS withdraws its fixed deposit including the 

interest. If otherwise, the claim is found to conform to the contractual agreement governing the guarantee 

product, PASS assigns the fixed deposit to the Lender on the date which the Lender officially writes off 

the loan and reports they have done so to the Bank of Tanzania. If during the time between when the claim 

is made and the loan is written off, the Lender recovers any of the outstanding principal balance, that 

balance deducts from the value of the fixed deposit assigned to the Lender and rebated to PASS including 

accrued interest 

 

 

2. Linkage Banking Guarantee (Institutional Guarantee) 
  

This product guarantees loans from highly liquid institutions (called the “Primary Lender” and including 

large banks, pension funds, etc.) to prequalified rural financial institutions to be used only for loanable 

funds supporting those institutions’ agribusiness portfolios. The rural financial institutions may then place 

their agribusiness loans under PASS’s guarantees and thus indirectly provide the Primary Lender an 

effective 75% guarantee (that is a guarantee on 50% of the value loaned to the rural financial institution 

and an additional 50% on the loan from the rural financial institution to their agribusiness borrower). 

PASS earns a        percentage fee, negotiated on a 12-month basis, paid in equal installments on the date 

the loan from the Primary Lender is disbursed and at the start of each of the three subsequent quarters.  

 

The rural financial institution must first undergo a standard due diligence performed by PASS or PASS’s 

consultant. The value of the Primary Lender’s loan cannot exceed three times the value of the rural 

financial institution’s net worth; and under no circumstances is a rural financial institution enabled to 

borrow more than five times its net worth including the guaranteed loan from the Primary Lender plus all 

other liabilities. PASS specifies: the maximum value of the loan or line of credit from Primary Lender to 

rural financial institution beyond which PASS will not honor claims against the guarantee. The guarantee 

under no circumstance covers more than 50% of the principal outstanding and does not cover fees, interest 



8 

 

or penalties accrued by the borrower; nor does it cover restructured or refinanced loans. The Primary 

Lender must report monthly to PASS about the progress of the portfolio.  

  

 

3. Modified Traditional Guarantee (Indemnity Fund) 

 

Historically PASS has managed fixed deposits at the partner financial institutions. This has been the fund 

against which it guarantees farmers. Instead, now PASS will also establish an indemnity fund against 

whish it will guarantee loans to agriculture. The Indemnity Fund entails deposits and/or investments of 

PASS’s cash held in low risk instruments with varying tenures to enable PASS anticipate and meet claims 

against its guarantees. This enables PASS to negotiate and earn market rates unlike now where banks 

dictate what they wish to pay.  

 

The other critical benefit of moving toward this strategy is that it creates the latitude for PASS to 

determine the degree to which its funds are leveraged by the lenders. Currently, lenders effectively choose 

their comfort level for lending against PASS’s fixed deposits. Some banks hold a 2:1 ratio against PASS’s 

deposits while others lend at 1:1 or less against PASS’s deposits. The creation of the Indemnity Fund 

enables PASS to demonstrate its holdings and liquidity position to each lender and negotiate on a lender-

by-lender basis the maximum coverage that PASS guarantees. Normal practice for guarantors is to 

leverage not more than 5:1. Thus with the USD 20M Indemnity Fund, PASS could leverage guarantees of 

up to USD 100M and if those guarantees are for 50% of the principal outstanding this effectively results in 

USD 200M (TSH 300B) in loans to agribusiness attributable to PASS’s guarantees.  Specifications of the 

nature of loans to be guaranteed and modalities for claiming the guarantee follow the same basic 

principles outlined above. 

 

 

4. Fixed Equity Hire Purchase Product  
 

This is not a guarantee product and is yet to be implemented. However, it demonstrates the innovativeness 

of the institution in that the product is a meaningful departure from PASS’s traditional way of doing 

business but maintains focus on PASS’s mission and vision, diversifies PASS’s income and responds to 

what conventional wisdom indicates is a critical gap felt by Tanzania’s agribusinesses. The product is, in 

short, a method for PASS to take an equity stake in a medium to large scale agribusiness by providing that 

business access to critical fixed assets without obligating that business to a commercial lender. PASS 

purchases or co-finance the purchase of a productive asset (milling equipment, tractors, oil refining 

equipment, harvesting cleaning and drying equipment, etc.). This asset will be contracted to a qualifying 

agribusiness on a hire purchase basis with the operator, the maintenance and a buy back guarantee from 

the vendor included in the package. PASS will then receive a negotiated fixed monthly payment for the 

use of the asset, a draw on the business’ profits in step with the value of the asset or a combination of 

these for a negotiated tenure. Depending on the content of Tanzania’s Leasing Act and regulation, the 

business will either progressively add the value it has invested in rent payments to its Balance Sheet as 

paid up value in a fixed asset or will expense the rent payments on its Income statement. At the end of the 

tenure the business will buy the asset for a nominal payment from PASS and add its value to its fixed 

assets and net worth. In the event of non-payment, the vendor providing the asset, its maintenance contract 

and operator will buy-back the asset from PASS at book value price less 5%. The outcome of this product 

is that PASS will effectively make a low risk, equity investment in the agribusiness with gradual exit from 

the agribusiness at low risk to itself. At the same time PASS will be able to facilitate introduction of 

technology in selected value chains. 

 

Agribusinesses apply directly to PASS for a range of predefined assets identified by PASS and offered 

through vetted vendors. Based on a business plan and key ratios, PASS will agree to provide the asset. 
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Scale of Operations and Impact of PASS Trust 

Since its establishment, to-date, PASS has reached a good number of clients individually, in groups or in 

various forms of farmer associations as shown in Table 1 and Figure 4. The client’s businesses cover a 

wide range of agricultural subsectors with sizes ranging from small, medium and very few large scales. A 

good proportion of beneficiaries are women – averaging at about 40%. The mixture of small, medium and 

large businesses has also proven to be a critical element for the sustainability of PASS. 

Table 1: Overview of PASS core Business from 2002 – 2010 

Year Business plans submitted 

to bank 

Business plans approved Clients 

Number Tshs 

(billion) 

Number Tshs 

(billion) 

% Individuals Groups 

2002/03 159 4.7 134 3.6 84 2 157 

2004 218 6.6 165 4.4 76 27 191 

2005 136 6.1 75 3.4 55 39 97 

2006 163 9.9 84 5.8 52 108 55 

2007 303 23.9 242 20.9 80 184 119 

2008 410 18.29 324 16.1 79 281 129 

2009 319 15.37 209 7 66 155 164 

2010 517 18.24 399 12.4 77 94 423 

Source: PASS Quarterly and Annual Report, 2010 

 

Figure 4: PASS Business Development Trend – Numbers and Value TZS Billions. 
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PASS has supported the setting-up of smallholder contract farming arrangements in sugar cane production 

and marketing, cotton production and marketing, tea production and marketing and paprika production 

and marketing. It has helped in the advice and formation of the respective farmer’s groups and registered 

associations, linking them to the processing factories and helping them in designing and signing contract 

farming agreements. It has linked farmers with financial institutions and provided guarantees for their 

loans. It has also provided agro-enterprises with other financial products such as lease and hire purchase of 

farm inputs and implements.  

Other areas where PASS has had sound impacts include livestock, horticulture, agribusiness and agro-

processing, cereal crops production, cashew nuts, floriculture, and production and processing of oil seed 

like sunflower. PASS puts an effort to balance between groups and individuals as risks inherent in each of 

the categories differ. The sustainability of the business depends on a diversified portfolio, both in terms of 

the nature of supported commodities and scales of investments. The diversification achieved to-date is 

proving viable. Whereas most assisted crops are for markets, the same farmers do grow food crops. There 

are significant spillover effects in that increased farmers’ earnings have encouraged them to use improved 

practices in the production of food crops. Where agriculture is conducted as a business, with less drudgery 

e.g. by using machinery, and where it proves profitable, the younger generation becomes interested. Youth 

migration from rural to urban areas, away from agriculture, results from the fact that traditional agriculture 

is laborious, tiresome for no gains, not profitable and is disconnected from the world markets. Getting the 

youth to engage in agriculture requires its modernization; PASS plays its role in this task. 

Observed Impacts in a Selected Set of Agricultural Sub-Sectors 

In the respective agricultural areas mentioned above, PASS has managed to have one or more of the 

following impacts, these are illustrated in more detail further below:- 

 Improved access to advisory, financial and marketing services. 

 Increased volume of production. 

 Improved quality of the produce. 

 Farmers enhanced access to markets. 

 Strengthened bargaining power of farmers through formation of groups. 

 Increased employment, on-farm and along the nodes down the value chain, particularly where 

there is agro-processing  

 Increased income and consequently demonstrable improved living standards. 

 

Figure 5 summarizes areas that PASS has had a positive impact, specifically enhancing and increasing 

financial institutions lending to the agriculture sub-sectors – agriculture trading, agriculture processing, 

tractors and other farm equipment, livestock, crop primary production and input trading – an all round 

achievement. A scrutiny of PASS’s activities and its clients show that amongst dominant crops sub 

sectors, particularly in terms of farmer organization and the guarantee facility include sugarcane tea, 

coffee and paddy and sunflower. 
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Figure 5: Pie Charts Indicating Share of Sub Sector in Agriculture Sector in 2010-11 

The next section presents a detailed insight to one value chain intervention. The purpose is to highlight on 

the nature of stakeholder relationship and the nuances of the on the ground operations. For more crop 

specific cases of PASS’s success stories a reader may explore referred references. 

 

Conclusion and implications 

It can be viewed from both the conceptual clarification (figure 1) and the PASS case that rural finance 

innovations can play an important role in overcoming agribusiness development challenges in developing 

countries such as Tanzania. It is therefore important to first appreciate innovations already taking place in 

Tanzania (as exemplified by the PASS case) and learn from these experiences. To realize how innovation 

in rural finance can bring about increased productivity, rural development and social welfare, several key 

issues need to be taken into account. Some of these issues are as presented hereunder: 

 In many cases, partnerships are needed to effectively apply innovations as these innovations 

require large investments or are dependent on other stakeholders for their implementation. 

 A thorough understanding of critical success and failure factors of implementing the innovation 

and the local systems and needs, is required to effectively apply innovations 

 Access to funding for scaling-up interventions can be hampered by shallow funding to the Credit 

Guarantee Schemes similar to PASS. 

 Agribusiness financial innovation is not introduced by regulation but by market players, often 

farmers. Therefore, rural value chain stakeholders need to consider the limitations of what they 

can do without engaging with private sector partners. 

 A mutually supporting policy environment is key to the provision of innovative financial services 

to rural landscape. In Tanzania, this is especially so because PASS’s goals and objectives are in 

line with the governments’ structural reforms and other strategies such as the National Strategy 

for Growth and Reduction of Poverty (NSGRP), the Agricultural Sector Development Strategy 

(ASDS) and the Millennium Development Goals (MDGs). PASS therefore has good support from 

the government organs and other stakeholders.  

Overall, the experience at PASS shows significantly high returns and demonstrable impacts from 

buttressing agricultural enterprises to access commercial loans. Given the specialty of agribusiness 

subsector, the credit guarantee and potential linkages and collaboration amongst various stakeholders 
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within countries are crucial (figure 1). Like Tanzania, most SSA Africa countries have commercial banks, 

agricultural training institutions and the smallholder agricultural base. Ironically, the three are 

ubiquitously weakly linked in such a way that smallholder farmers find banks very expensive and 

inaccessible; banks are often weary of lending to smallholder agricultural producers while agricultural 

training institutions are busy with long term academic training. In this weak linkage, banks consider 

smallholder farmers to be highly risky clients; furthermore, they view business with small agribusiness as 

costly as they have to provide services to sparsely located smallholder producers. Transactions costs of 

lending to smallholder farmers successfully are often seen to be prohibitively high. In this situation, local 

institutions, innovatively teaming-up for technical advisory services and credit guaranteeing as 

exemplified by PASS model, would resolve this common challenge in most SSA countries. Good country 

level policy environments that are resulting from the various on-going economic liberalization processes 

in SSA also would provide sound platforms for the PASS model to flourish in SSA countries albeit with 

inevitable adaptations that may be country and context specific. 

It is evident from this study that successes of the PASS model whose main key success factor is the Credit 

Guarantee Fund, several macroeconomic aspects ought to be right, ranging from financial to political 

climate, government monetary and non-monetary policies, rules and regulations, etc. There are certain 

situations in an economy, and features of a financial sector, that should be regarded as warning signals as 

the CG Scheme may not be feasible under them. Such features and situations include: 

 Political interference and patronage. 

It is crucial that a credit guarantee scheme is free of political interference in its day to day 

operations. Political patronage and targeted services on basis other than commercial acumen, and 

goals to develop viable value chains, would render the services non-feasible.  

 Limited surplus liquidity in the financial sector. 
The main idea of a CGF and a scheme is to facilitate smooth lending by local banks, using their 

own liquidity, and therefore, there would be no scope for a CGF if the banks had no surplus 

liquidity or if banks were outright against using their liquidity for smallholder agricultural 

producers. Thus, banks liquidity and willingness to lend to agriculture is close to a “killer 

assumption”. There may be countries, or situations at points of time in an economy, where the 

banks do not have any (significant) surplus liquidity. Great care is needed in such situations while 

contemplating to pursue an agricultural credit guarantee scheme.  

 High degree of macroeconomic instability. 
This generally makes investments more risky. The mortality rate of agro-enterprises, smallholder 

farm enterprises, or contract and out grower schemes are likely to be high when the rate of 

inflation is high and unpredictable, and when the value of the local currency is fluctuating 

unpredictably. In countries with considerable instability, banks are reluctant to lend for productive 

purposes and interest rates tend to be prohibitively high. In such situations a guarantee scheme is 

likely to face high levels of losses. If the guarantee fee and the interest rate shall cover the risk, the 

cost of borrowing increases to a level where it is only feasible to borrow for short-term financing 

of trade and operations which practically excludes agribusiness and marketing setups; more so for 

smallholder farmers.  

 Large public deficits and high interest rates. 
 In the 1980s and up to the mid 1990s, many developing countries had monetary laxity and 

expansive fiscal policy with public sector deficits of more than 5%. In order to neutralize the 

inflationary pressure of these deficits, treasury bills were issued to suck-up surplus liquidity in the 

economy, leaving less to borrow for the private sector and at very high rates of interest. When 

banks can place their liquidity in safe and secure treasury bills that provide high returns, it 
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becomes difficult to tempt the banks with guarantees to lend to risky agro-enterprises, out-grower 

schemes and such other investments. Therefore, monetary policy has major implications for the 

success of a guarantee fund or scheme. 

 A banking sector on the verge of bankruptcy. 
In this situation there would be high risk of major bank losses, and that a guarantee scheme would 

result in substitution rather than in additionality; the banks would do whatever possible to shift 

their bad portfolio into the guarantee scheme. The real problems of the banks are often hidden; the 

quality of the portfolio may be over-stated with bad debt being covered through hidden recycling. 

Good practice in CGF is that guarantees should not be provided for recycling but sometimes it 

may be difficult to discover.  

The reverse of the above situations would contribute to ensuring the feasibility of a CGS, proper 

smallholder agriculture business development, contract and out grower schemes establishment that 

effectively link farmers to markets.  In addition, the following factors would make important and positive 

contributions to the feasibility of the CGS.  

 

References 

Abbas, A. S., and Sobolev, Y. (2008). High and Volatile Treasury Yields in Tanzania: The Role of 

Strategic Bidding and Auction Microstructure. IMF Working Paper WP08/81 

 

Aikaeli, J. (2006). Commercial Banks Efficiency in Tanzania. Working Paper. Social Science Research 

Network 

Bikker, J., and Haaf, K. (2002). Competition, Concentration and their Relationship: An Empirical 

Analysis of the Banking Industry. Journal of Banking and Finance, 26 (11), 191–214. 

Bilton, C and Cummings, S. (2010). Creative Strategy: Reconnecting Business and Innovation. John 

Wiley and Sons. Chichester  

 

Braw, J.C and Woller, G.M. (2004). Microfinance: A Comprehensive Review of the Existing Literature. 

Journal of Entrepreneurial Finance and Business Ventures, 9(1): 1-26 

 

Collins, D. Morduch; J. Rutherford and Ruthven. S (2009). Portfolios of the poor: How the poor live on 

$2 a day. Princeton, N.J: Princeton University Press. 

 

Cull, R. and Spreng, C. P. (2011). Pursuing efficiency while maintaining outreach. Bank Privatization in 

Tanzania. Journal of Development Economics 94(1). 254 – 261. 

Chen, C. (2009). Bank Efficiency in Sub-Saharan African Middle-income Countries. IMF Working Paper, 

WP/09/14 

Edwards, T, Delbridge, R. and Munday, Max. (2005). Understanding innovation in small and medium-

sized enterprises: a process manifest. Technovation. 25(11): 1119-1127. 

Hollis, A. and Sweetman, A. (2001). The life-cycle of a microfinance institution: The Irish loan funds. 

Journal of Economic Behavior & Organization 46, 291-311pp. 

Hotho, S and Champion, K. (2011). Small Business in the new Creative Industries: Innovation as a people 

Management Challenge. Management Decision. 41(1): 29 – 54. 

 



14 

 

Kalumuna, L., and Akyoo, A. (2011). Rural Finance Challenges in Tanzania: The case of Kibaigwa 

Financial Services and Credit Cooperative Society (KIFISACCOs) in Kongwa District. Business Mindset 

case series: Number, 2. 

 

Kloeppinger-Todd, R. and Sharma, M (2010). Innovations in Rural and Agricultural Finance. IFPRI and 

World Bank report for 2010. ISBN 0-89629-668-7. 

  

Lundvall, B., Muchie, M., and Gammeltoft, P. (2003). Introduction to Innovation Systems. In Muchie, M. 

Gammeltoft, P. and Lundvall, B. (2003) (eds). Putting Africa First: The Making of African Innovation 

Systems. Aalborg University Press. Denmark  

Mazzarol, T. and Reboud, S. (2008). The Role of Complementary Actors in the Development of 

Innovation in Small Firms. International Journal of Innovation Management, 12(2): 223-253 

Ndyetabula, D. W and Temu, A. E. (2008). Some Insights to a Credit Guarantee Fund for Smallholder 

Agriculture in Tanzania: The Case of the Private Agricultural Sector Support (PASS) Trust. A Paper 

presented at The International Conference on African Entrepreneurship and Small Business Development 

(ICAESB), Faculty of Commerce, University of Dar-es-salaam, Tanzania 

PASS (2006), Categorization and Socio-Economic Impact Analysis of the PASS Clients to Inform Policy 

and Managerial Decisions. Morogoro. 

Pederson, G. (2003). Rural Finance Institutions, Markets and Policies in Africa. Paper presented at the 

Pre-IAAE Conference on African Agricultural Economics. Bloemfontein, South Africa, August 13-14, 

203. 

Simpasa, A. M. (2011). Competitive Conditions in the Tanzanian Commercial Banking Industry. African 

Development Review 23(1). 88 – 98.  

Sørensen. O. J, Ndyetabula, D. W and Temu, A. A (2010). Creating New value chain: The case of dried 

fruits and vegetables in Tanzania. Paper presented during the ISMD 11
th
 International Conference on 

Beyond Global Markets 6
th
 – 8

th
 January 2010. Hotel Melia. Hanoi-Vietnam. 

Sørensen, O. J (2003). Barriers to and Opportunities for Innovation in Developing Countries: The case of 

Ghana. In Muchie, M. Gammeltoft, P. and Lundvall, B. (2003) (eds). Putting Africa First: The Making of 

African Innovation Systems. Aalborg University Press. Denmark  

Temu, A. E and Ndyetabula, D. W. and Mghairwa, D. (2011) Revisiting “Managing for Impact” in 

Smallholding Agricultural Development: Experience from PASS. A Paper presented at the IFAD 

Managing for Impact Workshop. November, 2011. 

Temu, A. E (2009). Innovations in addressing Rural Finance in Africa. AFRACA Rural Finance Series 

Number 6, Nairobi Kenya. 

Yumkella, K. K., Kormawa, P. M., Roepstorff., T. M., and Hawkins, A. M (2011). Agribusiness for 

Africa’s Propserity. United Nations Industrial Development Organization. ISBN 9789210548274. Austria. 

Zeller, M. (2003). Models of Rural Financial Institutions. Paper presented at Paving the Way Forward for 

Rural Finance: An International Conference on Best Practices, Washington, D.C., June 3, 2003. 



 

  

 

TEMU, NDYETABULA AND SØRENSEN 

RESEARCH REPORT 

 

Assessment of the Innovations in rural financial service 
provision to small Agribusinesses in Tanzania: Evidence 

from the selected national initiative 



 

i 
 

 

 

 

 

RESEARCH REPORT 

 

 

Assessment of the Innovations in rural financial service 
provision to small Agribusinesses in Tanzania: 

Evidence from selected national initiative 

 

 

Temu, A. E1, Ndyetabula, D. W1&2 and Sørensen, O. J2 

 

 

1Department of Agricultural Economics and Agribusiness – Sokoine 
University of Agriculture, Tanzania 
 
2Department of Business and Management-Aalborg University, 
Denmark 

 

 

 



 

ii 
 

ABSTRACT 

 

This paper presents exemplary case study of selected 
national initiative towards provision of innovative rural 
financial services to small agribusinesses in Tanzania. It is 
evident from this paper that an innovative twist of 
financial services rendered to the agricultural producers 
and value chains in which they operate may result in a 
dual and mutually beneficial financial mechanism that 
gives room to the growth of both service renders and 
beneficiaries (agricultural value chain actors). Innovations 
are notable in the institutional governance, organizational 
structure, and modalities for networking and most 
prominently in the evolutionary nature of the products 
responding to emerging demands and the ever-
challenging agricultural environment. 
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1 Introduction  

1.1 Background to the study 
One of the prime arguments for the poor performance of 
the predominant smallholders in Africa is the 
inaccessibility to financial services. This being the case 
(and as agriculture employ majority of people in 
developing economies), financial services provision to 
smallholders in most African countries attracted the 
attention of governments, researchers and development 
partners (Bikker and Haaf, 2002; Chen, 2009). For 
example, in efforts to deepen and widen provision of 
financial services to the wider community of Tanzanians 
(majority of who are rural poor employed in 
Agriculture), the government of Tanzania has made 
important improvements in reforming its financial 
sector, by dismantling the state-dominated banking and 
financial sector and allowing foreign investments 
(Simpasa, 2011; Cull and Spreng 2011). Despite all this, 
the financial services provision to the poor rural farmers 
suffers a perceptual and condition mismatch between 
service renders (financial institutions) and the 
beneficiaries (smallholder farmers).  

