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ABOUT THE FARMER INCOME LAB 

The Farmer Income Lab is a collaborative �think-do tank� to improve farmer incomes 
and build resilient supply chains that work for farmers and business. As an industry-
led collective, the Lab harnesses the expertise of academic, public, private and civil 
society partners to generate insights and connect solutions in order to influence 
industry action. By understanding what works and what doesn�t, and why, we can 
create solutions that can be activated, replicated and scaled. 

In order to build fit-for-purpose supply chains, where smallholder farming enterprises 
and companies both thrive, incremental improvements are not enough. Through 
individual and collective action, we must push boundaries and extend our ambitions�
because poverty won�t be solved with the same approaches that perpetuate it. 

This paper is the latest in a series that has explored what has worked to date in 
corporate and development agency programs aimed at improving smallholder 
farmer incomes, where poverty hotspots persist�for specific countries and 
commodities�and how companies are experimenting with traditional and trending 
procurement practices to address poverty. The paper seeks to help understand 
under what conditions smallholder farmer poverty reduction has been successfully 
and sustainably achieved at scale as part of a country�s rural agricultural 
transformation process. 

Earlier papers published by the Farmer Income Lab include:

�	What Works to Increase Smallholder Farmers� Income? A Landscape Review (2018)
�	Race to One: Mobilizing Business Action on SDG 1 (2019)
�	Disrupting Commodities: Background Paper (2020)
�	Disrupting Commodities: Building Thriving Rural Communities and more 

Sustainable, Resilient Agricultural Supply Chains (2021)
�	Poverty and Procurement through a Pandemic: A case for new business practices 

that build supply chain resilience and improve farmer incomes (2021)

This report was prepared by Rogers MacJohn LLC, in collaboration with SocialSide, 
with input from members of the Farmer Income Lab Advisory Council. 

The views expressed in this paper are those of the authors and do not imply 
endorsement by any individual member of the Farmer Income Lab.

' 2022 The Farmer Income Lab
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EXECUTIVE SUMMARY

Many smallholder farmers that participate in global value chains remain in poverty�creating 
risk for the food and agricultural companies that depend on the raw materials they produce. 
Traditional commodity procurement practices, designed to meet commercial objectives and 
maximize short-term profitability, have in many cases exacerbated the risks faced by rural 
households and discouraged them from investing in their farms. At the same time, traditional 
smallholder farmer programs, supported by governments and development agencies, have 
failed to bridge the gap and help farmers reach a living income. This suggests that �business as 
usual� is not sustainable and leaves forward-looking companies searching for new approaches 
capable of tackling farmer poverty at scale. 

This paper looks at lessons from countries or sub-national regions where major gains in 
smallholder farmer livelihoods have been achieved. These regions�primarily in Asia and 
Latin America�have brought large numbers of rural households out of �moderate poverty� 
defined as $3.20 per person/day. The lessons are:

�	A well-performing agriculture sector is necessary 
to create pathways out of poverty in rural 
communities�but it is not sufficient. In the early 
stages of development, agricultural growth has 
been found to be two to three times more effective 
in reducing extreme poverty than growth in other 
sectors. At the same time, the foundations for 
poverty reduction go beyond agriculture, and as 
rural communities move from extreme poverty 
towards a living income, more people earn greater 
shares of their income outside of agriculture.

�	To create pathways out of poverty and toward a 
living income, agricultural transformation must 
be smallholder-based. Experience has shown that 
well-performing smallholder-based agriculture has 
greater potential to raise rural living standards on 
a broad scale, and to minimize income inequality, 
than large-scale commercial agriculture, where the 
benefits are more concentrated.

�	Business and government both have major roles 
to play in catalyzing and advancing smallholder-
based agricultural transformation. Governments 
typically play leading roles in the early stages when 
investments in core public goods are needed and 
markets for various goods and services remain 
underdeveloped. As foundations are put in place, 
governments begin to lead less and facilitate more, 
better leveraging the capabilities of the private sector 
to innovate, invest, and commercialize agriculture. 

�	The countries that have been most successful 
in promoting smallholder-based agricultural 
transformation have had several things in common. 

First, they have put in place solid foundations 
for broad-based rural poverty reduction and a 
productive and fast-growing agricultural sector. 
Second, they have shifted their strategic focus over 
time to both ensure national food security and to 
best nurture the country�s comparative advantage 
in servicing domestic, regional and international 
markets. And third, they have effectively supported 
the development of a vibrant rural economy and 
other opportunities, beyond farming, to sustainably 
increase rural household incomes. 

�	Agricultural transformation has been effective when 
a clear and focused strategy has been co-created by 
governments and the private sector. This requires 
a firm understanding of farm and value chain 
economics to assess the potential for capturing 
market share and the key constraints to profitability 
and competitiveness. Once farm and value chain 
economics, market competitiveness, and risks are 
well understood, a business case can be made for 
public and private investment, and government 
policies can be structured to support the strategy for 
catalyzing economic growth and poverty reduction.

�	Smallholder-based agricultural transformation 
can be realized by making progress across four 
important pillars in tandem: (i) productivity, (ii) 
market access / connectivity, (iii) value addition and 
distribution, and (iv) risk mitigation. Productivity 
growth is fundamental and should emphasize 
both land and labor productivity. Market access / 
connectivity includes improved value chain linkages, 
information flows, logistics, and transportation 
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infrastructure. Value addition and distribution 
relates to capturing more wealth in the value chain 
locally such as through quality differentiation and 
undertaking primary processing; however, it is 
important for smallholders to capture a fair share of 
this value creation through higher farm gate prices 
and/or various profit-sharing arrangements. The 
benefits of productivity growth, reduced transaction 
costs and increased value addition might be lost 
without effective measures to mitigate (financial, 
commercial, production, and environmental) risks.

�	Three approaches have been identified for making 
progress on all four pillars at scale. Business and 
government may choose to deploy one or more 
of these depending on geographical, regulatory, 
and cultural contexts: (i) fostering competitive 
agricultural commodity clusters, (ii) facilitating 
incremental consolidation of small-scale production 
where it makes economic sense for smallholders, 
and (iii) formalizing farm-to-market linkages across 
the value chain. However, in countries where these 
approaches have been successful, governments 
have also supported the growth of competitive 
manufacturing and service sectors, which have 
provided additional outlets for agricultural 
produce plus attractive alternative employment for 
smallholder farmers who exit farming.

These lessons suggest a number of implications and 
tee up preliminary recommendations about what 
companies can do to maximize impact on smallholder 
farmer incomes while meeting commercial objectives.

1.	 Evaluate poverty reduction potential. In countries 
and/or sub-national regions where companies 
source critical raw materials, it is important to 
first assess the extent to which the right enabling 
environment, or at least the political will, exists. 
In parallel, companies should undertake detailed 
economic and risk analyses for different types of 
farmers and other value chain intermediaries (e.g., 
farmer organizations, primary processors). Such 
analyses should cover profitability, cash flow, and 
financial resiliency, looking at key cost and revenue 
drivers. These analyses are necessary to develop 
effective approaches for reducing poverty, tailored 
to farmers� specific circumstances.  

2.	 Develop a strategic plan with government and 
other stakeholders. This plan should ideally be 
developed through an open multistakeholder 
platform facilitated by a neutral development 
agency acting as an �honest broker� to ensure 
that the benefits are broad-based and inclusive 
of women, youth, and marginalized communities. 
The plan should leverage a region�s comparative 
and competitive advantages, taking a long-term 
view of market trends and climate change. 
It should include applicable approaches for 
strengthening the four pillars of smallholder-
based agricultural transformation, based on local 
regulatory, geographic, and cultural contexts. 
For example, these plans might include creating 
agricultural commercial clusters, consolidating 
small-scale production, and/or establishing more 
formal value chains.

