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ABSTRACT

The global agricultural economy is changing. Commodity prices are declining, and
producers increasingly supply complex value chains. There is growing interest in how farmers
can benefit from emerging market opportunities. Farmers are encouraged to produce high value
crops and engage in value-adding activities such as agro-processing. Farmer organization and
collective action are often seen as key factors in enhancing farmers’ access to markets. Often too
little attention is directed at a) the most appropriate types of organization, b) whether the public
and/or private sector is best placed to support their formation, and c) the conditions necessary for
ensuring their economic viability. This paper reports on research in Mexico and Central America
that explored these issues for commodity maize and high value vegetables respectively. The
benefits of farmer organization are more evident in the vegetable sector characterized by high
transaction costs associated with market access. The research suggests that farmer organizations
established by and directly linked to supermarkets may be more economically sustainable as
opposed to organizations supported by non-governmental organizations. However, the most
representative vegetable producer organizations in both Honduras and El Salvador include fewer
than 5 percent of total horticultural producers. This is due to producer organizations’ limited
business skills and non-replicable organizational models for linking producers to markets. There
is less incentive for maize farmers to organize themselves to access output markets as the
transaction costs associated with market access are relatively low: there are so many buyers and
sellers that farmer organizations would have little impact on, for example, prices. The benefits of
farmer organization are clearer when it comes to accessing credit, seed, and fertilizer. Farmer
organization is a critical factor in making markets work for the poor particularly in high value
products, but the role and timing of the substantial public and private investment needed to

establish and maintain these organizations is poorly understood.

Keywords: smallholder farmers, maize, high value agricultural products, Mexico, Central
America, business development services, value chains, pro-poor growth
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Farmer Organization, Collective Action and Market
Access in Meso-America

Jon Hellin," Mark Lundy,? and Madelon Meijer®

INTRODUCTION

Making markets work for the poor

One of the criticisms of the conceptualization and application of livelihood
approaches to development thinking is the lack of emphasis on markets and their roles in
livelihood development and poverty reduction (Dorward et al. 2003). This may result in a
failure to identify and act on livelihood opportunities and constraints arising from critical
market processes, and institutional issues that are important for pro-poor market
development. Within policy, research, and development agendas, there has been a re-
emergence of interest in agriculture and pro-poor growth® in rural areas. Featuring high on
the development agendas is enhancing farmers’ access to markets especially through the
production of high value agricultural products (e.g. fruits, vegetables, poultry and fish), by
engaging in value-adding activities such as agro-processing (Gulati et al. 2007; Miehlbradt
and McVay 2005) and by group marketing.

The interest in making markets work for the poor is partly in response to changes in
the global agricultural economy that are providing rural producers with both new challenges

and opportunities. These changes include trade liberalization, increasing food safety and

! Jon Hellin, International Maize and Wheat Improvement Center (CIMMYT), Poverty Specialist, Mexico,
D.F., Mexico. j.hellin@cgiar.org.

* Mark Lundy, International Center for Tropical Agriculture (CIAT), Specialist in Rural Agroenterprises.
Coordinator of the Project’s activities in Central America and the Caribbean. Cali, Colombia.
M.lundy@cgiar.org

3 Madelon Meijer, Food and Agriculture Organization (FAO), Economist Associate Professional Officer/
ESAE. Rome, Italy. madelon.meijer@fao.org.

* Pro-poor growth is growth that is good for the poor (DFID 2004). One definition of pro-poor growth considers
only the incomes of the poor and the extent to which growth is ‘pro-poor’ depends on how fast the incomes of
the poor are rising. Pro-poor growth can be seen as the average growth rate of incomes of poor people.
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quality standards, and shifts in food consumption patterns (Narayanan and Gulati 2002:11).
One challenge that farmers face is the general long-term decline in the real price of
commodities, a trend that has been going on for over two decades and has been in part linked
to the structural adjustments and cuts in fiscal deficits under the umbrella of the Washington
Consensus. During this period, many developing countries dismantled state marketing boards
that had previously exerted monopoly control over domestic trade and prices for agricultural
commodities. One consequence was that farmers were no longer compelled to sell at prices
set below the value of their produce on world markets. However, farmers had often relied
upon the same marketing boards for accessing inputs such as credit and fertilizer as well as
extension and training. In many cases, neither government nor the private sector has taken on
these roles, and farmers in many developing countries have faced increasing prices for inputs
and declining access to effective technical services.

On the other hand, new market opportunities have arisen with this rapid growth in
‘global markets’ for products based on long and integrated supply chains (ODI 2003; Kydd
2002; Barghouti et al. 2004). Due to a rapid growth in demand from expanding urban
populations in developing countries, food systems can no longer be viewed simply as a way
of moving basic staples from farm to local plates. Producers now often supply long and
sophisticated market chains, and market processed and branded products to mainly urban
consumers. This is particularly the case with changes in the retail system due, partly, to the
growth and increasing concentration of supermarkets (Reardon 2005; Hu et al. 2004;
Reardon and Berdegué 2002).

In general, there has been a trend away from supermarkets occupying only a small
niche in capital cities and serving only the rich and middle class, to spreading well beyond
the middle class in order to penetrate deeply into the food markets of the poor (Reardon
2005). To ensure quality and consistent supply of perishable goods, supermarkets are pushing
the food marketing system toward more vertical coordination, allowing retailers to
standardize quality, improve bargaining power, and achieve economies of scale (Gulati et al.
2007; Boehlje 1999; Echanove and Steffen 2005). The growth of supermarkets has seen a
shift from exclusive reliance on spot markets toward the use of specialized wholesalers

(Berdegué et al. 2007; Shepherd 2005), contracting (Stockbridge et al. 2003; Key and
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Runsten 1999), and the growth of private quality and safety standards as well as private
enforcement of public standards (Pingali et al. 2005).

