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ABSTRACT

The study addresses empirical evidence on the impact of rural microfinance on smallholder farmers’ partici-
pation in agri-food value chains in South Africa. The study objectives were to categorize evidence on how microfi-
nance influences smallholder farmers’ integration into agri-food value chains and evaluate which financial services
have the most significant effect on productivity and market participation. The study adopted the Preferred Report-
ing Items for Systematic Reviews and Meta-Analyses (PRISMA) 2020, using the prescribed strategies to allow for
transparency and replicability. The information sources encapsulate peer-reviewed journal articles, government
reports, and grey literature. Procedurally, databases and numerous sources were searched as follows: Academic
Databases, including Scopus, Web of Science, Science-Direct, EBSCOhost, SpringerLink; and regional sources such
as African Journals Online (AJOL), Sabinet, Institutional Repositories which encompass the Food and Agriculture
Organization of the United Nations (FAO), the International Fund for Agricultural Development (IFAD), World Bank,
and the Department of Agriculture, Land Reform and Rural Development (DALRRD) reports; ResearchGate, Google
Scholar, and Non-Governmental Organization (NGO) reports. The study reveals that access to microcredit and sav-
ings helps enhance smallholder participation in agri-food value chains by empowering investments in inputs, farm
expansion, and productivity. For microfinance instruments, credit exhibited the strongest evidence of impact, facili-

tating market-oriented production and value chain integration. Savings groups significantly contribute to resilience
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and social capital, while insurance remains underutilized due to affordability and awareness constraints. Further,

gender and socio-economic differences continue to mediate outcomes, necessitating tailored financial products and

training programmes to ensure equitable participation. The study recommends improvement of micro-financial

programme design, institutional partnerships, gender-responsive policies, and farmer education.
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1. Introduction

South Africa has been endowed with a dualistic
agricultural system where commercial agriculture is
largely white-owned and occupies about 72% of farm-
land, with the dominance of grains, oilseeds, and meat
production. While about 2 million black smallholders
and subsistence farmers thrive on just 4% of land, of-
ten exhibited on communal holdings, engulfed with low
productivity, inadequate mechanization, and negligible
access to finance and markets. Smallholder agriculture
in South Africa remains very critical to rural livelihoods,
food security, and transformation policy agendas such
as the National Development Plan (NDP); nonetheless, it
remains relegated in agro-processing and formal value

chains Y.

The value chains in South Africa’s agri-food
sector span production, processing, post-harvest han-
dling, distribution, and retailing. The commercialized
agricultural activities involving the production of maize,
sugarcane, poultry, and fruits are well-developed and
vertically integrated. Smallholder agriculture typically
operates in informal or semi-formal agricultural chains
and faces multiple challenges and limited market ac-

cess!?l,

However, smallholders occupy a small share
of land and contribute relatively little to national GDP,
but they are critical for rural food security and liveli-
hoods. The contributions of agriculture to GDP amount
to about 2.5-2.6% and formal employment 5%, while ca-
sual labour in smallholder farming also provides income
to numerous rural workers. Furthermore, smallholder
farmers encounter a range of structural constraints lim-
iting their performance. This includes inadequate ac-
cess to land and tenure insecurity. Communal land
tenure systems reduce investment incentives and limit
credit access. Land reform has transferred about 30%
of land via “willing-buyer, willing-seller” transfers, but

often with communal ownership regimes that hinder

productivity; secondly, limited finance and rising input
costs manifest in poor access to affordable credit, de-
spite schemes such as Micro Agricultural Financial In-
stitutions (MAFISA) and government agricultural subsi-
dies; input costs remain exorbitant[3l. Thirdly, endemic
and weak infrastructure—poor roads, inadequate stor-
age facilities, irrigation, and unreliable electricity ham-
per production and transport, leading to post-harvest
losses and market exclusion. Fourthly, restricted and
declining extension services and technical education,
low training levels in agro-processing, and lack of en-
trepreneurial skills further limit value-chain participa-
tion[*. Fifthly, the market access barriers translate into
selling farm products via informal channels. However,
institutional and policy support are abounded and cut
across government programmes: Key initiatives include
the National Development Plan; the Agricultural Policy
Action Plan; the Comprehensive Agricultural Support
Programme (CASP); Agri-Processing Support Scheme
(APSS); the Agriculture & Agro-processing Master Plan
(AAMP); and youth training via the National Rural Youth
Service Corps (NARYSEC); co-operatives and aggrega-
tion which are promoted as facilitators for aggregation
and market leverage; Roof of private actors/NGOs which
entails organizations such as Solidaridad and AgriSA
which support women and youth by, providing train-
ing, inputs, technical support and linking farmers to for-
mal buyers. Finally, digital innovation, which drives
the uptake of digital tools, mobile advisory services, e-
marketplaces, remote sensing, and traceability systems,
improves market access, financial inclusion, input man-
agement, and planning; yet, adoption faces connectivity
gaps and literacy constraints [°],

In South Africa, the structure of the agri-food value
chain is made up of formal, vertically-integrated, dom-
inated by large-scale producers, processors and retail-
ers, notably in sectors like maize, sugar, fruit, poultry,
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and dairy, and these chains give quality control and ex-
port orientation while the low-entry informal or semi-
formal chains are usually dominated by smallholders,
traders, local markets, roadside stalls, or own consump-
tion. However, there are pathways for smallholder par-
ticipation which encompass three main entry routes:
a) contract farming or out-grower schemes where buy-
ers (e.g., processing firms, mills, horticultural exporters,
supermarkets) contract smallholders to produce spec-
ified crops under defined quality, quantity, and deliv-
ery schedules. Often, buyers supply inputs, technical
advice, loans, or transport. Such schemes are com-
mon in the sugar, tobacco, cotton, fruit, poultry, and
forestry sectors!®l. With good management, integrate
smallholders into formal markets; however, contracts
may pose difficulty for farmers if power is lopsided.
b) Aggregation via cooperatives or clusters also exists
where smallholders join producer organizations or clus-
ters, enabling shared logistics, collective certification,
and negotiation power. However, some successful mod-
els like Solidaridad horticulture project across Gauteng,
Limpopo, Eastern Cape, Mpumalanga, and KwaZulu-
Natal enabled local certification for some farmers, link-
ing them to Pick n Pay, Yukon, Food Lovers, Dewcrisp,
and Hello Choice retailers!”l. Lastly, c) the institutional
and NGO-led market initiatives, like the NGOs and PPPs,
provide bridging support: training in good agronomic
practices, record-keeping apps (e.g., WADI Virtual Assis-
tant, Farming Solutions App), quality control, certifica-
tion support, traceability systems, and linking to mar-
kets.