 

To remedy the aforementioned mismatch, a number of 
individual and joint efforts of financial institutions, 
governments and private sector are put in place. One 
such effort includes the provision of innovative financial 
service to smallholders for agribusiness growth (Abbas 
and Sobolev, 2008). The assumption with this tendency 
has usually been that innovative provision of financial 
services to rural smallholders improves their 
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productivity and supports commercialization of 
agribusinesses. Proponents of the assumption (Bilton 
and Cummings, 2010; Edwards et al., 2005) indicate that 
provision of innovative financial services in 
combination with other supportive aids to the rural 
farmers in developing countries enhances 
commercialization, growth and development of 
smallholders. Specially, Abbas and Sobolev, (2008); 
Bilton and Cummings (2010) emphasize the need for 
innovativeness in providing financial services and 
modes of providing them to smallholder 
agriculturalists. If well-articulated in serving 
smallholders, innovative financial mechanisms provide 
growth support to agricultural producers and value 
chains in which they operate. It is through innovation 
that we see new ways of doing things, better 
agribusiness project operations, new success stories and 
overall growth and development (both Economic and 
Social). 

 

There is an on-going debate about the innovativeness 
and effectiveness of financial service provision to small 
agribusinesses in developing countries. While some 
argue that developing institutions specialized in micro 
lending is a more efficient way to reach the target 
group, others consider that the benefits associated with 
this kind of program surpass the cost. In Tanzania, for 
example, the Bank of Tanzania is of the view that in 
order to meet the objective of having robust financial 
services for agribusinesses, there is a need to cooperate 
with various stakeholders in promoting SMEs 
entrepreneurial skills. The proposition carved out of this 
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argument is that innovative and effective financial 
service by itself in not a sufficient condition. There is no 
doubt that small agribusinesses are constrained by both 
financial and non-financial factors such as little or no 
education, inadequate technical skills, poor access to 
markets, lack of information, and unreliable structure. 
These factors often prevent agribusinesses from 
becoming commercial and adequately profitable, 
irrespective of whether they access capital. A number of 
innovative financial service packages provided to small 
agribusinesses therefore, include activities to promote 
small enterprise development such as training and 
business advice (European Commission, 2003). In this 
context, this paper is to review innovations in rural 
finance and draw lessons which can contribute to the 
future strategies for promoting rural finance and 
innovations along the financial service provision in 
small agribusiness subsector in Tanzania. 

 

1.2 The Research objective and proposition 
1.2.1 General objective 
The main objective of this study (using an intensive case 
analysis) is to investigate a series of staged innovations 
in the rural financial service provision to small 
agribusinesses, and the effect of these innovations on 
the growth of small agribusiness sector in Tanzania. As 
there have been several attempts to provide financial 
services to agribusinesses in Tanzania, we see it worth 
investigating the innovativeness of some initiatives 
hence the title of the study. 
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1.2.1.1 Specific objectives 
More specifically this study was undertaken:  

 To identify and assess innovative rural financial 
services tailored to cater for the needs of small 
agribusinesses in Tanzania  

 To assess the extent to which rural financial 
services have contributed to growth of small 
agribusinesses in Tanzania.  

 

1.2.2 Research proposition 
The claim of this study which form the research 
proposition is that as the need for rural financial 
services in the agribusinesses sector in Tanzania is 
increasing (Ndyetabula and Temu, 2008; World Bank 
2010), which means an opportunity for innovative 
service provision to agribusiness sector, rural financial 
services offered by PASS show no tendencies of 
innovation at least in the meaningful sense of the word 
discussed in section 2.1 to meet the need of small 
agribusinesses in Tanzania. Furthermore, its services 
have remained the same over time. We argue in the 
theoretical and analytical framework of this study that 
identification and assessment of a rural financial service 
institution such as PASS will serve to inform whether 
the services are innovative to meet the needs of small 
agribusinesses in Tanzania or not. We use case study to 
this end as empirical evidences.  
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1.3 Significance of the study 

This study is putting forward two contributions to the 
readership of rural finance in developing countries. 
Firstly, it navigates through the evolutionary processes 
of rural financial service provision to agribusinesses in 
Tanzania and assesses the staged innovations (if any) in 
rural finance provision. This contribution updates the 
readership and stakeholders on various new 
innovations in provision of rural financial services to the 
smallholder agricultural producers. Secondly the study 
enhances an understanding of what contribution these 
innovations have had on the growth and development 
of small agribusinesses in Tanzania. 

 

The two contributions are conceptually geared towards 
promotion of innovative financial service provision to 
agribusiness value chains in Tanzania, to spur the 
growth of private investment in the subsector and 
agricultural value adding activities, both of which have 
a bearing on employment creation and poverty 
reduction. Putting it together, since the Tanzanian 
community activities are inclined on smallholding 
agriculture production and processing, the promotion of 
robust rural financial service provision will impact 
smallholders and create more avenues for growth, 
employment and development. 
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1.4 Organization of the Study 

To assess the innovations in rural financial sector 
provision in Tanzania this report is structured as 
follow: Following this introduction (background, 
objectives propositions and rationale) is section 2 
the literature review, in which definitional 
theoretical and conceptual framework of the study 
is presented. Two dominant theories of industrial 
economics and innovation are discussed in this 
section. This section is succeeded by section 3 the 
methodological framework in which the research 
design is presented. Next to section 3 is section 4, 
on empirical evidence, discussion and analysis. In 
this section, we present a brief description of the 
financial services sector in Tanzania, followed by 
the case study. The section ends by revisiting the 
research proposition. Finally, section 5 concludes 
the study with a summary and implications. 

  

1.5 Limitations of the study 
Though the overall research process is not affected, it is 
important to highlight on the limitations of this study.  
First, the initial intention of this study was to assess 
innovation and the contribution these innovations have 
on small agribusinesses using a combination of both 
primary and secondary data.  Attempts to combine 
these two strategies faced methodological difficulties 
mainly due to time shortage. Studying a contribution of 
an initiative is an impact assessment which 
methodologically needs an understanding of pre- and 
post-situations of the unit of analysis. This does 
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normally require ample time which we did not have in 
this study. The study does therefore indicate the strides 
made by some beneficiaries of financial services but it 
will not tell us precisely how much of the effect on their 
agribusinesses is due to innovative financial service 
offered to them.  

 

2 Literature Review 

2.1 Conceptual and empirical definition of terms 

For both conceptual and empirical reasons, we deem it 
appropriate to clarify on rural finance, innovation and 
agri-business as follow: 

 

2.1.1 Defining Rural Finance 

Finance is one of the five core functions of any business, 
be it agricultural on non-agricultural business. The other 
four functions are marketing, production/technology, 
organization & management, and procurement (Tidd et 
al., 2000). Each of these five functions is normally 
conducted within a department headed by a functional 
manager. According to Korth et al., (2012) the financial 
function can be divided into two: The sourcing of funds 
for investment and operations, and the optimal 
utilization of resources. This study is primarily 
concerned with the former, focusing on the financial 
services available and how agribusinesses can take 
advantage of the services. 

We therefore side with Wangwe (2004) to define rural 
finance as broad range of financial services, such as: 
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savings, credit, payment transfers, leasing, insurance, 
etc provided by formal and informal financial services 
providers operating in rural financial markets. 
 
There is a consensus in the literature (Temu, 2009; Korth 
et al., 2012; Bateman, 2012) that, like any other types of 
financial services, rural finance is a facilitator rather 
than a creator of economic opportunities. Where 
economic opportunities already exist, access to credit 
facilities can contribute to faster and more extensive 
adoption of improved technology (Zeller and Sharma, 
1998) which is consistent with raising the level of 
productivity and therefore the level of incomes 
(Kloeppinger-Todd and Sharma, 2010 ).  
 
The rural financial services can be obtained on market 
conditions, can be subsidized, or obtained even as a 
grant (Bateman, 2012). We are primarily concerned with 
the former two, the financial services would normally be 
offered by specialized financial institutions, but it can 
also be offered as an integral part of other types of 
transaction, for example, credit from suppliers. As we 
will see, the one that offer the financial service is not 
necessarily the one that provide the finance (Mudorch, 
2000). For example, a number of financial services in a 
development context are financed by donors, others by 
government as part of their development plan.  

Thus, the rural financial services landscape is rather 
complex in terms of what is offered, how it is provided 
and by whom. By way of a structural approach, we 
provide in this section a picture of the financial services 
sector in Tanzania, focusing on the provision of such 
services to the agri-business sector. 
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2.1.2 Defining Innovation. 

Innovation impacts every business sector today and 
agribusiness financial services are no different. The 
concept of innovation has witnessed resurgence in the 
literature in recent years and it is one of the concepts 
that are widely defined and applied in different 
disciplines. According to Lundvall et al., (2003), 
innovation is the creation, diffusion and use of new 
ideas applied in the economy. The application may take 
a form of production processes, new products, new 

forms of organization and new markets. Tidd et al., 
(2000) associate innovation with new products, new 
markets or processes. Other authors who have 
attempted to define innovation are Sørensen et al., 
(2010) who associate innovation with the gradual 
improvement of market offers, Iyer et al., (2006) 
who consider innovation to refer to product line 
extension or adding modifications to existing 
processes and products, and finally Temu (2009) 
who define innovation as the key to sustenance and 
growth which has to happen at all levels of Individual, 
organization, society and country if the community is to 
realize positive transformation 
 
Although innovation has been defined in many ways in 
the literature (Tidd et al., 2000), it is generally agreed 
that the core of the concept is an invention that is taken 
to the stage of commercialization. This invention may be 
the result of research (Malerba, 2002), but the research 
findings do not become an innovation before they have 
been transformed into an offer of value to a set of buyers 
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and users (Hotho and Champion, 2011). In this study, 
for example, we may identify gaps in the financial 
markets, but this does not make us innovators. To be 
denominated as innovators, we need to close the gap by 
offering a gap closing financial service. 

Looking at it in terms of financial services, innovation 
could be service with new features; it could be a new 
way of processing requests for a financial service, or it 
could be a new way of marketing and organizing the 
financial institution (Kloeppinger-Todd and Sharma, 
2010). 

Conventionally, an innovation is associated to a new 
product and service that a set of customers value and 
will pay for (Bessant and Tidd 2007). However, today, 
innovation is permeating all spheres of life. It is difficult 
to find a comp any, an organization or an institution 
which does not have innovation on the agenda. 
Reflecting this, we will work with a definition of 
innovation encompassing innovation of product and 
services, innovation of processes such as evolutional, 
organizational, managerial and institutional processes 
which Hotho and Champion (2011) refer to as soft 
innovations.  

A final clarification is needed: One may ask, to whom is 
it an innovation? At the generic level, an innovation to 
qualify as an innovation should be new to the world. If a 
financial service is already offered in Denmark, it does 
not at generic level make it an innovation in Tanzania. 
However, we will use a more narrow specification of to 
whom the innovation is new, namely new to Tanzania.  
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2.1.3 Defining the Agri-business Sector 

The study is restricted to financial services to the agri-
business sector. There are no clear definitions of the 
agri-business sector (King, et al., 2011; Dean-Detre et al., 
2011; Harling, 1995; Heiman et al., 2002). The term came 
about alongside the concept of value chain and an 
increasing interest in value adding to the farm produce 
and outputs (Sørensen et al., 2010). In this sense, the 
broadest definition would be the complete value chain 
for produce from a farm. Most studies, however 
(Yumkella et al., 2011; Conforte, 2011), work with a 
more narrow definition including the farming sector 
itself and the trading-processing activities adding values 
to the produce, but not including the distributive trades 
(Mhlanga, 2010). In addition, the farm input sector will 
be included. In this study we will have to be pragmatic. 
It makes no sense to exclude a good financial service 
just because its main focus is not in the three core 
activities we define as the agri-business sector. Thus, 
our working definition is that we will include financial 
services that have the input manufacturers and traders, 
the farmers, the traders in and around the farm, and the 
processing of farm produce. 

 

2.2 Theoretical  framework 
Our literature review indicates that not much research 
has been conducted on the innovativeness of the 
financial services sector and the literature we have 
found (Zeller and Sharma 1998; Kloeppinger-Todd and 
Sharma, 2010; Temu, 2009) are rather descriptive, 
lacking analytical frameworks. As donors have been 
much into this sector, the studies done by consultants 
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including international financial institutions such as the 
World Bank (WB) and International Monetary Fund 
(IMF) and the regional development banks are many. It 
is not easy to see the exact analytical frameworks used 
in these studies, but as the focus is on the development 
of policies, the analytical inspiration would often come 
for Industrial Economics with its focus on structure  

The theoretical framework for our study is informed by 
two streams of literature: 

 Industrial Economics with its focus on structure 
and competition (Porter 1980) 

 Innovation Systems focusing on the intricate 
interplay between institutions, research and 
policies, to understand the innovativeness of a 
country or sector (Lundvall, 2003; Malerba,   
2000) 

Industrial Economics (Porter 1980) provide us with the 
overall structure of the financial services sector, 
including how fragmented it is, how competitive it is, 
and the trends in the structure as reviewed in section 
2.4. Conventionally structure is an indicator of the 
market behaviour. Included is also the structure of 
demand and thus an overall assessment of how demand 
and supply match. 

The Innovation System theory and in particular the 
branch focusing on sectoral innovation systems 
(Malerba 2000) will enable us to assess the innovation 
capacity of an institution, looking at the completeness 
and gaps of the system from three innovation point of 
views (institutional, evolutional, and product 
innovations).  
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2.3 The conceptual framework  

The notion that majority of smallholder farmers 
dominate the rural landscape of most African economies 
and are mostly faced by lack of proper financial services 
in their proximity has been germane to understanding 
and designing of individual and/or collective service 
provision innovation. Hitherto this concern has pitched 
the interests of banks, governments and other financial 
institutions in offering financial services to the 
agricultural sector (Ndyetabula and Temu 2008). 
However, these institutions still do not have adequate 
system and infrastructure in place to deliver financial 
services in the rural areas (Cull and Spreng, 2011). The 
other challenge may be that of special needs of the 
agricultural sector. It appears that most banks do not 
have products to meet specific needs of the sector (Temu 
et al., 2011). Against this situation, we witness an 
emergence of what we refer to as collective institutional 
innovation in the provision of financial services to 
agricultural sector in which governments and 
development partners collaborate to design and execute 
institutionalization of innovative organizations that 
support financing of agricultural value chains.  
 
Admittedly, several innovative efforts have been tried in 
some African countries as many products are 
introduced and piloted. Of recent products piloted 
around Africa are factoring and leasing model, ware-
house receipt system, flexible overdraft facility, credit 
guarantees, crop and livestock insurance and many 
others. However, the position championed in the 
agribusiness finance authority is that although 
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significant, these efforts need to go beyond individual 
capacities through collective institutional innovations. 
Furthermore, networks are needed at different levels for 
the robust implementation of innovations in the rural 
financial landscape.  
 
Conclusively, scholars, governments, development 
partners and other stakeholders in the agricultural 
sector agree that networking in financial services 
provision by such key stakeholders as central banks, 
financial service providers and other influential actors 
will promote innovations in rural financial sector and 
increase outreach of its services to the agricultural 
sector. Some scholars (Aikaeli, 2006; Ndyetabula and 
Temu, 2008) go beyond promotion of innovation in the 
financial sector and indicate that robust financial 
services to agriculture triggers agricultural productivity 
and result into societal and economic outcomes (see 
figure 1). This study is anchored on this understanding 
and we therefore bring forward empirical cases from 
which lessons are learned. Figure 1 provides a schematic 
presentation of the conceptual clarification of the study. 
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Figure 1: Conceptual clarification of the study 

 

2.4 Financial service sector in Tanzania: Analytical 

overview  

The aim of this section is to provide a brief overview of 
the development and present structure of the financial 
services sector in Tanzania derived from content 
analysis of secondary data from BoT, FSDT and other 
reports.  
 
For most of the period since the late 1960s and 1970s 
Tanzanian financial sector was mainly government-
owned with pervasive government interference in the 
financial system (Kamuzora and Toner, 2002). As 
indicated by Soyibo (1997), economic reforms have been 
implemented in Tanzania since the mid-1980s which 
essentially entailed the shift from an administratively 
managed and public sector led economy to a market 
oriented and private sector led economy. 
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 The economic reform measures were initiated in 1986. 
As part of the economic reform program (Maliyamkono 
and Bagachwa, 1990), implementation of the financial 
sector reforms started in 1991 and aimed at developing a 
sustainable, efficient and effective financial system. 
Specifically, the reforms have included liberalization of 
interest rates (Soyibo, 1997), elimination of 
administrative credit allocation, strengthening of the 
Bank of Tanzania’s regulatory and supervisory role, 
restructuring of the state-owned financial institutions 
and allowing entry of privately owned financial 
institutions (Rubambye 2005). 
 
In 1991, the Tanzanian Parliament adopted a law that 
aimed to liberalize and privatize the financial services 
sector in Tanzania (BoT, 2011). As indicated above 
before 1996, the financial services sector was overall in 
the hands of the government, both at the level of policy 
and at the institutional and operational level. The 
preparatory work to implement the 1991-Law took until 
around 1995 when the Bank of Tanzania act was passed 
(Cull and Spreng, 2011).  
 
In summary, the development of the financial services 
sector in Tanzania can be divided into three phases 
namely the evolution of central Banking, evolution of 
monetary policy formulation and implementation and 
financial sector reforms (Aikaeli 2006; BoT 2011) 
 
In the evolution of central Banking in Tanzania, a shift 
was made from having a central bank with too many 
objectives (multiple policy objectives) under the bank of 
Tanzania act of 1965 to the central Bank with one 
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objective (single policy objective) of price stability under 
the Bank of Tanzania act of 1995 (Aikaeli, 2006). 
 
Prior to enacting the Bank of Tanzania´s act of 1995, the 
Bank had little control over monetary policy (Soyibo, 
1997). The monetary operations were predominantly 
based on government directives with no capital and 
money markets (Kamuzora and Toner, 2002). The 
evolution of monetary policy formulation and 
implementation phase came to therefore give mandate 
to the Bank of Tanzania to impose monetary policy 
instruments. 
 
The last phase is the financial sector reforms. According 
to BoT (2011), the emphasis of this phase was to put in 
place a conducive environment for a free market to 
operate and to provide quality and reliable financial 
services and bring about a new financial landscape in 
Tanzania with a new culture of doing business.  In this 
study we lean our focus on the financial reforms phase 
for a simple reason of our interest on rural financial 
services to small agribusinesses, our analysis is therefore 
taking its departure from the financial reforms phase 
and give an overview of financial services that have 
been introduced since 2000 (Table 1) in response to the 
recommendations for reforms to support economic 
growth in Tanzania given by the financial sector 
Assessment Program. The analysis reveals the year of 
establishment, the inception process, the institution 
behind the established financial service, the target 
group, activity organization, expansion and new 
products. 
 



 

18 
 

The literature on economic reforms in Africa (Soyibo, 
1997; Mowatt, 1998; BoT 2011; Malyamkono and 
Bagachwa, 1990; Ndulu, 1994; Wobst, 2001; Sepehri, 
1992; Kamuzora and Toner 2002) associates the financial 
reforms in Tanzania with several Structural Adjustment 
Programmes. Mowatt (1998) and Kessy (2010) for 
example show that financial reforms in Tanzania can be 
traced back to between 1986 and 1989 when interest 
rates were allowed to rise gradually leading to 
restructuring and recapitalization of state banks.  
 
 More precisely, the Bank of Tanzania (2011) indicates 
that although started in the late 1980s with some steps 
to restructure state banks, the actual financial reforms in 
Tanzania began with the implementation of the Nyirabu 
Commission Report´s recommendations. The reforms 
were given the name first generation financial reforms 
and they included the expansion of access to financial 
services by the majority of Tanzanians, development of 
medium of medium and long term lending instruments, 
and bringing the financial services within the reach of 
Small and Medium Enterprises (SMEs) sector (Kessy, 
2010).  
 
The first generation financial sector reforms were 
followed by the second generation financial reforms 
which were a result of the Financial Sector Assessment 
Programme (FSAP) in early 2000s (Kessy, 2010; BoT, 
2011). FSAP report observed that the Tanzania financial 
system played a limited role in the economy because of 
a number of shortfalls including inadequate access to 
financial services by majority of Tanzanians. According 
to BoT (2011), FSAP report recommended a number of 
legal, judicial and institutional reforms in the financial 
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sector. Of the FSAP recommended reforms was the 
strengthening of rural financial service provision. With 
this recommendation we then witnessed establishment 
of a number of programmes and initiative to render 
financial services to the rural community some of which 
are indicated in Table 1. 

Table 1: Some of financial services established for 

serving the agribusiness sector 
 PASS FSDT RABO-

SAGF 
AGRA  BOT-CGS 

Year of 
establishment 

2001 2008  2008 2005 

The 
institutions  

GoT and 
RDG  

BoT, 
DANID
A, 
DFID, 
CIDA, 
RNE, 
SIDA 

RABO, 
CBT 

AGRA, 
FSDT, 
NMB 

BoT, 
NMB, 
CRDB, S. 
CHARTE
RED 

Services Guarantees various Guarante
es 

Guarant
ees 

Guarantee
s 

The target 
group 

Small and 
medium 
farmers 

Agro-
dealers 

Farmer 
Organiza
tions-
Cooperat
ives, 
SMEs 

Agro-
dealers 

SMEs 

 

3 Research Methodology 
3.1 Research Design 
This study is exploratory in nature. According to 
Aisenhardt (1989), exploratory research designs use 
empirical reality as point of departure towards new 
theory generation. We therefore use intensive case study 
as empirical reality in this paper to develop an 
empirical-theoretical driven understanding of the 
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provision of rural financial services to small 
agribusiness in Tanzania. The study is designed in such 
a way that the empirical reality informs the literature 
review. It is therefore a very conventional design in the 
sense a literature review influences the formulation of a 
framework that was used to guide the collection of data 
and analysis. 