The growth in supermarkets and other retail outlets has been mirrored by an increase
in demand for high value agricultural products (HVAPs) such as fruits and vegetables,
poultry, and fish. High value markets are attractive to farmers because the net benefit of
selling to supermarkets relative to selling to traditional markets tends to be much higher in
niche/quality products (“non-commodities”) compared to bulk, mass commodities (Reardon
2005; Singh 2005). The challenge for farmers is that high-value crops are often perishable
and are typically associated with high transaction costs (Pingali et al. 2005). For the
smallholder farmers who do manage to enter these more lucrative markets, many find it
difficult to stay in it due to the high risks and cost of cultivation involved.

The vertical coordination associated with modern retailing has had a profound impact
on smallholder farmers, particularly due to the shift towards specialized/dedicated
wholesalers who are usually more responsive to quality, safety, and consistency
requirements of supermarkets: smallholder farmers are challenged to supply consistent
volumes of high quality. Obviously, not all value chains supply supermarkets, but as Reardon
and Flores (2006) have pointed out, traditional food industry firms will almost certainly need
to alter their procurement practices from farmers in order to cut costs and improve quality so
as to compete with the supermarkets. The result is that rural producers may well be affected
both in an urban market progressively dominated by supermarkets as well as at the traditional
retail and wholesale segments that compete with supermarkets.

Smallholder farmers often cannot meet stringent food safety and quality control
requirements; they are seldom able to provide standardized products on a continuous basis as
is often demanded by buyers, and they often lack market information (Gulati et al. 2007). In
the context of making markets work for the poor, strategies are, therefore, needed that enable
producers to diversify or upgrade production, and to compete more effectively in markets
where they have advantages. This will involve strengthening competitiveness in the
enterprises, value chains, and wider business environments on which rural producers depend.
Key issues include:

¢ Building linkages between small-scale rural producers, value-added processing firms,
buyers in growing urban markets, and suppliers of critical inputs;
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e Supporting small-scale producers to associate, collaborate, and coordinate to achieve
economies of scale in their transactions with input suppliers and buyers;

e Making channels of information (e.g. about product specifications, market prices) and
other business services accessible to rural producers;

e Enabling rural producers to understand and better satisfy the product, process, or
delivery standards required by buyers in urban markets;

e Diversifying and raising levels of knowledge and skills in agricultural production and
post-harvest processing that adds value to products;

e Making relevant financial services that enable investment in diversification or
upgrading available to rural producers.

The above imply the need for close linkages between farmers, processors, traders, and
retailers to coordinate supply and demand (Gulati et al. 2007), and to access key business
development services (BDS) such as market information, input supplies, and transport
services. Mechanisms for delivering these key services can differ substantially, and there is
an on-going debate about the role of the public and private sectors in providing BDS
(Miehlbradt and McVay 2005). Traditionally, BDS to small enterprises (including agricultural
value chains) have been delivered with the support of donor and government subsidies
primarily to achieve national goals, such as higher employment, rapid industrialization, and
better export competitiveness in international markets (Marr 2003). Critics point out that
public provision of BDS distorts market prices (as services are delivered, in most cases, in a
highly subsidized manner, prices are lower than those determined by market forces) and
undermines the provision of BDS by the private sector (Hitchens et al. 2004). Furthermore,
public interventions were not seen as sustainable because of their costs.

In recent years, there has been a shift in thinking from subsidized supply-led BDS
provision to market-determined demand-driven services, where both the demand and supply
sides of the market are developed. The private sector is seen as the driving force behind a
system of payment for services in a competitive and evolving market. In the majority of
cases, however, the private sector has proven incapable and/or unwilling to replace previous
state services due to high transaction costs, dispersed clientele, and low (or non-existent)
profits (Lundy et al. 2002). In response, policy makers and development practitioners are

increasingly supporting small-scale producers to associate, collaborate, and coordinate in
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order to access BDS and achieve economies of scale in their transactions with input suppliers
and buyers: collective action and producer organizations are, therefore, not surprisingly one

of the foci of the pro-poor market approach (e.g. DFID 2005).

Farmer organization

In this paper, we use the term collective action in the sense of “voluntary action taken
by a group to achieve common interests” (Meinzen-Dick and Di Gregorio 2004). Collective
action can therefore exist in the absence of farmer organization. We see farmer organization
as a more formal expression of collective action. Farmer organizations can provide farmers
with many services that are critical to their success in accessing markets (Table 1). There are
many success stories of farmer organizations leading to active and effective farmer
participation in value chains, e.g. in the case of coffee producers in South America (Hellin
and Higman 2003). One of the better known is the milk industry in India: more than 70
percent of India’s milk is produced by households who own only one or two milk animals,

and these producers form part of a nationwide network of dairy cooperatives. (FAO 2004:24).

Table 1. Services provided by farmer organizations

e Marketing services (input supply, output marketing and processing, market

information)

Facilitation of collective production activities

Financial services (savings, loans and other forms of credit)

Technology services (education, extension, research)

Education services (business skills, health, general)

Welfare services, (health, safety nets)

Policy advocacy

e Managing common property resources (water, pasture, fisheries, forests)

Source: Stockbridge et al. 2003

The enthusiasm for farmer organizations has, however, at times obscured the fact that

the process of establishing viable organizations is not a simple one. It is often a challenge to
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establish the rules on which farmer organizations are based; to secure commitments on the
part of the group members to abide by collectively-agreed rules; and to monitor and enforce
compliance with the rules. In some cases, the establishment of farmer organizations incurs
transaction costs which, if too high, may mean that farmers are better off not organizing
(Stockbridge et al. 2003). Furthermore, successful association requires management and
entrepreneurial skills, i.e. ‘soft’ assets that many small producers with little education are less
likely to have (Pingali et al. 2005).

