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Summary

This paper aims to identify critical areas for trade, marketing, capital market development and regulatory
reforms that can facilitate the integration of small-scale farmers (small-scale farmers) in domestic, regional and
global markets for high-value agricultural (HVA) products in particular high value crops, livestock, fish and non
timber forest products in a sustainable manner and to increase and diversify the incomes of small-scale farmers
in the long-run. The paper places particular emphasis on the issues that may need to be addressed through
research and development undertaken by the international, regional and national research communities.

A common problem for small-scale farmers entering HVA market chains is that their products often do not
comply with the prevailing technical standards. To sustain success in the market place, products have to be of a
specific standard, which is difficult to achieve for small-scale farmers whose production techniques and
technology may not always attain the standards demanded in dynamic markets including export. In addition,
small-scale farmers often try to enter HVA markets without any relevant market analysis. Even where there is
demand for a product, quality standards are often lacking. Technical support services are often essential to help
refine products and to make them marketable. However, such services are often only available for payment and
are therefore not easily accessible, especially to small-scale farmers. The core role of the public sector should be
reviewed to consider their role in service provision e.g. quality, inspection services\and testing laboratories.

We maintain that the international research community and CGIAR can contribute to the integration of small-
scale farmers in domestic, regional and global markets for HVA products by better understanding what markets
want and expect and helping to develop appropriate technologies and systems to facilitate this for the poor. The
international research community needs to grasp the agronomic, physical, economic, and social system
interaction complexities of global HVA markets; and develop stronger public-private sector research
partnerships which take emerging standards into account. Governments, donors and the research community
need to be more entrepreneurial to help small-scale farmers be productive, competitive, and sustainable through
alliances/clusters.

Research and Development is required to support and guide public and private policy interventions to improve
the access of small-scale farmers to HVA markets. However, to achieve poverty reduction the international
research community must also go beyond the usual technical solutions in research and development to fully
incorporate policy and interventions that effects the required changes. They need to beware of what failed
previously with traditional commodities such as over dependence, oversupply and declining prices in real terms
and not focus solely on supermarkets as a panacea for agricultural sector and product market problems.
Supermarkets may not be the most profitable outlet for all small farmers, especially where the upgrading of
traditional markets is both viable and easily accessible to small-scale farmers.
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1 Introduction

There is a growing international debate in the context of globalization and world agriculture
concerning how the poor (particularly small-scale farmers) can benefit from the growing
markets for high value agricultural products? It is argued that high-value agricultural
activities have the capacity to provide real opportunities for enhancing farm incomes and
reducing poverty in the developing world. Rising per capita income, migration, urbanization
and globalization is changing consumption behaviour in many developing and developed
countries towards high-value agricultural (HVA) products such as fresh fruit, vegetables,
livestock, milk, meat, fish and non timber forest products. However, the key trends driving
this process are: (i) globalisation as well as sourcing of horticultural products; (ii)
concentration in developed and increasingly developing country retailing; and (iii) the
increasing complexity of public and private standards. This paper aims to identify critical
areas for trade, marketing, capital market development and regulatory reforms that can
facilitate the integration of small-scale farmers (small-scale farmers) in domestic, regional
and global markets; high-value agricultural products (in particular high value crops,
livestock, fish and non timber forest products) in a sustainable manner and thus increase and
diversify the incomes of small-scale farmers in the long-run. The paper will place particular
emphasis on the issues that need to be addressed through research and development
undertaken by the international, regional and national research communities.

Small-scale farmers (small-scale farmers) constitute a significant proportion of the rural
economy and the poor in developing countries (Narayan and Gulati, 2002). In Sub-Saharan
Africa, Asia and South and Central America small-scale agriculture remains the majority
activity of the rural sector and the major source of rural employment but, confronted with
changes in world trade and falling commodity prices, its viability has been questioned. There
is no universally agreed definition of small-scale farms in developing countries. In much of
the development literature, farms of less than five hectares can be considered “small”. In
general these farms often have limited capital or other assets. For the purposes of this paper
which focuses on Sub-Saharan Africa (SSA), Asia and South and Central America we adopt
a broad definition of a small-scale farmer. A small-scale farmers derives their livelihood from
a holding of < 2-5ha (usually < 2ha); and around 10 to 20 heads of livestock (although often
there is < 2 or none at all). Small-scale farmers may practice a mix of commercial and
subsistence production (in crops or livestock) or either, where family provides the majority of
labour and the farm provides the principle source of income. In the paper we define poor
individuals involved in fishing as traditional fishermen; generally those using small mechanised or
non-mechanised boats usually without their own processing facilities. Regarding NTFP for
convenience we also refer to individuals growing and cultivating tree crops as small-scale
farmers; but those who are employed to collect and process NTFP as forest workers.

