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RURAL FINANCE FRAMEWORK: SUPPORTING AGRARIAN CREDIT
AND DEVELOPMENT (ACDA) AGENCY’S CREDIT OPERATIONS

Implementing Partner

Ministry of Agriculture of Azerbaijan (MOA).

Beneficiaries

Ministerial staff and policy-makers involved in the
agricultural sector, Agrarian Credit and Development
Agency (ACDA).

Country Programming Framework (CPF) Outputs

CPF 2021-2025 - Priority Area 1: Inclusive growth that
reduces vulnerability and builds resilience.

Output 1.1: MSMEs and social enterprises, including
women-owned businesses, are set up and sustained for
the benefit of the furthest behind; Output 1.2: Enhanced
human capital and a skilled workforce are available in key
sectors; Output 1.3: Rural populations are able to diversify
their income sources, and improve their livelihoods.
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BACKGROUND

The total outstanding credit by formal financial institutions
(banks and non-banks) to the agricultural sector increased
by 80 percent between 2017 and 2022, resulting in a
compound annual growth rate (CAGR) of 14 percent,
as shown below. However, this growth has been
increasingly eroded by inflation, as the growth rate
decreases to 7 percent if deflated against the Consumer
Price Index (CPI). Despite the increase in lending volumes,
the share of agricultural loans in agricultural (gross) output
and value addition (agri-GDP) has increased very little.
Loan-to-output and loan-to-GDP ratios grew from
21 percent to 23 percent and from 11 to 12 percent
during the last 5 years, respectively. This gives Azerbaijan
a middling position among its regional peers — above
the Republic of Moldova (17 percent) and Uzbekistan
(20 percent), on a par with Georgia (23 percent),
but below Tirkiye (34 percent) and the Russian Federation
(59 percent). At the same time, approximately 50 percent
of the total formal lending into agriculture goes to legal
entities, which only account for approximately 10 percent
of the agricultural output.
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The Strategic Roadmap on Agricultural Production and
Processing by the Government of Azerbaijan (Strategic
Roadmap) recognized that improving financing
mechanisms in agriculture and the promotion of
agricultural investments was a key priority. Moreover,
it was equally important to accelerate the development
of both capital markets and insurance markets as
beneficial long-term resources for the economy. This was
among the key objectives of the Azerbaijan 2030:
National Priorities for Socio-economic Development (the
2030 National Priorities).

The ACDA under the MOA offers a range of subsidized
loans and investment grants to enhance agricultural
finance and investments. The products are offered
through a range of financial institutions, including
commercial banks, microfinance institutions and leasing
companies. The ACDA requested the technical support
of the Food and Agriculture Organization of the
United Nations (FAO) in order to better understand
the demand for finance and investments in agriculture,
to what extent this demand is currently being met by
public and private finance, and how the availability and
quality of finance could be enhanced. The ACDA further
requested an operational review of its credit and grant
support schemes, as well as suggestions on how to
improve and narrow the agricultural finance gap.

IMPACT

The project contributed to improvements in agricultural
financing mechanisms and agricultural investments,
a stated objective in the Strategic Roadmap and the
2030 National Priorities. The information contained in
seven analytical reports produced during the project
provided the ACDA with recommendations at the
strategic and policy levels, as well as regarding specific
products and procedures of ACDA’s current lending
and investment support activities. This analysis and the
related meetings and discussions held during the
project’s implementation will help the ACDA to increase
the availability of agricultural credit within the market,
while enhancing the leverage of public funding in terms
of mobilizing private finance and addressing market
failures. It has also increased the ACDA’s capacity to
proactively monitor the factors that shape this market
and efficiently manage this sector in a way that benefits
all concerned stakeholders. The ACDA has already started
to implement some of the recommendations as part of
recently launched products and initiatives. In the medium
term, the project can be expected to contribute to better
access and quality of financial services, especially by
small and medium-sized farmers.
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ACHIEVEMENT OF RESULTS