Stringfellow et al. (1997) identify three key factors that determine whether or not
successful farmer cooperation for marketing is likely to take place: a) a match between the
existing skills/experience of members and what is required to undertake joint activities; b)
internal cohesion and a membership driven agenda; and ¢) successful, commercially oriented,
integration of the organization into the wider economy. The dilemma for development
practitioners is that the conditions for successful cooperation (minimum levels of education,
skill, financial capacity, etc) tend to work against successful cooperation by the poor,
especially the poorest of the poor (Hulme and Shepherd 2003).

There are, hence, numerous examples of attempts to foster farmer organizations
foundering on the rocks. In Zimbabwe, local farming groups that had been established to
access inputs and/or market outputs had largely disintegrated partly because there was
considerable mistrust between farmers in relaying useful market information (Masakure and
Henson 2005). One of the authors has experience from Cajamarca in Peru where a lack of
trust between farmers stymied attempts to encourage farmer collaboration. Milk producers
could receive a reasonably good price for their milk if they sold it to the local factory. The
factory collected milk from the surrounding villages but only from producers who sold more
than 3 liters of milk daily. So much mistrust existed that producers who were unable to meet
this minimum volume threshold were not prepared to pool their daily milk production so as
to allow them to sell to the factory. These producers had little alternative but to sell milk at a
lower price to local cheese makers.

Berdegue (2002) also reports on problems faced by Associative Peasant Business

Firms (EACs) in Chile where close social relations prevented an EAC from enforcing rules
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of sanctions, due to the fear of alienating friends, neighbors, or members of the same
families. In Mexico, many collective and cooperative rural organizations, including the ejido’
system, have a history of being used for political ends and subject to manipulation by corrupt
leaders, or have failed because of interpersonal jealousies and mistrust (Key and Runsten
1999). There is also the issue of trust between producers and buyers in both contract farming
and other situations: Rehber (2004) reports that in Turkey, when the spot market prices were
higher than the contract prices, small-scale vegetable producers were accused of selling their
goods produced under contract on the open market. When the contract price is higher than on
the open market, farmers try to supply more products to the contracting processor, having
obtained produce from other farmers who are not included in the contract.

A great deal of public (and private) money has been invested in establishing farmer
organizations with mixed results in terms of the number of beneficiaries and the
sustainability of the organizations (Berdegue 2001; Camacho et al. 2005). All too often the
process leading to farmer organization is instigated by outside agents such as government and
NGOs, and in some cases the private sector (e.g. dedicated wholesalers supplying
supermarkets). When government and/or NGOs are involved, there is a danger that at the
first signs of financial trouble, the outside agencies will be tempted to bale out the farmer
organizations and by so doing externalize some of the organization’s costs (Berdegu¢ 2001).
This partly isolates the farmer organization from its market context and may begin a vicious
circle of more subsidies having to be poured into the organization.

As part of new thinking on the role of the state and private sector in pro-poor markets
and growth, decisions have to be made as to whether the private or public sector should pay
for and support the establishment of farmer organizations. There is a need, therefore, to
understand better when farmer organizations make sense, when they do not, and how they
can best be established and maintained. Specifically, more information is needed on: 1) the
most appropriate types of organization if any; ii) whether the public and/or private sector is

best placed to support their formation; and iii) the conditions necessary for ensuring their

> There are two kinds of ejidos: the more common individual ejido, in which land tenure and
ownership are legally vested in a community, but plots of land are allocated on a semi-permanent basis among
individual ejido members; and the collective ejido, in which land resources are pooled for collectively-
organized production.



CAPRI WORKING PAPER NO. 67 8 OCTOBER 2007

economic viability. We explore these issues in the context of high-value vegetables in

Honduras and El Salvador, and commodity maize in Mexico.

VEGETABLES AND MAIZE IN MESO-AMERICA

Introduction to case studies

Meso-America includes southern Mexico and Central America and the predominant
farming system found in the upland areas is maize-beans. While these two crops provide
some livelihood security for millions of smallholder farmers, extensive poverty is found
throughout the system (Dixon et al. 2001). With commodity prices declining, farmers’
participation in high value and/or value-adding activities offer one of the few agricultural-
based pathways to reduced poverty and increased livelihood security. Development agencies
in Mexico and Central America have actively promoted the expansion or establishment of
higher value crops, such as fruit and vegetables, to complement existing food security
options such as maize and beans (Hamilton and Fischer 2003).

In Meso-America, the trade in vegetables has increased substantially since the early
1980s. Urbanization, increasing incomes, and the resulting demand for vegetables are the
main drivers for the expansion. Trade is both intra-regional and international: since the mid-
1980s, the export trade in fruits and vegetable in Central America grew by 330 percent
(Reardon and Flores 2006). Recently this process has been accelerated through an increasing
focus on the use of fresh or healthy ingredients by urban populations. In many cases, this has
been actively promoted by the supermarkets themselves through the use of various
promotional strategies focused on increasing overall vegetable consumption.

The research on vegetables reported in this paper took place in Honduras and El
Salvador. Both countries possess relatively well-defined areas of smallholder vegetable
production based on land tenure patterns and existing natural advantages presented by
hillside environments. Smallholder vegetable production in hillside environments benefits
from a slightly lower incidence of pest and disease problems and improved access to year-
round water supplies. It is important to note, however, that medium to large-scale vegetable

production also occurs in lower lying valleys in both countries. Vegetable production in
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these valleys was not included in the current study principally because producers there tend
to be large-scale commercial operations.