The paper is structured around the three key questions it seeks to address:

1. To what extent does the growing market for high value agricultural (HVA) products
(crops, livestock, fish and non timber forest products - NTFP) offer an opportunity for
the rural poor in marginal areas to improve their livelihoods?

2. What are the major research and development issues that need to be addressed in
promoting high value products through value addition and diversification of the
production systems of resource poor farmers in marginal areas as a means of making a
significant contribution to the reduction of rural poverty?
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3. What are the necessary conditions for the rural poor to benefit from emerging market
opportunities for high value products?

In addition, this paper also aims to identify potential entry points for further CGIAR research
and development in the given commodity/sub-sector regarding institutional, technical,
organizational, regulatory and policy interventions?

The case studies synthesise different experiences in connecting small-scale producers with
dynamic particularly high value agricultural product supply chains.

2 What is driving the shift from traditional commodities to HVA
production?

2.1 The changing structure of agricultural trade

With the post-liberalisation of domestic commodity markets, there has been a shift in the
proportion of the global value of much international commodity trade to market participants
located outside the producing country. Commaodity processing in some of the least developed
countries has declined sharply.' Also, some commentators e.g. Henson and Reardon, (2005)
have also begun to question the future of small-scale farmers in consideration of their
capacity to meet social standards and other market requirements (e.g. Sanitary and
Phytosanitary Measures, SPS). Before the 1990s, for example SPS standards were of limited
importance in relation to ‘traditional” commaodity exports (sugar, coffee, tea, cotton, etc.) and
competitiveness for most developing countries.

For the purposes of this paper we distinguish between ‘traditional’ and ‘non-traditional’
(mainly HVA) commodities.

Table 1 ‘Traditional’ and high value agricultural commodities

‘Traditional’ ‘Non-Traditional’- HVA Products
Sugar Dairy products

Cotton Meat products

Jute Vegetables

Tobacco Fruit

Coffee Fish

Cocoa NTF products: nuts

Tea Spices and essential oils
Bananas Herbs

Cereals, roots and tubers

Oilseeds

The primary basis for ‘traditional” commodity competitiveness remains price and quality; and
the traditional form of trade preferences and protection (tariffs) remain a contentious issue for
these products. However, with the changing composition of developing country exports’ with
an expansion in highly perishable HVA products, has drawn attention to the major disparities
between countries in terms of standards for food safety and public health. Table 2 shows the
expansion of international trade in HVA commaodities over the past decade which is in part
driven by changes in consumer tastes, purchasing power, and advances in transportation and

L UNCTAD (2002).The Least Developed Countries Report, 2002: Escaping the Poverty Trap, p.147.
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supply chain technologies. Fresh fruit and vegetables, fish, live animals and meat, nuts and
spices now account for 50 percent of the total value of agri-food exports of developing
countries, up from a 31 percent share in 1980/91 (see Table 2). Demand for, and production
of, livestock and livestock products in developing countries is expected to double over the
next 20 years and will account for more than half of total global agricultural output in
financial terms(Delgado et al., 1999). This process has been termed the ‘livestock
revolution’.%.

Table 2 The changing structure of agricultural trade (% of export value)

Total for developing Total for industrialized World exports
countries countries

1980/81 2000/01 | 1980/81 2000/01 1980/81 | 2000/01
Traditional tropical products
Coffee, cocoa, & tea 18.3 8.5 2.5 3.6 8.5 5.4
Natural fibres 8 3.3 45 2.6 5.9 2.8
Sugar & confectionary 10.5 4.3 3.9 2.3 6.4 3.1
Nuts & spices 2.4 2.8 0.7 0.8 1.3 15
Subtotal 39.2 18.9 11.6 9.3 22.0 12.7
Temperate products
Meats, fresh & processed 7.2 6 14.8 15.4 11.9 12
Dairy products 0.3 1.1 7.9 7.6 5 5.2
Grains 9.3 7 21.6 11.6 16.9 9.9
Oilseeds & edible oil 4.6 55 4.8 4.4 4.7 4.8
Animal feed 7.5 8.5 7.7 5.3 7.7 6.4
Subtotal 28.8 28.1 56.9 44.2 46.3 38.3
Fish and horticulture
Fish, fresh & processed 6.9 19.4 5.5 8 6 12.2
Fruits, vegetables & flowers 14.7 21.5 13.1 17.3 13.7 18.9
Subtotal 21.6 40.9 18.6 25.3 19.7 31.1
Other products
Tobacco & cigarettes 2.6 3.3 3 4.8 2.8 4.2
Beverages (spirits, vinegar, soft drinks) 1.1 3.6 6.9 115 4.7 8.6
Other products/processed foods 6.7 5.2 3 5 4.4 5.1
Subtotal 10.4 12.1 12.8 21.2 11.9 17.9
Total 100 100 100 100 100 100

Source: World Bank (2005).

