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While warehouse receipt (WR) finance has been in existence in India for along time, and
traders and large farmers do benefit by availing of the mechanism, small and marginal
farmers have been virtually left out of it. This paper discusses the advantages and
disadvantages of WR financing in India from small farmers’ point of view, while citing
examples of how this mechanism has been used globally. It also lays stress on some key
requirements for implementing a successful WR finance programme, concluding with a
brief on IFMRTrust's agricultural commodity pilotin Gujarat.

Agricultural production, processing and trade are often
considered low-margin, high-uncertainty operations,
and are perceived as risky investments by financiers.
Physical collateral, such as land and real estate or
machinery and agriculture implements, is often of little
use in mitigating financiers' risks as such collateral
tends to either be very difficult to enforce or of very
little resale value. No wonder, to obtain finance for
agriculture can be really difficult and often expensive,
given the risk premium charged by financiers. In light of
this, warehouse receipt finance has emerged as an
attractive alternative for farmers and processors in the
developed world.

Under a warehouse receipts financing scheme, goods
stored in a warehouse are used as collateral against a
loan. These goods could be agricultural or non-
agricultural in nature. This has become a fairly
mainstream method of financing in most industrialised
countries, and there is evidence that the averall
efficiency of markets, particularly in the agribusiness
sector, is greatly enhanced when producers and
commercial entities can convert inventories of
agricultural raw materials or finished products into a
readily tradable device. Producers deposit goods of a
certain quality, quantity, and grade in accredited
warehouses and receive a receipt for it. Being
negotiable instruments, these receipts can be traded,
sold, swapped, used as collateral to support borrowing,
or accepted for delivery against a derivative instrument
such as a futures contract, %

According to a report by the Reserve Bank of India
Working Group on Warehouse Receipts & Commodity
Futures (2005), the overall efficiency of markets,
particularly in the agribusiness sector, immensely
improves when producers and commercial outfits are
able to convert inventories of agricultural raw materials
or finished products into a readily tradable instrument.
Producers receive a receipt against goods of a given
quality, quantity and grade deposited in accredited
warehouses. It also says that being negotiable
instruments, these receipts can be traded, sold,
swapped, used as collateral to enable borrowing, or
accepted for delivery against a derivative instrument
such as afutures contract.

Warehouse Receipt Finance for Farmers

Despite growth projections, what remains the reality of
the agriculture-related business is its high dependence
upon seasonality. Broadly speaking, farmers face two
major problems — lumpy cash flows and non-
availability of intermediate finance. Warehouse
receipts finance can play an important role in
smoothening income for farmers by providing liquidity
attimes when cashflows dryout.

WR financing as a means of extending the sales
period beyond the harvest season: As the harvest
season approaches, small and marginal farmers find
themselves in dire need of liquidity. The simple
demand and supply equation results in prices falling to
their lowest during harvest and gradually rising during
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