3.	 Clarify roles and track progress. It is essential that 
the value chain stakeholders, government, and 
others (e.g., development agencies, civil society, 
research institutes) determine and agree on roles 
and responsibilities for implementing the plan, as 
well as who will drive the policies, standards, and 
investments needed. Companies have different 
roles to play on different issues based on their 
core competencies. As the multistakeholder 
platform shifts from planning to implementation 
management, a set of common SMART (specific, 
measurable, achievable, relevant, and time-
bound) indicators will ensure that investments and 
policies are coordinated and synergistic as well 
as allow stakeholders to track progress, evaluate 
performance, institutionalize learning, and update 
strategies when necessary. 

In the context of current trends, the issue of 
smallholder farmer poverty will only increase in 
importance. Further discussion and action�most 
critically through new, more strategic relationships 
between business and government�are needed to 
advance the vision of the Farmer Income Lab: a future 
in which all agricultural raw materials are sourced from 
profitable, socially responsible, and environmentally 
sustainable farming enterprises that contribute to rural 
economic growth and poverty reduction, enabling rural 
communities and natural ecosystems to thrive.

Enabling Smallholder-Based Agricultural Transformation 5



1. THE CHALLENGE OF SMALL�SCALE FARMER POVERTY 
AND THE PURPOSE OF THIS PAPER

Millions of smallholder farmers that participate in agricultural supply chains continue 
to live in poverty, an unsustainable situation that is also increasingly untenable for 
companies that depend on the raw materials they grow. Traditional smallholder 
farmer support programs have not moved the needle very far. For companies seeking 
to increase their impact on alleviating rural poverty amongst smallholder farmers in 
their supply chains, this paper identifies lessons from places where major gains in 
smallholder farming households� livelihoods have been achieved.

Over the past three decades, global value chains 
(GVCs) have become a dominant feature of the world 
economy, driving a major expansion in trade and 
helping to increase incomes in many developing 
countries. The steepest declines in poverty�especially 
when measured at the higher standard of $5.50 
per day typically used for upper middle-income 
countries�have occurred among the developing 
countries that have been most actively involved in 
GVCs. In these countries, the emergence of specialized 
geographic clusters of agribusinesses and supporting 
infrastructure has yielded major gains in productivity, 
employment, and income (World Bank 2020).

In agriculture, GVCs have played an important 
role in expanding developing countries� trade in 
higher value perishable foods such as fish, meat, 
fruit and vegetables, as well as nuts, spices and 
processed foods associated with these commodities. 
According to UN COMTRADE data, these exports 
grew four-fold to $220 billion between 2000 and 
2016 and now account for just over half of the total 
value of developing countries� agro-food trade. 
Many developing countries have engaged in this less 
traditional, higher value agro-food trade, although 
about a dozen (now primarily upper middle-income) 
countries have benefitted the most, accounting for 
two-thirds of the expanded trade (both exports and 
imports). These are therefore the countries that have 
seen the greatest gains in terms of rural incomes 
and value chain job creation, often due to the need 
for local value-added processing and the higher 
value of perishable and processed products.1 The 
most successful countries have been those that have 
effectively fostered knowledge-intensive agriculture, 
addressed pertinent biosecurity and food safety risks, 
and taken advantage of advances in food logistics. 

However, while GVCs related to certain beverage 
and industrial crops such as coffee, tea, cocoa, 
cotton, rubber, sugar, and oil palm have also served 
as important exports of developing countries, the 
impacts of these value chains on employment and 
income have been more mixed. For commodities that 
are often exported with minimal local value addition 
(i.e., with minimal processing into intermediate or 
finished products), there have been serious concerns 
about how well GVCs have contributed to poverty 
reduction and overall living standards in the rural 
areas of the countries of origin. Effective means of 
enhancing the profitability of small-scale production, 
strengthening the overall livelihood resilience of 
farming households, and improving the distribution 
of the value created within the GVC have not been 
applied by most governments, nor have they been 
well understood, prioritized, or implemented by most 
downstream buyers (Tschirley et al. 2009; Aksoy, 2012).

When it comes to global agricultural value chains, 
the Farmer Income Lab envisions a future in which all 
raw materials are sourced from profitable, socially 
responsible, and environmentally sustainable farming 
enterprises that contribute to rural economic growth 
and poverty reduction�enabling rural communities 
and natural ecosystems to thrive. But today, millions 
of smallholder farmers that participate in agricultural 
supply chains continue to live in poverty. Research 
commissioned by the Farmer Income Lab has found 
that as many as 24 million of the 36 million smallholder 
farming households that participate in �tightly 
structured� agricultural supply chains, both global and 
domestic, may be living in poverty using the �moderate� 
international poverty line of $3.20 per day.2 Of these, 
up to nine million�just over one quarter�may be 
living in �extreme poverty,� as defined by the World 
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Bank, earning under $1.90 per day (Farmer Income Lab 
2019).3 This latter estimate is especially concerning as, 
outside of sub-Saharan Africa, very few countries still 
have national rates of extreme poverty exceeding 25%. 
As with the rural poor more broadly, poor commodity 
suppliers experience a wide range of poverty-related 
issues, including limited access to clean water, 
improved sanitation, electricity, and basic education 
and healthcare services (World Bank 2018). In many 
countries, weak or non-existent social protection 
systems leave many smallholder farmer households 
highly vulnerable to shocks�from weather, illness, 
commodity prices, and other factors�which may drive 
them back into poverty even when they have previously 
made advances.4

Traditional approaches are not moving the needle 
enough. If a livable income in the rural areas of most 
low and lower middle-income countries is accepted to 
be at least $3.20 per capita per day, or perhaps even 
closer to $5 per day, then income gains of 100 to 200% 
may be needed in many markets (Farmer Income 
Lab 2018). But a Farmer Income Lab review of nearly 
200 studies, including a number of meta-studies that 
represent more than 1,600 total studies, found that 
most smallholder farmer programs�implemented 
by governments, development agencies, civil society 
organizations, and private companies�increased 
incomes by 50% or less (Farmer Income Lab 2018). 
Additional Lab research has found that traditional 
procurement practices, designed to maximize short-
term profitability, are proving incapable of improving 
farmer incomes�instead increasing risk, depressing 
prices, and discouraging farmer investment in their 
farms (Farmer Income Lab 2019a).

This all suggests that �business as usual� is not 
sustainable. The persistence of smallholder farmer 
poverty not only hurts families and their communities; 
it also creates a variety of risks for global food and 
agricultural companies that depend on the raw 
materials they supply�risks to security and quality 
of supply, price and supply volatility, reputation, and 
regulatory compliance. Lacking adequate resources 
to support a decent standard of living, smallholder 
farmers defer investments on their farms, use 
fewer or lesser quality inputs, and reduce their level 
of effort on the raw materials buyers are looking 
for, while often struggling to become food secure. 
These factors reduce the productivity of their land 

and labor. They may resort to child labor and/or 
forest encroachment as coping strategies or break 
commodity sale commitments in order to meet 
short-term cash flow needs. The difficulty of their 
circumstances may lead younger farmers to leave 
agriculture altogether. These risks are increasing as 
key trends in the operating environment for food and 
agriculture companies make sustainability issues like 
smallholder farmer poverty more important � trends 
such as increasing global demand for food, tightening 
environmental limits on supply due to climate change 
and loss of arable land, and mounting expectations 
from consumers, governments, and investors (Farmer 
Income Lab 2019b).