The more traditional vegetable market channels in Honduras and El Salvador are
comprised principally of networks of informal traders that link individual smallholder
producers with regional and national markets. This market channel is characterized by cash
payments and limited quality demands. The final product is mainly sold in urban wholesale
markets although some traditional traders have developed the necessary skills and knowledge
to sell a portion of their produce to specialized wholesalers and, in some cases, to
supermarkets and restaurants directly. The modern retail system is comprised of diverse types
of farmer organization ranging from formal associations to the lead farmer model linked to
specialized wholesalers and/or directly into supermarkets, restaurants, and hotels.

The vegetable production chain in Honduras and El Salvador operates within a
context defined by public policies, access, and control of infrastructure and environmental
considerations. Of relevance to the present study are existing public policies in both
Honduras and El Salvador focusing on the agricultural sector. In addition to existing national
policies focused on rural development and the horticultural agri-food chain in particular, both
Honduras and El Salvador are signatories of the recently approved Central American Free
Trade Agreement (CAFTA) with the United States. Initially, actors from the horticultural
agri-food chains in both countries felt that the approval of CAFTA was a step forward in
terms of competitiveness. However, CAFTA also opens the door for potential agricultural
imports, including vegetables, from Mexico and the United States itself. While the full
impact of CAFTA remains to be seen, this treaty more than any national level policy will
define the future for many horticultural producers in the region.

In 2005, the International Center for Tropical Agriculture (CIAT) with the support of
the Food and Agricultural Organization of the United Nations (FAO) and in collaboration
with two development agencies’ undertook a study of how changes in markets affected

smallholder vegetable producers in Honduras and El Salvador and identified strategies to

® The Agropyme Project of Swisscontact in Honduras and the El Salvador office of Catholic Relief
Services.
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facilitate the participation of smallholder vegetable producers in the value chains linked to
local supermarkets. One area of work was on the role of farmer organizations.

While growing vegetables may offer some farmers a pathway out of poverty, millions
of smallholder farmers in Meso-America still rely on maize for their livelihood security, and
none more so than in southern Mexico. Mexico is the center of origin of maize, as well as
being a center of maize diversity. Maize has been cultivated for approximately 6,000 years in
Mexico, is a staple food crop in the region, and is believed by many indigenous groups to
represent the origin of life itself (Long and Villarreal 1998). Maize in Mexico is used for two
main purposes: white maize is used for direct human consumption and yellow maize for
indirect consumption as a component of livestock feed (most in poultry, egg, and pork
production) (Sain and Lopez-Pereira 1999). Secondary uses include maize stalks for fencing,
leaves for fodder, and husks for wrapping traditional foods such as tamales.

The North American Free Trade Agreement (NAFTA) signed in 1994 has had a major
impact on maize producers in Mexico. Whereas the Mexican government provided major
support to maize producers throughout much of the 20™ century, NAFTA signaled a change
of direction: while support still exists, the Mexican government has implemented changes
that are designed to raise the efficiency and competitiveness of Mexican agriculture.
Government policies extend not only to the prices that Mexican farmers receive for their
crops (formerly government regulated, but now subject to only minimal and decreasing
cushioning), but also to the programs governing how farmers access technical extension,
agricultural inputs, and credit.

The research reported here is part of a research project on the impact of markets on
farmer management of maize conducted by the International Maize and Wheat Improvement
Center (CIMMYT) and FAO. Research took place in the Frailesca region in the southern
Mexican state of Chiapas. La Frailesca occupies an area of 2631 km? and is situated in a
valley at an altitude of 600 m with surrounding mountains reaching an elevation of 2000 m
(Erenstein et al. 1998). Farming activities in Chiapas are both subsistence- and market-
oriented, and the agricultural sector has received strong support from state and federal
governments. Maize is the dominant crop, and cattle-ranching is a complementary activity:

maize crop residues are an important source of forage in the dry season. La Frailesca
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produces large maize surpluses that are exported to other parts of Mexico, but maize
production is still dominated by small-scale farmers (Flores et al. 2004).

The two case studies, therefore, represent two contrasting options for smallholder
farmers in the Meso-American maize-bean farming system: diversifying into HVAPs and/or
intensifying maize production and marketing. We look at the role of farmer organizations in

these contrasting situations.

Vegetables in Honduras and El Salvador

In Honduras and El Salvador, a methodology was used based on participatory value
chain analysis. The research team analyzed the history of the value chains; the relationships
between the chain actors; current and projected market conditions; the financial health and
viability of the farmer organizations; and, finally, the development of strategies to improve
the functioning of the value chains. The principal focus of this research was on the direct
actors (producers, producer organizations, marketing and retail actors, and the final
consumers) in the chain and their relationships with each other. This work was carried out
through workshops, focus groups, and semi-structured interviews with key actors: individuals
and groups of farmers, intermediaries, and supermarkets.

Vegetable producers were subdivided into three categories: individual smallholder
producers, small producers organized into producer associations, and independent producers
with a secure market. The focus of the study was on the second category, and research was
directed at three formal producer organizations in El Salvador and two in Honduras (Table 2).
These were the only formal producer organizations active in the supermarket channel for
vegetables at the time of the study. An important caveat to this research is that while care was
exercised to identify and study the most relevant and/or representative group of formal
farmer associations in Honduras and El Salvador, Table 3 shows that the vast majority of

vegetable producers are not members of any farmer organization.
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Table 2. Producer organizations included in the study

OCTOBER 2007

No. of Annual
Organization = Country ‘ sales (1000s  Products Market channels
farmers
USD)
ACOPO El 23 140 * Lettuce, ba‘py Supermarkets, hotels and
Salvador carrots, radishes  restaurants
Tomato, bell .
AGROLEMPA El 70 177" pepper, Supermarkets, hospitals,
Salvador processors and restaurants
cucumber
Carrots, lettuce,  Specialized wholesalers,
APRHOFI Honduras 110 184° broccoli, supermarkets, restaurants and
potatoes wholesale markets
Tomato. bell Specialized wholesalers,
COHORSIL Honduras 285 89 ¢ epper ’ supermarkets, wholesale
pepp markets and local markets
Tomato, bell
El c ’ Supermarkets and farmers
PHOC Salvador 143 96 peppet, markets

cucumber

Source: Authors’ calculations based on Agropyme (2005) and CRS (2005).