There are key challenges that inhibit smallholder
inclusion in the value chain: i) inadequate affordable in-
puts, credit, poor extension advice, climate vulnerabil-
ity, water and energy shortages ii) limited capacity for
sorting, grading, cold storage, quality control, and cer-
tification compliance iii) supermarkets have high entry
requirements, and as such there is slow integration of
black small medium producers and high mark ups in
fresh produce markets; iv) most co-operatives are under-
resourced and poorly governed!®l. Nevertheless, there
are emerging enablers to enhance performance and ame-
liorate some of the constraints of smallholder access

to the value chain and they include public-private part-

nerships (PPPs): initiatives through DALRRD, NEF and
NDP emphasize infrastructure, agro-processing hubs,
value-chain services and procurement preferences for
black, women and youth producers; digital and Agri-tech
solutions: Apps and platforms improve access to mar-
ket information, weather data, traceability, input or-
ders and remote advisory thereby improving productiv-
ity and incomes if well adopted; strengthening of cooper-
atives and certification: aggregation and certification un-
lock market access, improve compliance and enable pre-
mium pricing; and adoption of credit models by small-
holders: credit risk models, inclusive of finance schemes
and supplier funds support farmers through off-take ar-
rangements and affordable lending ).

In South Africa, microfinance spans financial ser-
vices such as microcredit, micro-savings, microinsur-
ance, and payment services, targeted at low-income pop-
ulations who lack adequate access to formal banking
and financial systems. The aim is to enhance financial
inclusion, support livelihood strategies, and build re-
silience among the poor by providing small loans, sav-
ings mechanisms, and insurance tools tailored to rural
contexts. In most rural South Africa, access to formal
banking remains limited, with many smallholder farm-
ers and rural households lacking collateral and a credit
history. Against this backdrop, programmes such as
MAFISA (Micro Agricultural Finance Scheme of South
Africa) and VSLAs (Village Savings and Loan Associa-
tions) have emerged to address these financial gaps and
facilitate credit, savings, and insurance schemes tailored
to local needs 1],

In conclusion, the article synthesizes evidence on
the impact of rural microfinance on smallholder farmers’
participation in agri-food value chains in South Africa.
The article first characterized agriculture in South Africa:
the dualistic nature of agriculture, smallholder and com-
mercial, typical farming systems, challenges, and en-
abling supports. It surveys the structure of agri-food
value chains, with attention to smallholder participation
pathways, challenges, and institutional actors. Finally, it
discusses emerging trends such as aggregation, cooper-
atives, contract farming, digital tools, and public-private
partnerships. It starts with an abstract that explicitly

summarizes the objectives, rationale, and main findings.
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The method adopted encapsulates a systematic review
strategy and follows the Preferred Reporting Items for
Systematic Reviews and Meta-Analyses (PRISMA) 2020
guidelines (see Supplementary Materials), which im-
bue transparency and replicability. The procedure in-
cludes stated eligibility criteria, data sources, search
strategies, screening processes, data removal methods,
and synthesis techniques. In the discussion and conclu-
sion, the article succinctly synthesizes the findings and
the policy implications.

2. Problem Statement and Ratio-
nale

In South Africa, agriculture remains the basic
source of livelihood for rural households, particu-
larly the smallholder farmers who contribute to food
security, poverty alleviation, and rural employment.
Notwithstanding their significance, smallholder farm-
ers continue to function at the margins of the agri-food
economy, branded by low productivity, subsistence-
oriented production levels, and marginal participation
in formal value chains. Another challenge inhibiting
smallholder commercialization and value chain par-
ticipation is limited access to financial services, in-
cluding credit, savings, and insurance mechanisms tai-
lored to rural contexts!'Y. Another issue is the in-
adequate formal credit penetration among smallhold-
ers, where access to finance becomes a precondition
for smallholders to invest in quality inputs, adopt im-
proved technologies, and meet the volume and quality
requirements of competitive agri-food value chains['2],
A study3! reports that formal credit access in rural
South Africa remains negligible, with most smallhold-
ers excluded from commercial banking systems due to
a lack of collateral, irregular incomes, and high trans-

action costs 4],

In closing gaps, credit programmes
like the Micro Agricultural Finance Scheme of South
Africa (MAFISA) were introduced, yet their coverage
and presence have been limited. Indications show that
MAFISA loans often favour better-resourced farmers
who already possess productive assets, while marginal
farmers who make up a considerable number are left

out™!, In addition, smallholder farmers often rely on

informal financing approaches, such as rotating sav-
ings and credit associations (ROSCAs) and village sav-
ings and loan associations (VSLAs), which provide small
loan amounts %], The exclusion constraints smallhold-
ers’ ability to procure better-quality seeds, fertilizer,
farm mechanization services, and irrigation infrastruc-
ture, which are vital for meeting value chain require-
ments. As aresult, their participation remains confined
to informal markets where returns are low, and risk

