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Methodology for the analysis of agricultural business models

Introduction
GV AgFin

Purpose of business models

The Federal Ministry for Economic Cooperation and
Development (BMZ) has commissioned GIZ in 2016
with the implementation of a global project for the
“Promotion of agricultural finance for agri-based
enterprises in rural areas” (GV AgFin). The objective
of GV AgFin is to improve the supply of farms and
agri-based enterprises in rural areas with financial
services adapted to their business models. For this,
the project combines agriculture sector and financial
systems development approaches to address both
demand and supply side constraints in agricultural
finance simultaneously.

In accordance with ValueLinks 2.0, the improvement
of business models is understood as a key field of value
chain development. Every entrepreneur constantly
thinks about improving his or her business. A good
business model is a combination of products, tech
nology, scale of production, business linkages and
financing arrangements that enables an enterprise to
operate successfully and to respond to the demands
of both customers and society.

One of the key project work streams focuses on the
identification and analysis of sustainable agricultural
business models ¹ within pre-selected value chains.
The analysis of business models helps not only to
identify profitable, economically sustainable as well
as scalable business models, but also to develop a
detailed information basis for the development of
tailor-made financial services for farms and agri-based
enterprises applying the business model. This document presents the methodology used for identifying
and analysing sustainable business models with the
aim to making it available for projects and practitioners in other countries.

Within GV AgFin, sustainable business models serve
as a point of departure to develop demand driven
financial services adapted to the needs of farms and
agri-based enterprises engaged in the respective value
chain. Financial institutions play an important role
in the process. Elaborated business models help
financial institutions to reduce information deficits,
in particular related to the economics of farms and
agri-based enterprises. The detailed information basis
enables financial institutions to develop tailored
financial services to fit the business models and meet
the needs articulated therein (short and long-term
investments). For each business model, it is therefore
necessary to provide a brief technical description,
as well as a detailed economic cost-revenue, profitand-loss and cash flow analysis, taking into consideration the entire operations of the involved farms and
agri-based enterprises.

1 In this context, a ‘sustainable’ business model means‚
economically and financially viable.

3

Global Project – Promotion of agricultural finance for agri-based enterprises in rural areas

Guiding principles
The analysis of business models is based on the f ollowing guiding principles:
1. Economic sustainability
The entrepreneur needs to generate sufficient
revenues to cover all operational costs. All
business model calculations are thus based on
real cost of equipment, input, credit etc.
2. Business-minded entrepreneurs
Each participant of the value chain (e.g. a
farmer, a processor, a cooperative) is understood
as an e ntrepreneur who makes economically
rational d
 ecisions on investments, marketing
and financing of his/her business.
3. Market-driven approach
The market is led by the end-clients’ preferences. Even if consumers can sometimes be

“mistaken”, e.g. buying cheaper imported rice
with less nutrients instead of local products, the
analysis takes consumers’ behaviour as a given
and does not attempt to change it.
4. Investing in a business, not in a sectoral
development plan
Financial institutions are interested in financing
profitable investments at individual business
level, which indirectly and in the long term also
contributes to the development of the entire
sector. Complementary goals can include building of long-term relationships with customers or
penetrating certain market segments. Nevertheless, the first purpose remains to generate profit.

Step-by-step methodology
The described approach translates into six prescribed
steps to identify and implement sustainable business
models with customized financial services attached
to them. Up to step 6, at least 2–3 months will be
necessary to allow for a thorough analysis. The first
step deals with the development of initial ideas for
business models based on a thorough analysis of the
value chain. Subsequently, the next two steps serve
as a consolidation phase to narrow down the selection
of business models and assess their economic and
financial viability. Afterwards, in step four and five,
the consolidated business models are presented to and

discussed with selected actors of both, the agricultural
and the financial sector. Finally, all previous steps
shall lead to a pilot implementation and rollout of
sustainable business models that are combined with
adapted financial services.
Financial institutions are a key stakeholder in this
process and should therefore be involved from the
very beginning. This includes working with financial
institutions to develop a common set of criteria to
assess the bankability of business models.

Process of analysing agricultural business models
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Step 1

Value chain scoping

➜ What are the prices, margins and value added at
●
each level of the chain?

Prior to the identification of business models, the value
chain needs to be well understood. This involves a
detailed analysis of the value chain, including endclients’ preferences, socio-economic aspects, the competitiveness of the value chain as a whole and the
growth dynamics, including opportunities and key
constraints. More specifically, the analysis focuses on
the following questions:
➜ What does the market currently look like and
●
what are expected market development in the
future? Who are the key buyers and what are
their preferences, buying criteria and buying
behaviour (where do they purchase goods, how
often, what quantities etc.)?