Data from 2003 including vegetable sales and other income (CRS 2005:28).
Average over the last three years (CRS 2005:31)
Annual sales calculated based on monthly averages (Agropyme 2005:34-37; CRS 2005: 36)

Table 3. Number of horticultural producers in Honduras and El Salvador compared to total
membership of farm organizations studied

Total number of Total number of Percentage of horticultural
horticultural members in producer | producers in producer
Country s e ¢ oL
producers organizations organizations
Honduras 15.000 * 395 2.6%
El Salvador | 8.000 " 236 3.0%

Source: Lundy et al. (2006) based on Agropyme (2005) and CRS (2005).

Number of vegetable producers according to the National Agricultural Census of Honduras 1993.
Number of producers in the horticultural agri-food chain according to BMI/Technoserve 2004 (cited in CRS

2005:25)

Total number of producers involved in producer organizations focused on vegetable production for
supermarkets in Honduras and El Salvador (Agropyme 2005; CRS 2005).
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The vegetable crops included in the study (see Table 2) are highly dynamic. For
example, the annual consumption of tomatoes in El Salvador is nearly 80,000 metric tons.
Of this total, 67 percent are sold through informal market channels, 11 percent through
supermarkets, and the remainder is consumed by the institutional and processed food
markets. Approximately 65 percent of all tomatoes consumed in El Salvador are imported
from neighboring countries such as Guatemala and Honduras (Lundy et al. 2006).
Consumption figures in Honduras are significantly lower than in El Salvador due to
population and income differences between the two countries: 6,000 metric tons per annum,
of which 25 percent is sold though supermarkets. In Honduras, tomato is seen as a high risk
crop for smallholders, and only medium to large producers with significant access to capital
can produce this crop successfully.

In both countries, the majority of tomatoes are sold loose, but there is an increasing
tendency for specialized wholesalers and producer organizations to explore the possibility of
selling pre-packaged trays. In addition, there are attempts at branding these products in both
countries. The grades and standards that are applied to these products by supermarkets vary
depending on, among other factors, the availability of the product in the market, the
relationship with the supplier, and the going price.

The economic analysis focused on the distribution of returns on investment among
actors along the value chain and the relative differences between diverse marketing channels.
Chain dynamics during the period of study showed the relative proximity of prices among
different value chain actors involved in diverse market channels. The local trader who buys
at the field level is competing with the producer organization while the specialized
wholesaler/supermarket channel competes with the traditional wholesaler in urban centers.
Specialized wholesalers are able to demand a higher price from supermarkets for their
products principally due to investments in refrigeration, grades and standards, and consistent
supply.

Table 4 shows the distribution of the final consumer price among value chain actors
for different vegetables in Honduras. It was not possible during the study to identify the net
margins for supermarkets and specialized wholesalers. As a result, the apparent lion's share
of the final consumer prize that they receive may not be entirely accurate due to the

perishable nature of the products and other factors. During workshops with supermarket
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buyers in Honduras, spoilage of between 8 to 10 percent for tomato and peppers was

considered average (Lundy et al. 2006).

Table 4. Distribution of final consumer price among value chain actors in Honduras

Products
Bell .

Variables Tomato epDer Potato Broccoli Lettuce Carrots Average

% pep /'0’ % % % % %
Production costs 15 22 24 15 17 17 18
Farm to paf:klng shed 4 12 | 4 6 1 s
transportation costs
Net farmer income for
sale to producers 20 0 24 14 18 12 14
organization
Transportation costs to
Tegucigalpa or San 2 2 1 4 5 1 2
Pedro Sula
Net producer
organization income for
sale to spec?ahzed 4 3 3 1 ) 5 3
wholesaler in
Tegucigalpa or San
Pedro Sula
Gross profit for
specialized wholesaler 25 32 16 32 22 33 27
for sale to supermarket
Gross profit for 30 30 30 30 30 30 30
supermarket
Retail price paid by final 100 100 100 100 100 100

consumer

Source: Lundy et al. 2006

Table 4 shows the producer organizations’ relatively low share in the final consumer
price: in Honduras the figure was only on average 3 percent of the final price while in El

Salvador (data not presented here) the figure was 6 percent. Reflecting on these results with
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members of the value chains, the question of the economic viability of existing producer
organization models was raised. The combination of relatively low volumes of product and
low margins means that many of the farmer organizations included in the study require
ongoing subsidies to cover operational costs despite significant support from donor and
development agencies over long periods of time.

The study also raises the question as to whether there are alternative forms for farmer
organization that might achieve similar social and economic returns for farmers at a lower
overall cost (see discussion). Another issue is whether the benefits of farmer organization
come from improved access to inputs such as seed and credit rather than output value chains.

CIMMYT and FAQO’s research in Mexico sheds some more light on this.