For these reasons, some companies are looking for 
new approaches capable of tackling farmer poverty 
in their supply chains at scale. Companies are already 
experimenting with approaches such as long-term 
contracting and other procurement methods intended 
to distribute risk and value more equitably�such 
as cost-plus pricing�which are demonstrating 
promising results so far.5 However, while companies 
are experimenting with new approaches, there are 
questions regarding the conditions under which 
these can deliver sufficient impact on their own. 
To understand what the most conducive enabling 
environment is for achieving impact with corporate-
led programs, and what the role of government is 
in putting that environment in place, the Farmer 
Income Lab decided to explore the common factors 
historically in place in those countries and/or sub-
national regions where poverty reduction has been 
achieved at scale and what the respective roles of 
government and companies were.

This paper looks at lessons for companies from 
the experiences of some countries, or sub-national 
regions within countries, where steep changes in 
smallholder farmer livelihoods have been achieved. 
The paper offers insight and tees up important 
questions about what companies can do to maximize 
their impact, and where. It ultimately aims to catalyze a 
discussion regarding the elements of rural agricultural 
development that companies can most effectively 
lead, leverage or influence vis-à-vis governments and 
other stakeholders to better realize the �win-win� of (i) 
meeting their commercial objectives, and (ii) having 
more powerful positive impacts on farming household 
incomes on a larger scale.
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The objective of this paper is to look at the common 
denominators across a set of countries and sub-
national regions that have been successful at 
sustainably moving smallholder farmers out 
of poverty at scale. The process for case study 
selection involved 1) selecting countries or sub-
national regions where there has been a significant 
reduction in rural poverty rates over the past 
three decades, and 2) where smallholder farmers 
were responsible for the majority of agricultural 
production. The commodities researched within 
these regions were based on the ubiquity of 
smallholder farmer involvement in their production.

This study combined several methods and 
approaches, including the development of a 
conceptual framework linking rural poverty 
reduction, agriculture and commodity value chains 
and deep dives into the experiences of selected, 
relatively �successful� countries to discern the 
common denominators.

Most of the examples cited in this paper are from 
countries that have been widely successful in 
reducing the incidence of not only �extreme poverty� 
($1.90/day) but also �moderate poverty� ($3.20/
day) which, for simplicity, we equate to a �livable 
income� in rural areas of low-income and lower 
middle-income countries (World Bank 2018). Many 
countries have been successful in reducing extreme 
poverty, yet far fewer have made large, broad-based 
gains in moving their rural populations across the 
�moderate poverty� line. In fact, among the 100 or 
more developing countries, only 11 currently have 
a national �moderate poverty� rate below 10% (and 
therefore rural �moderate poverty� rates below 15% 
or 20%). All of these countries are either in Latin 
America6 or East and Southeast Asia.7 In addition 
to snapshots from these countries, selected other 
examples are provided to illustrate particular 
themes, challenges or opportunities. 

This paper seeks to help companies understand 
under what conditions smallholder farmer poverty 
reduction has been successfully and sustainably 
achieved at scale so that they can better tackle 
poverty within their supply chains. It does not 
provide a political economy analysis of agricultural 
policy or commodity system �winners� and �losers� 
related to the influence of individual state, private or 
civil society actors. We advise treating the findings 
from this research as well-informed hypotheses to 
test in specific contexts and conducting a thorough 
analysis of farmer economics, value chain structure, 
political environment, gender dynamics, and risks 
(environmental, human rights, and financial) to 
arrive at tailored and effective strategies. We 
also advise developing such country/value chain 
strategies as part of a multistakeholder platform, 
facilitated by development agencies, to maintain 
objectivity, manage political economy risks, and 
ensure that voices, both across and beyond the value 
chain, such as farmers, women�s groups, and small-
to-medium size enterprises (SMEs) are heard. 

In addition, topics such as environmental 
sustainability, climate change adaptation and 
gender equality are now understood to be important 
challenges facing countries struggling to reduce 
rural poverty and promote a competitive agriculture 
sector. Yet, these are among topics which were 
not well studied several decades ago during many 
countries� earlier agricultural transformation 
phases, making it difficult to obtain hard data or 
even strong qualitative examples from that time. 
Therefore, while there is much to learn from these 
successful cases, more recent best practices at a 
smaller scale related to climate change adaptation, 
environmental degradation prevention, and inclusion 
of women should be integrated with these learnings 
in any holistic sustainability strategy moving forward. 
Thankfully, there is now a large and growing body of 
literature illustrating good practices in these areas. 

Study Methods and Their Limitations
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2. SMALLHOLDER�BASED AGRICULTURAL TRANSFORMATION 
AND THE CENTRAL ROLE OF GOVERNMENT

Smallholder-based agricultural transformation is key to creating pathways out 
of poverty for large numbers of smallholder farmers. Governments generally 
must lay the foundations for agricultural transformation to unfold before 
companies can take leading roles in the process.

Sustainable rural economic development and 
poverty reduction are rooted in agriculture, although 
agriculture plays a diminishing role over time. In 
developing countries, rural households typically 
use multiple strategies to overcome poverty,8 and 
farming is a crucial one especially in the early stages 
of economic development. In those early stages, 
agricultural growth has been found to be two to three 
times more effective in reducing extreme poverty 
than equivalent levels of growth in manufacturing or 
most service sectors (Ivanic and Martin 2018). But, 

in the course of economic structural change, the 
importance or quantitative shares of agriculture in 
employment, national gross domestic product (GDP), 
economic growth and poverty reduction all decline, 
in some cases quite sharply. The potential role of 
commodity production in addressing rural poverty 
must be considered in each local context bearing in 
mind the scope for other pathways out of poverty, at 
present and in the near-term future. The diminishing 
role of agriculture in later stages of development is 
illustrated, for Vietnam, in Spotlight 1 below.

Photo credit: Dominic Chavez / World Bank

Enabling Smallholder-Based Agricultural Transformation 9



Single commodities are rarely the sole or predominant �pathway out of poverty� 
for rural households. Intervention strategies�by companies, governments, and 
development agencies�need to take into account the overall composition of �farm 
household� income and their livelihood strategies. These factors will impact focal 
households� overall risk profile, access to financial and other resources, and, in all 
likelihood, level of commitment to any focal commodity.

Vietnam is a remarkable poverty reduction 
success story. At the time when it first started 
major economic reforms�in the late 1980s/
early 1990s�more than three-fourths of its 
population experienced extreme poverty. Within 
a decade, extreme poverty was cut in half. With 
the subsequent diversification of the economy, 
extreme poverty has been eliminated almost 
entirely and the country is now far along the path 
of eliminating even moderate poverty. In 2000, 70% 
of the population would still have been considered 
poor at the $3.20/day level. By 2010, this share had 
fallen to 17%. By 2018, it had fallen further to 7%. 

For purposes of this paper, it is important to 
distinguish the lead role played by agriculture 
in driving down extreme poverty versus its more 
supplemental role in bringing the vast majority 
of Vietnamese households to a �livable� income. 
Growth in agricultural productivity and output 
played the central role in Vietnam�s successful 
reduction of extreme poverty during the 1990s 
and 2000s, ensuring an adequate and affordable 
supply of staple foods to the entire population and 
providing for the main livelihood of the majority 
of the population (World Bank 2012; World 
Bank 2016). In the two decades since, Vietnam�s 
agriculture has continued to perform well as 
illustrated by its success as a major exporter 
of traditional and higher value commodities. 
Yet, as is common for countries experiencing 
major economic structural change, the share of 
agriculture in national GDP and employment has 
dropped sharply. This is not simply the result of 
urbanization and the rapid growth of urban-based 
industry and services. Rural economic activity 
has also been transformed with the growth of 
industries such as food processing and supporting 
businesses. All this has dramatically changed the 

composition of rural household incomes. Outside 
of a limited number of locations where either 
traditional or higher value agriculture has been 
especially strong, it has been growing income from 
non-farm sources that has pushed the greatest 
number of rural households over the bar of a 
�livable� income. 