➜ How competitive is the value chain when com●
pared to substitutes or imports? What are the
political framework conditions (agricultural and
trade policies)?
➜ What are the current sources of finance in the
●
value chain, including formal and informal
arrangements? For example, do processors, banks
or traders provide credit to farmers? How do they
pay for this (deducted from sales price, in kind
etc.)? What are their real cost and how are issues
of default managed?
➜ What are the development opportunities and
●
main issues that need to be addressed?

➜ Who are the main actors in the value chain and
●
what are their roles, strengths and weaknesses?
This includes a description of production systems,
different types of farmers, traders, processors and
service providers, etc.

➜ Which actors are crucial to the development of
●
the chain?

Map of the cashew value chain in Benin
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The value chain analysis involves semi-structured
interviews with at least three actors at each level of
the chain or, if there are different groups of actors at
one level, at least two representatives of each group
at that level. In addition, the consumer side needs to
be assessed by means of at least 20–30 street interviews per product and two discussion groups of one
hour each with 6–8 participants per group.
List of potential interviews to be c onducted
in a cashew value chain

ʶʶ 2 input dealers, 2 nurseries, 2 seed multipliers,
etc.
ʶʶ At least 5 small-scale farmers, 5 emerging
farmers and 2 commercial farmers,
2–3 interviews with cooperatives
ʶʶ 3 collectors working for wholesalers
ʶʶ 4 wholesalers for fresh market, if applicable
divide between those selling local and those
selling imported goods
ʶʶ 2 professional large processors, 3 small and
medium ones
ʶʶ 10 retailers (small shop, supermarkets)
ʶʶ 20–30 consumers in street interviews
and 2 discussion groups of 1 hour with
6–8 participants per group
ʶʶ 2 importers of competing import goods
ʶʶ 5 local and international experts

Based on the results of the scoping mission, the
opportunities revealed at each level of the value chain
guide the future identification of business models.
More specifically, these opportunities consist of
potential improvements in products, technology,
scale of production, business linkages and financing
arrangements.
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The key deliverable of this step is a report providing a
comprehensive overview of the value chain and indicating initial ideas for business models. The resulting
long list of potential business models is then to be
narrowed down in the next step.

Step 2 Selection of business models
To narrow down the number of business models and
prioritise them, the following criteria can be applied to
the formerly obtained long list:
➜ Market-oriented demand
●
The business model needs to respond to an unmet
demand in the market for the end-product(s). The
business model needs to be able to supply good
quality and sufficient quantity to the targeted
market segment, at the right time and for an adequate price.
➜ Sufficient size of the targeted market
●
In order to attract financial institution to invest
in a certain business model, a considerable market
size for the business model has to exist. A sufficient
number of business have to be willing and able to
follow the model. Only then, a financial institution would make resources available to entering
the new market segment.
➜ Product’s competitiveness
●
The business model needs to focus on products,
which will be able to compete in the short and
longer term with imported products and other
local producers.
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➜ Impact on chain development
●
To which extent does the business model con
tribute to the development of the value chain or
the agricultural sector at large? E.g. certified seed
multipliers may not be the most profitable business model but can become crucial for the further
development of the whole value chain.

➜ Variable cost of production e.g. for agricultural
●
inputs, seasonal labour, energy, etc.

➜ Impact on social development
●
Certain social factors need to be taken into consideration: potential of job creation, achievement
of higher prices and improved access to markets
for smallholders, involvement of vulnerable
groups, etc.

➜ Investment cost and depreciation for existing as
●
well as new intended investments for the implementation of the analysed business model

The described criteria, as well as other potential criteria, have to be weighted according to the preferences
of the entity that is conducting the business model
analysis. The result – and at the same time key deliver
able – of this second step is a shortlist of prioritised
business models that require further analysis.

Step 3

In-depth calculations

The goal of this phase is to confirm the profitability of
the shortlisted business models. For each business
model, the existing economic situation of the involved
farms and/or agri-based enterprises is compared with
the designated improved scenario. The economic feasibility of each business model is assessed by means of a
comprehensive Excel-tool.

➜ Type, quality, amounts, yields and prices of sold
●
products/services
➜ Fixed cost structure for the enterprise under
●
current and new improved scenario

➜ Financing options and costs including prevailing
●
interest rates and typical loan conditions from
local financial institutions

After validating the data collected from different
sources by cross-checking and cross-referencing it, it
will be entered into the Excel-tool templates. The tool
then calculates the whole business model and automatically produces reports on profit-and-loss, margins
of each product/service as well as the cash flow. The
tool can also be used to determine the level of external
financing that is necessary to implement the business
model. For this, different financing amounts and
financing conditions can be entered into the tool,
which instantly shows the effects on cash flow and
profitability. Finally, the tool provides for a risk
sensitivity analysis, taking into account fluctuations
in production yields, sales prices and interest rates.

