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The challenge of leveraging private sector engagement has become one of the most pressing priorities for 
achieving food and nutrition security and overcoming poverty. 
 
Today, the private sector increasingly is the engine of growth in rural areas.  Smallholder farmers anchor 
one end of the private sector in rural areas. The rural private sector includes a whole continuum of 
economic agents, ranging from subsistence or smallholder farmers, rural wage-earners, livestock herders, 
small-scale traders and micro-entrepreneurs; to medium-sized, local private operators such as input 
suppliers, microfinance institutions, transporters, agro-processors, commodity brokers and traders. 
 
To achieve global goals for food security and poverty reduction, efforts to engage the private sector need 
to build on a vision of agriculture that is strongly smallholder-focused. In Africa, small farmers – women 
and men - are the most important actors and investors in agriculture.  To thrive in domestic and regional 
markets, however, they need forward and backward market linkages that only other private investors – 
domestic and foreign - can provide. Private investment can truly be the critical ingredient in achieving 
sustainable agricultural development and food security if it is clearly directed toward enabling farmers to 
increase their productivity and incomes, be better market integrated, and protect their natural resource 
base.  
 
Government leadership is a prerequisite to growth in private sector investment in developing countries. 
One of the major barriers to private-sector development in rural areas are inappropriate government 
policies and regulations. The public sector has a crucial role to play in providing the appropriate policy 
environment and the infrastructure needed for private-sector businesses to thrive and for economies to 
grow. Through enhanced policy dialogue, IFAD supports governments to make the public investments 
that are needed to get the private sector engaged in smallholder oriented development. IFAD also supports 
a better policy environment for rural businesses to thrive and engage rural communities in their 
businesses (through supply chains, job creation or service provision). 
 
Organization is key to linking smallholders with larger commercial actors.  Producer organizations 
and cooperatives provide smallholders with critical public goods -- including information, extension, and 
some rural infrastructure -- and ensure sustainable access to production and marketing services for 
members, including finance. The strength of producer organizations also lies in their ability to engage in 
mutually advantageous partnerships with public and private sector and advocate for policies and programs 
that are beneficial for farmer-members. Most importantly, producer organizations, through collective 
action are able to solve the problem of ‘atomized production’ and enable small farmers to exploit 
economies of scale. Through its projects and programmes, IFAD has contributed toward reducing 
transaction costs for rural producers  – for example, by enabling farmers to organize into groups and build 
their capacity to negotiate with private companies, by helping to build trust among the various partners, 
and supporting a better business environment where such partnerships can flourish. 
 
Financial and technical assistance to local and national private sector actors can make them better 
partners for smallholder famers. A flourishing indigenous private sector can provide stronger and more 
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accessible markets for small-scale producers and supplies.  It generates employment for unskilled or low-
skilled individuals, and -- through payment of local taxes -- contributes to overall community 
development and rural economic growth.  
 
A more inclusive financial sector is critical for expanding opportunities for smallholders.  IFAD and 
others are supporting the emergence of a private and local rural financial sector that is more responsive to 
the needs of poor rural people. Through agreements with the recipient governments, IFAD project 
resources are passed on by the government to commercial banks, microfinance institutions or other 
participating financial institutions, on a competitive basis. With a greater availability of dedicated 
wholesale capital, these financial intermediaries are in a position to onlend to small farmers or 
entrepreneurs, a target group not previously accessible to them. The financial intermediaries also usually 
add in or cofinance the loans using their own resources. In Moldova, Macedonia and Armenia, for 
example, IFAD helped to develop refinancing units that have spurred commercial bank lending in rural 
areas. These refinancing facilities provided much needed capital for rural investment in all the three 
countries, encouraging financing institutions to expand their commitment to rural finance.  
 
The establishment of partnerships between smallholders and larger commercial actors often 
requires a broker or interlocutor.  Such interlocutors or intermediaries provide their good offices to 
connect the local private sector, rural entrepreneurs and small-scale producers, often organizing around 
specific value chains.  IFAD’s support to farmers’ organizations is usually based on facilitating linkages 
between farmers and the private sector, and building trust amongst the various players within the chain in 
inclusive market-based relationships. One example of our work in this area is the “Participatory 
Smallholder Agriculture and Artisanal Fisheries Development Programme” (PAPAFPA) in Sao Tomé 
and Principe. Working together with other partners, IFAD supported the development of a public private 
partnership (PPP) that has helped turn around the social and economic development of rural communities 
in Sao Tomé and Principe through the use of organic and fair-trade certification. One of the main 
activities of this PPP initiated in 2003 is to enhance returns on investments in traditional agricultural 
value -chains (cocoa, coffee, pepper and other spices). Producers have benefited through increased 
product prices, more resources for investment, upgrading their technical and managerial skills and 
increased ownership in their activities.  
 
A focus on strengthening indigenous private sectors and on facilitating mutually beneficial relationships 
between those sectors and smallholder farmers creates new challenges for development institutions who 
must ensure that they have the necessary knowledge, tools, and skills sets for engaging with the private 
sector.  At IFAD we are moving steadily in this direction, convinced that private sector investment is one 
of the keys to long-term sustainable global food and nutrition security.  We look forward to opportunities 
for shared learning and on-the-ground collaboration with others that are adopting this approach and 
working to scale up successful practices.   
 