Maize in Mexico

In contrast to the research in Honduras and El Salvador, in Mexico the study has
looked at both the input and output value chains and the role of farmer organizations in
facilitating access to both. The methodology used by CIMMYT and FAO was based on a
market mapping tool (Hellin et al. 2005) and consisted of a series of semi-structured
interviews and focus group meeting with key informants along the maize seed input and
grain output chains: seed companies, extension agents, producer groups, and purchasers of
grain. The project is focusing on the use of largely qualitative tools in order to identify the

following:

o Structure of the maize grain market and prices offered to farmers;

o Impact of maize grain markets on farmer decision-making vis-a-vis what types of seed to
plant;

o Reasons why farmers choose particular seed (the seed’s attributes, the existence of
government subsidies for different seed types);

» Frequency with which farmers purchase seed;

« How farmers access inputs (seed, fertilizer, credit etc.) and sell their grain.

Farmer organization, albeit on an informal basis, is common when it comes to
accessing inputs such as seed, fertilizer, and credit. This has to be put in the context of a

plethora of government agricultural support programs over the last 30-40 years. These
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programs have tended to focus on the provision of inputs and have encouraged some degree
of collective action and organization on the part of farmers. Prior to NAFTA, Mexico’s maize
production was controlled by La Companiia Nacional de Subsistencias Populares
(CONASUPO), the state trading agency which set the prices paid to farmers and also fixed
consumer prices at a low level through a set of subsidies. CONASUPO was dismantled at the
end of the 1990s, but state support to agriculture has continued. In general, farmers have
formed organizations under two scenarios: firstly, to take advantage of subsidized extension
advice and an associated agriculture technical package; and secondly, to access subsidized
maize seed.

Since the mid 1990s, private extension agents known locally as despachos have
provided technical assistance to smallholder farmers. The despachos do not work with
individual farmers and, hence, farmers have to organize themselves into groups. The
despachos assist farmer groups to access credit provided at low interest rates by
Fideicomisos Instituidos con Relacion a la Agricultura (FIRA), a government body
dependent on the Bank of Mexico. FIRA lends money at low interest rates to a number of
banks who in turn provide credit to farmers at lower interest rates than would be the case if
the banks were lending their own money. The credit is tied to a government-subsidized
technical package that includes a set of inputs: fertilizers, pesticides, herbicides, and seed
(Flores et al. 2004).

The despachos make money by selling this technical package to groups of farmers.
FIRA also subsidizes the producer groups so that they are better able to pay for the technical
package that the despachos provide. FIRA reduces the subsidy on a sliding scale from 70
percent of the package in the first year to 20 percent in the fourth year. The subsidized system
worked well for a number of years, but in recent years, maize has become less profitable,
farmers have defaulted on their loans, and the banks became less interested in lending to
farmer groups; consequently, the number of despachos has fallen, and it remains unclear
whether this public/private extension provision will continue.

The despachos are one of the ways that farmers are able to access another critical
input: subsidized maize seed. Farmers can access improved maize seed in a number of
different ways: a) from the despachos, b) from the seed companies directly, and from c) from

village shops that sell agricultural inputs. While traditionally farmers recycled their maize
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seed, many farmers also plant improved seed, much of which is subsidized by the Mexican
government.

Maize germplasm can be classified into three broad categories: hybrids, open
pollinated varieties (OPVs), and land races. The first two categories are improved maize
varieties. Simply put, a hybrid is the result of crossing two inbred lines, while improved
OPVs are populations that have been subjected to selection by breeders. If seed from a hybrid
is replanted, it will not be as productive as the original seed and thus has to be purchased
every season to maintain its high productivity. In contrast, seed from an OPV can be
replanted usually up to three years without major drops in yield and, hence, can be purchased
once every three years (Bellon et al. 2005). The third category also includes so-called
creolized varieties: seed from improved varieties - hybrids or OPVs - that have been recycled
for four or more years or purposely crossed with local landraces.

While there is some variation from year to year, in 2006 the government subsidy
amounted to 300 Mexican pesos (US$28) per bag of seed with a limit of two bags per farmer.
Each bag contains enough seed to plant one hectare. Depending on the type of seed, the
subsidy covers anything from 30-100 percent of the cost of the seed. The seed distributors,
who represent the various seed companies including Pioneer and Monsanto, strongly prefer
working with groups of farmers as it reduces their transaction costs.

While in theory individual farmers can access the subsidy, the process takes longer,
and farmers have more chance of receiving subsidized seed if they are part of a group.
Furthermore, farmers have to make a request for the subsidized seed to the secretaria de
Desarrollo Rural (SDR) (Ministry of Rural Development). Demand outstrips supply. According
to the SDR, the seed subsidy in 2006 was sufficient to cover 20,000 bags of seed. In June
2006, just before the beginning of the planting season, farmer requests for subsidized seed
had reached 36,000 bags. Farmers, seed distributors, and the government confirmed that
farmers have more chance of receiving subsidized seed if they are part of a group.

On applying for the subsidy, farmers receive a voucher that can be used to purchase

subsidized seed from the seed distributors. One seed distributor’ explained that he supplied

" During the semi-structured interviews in June 2006, all the seed distributors spoke openly to CIMMYT
researchers on the condition of anonymity.
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over 800 bags of subsidized seed to one village. He did so because the farmers in the village
in question were very well organized. He ‘helped’ them access the seed subsidy and, because
of the volume of seed that they purchased collectively, he was able to offer them a further
discount on top of the 300 pesos per bag subsidy.

The community of Roblada Grande illustrates the advantages of farmers self-
organizing when it comes to seed purchase. In 2006 a group of farmers in Roblada Grande
made a successful request to the government for just over 800 bags of subsidized seed. The
organization decided to purchase seed of a high-yielding maize hybrid. Each bag of seed
normally sells for 940 pesos (US$ 88) but the farmers decided to buy seed from one
distributor and managed to negotiate the price down to 860 pesos (US$ 80). With the subsidy,
farmers ended up paying 560 pesos a bag (US$ 52). Furthermore, the seed distributor
transported the seed to the community at no extra cost.