The composition of employment illustrates 
this transformation story. In 2013, agricultural 
employment peaked at 22 million people, and 
14.4 million people in rural areas were employed 
in non-agricultural sectors. Within five years, 
in 2018, almost as many people in rural areas 
were employed in non-agriculture (18.1 million) 
as in agriculture (18.7 million) sectors. In some 
areas, part of this growth in employment was in 
agriculture-related industries (food and agro-
processing) and services (warehousing, logistics, 
mechanization, etc.) (World Bank 2019).

Rural households in Vietnam are, on average, 
now earning most of their income outside the 
agriculture sector, although agriculture continues 
to be the leading income source in major 
commodity producing regions such as the Mekong 
Delta and the Central Highlands. Nationally, even 
though 84% of rural households engaged in some 
form of agriculture in 2016�and are still referred 
to as �farming households��the sector accounted 
for only 41% of their incomes (down from 48% in 
2010 and closer to 60-70% a decade earlier). The 
(majority) balance was accounted for by non-
agricultural wages (27%), small business income 
(13%) and remittances from household members 
working in cities or abroad (13%). The more 
successful households typically have three or four 
important sources of income.9

Vietnam: Successful agricultural transformation leads to a  
diminishing role of agriculture in poverty reduction 

SPOTLIGHT 1
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Agricultural transformation involves major changes 
in what is produced, how it is produced, and how 
it is marketed. This is normally accompanied by 
major changes in demographics and employment 
patterns.10 It normally includes significant structural 
shifts�including in average farm sizes, patterns of 
land and water use, the mix of labor and machines 
in primary production and downstream activities, 
and in the overall composition of agricultural output. 
Agricultural transformation normally also features 
the greater use of specialized inputs and knowledge, 
new forms of specialization, new uses for traditional 
commodities, and greater value addition. There also 
occurs an emergence and eventual dominance of 
coordinated value chains and �modern� food retail 
formats. Agricultural transformation also tends to 
involve a very large exit of people from agriculture 
(and a shift to part-time farming), along with large 
increases in employment in agribusiness, agricultural 
services, food distribution, and the food services 
industry. In high-income countries, employment in 
the agro-food system is typically concentrated in 
the downstream functions rather than in primary 
production; therefore, corporate investments into 
value added processing at origin can significantly help to 
accelerate this shift beyond primary production.

The process of agricultural transformation usually 
occurs over many decades, with different countries 
taking somewhat different paths depending upon 
their own agricultural and broader economic 
development circumstances. Timmer (1988) has 
described the process as one in which the sector 
evolves from being primarily farm-centered and 
subsistence-oriented to being increasingly market-
oriented and integrated into other sectors of the 
economy. Most low and lower middle-income 
countries are still at relatively early phases in this 
process, while many upper middle-income countries 
are at more advanced stages. The experiences of 
the latter countries have shown the complementary 
role of effective interventions within agriculture, 
and of policies and programs that have promoted 
more dynamic growth in the non-farm economy. 
Rapid growth in manufacturing and services creates 
additional demand for food and agricultural raw 
materials plus greatly influences labor markets. 
Spotlight 2 provides an example, from Thailand, where 
strong foundations for agriculture helped accelerate 
the pace of agricultural diversification and structural 
change that were catalyzed by developments outside 
the sector.

Photo credit: Asian Development Bank
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Companies should carefully consider how value addition, such as commodity processing 
and local marketing, can be established at source in the context of non-agricultural sector 
growth, as this may strongly influence the enabling conditions for rural poverty reduction. 
In the case of Thailand, the growth of local processing, quality standards, and more 
formalized marketing channels spurred the growth of non-agricultural sectors and proved 
to be very catalytic, both for farmers and for a transitioning labor market.

During the 1980s and 1990s, agriculture in 
Thailand was adversely affected by a national 
public debt crisis, an overvalued exchange 
rate and a financial crisis which cut off access 
to credit. Farmers and farm workers exited 
the countryside in large numbers to take up 
employment in industry in both the formal 
and informal segments of the (urban) service 
economy. Within the agricultural sector itself, 
the strong foundations that Thailand had put 
together during prior decades�including 
effective investments in agricultural research 
and education, water resources development, and 
rural infrastructure�bore little fruit during this 
period of macroeconomic instability. 

Once the economy stabilized, both agricultural 
growth and labor productivity surged, and levels of 
rural poverty plummeted.11 This growth was built 
on these earlier foundations and was facilitated by 
newer initiatives. Agricultural growth was spurred 
by a rapidly expanding food processing industry, 
growth in the network of supermarkets and other 
modern retail outlets, and increased demand 
for an array of foods to service an expanding 
tourism industry. By the early 2000s, Thailand had 
emerged as one of the world�s largest exporters 
of processed food products as well as one of the 
top ten destinations for international tourists. 
Favorable policies and support services spurred 
growth in these industries which, in turn, pulled 
agriculture along with them. During this period, 
agricultural policy was partly derailed by high-
cost price guarantee schemes for rice farmers, 
yet very effective work was done in improving 
national and commodity-specific standards for 
quality, food safety and biosecurity and facilitating 

markets for land leasing and for mechanization 
services. This enabled Thailand to position itself 
well in international markets (e.g., high-quality 
aromatic rice) and helped boost agricultural labor 
productivity. 

From 2000 to 2010, Thai agriculture experienced 
something of a consolidation, although this was 
difficult to discern from macro agriculture sector-
level statistics. For example, from the beginning 
to end of this period, there was very little 
change in the total number of farm households 
(around 15 million) and no change at all in the 
average landholding size (3.1 ha). But averages 
are deceiving. With increased land leasing, the 
number and total area of farmers in the smallest 
land categories (below 1.45 ha) had fallen while 
those in the �medium� category (of 1.45 to 6.25 
ha) had increased in numbers and now accounted 
for the majority of farmland. With the spread of 
mechanization and the availability of off-farm 
jobs, by 2010, some 40% of farmers had become 
part-time farmers. While some very large farms/
integrated operations emerged in some sub-
sectors (especially for animal products and 
industrial crops), the more significant dynamic 
was the expanded numbers of family farms with 
20-30 hectares (1.4 million by 2010), many of 
which engaged in contract farming with food 
processors and/or distributors. These medium 
and somewhat larger family farms jointly played 
an important part in the dynamic performance of 
Thai agriculture and its poverty reducing effects 
as a result of the employment which they provided 
(FAO 2021). The rate of rural poverty in Thailand 
fell from 40% in 2000 to 14% in 2013. 

