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The Agricultural Sector In
Colombia — Context, Risks, &
Socio-Environmental
Challenges




1.7 Context

The agricultural sector in Colombia is characterized by its
diversity and uneven development. It includes different
types of producers: small-scale, medium-sized, and large
holder producers. The sector is generally marked by
technical backwardness, low growth, disjointed value
chains at the global level, poverty, and informality. These
issues stem from limited institutional presence in rural
areas, lack of efficient investment, absence of key public
and semi-public goods, unequal land distribution,
inefficient land use, poor connectivity, and ineffective
associativity.

Colombia's varied climate allows for year-round
production of a wide variety of products. Small producers
manage their farms using traditional techniques without
advanced irrigation systems, making them dependent on
the weather and more vulnerable to climate change.
These producers are primarily located in hillside areas, the
Andean highlands, and colonization zones on the
Amazonian border. Medium and large producers tend to
be more entrepreneurial, employing precision technology
and irrigation systems, and they compete globally in
terms of yields.

Since the trade liberalization process began in 1990, the
agricultural sector's share of total GDP has decreased
from 19.7% due to low productivity, trade liberalization,
and the decline of coffee. Between 2014 and 2023, the
sector's contribution remained below 10% of national GDP,
with provisional figures from the Colombian National
Institute of Statistics (DANE) indicating agricultural GDP
was higher than 6% between 2016 and 2020 but lower in
the last two years.
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As a result, the economic impact of the agricultural sector
and rural areas appears to be less significant than their
strategic importance in social terms, environmental
sustainability, forest conservation, food security, and even
physical and military security, as these regions are
essential to Colombia's daily stability.

Land Ownership & Land Concentration: According to the
latest agricultural census, small holder producers
represent about 81.1% of the agricultural productive units
but cover only 3.6% of the land area. They focus on
diversified crops and activities, including livestock. In
contrast, large producers represent 11,290 agricultural
production units and own 77.2% of the total area. Large
producers are engaged in livestock and intensive
monocultures of products such as bananas, flowers, rice,
palm, and sugarcane, using advanced technologies and
accessing international markets. Medium and large
companies are also heavily involved in agricultural
investments, particularly in African palm oil, sugar cane
production, banana production, rice, and flowers.

Land Use and Vocational Land Mismatch: Livestock
farming covers approximately 39 million of the 46 million
hectares used in agricultural activity. In 2013, the
vocational classification of land showed that 56% of the
land was suited for forestry, but only 7% of land suited for
livestock was actually used; land suited for agriculture
was 13%, with only 4% utilized; and land suited for
agroforestry was 16%, with only 5% used accordingly.
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The agricultural sector in Colombia is characterized
by its diversity and uneven development. The sector
s generally marked by technical backwardness, low
growth, disjointed value chains at the global level,
poverty, and informality.
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1.2 Main Agricultural Value Chains in Colombia

Colombia benefits from a diverse range of agricultural value chains, with key sectors including coffee, livestock, palm oil, rice,
sugar and panela cane, corn, cassava, banana, and cocoa. These sectors are prominent based on factors such as (i) area planted,
(i) direct employment generated, and (iii) financing participation between 2019 and 2023, as shown in the table below.

2023 2019-2023
Crops Direct Financing
Area (ha) Employment from Finagro
@ Coffee 841,354 729,498 5.79
AN
Rice 664,578 92,196 11.06
% Oil Palm 596,217 97,980 5.33
@ Banana 486,876 255,057 1.29
Zﬁ Corn 534,437 114,302 1.15
% Sugar Cane 261,300 35,632 8.54
%)&Q Cassava 242,688 126,254 0.002
% Panela Cane 233,839 275,741 0.09
@% Cocoa 190,000 96,647 1.18
@}S Livestock 39,000,000 NA 19.65

As shown in the table above, these nine agricultural crops account for more than 4 million hectares planted annually,
representing 72% of Colombia's total agricultural production area. This underscores their significance while also highlighting the
relatively limited diversification within Colombian agriculture.

On the other hand, the ratio between permanent and transitory crops has remained stable, with permanent crops comprising
61.5% of the planted area and transitory crops 28.9%, with the remaining area dedicated to forest crops.
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1.3 Productive Technical Assistance and

Extension Services

Technical assistance and extension services are essential
for improving production processes, reducing costs,
increasing yields, and mitigating the environmental
impacts of agricultural and livestock production. These
improvements aim to boost profitability, competitiveness,
and sustainability in the sector, which could lead to
increased funding for agricultural activities. However, this
relationship does not always function as expected.