While there are clear advantages to farmer organization when it comes to accessing
inputs, there are very few examples of maize farmers in La Frailesca working together to
access maize grain markets. The Mexican government fixes the grain price that farmers
receive. Farmers sell grain to buyers called bodegas who set up buying centers outside
villages throughout La Frailesca. Farmers bring their grain to these centers and assuming that
the grain meets certain quality standards, the farmers will receive from the buyer the price
fixed by the government. The farmer is issued a document confirming the amount of grain
that has been sold. The document subsequently enables the farmer to access a federal
government subsidy which is in addition to the fixed price they receive for each ton of maize
grain sold.

There is no differentiated market for maize, i.e. farmers receive the same price
irrespective of whether the grain in question is a land race, OPV, or hybrid, as long as it
meets the quality standard. Furthermore, there is no price differentiation for white or yellow
maize (the vast majority of maize grown in Mexico is white maize). Furthermore, the
transaction costs associated with market access are relatively low: there are many buyers and
sellers for an undifferentiated product. Farmer organizations would have little impact on, for
example, prices. Also, individual buyers have little incentive to support the establishment of

farmer organizations as their share of the market is low.
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The only evidence of farmer organization for grain sales is among a handful of
farmers who sell maize to Buenaventura, a big chicken producer in La Frailesca. The
contracts are with both individuals and groups of farmers and deal with grain purchases only.
Buenaventura tried to arrange contracts in terms of supplying inputs such as fertilizer, but the
initiative broke down because so many farmers failed to repay the loans. Buenaventura also
found that in 2005 there were several contract farmers who sold their grain to others. Farmers
selling under contract to Buenaventura often received a price only marginally higher than
that fixed by the government.

Semi-structured interviews and focus group meetings in four farming communities
confirmed that collective action and farmer organization among maize producers in La
Frailesca is largely confined to accessing subsidized seed and fertilizer along with extension
advice. In none of the four communities did the farmers identify any advantages to
establishing a farmer organization to sell grain. In three communities, farmers said that they

had formed groups in order to access subsidized inputs such as credit, seed, and fertilizer.

DISCUSSION

The case studies from Central America and Mexico demonstrate the opportunities and
challenges surrounding the establishment of farmer organizations. They also shed light on

several key questions that need to be addressed:

-Who is going to make the investment to support the establishment of farmer
organizations: the public and/or private sector?
-How do you try to ensure sustainability of the farmer organizations?

-What are the cost implications for the public and private sector?

Answers to these questions in turn highlight a number of policy issues that need to be
considered when it comes to facilitating farmers’ access to markets especially in light of a
changing political climate which more readily recognizes the key roles that the public sector

(along with the private sector) can play in contributing to agricultural development.
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In the case of vegetable and maize producers, it is very rare for farmer organizations
to self-organize on a formal as opposed to an informal basis. More often than not, support is
needed in the establishment and continued performance of farmer organizations. An example
of this is COHORSIL, a farmer cooperative in Honduras that was founded in 1980 and
traditionally focused on coffee production, processing and marketing. Faced with declining
prices for coffee, the cooperative sought to diversify its activities. With Swiss funding, they
branched into the production and marketing of fresh vegetables. COHORSIL developed a
business plan and ensured that its members had access to seedlings produced in greenhouses,
warehouse and packaging facilities, and marketing services. The cooperative directly
supplies these services for a fee and has also established links with private service providers
who offer specialised services such as soil analysis, technical assistance, and the design and
installation of drip irrigation systems. Many of the cooperative members are able to produce
vegetables that meet the quality demands of local supermarkets (Hellin et al. 2007).

COHORSIL sounds like a success story, and in many ways it is. But if these subsidies
provided market access to a large percentage of smallholders, there would be a case for
continuing public sector or donor support; however, this is clearly not the case: despite
significant investments of time and financial resources, existing vegetable producer
organizations in both Honduras and El Salvador encompass significantly less than 5 percent
of total horticultural producers in each country. Possible causes identified for the situation
include limited business skills within existing producer organizations, nonreplicable
organizational models for linking small holders to dynamic markets (e.g. too costly in terms
of time and financial resources with limited benefits), and a general uncertainty about the
benefits that small holders can expect from the supermarket channel (Lundy et al. 2006).

The results from El Salvador and Honduras mirror those for vegetable producers in
Nicaragua. Berdegué et al. (2007) calculated that through the new “business linkages”
programs of donors in horticulture, some farmers were receiving (in terms of NGO project
budget per farmer) about eight times more than the Ministry of Agriculture in Nicaragua
spends per farmer. It is likely, therefore, that these programs will continue to be mainly for
the elite of small and medium farmers and be un-replicable by governments and thus possibly

not sustainable in the longer term (Reardon and Flores 2006).
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The research team in Central America also discovered that one of the problems is that
very few of the development organizations that have facilitated the establishment of farmer
organizations have a clear understanding of the costs and margins along the value chain. This
sort of information is needed in order to help them make sure that the services provided are
sustainable once development subsidies dry up. Many organizations do not know how much
it costs to provide, for example, technical assistance nor have they incorporated it into the
cost structures. These costs can be substantial: externally-supported farmer associations in
Honduras, for example, cover between 57 and 84 percent of smallholder incorporation costs
(technical and organizational assistance, infrastructure and working capital) with donor
funding (Agropyme 2006).

In comparison, recent work in Honduras shows that lead farmer models promoted by
dedicated supermarket wholesalers require lower external support but much higher
investment from farmers (Agropyme 2006). These models are organic organizational
structures that grow around producers who have shown the ability to meet supermarket
quality and quantity demands. Supermarkets encourage lead farmers to organize and support
their neighbors to meet these demands, with little investment beyond the incentive provided
by market opportunities. The initial time and financial investment in lead farmer models is
significantly lower than models promoted by development agencies. Lead farmer models
cover 12 percent of smallholder incorporation costs (technical and organizational assistance)
with donor funds (Agropyme 2006); this compares favorably with the 57-84 percent of costs
referred to above.

