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OUTGROWER SCHEMES ENHANClNG PROFlTABlLlTY

LYy diNBRdzOa2Yy who produce on their own land under contract; the

provision of inputs and technical assistance to growers;
Global prices for agricultural commodities have risen guarantees to purchase the growers' crop Subject to
dramatically in recent years, making agriculture an at- meeting predefined standards; and growers typically
tractive investment once again. This, coupled with im- - receiving a preagreed percentage of the final sales
provements in the overall business climate in Africa, price of their product, thus leaving them still fully ex-
has seen a resurgence of largale investment in agri- posed to price risk

culture on the continent. ) ) . o
This brief presents a synthesis of key findings from a|

Such investment has the potential to create jobs and review of global experiences in developing and manag
raise rural incomes, particularly by promoting uptake ing outgrower programmes. The purpose of the re-

of improved production techniques and greater use of \io\v commissioned by IFAD, was to identify:
inputs. Whether that potential is realized, however, ' ’

depends largely on the extent to which commercial 9§ key factors (crop type, institutional arrangements,

buyers and Africads s mal | h o Imahaementsguctureetectmnglogywgeography,cutturen |

the landscape, can discover mutually beneficial ways to regulatory environment etc.) that influence a

work together. programmeds success or fai
9 how to design replicable, scalable outgrower

Many factors limit the ability of smallholder farmers to programmes with broad impact.

boost their productivity and make the transition from
subsistence farming to marketiented production. o )
They commonly lack security of tenure over the land The findings suggest that no universal approach guaran
they farm, restricting the investments they are willing ~[€€S Success; rather, success depends on a range ¢
or able to make in improving the land. They also typi- factors. Chief among these are:
cally lack access to productivignhancing inputs such o , )
as i)rlnproved seed fe?tilizers v?gter andginfcf)rmation or T having direct access to a viable market (local, regional,
to the credit needed to finance investment in these global) for the end product N _

inputs. As a result, smallnolder farmers are unable to Y maintaining a clear, transparent pricing mechanism, a

deliver the volume and quality of produce that com- price that is attractive to farmers, or both;

mercial buyersd retailers, processors and other agri- 9 avoiding monocropping systems (especially-Vaue,
business firm# require, which in turn limits the devel- highvolume annuals);

opment of markets for agricultural produce. 9 avoiding overreliance on credit to purchase inputs;

Outgrower schemes are one possible way to over- T leveraging a competitive advantage in production,
come these obstacles while securing mutual benefit for product attributes (e.g. brand, certifications) and/or
all stakeholders involved. Such schemes bring together proximity to the end market;

four elements: a central facility surrounded by growers

'Farmers and farmersd associations in developing countra02spp. 46tld t heir use

TECHNICAL BRIEF 1




LL
—
o
11}
-
<
<
<
a =
o
L
-

il

building/sustaining credibility of the buyer and trust
among farmers via regular direct interaction between the

buyer and the farmers. ships in the first place. At the most basic level, both

buyers and farmers share a common objectiveo
reduce overall market uncertainty and secure the high-
est possible return on their investment. For smallhold-
ers, this translates into obtaining access to assured
markets, credit that is reasonably priced and adapted
to their needs, and technical skills and innovations that
| 5 & TN will help them satisfy market requirements. For buyers,
i YRSNRUEYRAYS the priority is to secure reliable sources of raw materi-
Key to understanding what contributes to the success als that meet their specifications in terms of quality and
of outgrower schemes is an understanding of what mo- Vvolume at the least possible cost. Outgrower schemes
tivates buyers and farmers to engage in such relation- offer a means by which both buyers and farmers can

The evidence also suggests that ad hoc, opportunistic
investments that do not pursue and sustain an integrat-
ed and comprehensive fartn-market approach are

likely to fail.
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Reduced capital investment in centralized production
(land, infrastructure, equipment etc.)