171, Some constraints manifest in dis-

exposure is high
criminatory lending practices, lower asset ownership,
and cultural norms that limit poor households’ con-
trol over resources and decision-making. Studies['®]
reveal that some smallholder farmers receive signifi-
cantly less agricultural credit than commercial farmers,
despite evidence that smallholder farmers invest more
in household welfare and productivity. Besides, con-
tractual arrangements in formal value chains more of-
ten require compliance with strict standards and reli-
able supply volumes. These prevailing conditions are
not achievable by small farmers without integrated
support packages that combine finance, training, and

infrastructure 19,

Nonetheless, the forms of savings,
like VSLAs, have shown positive effects on household
and women’s empowerment, but their influence on

(201, In conclu-

formal value chain integration is bleak
sion, the article enumerated gaps: low formal credit ac-
cess among smallholders, including inadequate finance,
infrastructure, and capacity; and limited evidence on
which financial services most effectively enhance pro-
ductivity and value chain participation. Tackling these
gaps requires evaluation of microfinance interventions
and their role in facilitating inclusive value chain devel-
opment. Against this backdrop, the article evaluates the
impact of rural microfinance on smallholder farmers’

participation in agri-food value chains in South Africa.

3. Research Questions and Objec-
tives

The study posed the research question: What is the
impact of rural microfinance (microcredit, savings, and
insurance services) on smallholder farmers’ participa-

tion in agri-food value chains in South Africa?
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Objectives

i) To identify and synthesize evidence on how mi-
crofinance influences smallholder farmers’ inte-
gration into agri-food value chains.

To assess which financial services (credit, sav-
ings, insurance) have the most significant effect
on productivity and market participation.

4. Research Methodology

The study adopted an orderly review, which fol-
lows the Preferred Reporting Items for Systematic Re-
views and Meta-Analyses (PRISMA) guidelines that
allow transparency, replicability, and methodological
rigor. The review was designed to synthesize empir-
ical evidence on the impact of rural microfinance on
smallholder farmers’ participation in agri-food value
chains in South Africa. The protocol includes clearly de-
fined objectives, eligibility criteria, data sources, search
strategies, screening processes, data extraction meth-
ods, and synthesis approaches!?!l. The review was pre-
pared to capture empirical evidence on the impact of ru-
ral microfinance on smallholder farmers’ participation
in agri-food value chains in South Africa. The proce-
dure includes worded objectives, eligibility criteria, data
sources, search strategies, screening processes, data ex-
traction methods, and amalgamation approaches.

4.1. Identification

For identification, an all-inclusive search was con-
ducted across multiple electronic databases, including
Scopus, Web of Science, Google Scholar, and ScienceDi-
rect, using predefined keywords such as “microfinance,”

» o«

“microcredit,

» o

savings,” “insurance,

» o«

value chain par-
ticipation,” and “South Africa” However, the initial
search generated 820 records. Also, an additional 45
records were identified through manual searches of ref-
erence lists, institutional repositories, and grey litera-
ture sources such as IFAD, FAO, and World Bank reports.
This resulted in a total of 865 records before duplicates

were removed.

4.2. Screening

In the screening process, all identified records were
transferred into a reference management tool (EndNote
X9) to facilitate duplicate removal. However, after re-
moving 85 duplicates, 780 unique records were left
for screening. The titles and abstracts were screened
against the inclusion and exclusion criteria (Figure 1)
to regulate relevance. Progressively, 600 records were
excluded for reasons such as: not related to rural micro-
finance, not focused on smallholder farmers, and no link-
age to agri-food value chains. At this stage, 180 articles
were for full-text review.

search & manual search (n =
820 + 45 = 865)

Records identified via database

a2

Records removed after
duplicates
(n=780)

Records excluded (n
=85)

Idennﬁcatlocn{

3

Records screened (title and
abstract (n = 780)

Screening{

Records excluded
(6001

Eligibility
eligibility (n = 180)

Full text articles assessed for

Full-text articles
excluded with reasons (n
=120): —notmeeting

111

. 2

impact (n = 50),
—Not microfinance-
related (n = 35),

synthesis (n = 60)

Studies included in qualitative

—No value chain
outcomes (n =20), —
weakness, insufficient

Includecl{

data (n=15)

Figure 1. PRISMA flow diagram depicting methodological synthesis.

Source: own compilation, 2025.
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4.3. Eligibility

Full-text screening was conducted on 180 articles
to assess compliance with all eligibility criteria. These
included: studies or articles published between 2010
and 2024, studies focused on rural microfinance ser-
vices (credit, savings, insurance), studies examining im-
pact on smallholder farmers in South Africa (or compar-
ative sub-Saharan Africa (SSA) contexts with relevance),
and inclusion of outcomes related to agricultural produc-
tivity, market participation, or value chain addition. In
the interim, 120 articles were excluded for the follow-
ing reasons: Not meeting the analysis on microfinance
impact specifically (n = 50), aligned and referenced to
commercial or large-scale farming (n = 35), lacked value
chain or market participation indicators (n = 20), and
had methodological weaknesses or insufficient data (n
=15).

4.4. Included

In summary, 60 studies met the inclusion criteria
and were incorporated into the study, as this number suf-
ficiently provided quantitative and qualitative synthesis,
as depicted in the PRISMA flow diagram in Figure 1.

5. Results

The study succinctly used a systematic review to ex-
amine the impact of rural microfinance on small farmers’
participation in agri-food value chains in South Africa
(Table 1 and Figure 2). The objectives of the study
were: to identify and synthesize evidence on how mi-
crofinance influences smallholder farmers’ integration
into agri-food value chains, and assess which financial
services (credit, savings, insurance) have the most sig-
nificant effect on productivity and market participation.
These objectives were categorized into 6 thematic areas

(sub-objectives) to indicate the balance of evidence.