The results from the vegetable sector in Central America contrast with the maize
sector in Mexico. In terms of market access, the research suggested that the benefits of
formal farmer organization are more evident in the vegetable sector characterized by high
transaction costs associated with market access. In the case of a low-value commodity crops
such as maize, there was practically no evidence that it was in farmers’ interests to organize
themselves for market sales. This was because the costs of organizing were not compensated
for by any increased income generated through maize sales or facilitating access to markets.
Farmer organizations only made sense when it came to improved access to agricultural inputs

such as seed and fertilizer. Furthermore, in some cases these benefits could be secured
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through informal or even short-lived organizations, such as groups of farmers coming
together to access the seed subsidy, rather than more demanding formal ones.

The case of maize in Mexico also demonstrated the difficulties in providing fee-based
services at a large scale. The establishment of the despachos in La Frailesca was an attempt
to set up a fee-based extension and technical service albeit one that was initially subsidized
by the government. While some despachos remain active in the agricultural sector, their
numbers are declining.

Results from Central America and Mexico mirror the situation in Chile and
experiences in the Andes. In Chile, the government facilitated the establishment of
Associative Peasant Business Firms (EACs, or Empresas Asociativas Campesinas) in order
to bring about a change from individual primary production in the family farm to market-
oriented collective action. Berdegué (2002) found that farmers’ participation in EACs had no
significant beneficial impact for farmers producing undifferentiated commodities such as
potatoes or wheat that are sold on the spot or at wholesale markets. In Chile, it was only
under certain market conditions that it made sense for small farmers to engage in collective
action for accessing markets: the most successful ECAs were amongst producers of HVAPs
as opposed to producers of commodities (Berdegué 2002).

In policy terms, there is a growing recognition and acceptance that there is a role for
publicly-funded services. For example, the success of the Asian Green Revolution was partly
based on comprehensive agricultural support policies (e.g. fixed prices, fertilizer subsidies,
and credit subsidies) that have since been dismantled as part of the structural adjustment
policies of the 1980s and 1990s (Ellis and Harris 2004). This had led Dorward et al. (2004) to
question the extent to which “policy changes of liberalization and withdrawal of the state
removed from the policy toolkit critical levers to address problems of high transaction costs
and risks inducing market failures.” The authors argue for a fundamental reassessment of
policies espousing state withdrawal from markets in poor agrarian economies and the search
for alternative ways of 'kick starting' markets in ways that promote rather than crowd out
private sector investment, and that allow the state to withdraw as economic growth proceeds
(Dorward et al. 2004).

While the case studies in Honduras, El Salvador, and Mexico paint a seemingly bleak

picture of the ability of the public and private sector to generate sustainable farmer
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organizations among smallholders, they do suggest more appropriate ways forward.
Development agencies can play a very important role in facilitating farmer organization
development, especially in the early stages, but greater attention has to be directed to the
question of ‘farmer organization for what purpose.’ Another useful question to ask would be:
‘once we are organized, who can we partner with?’

The research in Central America identified a promising avenue to explore: the lead
farmer models currently under development by the private sector. It is important to note,
however, that the Agropyme study (2006) clearly identifies that only the upper tier of
smallholders can feasibly participate as lead farmers in such a model. Nonetheless, more
organic organizational structures with lower fixed organizational costs might provide a way

forward in terms of improved farmer organization.

CONCLUSIONS

Research in Mexico and Central America has suggested that the benefits of farmer
organization when it comes to access output markets are more evident in the vegetable sector,
which is characterized by high transaction costs. There is far less incentive for farmers
producing a commodity such as maize to organize themselves as the transaction costs
associated with market access are relatively low. In El Salvador and Honduras, however,
farmer organizations that sell vegetables secure a very small percentage of the final consumer
price. Low volumes of product plus low margins mean that ongoing subsidies are probably
needed to cover operational costs.

Farmer organization is a critical factor in making input and output markets work, but
the role and timing of the substantial public and private investment needed to establish and
maintain these organizations remains poorly understood. There is also a need to understand
better the costs and margins along the value chain to make sure that the services provided are
sustainable once development subsidies dry up. Many organizations do not know how much
it costs to provide, for example, technical assistance nor have they incorporated it into their

non donor-subsidized cost structures.
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While the political climate over the last two decades has been hostile to subsidies
(although the rhetoric is somewhat different from the practice), there is increasing
recognition of the key roles that both the private and public sectors can play in contributing
to agricultural development. Governments are of central importance in determining how
markets should function. Governments, for example, can help ensure that the legal and
judicial system supports low-cost contract enforcement (including getting rid of red tape);
facilitate the flow of market information through effective communication systems; and make
transport, electricity, water and other infrastructure systems widely available in order to help
support small enterprises and BDS providers.

Similarly, development agencies can play a very important role in facilitating farmer
organization development, especially in the early stages. But greater attention has to be
directed at examining the purpose and the appropriate partners of such organization. As we
found in Mexico, while there may be very few benefits to producers of commodities
organizing for market sales, organizations can still make a contribution to their members, as
long as they engage in services other than marketing undifferentiated commodities.

Farmer organizations can play an important role in contributing to poverty reduction
and improved livelihood security in Meso-America. However, the issue of public and/or
private investment and the use of subsidies to sustain farmer organizations is one that
researchers and development practitioners should not shy away from confronting; it is
imperative to analyze these issues when decisions are made about where to invest often

scarce resources.
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