The necessary data to feed the Excel-tool is collected
through the value chain scoping mission (Step 1)
enriched with additional information gathered during
this step. The collection process is usually taking a lot
of time and effort. Yet, comprehensive data collection
is key for a meaningful business model analysis and
should include information on different factors, as
listed below.
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Example of the economic analysis

Type

Small cashew nursery with
Large cashew nursery with
5,000 grafted seedlings
25,000 grafted seedlings
(current situation)
(target situation)
Notes
EUR Notes
EUR

Revenues

Grafted cashew (after losses)
Certified cashew
Mélina
Acacia
Teak
Moringa
Kaya
Seiba
Coconuts

3,500
4,850
970
4,850
4,850
9,700
4,850
970
140

seedlings
seedlings
seedlings
seedlings
seedlings
seedlings
seedlings
seedlings
seedlings

@€0.76
@€0.46
@€0.19
@€0.15
@€0.15
@€0.19
@€0.19
@€0.19
@€3.04

Total revenues

2,668 23,750 seedlings @€0.76
2,218
185
739
739
1,848
924
185
427

18,102
2,218
185
739
739
1,848
924
185
427

9,933

25,368

Variable costs
Inputs
Labour
Other costs

Bud wood, seed, soil, materials

1,985 Bud wood, seed, soil, materials 5,205
-

Total variable costs

1,985

5,205

Gross margin

7,948

20,163

Fixed costs
Maintenance and insurance
Permanent staff
Other fixed costs
Depreciation
Investment loan interest**
Working capital loan**

371 5% of investment cost/year
274 4 skilled part-time workers
174
392
-

5% of investment cost/year*
2 part-time workers

547
1,364
457
870
229
617

Total fixed costs

1,211

4,085

Net profit

6,737

16,078

* Except the well which costs 25% per annum
** Only in the first year; thereafter the profit increases to that effect

In the business model analysis, the following economic indicators should be observed to ensure the
viability of the business model. First, the net profit
margin of the improved business model scenario
should be at least 15%. This will allow for a cushion
against market volatility and thus ensure long-term
profitability. If the business is exposed to higher risks
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such as higher price fluctuations in input or output
markets or extreme weather risks, the profit margin
should be correspondingly higher. Second, a closer
look at the different product/service margins further
allow to exclude loss-making products/services.
Third, the cash flow of the business should be positive
within a foreseeable period of time (1–2 years).
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➜ Cost price structure & financial results
●
How does the profitability and cash flow of the
improved business model scenario look like?

Key economic indicators to observe

Margins
per
product/
service

Profitability
>15%

$

Profit and
loss sheet

Exclude
loss making
products

$

Cash flow

Positive cash
flow within
1–2 years

The key deliverable of this third step is the provision
of detailed economic calculations for each business
model including an assessment of their viability.

Step 4

Development of mini business cases

After the third step, the key results of each business
model are summarised in a short presentation which
should comprise the following content:
➜ Description of the business model
●
“Technical” description of the business model:
What is the idea? Who is involved? With which
contractual relations? Where is raw material
bought? How is it processed? What products are
produced in which way and to which market
are they sold?

➜ Financing options for the proposed business
●
model
What is the ratio between own and external
financing? Which are possible sources of external
financing? What would be the loan size and preferred terms and conditions?
➜ Developmental logic
●
What is the importance for economic and social
development, and why does it make sense for GIZ
(or any other player) to support this business model?

The key deliverable of the fourth step is a structured
presentation of each business model, in preparation
for step five.

Step 5 Validation workshop
At this stage, a validation workshop should be organised with representatives of financial institutions and
key actors of the value chain(s) in focus. The aim of the
workshop is to validate the business models and start
engaging more closely with financial institutions and
agricultural entities that are interested in getting involved in a pilot.
Picture of validation workshop in Zambia

➜ Economic logic
●
Why does this business make economic sense?
Why does it make sense for a bank to invest in it?
How does the business model improve the current
situation?
➜ Overview of investment costs
●
What are the investment costs of the proposed
business model: land prices, buildings, machinery,
vehicles, etc.?
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As a follow-up to the workshop, there is often a need
to hold individual meetings with the management of
financial institutions to prepare the ground for future
cooperation during the pilot phase.