Developing country exports of fresh and processed fruit and vegetables now exceed the
combined value of their exports of ‘traditional’ tropical beverage crops (tea, coffee), cotton,
sugar and tobacco. The value of traditional tropical products has fallen to 18.9%. Non-
traditional exports such as sweetcorn, fresh mushrooms, mangoes and single strength orange
juice have grown at a faster rate than traditional products (e.g. concentrated orange juice and
canned pineapple) (Huang, 2004). These HVA products enjoy developed country year-round
demand, higher income elasticities of demand and in most cases, lower price volatility than
many ‘traditional’ commodities. To some extent, greater trade liberalisation in terms of
reduced tariffs has enabled the expansion of trade in fish, spices and horticultural products
(Jaffee, 2005).

% One characteristic of the livestock revolution has been the industrialisation of livestock production, with
production changing from being the traditional local multi-purpose activity to an increasingly market-oriented
and vertically-integrated business (Delgado et al., 1999; Steinfeld, 2002). However, the economies of scale of
these larger units, combined with the high compliance costs of more stringent sanitary requirements, could
‘crowd out’ poorer livestock producers (Ahuja et al., 2004).
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Gross imports of food by developing countries grew by 115 percent from 1970 to 2001.
Imports by developed countries, which already import a higher proportion of their food, grew
by 45 percent. A closer look at the data reveals that food imports by developing countries
increased rapidly during the 1970s, grew more slowly during the 1980s and accelerated again
over the 1990s (UN FAOQ, 2004). Beyond 2005, developing countries are expected to become
increasingly net importers of foodstuffs for the following reasons: (i) high population growth
(currently at about 80 million persons annually) occurs in the developing countries; the
majority of which have low levels of per caput food consumption, hence a significant scope
for further increases in such consumption; (ii) such potential will increasingly materialise as
actual growth in effective demand for food as more developing countries embark upon a path
of sustained economic growth; (iii) many of these countries, particularly the most populous
ones in Asia (China, India), have limited potential for increasing domestic production,
especially of those foodstuffs that are likely to experience rapid growth in demand, e.g. HVA
products, wheat for direct food consumption and coarse grains for feed. Consequently,
meeting their growing demand for food will involve significant increases in their food
imports from the rest of the world; and (iv) according to United Nations estimates, the
world’s urban population is expected to increase by 70 percent over the next three decades.
Most of this growth will take place in developing countries, particularly in Africa and Asia.
In 1985, almost 70 percent of the population in developing countries lived in rural areas; by
the year 2020, more than half of these 6 billion people are expected to live in cities (UN
FAO, 2004). Their higher incomes and urban lifestyles are likely to bring about further
changes in the structure of global imports, accelerating the trend towards higher-value and
processed foodstuffs.

International trade in HVA products is one of the most dynamic and rapidly growing
components of international agricultural trade. Many developing countries have diversified
into horticultural crop production and exports based on favourable climatic conditions and
lower labour costs. Developing country exporters are targeting markets in the European
Union (EU), the Middle East, China, India, Japan and North America, which are continuing
to expand in their all year round demand for horticultural produce (fruit, vegetables and
flowers). The range of products imported is constantly widening and so is the number of
countries attempting, with differing degrees of success, to supply these markets.

With globalization the following global trends and drivers are likely to have significant
implications for smallholders in developing countries (Narayanan and Gulati, 2002):

Agreement on agriculture under WTO;

Sanitary and Phytosanitary (SPS) and Technical Barriers to Trade (TBT) measures;
Increasing scale and concentration of agri-business;

Foreign direct investments in agro-processing and retail distribution;

Increasing incomes and urbanization leading to demand for high-value products.

We will return to these global trends and drivers later in the paper. However, it should be
noted that in addition to coping with these trends, many developing countries have to tackle
inflation, devaluing currencies, environmental pressures as well as major public health
challenges (HIV/AIDS, malaria). In addition, most developing countries have not reduced
their dependence on primary/ ‘traditional’ agricultural commodities®. The following

® Some HVA small-scale farmers producers face pressure to grow enough staple food products where
consumption of excess export crops (e.g., mini-corn) attracts no domestic interest in terms of consumer demand.
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‘commaodity problems’ driving the shift from “traditional’ to HVA production among small-
scale farmers in developing countries will be addressed in turn, namely: increased demand for
HVA products within (and outside) developing countries, declining terms of trade for
‘traditional” products, price and earnings volatility, overdependence, market concentration,
standards (e.g. SPS), consumer health and safety, and niche markets/ ethical trade.