5.1. Frequency Distribution of Reviewed
Literature

In the area of access to credit, 28 studies (31%)
were used, indicating the most researched area with
strong evidence that rural finance primarily serves to

increase smallholder farmers’ access to financial cap-
ital in South Africa (Table 1 and Figure 2).

ever, numerous studies®* demonstrate that microcre-

How-

dit and savings groups assist in reducing credit chal-
lenges, although some caution about the likelihood of
over-indebtedness. The impact on productivity and mar-
ket participation (Figure 2) highlights an important
cluster of literature with 22 studies representing 24%,
showing the positive role of microfinance in improving
productivity, commercialization, and integration into
the markets. Nevertheless, there is mixed evidence: al-
though access to credit can boost input use and increase
yields, poor infrastructure and market volatility may

1351 About value chain linkages,

limit long-term benefits
19 studies (21%) were sampled. The value chain link-
ages appear critical, with results revealing how micro-
finance can integrate smallholder farmers into the agri-
food value chain through contract farming and value

chain finance [3].

Studies also emphasize the empow-
erment of women and the sidelined groups of the com-
munity through microfinance. But gender inequality
will persist if authorities fail to address endemic and
systemic barriers like land ownership, land rights, and
household decision-making 3. The challenges and risk
category had 12 studies examined, amounting to 13%
of the selected literature. The body of work concen-
trated on risk, such as debt cycles, the sustainability of
MFIs, and financial exclusion. Some studies 38! warned
against assuming that microfinance is a “magic silver
bullet” and further highlight the importance of harmo-
nizing services. In the complementary services group,
the reviewed literature was 10 studies (11%), which ex-
plored insurance, savings, extension services, and dig-
ital finance. However, this group is inadequately rep-
resented but is known as important in making microfi-
nance interventions more workable [,
5.2. Identification and Synthesis of Evidence
on How Microfinance Influences Small-
holder Farmers’ Integration into Agri-

Food Value Chains

The role of microcredit in rural South Africa can-
not be underestimated because it assists in enhancing

the livelihoods of smallholder farmers and low-income
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households by giving access to small loans that support
agricultural production, micro-enterprises, and house-
hold needs. Notwithstanding the challenges such as high
interest rates, limited financial literacy, and collateral
requirements, microcredit schemes have enabled rural
communities to invest in seeds, livestock, tools, and mar-
ket access, thereby contributing to food security, em-
ployment, and local economic development. There are
numerous microcredits instituted in South Africa:

i) The Micro Agricultural Financial Institutions,
South Africa (MAFISA) was initiated by the South African
Department of Agriculture, Land Reform and Rural
Development as a targeted rural microcredit facility.
MAFISA has successfully incentivized new entrants into
farming but often failed to align credit supply with small-
holders’ needs, provided inadequate technical mentor-
ship, and exhibited bias toward larger livestock borrow-
ers, while minimal flows went toward vegetable (2.2%)
and poultry production (<1%) in the 2016 loan book.
MAFISA, as a scheme, suffered from weak targeting as
marginal and vulnerable farming groups were under-
represented, coupled with the absence of on-site train-
ing and reduced loan effectiveness. MAFISA evaluation
recommended better linkages between credit provision
and extension services, and tailoring design to farmer
category diversity. The impact of MAFISA on rural liveli-
hoods appears dauntingly constrained: without inte-
grated advisory support or value-chain linkages, loans
often yielded limited income gains. The twist toward
larger asset holders further marginalized subsistence
and emerging farmers. However, the policy analysis
called for a more coherent design linking financial ser-
vices with mentoring, business training, and inclusive
targeting [*0],

ii) Savings and Insurance: VSLAs and Community-
based Mechanisms

The Village Savings and Loan Association (VSLA)

is a community-managed savings group of mainly 10-

25 local members. The group holds meetings regularly,
pools small savings, and internally lends them to mem-
bers with simple group-determined interest and repay-
ment rules and regulations. At the end of a defined cycle,
savings plus interest are distributed. VSLAs also create
emergency or social funds resembling micro-insurance.
VSLA is adopted in most rural areas of South Africa. Nev-
ertheless, VSLA impact studies originated from Uganda,
Malawi, Ghana, and other African contexts, with simi-
lar models operating in South African rural areas via
NGOs and other stakeholders. Remarkably, VSLAs serve
women, youth, and marginal rural households as ac-
cessible financial platforms where formal banks are ab-
sent[*!], The savings initiatives, such as Village Savings
and Loan Associations (VSLAs) and stokvels, provide a
vital safety net for households, allowing them to man-
age cash flows, absorb economic shocks, and invest in

(421, Microcredit schemes have also

productive assets
enabled smallholder farmers and micro-entrepreneurs
to access capital that is otherwise unavailable through
traditional banking systems, thereby enhancing busi-
ness growth and increasing agricultural productivity.
Nevertheless, access to credit remains uneven, and in-
terest rates are often prohibitively high, limiting the
transformative impact of loans for the most vulnerable
groups. Additionally, financial products and microfi-
nance in South Africa build social capital by encouraging
group-based lending, collective savings, and peer moni-
toring, which foster trust and community cohesion 3,
The micro-insurance services in South Africa, though
still emerging, protect against agricultural risks, health
emergencies, and climate-related shocks, thereby reduc-
ing vulnerability and enhancing the resilience of small-
holder farmers. Mutually, these microfinance compo-
nents contribute to financial inclusion and rural develop-
ment, but their effectiveness depends on inclusive policy
frameworks, improved financial literacy, and support for

women and marginalized populations.

Table 1. Tabulated Frequency Distribution of Reviewed Literature.

. L. Frequency (No.
Review Objective References of Studies)
1. Examine the role of microfinance in improving access to  Armendariz and Morduch (2015) %, 28

credit for smallholder farmers

Bateman (2010) 231;
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Table 1. Cont.