 The research design is further stylized in such a way 
that the generated data are confronted with the lenses of 
the formulated theoretical and conceptual framework to 
address the research proposition on innovation rural 
financial service provision in Tanzania. 

Admittedly, there is a plethora of studies on innovations 
in rural financial services such as those done by Zeller 
and Sharma 1998; Temu 2009; Kloeppinger-Todd and 
Sharma, 2010; etc. While these previous studies adopt 
the trend review (descriptive) approach in their designs 
and are general to the rural finance readership, our 
design restrict us to looking into provision of rural 
financial services for investments or operations of small 
agribusinesses in Tanzania in terms applied 
innovations. Our analysis therefore narrow down to 
institutional, evolutional and product innovations. To 
this end, we use the within case analysis. 

To be able to obtain the appropriate case for the study, 
we developed a number of criteria for case selection:  

 The case must aim at reaching small and 
medium agribusinesses in Tanzania. In value 
chain terms that means input suppliers, farmers, 
traders and output processors.  
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 It must have been in operation for a period of 
not less than 10 years to allow for some 
innovations to take place. 

The second criterion allowed for exclusion of cases that 
have not been into rural financial services for sufficient 
period of time to allow for innovation to take place. 
Hotho and Champion (2011) assert that innovation is a 
process - not a One-Time-Action. This is why time is 
considered as one of the criteria for case selection in this 
study. To innovate, organizations need operational 
models that have a breathing space and don’t constrain 
information flow but open space for information flow 
leading to learning and improvement.  
 

The literature review is done to provide both conceptual 
and empirical definitions of key terms used in this 
study. It also provides an analytical overview of 
financial service sector in Tanzania. In the later, our 
focus is on identification and characterization of some 
rural financial service provision initiatives introduced 
since the second generation financial sector reforms in 
Tanzania (BoT, 2011).  

 
 

3.2 The data 
The empirical data consist basically of a number of 
sources. A series of secondary reports, documents and 
interviews.  

Secondary data were obtained from Private Agricultural 
Sector Support, Financial Sector Deepening Trust, and 
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Bank of Tanzania and were content analyzed to generate 
themes that were used to write up the case.  

Interviews with the top management of the selected case 
were conducted to capture a broad picture of the 
triggering cues for the establishment of the agribusiness 
financing structure, and their development over time in 
terms of products, and spatial coverage. More precisely 
the interviews were meant to identify a series of staged 
innovations that have been introduced since inception 
of second generation financial reforms in Tanzania. 

The interviews were then, transcribed into the case of 
that is intensively analysed along the literature derived 
themes. 

 

3.3 Data organization, analysis and interpretation 
The intensive case analysis is done at both micro level, 
i.e. the individual service beneficiary (farmer, processor 
etc.) and at macro level. At micro level focus is on 
whether the case study actually benefitted the service 
beneficiary using secondary data. 

 At the macro level, the intensive case analysis is done to 
assess the extent to which the case study is innovative in 
terms of the discussed meaning of innovation in this 
study.  
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4 Empirical evidence and Discussion 

4.1 The PASS case. 

 
The PASS’ evolutionary process                             

The Private Agricultural Sector Support (PASS) is 
operating as a trust registered in Tanzania since 2007. 
Before 2007, it was developed, funded, and technically 
assisted by Royal Danish government through its 
International Development Agency (DANIDA) in 
collaboration with the government of Tanzania as a pro-
poor development project in 2001. The purpose of PASS 
as a project was to stimulate growth of private 
commercial farming and agribusinesses and 
strengthening lending by commercial banks to the 
agricultural sector.  

 
Since its inception, PASS has played a significant role at 
assisting individual farmers and agribusinesses. It 
supported the organization of small farmers with 
provision of business development and financial 
services in order to commercialize smallholder 
agribusiness activities. Thus PASS as a project has been 
into developing Tanzanian smallholders by enhancing 
their linkage to sources of agribusiness finance, and 
agribusiness planning. This contributed to 
commercialization Tanzania’s small and medium 
agribusiness activities. 
 
PASS was designed to broaden and deepen credit 
provision to agricultural enterprises by vetting potential 
borrowers, assisting the borrowers to develop a 
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financeable business plan and guaranteeing loans from 
financial institutions to the borrower (based on the 
borrower’s business plan) on a shared loss basis ranging 
from 30 to 80 percent. 
 
 
Implementing PASS project in Tanzania 
Following the collapse of the agricultural marketing 
parastatals, the state-managed financial sector, and the 
state-led agricultural cooperatives in the late 1980s, 
there was a vacuum that created several obstacles as a 
result of the implementation of international financial 
institutions’ policy reform advices. Some of these 
obstacles are reduced access to input and investment 
finance and disruption of linkages between primary 
production and processing/marketing. As stated earlier, 
liberalization of financial and banking industry in 
Tanzania in the early 1990s has however been gradually 
filling the vacuum by the introduction of private 
banking, private processing/marketing firms, and 
emergence of new forms of organization, such as out-
growers schemes and various voluntary types of small 
farmer organizations, e.g. out-growers associations and 
savings and credit cooperative societies (SACCOS). 
 
PASS’s implementation strategy rests on a participatory 
approach (Institutional innovation) and beneficiary 
demand-led concept while upholding the principles of 
self-reliance. It consists of two broad components, 
namely: provision of financial and business 
development services. Financial service support is 
accomplished through assisting individuals and 
companies in preparing feasibility studies and business 
plans to submit to banks, credit guarantee that is given 



 

25 
 

to the bank to increase the chances for the client to get a 
loan and business counseling and assessing the client’s 
investment ideas. In this approach, PASS does fully 
involve its clients (smallholders) in the agricultural 
investment appraisal from idea generation to the 
implementation of the developed plan. In this way 
clients gain important skills that create knowledge in 
different and specific subsector areas of investment. 
 
In addition, PASS offers a range of business 
development services to clients through business 
counseling such as market identification, marketing 
strategies and management advise, capacity building in 
specific technical areas as identified by clients, assisting 
in forming farmer groups such as in contract farming 
arrangements, produce marketing, organizing farmers 
to improve their access to credit, technical support and 
other advisory services and strengthening 
organizations/associations for example by expanding 
advisory services in technical and legal issues, special 
studies and supporting advocacy and lobbying for 
better services to members.  
 
When started, and during its implementation process, 
PASS has gone through a complex managerial and 
operational experience to meet its objectives. It started 
as a project whose task was to strike a perception 
balance between banks (financial institutions) and 
Tanzanian smallholders. As banks considered Tanzania 
smallholders risky and unattractive, smallholders 
considered banks not for them at all.  
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Figure 2: PASS’ Institutional Evolution 

 
 

PASS Project 

2001 - 2006 

PASS 2007 

Transitory Trust 

Structure 

PASS 2007 

and beyond 

Project Advisory Body 
with members from GoT, 
RDE and private sector.  

GoT and RDG 
GoT, RDE, 3 people 

founder committee  
Government of Tanzania 
(GoT) and Royal Danish 
Government (RDG) 

Steering committee 
with members from 
Ministry of Agriculture, 
Ministry of Finance and 
Danish Embassy (RDE). 

        MANAGEMENT             

One Managing Director, 

one Technical Advisor, 

Single office in 

Morogoro with 10 staff 

Only one partner Bank 

Board of Trustee, GoT, 
RDE and Private Sector 

Board of Trustee, 6 
independent Directors 

        MANAGEMENT         
One Managing 
Director and one 
Technical Advisor, 
single office in 
Morogoro with 14 
staff 

       MANAGEMENT       
One Managing 
Director, Deputy 
Managing Director, 
Technical advisor and 
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Eastern zone, 
Southern Highlands, 
Northern zone 

Three partner Banks 

Over 200000 producers, 500 processors, and 1000 traders in sugarcane, poultry, dairy, farm 
machinery, piggery, and rice/maize sectors are positively impacted and are benefiting from PASS 
services 

Over 7 partner Banks 

Involved institutions and Management organization 
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To abridge the two sides PASS started with a few 
smallholders and one single participating bank (CRDB). 
With its participatory approach whose emphasis is on 
the involvement of clients in the entire service provision 
process, several smallholders were attracted and joined 
the bandwagon. After four years of demonstrable 
impact, the number of participating banks increased 
from one to three (CRDB, FBME, ABC). Hitherto, PASS 
works with more than seven financial institutions (see 
fig 2). The PASS inception approach involved an 
iterative process that involved both banks and PASS 
clients (smallholders). 
 
 
PASS’ model of operations and sustainability 
One of the achievements of PASS is the transformation 
of PASS project into an autonomous entity PASS Trust. 
The trust operates in a tri-partite model that link itself to 
agribusinesses, and financial institutions in Tanzania 
(figure 3). As an effective operation, the tri-partite 
model enables each part to mutually benefit from the 
friendly working environment in which capacities of 
smallholders are built.  
 
Technically the PASS client projects are monitored 
throughout their entire implementation period to ensure 
successes in loan repayment, and agribusiness growth. 
In the monitoring period, the clients are participatorily 
involved in reviewing their individual project progress 
by identifying challenges and ways to improve their 
individual projects. Useful information obtained in one 
individual project, becomes important lessons for 
similar projects to new clients in future. 
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In the tri-partite model, each part has a mutually 
beneficial agenda. Financial institutions will of course 
continue the business agenda through interest earnings 
and bank charges to the agribusinesses. Equally, the 
banks will still be risk free due to the due diligence that 
PASS conduct to clients prior to submitting loan 
application to banks, and through additional credit 
guarantee (PASS’ fixed deposits). Smallholders on the 
other hand grow their business investment through 
credits, and other financial services that are extended to 
them by banks. Additionally, smallholders enjoy the 
business planning and management skills they get from 
PASS.  With an agenda of improving financial services 
to smallholders in Tanzania, PASS has a secondary 
agenda of growing to autonomous and sustainable 
entity. To sustain itself, PASS gets earnings from the 
business development fees charged from smallholders, 
earnings from assets at banks (Fixed deposits and 
Foreign exchange A/C), and the risk bearing fees it gets 
from banks. With this mode of operations, PASS is 
growing steadily. Beneficiaries of the PASS services 
(PASS clients) are increasingly growing as PASS extends 
its services to regional zones of Tanzania. 
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Figure 3: The PASS Model 

 

PASS’ new and innovative products 
As it grows, PASS introduces a number of innovative 
products which are a reflection of both deepening and 
widening of financial service provision to 
agribusinesses. The following are some of the designed 
products as narrated by the PASS management. 
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1. Lender’s Option Guarantee  (Portfolio Guarantee) 

Under this guarantee, the Lender decides whether or 
not to guarantee loans to their borrowers based on 
predetermined guarantee criteria and a guarantee 
product policy contractually agreed with PASS. To 
access this product, Lenders pay a 1% of the total 
coverage (commitment Fee) they will use in a given 12 
months on a quarterly basis as invoiced by PASS. 
Further, based on utilization, Lenders pay an additional 
1.5%of the coverage for each loan when they opt to book 
a loan under the guarantee. Total is 2.5 % which is in 
line with the market. The advantage of the product is 
that it is less costly to administer as the visits to 
customers and preparation of business plans are 
undertaken.  
 
PASS specifies several aspects of the guarantee 
including the range of values the loans can fall within, 
for example it is common for SMEs in Agribusiness to 
borrow between 10 and TZS 20 million the purposes 
that the loans can be used for, principally investments in 
agricultural value chains. The guarantee will under no 
circumstance cover more than 50% of the principal 
outstanding and will not cover fees, interest or penalties 
accrued by the borrower.  
 
The Lender must report monthly to PASS including: the 
loan number, the borrower’s name, the value disbursed, 
the current balance of outstanding principal, the date of 
the last payment, the amount of any payments in 
arrears.  
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Confidence also has to be built on the lending 
institutions side. Therefore, in the event of a claim, PASS 
makes an immediate fixed deposit, earning the 360 day 
Treasury Bill rate of return to the Lender for 50% of the 
subject loan’s outstanding principal. Then PASS will 
have 60 days to investigate the basis of the claim. If in 60 
days, the loan against which the claim is being made is 
found to be non-conforming to the contractual 
agreement governing the guarantee product, PASS 
withdraws its fixed deposit including the interest. If 
otherwise, the claim is found to conform to the 
contractual agreement governing the guarantee product, 
PASS assigns the fixed deposit to the Lender on the date 
which the Lender officially writes off the loan and 
reports they have done so to the Bank of Tanzania. If 
during the time between when the claim is made and 
the loan is written off, the Lender recovers any of the 
outstanding principal balance that balance deducts from 
the value of the fixed deposit assigned to the Lender 
and rebated to PASS including accrued interest 
 
 

2. Linkage Banking Guarantee (Institutional 
Guarantee) 

This product guarantees loans from highly liquid 
institutions (called the “Primary Lender” and including 
large banks, pension funds, etc.) to prequalified rural 
financial institutions to be used only for loanable funds 
supporting those institutions’ agribusiness portfolios. 
The rural financial institutions may then place their 
agribusiness loans under PASS’s guarantees and thus 
indirectly provide the Primary Lender an effective 75% 
guarantee (that is a guarantee on 50% of the value 
loaned to the rural financial institution and an 
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additional 50% on the loan from the rural financial 
institution to their agribusiness borrower). PASS earns a        
percentage fee, negotiated on a 12-month basis, paid in 
equal installments on the date the loan from the Primary 
Lender is disbursed and at the start of each of the three 
subsequent quarters.  
 
The rural financial institution must first undergo a 
standard due diligence performed by PASS or PASS’s 
consultant. The value of the Primary Lender’s loan 
cannot exceed three times the value of the rural financial 
institution’s net worth; and under no circumstances is a 
rural financial institution enabled to borrow more than 
five times its net worth including the guaranteed loan 
from the Primary Lender plus all other liabilities. PASS 
specifies: the maximum value of the loan or line of 
credit from Primary Lender to rural financial institution 
beyond which PASS will not honor claims against the 
guarantee. The guarantee under no circumstance covers 
more than 50% of the principal outstanding and does 
not cover fees, interest or penalties accrued by the 
borrower; nor does it cover restructured or refinanced 
loans. The Primary Lender must report monthly to 
PASS about the progress of the portfolio.  
  
 

3. Modified Traditional Guarantee (Indemnity Fund) 

Historically PASS has managed fixed deposits at the 
partner financial institutions. This has been the fund 
against which it guarantees farmers. Instead, now PASS 
will also establish an indemnity fund against which it 
will guarantee loans to agriculture. The Indemnity Fund 
entails deposits and/or investments of PASS’s cash held 
in low risk instruments with varying tenures to enable 
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PASS anticipate and meet claims against its guarantees. 
This enables PASS to negotiate and earn market rates 
unlike now where banks dictate what they wish to pay.  
 
The other critical benefit of moving toward this strategy 
is that it creates the latitude for PASS to determine the 
degree to which its funds are leveraged by the lenders. 
Currently, lenders effectively choose their comfort level 
for lending against PASS’s fixed deposits. Some banks 
hold a 2:1 ratio against PASS’s deposits while others 
lend at 1:1 or less against PASS’s deposits. The creation 
of the Indemnity Fund enables PASS to demonstrate its 
holdings and liquidity position to each lender and 
negotiate on a lender-by-lender basis the maximum 
coverage that PASS guarantees. Normal practice for 
guarantors is to leverage not more than 5:1. Thus with 
the USD 20M (TZS 30B) Indemnity Fund, PASS could 
leverage guarantees of up to USD 100M and if those 
guarantees are for 50% of the principal outstanding this 
effectively results in USD 200M (TZS 300B) in loans to 
agribusiness attributable to PASS’s guarantees.  
Specifications of the nature of loans to be guaranteed 
and modalities for claiming the guarantee follow the 
same basic principles outlined above. 
 

4. Fixed Equity Hire Purchase Product  

This is not a guarantee product and is yet to be 
implemented. However, it demonstrates the 
innovativeness of the institution in that the product is a 
meaningful departure from PASS’s traditional way of 
doing business but maintains focus on PASS’s mission 
and vision, diversifies PASS’s income and responds to 
what conventional wisdom indicates is a critical gap felt 
by Tanzania’s agribusinesses. 
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 The product is, in short, a method for PASS to take an 
equity stake in a medium to large scale agribusiness by 
providing that business access to critical fixed assets 
without obligating that business to a commercial lender. 
PASS purchases or co-finance the purchase of a 
productive asset (milling equipment, tractors, oil 
refining equipment, harvesting cleaning and drying 
equipment, etc.). This asset will be contracted to a 
qualifying agribusiness on a hire purchase basis with 
the operator, the maintenance and a buy back guarantee 
from the vendor included in the package. PASS will 
then receive a negotiated fixed monthly payment for the 
use of the asset, a draw on the business’ profits in step 
with the value of the asset or a combination of these for 
a negotiated tenure.  
 
Depending on the content of Tanzania’s Leasing Act 
and regulation, the business will either progressively 
add the value it has invested in rent payments to its 
Balance Sheet as paid up value in a fixed asset or will 
expense the rent payments on its Income statement. At 
the end of the tenure the business will buy the asset for 
a nominal payment from PASS and add its value to its 
fixed assets and net worth. In the event of non-payment, 
the vendor providing the asset, its maintenance contract 
and operator will buy-back the asset from PASS at book 
value price less 5%. The outcome of this product is that 
PASS will effectively make a low risk, equity investment 
in the agribusiness with gradual exit from the 
agribusiness at low risk to itself. At the same time PASS 
will be able to facilitate introduction of technology in 
selected value chains. 
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Agribusinesses apply directly to PASS for a range of 
predefined assets identified by PASS and offered 
through vetted vendors. Based on a business plan and 
key ratios, PASS will agree to provide the asset. 

 

Scale of Operations and Impact of PASS Trust         
Since its establishment, to-date, PASS has reached a 
good number of clients individually, in groups or in 
various forms of farmer associations as shown in Table 1 
and Figure 4. The client’s businesses cover a wide range 
of agricultural subsectors with sizes ranging from small, 
medium and very few large scales. A good proportion 
of beneficiaries are women – averaging at about 40%. 
The mixture of small, medium and large businesses has 
also proven to be a critical element for the sustainability 
of PASS. 
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Table 2: Overview of PASS core Business from 2002 – 2010 

Year Business plans 

submitted to bank 

Business plans 

approved 

Clients 

Number TZS 

(billion) 

Number TZS 

(billion) 

% Individuals Groups 

2002/03 159 4.7 134 3.6 84 2 157 

2004 218 6.6 165 4.4 76 27 191 

2005 136 6.1 75 3.4 55 39 97 

2006 163 9.9 84 5.8 52 108 55 

2007 303 23.9 242 20.9 80 184 119 

2008 410 18.29 324 16.1 79 281 129 

2009 319 15.37 209 7 66 155 164 

2010 517 18.24 399 12.4 77 94 423 

Source: PASS Quarterly and Annual Report, 2010 
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Figure 4: PASS Business Development Trend – Numbers 
and Value TZS billions. 

 

PASS has supported the setting-up of smallholder 
contract farming arrangements in sugar cane production 
and marketing, cotton production and marketing, tea 
production and marketing and paprika production and 
marketing. It has helped in the advice and formation of 
the respective farmer’s groups and registered 
associations, linking them to the processing factories 
and helping them in designing and signing contract 
farming agreements. It has linked farmers with financial 
institutions and provided guarantees for their loans. It 
has also provided agro-enterprises with other financial 
products such as lease and hire purchase of farm inputs 
and implements.  
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Other areas where PASS has had sound impacts include 
livestock, horticulture, agribusiness and agro-
processing, cereal crops production, cashew nuts, 
floriculture, and production and processing of oil seed 
like sunflower. PASS puts an effort to balance between 
groups and individuals as risks inherent in each of the 
categories differ. The sustainability of the business 
depends on a diversified portfolio, both in terms of the 
nature of supported commodities and scales of 
investments. The diversification achieved to-date is 
proving viable. Whereas most assisted crops are for 
markets, the same farmers do grow food crops. There 
are significant spillover effects in that increased farmers’ 
earnings have encouraged them to use improved 
practices in the production of food crops. Where 
agriculture is conducted as a business, with less 
drudgery e.g. by using machinery, and where it proves 
profitable, the younger generation becomes interested. 
Youth migration from rural to urban areas, away from 
agriculture, results from the fact that traditional 
agriculture is laborious, tiresome for no gains, not 
profitable and is disconnected from the world markets. 
Getting the youth to engage in agriculture requires its 
modernization; PASS plays its role in this task. 

 

Observed Impacts in a Selected Set of Agricultural Sub-Sectors 

In the respective agricultural areas mentioned above, 
PASS has managed to have one or more of the following 
impacts, these are illustrated in more detail further 
below:- 
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 Improved access to advisory, financial and 
marketing services. 

 Increased volume of production. 

 Improved quality of the produce. 

 Farmers enhanced access to markets. 

 Strengthened bargaining power of farmers 
through formation of groups. 

 Increased employment, on-farm and along the 
nodes down the value chain, particularly where 
there is agro-processing  

 Increased income and consequently 
demonstrable improved living standards. 

 

Figure 5 summarizes areas that PASS has had a positive 
impact, specifically enhancing and increasing financial 
institutions lending to the agriculture sub-sectors – 
agriculture trading, agriculture processing, tractors and 
other farm equipment, livestock, crop primary 
production and input trading – an all-round 
achievement. A scrutiny of PASS’s activities and its 
clients show that amongst dominant crops sub sectors, 
particularly in terms of farmer organization and the 
guarantee facility include sugarcane tea, coffee and 
paddy and sunflower. 
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Figure 5: Pie Charts Indicating Share of Sub Sector in 

Agriculture Sector in 2010-11 

5 Discussion 

5.1 The PASS inception and growth: An institutional, 

and product innovation 

It is apparent from the PASS case that its evolutionary 

process started as a project that involved funding from 

two governments United Republic of Tanzania (URT) 

and Royal Danish Governments (RDG). A number of 

institutions from both governments are involved in 

framing and managing the technical components of the 

project. The uniqueness about PASS’ inception can be 

divided into two, its managerial organization and its 

growth afterward. 