For processors, enhanced control over sourcing (variety
quality control, timing, food safety, traceability)
Potential for improved product quality
Enhanced flexibility to target new market segments wittj
specific qualitative specifications (e.g. fair trade, organi
Diversifying production risks (e.g. crop disease) via sm4d
er, geographicalgliverse production areas

Greater flexibility in responding to market signals
Reduced labour costs (and conformity to labour laws)
through subcontracting

Favourable public relations with government and the wi
er public

Potential for enhanced transactional efficiencies and re

duced procurement costs via diresburcing linkages
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Improved access to credit for purchase of inputs, dr
direct provision of inputs by the buyer

Guaranteed access to new, higharlue markets (e.g
processing, export, niche)

Improved access to extension services and post
harvest technical assistance

Better access to new technical and management skills
required to satisfy market requirements

Improved access to information and enhanced ma
ket transparency

Reduced fixed (e.g. equipment) and/or variable cogts
(e.g. inputs, transport)
Higher income due to increased yields and/or quallty
related price premiums

Potential for higher farmgate prices via direct linka
es to buyers
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meet their objectives by sharing economic risks and
rewards. At the operational level, each stakeholder

stands to benefit in unique ways (Table 1).

Whether buyers are willing to outsource to smallhold-
ers depends on a number of factors. Outsourcing to
smallholders may be the only viable option if land is in
short supply. In other cases, working with smallholders
may be more coseffective than investing in commercial
production, or may simply be imposed as a prerequisite

for foreign direct investment.

FaA0 Y2RSta FyR 1S& OKI N
Outgrower schemes are incredibly diverse, not only
with regard to the products grown but also in the myr-
iad ways in which they can be structured and managed.
The one element that all models have in common,
however, is that they are founded on linkage
dependent relationships through which companies pro-

vide inputs and technical support to farmers in return
for access to the their produce.

Figure 1 illustrates the basic organizational structure of
the most commonly recognized outgrower models.
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FIGURE | - OUTGROWER MODELS AND DEFINING CHARACTERISTICS

Informal Model

Intermediary Model

Multipartite

Model

Centralized Model

Nucleus-Estate Model

gov't agency I

inputs ——=
outputs = ==
processing @

Inputs
Extension services
Use of contracts

Farmer grouping

Grower management

Centralized Production/
processing

Post-harvest logistics
(packaging, transport)

Never
Rarely
Sometimes
Often

Always

Informal

Summary: speculative, seasonal
sourcing on an ad-hoc or semi-
formal basis and spot market trans-
actions; few if any inputs/services
provided to farmers; minimal firm/
farmer coordination; little to no
product specification by buyers

Pros: little to no buyer investment
in technical/financial support; low
operational costs; high level of
sourcing flexibility

Cons: limited control over
production (ie. products, varieties,
quality, etc.); high risk of supply
ruptures; strong buyer competition)

increased buyer investment

increased risk of inconsistent suppl

Intermediary

Summary: semi-formal to formal
sub-contracting by buyers to
partner intermediaries (e.g. lead
farmers, farmer groups, buying
agents) who manage outgrowers &
provide services; limited direct firm/
farmer interaction; enhanced but
limited product specification

Pros: reduced risk, assuming
effective management; minimal buyer|
investment in technical/financial
support; marginally improved supply
chain management; low-cost of
switching to new partners

Cons: lower buyer visibility among
farmers; marginal control over
production (i.e. ,volumes, quality)

Multipartite

Summary: buyer sources from
farmers or farmer groups, but TA/
input/credit provision & grower
management via third parties;
limited firm/farmer coordination;
higher level of product specification
necessitates close monitoring/
supervision of production

Pros: limited investment & reduced|
costs due to partner cost-sharing:
reduced risks (vs. commercial
production) due to geo-disperal of
outgrowers

Cons: greater risk of side selling;
no core preduction, reliant on
smallholder production; high
transport costs

Centralized

Summary: buyer provides TA/
inputs directly, purchases the crop,
and handles many post-harvest
activities (processing, packing, etc.);
farmers provide land & labor; high

degree of firm/farmer coordination;

strict product specifications
monitored by in-house technical
staff; often linked to processing

Pros: enables high level of control
over product quality & volumes;
frequent interaction with farmer
inhibits side-selling risks

Cons: high level of investment
needed in developing in-house T/A
and pre- and post-harvest logistics
and related infrastructure

Nucleus-estate

Summary: buyer operates
centralized production and
processing (estate), supplementing
throughput via direct contracting
with outgrowers; buyers often own/
control land used by farmers, who
supply labor. buyer provides TA/
inputs/credit; close monitoring/
supervision

Pros: high level of control over
supply chain; simplified TA/
extension/farmer oversight;
reduced risk of supply ruptures

Cons: requires heavy investments
(land, labor) in production; higher
crop-related risks; limited flexibility/
options in selecting outgrowers
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