2.2 Growing demand for HVA products

The developing country transition from ‘traditional’ commodity production to high value
agricultural products is largely driven by three forces (Birthal, 2005). First is the rising export
demand for fruits, vegetables and other high-value products including processed food. The
liberalization of trade and foreign investment and improvements in transportation and
communications has enabled small-scale farmers in developing countries to link with high-
income consumers in other countries. Second is the growing demand for high-value
agricultural products within developing countries. Rising incomes increase the demand for
fruits, vegetables, milk, eggs, meat, fish, and other high-value foods. For example, about 70%
of rural households in developing countries, including a large proportion of the poorest, keep
livestock. The trends in meat consumption for different regions are shown in Table 3. This
shows that total meat consumption in developing countries overtook that of the developed
countries in the mid-1990s, and that the gap is projected to grow still wider by 2020. The
changing shares of developing countries versus developed countries in milk consumption are
shown in Table 4; and most of the projected increased demand is derived from developing
countries.

Table 3 Meat consumption by region, actual and projected

Total Meat Consumption (million metric tons)
Region 1983 1993 2001 2020
Developing world 50 88 132 188
Developed world 88 97 102 115
World 139 184 239 303

Sources: Delgado et al., 1999; FAOSTAT (for 2001 data).

Table 4 Milk consumption shares: developing and developed world (percent)

Region 1982/84 1996/98 2020 (projected)
Developing World 34 44 57
Developed World 66 56 43

Source: Delgado et al., 2002

Increased urbanization also results in changes in lifestyles and access to markets for various
high value products both of which have increased the demand for horticultural products,
livestock, and processed foods (Reardon and Berdegue, 2002). For example, China is
developing a taste for western-style foods, especially those associated with the fast-food
industry, e.g. potatoes, beef, chicken, wheat products, fruit juices, and dairy products. As
supermarkets develop and spread, China will also become a larger market for high value
exotic foods and for high quality traditional Chinese foods. China will also expand
production and consumption of medicinal plants, especially those enhancing vigour or
stamina (chi) (Huang, et al., 2004).

Finally, the restructuring of food marketing channels has increased the role of food
processors due to shifts in demand towards more processed food and more outward-oriented
trade policies. Furthermore, food retailing in many developing countries is moving from
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traditional wet markets and small-scale shops to supermarket chains. However, in China a
moderately divergent trend appears to be developing. Hu, Rozelle et al (2004) notes that both
wet/wholesale markets along with more dynamic HVA supply chains still co-exist and
growth on turnover in both continues to expand. In many locations the reasons for this
continued parallel growth is that supermarkets are unable to compete with small traders in
procurement because contracting costs are too high. The monitoring and coordination effort
of doing this for millions of small-scale farmers (avg. 0.5 ha) are almost inconceivable and
the premium is still too low to justify the high expense (i.e., consumers will not pay for the
quality/safety premium). Beyond contracted production in peri-urban locations, Chinese
supermarkets do procure reliably on urban wholesale markets as small traders maintain an
abundant supply of fruit and vegetables flowing to China’s urban wholesale markets and at a
very low price (markets are integrated, competitive and efficient) (Huang, et al., 2004).

2.3 Key drivers of the shift from traditional to HVA commodity production

Given the developing countries experience of trading in ‘traditional” commodities the
development of HVA products and new markets opportunities for small-scale farmers
(regionally and internationally) there are potential cross-cutting trends and lessons which can
be identified. Clearly, pro-poor rural development policies need to raise farm incomes for
small-scale farmers and increase rural employment. Securing and enlarging small-scale
farmers’ access to local, regional and international markets to sell their food is one essential
component for poverty reduction in rural areas®.

(@) The failure of international trade co-operation to stabilise (in terms of buying power)
‘traditional’ commodity prices, and the lack of any international mechanism for keeping
commodity production in line with demand, has resulted in overproduction and huge
stockpiles of some commodities (Oxfam, 2002).

(b) Failures and distortions within the international trading system. It is argued that much of
the volatility in commodity prices can be explained by the development of commodity
exchange markets. (Fitter and Kaplinsky, 2001)

(c) The effects of market liberalisation and deregulation. At national level, market
deregulation, removal of input subsidies, and cuts in publicly provided extension services
may have undermined small-scale farmers producers’ capacity to produce high quality
food products.®

(d) Steady growth in developed country demand for year-round highly perishable
horticultural produce from developing countries over the past decade.

(e) Growth in EU and North American demand for alternative health products has increased
the market for high value non-timber forest products e.g. essential oils, sandal wood etc.

() Growth in local and regional developing country markets for HVA products through new
and dynamic wholesale and retail outlets including e.g. supermarkets. This growth being
mainly driven by increased urbanization and growing purchasing power of these
consumers in developing countries (e.g. evident driver of HVA growth and changes in
procurement systems in China, South Africa and South and Central America).

(9) Rapid rise in supermarket chain growth. As these grow they tend to centralise
procurement from many stores in a few distribution centres, which buy in bulk, from a

* Via Campesina is a network of around 100 major small-scale farmer organizations around the world which has
focused on improving farmer access to markets in LDCs.