. — Frequency (No.
Review Objective References of Studies)
2. Assess the impact of microfinance on agricultural produc- Greenberg (2013) 24 22
tivity, commercialization, and market participation Aliber and Hall (2012) ]

3. Explore.mlicroflnar?ce linkages with agri-food value chains FAO (2016) 91; [FAD (2022) 27 19
(value chain finance, input-output models, contracts)

4. Analyze gender and inclusivity issues in microfinance and Agholor (2019) ?¥; Fletschner and 15
value-chain participation Kenney (2014) ?°1; FAO (2020) 3%

.5. Evalua'Fe challenges, risks, and limitations of microfinance Chapman et al. (2021) " 12
interventions

6. Review evidence on complementary services (insurance, IFAD (2022)2); Hill et al. (2019) 3 10

savings, extension, digital finance, policy)

28

22

Number of Studies
- N
w o
&

=
o

15

12
10

") ) .
c‘eé\ X° o N ?4\‘*6 R\
o o\ ¥ \ )
XS &N S ¢ S
S O \( (% N
e° Q' N o ) ¢
< X (o8 et \& N
> N & N &
W' W e N e
@ 32 ) «®
(\“.\“ ey
(&
AV
R©
A\
o
&
@

Figure 2. Bar chart of the frequency distribution of reviewed literature across thematic areas.

5.3. Financial Services (Credit, Savings, In-
surance) and Significant Effects on Pro-
ductivity and Market Participation

In general, microcredit has emerged as a central pil-
lar of rural financial inclusion strategies in sub-Saharan
Africa (SSA), including South Africa, aimed at enabling
smallholder farmers to overcome liquidity constraints
Codi-
fied access to credit is hypothetically linked to greater

and enhance their engagement in agriculture.

adoption of improved technologies, investment in farm
inputs, and participation in organized agri-food value
chains 41, Through the relaxation of capital constraints,
microcredit is expected to increase productivity and
profitability, enabling smallholders to comply with the
quality, volume, and timing requirements of high-value

markets [4°

1. However, empirical evidence on these out-
comes is mixed, both within South Africa and across the
SSA context.

Several studies *®! have assessed the role of credit
in facilitating smallholder integration into structured
markets in SSA. Evidence from the “Transforming South
African Agriculture (TSAA)” study indicates that access
to formal or semi-formal credit was significantly asso-
ciated with farm expansion, technology adoption, and
higher levels of commercialization. Smallholder farm-
ers with access to microcredit are more likely to partic-
ipate in organized value chains, such as supplying super-
markets, agro-processors, and contract farming arrange-
ments, as compared to their counterparts without credit
access. However, the approach underpinning these out-
comes is primarily linked to the ability of credit recipi-
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ents to purchase high-quality inputs, invest in irrigation
and mechanization, and cover transaction costs associ-

#21 For example, credit enables

ated with market entry!
farmers to produce the consistent quantity and quality
demanded by formal buyers, thereby meeting stringent
procurement standards. In the absence of such finan-
cial leverage, smallholder farmers remain confined to in-
formal local markets characterized by low and volatile

471, The government has, over the years, ad-

prices!
dressed these concerns of inadequate finance by intro-
ducing MAFISA to address these gaps by providing af-
fordable credit tailored to smallholder needs. The assess-
ments of MAFISA demonstrated modest success, such
that beneficiaries reported increased participation in in-
stitutional markets, although outreach remains limited,
and loan defaults persist as a challenge [*8]. Community-
based mechanisms, such as Village Savings and Loan As-
sociations (VSLAs), have also contributed to strengthen-
ing financial inclusion and indirectly enhancing market
participation by improving liquidity and resilience [°].
Nevertheless, these informal schemes often lack the scale
to finance the substantial investments required for inte-
gration into high-value chains such as horticultural ex-
ports or large-scale processing.

Notwithstanding the positive outlook, structural
constraints, such as inadequate extension services, poor
infrastructure, and weak coordination between credit
providers and value chain actors, continue to limit
the transformative potential of microcredit. Therefore,
while evidence from South Africa supports the hypothe-
sis that access to credit enhances value chain integration,
this relationship is not instinctive but requires comple-

mentary interventions [5%,

5.4. Broader Evidence from Sub-Saharan
Africa: Mixed Outcomes

Within the length and breadth of SSA, the relation-
ship between microcredit and agricultural commercial-
ization is unclear. A study ! reports significant positive
impacts, while others highlight negligible or even nega-
tive outcomes. For example, studies in Kenya and Ghana
show that microcredit improved smallholder participa-
tion in contract farming schemes and high-value horti-

cultural markets by easing liquidity constraints for input

purchases and compliance with quality standards. In a
similar vein, in Ethiopia, access to rural credit was as-
sociated with a shift from subsistence crops to market-
oriented production, thereby deepening farmers’ inte-
gration into domestic and export value chains!>2l. On
the other hand, evidence from countries such as Malawi
and Uganda reveals limited impact of microcredit on
value chain participation when loans were too small,
repayment terms were rigid, and complementary ser-
vices such as extension and market linkages were in-

adequate [>% 51,

However, the conglomeration of out-
comes underscores the importance of contextual factors,
including loan design, interest rates, repayment sched-
ules, and the presence of enabling infrastructure. Credit
interventions that are integrated with technical support,
input supply systems, and market access programmes
tend to yield stronger results than standalone credit

schemes >3],

5.5. Productivity Gains through Microcredit

Apart from market participation, microcredit in-
fluences agricultural productivity primarily through its
role in enabling technology adoption and efficiency
improvements. In the context of South Africa, ac-
cess to credit has been linked to increased use of im-
proved seeds, fertilizers, and mechanization services,

all of which contribute to higher yields 54,

Empir-
ical evidence suggests that credit-driven technology
adoption can raise agricultural productivity by approx-
imately 14% on average, and this is mainly due to im-
proved input use and better farm management prac-

1551, Comparable findings have been reported in SSA

tices
more broadly, for instance, in Nigeria, credit recipients
achieved significantly higher yields of maize and rice,
attributed to timely input purchases and the adoption

(561, Similarly, stud-

of improved agronomic practices
ies in Ghana and Tanzania also indicate that credit en-
hances labour productivity and reduces inefficiencies by
enabling farmers to access mechanized services rather
than relying solely on manual labour!®*’]. Throughout
SSA, productivity gains are contingent on the effective
utilization of credit for productive purposes. However,
where credit and funds are diverted to non-agricultural

purposes or where high transaction costs limit their
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timely disbursement, yield improvements remain very
little 581, Additionally, credit alone cannot address sys-
temic productivity constraints such as climate risks, soil
degradation, and inadequate extension support. There-
fore, while credit is a necessary enabler, it is not suf-
ficient without complementary investments in knowl-
edge transfer, infrastructure, and risk management in-
struments like insurance.