 

 In the former, it is revealed that PASS` inception and 

institutionalization involved multiple institutions in 
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response to the recommendations of the second 

generation financial reforms. A network of both public 

(government ministries) and private (a bank) 

institutions are involved in creating the working 

structure for rural financial service provision. This is 

consistent with the assertions of the conceptual 

clarification of this study whose assumption is that 

innovations in provision of rural financial services will 

promoted if such stakeholders as financial institutions 

public sector and central banks network to craft the 

modalities for service provision.  

 

In the latter we witness a gradual growth of PASS in 

terms of structure, network and products. With regard 

to structure, PASS` changes from a mere project a 

dependent project to an independent entity PASS Trust 

in which the organizational and managerial orientation 

changed to more open and independent decision 

making structure. As trust, the entity became more 

innovative in new product development. It is apparent 

that in the structural growth process, a series of newly 

developed products were introduced into the market 

and small agribusinesses are positively impacted.  

 

Concomitantly with the structural developments (which 

have resulted into operational PASS trust) is the 

collaboration network and geographical coverage. PASS 

has expanded from collaborating with only one 

partnering bank to collaborating with over five 
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partnering banks. This fastened the introduction of new 

products and opening up of the upcountry zonal 

branches.  With its only few products at the project level 

between 2001 and 2006, PASS would only reach a 

handful of small agribusinesses mostly in the eastern 

zone, but its ever expanded services can be obtained 

almost all over Tanzania through PASS’ zonal offices. 

 

Returning to the conceptual definition of innovation 

discussed under section 2.3, some innovative tendencies 

can be identified from the PASS inception and growth 

model. Depending on what theoretical angle one 

confront the model a number of innovation typologies 

could be identified but with our argument in the 

conceptual definition we see innovations in terms of 

inception/institutionalization (and name it institutional 

innovation as named by Hotho and Champion (2011)) 

and new product development (which we name 

product innovation as named by Tidd et al., (2000) and 

Iyer et al., (2006)). 

 

PASS’ innovations have created additional value to 

small agribusinesses as they have increased 

productivity and reduced households’ and enterprises’ 

transaction costs of access to financial services. They 

also have created value in terms of facilitation of larger 

investments by lengthening term structures. All this is a 

result of innovatively created products, primarily loans, 
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which improved client’s economy by refining their 

agribusiness investment processes.  

 

Most interestingly, the empirical evidence reveals that a 

series of innovations in rural financial service provision 

goes together with benefits to the service provider in 

terms of profit. For example, in a tri-partite business 

model, PASS benefits from both a number of innovative 

products it develops, and from the network it has in its 

business model (ref. fig 3). Therefore the supply of 

innovative rural financial services can be sustainable in 

the long run only if providing these services is 

profitable for the entities which provide them. 

 

5.2 Is the research proposition answered? 

To remind ourselves the research proposition of this 

study claims that rural financial services offered by 

PASS are not innovative and its products have remained 

the same over time. Undoubtly this research proposition 

is answered. With a general overview of the demand 

side of the rural financial services, it may be very simple 

for the reader to jump into conclusion that the services 

are never innovative, they are externally driven, and are 

more of the same. However, two levels of analysis in 

this study, the literature review and empirical evidence 

attest as to the innovativeness of rural financial services 

offered by PASS to small agribusinesses. 
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The literature review clearly navigates through the 

conceptual definitions of innovation, and picks up new 

products and organizational (institutional) processes as 

areas with which innovation is conceptualized.  From 

these two constructs we see that invention and 

introduction of new products into the market and new 

organization processes can explain innovations. This is 

then reflected in the empirical evidence where PASS’ 

organizational and institutionalization process reveal its 

both newness and uniqueness. A series of new and 

diversified rural finance products is introduced into the 

agribusiness market to cater for small agribusiness 

needs in Tanzania. The proposition is therefore not 

supported in this study. 

 

6 Summary, Conclusion and implications 

It can be viewed from both the conceptual clarification 
(figure 1) and the PASS case that rural finance 
innovations can play an important role in overcoming 
agribusiness development challenges in developing 
countries such as Tanzania. It is therefore important to 
first appreciate innovations already taking place in 
Tanzania (as exemplified by the PASS case) and learn 
from these experiences. To realize how innovation in 
rural finance can bring about increased productivity, 
rural development and social welfare, several key issues 
need to be taken into account. Some of these issues are 
as presented hereunder: 

 In many cases, partnerships are needed to 
effectively apply innovations as these 
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innovations require large investments or are 
dependent on other stakeholders for their 
implementation. 

 A thorough understanding of critical success and 
failure factors of implementing the innovation 
and the local systems and needs, is required to 
effectively apply innovations 

 Access to funding for scaling-up interventions 
can be hampered by shallow funding to the 
Credit Guarantee Schemes similar to PASS. 

 Agribusiness financial innovation is not 
introduced by regulation but by market players, 
often farmers. Therefore, rural value chain 
stakeholders need to consider the limitations of 
what they can do without engaging with private 
sector partners. 

 A mutually supporting policy environment is 
key to the provision of innovative financial 
services to rural landscape. In Tanzania, this is 
especially so because PASS’s goals and 
objectives are in line with the governments’ 
structural reforms and other strategies such as 
the National Strategy for Growth and Poverty  
Reduction (NSGRP), the Agricultural Sector 
Development Strategy (ASDS) and the 
Millennium Development Goals (MDGs). PASS 
therefore has good support from the government 
organs and other stakeholders.  

Overall, the experience at PASS shows significantly high 
innovation tendencies, mutual returns and 
demonstrable impacts from buttressing agricultural 
enterprises to access commercial loans. Given the 
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specialty of agribusiness subsector, the credit guarantee 
and potential linkages and collaboration amongst 
various stakeholders within countries are crucial (ref 
conceptual clarification in figure 1). Like Tanzania, most 
SSA Africa countries have commercial banks, 
agricultural training institutions and the smallholder 
agricultural base. Ironically, the three are ubiquitously 
weakly linked in such a way that smallholder farmers 
find banks very expensive and inaccessible; banks are 
often weary of lending to smallholder agricultural 
producers while agricultural training institutions are 
busy with long term academic training. In this weak 
linkage, banks consider smallholder farmers to be 
highly risky clients; furthermore, they view business 
with small agribusiness as costly as they have to 
provide services to sparsely located smallholder 
producers. Transactions costs of lending to smallholder 
farmers successfully are often seen to be prohibitively 
high. In this situation, local institutions, innovatively 
teaming-up for technical advisory services and credit 
guaranteeing as exemplified by PASS model, would 
resolve this common challenge in most SSA countries. 
Good country level policy environments that are 
resulting from the various on-going economic 
liberalization processes in SSA also would provide 
sound platforms for the PASS model to flourish in SSA 
countries albeit with inevitable adaptations that may be 
country and context specific. 

It is evident from this study that successes of the PASS 
model whose main key success factor is the Credit 
Guarantee Fund, several macroeconomic aspects ought 
to be right, ranging from financial to political climate, 
government monetary and non-monetary policies, rules 
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and regulations, etc. There are certain situations in an 
economy, and features of a financial sector, that should 
be regarded as warning signals as the CG Scheme may 
not be feasible under them. Such features and situations 
include: 

 Political interference and patronage. 
It is crucial that a credit guarantee scheme is free 
of political interference in its day to day 
operations. Political patronage and targeted 
services on basis other than commercial acumen, 
and goals to develop viable value chains, would 
render the services non-feasible.  

 Limited surplus liquidity in the financial 
sector. 
The main idea of a CGF and a scheme is to 
facilitate smooth lending by local banks, using 
their own liquidity, and therefore, there would 
be no scope for a CGF if the banks had no 
surplus liquidity or if banks were outright 
against using their liquidity for smallholder 
agricultural producers. Thus, banks liquidity 
and willingness to lend to agriculture is close to 
a “killer assumption”. There may be countries, 
or situations at points of time in an economy, 
where the banks do not have any (significant) 
surplus liquidity. Great care is needed in such 
situations while contemplating to pursue an 
agricultural credit guarantee scheme.  
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 High degree of macroeconomic instability. 
This generally makes investments more risky. 
The mortality rate of agro-enterprises, 
smallholder farm enterprises, or contract and out 
grower schemes are likely to be high when the 
rate of inflation is high and unpredictable, and 
when the value of the local currency is 
fluctuating unpredictably. In countries with 
considerable instability, banks are reluctant to 
lend for productive purposes and interest rates 
tend to be prohibitively high. In such situations a 
guarantee scheme is likely to face high levels of 
losses. If the guarantee fee and the interest rate 
shall cover the risk, the cost of borrowing 
increases to a level where it is only feasible to 
borrow for short-term financing of trade and 
operations which practically excludes 
agribusiness and marketing setups; more so for 
smallholder farmers.  

 

 Large public deficits and high interest rates. 
 In the 1980s and up to the mid-1990s, many 
developing countries had monetary laxity and 
expansive fiscal policy with public sector deficits 
of more than 5%. In order to neutralize the 
inflationary pressure of these deficits, treasury 
bills were issued to suck-up surplus liquidity in 
the economy, leaving less to borrow for the 
private sector and at very high rates of interest. 
When banks can place their liquidity in safe and 
secure treasury bills that provide high returns, it 
becomes difficult to tempt the banks with 
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guarantees to lend to risky agro-enterprises, out-
grower schemes and such other investments. 
Therefore, monetary policy has major 
implications for the success of a guarantee fund 
or scheme. 

 A banking sector on the verge of bankruptcy. 
In this situation there would be high risk of 
major bank losses, and that a guarantee scheme 
would result in substitution rather than in 
additionality; the banks would do whatever 
possible to shift their bad portfolio into the 
guarantee scheme. The real problems of the 
banks are often hidden; the quality of the 
portfolio may be over-stated with bad debt being 
covered through hidden recycling. Good practice 
in CGF is that guarantees should not be 
provided for recycling but sometimes it may be 
difficult to discover.  

The reverse of the above situations would contribute to 
ensuring the feasibility of a CGS, proper smallholder 
agriculture business development, contract and out 
grower schemes establishment that effectively link 
farmers to markets  
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Abstract 

This paper reports an evolutionary growth lesson of an institutional innovation for the provision of 

financial services to agribusinesses in Tanzania. It is evident from this paper that an innovative twist of 

financial services rendered to the agricultural producers and value chains in which they operate may 

result in a dual and mutually beneficial financial mechanism that gives room to the growth of both service 

renders and beneficiaries (agricultural value chain actors). Innovations are notable in the institutional 

governance, organizational structure, modalities for networking and most prominently in the evolutionary 

nature of the products responding to emerging demands and the ever-challenging agricultural 

environment. 

Key words: Innovation, Financial services, PASS Trust. 

 

 

Introduction 

One of the prime arguments for the poor performance of the predominant smallholders in Africa is the 

inaccessibility to financial services (Collins et al., 2009). This being the case (and as agriculture employ 

majority of people in developing economies), financial services provision to smallholders in most African 

countries attracted the attention of governments, researchers and development partners (Bikker and Haaf, 

2002; Chen, 2009). For example, in efforts to deepen and widen provision of financial services to the 

wider community of Tanzanians (majority of who are rural poor employed in Agriculture), the 

government of Tanzania has made important improvements in reforming its financial sector, dismantling 

the state-dominated banking and financial sector and allowing foreign investments (Simpasa, 2011; Cull 

and Spreng 2011). Despite all this, the financial services provision to the poor rural farmers suffers a 

perceptual and condition mismatch between service renders (financial institutions) and the beneficiaries 

(smallholder farmers).   

To remedy the aforementioned mismatch, a number of individual and joint efforts of financial institutions, 

governments and private sector are put in place. One such effort includes the provision of innovative 

financial service to smallholders for agribusiness growth (Abbas and Sobolev, 2008). The assumption with 

this tendency has usually been that innovative provision of financial services to rural smallholders 

improves their productivity and supports commercialization of agribusinesses (Yumkella et al., 2011). 

Proponents of the assumption (Bilton and Cummings, 2010; Edwards et al., 2005) indicate that provision 

of innovative financial services in combination with other supportive aids to the rural farmers in 

developing countries enhances commercialization, growth and development of smallholders. Specially, 

Abbas and Sobolev, (2008); Bilton and Cummings (2010) emphasize the need for innovativeness in 

articulating financial services and modes of providing them to smallholder agriculturalists. According to 

Temu (2009), well-articulated rural financial services to smallholders and innovative financial 
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mechanisms provide growth support to agricultural producers and value chains in which they operate. It is 

through innovation that we see new ways of doing things, better agribusiness project operations, new 

success stories and overall growth and development both Economic and Social (  Sorensen et al., 2010; 

Sorensen, 2003). 

The concept of innovation has witnessed resurgence in the literature in recent years. It is one of the 

concepts that are widely defined and applied in different disciplines. According to Lundvall et al., (2003), 

innovation is the creation, diffusion and use of new ideas applied in the economy. The application may 

take a form of production processes, new products, new forms of organization and new markets (Hotho 

and Champion 2011). In the case of this study, innovation can refer to new products, new markets and 

marketing techniques and/or new organizational or managerial structures (Mazzarol and Rebould, 2008). 

It is the key to sustenance and growth which according to Temu et al., (2011) has to happen at all levels of 

Individual, organization, society and country if the community is to realize positive transformation. As 

demonstrated by Hotho and Champion (2011), innovation is a process - not a One-Time-Action. To 

innovate, organizations need operational models that don’t constrain information flow but open space for 

information flow leading to learning and improvement.  

The above background lay foundation and justification for the present paper. It presents a compelling case 

of innovative institutional and evolutionary growth of the Private Agricultural Sector Support Trust (PASS 

– Trust) in Tanzania. This paper seeks to make two contributions to the readership of rural finance in 

developing countries. First it navigates through the evolutionary process of PASS Trust which is 

considered in itself an institutional innovation. Second by presenting the new products of PASS Trust, the 

study updates readers on the new innovations in provision of financial services to the smallholder 

agricultural producers. 

The remainder of the paper is structured as follow. We continue in the next section with clarification of 

the key concepts and theories used in this study. We then pull the highlights of the introductory and 

theoretical discussions into a framework that guide the presentation of evolutionary emergence of PASS 

Trust. Next to this is a discussion on the new innovative products of the PASS Trust. After the 

presentation of PASS growth process and its new products, the rest of the paper discusses possible 

challenges related to the provision various financial services. 

 

Conceptual clarifications and analytical framework 

The notion that majority of smallholder farmers dominate the rural landscape of most African economies 

(Hollis and Sweetman, 2001)  and are mostly faced by lack of proper financial services in their proximity 

has been germane to understanding and designing of individual and/or collective service provision 

innovation (Braw and Woller, 2004). Hitherto this concern has pitched the interests of banks, governments 

and other financial institutions in offering financial services to the agricultural sector (Ndyetabula and 

Temu, 2008). However, these institutions still do not have adequate system and infrastructure in place to 

deliver financial services in the rural areas (Cull and Spreng, 2011). The other challenge may be that of 

special needs of the agricultural sector. It appears that most banks do not have products to meet specific 

needs of the sector (Temu et al., 2011). Against this situation, we witness an emergence of what we refer 

to as collective institutional innovation in the provision of financial services to agricultural sector in which 

governments and development partners collaborate to design and execute institutionalization of innovative 

organizations that support financing of agricultural value chains.  

Admittedly, several innovative efforts have been tried in some African countries as many products are 

introduced and piloted (Temu, 2009). Of recent products piloted around Africa are factoring and leasing 

model in Swaziland, ware-house receipt system, flexible overdraft facility, credit guarantees, crop and 
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livestock insurance and many others. However, the position championed in the agribusiness finance 

authority is that although significant, these efforts need to go beyond individual capacities through 

collective institutional innovations   (Kloeppinger-Todd and Sharma, 2010: Collins et al., 2009). 

Furthermore, networks are needed at different levels for the robust implementation of innovations in the 

rural financial landscape (Kalumuna, and Akyoo 2011). 

Conclusively, scholars, governments, development partners and other stakeholders in the agricultural 

sector agree that networking in financial services provision by such key stakeholders as central banks, 

financial service providers and other influential actors will promote innovations in rural financial sector 

and increase outreach of its services to the agricultural sector (Pederson, 2003: Zeller, 2003). Some 

scholars (Aikaeli, 2006; Ndyetabula and Temu, 2008) go beyond promotion of innovation in the financial 

sector and indicate that robust financial services to agriculture triggers agricultural productivity and result 

into societal and economic outcomes (see figure 1). This paper is guided by this understanding and we 

therefore seek to bring forward a case study from which lessons may be learned. Figure 1 provides a 

schematic presentation of the conceptual clarification. 

 

 

 

 

 

 

 

Figure 1: Conceptual clarification 

Recent developments in Tanzanian agricultural finance witnesses an innovative credit guarantee model of 

PASS Trust derived from the network of stakeholders (Ndyetabula and Temu, 2008; PASS 2006). The 

model is currently perceived as unique and capable of capturing the specific needs of agricultural sector. 

What gives this model uniqueness and impetus is it’s both innovative evolutionary process and the way it 

impacts agribusinesses in Tanzania by providing financial and business development services 

concurrently.  

The PASS’ evolutionary process   

The Private Agricultural Sector Support (PASS) is operating as a trust registered in Tanzania since 2007. 

Before 2007, it was developed, funded, and technically assisted by Royal Danish government through its 

International Development Agency (DANIDA) in collaboration with the government of Tanzania as a pro-

poor development project. The purpose of PASS as a project was to stimulate growth of private 

commercial farming and agribusinesses and strengthening lending by commercial banks to the agricultural 

sector.  

 

Since its inception, PASS has played a significant role at assisting individual farmers and agribusinesses. 

It supported the organization of small farmers with provision of business development and financial 

services in order to commercialize smallholder agribusiness activities. Thus PASS as a project has been 

into developing Tanzanian smallholders by enhancing their linkage to sources of agribusiness finance, and 
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agribusiness planning. This contributed to commercialization Tanzania’s small and medium agribusiness 

activities. 

 

PASS was designed to broaden and deepen credit provision to agricultural enterprises by vetting potential 

borrowers, assisting the borrowers to develop a financeable business plan and guaranteeing loans from 

financial institutions to the borrower (based on the borrower’s business plan) on a shared loss basis 

ranging from 30 to 80 percent. 

 

 

Implementing PASS project in Tanzania 

Following the collapse of the agricultural marketing parastatals, the state-managed financial sector, and 

the state-led agricultural cooperatives in the late 1980s, there was a vacuum that created several obstacles 

as a result of the implementation of international financial institutions’ policy reform advices. Some of 

these obstacles are reduced access to input and investment finance and disruption of linkages between 

primary production and processing/marketing. As stated earlier, liberalization of financial and banking 

industry in Tanzania in the early 1990s has however been gradually filling the vacuum by the introduction 

of private banking, private processing/marketing firms, and emergence of new forms of organization, such 

as out-growers schemes and various voluntary types of small farmer organizations, e.g. out-growers 

associations and savings and credit cooperative societies (SACCOS). 

 

PASS’s implementation strategy rests on a participatory approach (Institutional innovation) and 

beneficiary demand-led concept while upholding the principles of self-reliance. It consists of two broad 

components, namely: provision of financial and business development services. Financial service support 

is accomplished through assisting individuals and companies in preparing feasibility studies and business 

plans to submit to banks, credit guarantee that is given to the bank to increase the chances for the client to 

get a loan and business counseling and assessing the client’s investment ideas. In this approach, PASS 

does fully involve its clients (smallholders) in the agricultural investment appraisal from idea generation 

to the implementation of the developed plan. In this way clients gain important skills that create 

knowledge in different and specific subsector areas of investment. 

 

In addition, PASS offers a range of business development services to clients through business counseling 

such as market identification, marketing strategies and management advise, capacity building in specific 

technical areas as identified by clients, assisting in forming farmer groups such as in contract farming 

arrangements, produce marketing, organizing farmers to improve their access to credit, technical support 

and other advisory services and strengthening organizations/associations for example by expanding 

advisory services in technical and legal issues, special studies and supporting advocacy and lobbying for 

better services to members.  

 

When started, and during its implementation process, PASS has gone through a complex managerial and 

operational experience to meet its objectives. It started as a project whose task was to strike a perception 

balance between banks (financial institutions) and Tanzanian smallholders. As banks considered Tanzania 

smallholders risky and unattractive, smallholders considered banks not for them at all.  
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Figure 2: PASS’ Institutional Evolution 

 

To abridge the two sides PASS started with a few smallholders and one single participating bank (CRDB). 

With its participatory approach whose emphasis is on the involvement of clients in the entire service 

provision process, several smallholders were attracted and joined the bandwagon. After four years of 

demonstrable impact, the number of participating banks increased from one to three (CRDB, FBME, 

ABC). Hitherto, PASS works with more than seven financial institutions (see fig 2). The PASS inception 

approach involved an iterative process that involved both banks and PASS clients (smallholders). 

 

 

PASS’ model of operations and sustainability 

 

One of the achievements of PASS is the transformation of PASS project into an autonomous entity PASS 

Trust. The trust operates in a tri-partite model that link itself to agribusinesses, and financial institutions in 

Tanzania (figure 3). As an effective operation, the tri-partite model enables each part to mutually benefit 

from the friendly working environment in which capacities of smallholders are built.  

 

Technically the PASS client projects are monitored throughout their entire implementation period to 

ensure successes in loan repayment, and agribusiness growth. In the monitoring period, the clients are 

participatorily involved in reviewing their individual project progress by identifying challenges and ways 
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to improve their individual projects. Useful information obtained in one individual project, becomes 

important lessons for similar projects to new clients in future. 

 

In the tri-partite model, each part has a mutually beneficial agenda. Financial institutions will of course 

continue the business agenda through interest earnings and bank charges to the agribusinesses. Equally, 

the banks will still be risk free due to the due diligence that PASS conduct to clients prior to submitting 

loan application to banks, and through additional credit guarantee (PASS’ fixed deposits). Smallholders on 

the other hand grow their business investment through credits, and other financial services that are 

extended to them by banks. Additionally, smallholders enjoy the business planning and management skills 

they get from PASS.  With an agenda of improving financial services to smallholders in Tanzania, PASS 

has a secondary agenda of growing to autonomous and sustainable entity. To sustain itself, PASS gets 

earnings from the business development fees charged from smallholders, earnings from assets at banks 

(Fixed deposits and Foreign exchange A/C), and the risk bearing fees it gets from banks. With this mode 

of operations, PASS is growing steadily. Beneficiaries of the PASS services (PASS clients) are 

increasingly growing as PASS extends its services to regional zones of Tanzania. 