® Up to the 1990s, producers were protected by fixed price stabilisation schemes. Although producers generally
received a low share of profits, (e.g. 30% of export price in Uganda and 40% in Ethiopia) after deregulation they
lost guaranteed prices and subsidies.
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few producers, including importers of “cheap” commodities and large scale farms, rather
than from brokers who tend to purchase from small-scale farmers. Reardon and
Berdegue, (2002) emphasise the exclusionary impact of supermarket sourcing policies in
developing countries.

(h) Supermarket procurement from a few large-scale suppliers drives standardization of food
that erodes diversity in taste, cultural heritage and nutrition.

(1) For fresh produce in Europe, national and European food safety legislation which
requires ‘due diligence’® along the supply chain has led supermarkets to exert high levels
of control (indirectly leading to concentration in production) along the supply chain in
terms of SPS and quality assurance (World Bank, 2005).

(1) Involvement of multinationals at lower levels of the supply chain. Deregulation has
opened new opportunities for supermarkets, private traders, exporters and multinationals
to become involved in the production, marketing and trade of food in producing
countries. This involvement at country level is implicated in lower prices and significant
falls in government revenue’, estimated to have cost producer countries around US$20bn
per annum at 1999-2001 prices (Fitter and Kaplinsky 2001).

(K) There is also the potential to develop new markets for traditional commodities for
example minor crops (indigenous vegetables), or sugar cane use in bio-diesel production.

3 To what extent do HVA product markets provide opportunities for poor
small-scale farmers?

For the purposes of this paper, we adopt a broad definition of a small-scale farmer. A small-
scale farmer derives their livelihood from a holding of < 2-5ha (usually < 2ha); and around
10 to 20 heads of livestock (although often there is < 2 or none at all). small-scale farmers
may practice a mix of commercial and subsistence production (in crops or livestock) or
either, where family provides the majority of labour and the farm provides the principle
source of income. Many small-scale farmers who fit the above description actually possess
little land or livestock as compared with the regional average. small-scale farmers constitute a
significant proportion of the rural economy and the poor in developing countries. For
example, small-scale farmers number 1.3 billion in South Asia; and account for 90% of
agricultural production in SSA. In Sub-Saharan Africa, small-scale farmers constitute the vast
majority of the rural poor (approximately 73%) (European Commission, 2002); and in Asia
49% of the poor (Narayan and Gulati, 2002).

Whilst globally, poverty reduction has fallen over the past forty years the pace of poverty
reduction and the depths of rural deprivation are often masked within national statistics.
Different regions have seen different rates of poverty reduction with the more rapid decline in
Asia in particular in the countries of South East Asia and with relatively little progress made
in sub-Saharan Africa where the numbers of people living below the poverty line has doubled
over the last twenty years®. Agriculture remains at the economic heart of many developing

® This means that that the retailer can be held responsible for lapses in food safety that occur at any point along
the supply chain. In order to limit risk and to identify potential hazards, they establish systems of traceability all
along the supply chain

" For further information on the trend to introduce contract farming and concentrate land ownership/displace
poor, see N and D Runsten (1999) World Development, 27 no 2 ‘Contract farming, smallholders and rural
development in Latin America’.

® http//www.worldbank.org/research/povmonitor/index.htm
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countries contributing to the bulk of employment, and significantly to GDP and export
earnings. Given its relative dominance on the economy, it will remain a primary source of
growth and means of poverty reduction for some time to come (Proctor, 2005). Further,
agriculture remains the backbone of the rural economy where the majority of the worlds' poor
live and where they will remain through at least 2035 (IFAD, 2001).

The evidence is quite clear at the macro level, that growth in agriculture has consistently
shown to be more beneficial to the poor than growth in other sectors (see for example Warr,
2001; and Gallup et al 1997). Thus for those developing countries which remain dependent
on agricultural production and exports the growth in the global trade in HVA products has the
potential to raise rural incomes and reduce poverty. Table 5 shows the key routes through
which HVA markets may impact poverty for small-scale farmers and the rural poor.

HVA products often require specialized inputs, so that the upstream growth in HVA implies
increased derived demand for seed, fertilizer, pesticides, and water. To the extent that these
input sectors use poor household labour (or other non-tradable inputs), the growth in HVA
products may have multiplier effects on these sectors and thus on poverty. Similarly the
growth of demand for HVA products downstream implies that farmers with the resources and
skills to produce these commodities will earn higher incomes. Although the higher prices of
HVA products do not necessarily imply higher net income; part of the higher price is
associated with returns to production skills and risk, which does imply a higher net income
for the producer. However as Birthal and Gulati (2005) notes the degree to which poor
farmers participate in the production of HVA commodities will be critical in terms of its
impact on poverty (see Table 5).