5.6. The Role of Savings and Insurance in
Smallholder Agriculture

In Sub-Saharan Africa (SSA), smallholder farm-
ers face recurring challenges in accessing formal finan-
cial services, which constrain their ability to invest in
productivity-improving technologies and participate in
structured agri-food value chains. Although microcre-
dit has received substantial attention in developmental
discourse, the roles of savings and insurance services
are equally critical in building resilience, smoothing con-
sumption, and facilitating agricultural investment (>,
The provision of financial tools provides smallholder
farmers with a method to manage risk and accumulate
capital, while reducing dependence on expensive infor-
mal credit or distress sales during periods of economic
stress.

5.7. Role of Savings: VSLAs and Livelihood
Resilience

In South Africa, savings are vital for smallholder
households operating under income uncertainty and
limited access to formal banking services. The Village
Savings and Loan Associations (VSLAs) have emerged as
an effective community-based strategy for promoting fi-
nancial inclusion and enabling incremental investment
in agriculture!®®l, VSLAs are self-managed groups, mo-
bilizing savings among members, and providing a plat-
form for small loans and emergency funds without re-
quiring collateral. A collection of evidence indicates that
participation in VSLAs enhances household resilience to
shocks, such as drought, illness, or market price fluctua-
tions, by providing access to emergency funds[°!l; while
the accumulation of savings allows smallholders to make

small-scale agricultural investments, including the pur-

chase of improved seeds, fertilizers, and tools. Although
the loan amounts available through VSLAs are relatively
modest compared to formal credit schemes, they play
a significant role in reducing vulnerability and support-
ing livelihood diversification. Contextually, VSLAs have
been linked to improved food security and income stabil-
ity, particularly among women farmers, who constitute

(611 Apart from financial

most members in such groups
benefits, VSLAs foster social cohesion and strengthen
informal safety nets, creating a foundation for collec-
tive action in agricultural marketing and value chain en-
gagement. However, the scale of capital mobilization re-
mains insufficient for large investments in mechaniza-
tion or infrastructure, limiting their capacity to drive full
integration into high-value chains[®2.

5.8. Role of Insurance: Risk Management

and Constraints

Figure 3 depicts the conceptual framework of the
role of savings and insurance in value chain partici-
pation. The risky nature of agriculture cuts across
high exposure to climatic shocks, pests and diseases,
and price volatility. The weather index and risk insur-
ance have been promoted as a tool for mitigating farm
production risk, enabling farmers to invest in higher-

yielding technologies[®3],

Through ensuring compensa-
tion in the event of adverse weather conditions, insur-
ance reduces farmers’ risk aversion and encourages the
adoption of productivity-enhancing inputs. Neverthe-
less, the commitment to agricultural insurance in SSA
and South Africa specifically remains low and unattrac-
tive®, Studies!®®! indicate that smallholders exhibit
limited willingness to pay for insurance premiums, pri-
marily due to low farm incomes, inadequate understand-
ing of insurance products, and a lack of trust in finan-
cial institutions. Inadequate insurance education and
income levels have been identified as key determinants
of the adoption of insurance policies. Furthermore,
these constraints are heightened by high transaction
costs, poor infrastructure for premium collection, and
the complexity of index-based products!®®l. Addition-
ally, bundled insurance schemes, where insurance is of-
fered alongside microcredit by microfinance institutions

(MFIs), failed to enhance the rate of adoption of insur-
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ance services. For example, in Malawi and Kenya, adop- plication, financial literacy, product design, and afford-

tion of insurance services remained below 20% despite ability constraints persist as barriers to scaling insur-

subsidies and extensive awareness campaigns[®’l. Byim- ance in rural markets and households.

SAVINGS (VASLAs)
-Capital accumulation
-Small investments
-Resilience to shock

.

INSURANCE

-Risk management

- weather index & related
events.

ya

SMALLHOLDER FARMERS
-Increased financial stability
-reduced vulnerability

VALUE CHAIN PARTICIPATION
-Market access

-Technology adoption
-productivity gains

Figure 3. Conceptual framework depicting the role of savings and insurance in value chain participation.

Source: own compilation, 2025.

5.9. Limited Impact Due to Low Coverage

Although insurance has the potential to stabilize
farm income, its impact remains low due to inade-
quate coverage and poor acceptance of insurance poli-
cies. In situations where insurance products are avail-
able, only a small proportion of farmers participate, in-
dicating that risk-pooling benefits are minimal and op-
erational costs remain high for insurers(®®l. In addi-
tion, weather index insurance, though innovative, faces
challenges where insurance payouts do not match ac-
tual farm losses, cascading to further loss of confidence
by smallholder farmers. Agricultural insurance markets
are average, developed for commercial farmers, but re-
main inaccessible to smallholder farmers due to afford-

691, Most programmes

ability and structural barriers!
targeting smallholders, including public-private partner-
ships, have achieved limited success in reducing these
barriers. Consequently, most smallholders continue
to rely on informal coping strategies, such as savings
groups and social networks, to manage agricultural risks

associated with farm production 7],

The trend in socio-economic disparities remains an
important determinant of financial inclusion and agri-
cultural transformation in SSA, including South Africa.
In SSA, rural microfinance enhances smallholder partic-
ipation in markets and improves livelihoods, but struc-
tural inequalities, such as unequal land ownership, ed-
ucational gaps, and social norms, often mediate their

effectiveness 1.