All of the activities laid out in the project document were
fully implemented, while all outputs were achieved. The
main outputs, as per the project document, include i) a
comprehensive assessment of the demand for agricultural
finance and investments and expected trends until 2030;
ii) a comprehensive assessment of the supply of
agricultural finance, including public and private sources;
and iii) a synthesis report capturing the key elements
of the supply and demand assessment, a financial gap
assessment, key issues and trends of the agricultural
sector and a range of recommendations covering
strategic and operational aspects. The demand
assessment was based on national databases including
the farmer registry system, covering over 400 000 farmers,
the farm management information system, as well as data
from the national statistics office and other sources. The
supply assessment was carried out using secondary data
provided by the Central Bank of Azerbaijan and primary
data collected through a survey of 25 financial institutions.
This was followed by face-to-face meetings with
representative subsets of financial institutions in Baku as
well as their rural branches.

In addition, a broader report on the agricultural sector,
financial sector and macroeconomic environment was
completed, covering structural changes, issues and trends
over the past 20 years. Moreover, three value chain
analysis reports on the dairy, apple and pomegranate
industries were produced in order to provide a more
in-depth analysis of the finance and investment needs of
key export and import value chains and to develop
recommendations for the ACDA and other stakeholders.
With regard to producing recommendations on improving
the effectiveness and leverage of ACDA’s model and
resources, a 20-page report with initial recommendations
was developed and shared in March 2022, together with
the supply, demand and agricultural sector assessment
reports, while a comprehensive synthesis report was
prepared in November 2023 and presented during the

closing meeting of the project.
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A total of seven analytical reports were produced during
the project, as well as interim recommendations. These
reports were discussed with the ACDA and other
stakeholders during a number of capacity building
workshops held during the project, including a half-day
stakeholder workshop in October 2022 to discuss the
initial findings, a technical meeting with the ACDA in
May 2023 to discuss the demand and supply assessments
and interim recommendations, and a final closing meeting
in December 2023. Periodic discussions throughout the
project’s implementation were held with the ACDA
and other key stakeholders, such as the Central Bank,
to share and confirm interim findings and address
the information needed to complete the analysis. The
methodology for carrying out the demand and supply
assessment was developed and implemented in
collaboration with the ACDA and other stakeholders
(Agricultural Research Centre and Central Bank).
Methodological notes were prepared at the beginning
of the project and updated at the end, factoring in
experiences during the implementation period and a
number of recommendations for strengthening data
collection and further analysis. The project’s success
in the long term will depend on the degree to which
ACDA and other national stakeholders adopt and
implement the recommendations developed under the
project.

IMPLEMENTATION OF WORK PLAN AND BUDGET

The project required a no-cost extension of approximately
two weeks. This was necessary to ensure the proper
closure of project activities. A number of delays were
encountered during the project’s implementation,
relating primarily to partial or delayed access to critical
data and information to conduct and complete the
demand and supply analysis. The project was able to
remain within its planned budget.

FOLLOW-UP FOR GOVERNMENT ATTENTION

It is recommended that the government and ACDA
take on and implement the policy and operational
recommendations made during the course of the project.
This includes the development of a list of green
technologies to be promoted by ACDA and other sector
agencies, as well as related supporting and monitoring
instruments. Additionally, it is advised that the
government improve the data and information base
on the farming sector through the full implementation of
the Farm Accountancy Data Network (FADN) used
by European Union member countries, or a similar
instrument.
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In addition, a more detailed assessment on the reasons
for credit rejections by banks and access to credit
constraints by farmers could be conducted through
dedicated surveys. Further follow-up activities can be
considered if and when requested by the local
counterpart. Additionally, further technical assistance
may be needed by local counterparts in order to
implement some of the project’s recommendations.

