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A model for sourcing from smallholders 
 

Agribusinesses face common challenges when sourcing from smallholders 

and look for answers to questions such as: What are my areas of intervention 

in local sourcing? What factors influence the performance of local sourcing? 

What are best practices in sourcing from smallholders?  

 

This Business Bulletin explains a concise model to understand smallholder 

sourcing and provides some examples of success factors from different 

sectors.1 The model (summarized in the graphic below) details a number of 

areas where companies can intervene to overcome the challenges of 

sourcing raw materials from smallholders. 

 

 
 

Market requirements. The first element of the model refers to the market 

requirements for a product. They determine the product nature, value and its 

way of cultivation. In order to be able to produce for agribusinesses, 

smallholders need specific skills and assets to be able to comply with these 

requirements.  

 

Clear distinctive markets that the companies can focus on are exports, 

domestic, organic and certified products. Requirements for organic differ 

from general export market requirements, which in turn are different from the 

requirements for the domestic market. The more specific and specialized a 

product needs to be grown, the more a company needs to vertically 

integrate or steer its smallholder producers.  

 

                                                        
1 Source: Floris Simons and Hans Nijhoff / CDI (2012) In search of best practices in sourcing 

from smallholders. A study among agribusiness companies in Uganda, Kenya and Tanzania. 



 

 

 

 

Not all smallholders have the right skills or assets to produce the right quality 

and thus need support to do so. All farm activities and aspects that influence 

the product may need to be taken into account: soil, seeds, inputs, planting, 

irrigation, weeding, spraying, harvesting, post-harvest treatment, storage, 

processing, farming tools, processing materials, and so on. 

 

Willingness to invest. Companies support smallholders to enable them to 

produce the required quantity and quality in time. Smallholders frequently 

need support to gain the right skills and assets to be able to produce in 

compliance with the product requirements. Support may be required in the 

following areas:  

 Inputs: fertilizers, herbicides and pesticides;  

 Seeds or seedlings (in plant production);  

 Artificial insemination, heifers or chicks (in animal production); 

 Training: e.g. on Good Agricultural Practices, but also entrepreneurial 

skills and financial management; 

 Coordination: day-to-day support and supervision/coaching. 

 

The support in these aspects may be provided by the company or by a third 

party (e.g. government, NGOs, associations and other companies). The 

support may be paid for by the company, a third party, by the small-

holder(s), or can be shared in different ratios between multiple parties. How 

much and in which form the company is willing to invest, is very much 

dependent on the product and market. 

 

Mechanisms. Often companies are only willing to invest when they can be 

sure the produce will be sold back to them. Companies can develop or 

support certain mechanisms (instruments or practices) to enable sourcing 

from the smallholder base, and to enable a return on their investments. Such 

mechanisms are used to reduce the costs and time of sourcing:  

 Grouping or dealing with farmers united in groups, coops or via agents  

 Selection of those smallholders that fit the company’s desired profile  

 Contract or a similar formal or informal agreement 

 Pricing (cost, quality or market price based) and payment mechanisms  

 Collection at farm gate, a collection point or through an agent.  

 

The type of product, market requirements and the size of the investments that 

are needed, will determine the required tightness of these mechanisms. In 

turn, the success of the mechanisms influences the willingness to invest.  

 

Further reading for the full report on the model, see the publication “In search 

of best practices in sourcing from smallholders” on the AAA Resource Centre. 

Other related Business Bulletins are: “Success factors in contract farming” and 

“Contract farming and service delivery models”. 