While prices and export quantities for traditional agricultural products have stagnated or
declined, quantity and price trends for non-traditional horticultural exports have generally
been favourable for developing countries®. Also, the rise in unit values of exports derives in
part from processing activities. For example, McCulloch and Ota, (2002) in their study of the
horticultural sector in Kenya show that for every two people working on farms growing
vegetables, another one person is likely to be employed in a packhouse. Similarly, where
HVA production (in this instance for the horticulture export sector) is generally dominated by
large-scale (non-poor) growers. However, the sector may have a pro-poor impact through the
labour market. If HVA production is labour-intensive, then growth in the sector may generate
a demand for unskilled farm labour. Thus, where HVA is labour intensive, it can generate
relatively high levels of employment and incomes™® per hectare of land in use.

HVA products often require specialized inputs, so that the upstream growth in HVA implies
increased derived demand for seed, fertilizer, pesticides, animal feed and livestock services
and irrigation. To the extent that these input sectors use poor household labour (or other non-
tradable inputs), the growth in HVA products may have multiplier effects on these sectors
and thus on poverty. Similarly the growth of demand for HVA products downstream implies

° For example, Humphreys, (2005) notes that imports of fresh peas and beans from SSA into the EU rose in
volume terms by 270% in the period 1988-2003. Over the same period, the price per tonne of these exports also
rose, by 13.5%, resulting in an overall increase in revenue of 320%. Over the same period, imports of coffee
from Africa into the EU fell by 47% in volume and also by 47% in value per tonne. As a result, the total value
of coffee imports fell by 67%. During the period 1988-90, the value of imports of coffee into the EU was 25
times greater than those of peas and beans. By 2003, the ratio had fallen to less than two-to-one.

19 Weinberger et al. (2005) cite data for five developing countries to show that net farm income is substantially
higher in HVA horticultural smallholder farms than for non-horticultural smallholder farms.
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that farmers with the resources and skills to produce these commodities will earn higher
incomes. Although the higher prices of HVA products do not necessarily imply higher net
income; part of the higher price is associated with returns to production skills and risk, which
does imply a higher net income for the producer. However as Chowdhury, Gulati et al (2005)
notes that the degree to which poor farmers are able to participate in the production of HVA
commodities will be critical in terms of its impact on poverty (see Table 5).

Table S Potential impact of high-value agriculture on poverty

Impacts on poverty

Upstream/ Employment/ income Poverty outcome mall-scale
downstream effects farmers
effects Challenges
Demand for . Lower poverty if Slow growth in
o Employment/income - demand from
additional/ new 2 input sectors are
- growth in input sectors . . export and/or
inputs labour intensive -
domestic sector,
Lower poverty if Maintaining
Demand for HVA Higher farm income, (poor) small- increased
commodities but higher risk scale farmers productivity and
G mand e -
participate quality
for HVA -
.. Demand for Lower poverty if .
ties . f Competitiveness
labour by large Higher wages/ HVA production
P locally and
HVA farms and employment and processing is .
. : regionally
processors labour intensive
Production of HVA Possibly higher
Effect of HVA on commodities may y highe
. urban poverty if
food prices affect staple food - .
orices staple prices rise

Source: Adapted from Chowdhury, Gulati et al (2005) and Davis (2005).

It has been argued that the growth of HVA may have implications for food prices (Muendo
and Tschirley, 2004; Narayan and Gulati, 2005). Namely, that by diverting land and labour
from staple food-crop production, the growth of HVA will reduce food supply and raise food
prices, thus potentially exacerbating poverty in urban areas and placing at risk rural
household supply of food crops. This is most likely where HVA products account for a
substantial share of crop land and the staple food is non-tradable. However, if the staple
product is tradable, its price will depend on world prices rather than domestic supply and
demand conditions. In Kenya, sales of highly processed products that are more labour-
intensive to process (ready-to-eat and ready-to-cook products) are growing much more
rapidly than sales of basic trimmed and packed vegetables (Humphrey et al. 2004). There is
probably scope for greater investment in the processing of staple food products to add-value
for small-scale farmers, and to supply growing urban domestic demand in developing
countries. Opportunities for adding value also come in more intangible forms, particularly in
the provision of “service” elements (quality assurance, innovation, complex scheduling, etc.).
Location is clearly important for HVA exports, as production zones are typically located in
areas with good transportation and close to air or sea freight links.

The production of horticultural products offers opportunities for poverty alleviation, because
it is usually more labour intensive than the production of staple crops. Often horticultural
production requires between two to four times as much labour than the production of cereal
crops (Weinberger and Lumpkin, 2005). Labour-intensity and the absence of economies of
scale tend to favour developing countries as a whole, and small-scale farmers in particular
(because of their ability to call upon family labour). Developing countries with relatively
cheap labour are in a strong position to compete in world markets, and those in the southern
hemisphere are also able to provide counter-season HVA supplies to the major developed
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country markets in the North. However, it should be noted that the dramatic growth of
supermarkets alone does not imply that they have much impact on economic opportunity for
small-scale farmers in all regions. In countries such as Kenya, Uganda, India, and
Bangladesh, the number of supermarket outlets is growing at 10-20 percent per year, but they
still account for a small share of food retailing (Narayan and Gulati et al, 2005).