 

. 

 

 

 

 

 

 

 

 

 

Figure 3: The PASS Model 

 

PASS’ new and innovative products 

As it grows, PASS introduces a number of innovative products which are a reflection of both deepening 

and widening of financial service provision to agribusinesses. The following are some of the designed 

products as narrated by the PASS management. 
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1. Lender’s Option Guarantee  (Portfolio Guarantee) 
 

Under this guarantee, the Lender decides whether or not to guarantee loans to their borrowers based on 

predetermined guarantee criteria and a guarantee product policy contractually agreed with PASS. To 

access this product, Lenders pay a 1% of the total coverage (commitment Fee) they will use in a given 12 

months on a quarterly basis as invoiced by PASS. Further, based on utilization, Lenders pay an additional 

1.5%of the coverage for each loan when they opt to book a loan under the guarantee. Total is 2.5 % which 

is in line with the market. The advantage of the product is that it is less costly to administer as the visits to 

customers and preparation of business plans are undertaken.  

 

PASS specifies several aspects of the guarantee including the range of values the loans can fall within, for 

example it is common for SMEs in Agribusiness to borrow between 10 and 20 million Tsh; the purposes 

that the loans can be used for, principally investments in agricultural value chains. The guarantee will 

under no circumstance cover more than 50% of the principal outstanding and will not cover fees, interest 

or penalties accrued by the borrower.  

 

The Lender must report monthly to PASS including: the loan number, the borrower’s name, the value 

disbursed, the current balance of outstanding principal, the date of the last payment, the amount of any 

payments in arrears.  

 

Confidence also has to be built on the lending institutions side. Therefore, in the event of a claim, PASS 

makes an immediate fixed deposit, earning the 360 day Treasury Bill rate of return to the Lender for 50% 

of the subject loan’s outstanding principal. Then PASS will have 60 days to investigate the basis of the 

claim. If in 60 days, the loan against which the claim is being made is found to be non-conforming to the 

contractual agreement governing the guarantee product, PASS withdraws its fixed deposit including the 

interest. If otherwise, the claim is found to conform to the contractual agreement governing the guarantee 

product, PASS assigns the fixed deposit to the Lender on the date which the Lender officially writes off 

the loan and reports they have done so to the Bank of Tanzania. If during the time between when the claim 

is made and the loan is written off, the Lender recovers any of the outstanding principal balance, that 

balance deducts from the value of the fixed deposit assigned to the Lender and rebated to PASS including 

accrued interest 

 

 

2. Linkage Banking Guarantee (Institutional Guarantee) 
  

This product guarantees loans from highly liquid institutions (called the “Primary Lender” and including 

large banks, pension funds, etc.) to prequalified rural financial institutions to be used only for loanable 

funds supporting those institutions’ agribusiness portfolios. The rural financial institutions may then place 

their agribusiness loans under PASS’s guarantees and thus indirectly provide the Primary Lender an 

effective 75% guarantee (that is a guarantee on 50% of the value loaned to the rural financial institution 

and an additional 50% on the loan from the rural financial institution to their agribusiness borrower). 

PASS earns a        percentage fee, negotiated on a 12-month basis, paid in equal installments on the date 

the loan from the Primary Lender is disbursed and at the start of each of the three subsequent quarters.  

 

The rural financial institution must first undergo a standard due diligence performed by PASS or PASS’s 

consultant. The value of the Primary Lender’s loan cannot exceed three times the value of the rural 

financial institution’s net worth; and under no circumstances is a rural financial institution enabled to 

borrow more than five times its net worth including the guaranteed loan from the Primary Lender plus all 

other liabilities. PASS specifies: the maximum value of the loan or line of credit from Primary Lender to 

rural financial institution beyond which PASS will not honor claims against the guarantee. The guarantee 

under no circumstance covers more than 50% of the principal outstanding and does not cover fees, interest 
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or penalties accrued by the borrower; nor does it cover restructured or refinanced loans. The Primary 

Lender must report monthly to PASS about the progress of the portfolio.  

  

 

3. Modified Traditional Guarantee (Indemnity Fund) 

 

Historically PASS has managed fixed deposits at the partner financial institutions. This has been the fund 

against which it guarantees farmers. Instead, now PASS will also establish an indemnity fund against 

whish it will guarantee loans to agriculture. The Indemnity Fund entails deposits and/or investments of 

PASS’s cash held in low risk instruments with varying tenures to enable PASS anticipate and meet claims 

against its guarantees. This enables PASS to negotiate and earn market rates unlike now where banks 

dictate what they wish to pay.  

 

The other critical benefit of moving toward this strategy is that it creates the latitude for PASS to 

determine the degree to which its funds are leveraged by the lenders. Currently, lenders effectively choose 

their comfort level for lending against PASS’s fixed deposits. Some banks hold a 2:1 ratio against PASS’s 

deposits while others lend at 1:1 or less against PASS’s deposits. The creation of the Indemnity Fund 

enables PASS to demonstrate its holdings and liquidity position to each lender and negotiate on a lender-

by-lender basis the maximum coverage that PASS guarantees. Normal practice for guarantors is to 

leverage not more than 5:1. Thus with the USD 20M Indemnity Fund, PASS could leverage guarantees of 

up to USD 100M and if those guarantees are for 50% of the principal outstanding this effectively results in 

USD 200M (TSH 300B) in loans to agribusiness attributable to PASS’s guarantees.  Specifications of the 

nature of loans to be guaranteed and modalities for claiming the guarantee follow the same basic 

principles outlined above. 

 

 

4. Fixed Equity Hire Purchase Product  
 

This is not a guarantee product and is yet to be implemented. However, it demonstrates the innovativeness 

of the institution in that the product is a meaningful departure from PASS’s traditional way of doing 

business but maintains focus on PASS’s mission and vision, diversifies PASS’s income and responds to 

what conventional wisdom indicates is a critical gap felt by Tanzania’s agribusinesses. The product is, in 

short, a method for PASS to take an equity stake in a medium to large scale agribusiness by providing that 

business access to critical fixed assets without obligating that business to a commercial lender. PASS 

purchases or co-finance the purchase of a productive asset (milling equipment, tractors, oil refining 

equipment, harvesting cleaning and drying equipment, etc.). This asset will be contracted to a qualifying 

agribusiness on a hire purchase basis with the operator, the maintenance and a buy back guarantee from 

the vendor included in the package. PASS will then receive a negotiated fixed monthly payment for the 

use of the asset, a draw on the business’ profits in step with the value of the asset or a combination of 

these for a negotiated tenure. Depending on the content of Tanzania’s Leasing Act and regulation, the 

business will either progressively add the value it has invested in rent payments to its Balance Sheet as 

paid up value in a fixed asset or will expense the rent payments on its Income statement. At the end of the 

tenure the business will buy the asset for a nominal payment from PASS and add its value to its fixed 

assets and net worth. In the event of non-payment, the vendor providing the asset, its maintenance contract 

and operator will buy-back the asset from PASS at book value price less 5%. The outcome of this product 

is that PASS will effectively make a low risk, equity investment in the agribusiness with gradual exit from 

the agribusiness at low risk to itself. At the same time PASS will be able to facilitate introduction of 

technology in selected value chains. 

 

Agribusinesses apply directly to PASS for a range of predefined assets identified by PASS and offered 

through vetted vendors. Based on a business plan and key ratios, PASS will agree to provide the asset. 
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Scale of Operations and Impact of PASS Trust 

Since its establishment, to-date, PASS has reached a good number of clients individually, in groups or in 

various forms of farmer associations as shown in Table 1 and Figure 4. The client’s businesses cover a 

wide range of agricultural subsectors with sizes ranging from small, medium and very few large scales. A 

good proportion of beneficiaries are women – averaging at about 40%. The mixture of small, medium and 

large businesses has also proven to be a critical element for the sustainability of PASS. 

Table 1: Overview of PASS core Business from 2002 – 2010 

Year Business plans submitted 

to bank 

Business plans approved Clients 

Number Tshs 

(billion) 

Number Tshs 

(billion) 

% Individuals Groups 

2002/03 159 4.7 134 3.6 84 2 157 

2004 218 6.6 165 4.4 76 27 191 

2005 136 6.1 75 3.4 55 39 97 

2006 163 9.9 84 5.8 52 108 55 

2007 303 23.9 242 20.9 80 184 119 

2008 410 18.29 324 16.1 79 281 129 

2009 319 15.37 209 7 66 155 164 

2010 517 18.24 399 12.4 77 94 423 

Source: PASS Quarterly and Annual Report, 2010 

 

Figure 4: PASS Business Development Trend – Numbers and Value TZS Billions. 
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PASS has supported the setting-up of smallholder contract farming arrangements in sugar cane production 

and marketing, cotton production and marketing, tea production and marketing and paprika production 

and marketing. It has helped in the advice and formation of the respective farmer’s groups and registered 

associations, linking them to the processing factories and helping them in designing and signing contract 

farming agreements. It has linked farmers with financial institutions and provided guarantees for their 

loans. It has also provided agro-enterprises with other financial products such as lease and hire purchase of 

farm inputs and implements.  

Other areas where PASS has had sound impacts include livestock, horticulture, agribusiness and agro-

processing, cereal crops production, cashew nuts, floriculture, and production and processing of oil seed 

like sunflower. PASS puts an effort to balance between groups and individuals as risks inherent in each of 

the categories differ. The sustainability of the business depends on a diversified portfolio, both in terms of 

the nature of supported commodities and scales of investments. The diversification achieved to-date is 

proving viable. Whereas most assisted crops are for markets, the same farmers do grow food crops. There 

are significant spillover effects in that increased farmers’ earnings have encouraged them to use improved 

practices in the production of food crops. Where agriculture is conducted as a business, with less drudgery 

e.g. by using machinery, and where it proves profitable, the younger generation becomes interested. Youth 

migration from rural to urban areas, away from agriculture, results from the fact that traditional agriculture 

is laborious, tiresome for no gains, not profitable and is disconnected from the world markets. Getting the 

youth to engage in agriculture requires its modernization; PASS plays its role in this task. 

Observed Impacts in a Selected Set of Agricultural Sub-Sectors 

In the respective agricultural areas mentioned above, PASS has managed to have one or more of the 

following impacts, these are illustrated in more detail further below:- 

 Improved access to advisory, financial and marketing services. 

 Increased volume of production. 

 Improved quality of the produce. 

 Farmers enhanced access to markets. 

 Strengthened bargaining power of farmers through formation of groups. 

 Increased employment, on-farm and along the nodes down the value chain, particularly where 

there is agro-processing  

 Increased income and consequently demonstrable improved living standards. 

 

Figure 5 summarizes areas that PASS has had a positive impact, specifically enhancing and increasing 

financial institutions lending to the agriculture sub-sectors – agriculture trading, agriculture processing, 

tractors and other farm equipment, livestock, crop primary production and input trading – an all round 

achievement. A scrutiny of PASS’s activities and its clients show that amongst dominant crops sub 

sectors, particularly in terms of farmer organization and the guarantee facility include sugarcane tea, 

coffee and paddy and sunflower. 
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Figure 5: Pie Charts Indicating Share of Sub Sector in Agriculture Sector in 2010-11 

The next section presents a detailed insight to one value chain intervention. The purpose is to highlight on 

the nature of stakeholder relationship and the nuances of the on the ground operations. For more crop 

specific cases of PASS’s success stories a reader may explore referred references. 

 

Conclusion and implications 

It can be viewed from both the conceptual clarification (figure 1) and the PASS case that rural finance 

innovations can play an important role in overcoming agribusiness development challenges in developing 

countries such as Tanzania. It is therefore important to first appreciate innovations already taking place in 

Tanzania (as exemplified by the PASS case) and learn from these experiences. To realize how innovation 

in rural finance can bring about increased productivity, rural development and social welfare, several key 

issues need to be taken into account. Some of these issues are as presented hereunder: 

 In many cases, partnerships are needed to effectively apply innovations as these innovations 

require large investments or are dependent on other stakeholders for their implementation. 

 A thorough understanding of critical success and failure factors of implementing the innovation 

and the local systems and needs, is required to effectively apply innovations 

 Access to funding for scaling-up interventions can be hampered by shallow funding to the Credit 

Guarantee Schemes similar to PASS. 

 Agribusiness financial innovation is not introduced by regulation but by market players, often 

farmers. Therefore, rural value chain stakeholders need to consider the limitations of what they 

can do without engaging with private sector partners. 

 A mutually supporting policy environment is key to the provision of innovative financial services 

to rural landscape. In Tanzania, this is especially so because PASS’s goals and objectives are in 

line with the governments’ structural reforms and other strategies such as the National Strategy 

for Growth and Reduction of Poverty (NSGRP), the Agricultural Sector Development Strategy 

(ASDS) and the Millennium Development Goals (MDGs). PASS therefore has good support from 

the government organs and other stakeholders.  

Overall, the experience at PASS shows significantly high returns and demonstrable impacts from 

buttressing agricultural enterprises to access commercial loans. Given the specialty of agribusiness 

subsector, the credit guarantee and potential linkages and collaboration amongst various stakeholders 
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within countries are crucial (figure 1). Like Tanzania, most SSA Africa countries have commercial banks, 

agricultural training institutions and the smallholder agricultural base. Ironically, the three are 

ubiquitously weakly linked in such a way that smallholder farmers find banks very expensive and 

inaccessible; banks are often weary of lending to smallholder agricultural producers while agricultural 

training institutions are busy with long term academic training. In this weak linkage, banks consider 

smallholder farmers to be highly risky clients; furthermore, they view business with small agribusiness as 

costly as they have to provide services to sparsely located smallholder producers. Transactions costs of 

lending to smallholder farmers successfully are often seen to be prohibitively high. In this situation, local 

institutions, innovatively teaming-up for technical advisory services and credit guaranteeing as 

exemplified by PASS model, would resolve this common challenge in most SSA countries. Good country 

level policy environments that are resulting from the various on-going economic liberalization processes 

in SSA also would provide sound platforms for the PASS model to flourish in SSA countries albeit with 

inevitable adaptations that may be country and context specific. 

It is evident from this study that successes of the PASS model whose main key success factor is the Credit 

Guarantee Fund, several macroeconomic aspects ought to be right, ranging from financial to political 

climate, government monetary and non-monetary policies, rules and regulations, etc. There are certain 

situations in an economy, and features of a financial sector, that should be regarded as warning signals as 

the CG Scheme may not be feasible under them. Such features and situations include: 

 Political interference and patronage. 

It is crucial that a credit guarantee scheme is free of political interference in its day to day 

operations. Political patronage and targeted services on basis other than commercial acumen, and 

goals to develop viable value chains, would render the services non-feasible.  

 Limited surplus liquidity in the financial sector. 
The main idea of a CGF and a scheme is to facilitate smooth lending by local banks, using their 

own liquidity, and therefore, there would be no scope for a CGF if the banks had no surplus 

liquidity or if banks were outright against using their liquidity for smallholder agricultural 

producers. Thus, banks liquidity and willingness to lend to agriculture is close to a “killer 

assumption”. There may be countries, or situations at points of time in an economy, where the 

banks do not have any (significant) surplus liquidity. Great care is needed in such situations while 

contemplating to pursue an agricultural credit guarantee scheme.  

 High degree of macroeconomic instability. 
This generally makes investments more risky. The mortality rate of agro-enterprises, smallholder 

farm enterprises, or contract and out grower schemes are likely to be high when the rate of 

inflation is high and unpredictable, and when the value of the local currency is fluctuating 

unpredictably. In countries with considerable instability, banks are reluctant to lend for productive 

purposes and interest rates tend to be prohibitively high. In such situations a guarantee scheme is 

likely to face high levels of losses. If the guarantee fee and the interest rate shall cover the risk, the 

cost of borrowing increases to a level where it is only feasible to borrow for short-term financing 

of trade and operations which practically excludes agribusiness and marketing setups; more so for 

smallholder farmers.  

 Large public deficits and high interest rates. 
 In the 1980s and up to the mid 1990s, many developing countries had monetary laxity and 

expansive fiscal policy with public sector deficits of more than 5%. In order to neutralize the 

inflationary pressure of these deficits, treasury bills were issued to suck-up surplus liquidity in the 

economy, leaving less to borrow for the private sector and at very high rates of interest. When 

banks can place their liquidity in safe and secure treasury bills that provide high returns, it 
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becomes difficult to tempt the banks with guarantees to lend to risky agro-enterprises, out-grower 

schemes and such other investments. Therefore, monetary policy has major implications for the 

success of a guarantee fund or scheme. 

 A banking sector on the verge of bankruptcy. 
In this situation there would be high risk of major bank losses, and that a guarantee scheme would 

result in substitution rather than in additionality; the banks would do whatever possible to shift 

their bad portfolio into the guarantee scheme. The real problems of the banks are often hidden; the 

quality of the portfolio may be over-stated with bad debt being covered through hidden recycling. 

Good practice in CGF is that guarantees should not be provided for recycling but sometimes it 

may be difficult to discover.  

The reverse of the above situations would contribute to ensuring the feasibility of a CGS, proper 

smallholder agriculture business development, contract and out grower schemes establishment that 

effectively link farmers to markets.  In addition, the following factors would make important and positive 

contributions to the feasibility of the CGS.  

 

References 

Abbas, A. S., and Sobolev, Y. (2008). High and Volatile Treasury Yields in Tanzania: The Role of 

Strategic Bidding and Auction Microstructure. IMF Working Paper WP08/81 

 

Aikaeli, J. (2006). Commercial Banks Efficiency in Tanzania. Working Paper. Social Science Research 

Network 

Bikker, J., and Haaf, K. (2002). Competition, Concentration and their Relationship: An Empirical 

Analysis of the Banking Industry. Journal of Banking and Finance, 26 (11), 191–214. 

Bilton, C and Cummings, S. (2010). Creative Strategy: Reconnecting Business and Innovation. John 

Wiley and Sons. Chichester  

 

Braw, J.C and Woller, G.M. (2004). Microfinance: A Comprehensive Review of the Existing Literature. 

Journal of Entrepreneurial Finance and Business Ventures, 9(1): 1-26 

 

Collins, D. Morduch; J. Rutherford and Ruthven. S (2009). Portfolios of the poor: How the poor live on 

$2 a day. Princeton, N.J: Princeton University Press. 

 

Cull, R. and Spreng, C. P. (2011). Pursuing efficiency while maintaining outreach. Bank Privatization in 

Tanzania. Journal of Development Economics 94(1). 254 – 261. 

Chen, C. (2009). Bank Efficiency in Sub-Saharan African Middle-income Countries. IMF Working Paper, 

WP/09/14 

Edwards, T, Delbridge, R. and Munday, Max. (2005). Understanding innovation in small and medium-

sized enterprises: a process manifest. Technovation. 25(11): 1119-1127. 

Hollis, A. and Sweetman, A. (2001). The life-cycle of a microfinance institution: The Irish loan funds. 

Journal of Economic Behavior & Organization 46, 291-311pp. 

Hotho, S and Champion, K. (2011). Small Business in the new Creative Industries: Innovation as a people 

Management Challenge. Management Decision. 41(1): 29 – 54. 

 



14 

 

Kalumuna, L., and Akyoo, A. (2011). Rural Finance Challenges in Tanzania: The case of Kibaigwa 

Financial Services and Credit Cooperative Society (KIFISACCOs) in Kongwa District. Business Mindset 

case series: Number, 2. 

 

Kloeppinger-Todd, R. and Sharma, M (2010). Innovations in Rural and Agricultural Finance. IFPRI and 

World Bank report for 2010. ISBN 0-89629-668-7. 

  

Lundvall, B., Muchie, M., and Gammeltoft, P. (2003). Introduction to Innovation Systems. In Muchie, M. 

Gammeltoft, P. and Lundvall, B. (2003) (eds). Putting Africa First: The Making of African Innovation 

Systems. Aalborg University Press. Denmark  

Mazzarol, T. and Reboud, S. (2008). The Role of Complementary Actors in the Development of 

Innovation in Small Firms. International Journal of Innovation Management, 12(2): 223-253 

Ndyetabula, D. W and Temu, A. E. (2008). Some Insights to a Credit Guarantee Fund for Smallholder 

Agriculture in Tanzania: The Case of the Private Agricultural Sector Support (PASS) Trust. A Paper 

presented at The International Conference on African Entrepreneurship and Small Business Development 

(ICAESB), Faculty of Commerce, University of Dar-es-salaam, Tanzania 

PASS (2006), Categorization and Socio-Economic Impact Analysis of the PASS Clients to Inform Policy 

and Managerial Decisions. Morogoro. 

Pederson, G. (2003). Rural Finance Institutions, Markets and Policies in Africa. Paper presented at the 

Pre-IAAE Conference on African Agricultural Economics. Bloemfontein, South Africa, August 13-14, 

203. 

Simpasa, A. M. (2011). Competitive Conditions in the Tanzanian Commercial Banking Industry. African 

Development Review 23(1). 88 – 98.  

Sørensen. O. J, Ndyetabula, D. W and Temu, A. A (2010). Creating New value chain: The case of dried 

fruits and vegetables in Tanzania. Paper presented during the ISMD 11
th
 International Conference on 

Beyond Global Markets 6
th
 – 8

th
 January 2010. Hotel Melia. Hanoi-Vietnam. 

Sørensen, O. J (2003). Barriers to and Opportunities for Innovation in Developing Countries: The case of 

Ghana. In Muchie, M. Gammeltoft, P. and Lundvall, B. (2003) (eds). Putting Africa First: The Making of 

African Innovation Systems. Aalborg University Press. Denmark  

Temu, A. E and Ndyetabula, D. W. and Mghairwa, D. (2011) Revisiting “Managing for Impact” in 

Smallholding Agricultural Development: Experience from PASS. A Paper presented at the IFAD 

Managing for Impact Workshop. November, 2011. 