Considering these dynamics is vital
for designing inclusive financial systems that address
the needs of marginalized groups, particularly women
and low-income farmers. This study explores the gen-
dered and socio-economic dimensions of microfinance
access and its implications for agricultural productiv-
ity and value chain participation. However, in South
Africa, women farmers encounter barriers to accessing
formal credit, including collateral requirements tied to
land ownership and discriminatory lending practices
and extension advisory services. Notwithstanding the
expansion of microfinance institutions (MFIs) and tar-
geted programmes such as the MAFISA, evidence reveals

that gaps persist in formal financial access!”?!. Through-
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out SSA, women account for a substantial share of the
agricultural workforce yet receive less than 10% of agri-
cultural credit and own only about 12% of land. These
limitations hinder women’s ability to secure agricultural
extension services and loans that require land as collat-
eral. Subsequently, women often depend on informal fi-
nancial mechanisms, such as VSLAs, which emphasize
trust-based lending and flexible terms. However, these
arrangements enhance women'’s liquidity and resilience,
but generally provide smaller loan amounts, constrain-
ing their ability to make large-scale agricultural invest-

(73], Female borrowers in SSA more often make

ments
smaller investments compared to men but exhibit higher
reliability in repayment. In addition, their financial pri-
orities often include post-harvest technologies, such as
storage facilities and small-scale processing equipment,
aimed at reducing losses and adding value to produce [74].
On the contrary, male borrowers tend to allocate more
resources to input-intensive production, including fertil-
izers, pesticides, and mechanization, as well as renew-
able energy investments like solar panels!”>!. Therefore,
these different investment patterns reflect not only gen-
dered preferences but also the challenges women face in
accessing larger loan amounts and engaging in capital-
intensive farming!’l. Similar patterns exist in South
Africa, where women smallholders prioritize household
food security, while men invest more in market-oriented
activities!”’!, There are intersectional factors such as
age, marital status, single parenthood, and educational
level that influence access to and outcomes from micro-

finance services![78l.

Studies abound depicting younger
farmers and single mothers often facing greater barriers
to formal credit due to perceived higher risk and lack of
collateral (1, Levels of education play an important role
in financial literacy, loan application success, and effec-
tive utilization of credit for productive investments 8%,
Smallholder farmers with higher educational attainment
are more likely to access credit and achieve greater pro-
ductivity gains, irrespective of gender®!. The dispar-
ity in income level also determines the ability to lever-
age credit for agricultural transformation. More afflu-
ent smallholder farmers, both male and female, can com-
plement microfinance loans with personal savings or

other resources, enabling them to invest in profitable

ventures. In contrast, less affluent farmers often divert
loans toward immediate consumption needs, reducing
their developmental impact[gz]. Therefore, these socio-
economic dynamics highlight the need for tailored finan-
cial products that consider the heterogeneity within gen-
der groups in the community.

6. Implications of the Impact of Ru-
ral Microfinance on Smallholder
Farmers’ Participation in Agri-
Food Value Chains in South Africa

Smallholder farmers’ integration into agri-food
value chains is central to agricultural transformation and
rural poverty reduction in South Africa, given that the
tactical role of microcredit, savings mechanisms, and in-
surance in addressing liquidity constraints, enabling in-
vestments in technology and inputs, and enhancing re-

silience to shocks 831,

Firstly, in South Africa, microcre-
dit shows the strongest evidence of impact on produc-
tivity gains, farm expansion, and market participation,
especially when credit is affordable and flexible. Nev-
ertheless, many smallholders remain excluded from for-
mal credit markets due to collateral requirements and
risk perceptions by lenders. In addressing this chal-
lenge, expanding credit guarantee schemes and design-
ing tailored financial instruments with favourable terms
such as lower interest rates, seasonal repayment struc-
tures, and group lending models could significantly en-
hance access®4. Secondly, the integration of village sav-
ings groups, for example, VSLA, with formal financial sys-
tems has proven effective in promoting incremental in-
But their lim-

ited capital base constrains larger investments. How-

vestments and household resilience 8],

ever, integrating VSLAs with formal credit systems, such
as linking them to microfinance institutions or coopera-
tive banks, could enable members to access higher-value
loans while retaining the social capital benefits of sav-

ings groups 8¢,

Such hybrid models have been piloted
in South Africa with promising results, enhancing both
financial inclusion and empowerment, particularly for
women 871, Thirdly, financial literacy remains a barrier
to the effective use of microfinance among smallhold-

88]

ers!®l. Also, gender disparities in access to credit per-
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sistacross SSA, with women often receiving smaller loan
amounts or entirely facing exclusion, limiting their par-
ticipation in value chains despite being major contribu-
tors to agricultural production.

The ambiguity and limited understanding of loan
terms, repayment schedules, and risk management of-
ten lead to over-indebtedness or underutilization of
credit (8],

and debt-management training, particularly targeting

However, incorporating financial education

women and low-income smallholders, could improve
credit use and investment outcomes. Laudable in
this direction is the Mahlathini Development Founda-
tion, which has demonstrated that farmer training pro-
grammes on budgeting, record-keeping, and savings
planning significantly enhance resilience and loan re-
payment performance!®®l. In South Africa, insurance
uptake remains extremely low despite its potential to
mitigate risk and encourage investment in productivity-
enhancing technologies°!l. The main obstacles are cost-
related, lack of trust, and limited awareness of insurance
products. Addressing this will depend on index-based
insurance with microcredit and providing education on

pricing and benefits[®%].