In Colombia, the National Agricultural Innovation System
(SNIA), established under Law 1876 of 2017, regulates
extension and advisory services. Although the SNIA is still
under development, it has not yet been fully consolidated,
limiting its effectiveness in supporting the sector.

Combining agricultural extension services with financial
products has proven to be an effective model for enhancing
productivity and overall performance in Colombia's
agricultural sector. The integration of specialized technical
advice not only improves farmers' efficiency but also
facilitates their access to financing by reducing risks for both
producers and lenders, creating a more robust and
sustainable credit environment.
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To maximize the impact of extension services, it is essential
to complement them with climate risk coverage, marketing
strategies, and adequate guarantee systems. These
additional supports increase the value of extension services
for both producers and financial institutions, resulting in a
more structurally impactful financing process.

While many Financial Institutions offer project follow-up
through specialized advisors, they often avoid direct
technical assistance to reduce liability for producers'
outcomes. In contrast, national and international agricultural
development programs generally include technical
assistance costs, either through in-house staff or external
consultants.

Large-scale projects by private investors, sustainable and
impact fund projects, international cooperation programs,
and climate-related initiatives typically also provide their
own technical assistance activities. Some programs
complement their services with resources from the public
system, enhancing their reach and effectiveness.
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1.4 Environmental and Social Risks

Colombia's agricultural sector faces significant environmental and social challenges, including deforestation, pollution, soil

erosion, and social inequities. These issues not only impact the country's biodiversity and climate resilience but also hinder

sustainable development in rural areas.

Deforestation: Deforestation in Colombia significantly contributes to biodiversity
loss and undermines efforts to combat climate change. A study by INPE’ found
that, between 2010 and 2018, Amazon released more CO2 than it absorbed. The
southwestern part of this region, heavily deforested over the last 40 years, now
acts as a net source of carbon emissions. lllicit crops, such as coca, have also
driven deforestation, with coca cultivation increasing notably in areas previously
affected by armed conflict.

= Affected Regions: Early warning reports from 2020 highlight rising
deforestation in Meta, Guaviare, Caquetd, Putumayo, and Antioquia.

. Main historical Drivers: Coca cultivation, cattle ranching, oil palm and illegal
mining.

lllegal Logging: The second leading cause of deforestation is illegal logging, where
timber is extracted, transported, and sold in violation of national laws. lllegal
logging and timber trafficking threaten the survival of numerous species,
especially those with high commercial value in national and international markets

Water Pollution: Agriculture is the largest source of wastewater by volume, with
livestock generating substantial excretions. The intensification of land use has led
to increased use of synthetic pesticides, fertilizers, and other inputs, resulting in
water pollution.

Soil Erosion: Soil erosion is a pressing problem, particularly affecting regions like
Cundinamarca and the Llanos Orientales. Key affected products include potatoes,
rice, and livestock.

Climate Change: Climate change impacts all regions and crops in Colombia,
exacerbating vulnerabilities across the agricultural sector and affecting yields,
water availability, and production cycles.

Social Risks: Colombia's rural areas face persistent social risks, including
insecurity, land ownership conflicts, and precarious working conditions. Other
challenges include forced displacement and gender inequalities. Women in
agriculture face limited access to land, productive resources, technology, and
decision-making roles, as well as income disparity.

*INPE refers to the Instituto Nacional de Pesquisas Espaciais (National Institute for Space Research) of Brazil. INPE is a scientific institution recognized for its work in monitoring the
Amazon and deforestation through satellite technology and environmental data analysis.
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Regulatory Framework and
its Impact on Sustainable
Agricultural Financing




Colombia's regulatory landscape for sustainable
agricultural financing has evolved significantly, aiming to
align with international standards while addressing the
country's unique environmental and economic challenges.
Key regulatory frameworks such as Basel Il and the
Colombian Green Taxonomy provide the basis for financial
stability, risk management, and the promotion of
sustainable practices in agriculture.

This chapter examines the relevance and impact of these
frameworks, highlighting their role in shaping the
country's approach to sustainable financing in the
agricultural sector.
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2.1 Basel Il

Colombia's financial
system has
progressively aligned
with international
banking standards.

Colombia's financial system has progressively
aligned with international banking standards,
particularly those set by the Basel Committee, to
enhance stability and risk management. Colombia
has implemented several components of Basel lll,
which have strengthened the risk management,
capitalization, and liquidity of its financial
institutions.

The Basel standards gained significance in Colombia
in August 1989 when the Monetary Board's
advisors, now the Board of Directors of Banco de la
Repablica (the Central Bank), began evaluating their
relevance and potential impact on national financial
regulations. The first acceptance of this
international regulatory framework came through
Decrees 806 and 673 of 1994, which issued
guidelines on the adequate equity of credit
institutions to maintain public confidence and
ensure sector stability and competitiveness.