Temu, A. E (2009). Innovations in addressing Rural Finance in Africa. AFRACA Rural Finance Series 

Number 6, Nairobi Kenya. 

Yumkella, K. K., Kormawa, P. M., Roepstorff., T. M., and Hawkins, A. M (2011). Agribusiness for 

Africa’s Propserity. United Nations Industrial Development Organization. ISBN 9789210548274. Austria. 

Zeller, M. (2003). Models of Rural Financial Institutions. Paper presented at Paving the Way Forward for 

Rural Finance: An International Conference on Best Practices, Washington, D.C., June 3, 2003. 



 

  

 

TEMU, NDYETABULA AND SØRENSEN 

RESEARCH REPORT 

 

Assessment of the Innovations in rural financial service 
provision to small Agribusinesses in Tanzania: Evidence 

from the selected national initiative 



 

i 
 

 

 

 

 

RESEARCH REPORT 

 

 

Assessment of the Innovations in rural financial service 
provision to small Agribusinesses in Tanzania: 

Evidence from selected national initiative 

 

 

Temu, A. E1, Ndyetabula, D. W1&2 and Sørensen, O. J2 

 

 

1Department of Agricultural Economics and Agribusiness – Sokoine 
University of Agriculture, Tanzania 
 
2Department of Business and Management-Aalborg University, 
Denmark 

 

 

 



 

ii 
 

ABSTRACT 

 

This paper presents exemplary case study of selected 
national initiative towards provision of innovative rural 
financial services to small agribusinesses in Tanzania. It is 
evident from this paper that an innovative twist of 
financial services rendered to the agricultural producers 
and value chains in which they operate may result in a 
dual and mutually beneficial financial mechanism that 
gives room to the growth of both service renders and 
beneficiaries (agricultural value chain actors). Innovations 
are notable in the institutional governance, organizational 
structure, and modalities for networking and most 
prominently in the evolutionary nature of the products 
responding to emerging demands and the ever-
challenging agricultural environment. 
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1 Introduction  

1.1 Background to the study 
One of the prime arguments for the poor performance of 
the predominant smallholders in Africa is the 
inaccessibility to financial services. This being the case 
(and as agriculture employ majority of people in 
developing economies), financial services provision to 
smallholders in most African countries attracted the 
attention of governments, researchers and development 
partners (Bikker and Haaf, 2002; Chen, 2009). For 
example, in efforts to deepen and widen provision of 
financial services to the wider community of Tanzanians 
(majority of who are rural poor employed in 
Agriculture), the government of Tanzania has made 
important improvements in reforming its financial 
sector, by dismantling the state-dominated banking and 
financial sector and allowing foreign investments 
(Simpasa, 2011; Cull and Spreng 2011). Despite all this, 
the financial services provision to the poor rural farmers 
suffers a perceptual and condition mismatch between 
service renders (financial institutions) and the 
beneficiaries (smallholder farmers).  

 

To remedy the aforementioned mismatch, a number of 
individual and joint efforts of financial institutions, 
governments and private sector are put in place. One 
such effort includes the provision of innovative financial 
service to smallholders for agribusiness growth (Abbas 
and Sobolev, 2008). The assumption with this tendency 
has usually been that innovative provision of financial 
services to rural smallholders improves their 
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productivity and supports commercialization of 
agribusinesses. Proponents of the assumption (Bilton 
and Cummings, 2010; Edwards et al., 2005) indicate that 
provision of innovative financial services in 
combination with other supportive aids to the rural 
farmers in developing countries enhances 
commercialization, growth and development of 
smallholders. Specially, Abbas and Sobolev, (2008); 
Bilton and Cummings (2010) emphasize the need for 
innovativeness in providing financial services and 
modes of providing them to smallholder 
agriculturalists. If well-articulated in serving 
smallholders, innovative financial mechanisms provide 
growth support to agricultural producers and value 
chains in which they operate. It is through innovation 
that we see new ways of doing things, better 
agribusiness project operations, new success stories and 
overall growth and development (both Economic and 
Social). 

 

There is an on-going debate about the innovativeness 
and effectiveness of financial service provision to small 
agribusinesses in developing countries. While some 
argue that developing institutions specialized in micro 
lending is a more efficient way to reach the target 
group, others consider that the benefits associated with 
this kind of program surpass the cost. In Tanzania, for 
example, the Bank of Tanzania is of the view that in 
order to meet the objective of having robust financial 
services for agribusinesses, there is a need to cooperate 
with various stakeholders in promoting SMEs 
entrepreneurial skills. The proposition carved out of this 
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argument is that innovative and effective financial 
service by itself in not a sufficient condition. There is no 
doubt that small agribusinesses are constrained by both 
financial and non-financial factors such as little or no 
education, inadequate technical skills, poor access to 
markets, lack of information, and unreliable structure. 
These factors often prevent agribusinesses from 
becoming commercial and adequately profitable, 
irrespective of whether they access capital. A number of 
innovative financial service packages provided to small 
agribusinesses therefore, include activities to promote 
small enterprise development such as training and 
business advice (European Commission, 2003). In this 
context, this paper is to review innovations in rural 
finance and draw lessons which can contribute to the 
future strategies for promoting rural finance and 
innovations along the financial service provision in 
small agribusiness subsector in Tanzania. 

 

1.2 The Research objective and proposition 
1.2.1 General objective 
The main objective of this study (using an intensive case 
analysis) is to investigate a series of staged innovations 
in the rural financial service provision to small 
agribusinesses, and the effect of these innovations on 
the growth of small agribusiness sector in Tanzania. As 
there have been several attempts to provide financial 
services to agribusinesses in Tanzania, we see it worth 
investigating the innovativeness of some initiatives 
hence the title of the study. 
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1.2.1.1 Specific objectives 
More specifically this study was undertaken:  

 To identify and assess innovative rural financial 
services tailored to cater for the needs of small 
agribusinesses in Tanzania  

 To assess the extent to which rural financial 
services have contributed to growth of small 
agribusinesses in Tanzania.  

 

1.2.2 Research proposition 
The claim of this study which form the research 
proposition is that as the need for rural financial 
services in the agribusinesses sector in Tanzania is 
increasing (Ndyetabula and Temu, 2008; World Bank 
2010), which means an opportunity for innovative 
service provision to agribusiness sector, rural financial 
services offered by PASS show no tendencies of 
innovation at least in the meaningful sense of the word 
discussed in section 2.1 to meet the need of small 
agribusinesses in Tanzania. Furthermore, its services 
have remained the same over time. We argue in the 
theoretical and analytical framework of this study that 
identification and assessment of a rural financial service 
institution such as PASS will serve to inform whether 
the services are innovative to meet the needs of small 
agribusinesses in Tanzania or not. We use case study to 
this end as empirical evidences.  
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1.3 Significance of the study 

This study is putting forward two contributions to the 
readership of rural finance in developing countries. 
Firstly, it navigates through the evolutionary processes 
of rural financial service provision to agribusinesses in 
Tanzania and assesses the staged innovations (if any) in 
rural finance provision. This contribution updates the 
readership and stakeholders on various new 
innovations in provision of rural financial services to the 
smallholder agricultural producers. Secondly the study 
enhances an understanding of what contribution these 
innovations have had on the growth and development 
of small agribusinesses in Tanzania. 

 

The two contributions are conceptually geared towards 
promotion of innovative financial service provision to 
agribusiness value chains in Tanzania, to spur the 
growth of private investment in the subsector and 
agricultural value adding activities, both of which have 
a bearing on employment creation and poverty 
reduction. Putting it together, since the Tanzanian 
community activities are inclined on smallholding 
agriculture production and processing, the promotion of 
robust rural financial service provision will impact 
smallholders and create more avenues for growth, 
employment and development. 
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1.4 Organization of the Study 

To assess the innovations in rural financial sector 
provision in Tanzania this report is structured as 
follow: Following this introduction (background, 
objectives propositions and rationale) is section 2 
the literature review, in which definitional 
theoretical and conceptual framework of the study 
is presented. Two dominant theories of industrial 
economics and innovation are discussed in this 
section. This section is succeeded by section 3 the 
methodological framework in which the research 
design is presented. Next to section 3 is section 4, 
on empirical evidence, discussion and analysis. In 
this section, we present a brief description of the 
financial services sector in Tanzania, followed by 
the case study. The section ends by revisiting the 
research proposition. Finally, section 5 concludes 
the study with a summary and implications. 

  

1.5 Limitations of the study 
Though the overall research process is not affected, it is 
important to highlight on the limitations of this study.  
First, the initial intention of this study was to assess 
innovation and the contribution these innovations have 
on small agribusinesses using a combination of both 
primary and secondary data.  Attempts to combine 
these two strategies faced methodological difficulties 
mainly due to time shortage. Studying a contribution of 
an initiative is an impact assessment which 
methodologically needs an understanding of pre- and 
post-situations of the unit of analysis. This does 
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normally require ample time which we did not have in 
this study. The study does therefore indicate the strides 
made by some beneficiaries of financial services but it 
will not tell us precisely how much of the effect on their 
agribusinesses is due to innovative financial service 
offered to them.  

 

2 Literature Review 

2.1 Conceptual and empirical definition of terms 

For both conceptual and empirical reasons, we deem it 
appropriate to clarify on rural finance, innovation and 
agri-business as follow: 

 

2.1.1 Defining Rural Finance 

Finance is one of the five core functions of any business, 
be it agricultural on non-agricultural business. The other 
four functions are marketing, production/technology, 
organization & management, and procurement (Tidd et 
al., 2000). Each of these five functions is normally 
conducted within a department headed by a functional 
manager. According to Korth et al., (2012) the financial 
function can be divided into two: The sourcing of funds 
for investment and operations, and the optimal 
utilization of resources. This study is primarily 
concerned with the former, focusing on the financial 
services available and how agribusinesses can take 
advantage of the services. 

We therefore side with Wangwe (2004) to define rural 
finance as broad range of financial services, such as: 
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savings, credit, payment transfers, leasing, insurance, 
etc provided by formal and informal financial services 
providers operating in rural financial markets. 
 
There is a consensus in the literature (Temu, 2009; Korth 
et al., 2012; Bateman, 2012) that, like any other types of 
financial services, rural finance is a facilitator rather 
than a creator of economic opportunities. Where 
economic opportunities already exist, access to credit 
facilities can contribute to faster and more extensive 
adoption of improved technology (Zeller and Sharma, 
1998) which is consistent with raising the level of 
productivity and therefore the level of incomes 
(Kloeppinger-Todd and Sharma, 2010 ).  
 
The rural financial services can be obtained on market 
conditions, can be subsidized, or obtained even as a 
grant (Bateman, 2012). We are primarily concerned with 
the former two, the financial services would normally be 
offered by specialized financial institutions, but it can 
also be offered as an integral part of other types of 
transaction, for example, credit from suppliers. As we 
will see, the one that offer the financial service is not 
necessarily the one that provide the finance (Mudorch, 
2000). For example, a number of financial services in a 
development context are financed by donors, others by 
government as part of their development plan.  

Thus, the rural financial services landscape is rather 
complex in terms of what is offered, how it is provided 
and by whom. By way of a structural approach, we 
provide in this section a picture of the financial services 
sector in Tanzania, focusing on the provision of such 
services to the agri-business sector. 
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2.1.2 Defining Innovation. 

Innovation impacts every business sector today and 
agribusiness financial services are no different. The 
concept of innovation has witnessed resurgence in the 
literature in recent years and it is one of the concepts 
that are widely defined and applied in different 
disciplines. According to Lundvall et al., (2003), 
innovation is the creation, diffusion and use of new 
ideas applied in the economy. The application may take 
a form of production processes, new products, new 

forms of organization and new markets. Tidd et al., 
(2000) associate innovation with new products, new 
markets or processes. Other authors who have 
attempted to define innovation are Sørensen et al., 
(2010) who associate innovation with the gradual 
improvement of market offers, Iyer et al., (2006) 
who consider innovation to refer to product line 
extension or adding modifications to existing 
processes and products, and finally Temu (2009) 
who define innovation as the key to sustenance and 
growth which has to happen at all levels of Individual, 
organization, society and country if the community is to 
realize positive transformation 
 
Although innovation has been defined in many ways in 
the literature (Tidd et al., 2000), it is generally agreed 
that the core of the concept is an invention that is taken 
to the stage of commercialization. This invention may be 
the result of research (Malerba, 2002), but the research 
findings do not become an innovation before they have 
been transformed into an offer of value to a set of buyers 
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and users (Hotho and Champion, 2011). In this study, 
for example, we may identify gaps in the financial 
markets, but this does not make us innovators. To be 
denominated as innovators, we need to close the gap by 
offering a gap closing financial service. 

Looking at it in terms of financial services, innovation 
could be service with new features; it could be a new 
way of processing requests for a financial service, or it 
could be a new way of marketing and organizing the 
financial institution (Kloeppinger-Todd and Sharma, 
2010). 

Conventionally, an innovation is associated to a new 
product and service that a set of customers value and 
will pay for (Bessant and Tidd 2007). However, today, 
innovation is permeating all spheres of life. It is difficult 
to find a comp any, an organization or an institution 
which does not have innovation on the agenda. 
Reflecting this, we will work with a definition of 
innovation encompassing innovation of product and 
services, innovation of processes such as evolutional, 
organizational, managerial and institutional processes 
which Hotho and Champion (2011) refer to as soft 
innovations.  

A final clarification is needed: One may ask, to whom is 
it an innovation? At the generic level, an innovation to 
qualify as an innovation should be new to the world. If a 
financial service is already offered in Denmark, it does 
not at generic level make it an innovation in Tanzania. 
However, we will use a more narrow specification of to 
whom the innovation is new, namely new to Tanzania.  
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2.1.3 Defining the Agri-business Sector 

The study is restricted to financial services to the agri-
business sector. There are no clear definitions of the 
agri-business sector (King, et al., 2011; Dean-Detre et al., 
2011; Harling, 1995; Heiman et al., 2002). The term came 
about alongside the concept of value chain and an 
increasing interest in value adding to the farm produce 
and outputs (Sørensen et al., 2010). In this sense, the 
broadest definition would be the complete value chain 
for produce from a farm. Most studies, however 
(Yumkella et al., 2011; Conforte, 2011), work with a 
more narrow definition including the farming sector 
itself and the trading-processing activities adding values 
to the produce, but not including the distributive trades 
(Mhlanga, 2010). In addition, the farm input sector will 
be included. In this study we will have to be pragmatic. 
It makes no sense to exclude a good financial service 
just because its main focus is not in the three core 
activities we define as the agri-business sector. Thus, 
our working definition is that we will include financial 
services that have the input manufacturers and traders, 
the farmers, the traders in and around the farm, and the 
processing of farm produce. 

 

2.2 Theoretical  framework 
Our literature review indicates that not much research 
has been conducted on the innovativeness of the 
financial services sector and the literature we have 
found (Zeller and Sharma 1998; Kloeppinger-Todd and 
Sharma, 2010; Temu, 2009) are rather descriptive, 
lacking analytical frameworks. As donors have been 
much into this sector, the studies done by consultants 
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including international financial institutions such as the 
World Bank (WB) and International Monetary Fund 
(IMF) and the regional development banks are many. It 
is not easy to see the exact analytical frameworks used 
in these studies, but as the focus is on the development 
of policies, the analytical inspiration would often come 
for Industrial Economics with its focus on structure  

The theoretical framework for our study is informed by 
two streams of literature: 

 Industrial Economics with its focus on structure 
and competition (Porter 1980) 

 Innovation Systems focusing on the intricate 
interplay between institutions, research and 
policies, to understand the innovativeness of a 
country or sector (Lundvall, 2003; Malerba,   
2000) 

Industrial Economics (Porter 1980) provide us with the 
overall structure of the financial services sector, 
including how fragmented it is, how competitive it is, 
and the trends in the structure as reviewed in section 
2.4. Conventionally structure is an indicator of the 
market behaviour. Included is also the structure of 
demand and thus an overall assessment of how demand 
and supply match. 

The Innovation System theory and in particular the 
branch focusing on sectoral innovation systems 
(Malerba 2000) will enable us to assess the innovation 
capacity of an institution, looking at the completeness 
and gaps of the system from three innovation point of 
views (institutional, evolutional, and product 
innovations).  
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2.3 The conceptual framework  

The notion that majority of smallholder farmers 
dominate the rural landscape of most African economies 
and are mostly faced by lack of proper financial services 
in their proximity has been germane to understanding 
and designing of individual and/or collective service 
provision innovation. Hitherto this concern has pitched 
the interests of banks, governments and other financial 
institutions in offering financial services to the 
agricultural sector (Ndyetabula and Temu 2008). 
However, these institutions still do not have adequate 
system and infrastructure in place to deliver financial 
services in the rural areas (Cull and Spreng, 2011). The 
other challenge may be that of special needs of the 
agricultural sector. It appears that most banks do not 
have products to meet specific needs of the sector (Temu 
et al., 2011). Against this situation, we witness an 
emergence of what we refer to as collective institutional 
innovation in the provision of financial services to 
agricultural sector in which governments and 
development partners collaborate to design and execute 
institutionalization of innovative organizations that 
support financing of agricultural value chains.  
 
Admittedly, several innovative efforts have been tried in 
some African countries as many products are 
introduced and piloted. Of recent products piloted 
around Africa are factoring and leasing model, ware-
house receipt system, flexible overdraft facility, credit 
guarantees, crop and livestock insurance and many 
others. However, the position championed in the 
agribusiness finance authority is that although 
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significant, these efforts need to go beyond individual 
capacities through collective institutional innovations. 
Furthermore, networks are needed at different levels for 
the robust implementation of innovations in the rural 
financial landscape.  
 
Conclusively, scholars, governments, development 
partners and other stakeholders in the agricultural 
sector agree that networking in financial services 
provision by such key stakeholders as central banks, 
financial service providers and other influential actors 
will promote innovations in rural financial sector and 
increase outreach of its services to the agricultural 
sector. Some scholars (Aikaeli, 2006; Ndyetabula and 
Temu, 2008) go beyond promotion of innovation in the 
financial sector and indicate that robust financial 
services to agriculture triggers agricultural productivity 
and result into societal and economic outcomes (see 
figure 1). This study is anchored on this understanding 
and we therefore bring forward empirical cases from 
which lessons are learned. Figure 1 provides a schematic 
presentation of the conceptual clarification of the study. 
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Figure 1: Conceptual clarification of the study 

 

2.4 Financial service sector in Tanzania: Analytical 

overview  

The aim of this section is to provide a brief overview of 
the development and present structure of the financial 
services sector in Tanzania derived from content 
analysis of secondary data from BoT, FSDT and other 
reports.  
 
For most of the period since the late 1960s and 1970s 
Tanzanian financial sector was mainly government-
owned with pervasive government interference in the 
financial system (Kamuzora and Toner, 2002). As 
indicated by Soyibo (1997), economic reforms have been 
implemented in Tanzania since the mid-1980s which 
essentially entailed the shift from an administratively 
managed and public sector led economy to a market 
oriented and private sector led economy. 
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 The economic reform measures were initiated in 1986. 
As part of the economic reform program (Maliyamkono 
and Bagachwa, 1990), implementation of the financial 
sector reforms started in 1991 and aimed at developing a 
sustainable, efficient and effective financial system. 
Specifically, the reforms have included liberalization of 
interest rates (Soyibo, 1997), elimination of 
administrative credit allocation, strengthening of the 
Bank of Tanzania’s regulatory and supervisory role, 
restructuring of the state-owned financial institutions 
and allowing entry of privately owned financial 
institutions (Rubambye 2005). 
 
In 1991, the Tanzanian Parliament adopted a law that 
aimed to liberalize and privatize the financial services 
sector in Tanzania (BoT, 2011). As indicated above 
before 1996, the financial services sector was overall in 
the hands of the government, both at the level of policy 
and at the institutional and operational level. The 
preparatory work to implement the 1991-Law took until 
around 1995 when the Bank of Tanzania act was passed 
(Cull and Spreng, 2011).  
 
In summary, the development of the financial services 
sector in Tanzania can be divided into three phases 
namely the evolution of central Banking, evolution of 
monetary policy formulation and implementation and 
financial sector reforms (Aikaeli 2006; BoT 2011) 
 
In the evolution of central Banking in Tanzania, a shift 
was made from having a central bank with too many 
objectives (multiple policy objectives) under the bank of 
Tanzania act of 1965 to the central Bank with one 
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objective (single policy objective) of price stability under 
the Bank of Tanzania act of 1995 (Aikaeli, 2006). 
 
Prior to enacting the Bank of Tanzania´s act of 1995, the 
Bank had little control over monetary policy (Soyibo, 
1997). The monetary operations were predominantly 
based on government directives with no capital and 
money markets (Kamuzora and Toner, 2002). The 
evolution of monetary policy formulation and 
implementation phase came to therefore give mandate 
to the Bank of Tanzania to impose monetary policy 
instruments. 
 
The last phase is the financial sector reforms. According 
to BoT (2011), the emphasis of this phase was to put in 
place a conducive environment for a free market to 
operate and to provide quality and reliable financial 
services and bring about a new financial landscape in 
Tanzania with a new culture of doing business.  In this 
study we lean our focus on the financial reforms phase 
for a simple reason of our interest on rural financial 
services to small agribusinesses, our analysis is therefore 
taking its departure from the financial reforms phase 
and give an overview of financial services that have 
been introduced since 2000 (Table 1) in response to the 
recommendations for reforms to support economic 
growth in Tanzania given by the financial sector 
Assessment Program. The analysis reveals the year of 
establishment, the inception process, the institution 
behind the established financial service, the target 
group, activity organization, expansion and new 
products. 
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The literature on economic reforms in Africa (Soyibo, 
1997; Mowatt, 1998; BoT 2011; Malyamkono and 
Bagachwa, 1990; Ndulu, 1994; Wobst, 2001; Sepehri, 
1992; Kamuzora and Toner 2002) associates the financial 
reforms in Tanzania with several Structural Adjustment 
Programmes. Mowatt (1998) and Kessy (2010) for 
example show that financial reforms in Tanzania can be 
traced back to between 1986 and 1989 when interest 
rates were allowed to rise gradually leading to 
restructuring and recapitalization of state banks.  
 
