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Linking smallholders to 
organic supply chains: 
what is needed?
Fostering organic supply chains is becoming of increasing interest to developing 
countries, since the demand for organic products is growing, providing market 
opportunities and premium prices for producers who comply with organic certification 
standards. To succeed, smallholders must be fully integrated into supply chains able to 
offer inputs, business and technical services via market linkages. 

Organic production is particularly 
well-suited for smallholders as it makes 
them less dependent on external 
resources and able to rely on their tra-
ditional knowledge. Smallholders who 
have shifted to organic production and 
marketing enjoy higher and more sta-
ble yields and income, thus enhancing 
their food security. However, their prod-
ucts have to be certified by specialised 
agencies in order to be sold under the 
“organic” label and thereby obtain pre-
mium prices. This is usually costly and 
cumbersome for smallholders in the 
developing world. 

An FAO study (Santacoloma, 2007) 
showed that alternative organic certifica-
tion schemes are embedded in particu-
lar market relationships that determine 
specific business and technical services, 
inputs and post-harvest needs for the 
actors in the chain. Building upon these 
findings, FAO further investigated mar-
keting strategies and sources of financing 
of support organisations for the future 

fostering of the organic sector in devel-
oping countries. It studied organic ven-
tures in rice in Thailand and India, coffee 
and fruits from African countries and hor-
ticulture products in Hungary and Brazil. 

n	 The market for  
organic products

The international markets for 
organic products continue to grow 
at a rapid rate of 10 to 30 per cent 
per annum in most countries and at a 
rate of over 5 billion US dollars (USD) 
per year globally, with fresh fruits and 
vegetables being the leading sector. 
Organic vegetables comprise over five 
per cent of all vegetable sales in north-
ern European countries and exceed 
ten per cent in some Scandinavian and 
Alpine countries. The organic fruit mar-
ket is reporting an even higher growth 
as more tropical and exotic varieties 
come into the market.

The global market in 2009 for organic 
food and drink rose to over 54.9 billion 
USD, with the vast majority of products 
being consumed in North America and 
Europe. Domestic markets for certified 
organic products in developing coun-
tries are much less developed, with the 
exception of China. Nonetheless, the 
potential for strong exchange between 
countries in an emerging, regional Asia-

Pacific organic market is consolidating 
an organic industry that had originally 
developed to supply countries in the 
West. While organic premiums are high 
in a few export or domestic markets, 
there are some concerns that these may 
not last, as more and larger commer-
cial producers are entering this market 
and consequently prices may fall in the 
future.

n	 Organic supply chains 

Across the study, supply chains range 
from very short ones where farmers 
market directly to local consumers, to 
more elaborated chains where a num-
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ber of different actors are involved in 
moving the organic products from the 
farm to the final consumer while keep-
ing the organic quality attribute. Some 
models are:

Farmer to consumer chains: These are 
very popular for producers associated 
with the agro-ecological movement in 
Brazil, who sell their products at mar-
ketplaces or ecological fairs provided 
by municipal governments. Prices are 
established through producer-group 
negotiation with the local municipali-
ties and state government bodies who 
are responsible for the fairs. In Hun-
gary, small organic farmers also market 
directly to consumers through organic 
public marketplaces. 

Farmer to retailer or supermarket 
chains: In Thailand, the private retailing 
company TOPS markets organic pro-
duce under its own brand in its super-
markets located around the country. 
Rice, coconut, milk, coffee and shrimps 
are some of the organic products mar-
keted under the TOPS brand. Similarly, 
in Brazil, organised producers collec-
tively sort and pack fresh and processed 
products for shipping to supermarkets 
and retail stores directly. 

Farmers to food processor chains: In 
the two basmati rice cases in India, farm-
ers supply their paddy to a rice mill and 

the processed rice is shipped in bulk or 
filled into retail packs before exporting. 
In the former case, a private company 
organises the supply chain. A federa-
tion of farmers produces the organic 
rice under contract, and the company 
transports, processes, packages and 
distributes the product to domestic 
markets as well as to export fair-trade 
and organic markets in Europe. In the 
latter case, a state controlled commod-
ity board arranges the production with 
farmers and negotiates contracts with 
the main buyer, who processes the rice 
at his own mill and packs and transports 
it to domestic and foreign markets.

Farmer to importer: In the case of Afri-
can organic coffee, coffee cherries are 
cultivated by farmers, harvested and 
brought to a collection centre, where 
they are pulped to separate the beans. 
The beans are then dehulled and dried. 
Some of these operations may be also 
done on farm. Subsequently, the beans 
are bagged and exported directly to 
the importer. In some cases, the beans 
may be sent to an exporter, who will 
grade and repack before shipping to the 
importer, who will roast or sell on to the 
roaster and packer for retailing. 