Colombia's adoption of Basel lll is reflected in
various guidelines, including Decrees 1771 (2012),
1648 (2014), 2392 (2015), 1477 (2018), and 1421
(2019), as well as in several circulars, such as
Circular #18 from 2021, which addresses risk
management. These regulations have strengthened
Colombia's financial system, particularly by
ensuring robust capitalization and risk-adjusted
capital requirements for financial institutions
involved in agricultural financing.
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2.2 Green Taxonomy’

This taxonomy serves
as a framework that
defines and classifies
sustainable economic
activities to align the
financial sector with
Colombia's climate
and environmental
goals.

One of the most significant regulatory advancements
in recent years is the Colombian Green Taxonomy,
introduced in 2021 and led by the Ministry of Finance
and Public Credit along with the Financial
Superintendency of Colombia. Developed in
coordination with the Ministry of Environment, the
National Planning Department, and the National
Administrative Department of Statistics, this
taxonomy serves as a framework that defines and
classifies sustainable economic activities to align the
financial sector with Colombia's climate and
environmental goals.

*For more information on the subject:
https:/www.taxonomiaverde.gov.co/webcenter/portal/TaxonomaVerde

Sector Paper: Colombia
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2.3 Carbon Credits

Carbon Credits finance projects aimed at reducing
greenhouse gas (GHG) emissions.

It is important to note that carbon credits finance projects aimed at reducing greenhouse gas (GHG) emissions through forest
conservation, sustainable agriculture, and other climate mitigation activities. In Colombia, this mechanism has been advanced
through various regulatory instruments and climate policies, though challenges remain in ensuring the sector's transparency

and reliability.

Law 1931 of 2018

Carbon Tax and Offset System

National Emission Reduction
Registry (RENARE)

This law, which establishes the
framework for climate change
management in Colombia, has been
instrumental in developing the
country's carbon market.

Since 2017, Colombia has imposed a
carbon tax on fossil fuel
consumption, encouraging the
creation of carbon offset projects
through the purchase of carbon
credits.

Established by the Ministry of
Environment and Sustainable
Development, RENARE serves as a
platform for registering and
monitoring projects that generate
carbon credits.




2.4+ Increasing attention to Biodiversity and

Biodiversity credits

Agri-food systems and the natural environments in
which they are embedded are major drivers of global

biodiversity loss.

Agri-food systems and the natural environments in which
they are embedded are major drivers of global biodiversity
loss. Studies indicate that agriculture threatens between
24,000 and 28,000 species classified as at risk of extinction
(Benton et al., 2021). As Penagos and Quesada (2024) note,
the intensification of agriculture through unsustainable
practices—such as monoculture, uncontrolled pasture
expansion, and inefficient water use—has contributed to
soil degradation and the destruction of habitats for
thousands of species at high risk of extinction. According to
ECLAC, the most significant biodiversity risks in Colombia
are linked to large-scale changes in the Amazon, a trend
observed over recent years.

In this context, regulatory and financial developments are
increasingly promoting biodiversity protection and the
transformation of agri-food systems to enhance socio-
ecological resilience in agricultural landscapes and rural
communities. Given that Colombia is one of the most

biodiverse countries in the world, these issues are highly
relevant. One emerging financial tool with significant
potential in Colombia is biodiversity credits.

Biodiversity credits are a promising mechanism for
ecosystem conservation and agricultural land restoration.
These credits provide agricultural projects that protect and
restore biodiversity with access to preferential financing.
Although challenges remain in structuring these
instruments, biodiversity credits hold potential as a tool to
support conservation.

Finally, we find it important to note that this year the
National Agricultural Credit Commission (CNCA) issued
External Circular 19 of June 17, 2024, announcing the
opening of Credit Lines for Productive and Sustainable
Transformation.

“Benton et al. 2021, Food system impacts on biodiversity loss. Three levers for food system transformation in support of nature. Research Paper. Energy, Environment and Resources

Programme. Chatam House.

°Angela Maria Penagos and Manuel Quesada (2024), "Hacia sistemas agroalimentarios sostenibles: cémo avanzar con un menor impacto sobre la biodiversidad a través del
financiamiento’, in Finanzas Sostenibles: Sector Bancario, Asobancaria and Universidad Nacional de Colombia.
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Biodiversity credits are a promising mechanism for
ecosystem conservation and agricultural land
restoration.

|ution establishes compensation requirements
ersity loss, obligating companies to mitigate
impacts on biodiversity.

