
  
 

The Development of Innovative Financing Mechanisms and its Implications for 
Agriculture and Food security 

 
 
How new sources of funding and innovation in the way funds are spent, coupled with redirected 
Official Development Aid, may have a catalytic impact on investment and development. 
 
Innovative Financing Mechanisms for Development 
 
Introduced into the international debate on development aid during the Monterrey Summit in 2002, 
then in 2005 at the Paris Conference on Aid Efficiency, the notion of innovative financing emerged in a 
context of growing constraints on Official Development Assistance (ODA). It refers to development 
financing initiatives that move beyond traditional bilateral and multilateral fundraising and spending 
mechanisms so as to offer greater predictability and stability. Representing approximately 5 percent 
of total Official Development Assistance (ODA), the scale of innovative financing remains relatively 
small (some more than USD 6 billion since 2006), although some instruments may have a much larger 
potential.  
 
Successful examples of such financing are in the health sector, like the tax on airline tickets, the use of 
donors’ funds to guarantee research and prices for drugs and vaccines in developing countries. The 
first mechanisms implemented were three: The International Drug Purchasing Facility (UNITAID), 
which is mainly funded by the air-ticket solidarity levy applied in 13 countries, reduces the cost of 
high-quality drugs to treat HIV/AIDS, malaria and tuberculosis in developing countries; The 
International Finance Facility (IFF), which uses markets to convert future donations by governments 
into money available for immediate spending on vaccines through government backed bonds. Raising 
5 billion dollars, the IFF has the objective to save the lives of 6.5 million children by 2015 and will 
alone account for more than half of the 4th Millennium Development Goal (reduce by two thirds the 
under-five mortality rate by 2015). Finally, the Advanced Market Commitment (AMC), which 
stimulates the development and manufacture of new medicines for developing countries by 
guaranteeing the price of the vaccines once they have been developed. In exchange for these 
incentives, pharmaceutical companies are legally binded to provide those vaccines at an affordable 
price for a certain period of time. 
 
Created in 2006, the Leading Group on Innovative Financing for Development is the main platform for 
advocacy and political mobilization of innovative mechanisms complementary to Official 
Development Assistance. Based on voluntary membership, it consists of 63 States, major international 
organizations and NGOs. Other innovative financing initiatives currently being explored by the 
Leading Group are in the field of: the fight against tax evasion and illegal financial flows; the reduction 
of the costs of migrants’ remittances and channelling of migrant transfer toward productive or social 
investment in their country of origin, a surtax on the profits of multinationals, a special taxation on 
the purchase of arms and weapons, other voluntary contributions (credit cards, restaurant bills).  
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However, the one initiative elaborated within the Leading Group that has perhaps attracted more 
widespread attention is the tax on financial transactions. The notion of a tax on financial transactions 
(TFT) – initially proposed by James Tobin in 1972 as part of a strategy to reduce speculation – has 
gathered considerable momentum in international debates over the last two years, particularly in the 
G20 forum under French presidency. France, which has been leading the way in promoting innovative 
financing for development, calls for the implantation of a global tax on financial transactions for 
development. The FTT arose, within the Leading Group, from the idea of finding additional financing 
to combat global poverty but now, due to the present economic difficulties, the realistic attempt is to 
devote a fraction of this tax to development purposes. According to the European Commission, the 
FTT is expected to yield €35 billion a year in revenue that should be used to address global challenges 
and restore public finances. 
 
As stated by European leaders, the FTT should not hinder the development of the real economy in 
Europe, nor be an additional burden for small savers and small- and medium sized enterprises. At the 
same time, the FTT should enable the financial sector to make a fair and significant contribution to 
global public goods such as the eradication of world hunger and environmental protection. FTT 
proceeds could both help restore budgetary equilibrium and provide new resources, a significant part 
of which should benefit the poorest countries.  
 
A TFT was introduced in France on 1 August 2012, and applies to transactions in shares of publicly 
quoted French companies with a maximum stock exchange capitalization of €1 billion (0.2%), as well 
as to high frequency trading operations and insurance contracts offering protection against 
government default risks (0.02%). Given the failure of the 27 states to reach an agreement on the 
European TFT project, a group of 11 European states (Germany, France, Spain, Italy, Belgium, 
Portugal, Greece, Austria, Estonia, Slovenia, and Slovakia) was established with the aim of adopting a 
TFT through strengthened cooperation. This project was endorsed by the Ecofin Council on 22 January 
2013. Discussions in the relevant European Council working group started immediately after the 
European Commission proposal was tabled. In these discussions, all EU Member States can 
participate, but only the 11 participating Member States will have the right to vote and agree on a 
European Directive. Once agreed upon at European level, participating Member States will have to 
transpose the Directive into national legislation. If agreement is found and there is a speedy 
transposition into national law by the participating Member States, this common framework for an 
FTT could still enter into force towards in 2014. 
 