In the majority of the cases in the 
FAO study, the market opportunity was 
identified by the entrepreneur, busi-
ness or exporter, who set up the busi-
ness and established the supply chain 
to exploit it. In only a few cases did the 
farmers themselves initiate the estab-
lishment of the supply chain to fulfil a 
market demand. In a small number of 

cases, the supply chain and market link 
was actually initiated by a government 
or non-government organisation as a 
means of promoting organic farming 
as a smallholder alternative. 

n	 Organic quality attribute  
along the chain

In any agro-food chain, the main-
tenance of product quality from the 
farm to the consumer is paramount for 
achieving good prices and sustainable 
business. This means that transportation 
and logistics of the harvested product 
are important components of the sup-
ply chain. Organic products have addi-
tional demands in that handling, trans-
portation, storage and packing must 
be done under certified conditions and 
segregated from non-organic products. 
Therefore, once the product leaves the 
organic farm, transportation and han-
dling facilities must meet these require-
ments. More recently, traceability has 
become increasingly required by export 
markets as a means of ensuring product 
quality all along the chain. This places 
additional demands on producers, pro-
cessors and market agents for organic 
products aiming at export markets. 

With respect to infrastructure, there 
are two major issues in the cases 
reviewed. Firstly, the individual farmer 
does not have the resources to invest in 
transport, storage or processing facili-
ties in order to provide good quality 
products for the market. Therefore, the 
trend has been to form farmer groups 
who can establish a collection centre or 
a group packing facility and organise 
transportation of the products to their 
processor, exporter or directly to the 

India produces organic rice for both  
the domestic and export markets.Ph
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Summary of farmers’ participation in the organic value chains studied by FAO 

Source: Panyakul, Schultz, Alam, Kürthy, van Elzakker, 2009

Organic rice Fruits and Vegetables Coffee
Thailand India Brazil Hungary Africa Africa

BRFO TOPS Sunstar UOCB Ecovida Individual Outgrowers Outgrowers

218 133 500 1.200 371 20 890 8.320
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consumer. In some cases this has been 
extended to processing such as rice mill-
ing (Thailand, India), coffee dehulling 
(Africa), fruit juice processing (Brazil, 
Africa), fruit drying (Africa) and even 
retail packing of products (Africa, Bra-
zil, India, Thailand). Generally, however, 
processing, storage and trucking are 
handled by the private sector entrepre-
neur, wholesaler or exporter. 

In short, the organisation of the 
organic supply chain does not differ 
much from the conventional chains. 
However, to maintain the organic qual-
ity attribute, stronger vertical coordi-
nation, logistics and infrastructure are 
required, as well as clearly defined actors 
roles and responsibilities. By forming 
groups, certification costs can be low-
ered and efficient procurement prac-
tices fostered. 

n	 Financing mechanisms

Setting-up and operating an organic 
production chain requires substantial 
financial resources, which are often 
beyond the means of small farmers 
and their organisations. They must 
rely on partnerships with buyers and 
other actors to finance their partici-
pation. Formal credit and loans with 
commercial banks and government 
programmes generally have no special 
component for organic farming opera-
tions, with the exception of Hungary 
with its links to the EU programmes, 
and Thailand and Brazil, where specific 
financing mechanisms for community 
organisations and family agriculture 
favour organic farmers. In general, 
farmers do not seek financing from 
commercial banks, due to their high 
interest and collateral demands. They 
prefer to rely on their own resources or 
borrow informally. 

Private sector partnerships were the 
key source of financing for the organic 
supply chains. Their finance came from 
personal or internal sources and in some 
cases from commercial banks. In other 

cases, fair-trade partnerships between 
producers and buyers in developed 
countries were able to reliably finance 
production and post-harvest opera-
tions, through the provision of advance 
payments. However, in some cases this 
was not sufficient to pay for all the har-
vested crops, particularly in the case of 
rice. Consequently farmers’ organisa-
tions still have to find more funds locally. 

In short, financing of crop produc-
tion for smallholders continues to be 
problematic in developing countries, 
whether the product is organic or not. 
Where private sector or fair-trade type 
partnerships are being developed or are 
functioning, it would be desirable that 
commercial banks and government-
backed programmes be encouraged to 
develop appropriate financing mecha-
nisms that will facilitate smooth func-
tioning of all essential activities along 
the supply chain. 

n	 Proposals to enhance 
smallholder’s participation  
in organic chains

Governments should promote an 
enabling environment to facilitate the 
development of organic supply chains 
for both export and domestic markets. 

This will require expanding extension 
services to include organic production 
techniques and post-harvest opera-
tions, developing credit lines for conver-
sion and certification costs, and support 
for training in food safety and quality 
management, business management 
and associated consulting services from 
local private suppliers. 

Governments should also promote 
organic products for domestic con-
sumption through the development 
of organic marketplaces in partnership 
with municipalities and by furthering 
the procurement of organic products 
for public sector health, food and nutri-
tion programmes.

Partnering companies should iden-
tify market opportunities in domestic 
or overseas markets before participating 
in or developing organic supply chains. 
Companies must also ensure they have 
the human and financial resources to 
champion the development and opera-
tion of the organic supply chain. 

Financing institutions are encour-
aged to develop appropriate financing 
mechanisms that will take into account 
the particularities of organic produc-
tion such as the conversion period and 
product segregation along the chain.

Support groups such as NGOs who 
work with small-scale farmers in organic 
projects should ensure that they have 
the capacity to deal with post-harvest, 
food safety and quality, finance, market-
ing and business management activities 
through their own staffing or through 
alliances or sub-contracts with special-
ist groups.

A full list of references can be obtained 
from the author and at:  
www.rural21.com

A farmer in Senegal spraying a cabbage 
crop with an organic pesticide.
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