National Biodiversity Policy
(2012-2030)

ot yet fully established in Colombia, initiatives are
to develop biodiversity bonds aimed at

projects that protect critical ecosystems,
rainforests and wetlands.

Green Taxonomy and
Biodiversity
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2.5 Regulatory progress for sustainable credit

FINAGRO* has made efforts to promote
sustainable agricultural activities, including the
creation of temporary special credit lines (LEC)
with interest rate subsidies for silvopastoral and
similar activities.

In recent years, FINAGRO has made efforts to promote Colombig, this is a significant step forward.

sustainable agricultural activities, including the creation of

temporary special credit lines (LEC®) with interest rate Through this circular, FINAGRO consolidated the 16 credit
subsidies for silvopastoral and similar activities. A more lines previously established by the National Agricultural
systematic approach began in 2023 with the establishment Credit Commission (CNCA), clearly defining their purposes,
of FINAGRO's Sustainability Directorate, which continued productsl and conditions, with a particu|ar focus on

into 2024 with the issuance of External Circular 19. Given productive transformation and sustainability.

FINAGRO leading role in the financing of Agriculture in

Key areas of focus for sustainable land use, reforestation, and forest management include:

01

02 Agricultural Production and Sustainability
oL@

Planting, Sustaining and Harvesting Plant Species

03 @ Obtaining Certifications and Seals

04 Research Related to Agricultural Activities

°Linea Especial de Crédito.
* More information on FINAGRO is available on page 18.
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The Financing of the
Agricultural Sector




Despite its strategic importance, the agricultural sector's
economic contribution to the national GDP has declined
significantly over the years, and its presence in the
banking system's portfolio remains limited. The need for
financing sustainable practices in agriculture has grown in
response to environmental challenges, such as climate
change, deforestation, and biodiversity loss, as well as to
meet global standards for sustainable development.

This chapter examines the current state of financing for
Colombia's agricultural sector, focusing on the banking
system's exposure, key financial actors, and instruments
that promote sustainability. It also identifies the barriers
that hinder the growth of sustainable financing and
highlights the role of guarantee funds in supporting
agricultural investment. By understanding these
elements, we can gain insight into how Colombia's
financial ecosystem can be leveraged to enhance
sustainability within its agricultural sector.
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3.1 The Role of the State

The role of the State in agricultural financing is essential in
Colombia. The primary source of financing for the country's
agricultural sector is FINAGRO.,

The role of the State in agricultural financing is essential in
Colombia. The primary source of financing for the country's
agricultural sector is FINAGRO, supported by the
Agricultural Guarantee Fund (FAG), with the National
Guarantee Fund (FNG) also emerging as a relatively new
player in agro financing as a guarantee provider.

FINAGRO (Fondo para el Financiamiento del Sector
Agropecuario): Established by Law 16 of 1990, FINAGRO
operates as a development bank, promoting investment in
Colombia's rural sector through various financing
instruments. As a mixed-economy’ company under the
Ministry of Finance and Public Credit, FINAGRO provides
concessional resources to financial institutions, enabling
them to offer loans for productive projects. The
organization currently has assets worth over COP 17.07
trillion (USD 4.2 billion) and employs around 250 staff
members.

FINAGRO's Financing Sources: The main funding source for
FINAGRO is Agricultural Development Securities (TDAs), a
mandatory investment for banks based on their reserve-
liable liabilities. Investments in TDAs by supervised banks
and non-bank financial institutions are adjusted according
to their agricultural lending portfolios, with a higher
weighting given to loans directed toward small producers.

Challenges in FINAGRO's Funding: A trend among banks,
particularly larger ones, to replace mandatory investments
presents a risk to FINAGRO's rediscount operations. This
trend may drive FINAGRO to seek external funding,
particularly from Development Financial Institutions.

The role of Governmental Guarantee Funds: FAG and FNG

Agricultural Guarantee Fund (FAG): The availability of
guarantees is crucial in facilitating the agro sector financing.
As of December 2023, guarantees represented
approximately 36% of FINAGRO's portfolio. Resolution 009
(November 2023) allows the FAG to issue guarantees up to
13.5 times its net equity, equating to COP 13.2 billion (USD
3.3 billion) at year-end, with active guarantees amounting
to 67.3% of its capacity.

By law, at least 25% of FINAGRO's gross profits must be
allocated to the FAG. This rate increased to 35% in 2019
and to 40% in 2022.

The importance of subsidies: According to expert
interviews, the FAG's commission (1.5%) is significantly

"Which includes the ownership participation of some private banks.
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lower than the recommended rate (5%), suggesting that the
fund's operations heavily rely on subsidies, without fully
accounting for real costs and risks.

