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Agriculture is one of the core topics in impact investing as the
sector employs about 40% of the world's workforce according
the World Economic Forum (WEF). Figure 1 shows the im-
mense economic importance of agriculture essentially in devel-
oping countries, employing a majority of the working popula-
tion in Africa and Asia. Furthermore, three quarters of the poor
live in rural areas where people mostly rely on agriculture for
their livelihoods. Finally, global demand for food is expected to
grow by 60% by the year 2050. The developing countries har-
bor the major share of remaining global arable land, which un-
derlies the growth potential of the agricultural sector in these
regions. Smallholders are likely to play an important role in this
development as has been demonstrated in Asia during the
green revolution, but only if they adopt new technical innova-
tions and increase productivity.

Figure 1: Population active in agriculture (as % of total
economically active population)
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Agriculture has been a recurring theme (see also our Research
Flashes: “Agricultural productivity” dated 24/11/2011; “The
food security imperative” dated 24/11/2011; and “Frontier
Markets: Tapping Africa’s agricultural potential” dated
23/12/2011). In contrast to the longer-term and more global
agricultural problems, this Research Alert focuses on the agri-
cultural sector’s current challenges and its potential to reduce
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poverty by innovation, access to capital, better agricultural in-
puts and equipment, market information and provision of bet-
ter rural infrastructure.

Reducing undernourishment and malnutrition

The arguably most urgent challenge is to reduce malnutrition
that appears in the form of hunger, under- and over-nutrition
and micronutrient deficiencies in developing countries. Accord-
ing to the United Nations Hunger Report released in October
2012, nearly 870 million people were suffering from chronic
undernourishment in the period between 2010 and 2012, and
an additional one billion people endure negative health con-
sequences based on food inadequacy.

Figure 2: Hunger in the world
Note: Prevalence in % of total population indicated above
bars.
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As Figure 2 makes abundantly clear, undernourishment and
food inadequacy are most prevalent in Asia and Africa. While
Asia accounts for almost two thirds of the world's undemour-
ished, with 300 million people in South Asia alone, Africa is
the region with the highest prevalence of undernourishment
measured as the ratio of undernourished people to total popula-
tion.

The problem of malnutrition is strongly related to the im-
mense poverty in rural regions. Raising food prices combined
with low productivity of the smallholder farms are the main
reasons for malnutrition. Malnutrition, in turn, represents a
poverty trap as malnourished people cannot work efficiently
and are vulnerable to diseases. World Vision, a non-govern-
mental organization, claims that malnutrition in the first 1000
days after conception is especially serious, as it negatively im-
pacts a child's ability to grow and learn (www.worldvision.org).

Meds & Foods for Kids, LGT Venture Philanthropy

Haiti is one of the poorest countries, with an average
household income of around USD 400 a year and 76%
of Haitians living on less than USD 2 per day. One in
ten children in Haiti is acutely malnourished, and one in
five is underweight and one in 14 will die before reach-

ing the age of five. Meds & Foods for Kids (MFK) treats
and prevents malnutrition in Haiti by producing fortified
and ready-to-use peanut-based foods which supposedly
outperform previously existing treatments. Within six to
eight weeks of treatment, MFK claims 85% of under-
nourished children recover and with a treatment costing
USD 69 it is estimated to be 8 and 15 times cheaper
than hospital treatments. MFK uses local labor and re-
sources to manufacture the treatment and thereby con-
tributes to the development of the local economy. The
peanuts used for production are purchased from Haitian
farmers whenever possible and MFK shares knowledge
with local small-scale farmers to help increase quality
and yields of crops, thereby also contributing to agricul-
tural development. The project demonstrates a sustain-
able positive impact as over 40,000 children have been
treated since 2003. With a new factory opening in
2012, the total number of treated children is estimated
to reach 65,500 in 2013 and 75,600 in 2014.

Balancing the need for productivity and sustainability
The UN Food and Agriculture Organization (FAO) expects glob-
al demand for food to increase by 60% by 2050. This growing
demand collides with a constrained food supply due to a leg-
acy of under-investment, limits to arable land and growing wa-
ter scarcity. Small-scale farmers are likely to play an important
role in meeting demand, but require some agricultural invest-
ments in order to improve productivity. Productivity not only de-
pends on climate but also on efficient and effective use of
farmland, water, labor and farmer's skills. Agricultural inputs
such as fertilizers, irrigation, seeds and capital equipment are
important to enhance productivity. This increased use of inputs
should be aligned in a sustainable way as can be learnt from
Asia’s green revolution. Excessive use of fertilizers has des-
troyed the soil and contaminated drinking water in parts of
China and India. A new vision of agriculture, as broadly dis-
cussed at the WEF in 2010, needs to address the appropriate
use of irrigation and fertilizers without harming soils.