Demand-pull agricultural transformation: Thailand from the late 1990s to early 2010s demonstrates the 
importance of laying the appropriate foundations for growth and investment in downstream value addition

SPOTLIGHT 2
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Within countries, progress in rural poverty reduction 
is often uneven, as is the pace of change within the 
agricultural sector. Even for countries that have 
experienced major declines in rural poverty and 
sustained periods of robust agricultural growth, it is 
common to find areas that are lagging behind. In low 
and lower middle-income countries, for example, 
there are areas in which rural poverty rates are double 
or triple the national average as well as others where 
poverty rates are a small fraction of that average. 
Even many upper middle-income countries continue 
to have �lagging regions� or �pockets of extreme 
poverty� long after national per capita income has 
risen considerably (FAO 2021). Multiple factors 
contribute to these patterns, including natural (agro-
ecology, geography), political (ideology, leadership, 
administrative capacity), and other factors (cultural, 
historical, and more). Policy and investment decisions 
also explain these variations, leading, for example, 
to sub-national differences in the strength of certain 
enabling conditions�for rural living standards and 
for business�as will be discussed below. This has 
implications for whether and how companies invest 
in certain regions and to what degree companies can 
engage with governments to improve the enabling 
conditions where they already operate. Sometimes, 
unique agroecological conditions (e.g., rainfall, 
sunlight, temperature, altitude) dictate where 
companies can be more impactful in supporting 
higher agricultural productivity. Engagement with 
governments in locations where companies already 
(or would like to) operate, ideally with the support of 
development organizations, is critical for influencing 
effective policy development and investments and for 
setting appropriate poverty reduction targets.

It is important to stress that for agricultural 
transformation to contribute to broad-based rural 
poverty reduction, the process should be inclusive 
of smallholder farmers. Agricultural transformation 
and rural poverty reduction are not synonymous: the 
first can occur with little impact on the second, for 
example when it is driven by the formation of large 
plantations or heavily mechanized commercial farms 
that create limited numbers of low-wage jobs or 
when downstream players capture the bulk of added 
value while shifting risk upstream. Pockets or islands 
of excellence can generate commodity output but 
generally not broad-based rural poverty reduction. 
Experience from many countries, but especially those 
in Asia, has shown that well-performing smallholder-
based agriculture has the greatest potential to 
raise rural living standards on a broad scale.12 To 
do so, smallholder agriculture must be effectively 
supported, competition must be nurtured in input and 
output markets, and effective collective action must 
be fostered, both among farmers and between them 
and agro-enterprises. Even that may not be enough 
in circumstances where there are serious gender 
gaps in asset holdings, rights, and access to services 
and/or where young adults face especially significant 
barriers�for example, in land and credit markets�to 
taking up productive agriculture. 

“Well-performing smallholder-based 
agriculture has the greatest potential 
to raise rural living standards on a 
broad scale. To do so, smallholder 
agriculture must be effectively 
supported, competition must be 
nurtured in input and output markets, 
and effective collective action must 
be fostered, both among farmers and 
between them and agro-enterprises.”
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Gender equity plays an important role in rural poverty reduction. Companies can improve gender equity 
within their supply chains by paying living wages and helping women gain access to financial services to 
have increased control over household income.

Many of the agricultural transformation processes that 
were reviewed for this paper began a decade or more ago, 
when the role of gender was poorly understood or little 
studied. Hard data from this time are generally not available 
and even qualitative examples are hard to find. Since then, 
however, the field has woken up to the importance of gender 
equity in agricultural transformation and rural poverty 
reduction, and literature has begun to emerge.

We can now say that higher levels of gender equality are 
associated with improved productivity and competitiveness 
and higher economic growth, while discrimination and 
poor treatment of women in the value chain serve as 
barriers affecting farmers� ability to reinvest in their 
farms, invest in their children�s education, and improve 
family nutrition and health. This can undermine the 
sustainability of poverty reduction. 

 The Food and Agriculture Organization (FAO) estimates 
that lowering these barriers and ensuring that women 
have equal access to resources could increase women�s 
yields by 20-30%, raising total agricultural production in 
developing countries by as much 4%. This increase could 
reduce the number of undernourished people globally by 
12% to 17%, or 100 to 150 million people. Inequities come 
in many forms, including the prominence of unpaid labor 
in household agriculture, discriminatory practices in the 
hiring of labor (wage rates, continuity, skill/supervisory 
levels), and the lack of recognition of land rights (and its 
impact on access to finance and ability to contract with 
companies). Supporting greater gender equity requires 
attention not only to women�s participation�as farmers, 
entrepreneurs, or packhouse/factory workers�but also to 
their remuneration, and, ultimately, their control over the 
income earned (Rubin et al. 2019; Njuki et al. 2019). 

Opportunities to improve gender equity more effectively 
should be explored beyond the farm as part of a holistic 
rural value chain development strategy. Various studies 
in Africa have found that women benefit more and have 
greater control over income when they participate in GVCs 
as packhouse/factory wage earners than as farmers. The 
vast majority of packhouse workers in export-oriented 
fruit and vegetable packhouses are women and increasing 

pressures on companies have borne fruit to improve wages 
and working conditions. For traditional commodities, 
farm remuneration is often skewed towards men (African 
Development Bank 2015). For example, women make up 
75% of the workforce in Ethiopia�s coffee farms, yet control 
only 43% of the revenue. A more extreme example is where 
women account for 50% of the production labor in Burkina 
Faso�s cotton sector yet receive less than 2% of the income. 
A recent study by the International Coffee Organization 
(ICO 2018) found evidence of significant productivity gaps 
for coffee between male and female headed households 
in multiple African countries as a result of lower access to 
finance and extension, as well as other factors. Differentials 
of 10-20% were not uncommon. Targeted interventions, in 
relation to a variety of commodities, have shown that such 
productivity gaps can be closed.

The private sector can play an important role in closing 
gender gaps by providing more equitable opportunities for 
participation, safe work environments, meeting gender-
equality standards and using available information and 
communications technologies (ICTs) to provide more secure 
payments to women participants. Direct contracting of 
women and innovative contracting that does not require 
that the farmer own the land can ensure women manage 
more of the income from the contracted crop. Companies 
can also actively promote the formation and participation of 
women�s groups in their supply chains and by paying living 
wages and facilitating access to financial services. Many 
collaborative projects between companies and NGOs do this. 
Some companies are further down this path than others. 
For example, Nespresso is implementing a gender equality 
strategy as part of its AAA Sustainable Quality Program, 
involving some 75,000 farmers in a dozen countries. Another 
partnership program in Rwanda focused on the involvement 
of women in coffee cooperatives and introduced improved 
cultivation practices. Adoption rates and productivity 
gains were high. A public-private partnership in Kenya 
successfully advanced the role and remuneration of 
women in the dairy sub-sector. As of 2019, some 12,000 
companies operating in more than 100 countries had made 
commitments to abide by the Women�s Empowerment 
Principles, jointly established by the United Nations Global 
Compact and the International Finance Corporation. 

There is a strong business case for supporting gender equity in agricultural value chains

SPOTLIGHT 3
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Many of the critical foundations for broad-based rural 
poverty reduction must be laid by the government, 
and governments also tend to play major roles in 
the early phases of agricultural transformation. 
Experience has shown that the critical foundations 
for rural poverty reduction include secure land and 
other property rights, wide access to basic education 
and health care services, and the provision of 
core infrastructure including rural road networks, 
electricity grids, and improved water and sanitation 
services. Broad-based rural poverty reduction 
requires that access to these rights, services, 
and infrastructure be inclusive�across gender, 
ethnicity, and marginalized groups. Smallholder-
based agricultural transformation is predicated 
not only on these foundations, but also on effective 
institutions and programs for agricultural innovation 
and for mitigating weather, production and other 
risks. For companies, large and small, the enabling 
conditions for business are also critical. These include 
developments related to the rule of law, regulatory 
quality, the application of competition policies, fiscal 
incentives and disincentives, measures related to food 
safety and biosecurity, and other interventions that 
may impact investments and markets.