Innovative Financing Mechanisms for Agriculture 
The case for Public-Private Partnerships 
 
Since 2011, FAO has been leading the thinking on innovative financing for agriculture, food security and 
nutrition together with IFAD and WFP. Similarly to what was done for the tax on financial transactions, in 
2013, an International Task Force, under the aegis of the Leading Group and serviced by FAO, submitted 
a report on Innovative Financing Mechanisms for Agriculture, Food Security and Nutrition. The key 
message was that international financing efforts, be they “innovative” or “traditional,” must be put in 
context: agricultural productivity and food security are largely driven by national policies and private 
actors, from smallholders to global commodities companies. Innovative financing can/should 
therefore only play a complementary and catalytic role. 
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More investment is certainly needed in certain areas e.g. food security, adaptation to climate change 
and resources mobilization and advocacy is still necessary. However, it is  also commonly agreed upon 
that we need to better and more fully spend what is already available; in other words, too often, 
focusing on advocating for the allocation of more resources leads to a neglect of spending entirely 
what is already available. It is for this reason that in addition to looking for more resources and 
innovative funding sources, for example new taxes which are not so innovative, we need to 
progressively introduce innovation in the way existing financial and technical resources are 
channelled into the agricultural sector (ODA, national budgets, private investment). 
 
The private sector is increasingly becoming the driving force behind rural economies in many 
developing countries, particularly in Africa, but the general move towards market economies does not 
necessarily reflect the interests of poor rural people. If not supported and given a voice, poor rural 
women and men struggle to capture the opportunities available in this new environment. Strategic 
alliances between business, government and civil society are a growing feature of both developed and 
emerging economies. Such multi-stakeholder partnerships are necessary because it is increasingly 
clear that no one sector in society can deliver the complexities of sustainable development alone. 
Public-public partnerships are therefore an innovative means to raise and channel resources for food 

security. 

Therefore, since cost and risk are the two major bottlenecks limiting agricultural finance, Value-Chain 

Financing opens up the potential for much investment to agriculture be that public (ODA, national 

budgets) or private. In particular, risk management and warehouse receipts, advance market 

mechanisms and migrants’ remittances may offer opportunities for blended public and private 

funding. 

Regarding Risk Management Tools such as Farmers’ Weather-Index Insurance Schemes, farmers 

face a variety of market and production risks that make their incomes unpredictable from year to 

year. Index insurance is a financial product that is linked to an index highly correlated to local yields. 

Pay-outs on the insurance policy are triggered by pre-specified patterns of the weather index, as 

opposed to the actual yields of the crops (very costly to be verified through field visits) . Given the 

consequences of global climate change, weather index insurance may also play a role in supporting 

adaptation strategies in developing countries. ODA may therefore support national insurance 

schemes. 

In Warehouse Receipts, producers and/or traders deposit their produce at the warehouse and are, in 

turn, issued a receipt certifying secure and safe storage of the goods for a specified period of time. 

The warehouse receipts serve as collateral or pledge for securing loans from banks or other lenders 

with the condition that proceeds from the sale of the produce should first be used to repay the loan. 

If public money (national budgets and ODA) are used to trigger off and support the above (private) 

two value chain financing schemes, the multiplier effect on agricultural production and food security 

may be very important, particularly in countries with fragile agriculture, and ODA funds in support of 

such schemes could have a multiplier effect. 
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Advance market mechanisms A third example of public-private partnerships to catalyze private 

investment is provided by Advance market mechanisms through which donors commit money to 

guarantee minimum prices and markets for agricultural and nutritional innovative products (e.g. animal 

vaccines, improved seeds, local ready-to-use food) that could be developed by the private sector. 

Migrants’ remittances. As a final example, the promotion of the investment of migrants’ remittances in 
agriculture. In other words, matching each dollar sent by migrants home with ODA resources and 
appropriate national credit and fiscal policies, in order to encourage collective investments in agriculture 
instead of the present fragmentation whereby out of  the over USD 500 billion per year that migrants 
send home,  not more than 10-20 per cent goes to saving and investment (and even less to agriculture). 

In conclusion, development agents such as FAO, can act as catalysts to enhance private and public 
sector investments, adding value from a development perspective.  Support to boost private and 
public sector initiatives, might include: policy advice, pilot projects, technical assistance, training and 
capacity building. In doing so, we will need to look hard at the evidence and the effectiveness of what 
we and others are doing to accelerate and deepen these kinds of partnerships and blending of public 
and private resources in the poorest regions of the world. Innovative financing mechanisms for 
agriculture and food security may therefore be an avenue to progressively channel official 
development assistance in such a way that for each dollar made available by resource partners and 
donors, the public and the private sector in the beneficiary countries make their part. 

 

Maurizio Malogioglio, Senior Policy Officer FAO June 2014 

 

 
 

 
 
 

 