One Acre Fund (OAF), LGT Venture Philanthropy

Across Africa, over 33 million subsistence farmers cultiv-
ate less than an acre of land. OAF uses market solu-
tions to eradicate hunger permanently by concentrating
on one-acre subsistence farmers in Sub-Saharan Africa
— one of the largest groups of “forgotten poor” in the
world. OAF provides a market bundle consisting of fol-
lowing four components: (1) empowerment of local
groups by bringing farmers together; (2) farm education
in the form of the latest practices from top academic ag-
ronomists and translation into simple, easy-to-under-
stand lessons; (3) access to capital for environmentally
sensitive planting materials and fertilizers; and (4) crop in-
surance that pays farmers in the event of a significant
drought or disease. OAF currently operates in 19 dis-
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tricts across Kenya, Rwanda and Burundi. The fund'’s
latest performance report shows that the program grew
from 75,322 farm families in October 2011 to 134,115
farm families, serving more than 536,000 children in
April 2012. Farm income has increased by approxim-
ately two times per planted acre after program repay-
ment. The repayment rate is 98% and the program sus-
tainability reached 82% in April 2012, up from 77% six
months before. The target is to cover 86% by the end
of 2012. Break-even of the operations in Kenya and
Rwanda is expected within the next three years.

Gaining access to regional and global supply chains

The third challenge is the need for local markets and eventu-
ally an integration of smallholders into global food supply
chains. On the local level, insufficient infrastructure hinders the
spontaneous formation of regional markets. Since smallhold-
ers are often living dispersed in remote areas, they face diffi-
culties in bringing their harvest to market due to under-
developed infrastructure such as low road, railway and motor
vehicle density.

A union in the form of a cooperative is a first step to over-
come these barriers as it allows smallholders to interact in a
more coordinated way and to gain more bargaining power in
negotiations with their counterparts in the value chain. Cooper-
atives often bring more transparency and, through collective
acting, they can achieve better prices for their members. Addi-
tionally, they help their members to gain access to credit for
working capital and offer agricultural training.

According to the World Bank, smallholders would benefit
from diversifying into higher value markets. This could be
achieved by fair trade certification, organic food production or
an engagement in another stage of the food value chain such
as the processing of the harvest. Cooperatives play an import-
ant role in this field as well, as they can promote scalability by
bringing smallholders onto the same platform (see our Re-
search Alert on Fair Trade dated 30/07/2012).

Current protective trade regimes in industrial countries
hinder the unleashing of agricultural potential in the developing
world, with the International Food Policy Research Institute es-
timating that the failure of the Doha round will reduce develop-
ing countries’ agricultural exports by about 12%. Policy re-
forms in developed as well as developing countries are there-
fore crucial for smallholder farmers to gain access to world
markets.

Manduvira Cooperative, responsAbility

The Manduvira Cooperative (Cooperative) in Paraguay
has grown to be the leading producer and exporter of or-
ganic and fair trade certified sugar in the world. In the
past, regional farmers had to sell their harvest to the
dominant regional mill at a low price. The Cooperative
has recently decided to run its own organic mill in order

to add value to the production chain. The Cooperative re-
ceives a fair trade premium of which half is given to
members in an equitable form and a Fairtrade Assembly
decides over the use of the other half. For instance, a
full service healthcare center available to all members
and the community, as well as the new mill, have been
partly financed with the fair trade premium. Furthermore
members have access to services such as savings and
credit, agricultural assistance, health and agricultural
training, education, art, music, languages and comput-
ing courses. Today, the Cooperative exports fair trade
certified organic sugar to 18 countries in the world
through the fair trade markets. Along with cane sugar,
the Cooperative also produces sesame, cotton, fruit and
vegetables.

The transformation of agriculture

Smallholder farmers in developing countries form part of the
poorest social stratum in the world. Paradoxically, the reliance
on relatively inefficient small-scale agriculture considered as
one of the origins of the problem is simultaneously part of the
solution, since changes in agricultural priorites and ap-
proaches can significantly ameliorate the social stance of small-
holders. Investments in agricultural development in low-income
countries can have a positive impact on malnutrition by redu-
cing poverty in a cost-competitive manner. Gross domestic
product (GDP) growth induced by agricultural growth is con-
sidered to be more effective in reducing poverty amongst the
poorest of the poor than GDP growth originating in any other
sector. Indeed, agricultural growth is thought to be 11 times
more effective in reducing poverty in Sub-Saharan Africa com-
pared to 3.5 times in China and 2.7 times in Latin America, ac-
cording to the FAO.