Governments in some countries have been very 
effective in laying these foundations, while others 
have not or have failed to effectively maintain them 
over time. This is a multi-dimensional challenge, and 
there are examples of both good and bad practice 
with regard to policies, regulations, approaches 
to mobilize and deploy resources, ways of utilizing 
institutional capacities�at central and decentralized 
levels�and effectiveness in leveraging private 
investment and service delivery. Over the past two 
decades, United Nations agencies and others have 
given attention to developing indicators to gauge 
the status and progress of countries and even sub-
national regions on many dimensions of sustainable 
development.13 Table 1 provides examples of these 
indicators based upon common rural development 
and agricultural commodity sub-sector development 
processes, together with commonly used indicators 
for benchmarking the state of infrastructure and 
institutions found in databases maintained by 
the World Bank, the United Nations and other 
international organizations.

Governance and public 
administration Rural infrastructure and services Conditions for (agri-) commerce

�	Physical security
�	Political stability
�	Rule of law
�	Government effectiveness
�	Fiscal/administrative 

decentralization
�	Regulatory quality
�	Land and property rights 

protection
�	 Intellectual property rights 

protection

�	Density and quality of rural roads
�	Access to reliable electricity 

services
�	Access to improved water and 

sanitation services
�	Access to education and 

vocational training
�	Quality of land administration
�	 Investment in agricultural 

research
�	Quality and reach of agricultural 

extension, plant protection and 
veterinary services

�	Coverage of digital/mobile 
networks

�	Corporate tax rates
�	Commercial and cooperative laws 
�	Tariffs and limits on imports and 

exports
�	Spatial restrictions on 

investments and/or commodity 
movements

�	Commodity/food price controls
�	Operations of state-owned 

enterprises
�	Quality of trade facilitation 

infrastructure and services

Table 1: Enablers of Inclusive Rural Development and Agricultural Commerce
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Similarly, there have been many initiatives focused 
on benchmarking countries according to criteria 
related to governance, institutions, policies, other 
business enabling conditions and the overall 
government commitment to key development 
objectives.14 Companies can utilize a variety of such 
indicators to assess the status and progress of a 
country�s (or sub-region�s) enabling environment 
and the degree of poverty reduction possible in the 
near term. Such indicators can also help companies 
objectively prioritize the issues that are most 
critical to take up with governments, as part of a 
multistakeholder platform.

In the early phases of agricultural transformation, 
governments have tended to play predominant 
roles, not only in setting the objectives for the sector 
but also in the provision of services. In those early 
phases, governments tend to make investments 
in basic and applied agricultural research, be the 
predominant provider of extension, animal health and 
other technical services, and play an out-sized role 
in promoting the uptake of technologies, including 
through the commercialization of improved seed, 
and implementing some form of state-sponsored 
agricultural finance. To address so-called �market 

failures,� many governments have provided a broad 
range of subsidies to protect farmers and influence 
their behavior. These subsidies have often been 
politically popular and thus difficult to withdraw or 
reform, even when no longer needed or effective. 
For example, such subsidies can create market 
distortions, disincentivizing innovation in low-cost 
inputs, mechanization, or farming methods, and 
potentially incentivizing overproduction relative to 
market demand�all at a high cost to governments. 
In early phases of agricultural transformation, 
government entities are also often heavily involved 
in agro-processing and commerce, either directly 
through state-owned enterprises or indirectly through 
price-related interventions, restrictions on trade, and 
other measures. During these phases, businesses may 
face an uneven playing field, if not outright restrictions 
on the services they can provide, commodities they can 
deal with or other matters. Some countries remain 
stuck at this juncture.15 Without clear government 
commitment to policies and investments to improve the 
enabling environment for private businesses, including 
smallholder farmers, to invest and compete on a 
level playing field, informed by market demand and a 
multistakeholder platform, scalable impact on poverty 
from corporate investment alone is unlikely.

Photo credit: International Rice Research Institute (IRRI)
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For developing countries that are advancing further 
and more swiftly on rural poverty reduction and 
agricultural structural change, there are typically 
one or more �inflection points� during which the 
institutional landscape that governs and serves 
agriculture shifts significantly.16 At these inflection 
points, the roles of government, business, and 
civil society change and, increasingly, align around 
the investments and policies needed to catalyze 
economic growth and a country�s competitiveness 
in regional and global markets. Important policy or 
regulatory reforms may lead governments to shift 
their focus beyond legacy concerns and commodities 
to promote a more diversified agriculture sector, as 
well as to shift from restricting to actively facilitating 
private and commercial delivery of a wide range of 
services.17 Essentially, the government may begin 
to �lead less and facilitate more,� to re-purpose its 
policy goals and public spending, and to embrace the 
contributions the private sector can make across a 
wide set of functions and services (see World Bank 
2016). Usually in parallel, the center of gravity of 
government support to the sector also shifts from the 
central government to that of sub-national (provincial, 
state, district) agencies, often necessitating shifts in 
the focus of companies in terms of collaborative public-
private initiatives.18 

During this (or these) transition(s), food companies 
and agribusinesses typically become major players 
in the agricultural transformation process. They 
increasingly take on leadership roles, either 
individually or collectively, in driving product, 
process, or institutional innovations within their 
value chains or more generally. They also have wide 
scope to leverage ongoing infrastructure, research 
and development (R&D), and extension investments 
or programs undertaken by the government and 
development agencies. And sometimes they 
undertake these investments or services themselves. 
For example, in several large middle-income 
countries such as China, Brazil, and India, private 
companies now account for a significant and growing 
proportion of agricultural R&D spending (Fuglie et 
al. 2020). Also, agricultural extension goes beyond 
the paradigm of unidirectional information flows 
orchestrated by field-based public officials to involve 
a multiplicity of players and delivery channels, 
including via the use of information technology. The 
private sector�both agribusinesses and dedicated 
service companies�come to play major roles in 
the newer agricultural extension ecosystem, and 
the delivery of veterinary, mechanization, and other 
services. State-owned processing and trading 
companies may be partially or fully privatized or 
their missions may be re-directed to non-commercial 
functions (e.g., stocking of staple food reserves, 
supporting public safety net programs). Companies 
also grow their influence vis-à-vis policies to 
improve both the business enabling environment 
and the effectiveness of service delivery to the 
agricultural sector as a whole. Collaboration between 
the public and private sectors becomes especially 
critical to success, as will be further discussed below.
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3. THE FOUR PILLARS OF SMALLHOLDER�BASED AGRICULTURAL TRANSFORMATION

To accelerate smallholder-based agricultural transformation, business 
and government must work together to develop a national and sub-
national strategic focus and to work in tandem on four pillars of 
agricultural growth: productivity, market access / connectivity, value 
addition and distribution, and risk mitigation. 

The research conducted for this paper indicates that in countries and the specific sub-
national areas where the foundations are being strengthened, smallholder-based agricultural 
transformation has depended on two common denominators: 1) a well-defined national 
or sub-national strategic focus, and 2) simultaneous progress across the four pillars, as 
depicted in Figure 1 below.

Figure 1: Four pillars of smallholder-based agricultural transformation
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National and sub-national strategic focus

Smallholder-based agricultural transformation is 
normally closely tied to having an effective strategic 
focus that leverages and nurtures a country�s or sub-
region�s comparative and competitive advantages 
in serving growing markets. Such a focus aims to 
strengthen the region�s capabilities with respect to 
commodities that are well-suited and responsive to 
serving large, growing, or emerging agricultural and 
food markets, based on the country�s agro-ecological 
conditions, natural resource and labor endowments, 
and other factors. A country may focus on a broad 
or narrow set of commodities and value chains 
depending on its land, labor, and capital markets, 
socio-economic conditions, geographic location, and 
overall size. Yet, countries that have accelerated the 
pace of agricultural transformation have normally 
refined their approach to strategic planning to include 
more differentiated strategies based upon varying 
sub-national challenges and opportunities and more 
explicit attention to the policy, public investment, and 
enabling environment needs of particular raw material 
value chains. 