SUSTAINABILITY

1. Capacity development

The project provided analytical and advisory services to
the government with an existing portfolio of activity and
related funding. For this reason, much of the necessary
policy and legal infrastructure was already in place. The
project’s activities were geared towards making existing
mechanisms more efficient and recommending new
mechanisms to benefit the agricultural credit market more
broadly. Given that the project sought to make existing
infrastructure more efficient, furthering the sustainability
of, and integrating effectively with, existing policy and legal
frameworks was essential. For example, the Central Bank
was involved in project activities that resulted in more
detailed data on agricultural credit supply than is normally
published. This achievement was coupled with a number
of recommendations designed to strengthen collaboration
between key actors in agricultural finance under a working
group led by the Central Bank. Throughout the course of
the project, local counterparts were regularly briefed
regarding progress and interim results. Recommendations
were communicated and refined during implementation
and were partially taken on by the ACDA.

2. Gender equality

Issues related to gender equality were kept in mind
throughout the course of the project and its analysis.
However, the nature of the project and its high-level
analysis and strategic advice did not have any specific
positive or negative gender impact. It should be noted,
however, that both men and women participated in
project activities. Gender-disaggregated data on farming
activities and credit access are not currently available in
the country.
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3. Environmental sustainability

Very clear recommendations were made regarding the
“greening” of ACDA subsidies. Additionally, the project
advocated for the development of a list of
environmentally sustainable and climate-smart practices
that should receive greater levels of public support and
higher subsidy levels. Initial feedback regarding these
suggestions indicated that the ACDA was open to
introducing differential subsidy levels along these lines.
For instance, investments with higher environmental or
social co benefits would receive higher subsidy levels (in
terms of interest rate subsidies or matching grants) than
mainstream equipment.

4. Human Rights-based Approach (HRBA) — in particular
Right to Food and Decent Work

Although not specifically relevant, a human rights-based
approach was kept in mind throughout the course of the
project.

5. Technological sustainability

The project introduced the ACDA to a variety of
international best practices in agricultural finance and
strengthened their knowledge on methodologies for
supply and demand assessment, and enhancing the
effectiveness and efficiency of its instruments and
operating procedures. Overall, the baseline technical
capacity of the local counterpart is good and the
implementation of some of the recommendations will
depend upon the political decisions of the government,
within both the ACDA’s senior management and the
MOA, with regard to funding and support. However,
further technical assistance may be required to
implement some of the project’s recommendations.

6. Economic sustainability

An assessment of the project’s economic sustainability
will rely upon an analysis of events yet to occur. This
makes concretely determining the economic sustainability
of the project’s activities and recommendations difficult
to ascertain at this time. The project’s activities did not
produce any outputs to be consumed by the wider
market.



Expected . . . .
Im':)act icultural producers and other value chain actors have improved access to credits

The Agency has a better understanding on the demand for agricultural credits and is provided options for
more effective ways to meet this demand
Information base and framework for strategic plan for credits planning.
No systematic assessment and strategic plan existed.
Two assessment reports (on demand and supply, respectively) and one
recommendation report.
A total of seven analytical reports plus a document with interim recommendations was
produced during the project. Methodologies, interim results and final results were
discussed with the ACDA throughout the project’s implementation, and several
capacity-building workshops were held with the ACDA and other stakeholders in the

country. The ACDA has already started implementing some of the recommendations
made as a result of the project’s analytical work, thereby fully achieving the envisaged
target.

Assessment of the demand for agriculture credit and projection until 2025 and 2030

Assessment on agricultural credit demand and projections on future trends. 1

Baseline No assessment existed.

A comprehensive report on the current and future demand for credit and investment was completed. In

addition, a broader report on the agricultural sector, financial sector and microeconomic environment
Comments .

and related trends was completed. A more focused demand assessment was also carried out through

three value chain studies and related reports.

Inception mission

Activity 1.1 Yes

A five-day inception mission was conducted in early May 2022.
Activity 1.2

Agricultural sector analysis
Activity 1.3

Yes

A comprehensive report on the agricultural sector and its evolution over the past

20 years was prepared. Beyond its original scope, the report also assesses key
macroeconomic developments and trends in the financial sector, which are critical to
understanding the broader context of the agricultural finance supply and demand
assessments.

Yes

A demand assessment methodology was prepared in June 2022. It was subsequently
shared and discussed with the local counterpart and the Agricultural Research Centre.
Yes

A financing needs assessment was conducted and its results were reflected in the
demand assessment report.