National Guarantee Fund (FNG): Established in 1982, the
FNG aims to improve credit access for self-employed
workers and businesses by offering guarantees. In 2023,
the FNG issued 456,838 guarantees totaling USD 3.8
billion, primarily benefiting individuals earning up to six
minimum wages (about USD 1,950 equivalent). The
National Guarantee Fund (FNG) has recently entered the
agricultural sector and has guaranteed 29,248 loans worth
USD 46.7 million, a figure that grew to approximately to
USD 140 million up to September 2024 but with the clear
intention to increase that participation.
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3.2 The banking system's exposure to the

agricultural sector

Between 2019 and 2023, the banking system's exposure to
agriculture never exceeded 5%, ranging from a low of 3.60%
in 2023 to a high of 4.78% in 2021, clearly a lower
percentage than agriculture share of GDP.

Perceived high risks in agricultural activities—such as
climate variability, sanitary risks, seasonality, perishability,
price volatility, limited information, low technical assistance,
perceived cultural attitudes towards debt, and inconsistent
government interventions—deter banks and investors
from engaging deeply in the sector.

The leading financers in the agricultural sector include
Bancolombia, Banco Agrario, Banco Davivienda, and
BBVA. Banco Agrario, for example, focuses heavily on rural
financing due to its mandate as a public bank, offering
products that cater to small and medium-sized producers.
Bancolombia, Davivienda, and BBVA also support the
sector, providing resources to larger-scale producers and
agribusinesses and increasingly incorporating sustainability
criteria into their lending practices.



3.3 Other Relevant Actors

o

Microfinance Institutions (MFIs)

Microfinance institutions such as Banco Contactar, Bancamia, Banco Mundo
Mujer, Crezcamos, Interactuar, and Micredito Ya have relevant exposure and
significant dedication to financing the agricultural sector, especially for small-
scale producers who often face difficulties accessing traditional bank loans. Due
to their community-focused approach, MFls also frequently incorporate elements
of sustainability into their offerings, supporting farmers who adopt eco-friendly
practices and sustainable production methods.

Agri-Fintech Companies

Colombia has witnessed a substantial rise in digital technologies within its
agricultural sector, and agri-fintech platforms like Agrapp and Agricapital have
emerged as innovative players in this space. These companies offer digital
solutions that streamline access to financing for agricultural producers, leveraging
technology to simplify credit assessments and loan disbursement processes. By
providing quick and accessible loan options via digital platforms, Agrapp and
Agricapital make it easier for small and medium-sized farmers to secure the
resources they need to grow their operations. Currently their scale is rather
limited but if these platforms continue to expand, they could become integral
players in sustainable agricultural finance in Colombia, bridging the gap between
traditional banks and rural producers.

Q|0

Impact Funds and Fund Managers

In Colombia, impact funds have become increasingly active in financing
businesses within the agricultural, agroforestry, and forestry sectors, with a dual
focus on social and environmental impact. Notable funds in this space include
EcoEnterprises Fund, Campo Capital, Incofin Investment Management with the
Fairtrade Access Fund, Acumen, and Blooming Roots by Amplo Kaya. These
funds invest in projects that promote sustainable agriculture, improve rural
livelihoods, and support environmental conservation. A key distinguishing factor is
their commitment to long-term financing. Additionally, most of these funds offer
dedicated technical assistance programs that support, among other goals, the
development of sustainable practices.

Sector Paper: Colombia
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3.4

Despite available programs and resources aimed at
fostering sustainable land use, forest protection,
and reforestation, several barriers hinder agro
financing in general. The following are key barriers
in the financing of agriculture:

Sector Paper: Colombia
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Challenges and Opportunities
for Sustainable Agricultural
-Inance




This chapter explores the challenges and opportunities in
financing sustainable agriculture in Colombia. While
barriers such as limited capacity, risk perception, and
political uncertainty affect the sector, there are also
significant opportunities for growth and advancement in
sustainable finance.

Sector Paper: Colombia
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4.1 Challenges in Financing
Sustainable Agriculture
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4.2 Opportunities for Growth
in Sustainable Agriculture
Financing
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4.3 Conclusion

By addressing capacity gaps,
iImproving risk assessment, and
leveraging new financial products
and partnerships, Colombia can
enhance resilience and
sustainability in its agricultural
sector.
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What's Next?

Interested? Please contact.
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AGRI3 Fund
Mauritskade 63

1092 AD Amstendam
the Netherlands
info@agri3.com

www.agri3.com
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