 More precisely, the Bank of Tanzania (2011) indicates 
that although started in the late 1980s with some steps 
to restructure state banks, the actual financial reforms in 
Tanzania began with the implementation of the Nyirabu 
Commission Report´s recommendations. The reforms 
were given the name first generation financial reforms 
and they included the expansion of access to financial 
services by the majority of Tanzanians, development of 
medium of medium and long term lending instruments, 
and bringing the financial services within the reach of 
Small and Medium Enterprises (SMEs) sector (Kessy, 
2010).  
 
The first generation financial sector reforms were 
followed by the second generation financial reforms 
which were a result of the Financial Sector Assessment 
Programme (FSAP) in early 2000s (Kessy, 2010; BoT, 
2011). FSAP report observed that the Tanzania financial 
system played a limited role in the economy because of 
a number of shortfalls including inadequate access to 
financial services by majority of Tanzanians. According 
to BoT (2011), FSAP report recommended a number of 
legal, judicial and institutional reforms in the financial 
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sector. Of the FSAP recommended reforms was the 
strengthening of rural financial service provision. With 
this recommendation we then witnessed establishment 
of a number of programmes and initiative to render 
financial services to the rural community some of which 
are indicated in Table 1. 

Table 1: Some of financial services established for 

serving the agribusiness sector 
 PASS FSDT RABO-

SAGF 
AGRA  BOT-CGS 

Year of 
establishment 

2001 2008  2008 2005 

The 
institutions  

GoT and 
RDG  

BoT, 
DANID
A, 
DFID, 
CIDA, 
RNE, 
SIDA 

RABO, 
CBT 

AGRA, 
FSDT, 
NMB 

BoT, 
NMB, 
CRDB, S. 
CHARTE
RED 

Services Guarantees various Guarante
es 

Guarant
ees 

Guarantee
s 

The target 
group 

Small and 
medium 
farmers 

Agro-
dealers 

Farmer 
Organiza
tions-
Cooperat
ives, 
SMEs 

Agro-
dealers 

SMEs 

 

3 Research Methodology 
3.1 Research Design 
This study is exploratory in nature. According to 
Aisenhardt (1989), exploratory research designs use 
empirical reality as point of departure towards new 
theory generation. We therefore use intensive case study 
as empirical reality in this paper to develop an 
empirical-theoretical driven understanding of the 
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provision of rural financial services to small 
agribusiness in Tanzania. The study is designed in such 
a way that the empirical reality informs the literature 
review. It is therefore a very conventional design in the 
sense a literature review influences the formulation of a 
framework that was used to guide the collection of data 
and analysis. 

 The research design is further stylized in such a way 
that the generated data are confronted with the lenses of 
the formulated theoretical and conceptual framework to 
address the research proposition on innovation rural 
financial service provision in Tanzania. 

Admittedly, there is a plethora of studies on innovations 
in rural financial services such as those done by Zeller 
and Sharma 1998; Temu 2009; Kloeppinger-Todd and 
Sharma, 2010; etc. While these previous studies adopt 
the trend review (descriptive) approach in their designs 
and are general to the rural finance readership, our 
design restrict us to looking into provision of rural 
financial services for investments or operations of small 
agribusinesses in Tanzania in terms applied 
innovations. Our analysis therefore narrow down to 
institutional, evolutional and product innovations. To 
this end, we use the within case analysis. 

To be able to obtain the appropriate case for the study, 
we developed a number of criteria for case selection:  

 The case must aim at reaching small and 
medium agribusinesses in Tanzania. In value 
chain terms that means input suppliers, farmers, 
traders and output processors.  
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 It must have been in operation for a period of 
not less than 10 years to allow for some 
innovations to take place. 

The second criterion allowed for exclusion of cases that 
have not been into rural financial services for sufficient 
period of time to allow for innovation to take place. 
Hotho and Champion (2011) assert that innovation is a 
process - not a One-Time-Action. This is why time is 
considered as one of the criteria for case selection in this 
study. To innovate, organizations need operational 
models that have a breathing space and don’t constrain 
information flow but open space for information flow 
leading to learning and improvement.  
 

The literature review is done to provide both conceptual 
and empirical definitions of key terms used in this 
study. It also provides an analytical overview of 
financial service sector in Tanzania. In the later, our 
focus is on identification and characterization of some 
rural financial service provision initiatives introduced 
since the second generation financial sector reforms in 
Tanzania (BoT, 2011).  

 
 

3.2 The data 
The empirical data consist basically of a number of 
sources. A series of secondary reports, documents and 
interviews.  

Secondary data were obtained from Private Agricultural 
Sector Support, Financial Sector Deepening Trust, and 
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Bank of Tanzania and were content analyzed to generate 
themes that were used to write up the case.  

Interviews with the top management of the selected case 
were conducted to capture a broad picture of the 
triggering cues for the establishment of the agribusiness 
financing structure, and their development over time in 
terms of products, and spatial coverage. More precisely 
the interviews were meant to identify a series of staged 
innovations that have been introduced since inception 
of second generation financial reforms in Tanzania. 

The interviews were then, transcribed into the case of 
that is intensively analysed along the literature derived 
themes. 

 

3.3 Data organization, analysis and interpretation 
The intensive case analysis is done at both micro level, 
i.e. the individual service beneficiary (farmer, processor 
etc.) and at macro level. At micro level focus is on 
whether the case study actually benefitted the service 
beneficiary using secondary data. 

 At the macro level, the intensive case analysis is done to 
assess the extent to which the case study is innovative in 
terms of the discussed meaning of innovation in this 
study.  
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4 Empirical evidence and Discussion 

4.1 The PASS case. 

 
The PASS’ evolutionary process                             

The Private Agricultural Sector Support (PASS) is 
operating as a trust registered in Tanzania since 2007. 
Before 2007, it was developed, funded, and technically 
assisted by Royal Danish government through its 
International Development Agency (DANIDA) in 
collaboration with the government of Tanzania as a pro-
poor development project in 2001. The purpose of PASS 
as a project was to stimulate growth of private 
commercial farming and agribusinesses and 
strengthening lending by commercial banks to the 
agricultural sector.  

 
Since its inception, PASS has played a significant role at 
assisting individual farmers and agribusinesses. It 
supported the organization of small farmers with 
provision of business development and financial 
services in order to commercialize smallholder 
agribusiness activities. Thus PASS as a project has been 
into developing Tanzanian smallholders by enhancing 
their linkage to sources of agribusiness finance, and 
agribusiness planning. This contributed to 
commercialization Tanzania’s small and medium 
agribusiness activities. 
 
PASS was designed to broaden and deepen credit 
provision to agricultural enterprises by vetting potential 
borrowers, assisting the borrowers to develop a 
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financeable business plan and guaranteeing loans from 
financial institutions to the borrower (based on the 
borrower’s business plan) on a shared loss basis ranging 
from 30 to 80 percent. 
 
 
Implementing PASS project in Tanzania 
Following the collapse of the agricultural marketing 
parastatals, the state-managed financial sector, and the 
state-led agricultural cooperatives in the late 1980s, 
there was a vacuum that created several obstacles as a 
result of the implementation of international financial 
institutions’ policy reform advices. Some of these 
obstacles are reduced access to input and investment 
finance and disruption of linkages between primary 
production and processing/marketing. As stated earlier, 
liberalization of financial and banking industry in 
Tanzania in the early 1990s has however been gradually 
filling the vacuum by the introduction of private 
banking, private processing/marketing firms, and 
emergence of new forms of organization, such as out-
growers schemes and various voluntary types of small 
farmer organizations, e.g. out-growers associations and 
savings and credit cooperative societies (SACCOS). 
 
PASS’s implementation strategy rests on a participatory 
approach (Institutional innovation) and beneficiary 
demand-led concept while upholding the principles of 
self-reliance. It consists of two broad components, 
namely: provision of financial and business 
development services. Financial service support is 
accomplished through assisting individuals and 
companies in preparing feasibility studies and business 
plans to submit to banks, credit guarantee that is given 
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to the bank to increase the chances for the client to get a 
loan and business counseling and assessing the client’s 
investment ideas. In this approach, PASS does fully 
involve its clients (smallholders) in the agricultural 
investment appraisal from idea generation to the 
implementation of the developed plan. In this way 
clients gain important skills that create knowledge in 
different and specific subsector areas of investment. 
 
In addition, PASS offers a range of business 
development services to clients through business 
counseling such as market identification, marketing 
strategies and management advise, capacity building in 
specific technical areas as identified by clients, assisting 
in forming farmer groups such as in contract farming 
arrangements, produce marketing, organizing farmers 
to improve their access to credit, technical support and 
other advisory services and strengthening 
organizations/associations for example by expanding 
advisory services in technical and legal issues, special 
studies and supporting advocacy and lobbying for 
better services to members.  
 
When started, and during its implementation process, 
PASS has gone through a complex managerial and 
operational experience to meet its objectives. It started 
as a project whose task was to strike a perception 
balance between banks (financial institutions) and 
Tanzanian smallholders. As banks considered Tanzania 
smallholders risky and unattractive, smallholders 
considered banks not for them at all.  
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Figure 2: PASS’ Institutional Evolution 

 
 

PASS Project 

2001 - 2006 

PASS 2007 

Transitory Trust 

Structure 

PASS 2007 

and beyond 

Project Advisory Body 
with members from GoT, 
RDE and private sector.  

GoT and RDG 
GoT, RDE, 3 people 

founder committee  
Government of Tanzania 
(GoT) and Royal Danish 
Government (RDG) 

Steering committee 
with members from 
Ministry of Agriculture, 
Ministry of Finance and 
Danish Embassy (RDE). 

        MANAGEMENT             

One Managing Director, 

one Technical Advisor, 

Single office in 

Morogoro with 10 staff 

Only one partner Bank 

Board of Trustee, GoT, 
RDE and Private Sector 

Board of Trustee, 6 
independent Directors 

        MANAGEMENT         
One Managing 
Director and one 
Technical Advisor, 
single office in 
Morogoro with 14 
staff 

       MANAGEMENT       
One Managing 
Director, Deputy 
Managing Director, 
Technical advisor and 
24 staff.  Several 
branches in lake zone, 
Eastern zone, 
Southern Highlands, 
Northern zone 

Three partner Banks 

Over 200000 producers, 500 processors, and 1000 traders in sugarcane, poultry, dairy, farm 
machinery, piggery, and rice/maize sectors are positively impacted and are benefiting from PASS 
services 

Over 7 partner Banks 

Involved institutions and Management organization 
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To abridge the two sides PASS started with a few 
smallholders and one single participating bank (CRDB). 
With its participatory approach whose emphasis is on 
the involvement of clients in the entire service provision 
process, several smallholders were attracted and joined 
the bandwagon. After four years of demonstrable 
impact, the number of participating banks increased 
from one to three (CRDB, FBME, ABC). Hitherto, PASS 
works with more than seven financial institutions (see 
fig 2). The PASS inception approach involved an 
iterative process that involved both banks and PASS 
clients (smallholders). 
 
 
PASS’ model of operations and sustainability 
One of the achievements of PASS is the transformation 
of PASS project into an autonomous entity PASS Trust. 
The trust operates in a tri-partite model that link itself to 
agribusinesses, and financial institutions in Tanzania 
(figure 3). As an effective operation, the tri-partite 
model enables each part to mutually benefit from the 
friendly working environment in which capacities of 
smallholders are built.  
 
Technically the PASS client projects are monitored 
throughout their entire implementation period to ensure 
successes in loan repayment, and agribusiness growth. 
In the monitoring period, the clients are participatorily 
involved in reviewing their individual project progress 
by identifying challenges and ways to improve their 
individual projects. Useful information obtained in one 
individual project, becomes important lessons for 
similar projects to new clients in future. 
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In the tri-partite model, each part has a mutually 
beneficial agenda. Financial institutions will of course 
continue the business agenda through interest earnings 
and bank charges to the agribusinesses. Equally, the 
banks will still be risk free due to the due diligence that 
PASS conduct to clients prior to submitting loan 
application to banks, and through additional credit 
guarantee (PASS’ fixed deposits). Smallholders on the 
other hand grow their business investment through 
credits, and other financial services that are extended to 
them by banks. Additionally, smallholders enjoy the 
business planning and management skills they get from 
PASS.  With an agenda of improving financial services 
to smallholders in Tanzania, PASS has a secondary 
agenda of growing to autonomous and sustainable 
entity. To sustain itself, PASS gets earnings from the 
business development fees charged from smallholders, 
earnings from assets at banks (Fixed deposits and 
Foreign exchange A/C), and the risk bearing fees it gets 
from banks. With this mode of operations, PASS is 
growing steadily. Beneficiaries of the PASS services 
(PASS clients) are increasingly growing as PASS extends 
its services to regional zones of Tanzania. 
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Figure 3: The PASS Model 

 

PASS’ new and innovative products 
As it grows, PASS introduces a number of innovative 
products which are a reflection of both deepening and 
widening of financial service provision to 
agribusinesses. The following are some of the designed 
products as narrated by the PASS management. 
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(i) Business 
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(ii) Business Appraisal 
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of loan interest earnings) 
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Banks (FD and Foreign 

A/C) 
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Services Flow 
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1. Lender’s Option Guarantee  (Portfolio Guarantee) 

Under this guarantee, the Lender decides whether or 
not to guarantee loans to their borrowers based on 
predetermined guarantee criteria and a guarantee 
product policy contractually agreed with PASS. To 
access this product, Lenders pay a 1% of the total 
coverage (commitment Fee) they will use in a given 12 
months on a quarterly basis as invoiced by PASS. 
Further, based on utilization, Lenders pay an additional 
1.5%of the coverage for each loan when they opt to book 
a loan under the guarantee. Total is 2.5 % which is in 
line with the market. The advantage of the product is 
that it is less costly to administer as the visits to 
customers and preparation of business plans are 
undertaken.  
 
PASS specifies several aspects of the guarantee 
including the range of values the loans can fall within, 
for example it is common for SMEs in Agribusiness to 
borrow between 10 and TZS 20 million the purposes 
that the loans can be used for, principally investments in 
agricultural value chains. The guarantee will under no 
circumstance cover more than 50% of the principal 
outstanding and will not cover fees, interest or penalties 
accrued by the borrower.  
 
The Lender must report monthly to PASS including: the 
loan number, the borrower’s name, the value disbursed, 
the current balance of outstanding principal, the date of 
the last payment, the amount of any payments in 
arrears.  
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Confidence also has to be built on the lending 
institutions side. Therefore, in the event of a claim, PASS 
makes an immediate fixed deposit, earning the 360 day 
Treasury Bill rate of return to the Lender for 50% of the 
subject loan’s outstanding principal. Then PASS will 
have 60 days to investigate the basis of the claim. If in 60 
days, the loan against which the claim is being made is 
found to be non-conforming to the contractual 
agreement governing the guarantee product, PASS 
withdraws its fixed deposit including the interest. If 
otherwise, the claim is found to conform to the 
contractual agreement governing the guarantee product, 
PASS assigns the fixed deposit to the Lender on the date 
which the Lender officially writes off the loan and 
reports they have done so to the Bank of Tanzania. If 
during the time between when the claim is made and 
the loan is written off, the Lender recovers any of the 
outstanding principal balance that balance deducts from 
the value of the fixed deposit assigned to the Lender 
and rebated to PASS including accrued interest 
 
 

2. Linkage Banking Guarantee (Institutional 
Guarantee) 

This product guarantees loans from highly liquid 
institutions (called the “Primary Lender” and including 
large banks, pension funds, etc.) to prequalified rural 
financial institutions to be used only for loanable funds 
supporting those institutions’ agribusiness portfolios. 
The rural financial institutions may then place their 
agribusiness loans under PASS’s guarantees and thus 
indirectly provide the Primary Lender an effective 75% 
guarantee (that is a guarantee on 50% of the value 
loaned to the rural financial institution and an 
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additional 50% on the loan from the rural financial 
institution to their agribusiness borrower). PASS earns a        
percentage fee, negotiated on a 12-month basis, paid in 
equal installments on the date the loan from the Primary 
Lender is disbursed and at the start of each of the three 
subsequent quarters.  
 
The rural financial institution must first undergo a 
standard due diligence performed by PASS or PASS’s 
consultant. The value of the Primary Lender’s loan 
cannot exceed three times the value of the rural financial 
institution’s net worth; and under no circumstances is a 
rural financial institution enabled to borrow more than 
five times its net worth including the guaranteed loan 
from the Primary Lender plus all other liabilities. PASS 
specifies: the maximum value of the loan or line of 
credit from Primary Lender to rural financial institution 
beyond which PASS will not honor claims against the 
guarantee. The guarantee under no circumstance covers 
more than 50% of the principal outstanding and does 
not cover fees, interest or penalties accrued by the 
borrower; nor does it cover restructured or refinanced 
loans. The Primary Lender must report monthly to 
PASS about the progress of the portfolio.  
  
 

3. Modified Traditional Guarantee (Indemnity Fund) 

Historically PASS has managed fixed deposits at the 
partner financial institutions. This has been the fund 
against which it guarantees farmers. Instead, now PASS 
will also establish an indemnity fund against which it 
will guarantee loans to agriculture. The Indemnity Fund 
entails deposits and/or investments of PASS’s cash held 
in low risk instruments with varying tenures to enable 
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PASS anticipate and meet claims against its guarantees. 
This enables PASS to negotiate and earn market rates 
unlike now where banks dictate what they wish to pay.  
 
The other critical benefit of moving toward this strategy 
is that it creates the latitude for PASS to determine the 
degree to which its funds are leveraged by the lenders. 
Currently, lenders effectively choose their comfort level 
for lending against PASS’s fixed deposits. Some banks 
hold a 2:1 ratio against PASS’s deposits while others 
lend at 1:1 or less against PASS’s deposits. The creation 
of the Indemnity Fund enables PASS to demonstrate its 
holdings and liquidity position to each lender and 
negotiate on a lender-by-lender basis the maximum 
coverage that PASS guarantees. Normal practice for 
guarantors is to leverage not more than 5:1. Thus with 
the USD 20M (TZS 30B) Indemnity Fund, PASS could 
leverage guarantees of up to USD 100M and if those 
guarantees are for 50% of the principal outstanding this 
effectively results in USD 200M (TZS 300B) in loans to 
agribusiness attributable to PASS’s guarantees.  
Specifications of the nature of loans to be guaranteed 
and modalities for claiming the guarantee follow the 
same basic principles outlined above. 
 

4. Fixed Equity Hire Purchase Product  

This is not a guarantee product and is yet to be 
implemented. However, it demonstrates the 
innovativeness of the institution in that the product is a 
meaningful departure from PASS’s traditional way of 
doing business but maintains focus on PASS’s mission 
and vision, diversifies PASS’s income and responds to 
what conventional wisdom indicates is a critical gap felt 
by Tanzania’s agribusinesses. 
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 The product is, in short, a method for PASS to take an 
equity stake in a medium to large scale agribusiness by 
providing that business access to critical fixed assets 
without obligating that business to a commercial lender. 
PASS purchases or co-finance the purchase of a 
productive asset (milling equipment, tractors, oil 
refining equipment, harvesting cleaning and drying 
equipment, etc.). This asset will be contracted to a 
qualifying agribusiness on a hire purchase basis with 
the operator, the maintenance and a buy back guarantee 
from the vendor included in the package. PASS will 
then receive a negotiated fixed monthly payment for the 
use of the asset, a draw on the business’ profits in step 
with the value of the asset or a combination of these for 
a negotiated tenure.  
 
Depending on the content of Tanzania’s Leasing Act 
and regulation, the business will either progressively 
add the value it has invested in rent payments to its 
Balance Sheet as paid up value in a fixed asset or will 
expense the rent payments on its Income statement. At 
the end of the tenure the business will buy the asset for 
a nominal payment from PASS and add its value to its 
fixed assets and net worth. In the event of non-payment, 
the vendor providing the asset, its maintenance contract 
and operator will buy-back the asset from PASS at book 
value price less 5%. The outcome of this product is that 
PASS will effectively make a low risk, equity investment 
in the agribusiness with gradual exit from the 
agribusiness at low risk to itself. At the same time PASS 
will be able to facilitate introduction of technology in 
selected value chains. 
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Agribusinesses apply directly to PASS for a range of 
predefined assets identified by PASS and offered 
through vetted vendors. Based on a business plan and 
key ratios, PASS will agree to provide the asset. 

 

Scale of Operations and Impact of PASS Trust         
Since its establishment, to-date, PASS has reached a 
good number of clients individually, in groups or in 
various forms of farmer associations as shown in Table 1 
and Figure 4. The client’s businesses cover a wide range 
of agricultural subsectors with sizes ranging from small, 
medium and very few large scales. A good proportion 
of beneficiaries are women – averaging at about 40%. 
The mixture of small, medium and large businesses has 
also proven to be a critical element for the sustainability 
of PASS. 

 

 

 

 

 

 

 



 

36 
 

Table 2: Overview of PASS core Business from 2002 – 2010 

Year Business plans 

submitted to bank 

Business plans 

approved 

Clients 

Number TZS 

(billion) 

Number TZS 

(billion) 

% Individuals Groups 

2002/03 159 4.7 134 3.6 84 2 157 

2004 218 6.6 165 4.4 76 27 191 

2005 136 6.1 75 3.4 55 39 97 

2006 163 9.9 84 5.8 52 108 55 

2007 303 23.9 242 20.9 80 184 119 

2008 410 18.29 324 16.1 79 281 129 

2009 319 15.37 209 7 66 155 164 

2010 517 18.24 399 12.4 77 94 423 

Source: PASS Quarterly and Annual Report, 2010 
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Figure 4: PASS Business Development Trend – Numbers 
and Value TZS billions. 