Yes

An assessment was conducted as far as possible, based on available secondary data. The
results were included in the demand assessment report. Issues affecting this assessment
included geopolitical instability in the region and the high levels of uncertainty
associated with any projection.

Yes

Based on the available data, rough estimations were made regarding the ranges and
orders of magnitude. For a more granular assessment, it would be necessary to gather
primary data from farmers and conduct a thorough analysis of loan rejection rates by
financial institutions.

Activity 1.4

Activity 1.5

Activity 1.6



Analysis of financing needs of selected value chains
Yes

Critical investment needs and related financing requirements were assessed with regard
to the dairy, apple and pomegranate supply chains.

A more comprehensive and granular assessment, if needed, would require more time
and resources than are available for this project.

Activity 1.7

Analysis of the supply of agricultural finance (structure, size, evolution and challenges)

Indicators Achieved

Agricultural Finance Supply Assessment. 1
Baseline No assessment available.

A comprehensive supply assessment was carried out using secondary data provided by the Central Bank
Comments and primary data collected through a survey of 25 financial institutions. This was followed by face-to-face

meetings with representative subsets of financial institutions in Baku as well as their rural branches.

Methodology for supply assessment

Yes

A methodological framework was prepared in June 2022 and was subsequently shared
and discussed with the local counterpart.

Yes

Data were collected from the Central Bank, the ACDA and the Enterprise Development
Fund. The data were analysed and presented during workshops and in the final report.
Yes

More than ten financial institutions, including banks, leasing companies and

Activity 2.3 microfinance institutions, were interviewed, and the information gathered from these
discussions was incorporated into the project’s analytical efforts. A total of 21 financial
institutions responded to the survey questionnaire implemented in collaboration with
the Central Bank.

Yes

An operational review was conducted through interviews with ACDA staff, participating
financial institutions and farmers receiving ACDA loans and grants.

Yes

Meetings were held with a range of other government institutions, including the
Agriculture Insurance Fund, the Agricultural Services Agency, the Central Bank, different
branches of the MOA, the Agricultural Research Centre and the Agricultural Research
Institute. This was in addition to interviews with financial institutions and borrowers.
The results of these interviews were reflected in the reports produced by the project
team, especially in the demand and supply analysis.

Activity 2.1

Activity 2.2

Activity 2.4

Activity 2.5



Recommendations on improving the effectiveness and leverage of ACDA’s model and resources

Analysis and Recommendations Report. 1

No report existed.

In March 2022, a 20-page report with initial recommendations was developed and shared, together with
Comments the supply, demand and agricultural sector assessment reports.
In November 2023, a comprehensive synthesis report was prepared and presented during the closing

meeting in Baku.

Determination of financing gap

Activity 3.1 Yes
A financing gap assessment was conducted and presented in the final synthesis report.

Recommendations for ACDA
Activity 3.2

Yes

A comprehensive set of initial and final recommendations was prepared, shared and
discussed with the ACDA. It was subsequently revised according to the feedback
received.

Yes

The first consultation workshop was held in October 2022, during which the initial
results of the agricultural sector analysis and the agricultural supply and demand
analyses were presented to a broad range of stakeholders.

In May 2023, a two-day technical meeting was held with ACDA senior management and
technical staff to discuss the key findings of the supply and demand assessments and
initial recommendations were submitted in March 2023.

Broader recommendations for closing the agri-finance gap
Activity 3.4

Activity 3.3

Yes

Broader recommendations with regard to closing the agrifinance gap were included
in the initial recommendations, as well as in the final synthesis report.

Yes

Activity 3.5 The closing meeting was held on 20 December 2023 in Baku with officials from the
ACDA, the Central Bank, various departments of the MOA and banks and
representatives of the Microfinance Association.



Partnerships and Outreach
For more information, please contact: Reporting@fao.org

Food and Agriculture Organization of the United Nations
Viale delle Terme di Caracalla
00153 Rome, ltaly
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