4 Major HVA research and development issues to be addressed

In this section of the paper we aim to identify key researchable issues and derive policy
lessons for public and private sector actors for each of the HVA sectors. The comparative
analysis will compare these policy lessons to assess their potential for replication and scaling-
up. Two dimensions are central to the presentation of the sectoral studies: The stage of market
restructuring — i.e. the degree to which modern forms of processors and retailers dominate
the overall agri-food system; and the stage of development of the supply chain — i.e. the
degree to which the following have been put in place: (a) centralization of procurement, (b)
specialized, dedicated wholesalers, (c) private grades and standards, and (d) preferred
suppliers. The key challenge for small-scale producers it is not only to access HVA product
markets but rather to keep pace with the rapid changes in the conditions of participation. The
stage of development of the supply chain determines the skills and capacities that small-scale
farmers need in order to access dynamic high value agricultural product markets.

4.1 What are the main characteristics of the horticulture supply chain

Developing countries play a major role in supplying the EU with tropical and sub-tropical
fruits including (papayas, tamarinds, lychees, bananas, guavas, mangoes, pineapples, dates,
passion fruit and avocados). In 2003, developing countries supplied at least half of total EU
imports (by value) of these products. EU fresh vegetable imports are dominated by intra-EU
trade and are smaller than fresh fruit. Nevertheless, they amounted to almost € 9.2 billion
/10.4 million tonnes in 2003, representing a growth of 9% in value and 6% in volume on
2001 data. The marketing chains for fresh horticulture products vary in relation to the type of
retail outlet and between countries. Table 6 offers a simplified overview of traditional and
modern supply chain.
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Table 6 The horticultural marketing chain — simplified scenarios of “traditional” and
“modern” sub-sectors

Traditional sector

Modern sector

Production | Large number of producers of varying | Fewer number of large-scale farms (high input systems
sizes, with significant presence of e.g, IPM varieties, irrigation etc.), some operating out-
smallholders grower schemes, with 3" party audited GAP systems, and

full traceability

Packhouses | Producers use non-audited packhouse | Fully audited (BRC or HACCP™ certified) packhouses,
systems, producing product for arange | often with automated grading and packaging systems
of customers using manual systems

Transport May have refrigerated transport Refrigerated transport from packhouse to market or
export point

Traders Local traders often collect from a large | No intermediary traders in the chain
number of rural farmers, and then sort
for exporter’s demands. No
traceability.

Processors | Minimal semi-processed products, Processing plants to produce ready-to-eat and ready-to-
usually confined to trimming and cook, frozen or chilled fruits and vegetables. Often
simple packaging prepared in to slices and vacuum-packed. Implementation

of HACCP and audited by 3" party.

Exporter Deal with range of players, often Export agents are used if the processing plant does not
directly with farmers and traders. export directly.

Transport Transport by sea or air — but sometimes | Transport by sea or air, Air-freight managed either

to export problems with guaranteeing air freight | through own company or with firm contract with air

market space companies.

Importer Importer supplying wholesale, catering | Dedicated category manager will procure for whole
and some retail outlets. supermarket chain, manages producers to ensure quality

assurance, compliance with its requirements, responsible
for technology development and information flows. May
also seek new product lines.

Wholesalers | Wholesale markets play an important Bypasses wholesale markets.
role in the marketing chain in some
importing countries.

Retailers Local retailers and supermarkets. Supermarket chains with high demands in relation to
GAP, due diligence and traceability. Often with own in-
house codes of practice and/or EUREPGAP, due regard
also given to environmental and social welfare of all
players in the supply chain.

Consumers | Local and international consumers. Overseas consumers. USA, EU and Japan are main

Imports.

export markets, but regional markets are becoming more
important (e.g. Middle East).

4.2 Researchable issues that might enable market access of small-scale farmers in
horticulture sector?

421

Institutional

Enabling environment — horticulture requires a transparent legislative and policy framework,
adequate local and regional infrastructure, and institutions with a focus on capacity
development. Capacity building — access, on a continuing basis, to technical and market
knowledge is important to maintain access to horticulture markets. Lack of human,
institutional and research capacity to resolve constraints in the sector is a problem
experienced by smallholders. Larger-scale farmers are often able to resolve technical issues

! Hazard Analysis and Critical Control Points

14




High Value Agricultural Products Workshop. Author revised, pre-edition version. February 2006

through their vertical integration with agri-business partners (contract farmers, outgrower
schemes etc.). Enhancement of capacity for all players along the chain, including farmers,
service providers, and researchers is essential to support smallholder involvement in
horticulture;

4.2.2  Technical

Technical standards and regulations (SPS and TBT) in HVA horticultural markets are a
critical issue for small-scale farmers access to dynamic new domestic and international
markets. As previously noted, high value horticulture markets in the EU, USA and Japan are
attractive to southern developing countries because of the price and volume opportunities.
However, the trend in the EU and other high-value markets is to place increased emphasis on
standards, retail-driven codes of practice, traceability and differentiation by product quality.