Also, introducing subsidies or
premium-sharing mechanisms during the initial rollout
phase could improve affordability and build trust among

smallholders[®3!,

7. Discussion

The study presents the impact of rural microfi-
nance on smallholder farmers’ participation in agri-
food value chains in South Africa. The study reveals
that microfinance services, comprising credit, savings,
and insurance, play critical but differentiated roles in
enhancing smallholder farmers’ productivity and inte-
gration into agri-food value chains. Nevertheless, the
impact of these services is highly contingent on pro-
gramme design, farmer characteristics, and broader
socio-economic constraints. Access to credit has demon-
strated positive effects on farm productivity, market par-
ticipation, and farm expansion, primarily through in-
creased input use. Findings from South Africa’s Trans-
forming South African Agriculture study show that credit
facilitates mechanization, the use of improved seeds, and

participation in formal markets. This results in higher
yields and household incomes, with yield improvements
estimated at approximately 14%, largely driven by tech-
nological adoption and technical efficiency gains. How-
ever, these impacts vary across programme designs like
interest rates, collateral requirements and farmer char-
acteristics, including education level, resource endow-
ment, and tolerance to risk.

The savings aspects, particularly VSLA, play a criti-
cal role in incremental agricultural investments and risk
management. Findings from South Africa indicate that
VSLAs enhance liquidity, enable the purchase of small
agricultural inputs, and reduce reliance on informal
lenders. Apart from financial benefits, savings groups
foster social capital, mutual trust, and collective action,
which indirectly facilitate market engagement. Whereas
savings mechanisms do not typically enable large-scale
farm expansion but contribute significantly to house-
hold resilience against shocks such as drought and price
volatility. Concerning agricultural insurance, especially
weather index-based products, remains underutilized
among smallholders in SSA, including South Africa. The
adoption rates are low due to high premiums, limited fi-
nancial literacy, and low trust in insurers.

Results indicate that gender and socio-economic
differences significantly influence the impact of microfi-
nance. Women and worse-off smallholders often benefit
less in scale due to smaller loan sizes and structural bar-
riers such as a lack of collateral and limited land rights.
Nevertheless, women tend to invest in risk-averse strate-
gies, such as post-harvest technologies and small-scale
value addition, rather than high-risk, input-intensive
production. The intersectional factors, including educa-
tion, income, and household status, further shape credit
access and utilization patterns. Abating these disparities
requires targeted interventions that combine financial
inclusion with gender-responsive agricultural develop-
ment policies.

Addressing these challenges requires integrating fi-
nancial inclusion strategies with broader gender equity
policies, including land reform, education, and social
protection measures. Microfinance programs alone can-
not overcome entrenched structural barriers; they must

be part of holistic interventions that enhance women'’s
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agency and socio-economic capabilities.

In South Africa, the outlook between 2010 and
2024 indicates that microfinance in rural areas has
evolved into a mixed picture, presenting MAFISA as
a formal microcredit intervention with potential for
agrarian transformation but hampered by weak tar-
geting, lack of technical support, and limited penetra-
tion among marginal farmers. On the contrary, VSLAs
and community-based savings groups provide accessi-
ble, sustainable platforms for savings, credit, and infor-
mal insurance, especially for women and youth in un-
derserved areas. Forthcoming progress depends on inte-
grating these modalities, including VSLAs as entry points
for financial literacy and foundational capital, linking
groups to formal credit schemes and advisory services,
and developing microinsurance products tailored to ru-
ral risk profiles. Strengthening governance structures,
embedding financial products within broader agricul-
tural development strategies, and ensuring equitable
outreach to less privileged households are crucial. The
paper recommends a context-sensitive, inclusive, and
supportive framework that can make meaningful contri-
butions to rural resilience, agricultural productivity, and
poverty reduction. Nevertheless, scale-up will require
alignment of policy, technical support, and institutional
coordination to ensure that both credit and savings ser-
vices deliver developmental impact.

8. Conclusion

The review paper underscores the vital role of rural
microfinance in enhancing smallholder farmers’ partici-
pation in agri-food value chains in South Africa. Collec-
tively, credit, savings, and insurance each account for dis-
tinct ways to enhance productivity and resilience. Credit
has exemplified enough potential for improving input
use, mechanization, and market engagement, with evi-
dence of yield increases and household income growth.
Nevertheless, restrictive loan conditions and collateral
requirements limit access for many marginal farmers.

The savings instruments, especially Village Savings
and Loan Associations (VSLAs), serve as accessible op-
tions for financial inclusion because they improve liquid-
ity, support small-scale agricultural investments, and of-

fer assistance through collective action. Although they
rarely facilitate large-scale farm expansion, their impact
on household resilience and social capital is substantial,
particularly for women and youth in underserved com-
munities. On the other hand, agricultural insurance re-
mains underutilized due to high costs and limited aware-
ness, despite its potential to manage risks in climate-
challenged areas.

The results also highlighted persistent gender and
socio-economic disparities. Women and less privileged
farmers often access smaller loan sizes and face barriers
such as limited land rights and collateral, limiting their
capacity to scale investments. Nonetheless, their invest-
ments in value-adding, risk-averse strategies point to the
need for gender-responsive microfinance models that
complement financial inclusion.

Smallholder farmers in South Africa have mixed
experiences between 2010 and 2024, with initiatives
such as MAFISA demonstrating potential but remain-
ing constrained by weak targeting and limited tech-
nical support. Going forward, and integrating these
approaches within broader agricultural development
strategies, supported by institutional coordination and
policy alignment, may offer the most promising pathway
for strengthening rural resilience, enhancing productiv-
ity, and reducing poverty through inclusive participation
in agri-food value chains.

9. Recommendation

The evidence base is heavily weighted toward ac-
cess to credit and productivity impacts, reflecting the
traditional microfinance focus. In the main, value chain
linkages and inclusivity are growing research areas, and
align with current agricultural development discourse in
South Africa. The challenges, risks, and complementary
services are relatively underexplored, suggesting a po-
tential gap for further research.
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