The transformation into a more productive and sustainable
agriculture requires a large amount of capital that can hardly
be provided by the public alone. Private investments will be
needed to boost productivity, which will positively impact
poverty reduction. From a longer-term perspective, solutions
have to be found that connect the small-scale farmers to the
markets. The worldwide demand for food is growing strongly.
Traditional forms of agriculture will not be able to satisfy de-
mand and an integration of developing countries will be key for
a smooth development. This transformation will offer many op-
portunities for impact investors, ranging from high-risk and
high-impact to low-risk and more financially focused invest-
ment solutions.

Conclusion
While agricultural change in the developing world is necessary
to reduce poverty and malnutrition, it will also offers an oppor-
tunity to connect these countries with the world market to cov-
er future demand. Impact investments in agriculture are likely
to boost productivity and result in a higher income for the rural
poor. The initiatives are likely to trigger spillover effects by cre-
ating new jobs on farms and in related industries.
(12/12/2012)
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Risk disclaimer

Investors should consider this report as only a single factor in
making their investment decision. For a discussion of the risks
of investing in the securities mentioned in this report, please
refer to the following Internet link:

https://research.credit-suisse.com/riskdisclosure

CS may not have taken any steps to ensure that the securities
referred to in this report are suitable for any particular investor.
CS will not treat recipients as its customers by virtue of their
receiving the report. The investments or services contained or
referred to in this report may not be suitable for you and it is
recommended that you consult an independent investment
advisor if you are in doubt about such investments or
investment services. Nothing in this report constitutes
investment, legal, accounting or tax advice or a representation
that any investment or strategy is suitable or appropriate to
your individual circumstances or otherwise constitutes a
personal recommendation to you.

The price, value of and income from any of the securities
or financial instruments mentioned in this report can fall as well
as rise. The value of securities and financial instruments is
subject to exchange rate fluctuation that may have a positive
or adverse effect on the price or income of such securities or
financial instruments. Investors in securities such as ADR’s,
the values of which are influenced by currency volatility,

effectively assume this risk. Structured securities are complex
instruments, typically involve a high degree of risk and are
intended for sale only to sophisticated investors who are
capable of understanding and assuming the risks involved. The
market value of any structured security may be affected by
changes in economic, financial and political factors (including,
but not limited to, spot and forward interest and exchange
rates), time to maturity, market conditions and volatility, and
the credit quality of any issuer or reference issuer. Any
investor interested in purchasing a structured product should
conduct their own investigation and analysis of the product and
consult with their own professional advisers as to the risks
involved in making such a purchase.

Some investments discussed in this report have a high
level of volatility. High volatility investments may experience
sudden and large falls in their value causing losses when that
investment is realized. Those losses may equal your original
investment. Indeed, in the case of some investments the
potential losses may exceed the amount of initial investment,
in such circumstances you may be required to pay more
money to support those losses. Income vyields from
investments may fluctuate and, in consequence, initial capital
paid to make the investment may be used as part of that
income yield. Some investments may not be readily realizable
and it may be difficult to sell or realize those investments,
similarly it may prove difficult for you to obtain reliable
information about the value, or risks, to which such an
investment is exposed.
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Absolute stock performance

The stock recommendations are BUY, HOLD and SELL and are depend-
ent on the expected absolute performance of the individual stocks, gener-
ally on a 6-12 months horizon based on the following criteria:

BUY 10% or greater increase in absolute
share price

HOLD variation between -10% and +10% in
absolute share price

SELL 10% or more decrease in absolute
share price

RESTRICTED In certain circumstances, internal and ex-

ternal regulations exclude certain types
of communications, including e.g. an in-
vestment recommendation during the
course of Credit Suisse engagement in
an investment banking transaction.

TERMINATED Research coverage has been concluded.

Absolute bond performance

The bond recommendations are based fundamentally on forecasts for total
returns versus the respective benchmark on a 3-6 month horizon and are
defined as follows:

BUY Expectation that the bond issue will out-
perform its specified benchmark

HOLD Expectation that the bond issue will per-
form in line with the specified bench-
mark

SELL Expectation that the bond issue will un-

derperform its specified benchmark

Overall interests only
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HOLD 50.87 % 49.8 %
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RESTRICTED 2.83 % 3.15%

Relative stock performance
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pricing, and eamnings data provided by outside data vendors are subject to
quality control and may also be adjusted to more closely measure the un-
derlying economics of firm performance. These adjustments provide con-
sistency when analyzing a single company across time, or analyzing mul-
tiple companies across industries or national borders. The default scenario
that is produced by the Credit Suisse HOLT valuation model establishes
the baseline valuation for a security, and a user then may adjust the de-
fault variables to produce alternative scenarios, any of which could occur.
The Credit Suisse HOLT methodology does not assign a price target to a
security. The default scenario that is produced by the Credit Suisse HOLT
valuation model establishes a warranted price for a security, and as the
third-party data are updated, the warranted price may also change. The de-
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fault variables may also be adjusted to produce alternative warranted
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Suisse HOLT methodology is available on request.
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