Step 6

Pilot and rollout

All described steps (1–5) lead to the implementation
phase.
➜ During this stage, the suggested business models
●
will be implemented. Starting with piloting and
during initial phases of rollout, a very close coordination is needed between financial institutions
and the involved actors of the different value
chains. Apart from a very close coordination,
the involved actors may need extra assistance
and support in the form of training and coaching
to ensure successful implementation of pilots
and rollout.

➜ Positive results during pilot and rollout phase are
●
crucial to have a “proof of concept” to ensure the
long-term sustainability of the implementation.
During the initial phase of implementation, market
price and interest rate fluctuations as well as
extreme weather events such as drought or heavy
rains can have detrimental effects on the profitability. Thus, several risks could put the largescale adaptation of the model in jeopardy. Support
and con-stant monitoring should then be provided
to ensure that appropriate instruments are put in
place to effectively manage such risks.

Lessons learnt from Zambia and Benin
The methodology described above was implemented
by GV AgFin in Zambia and Benin. The following
lessons can be learnt from this experience:
➜ Financial institutions that are interested in
●
expanding their agriculture lending portfolio
often lack information to evaluate the business of
loan applicants. Since the business model analysis
provides detailed economic and financial data,
the financial institutions that participated in the
validation workshops appreciated the approach
and the detailed calculations included therein.
➜ Physical distance between a service point of a
●
financial institution and the rural client as well as
small transaction sizes were mentioned as key
barriers in agricultural finance. In order to lower
the transaction costs and thus develop a sustainable business model that attracts financial institutions, a good judgement on the size of the target
group together with their geographical distribution
is important.
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➜ Financial institutions want to do their own loan
●
appraisal, according to their procedures in order
to prevent loan defaults. The business model
analysis helps to generate additional information
to support the loan appraisal process of the financial institution. This will ensure that the expansion
into the agricultural sector is accompanied by a
better decision making, which reduces the risk of
loan defaults.
➜ Notwithstanding the above, the project shall try
●
to influence the loan decision process, to ensure
that the business model is truly reflected by the
financial product and its procedures, and to prevent the financial institution from continuing
with “business as usual” decisions.
➜ Only comprehensive data collection and analysis
●
can provide meaningful results. In both countries,
this process took a considerable amount of time
and effort. The involvement of local expertise
is essential. Supporting development of strong
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agricultural information basis has also been identified by BMZ in its position paper on agricultural finance as one of the key support areas.
➜ In many cases, business models require financial
●
support for actors at different levels of the chain.
It is not enough to consider the financing demand
of only one group within the chain, but necessary
to give importance to upstream (suppliers, input
providers) and downstream (clients, consumers
etc.) business relationships and their financing
needs. E.g. a business model aims at upgrading
(investing into) cashew nurseries to enable them
producing improved seedlings in a larger quantity.
The business model can only be scaled if the

nurseries find sufficient cashew farmers to buy
their improved produce. For this, it is necessary to
provide financing not only for the nurseries, but
also for the cashew farmers. Without additional
funds many cashew farmers are not able to buy
the improved and hence more costly seedlings.
➜ Context and sector specific risk management
●
strategies should be developed while working on
business model analysis, and introduced during
pilot stage. These may include, among others,
trainings to ensure better farm/business management practices, better and climate-adapted production systems, irrigation systems and in given
circumstances also insurance.

Conclusion
With the described methodology it is possible to
identify and analyse sustainable agricultural business
models. The business model usually requires an investment that often (at least partly) has to be financed
by external sources (typically financial institutions).
Since financial institutions are often not familiar
with the specifics of the agricultural sector, there is a
lack of understanding of the business model’s economic logic. The detailed business model analysis
now helps to address this issue. Financial institutions
are getting detailed information about specific agricultural business models and are therefore in a position

to provide financing. This may require the financial
institution to alter existing or develop new products
to adapt to the needs of the business model.
GIZ can play an important role in the process, by
providing support in the identification and analysis
of sustainable business models and the selection of
suitable partners for the business model implementation. Moreover, GIZ can provide training and/or
capacity building to involved parties of the business
model, including but not limited to farmers, cooperatives and financial institutions.

Contact
If you have questions about the methodology, please do not hesitate
to contact the AgFin team at the GIZ headquarters:
Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ) GmbH
Gert Reinberger
T +49 (0)228 44 60-1571
T +49 (0)171 53 31 512
gert.reinberger@giz.de
Friedrich-Ebert-Allee 36 + 40
53113 Bonn, Germany
www.giz.de
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