Regional Workshop on “Learning with financial organizations for enabling rural innovation,” 9-10 December 2005, Guwahati
This workshop was organized by the Centre for Policy Research in collaboration with North Eastern Development Finance Corporation (NEDFi, Guwahati), CRISP, Hyderabad, Centre for Technology and Development (CTD, New Delhi), United Nations University- Institute for New Technologies (UNU/INTECH, Maastricht).

Workshop background and rationale: 

Rural banks and banking professionals play an important role in enabling the utilization of technologies and different forms of knowledge for rural development. Much has been said about rural credit as an instrument for poverty eradication. An equal volume of literature exists that tells us about the application of science and technology for rural development. There is little said, however, about how the actual utilization of technologies for rural development is enabled by some crucial financial innovations and several other facilitating mechanisms.  The latter, the innovations in finance, services, policies, rules, etc. are institutional innovations or process innovations. 

Research on rural innovation systems reveals that it is only when these technological innovations and process innovations come together that actual utilization of technologies takes place, leading to rural development.  Pro-poor innovation in particular demands careful choice of process innovations that can facilitate utilization of technologies. Financial organizations such as NEDFi and NABARD, and NGOs/CBOs as promoters of rural innovation, have several lessons to offer on pro-poor innovation systems.
Objective, organization and expected outcomes of the workshop: 

The purpose of this workshop was to explore the ways in which banks and other financial organizations enable rural innovation and thereby lead to rural development.  

To this end, the workshop had participants presenting the ways of financing and accessing funds for rural innovation. The pro-poor rural/ post-harvest innovation systems supported and facilitated by the NEDFi and other banks/financial agencies, were analyzed.  The lessons from these cases of innovation were then used to demonstrate the innovation systems concepts and important institutional (process) innovations made by these financial organizations.  The workshop then explored how these concepts can be applied by other relevant financial organizations to enable rural innovation for rural development.

The programme was as follows
9th December

Session I

Chair
 

C.K Gopalakrishna, CGM, NABARD

1000-1015

Introduction -  Workshop objectives (Rajeswari Raina, CPR)

1015-1030

Welcome address (Y.K.Chaudhury, GM, NEDFi)

1030-1100
Financial Arrangements for Rural Innovation – what do we know about them? (Tara Nair, MICA)

1100-11.15
Rural Innovation- NABARD Perspectives (C.K Gopalakrishna, CGM, NABARD)

11.15.11.30

Coffee/Tea

Session II

Chair


M.K.Bezbaruah, Gauhati University

11.30-11.45
Analysis of Cases of Rural Innovation and their Financial Arrangements (Rasheed Sulaiman V, CRISP)

11.45-13.30

Rural innovation facilitated by financial arrangements




(15 minutes presentation incl. discussion time)




a. NEDFi  (Dilip Sarma)




b. IFMR/CMFR, Chennai (Tanvi Kumari) 




c. Dhriiti, Guwahati (Arindam Dasgupta)




d. CSR, Tripura (Diganta Basu)

f. CPSL Patna (Sunil Choudhary)




g. Bethany Society, Meghalaya(Carmo Naronha) 

13.30-14.30

Lunch

Session-III

Chair


Y. K Chaudhury, GM, NEDFi

1430-1515
Understanding Rural Innovation and Development Processes- (Andy Hall, UNU-INTECH)

1515-1545
Rural innovation systems and financial arrangements- experiences, questions, lessons.

(One representative from each organization makes a short presentation (5 minutes)

15.45-16.00

Coffee/Tea

Session IV

Chair


Andy Hall, UNU-INTECH

1600-1645 Accessing and using technologies and financial arrangements for rural innovation– the CTD case (D. Raghunandan, CTD)

1645-1745 Working Groups - Participants split into 3 working groups explore  key questions:

2000 Workshop Dinner

10th December

Session V
Chair


Dilip Sarma, CHD

9.00-10.00

Plenary – Working groups present their findings to plenary

10.00-11.00

Discussion & Summation of Lessons Learnt regarding: 

“Financing rural innovation systems”

11.00-11.15

Coffee/Tea

11.15-12.30

Discussion: Ways Forward -- Options and Learning Alliances

12.30-13.30 

Lunch – participants depart


Workshop conclusions and follow-up:

The workshop identified the key constraints faced by financial organizations in financing rural innovation, and constraints faced by individuals/ rural development groups (as SHGs, NGOs, CBOs, etc.) in accessing and utilizing financial products for rural innovation – for enterprise development and evolution.  It was decided to share these lessons with other financial agencies and explore ways of addressing the same through forming a learning alliance with rural finance partners.
The main issues in financing rural innovation were summed up as follows:

1. S&T organizations (in Ministries or Research Organizations) fund R&D, and Development Agencies fund Projects –none of them support innovation for enterprises and rural development. They see their role as ending with technology generation or distributing targeted number of milch animals, or implementing employment guarantee schemes, etc.
2. Even if some finance is available for a local NGO, only capital costs and training expenses are supported but not running costs.
3. Banks want proven ‘enterprise models.’ This is not the same as an application to support an innovation (something new or modified that needs to be tuned or tested and developed to a commercially viable stage). Applying the innovation systems framework, can help the rural banker/financial organization with a set of criteria or pieces of information that can convince a bank/donor that the proposal for rural innovation submitted to them will be sustainable as a rural enterprise over a long period.
4. There is a key question to be considered in utilizing knowledge for rural development. What kind of information, activities, linkages, supporting finance or infrastructure, skills/competencies are needed to fill the gap between Projects and Enterprises? especially if it is for establishing and running viable pro-poor enterprises?  There are major gaps mainly in the area of –

a. product development

b. market promotion

c. organisation and networking of poor users

d. human resources development 

e. technology upgradation
5. Who takes risks on behalf of the poor who are unable to take the risk during this phase of establishing the enterprise? The innovation process does not end once the enterprise is established. The viability of the enterprise depends on the capacity to innovate continuously to face emerging challenges. 

In several cases presented at the workshop, there was evidence to show how new designs in weaving, marketing strategies, solutions to transport problems, new ways of carcass utilization, etc. are needed to keep an enterprise working and viable, even after it is established. 

Innovation is a continuous process, and it demands risk bearing capacities from some components of the innovation system in which the pro-poor enterprise is located. The poor must not be asked to bear all the risk – keeping a pro-poor enterprise economically viable demands a fine balance between blind blanket subsidy giving programmes and providing the right kind of financial or infrastructural support where and when needed – say a line of credit to tide over six months, a secure warehouse, good and safe roads, transport facilities for handicrafts or perishables, etc.  
6. There is a need for a Venture Capital Fund for Rural Innovation. Who should initiate and enable the Fund? What will be guidelines be to identify whether a proposal is worthy of investment? In the case of rural enterprises, what are the main criteria that a banking professional or a venture capitalist can use to assess if the enterprise is linked to all the relevant domains in the sector? So even with a Venture Capital Fund being established there are crucial questions about how the Fund can be operationalized?
7. It is important to identify a key actor who will operationalize this Venture Capital Fund. S&T agencies are not likely to have the skills or linkages or market information to support such venture capital and revolving funds. So Development agencies, Government Departments or NGOs themselves will have to find ways of making these funds work. How?

8. Financing innovation demands a great deal of flexibility to use the R&D funds or Grants within Financial Organizations for supporting capital and risk requirements. If we break down the current barriers in thinking, and see that research involves market research, research to re-design or re-position the product, then R&D is not just limited to ‘technology generation’. This means that banks/financial organizations must give R&D support to do market research/promotion too. 

It is important to see that in all the cases that were presented here, the organizations or individuals involved in the enterprise development did acquire new skills, seek new information, access new forms of support or partnerships, etc. All these were crucial in establishing the enterprise and keeping it viable. Can there be funding mad available for these activities? We must note that the cases also showed how accessing a distant market or interpreting market signals (especially when dealing with export goods) demands the involvement of an NGO even after the enterprise has been established. Who will fund such prolonged hand holding or at least make some provision for intermittent intervention/support from the NGO or technology development organizations or any relevant agency?

9. How do we mainstream innovation? Each organization involved in rural innovation must see it as a process of change, than as a piecemeal event or technological artifact. All the main actors in each sector, say weaving or horticulture see that they are all continuously innovating – and intermediary organizations play a crucial role in mainstreaming innovation – the process. 
10. The demand from the participants, NEDFi and NABARD in particular, during the last session, was for an action plan to fund rural innovation and develop viable rural enterprises in the North East. The project team was asked to be part of a Committee set up for drawing up this action plan and submitting it to NEDFi. The team demanded that NEDFi officers be involved in this Committee too. The workshop deliberated a few concerns over decisions to be made for funding rural innovation and development.

Following the workshop, the project team from CPR made a follow-up visit to Guwahati (21st December) and submitted an action plan to NEDFi on the 5th of January 2006. The document titled, “Innovation for rural development: A portfolio of rural innovation projects in the North Eastern States” is designed as an action plan for developing suitable financial products and processes to support and enable rural innovation. These will be initiated in four sub-sectors of the rural economy in the North Eastern States, and operationalised through coalition projects, co-ordinated by a CTD-CPR-CHD-CRISP-UNU/INTECH-NEDFi team.

(Follow-up note (23rd February 2006): CTD on behalf of the project team has submitted a project proposal “Investment opportunities for rural innovation” to NEDFi.  The outcome of this activity will be four rural innovation project proposals (using innovation systems principles - lessons synthesized from case studies of rural innovation) which will (i) identify and build coalitions (project teams for each one of these four), (ii) develop action plans for the each rural innovation/enterprise system, and (iii) identify and develop funding strategies – financial products and process innovations in financing + financial and non-financial support in different domains of each sector. These four projects will be ready for implementation by June 2006. This pre-project phase will be funded jointly by NEDFi (Rs. 5 Lakhs) and CPR (Rs. 5 Lakhs).
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