 

PASS has supported the setting-up of smallholder 
contract farming arrangements in sugar cane production 
and marketing, cotton production and marketing, tea 
production and marketing and paprika production and 
marketing. It has helped in the advice and formation of 
the respective farmer’s groups and registered 
associations, linking them to the processing factories 
and helping them in designing and signing contract 
farming agreements. It has linked farmers with financial 
institutions and provided guarantees for their loans. It 
has also provided agro-enterprises with other financial 
products such as lease and hire purchase of farm inputs 
and implements.  
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Other areas where PASS has had sound impacts include 
livestock, horticulture, agribusiness and agro-
processing, cereal crops production, cashew nuts, 
floriculture, and production and processing of oil seed 
like sunflower. PASS puts an effort to balance between 
groups and individuals as risks inherent in each of the 
categories differ. The sustainability of the business 
depends on a diversified portfolio, both in terms of the 
nature of supported commodities and scales of 
investments. The diversification achieved to-date is 
proving viable. Whereas most assisted crops are for 
markets, the same farmers do grow food crops. There 
are significant spillover effects in that increased farmers’ 
earnings have encouraged them to use improved 
practices in the production of food crops. Where 
agriculture is conducted as a business, with less 
drudgery e.g. by using machinery, and where it proves 
profitable, the younger generation becomes interested. 
Youth migration from rural to urban areas, away from 
agriculture, results from the fact that traditional 
agriculture is laborious, tiresome for no gains, not 
profitable and is disconnected from the world markets. 
Getting the youth to engage in agriculture requires its 
modernization; PASS plays its role in this task. 

 

Observed Impacts in a Selected Set of Agricultural Sub-Sectors 

In the respective agricultural areas mentioned above, 
PASS has managed to have one or more of the following 
impacts, these are illustrated in more detail further 
below:- 
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 Improved access to advisory, financial and 
marketing services. 

 Increased volume of production. 

 Improved quality of the produce. 

 Farmers enhanced access to markets. 

 Strengthened bargaining power of farmers 
through formation of groups. 

 Increased employment, on-farm and along the 
nodes down the value chain, particularly where 
there is agro-processing  

 Increased income and consequently 
demonstrable improved living standards. 

 

Figure 5 summarizes areas that PASS has had a positive 
impact, specifically enhancing and increasing financial 
institutions lending to the agriculture sub-sectors – 
agriculture trading, agriculture processing, tractors and 
other farm equipment, livestock, crop primary 
production and input trading – an all-round 
achievement. A scrutiny of PASS’s activities and its 
clients show that amongst dominant crops sub sectors, 
particularly in terms of farmer organization and the 
guarantee facility include sugarcane tea, coffee and 
paddy and sunflower. 
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Figure 5: Pie Charts Indicating Share of Sub Sector in 

Agriculture Sector in 2010-11 

5 Discussion 

5.1 The PASS inception and growth: An institutional, 

and product innovation 

It is apparent from the PASS case that its evolutionary 

process started as a project that involved funding from 

two governments United Republic of Tanzania (URT) 

and Royal Danish Governments (RDG). A number of 

institutions from both governments are involved in 

framing and managing the technical components of the 

project. The uniqueness about PASS’ inception can be 

divided into two, its managerial organization and its 

growth afterward. 

 

 In the former, it is revealed that PASS` inception and 

institutionalization involved multiple institutions in 
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response to the recommendations of the second 

generation financial reforms. A network of both public 

(government ministries) and private (a bank) 

institutions are involved in creating the working 

structure for rural financial service provision. This is 

consistent with the assertions of the conceptual 

clarification of this study whose assumption is that 

innovations in provision of rural financial services will 

promoted if such stakeholders as financial institutions 

public sector and central banks network to craft the 

modalities for service provision.  

 

In the latter we witness a gradual growth of PASS in 

terms of structure, network and products. With regard 

to structure, PASS` changes from a mere project a 

dependent project to an independent entity PASS Trust 

in which the organizational and managerial orientation 

changed to more open and independent decision 

making structure. As trust, the entity became more 

innovative in new product development. It is apparent 

that in the structural growth process, a series of newly 

developed products were introduced into the market 

and small agribusinesses are positively impacted.  

 

Concomitantly with the structural developments (which 

have resulted into operational PASS trust) is the 

collaboration network and geographical coverage. PASS 

has expanded from collaborating with only one 

partnering bank to collaborating with over five 
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partnering banks. This fastened the introduction of new 

products and opening up of the upcountry zonal 

branches.  With its only few products at the project level 

between 2001 and 2006, PASS would only reach a 

handful of small agribusinesses mostly in the eastern 

zone, but its ever expanded services can be obtained 

almost all over Tanzania through PASS’ zonal offices. 

 

Returning to the conceptual definition of innovation 

discussed under section 2.3, some innovative tendencies 

can be identified from the PASS inception and growth 

model. Depending on what theoretical angle one 

confront the model a number of innovation typologies 

could be identified but with our argument in the 

conceptual definition we see innovations in terms of 

inception/institutionalization (and name it institutional 

innovation as named by Hotho and Champion (2011)) 

and new product development (which we name 

product innovation as named by Tidd et al., (2000) and 

Iyer et al., (2006)). 

 

PASS’ innovations have created additional value to 

small agribusinesses as they have increased 

productivity and reduced households’ and enterprises’ 

transaction costs of access to financial services. They 

also have created value in terms of facilitation of larger 

investments by lengthening term structures. All this is a 

result of innovatively created products, primarily loans, 
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which improved client’s economy by refining their 

agribusiness investment processes.  

 

Most interestingly, the empirical evidence reveals that a 

series of innovations in rural financial service provision 

goes together with benefits to the service provider in 

terms of profit. For example, in a tri-partite business 

model, PASS benefits from both a number of innovative 

products it develops, and from the network it has in its 

business model (ref. fig 3). Therefore the supply of 

innovative rural financial services can be sustainable in 

the long run only if providing these services is 

profitable for the entities which provide them. 

 

5.2 Is the research proposition answered? 

To remind ourselves the research proposition of this 

study claims that rural financial services offered by 

PASS are not innovative and its products have remained 

the same over time. Undoubtly this research proposition 

is answered. With a general overview of the demand 

side of the rural financial services, it may be very simple 

for the reader to jump into conclusion that the services 

are never innovative, they are externally driven, and are 

more of the same. However, two levels of analysis in 

this study, the literature review and empirical evidence 

attest as to the innovativeness of rural financial services 

offered by PASS to small agribusinesses. 
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The literature review clearly navigates through the 

conceptual definitions of innovation, and picks up new 

products and organizational (institutional) processes as 

areas with which innovation is conceptualized.  From 

these two constructs we see that invention and 

introduction of new products into the market and new 

organization processes can explain innovations. This is 

then reflected in the empirical evidence where PASS’ 

organizational and institutionalization process reveal its 

both newness and uniqueness. A series of new and 

diversified rural finance products is introduced into the 

agribusiness market to cater for small agribusiness 

needs in Tanzania. The proposition is therefore not 

supported in this study. 

 

6 Summary, Conclusion and implications 

It can be viewed from both the conceptual clarification 
(figure 1) and the PASS case that rural finance 
innovations can play an important role in overcoming 
agribusiness development challenges in developing 
countries such as Tanzania. It is therefore important to 
first appreciate innovations already taking place in 
Tanzania (as exemplified by the PASS case) and learn 
from these experiences. To realize how innovation in 
rural finance can bring about increased productivity, 
rural development and social welfare, several key issues 
need to be taken into account. Some of these issues are 
as presented hereunder: 

 In many cases, partnerships are needed to 
effectively apply innovations as these 
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innovations require large investments or are 
dependent on other stakeholders for their 
implementation. 

 A thorough understanding of critical success and 
failure factors of implementing the innovation 
and the local systems and needs, is required to 
effectively apply innovations 

 Access to funding for scaling-up interventions 
can be hampered by shallow funding to the 
Credit Guarantee Schemes similar to PASS. 

 Agribusiness financial innovation is not 
introduced by regulation but by market players, 
often farmers. Therefore, rural value chain 
stakeholders need to consider the limitations of 
what they can do without engaging with private 
sector partners. 

 A mutually supporting policy environment is 
key to the provision of innovative financial 
services to rural landscape. In Tanzania, this is 
especially so because PASS’s goals and 
objectives are in line with the governments’ 
structural reforms and other strategies such as 
the National Strategy for Growth and Poverty  
Reduction (NSGRP), the Agricultural Sector 
Development Strategy (ASDS) and the 
Millennium Development Goals (MDGs). PASS 
therefore has good support from the government 
organs and other stakeholders.  

Overall, the experience at PASS shows significantly high 
innovation tendencies, mutual returns and 
demonstrable impacts from buttressing agricultural 
enterprises to access commercial loans. Given the 
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specialty of agribusiness subsector, the credit guarantee 
and potential linkages and collaboration amongst 
various stakeholders within countries are crucial (ref 
conceptual clarification in figure 1). Like Tanzania, most 
SSA Africa countries have commercial banks, 
agricultural training institutions and the smallholder 
agricultural base. Ironically, the three are ubiquitously 
weakly linked in such a way that smallholder farmers 
find banks very expensive and inaccessible; banks are 
often weary of lending to smallholder agricultural 
producers while agricultural training institutions are 
busy with long term academic training. In this weak 
linkage, banks consider smallholder farmers to be 
highly risky clients; furthermore, they view business 
with small agribusiness as costly as they have to 
provide services to sparsely located smallholder 
producers. Transactions costs of lending to smallholder 
farmers successfully are often seen to be prohibitively 
high. In this situation, local institutions, innovatively 
teaming-up for technical advisory services and credit 
guaranteeing as exemplified by PASS model, would 
resolve this common challenge in most SSA countries. 
Good country level policy environments that are 
resulting from the various on-going economic 
liberalization processes in SSA also would provide 
sound platforms for the PASS model to flourish in SSA 
countries albeit with inevitable adaptations that may be 
country and context specific. 

It is evident from this study that successes of the PASS 
model whose main key success factor is the Credit 
Guarantee Fund, several macroeconomic aspects ought 
to be right, ranging from financial to political climate, 
government monetary and non-monetary policies, rules 
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and regulations, etc. There are certain situations in an 
economy, and features of a financial sector, that should 
be regarded as warning signals as the CG Scheme may 
not be feasible under them. Such features and situations 
include: 

 Political interference and patronage. 
It is crucial that a credit guarantee scheme is free 
of political interference in its day to day 
operations. Political patronage and targeted 
services on basis other than commercial acumen, 
and goals to develop viable value chains, would 
render the services non-feasible.  

 Limited surplus liquidity in the financial 
sector. 
The main idea of a CGF and a scheme is to 
facilitate smooth lending by local banks, using 
their own liquidity, and therefore, there would 
be no scope for a CGF if the banks had no 
surplus liquidity or if banks were outright 
against using their liquidity for smallholder 
agricultural producers. Thus, banks liquidity 
and willingness to lend to agriculture is close to 
a “killer assumption”. There may be countries, 
or situations at points of time in an economy, 
where the banks do not have any (significant) 
surplus liquidity. Great care is needed in such 
situations while contemplating to pursue an 
agricultural credit guarantee scheme.  
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 High degree of macroeconomic instability. 
This generally makes investments more risky. 
The mortality rate of agro-enterprises, 
smallholder farm enterprises, or contract and out 
grower schemes are likely to be high when the 
rate of inflation is high and unpredictable, and 
when the value of the local currency is 
fluctuating unpredictably. In countries with 
considerable instability, banks are reluctant to 
lend for productive purposes and interest rates 
tend to be prohibitively high. In such situations a 
guarantee scheme is likely to face high levels of 
losses. If the guarantee fee and the interest rate 
shall cover the risk, the cost of borrowing 
increases to a level where it is only feasible to 
borrow for short-term financing of trade and 
operations which practically excludes 
agribusiness and marketing setups; more so for 
smallholder farmers.  

 

 Large public deficits and high interest rates. 
 In the 1980s and up to the mid-1990s, many 
developing countries had monetary laxity and 
expansive fiscal policy with public sector deficits 
of more than 5%. In order to neutralize the 
inflationary pressure of these deficits, treasury 
bills were issued to suck-up surplus liquidity in 
the economy, leaving less to borrow for the 
private sector and at very high rates of interest. 
When banks can place their liquidity in safe and 
secure treasury bills that provide high returns, it 
becomes difficult to tempt the banks with 
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guarantees to lend to risky agro-enterprises, out-
grower schemes and such other investments. 
Therefore, monetary policy has major 
implications for the success of a guarantee fund 
or scheme. 

 A banking sector on the verge of bankruptcy. 
In this situation there would be high risk of 
major bank losses, and that a guarantee scheme 
would result in substitution rather than in 
additionality; the banks would do whatever 
possible to shift their bad portfolio into the 
guarantee scheme. The real problems of the 
banks are often hidden; the quality of the 
portfolio may be over-stated with bad debt being 
covered through hidden recycling. Good practice 
in CGF is that guarantees should not be 
provided for recycling but sometimes it may be 
difficult to discover.  

The reverse of the above situations would contribute to 
ensuring the feasibility of a CGS, proper smallholder 
agriculture business development, contract and out 
grower schemes establishment that effectively link 
farmers to markets  

References 

Abbas, A. S., and Sobolev, Y. (2008). High and Volatile 
Treasury Yields in Tanzania: The Role of Strategic Bidding 
and Auction Microstructure. IMF Working Paper 
WP08/81 
 



 

50 
 

Aikaeli, J. (2006). Commercial Banks Efficiency in Tanzania. 
Working Paper. Social Science Research Network. 

Bank of Tanzania (2011). Tanzania Mainland´s 50 years of 
Independence: A Review of the Role and Functions of the 
Bank of Tanzania (1961 – 2011). June 2011. Dar es Salaam. 

Bessant, J. (2003) High involvement innovation. 
Chichester, John Wiley and Sons. 

Bessant, J., and Tidd, J. (2007). Innovation and 
Entrepreneurship. Wiley and Sons Limited. UK 

Bikker, J., and Haaf, K. (2002). Competition, 
Concentration and their Relationship: An Empirical 
Analysis of the Banking Industry. Journal of Banking and 
Finance, 26 (11). pp. 191–214. 

Bilton, C and Cummings, S. (2010). Creative Strategy: 
Reconnecting Business and Innovation. John Wiley and 
Sons. Chichester  
 
Braw, J.C and Woller, G.M. (2004). Microfinance: A 
Comprehensive Review of the Existing Literature. 

Journal of Entrepreneurial Finance and Business Ventures, 
9(1). pp. 1-26 
 
Conforte, D. (2011). The Nature of Agribusiness 
Management Research: Executive Commentary. 
International Food and Agribusiness Management 
Review. 14(2). pp. 143 – 147. 
 
Cull, R. and Spreng, C. P. (2011). Pursuing efficiency 
while maintaining outreach. Bank Privatization in 



 

51 
 

Tanzania. Journal of Development Economics 94(1). 254 – 
261. 
 
Chen, C. (2009). Bank Efficiency in Sub-Saharan African 

Middle-income Countries. IMF Working Paper, WP/09/14 

Dead-Detre, J., Gunderson, M. A., Peake, O. W. and 
Dooley, F. (2011). Academic Perspectives on 
Agribusiness: An International Survey. International Food 
and Agribusiness Management Review. 14(5). pp. 141 – 165. 

Edwards, T, Delbridge, R. and Munday, Max. (2005). 
Understanding innovation in small and medium-sized 
enterprises: a process manifest. Technovation. 25(11). pp.  
1119-1127. 

Harling, K. F. (1995). Differing Perspectives on 

Agribusiness Management. Agribusiness: An In-ternational 

Journal 11(6). pp. 501-511.  

 

Heiman, A., Miranowski, J., Zilberman, D. and Alix. J. 

(2002). The Increasing Role of Agribusi-ness in 

Agricultural Economics. Journal of Agribusiness 20(1). pp.  

1-30. 
 
Hollis, A. and Sweetman, A. (2001). The life-cycle of a 
microfinance institution: The Irish loan funds. Journal of 
Economic Behaviour and Organization 46(1). pp. 291-311. 
 
Hotho, S and Champion, K. (2011). Small Business in the 
new Creative Industries: Innovation as a people 
Management Challenge. Management Decision. 41(1). pp. 
29 – 54. 
 



 

52 
 

Kalumuna, L., and Akyoo, A. (2011). Rural Finance 
Challenges in Tanzania: The case of Kibaigwa Financial 
Services and Credit Cooperative Society (KIFISACCOs) in 
Kongwa District. Business Mindset case series: Number, 
2. 
 

Kamuzora, F. and Toner, A. (2002). A Review of 
Approaches to Development Interventions in Tanzania: 
From Projects to Livelihood Approaches, Working Paper 
Series No. 3, Department for International 
Development. 
 
Kessy S. S. A. (2010). The impact of microfinance 
institutions on micro and small enterprises growth in 
developing countries, Unpublished PhD. Thesis, 
University of Dar es Salaam 
 
King, R. Boehlje, E. M., Cook, M. L. and Sonka, S. T. 
(2010). Agribusiness Economics and Man-agement. 
American Journal of Agricultural Economics. 92(2). pp. 554-
570. 
 
Korth, M., Stewart, R., Van-Rooney, C. and De-Wet, T. 
(2012). Microfinance: Development Intervention or Just 
Another Bank? Journal of Agrarian Change. 12(4). pp. 575 
– 586. 
 
Kloeppinger-Todd, R. and Sharma, M (2010). Innovations 
in Rural and Agricultural Finance. IFPRI and World Bank 
report for 2010.  ISBN 0-89629-668-7. 
  
Lundvall, B., Muchie, M., and Gammeltoft, P. (2003). 

Introduction to Innovation Systems. In Muchie, M. 



 

53 
 

Gammeltoft, P. and Lundvall, B. (2003) (eds). Putting 

Africa First: The Making of African Innovation Systems. 

Aalborg University Press. Denmark  

Malerba F. (2000); Sectoral System of Innovation and 

Production. ESSY Working Paper No. 1. 

 

Malerba, F. (2002). Sectoral systems of innovation and 

production. Research Policy 31(3).pp. 247–264. 

Maliyamkono, T. L. and M. S. Bagachwa (1990). The 
Second Economy in Tanzania, London, James Currey.         
 
Mazzarol, T. and Reboud, S. (2008). The Role of 
Complementary Actors in the Development of 
Innovation in Small Firms. International Journal of 
Innovation Management, 12(2). pp. 223-253. 

Murdoch, J. (2000). The microfinance Schism. World 

Development. 28(4). pp. 617–629 

Mhlanga, N. (2010). Private Sector Agribusiness 
Investment in Sub-Saharan Africa. Agricultural 
Management, Marketing and Finance Working Paper. 
Rural Infrastructure and Agro-Industries Division. 
FAO-Rome. 

Ndulu, B. J. (1994). Tanzania’s Economic 
Development: Lessons from the Experience and 
Challenges for the Future, In Msambichaka L A, 
Moshi H P B and Mtatifikolo F P (eds), Development 
Challenges and Strategies for Tanzania. An Agenda for the 



 

54 
 

21st Century, Dar es Salaam, Dar Es Salaam University 
Press 
 
Ndyetabula, D. W and Temu, A. E. (2008). Some Insights 
to a Credit Guarantee Fund for Smallholder Agriculture in 
Tanzania: The Case of the Private Agricultural Sector 
Support (PASS) Trust. A Paper presented at The 
International Conference on African Entrepreneurship 
and Small Business Development (ICAESB), Faculty of 
Commerce, University of Dar-es-salaam, Tanzania 

PASS (2006), Categorization and Socio-Economic Impact 
Analysis of the PASS Clients to Inform Policy and 
Managerial Decisions. Morogoro. 

Pederson, G. (2003). Rural Finance Institutions, Markets 
and Policies in Africa. Paper presented at the Pre-IAAE 
Conference on African Agricultural Economics. 
Bloemfontein, South Africa, August 13-14, 203. 

Porter, M. E. (1980). Competitive Strategy: Techniques for 
analyzing industries and competitors. New York. Free Press 

Sepehri, A. (1992). Balance of Payments, Output and 
Prices, World Development, 20(2), 289 – 302. 
 
Simpasa, A. M. (2011). Competitive Conditions in the 
Tanzanian Commercial Banking Industry. African 
Development Review 23(1). 88 – 98.  

Soyibo, A. (1997). Financial Liberalisation and Bank 
Restructuring in Sub-Saharan Africa: Some Lessons 
for Sequencing and Policy Design. Journal of African 
Economies. Vol. 6(1) (supplement). 



 

55 
 

 
Sørensen. O. J, Ndyetabula, D. W and Temu, A. A 
(2010). Creating new value chain: The case of dried fruits and 
vegetables in Tanzania. Paper presented during the ISMD 
11th International Conference on Beyond Global Markets 
6th – 8th January 2010. Hotel Melia. Hanoi-Vietnam. 

Sørensen, O. J (2003). Barriers to and Opportunities for 
Innovation in Developing Countries: The case of Ghana. 
In Muchie, M. Gammeltoft, P. and Lundvall, B. (2003) 
(eds). Putting Africa First: The Making of African 
Innovation Systems. Aalborg University Press. Denmark  

Temu, A. E and Ndyetabula, D. W. and Mghairwa, D. 
(2011) Revisiting “Managing for Impact” in Smallholding 
Agricultural Development: Experience from PASS. A Paper 
presented at the IFAD Managing for Impact Workshop. 
November, 2011. 

Temu, A. E (2009). Innovations in addressing Rural Finance 
in Africa. AFRACA Rural Finance Series Number 6, 
Nairobi Kenya. 

Tidd, J., Bessant, J., and Pavitt, K (2000). Managing 

Innovation; Integrating Technological, Market and 

Organizational Change. John Wiley and Sons. 

Chichester.  

 

Tidd, J., Bessant, J., and Pavitt, K (1997). Managing 

Innovation; Integrating Technological, Market and 

Organizational Change. John Wiley and Sons. 

Chichester.  

 



 

56 
 

Wobst, P. (2001). Structural Adjustment and 
Intersectoral Shifts in Tanzania: A Computable General 
Equilibrium Analysis, Report Number 117, 
International Food Policy Research Institute (IFPRI). 
 
Yumkella, K. K., Kormawa, P. M., Roepstorff., T. M., 
and Hawkins, A. M (2011). Agribusiness for Africa’s 
Propserity. United Nations Industrial Development 
Organization. ISBN 9789210548274. Austria. 

Zeller, M. (2003). Models of Rural Financial Institutions. 
Paper presented at paving the Way Forward for Rural 
Finance: An International Conference on Best Practices, 
Washington, D.C., June 3, 2003. 


	Sa-fib10-4-13092310540
	AAU SUA WP3 activity report Olav J Sørensen
	T5 Daniel Ndyetabula
	BSU Innovation Report (1)