Most �strategic commodity� plans have initially 
centered on staple food crops, and it has taken an 
improvement in food security and several subsequent 
plans before the focus becomes more aligned with 
the country�s comparative advantage. Even after food 
security has been achieved, countries are reluctant to 
walk away from traditional sectors that are no longer 
competitive (and may never be). There is nearly always 
a lag before national strategies recognize the potential 
of non-traditional commodities. Chile, for example, 
focused on cereals production for decades before 
transitioning to a focus on higher value commodities, 

based on comparative and competitive advantage such 
as producing exportable, high-quality horticultural 
crops (e.g., berries, grapes) in a growing season 
counter-cyclical to the major importing countries in 
the northern hemisphere. This shift to higher value 
commodities transformed its agricultural sector. 
Vietnam officially recognized the huge potential for 
its aquaculture and fruit industries long after these 
sub-sectors had significantly scaled to meet demand, 
requiring a retrofitting of a strategic framework, and 
the pursuit of an �upgrading� program to address some 
important emerging problems. Spotlight 4 provides the 
examples of Peru and Taiwan, both of which applied 
new strategic thinking to foster agricultural growth, 
even in the context of rising labor costs and strong 
competition in output markets.

Value chain development strategies must be anchored 
in market demand. Efficient and reliable market 
access for smallholders is critical to provide sufficient 
incentive for smallholders to invest in their farms 
and be assured of a positive return on investment. 
Market information flows, including market research 
on consumer trends, are important for aligning 
research and development (e.g., varietal selection, 
crop improvement), seed systems, input supply chains, 
production, post-harvest handling, and processing to 
meet market demand and improve the competitiveness 
of the entire value chain. Where the priorities of public 
agricultural research institutes are misaligned to 
market trends and opportunities for farmers beyond 
food security, companies have an opportunity to help 
ensure that public investment includes a focus on 
improving the productivity, quality, and differentiation of 
commodities with significant market potential.
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Companies have an opportunity to work with governments to develop agricultural development 
strategies focused on leveraging comparative advantage and realizing potential impacts on rural poverty.

Peru: Since the 1990s, Peru has used a very deliberate 
approach to promoting high-value non-traditional 
agricultural exports as the country was not well positioned 
to compete with neighboring large countries in bulk 
markets for cereals or other traditional commodities. 
In terms of public policy and programs, the �Peruvian 
model� has featured (i) the aggressive pursuit of free 
trade agreements, (ii) significant investments in public 
infrastructure (e.g., roads and irrigation systems), (iii) the 
upgrading of capacity to manage phytosanitary and food 
safety risks, (iv) promoting a more dynamic market for 
agricultural land, and (v) passing labor and other laws to 
make producers and processors more competitive. All this 
was done in parallel with measures to progressively reduce 
the protection of and subsidies to agriculture, which freed 
up resources to support both larger-scale agriculture and 
smallholder-based value chains. Programs for the latter 
were implemented in both the public and private sectors. 

In terms of commodity and market focus, the lead came 
from the private sector, with a bit of public support. Two 
primarily private-led cases are organic bananas and Hass 
avocado. In the bananas case, the opportunity to expand 
export supply through the organic segment was initially led 
by exporters COPDEBAN (a Dole subsidiary) and Biocosta 
S.A.C., which identified the extremely suitable agroclimatic 
conditions of the area, favorable trade policies (mainly to 
European Union (EU) countries), increasing international 
prices, and the 1998 MINAGRI program for the conversion 
of conventional to organic hectares in northern coastal 
regions. The avocado case, an example of late entry to the 
agro-export boom, was led by large-scale plantations and 
benefitted from the previous deployment of complementary 
services such as phytosanitary supervision or irrigation 
projects related to the early development of products such 
as asparagus. 

International cooperation in Peru was also instrumental 
in laying the foundations for programs to promote organic 
coffee production and cooperatives and to develop native 
varieties of cocoa as an alternative to coca production. In 

another location, a project helped to identify and fulfill 
latent demand for a native variety of potato, essentially 
converting a �low value� product into a higher value one 
sought out by segmented market players. While much of 
the promotion of non-traditional agriculture exports in 
the 1990s and 2000s centered on the coastal region and 
on medium or larger-scale irrigated farms, there have 
subsequently been many initiatives to integrate midland or 
highland-based smallholder farms into these value chains. 
Peru�s success in reducing poverty has been partly related 
to the expansion of non-traditional agricultural exports. In 
2001, more than three-fourths of rural households were at 
least moderately poor and just over 50% were extremely 
poor. By 2015, overall levels of poverty had fallen to 42%, 
with the most impressive gains occurring in reducing 
extreme poverty, down to 9%. 

Taiwan: Within the span of a single decade, from the mid-
1970s to the mid-1980s, Taiwan achieved a historically 
unprecedented feat, reducing poverty in its then sizable rural 
population from 40% to less than 5%. The initial foundations 
for this were laid in the prior two decades with a major land 
reform, investment in irrigation and rural infrastructure, 
and development of an effective agricultural innovation 
system. Productivity and income gains were steady, yet rural 
living standards were capped by the pattern of production, 
featuring a dominance of smallholder rice monocrop 
systems, supplemented by a few long-standing agro-
industries. The transformation of Taiwanese agriculture was 
sparked by developments outside of the sector�specifically 
the accelerated growth of labor-intensive manufacturing. 
This created enormous employment opportunities, both 
in rural and urban areas. Rising labor costs would force 
changes to Taiwanese agriculture to remain competitive, yet 
also yielded great opportunity as the country�s expanding 
middle class looked to diversify its diet. 

At the farm level, the area under rice monocropping dropped 
sharply, with the introduction of rotation crops or increased 
specialization in the production of vegetables, fruit, small 
livestock and aquatic products. Farm sizes remained very 

Peru and Taiwan: Re-inventing competitive advantage in agriculture

SPOTLIGHT 4
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small (typically around 1 ha), yet household income grew as 
a result of farm diversification and off-farm employment. 
Mixed livelihood strategies became the norm and by the 
late 1980s, some two-thirds of the total income for �farming 
households� came from non-farm sources. A successful 
program to promote rural, natural resource-based industries 
enabled people to remain in their communities and mitigated 
against a mass rural to urban migration, which often occurs 
during phases of industrialization. Farmers wishing to 
shift out of rice production benefitted from different forms 
of technical and financial support. Fruit and vegetable 
cooperatives and farmer associations received subsidies 

to invest in marketing facilities and benefitted from the 
development of an effective market information system. 
Pork production benefitted from government-backed credit 
programs, technical assistance, price guarantees, and 
marketing support via cooperatives. And, agro-industrial 
investment was strongly supported through R&D programs 
related to agricultural and food processing machinery, and 
investments in education and training which supplied large 
numbers of SMEs with trained technicians and managers. 
An extended period of macroeconomic stability enabled 
companies to take a long-term, market-oriented approach.

Based on Ranis et al. (1999), Liu (2004), World Bank (2017), and other sources

Simultaneous investment in productivity, market access / 
connectivity, value addition and distribution, and risk mitigation

International experience shows that tackling 
the challenges of productivity, market access / 
connectivity, value addition and distribution, and 
risk mitigation, in tandem, is an effective approach 
for accelerating smallholder-based agricultural 
transformation. Progress on one or two pillars is 
insufficient. For example, raising farm productivity 
through strategies that cause farmers to incur huge 
transaction and logistical costs moving products to 
markets undercuts the returns to farmers. Where 
farmers have low productivity and little surplus 

production, it may be difficult to justify investments 
to improve rural market access and connectivity. One 
can differentiate commodities through various means 
and add value through processing, yet the benefit 
of this for farmers may be modest or fleeting in the 
absence of parallel gains in productivity. Without 
effectively mitigating risks associated with weather, 
pests and diseases, price volatility, and other 
sources, farmer assets, ability, and/or motivation to 
re-engage in producing or selling a particular raw 
material may be lost.

1.	 Productivity

Smallholder-based agricultural transformation is 
predicated not just on (sustainably) increasing yields, 
but also on increasing returns to labor. Smallholder 
farmers, by definition, have small farms�and they 
must be able to grow enough to both meet their own 
household need and to sell the surplus to earn an 
income. But land productivity (yield per hectare or 
output per animal) is only one piece of the equation. 
Increasing labor productivity (returns per day of 
work) is just as important, and from the household�s 

perspective, should be the ultimate measure of 
productivity�the one that guides decisions on how 
to allocate one�s time and other resources. Labor 
productivity in agriculture may be influenced by 
many factors beyond crop yields and is often more 
dictated by what farmers are producing and the role 
of labor-saving technologies for production and post-
production functions. An illustration of both these 
factors is provided in Spotlight 5. 
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Land productivity improvements from improved crop and animal varieties, good agricultural practices, and 
effective input use are critical components of improving the efficiency of farming operations. At the same time, 
companies should explore ways to help farmers increase labor productivity�for example through mechanization 
and production choice�as this is also critical for increasing farm profitability and freeing up a family�s time for 
diversifying household income through on-farm and off-farm opportunities.

Table 2 compares labor use, mechanization and financial 
returns, per hectare and per person day, in five major 
�rice bowl� areas in Asia. Mechanization has advanced far 
in three of the five locations. Even though rice farmers in 
Indonesia and the Philippines have been heavily subsidized 
and their net returns per hectare are comparable with 
those in the other three countries, the returns per unit of 
labor are a small fraction of that in the other countries. A 
smallholder farm household engaged in rice monocropping 
in either the Philippines or Indonesia is trapped in poverty 
unless it has substantial off-farm income sources. Partly 
as a result of mechanization, the net returns per person-
day for rice producers in Suphanburi, Thailand are seven 

times higher than those of farmers in the hinterland of 
Jakarta, Indonesia. 

Yet, in much of rural Asia, it has been shifts in land use 
(and labor allocations) which have driven considerable 
increases in agricultural incomes. This is illustrated in 
Table 3 for Vietnam which shows labor productivity to be 
many times higher for aquaculture and for industrial or 
horticultural crops than for traditional rice production. 
As a result, in areas which remain especially suitable for 
continued rice cultivation, the trend has been to diversify 
production within farming systems, including through rice-
aquaculture and rice-vegetable rotations. 

Labor productivity, not just land productivity, is a critical factor in poverty reduction 

Table 2: Labor, Mechanization and Returns to Labor Among Major Asian ‘Rice Bowls’

Labor days  
per ha (#)

Four-wheel 
tractor use (%)

Combine 
harvester use (%)

Net returns  
per ha ($)

Returns per 
person-day ($)

Thailand (Suphanburi) 10 58 100 606 63
Vietnam (Can Tho) 22 88 100 1076 49
China (Zhejiang) 35 87 100 728 21
Philippines (Nueva Ecija) 69 2 5 723 11
Indonesia (West Java) 96 0 0 850 9

Source: Bordey et al. 2014 

Table 3: Vietnam: Comparative Labor Effort and Productivity, 2014-2017

Cultivated area, ha Labor inputs, days Labor productivity, �000 VND/day
Shrimp n/a 261 400-3,000
Pepper 58,527 360-500 520-1,830
Oranges 46,214 350-415 600-1,000
Mango 84,691 200-300 500-900
Coffee 589,041 120 500-700
Dragon fruit 55,000 700 550-650
Rice paddy 7,816,476 46-150 174-276
Cassava 552,760 185-220 118-135

Source: World Bank and Institute of Policy and Strategy for Agriculture and Rural Development (IPSARD) staff estimates from Vietnam Household Living Standards 
Survey (VHLSS) 2014 and farm survey 2017

SPOTLIGHT 5
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A detailed economic analysis of overall household 
profitability and cash flow can identify opportunities 
for both land and labor productivity, as well as 
highlight their limitations. For a particular farm size, 
even significant productivity improvements focused 
on a specific commodity will not necessarily allow a 
small farming household to reach a living income. 
In such cases, strategies must include opportunities 
to supplement income through diversification of 
production (e.g., horticulture, aquaculture) that also 
takes into account off-farm employment income 
and remittances. Where these approaches are still 
insufficient for farmers to achieve a living income, 
approaches for a socially beneficial transition 
from farming into employment along the food and 
agricultural value chain or in other sectors should 
be explored. Figure 2 provides an example of the 
detailed farm-level economic analysis required to 
generate targeted, relevant, and effective support 
strategies for specific segments of farmers based on 
a distinguishable factor such as land size, cropping 
system, or irrigated vs. rain-fed. In this example, a 
detailed analysis of cost drivers identified labor as 

comprising 60% of the farmer�s cost of production, 
which highlighted the need to prioritize access to 
affordable mechanization services. Second, the 
analysis showed that even with irrigation, the profit 
from 1 hectare of rice production alone did not allow a 
household to achieve a living income, nor did it allow 
for sufficient cash flow to cover expenses throughout 
the year. Therefore, an income diversification 
strategy is critical to help this cohort of farmers to 
supplement income and smooth cash flows to help 
cover expenses such as school fees, inputs, and hired 
labor throughout the year.

“For a particular farm size, even 
significant productivity improvements 
focused on a specific commodity will 
not necessarily allow a small farming 
household to reach a living income.”

Photo credit: Daniella Van Leggelo-Padilla / World Bank
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Source: Rogers MacJohn LLC field research and analysis on behalf of the Bill & Melinda Gates Foundation (2020)

Figure 2: Example of a detailed farm-level economic analysis critical for identifying priority needs
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2.	 Market access / connectivity 

Smallholder-based agricultural transformation 
requires facilitating more efficient transactions, 
strengthening relationships among value chain 
actors, and opening up access to new markets. 
Smallholder-based production is associated with an 
array of market access and connectivity challenges 
related to the physical aggregation and traceability 
of goods, the transmission of information, the actual 
matching of supply and demand, and the development 
of trust within the supply chain. Transaction costs 
can be high, and unequal bargaining power may give 
rise to inequitable results or trigger compensating 
opportunistic behavior. Unless such issues can be 
overcome, gains in productivity will not translate into 
higher incomes for farmers. Good and bad connectivity 
is equivalent to healthy and clogged arteries. They 
determine how well the individual parts or organs work 
together as a well-functioning system. The quality 
of market access and connectivity is a function of the 
presence, quality, and access to physical infrastructure, 
market and non-market institutions, and information.

Improving market access / connectivity in 
smallholder-based value chains requires the 
upgrading of infrastructure, management systems, 
and institutions to facilitate efficient market 
transactions. Examples of infrastructure investments 
include rural access roads, information technology 
services, logistical services, and market information 
services. Management systems are required for 
raw material traceability and quality management, 
while transactions can be made more efficient 
through marketplaces, warehouse receipt systems, 
and contractual arrangements. In markets that are 
under-developed, and when there is a high degree 
of interdependence between farmers and off-
takers, more complex and continuous relationships 
among value chain players tend to emerge. Effective 
communication throughout the value chain is also 
critical to ensure the timely supply of the right 
varieties at the right quality specifications�from 
retailers, to processors, farmers, and seed companies.

Photo credit: Kubat Sydykov / World Bank
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