The stricter food regulations in the EU, beginning from the introduction of pesticide laws in
the 1990’s, and the need for access to a due diligence defence has led to some of the market
chains involving supermarkets being increasingly buyer driven with greater levels of
governance and vertical integration between retailers, their buyers and producers. This has
led some European retailers to come together to develop their own strict commercial
standards culminating in the introduction of EUREPGAP (European Retailers Protocol for
Good Agricultural Practice). EUREPGAP has been the main driver for change in many
producer and exporter practices.

In addition, regulatory bodies are also increasing their requirements for adherence to food
quality and safety standards and for greater inspection by recognised competent authorities of
produce at point of entry to ensure compliance with quality, SPS regulations. The EU have
introduced food and feed laws governing imports from third countries, however, the current
guidelines indicate that there will be no immediate changes to the current requirements to
import fruit and vegetables. However, this position could change in the future.

These public and private sector demands are seen by the retail sector as minimum entry
requirements, before commercial issues such as price competitiveness, volumes, packaging,
varieties, seasonality, regularity of supplies, and quality factors are addressed by suppliers.
Existing and new produce suppliers must be able to continually assess market requirements
and meet these or risk the loss of market share. As such these represent increasing challenges
for the small-scale farmers.

Opportunities may also exist for small-scale farmers to access and supply these markets in the
area of indigenous fruit and vegetables. Indigenous fruit and vegetables make a variety of
contributions both a food source and income, for the poorest people. Women dominate both
cultivation and trading. Research is required to increase productivity through the
development of appropriate, locally adapted and traditional varieties.

Opportunities for small-scale farmers HVA organic production plus low input agriculture,
integrated crop production and permaculture systems can potentially be achieved by
providing improved access to organic markets. Although a niche market, globally the
organic market is valued at £14 billion. The USA is the largest market for organic products,
followed by Germany and the UK. Organic produce accounts for less than 2% of fruit and
vegetable sales in most EU markets, but commands a price premium. From a technical
perspective there are a range of specific issues that have to be researched to support small-
scale organic farming:
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e  Sustainable soil fertility and nutrient management;
. Breeding for the selection of disease-resistant cultivars, and
. Development of IPM/biological control methods suitable for organic farmers.

Small-scale farmers’ income generation opportunities from traditional crops. Although fruit
and vegetables are viewed as ideal crops for high returns, it is important not to lose sight of
the opportunities from other crops. Even staple crops such as cassava can produce high-value
products for both national and international markets (e.g. industrial products — starch,
glucose, enzymes, and medicines). Over a period of at least 50 years much effort has been
devoted globally towards research (cultivation, improved varieties, processing technology
and product development), technology transfer (awareness creation, training activities and
production of manuals, guides and recipe books) and commercialisation approaches (small-
scale village cooperatives and large-scale turn-key factory projects) for cassava as an
important tropical crop.

4.2.3  Organizational

Graffham’s (2005) research on supporting small-scale farmers access to HVA markets
through the development of improved production and management systems compliant with
EUREPGAP shows that small-scale farmers must be: (i) organised into near homogenous
groupings that can be classified as single farms; and (ii) with individual growers becoming
blocks within the parent farm to implement EUREPGAP and achieve certification. Success
depends on small-scale farmers having access to finance and information to establish the
required infrastructure, management and production practices and the capacity to arrange 3"
party auditing. There is a need for better understanding of the determinants of success
regarding the role public and private sector institutions, optimal level and types of farmer
groups, production systems, and traceability.

424  Policy

A supportive public policy environment is essential to support the establishment of
appropriate legal, regulatory and food control framework, land tenure, credit, and water use
systems. Sustainable production systems and natural resources management — to achieve
adequate returns from horticulture crops usually requires access to high inputs and water
combined with a knowledge of the necessary production and management skills. small-scale
farmers often lack access to both inputs and knowledge and therefore research and
development of locally-adapted and integrated crop management systems that meet market
demands are required.

Gender equity — in horticulture women play an important role as farmers, labourers in
packhouses and processing, entrepreneurs and consumers. Further research is required to
better understand the socio-economic implications of increased participation of women in the
sector and intra-household labour (and revenue retention) impacts of a transfer from
traditional commodities to HVA products.

Genetic resources conservation and development — research is required to increase
productivity through the development of appropriate, locally adapted and traditional varieties.
New opportunities could be developed through greater development, exploitation and
conservation of indigenous crops for local, regional and international markets. It will be
important to capture and make use of rapidly disappearing local knowledge.
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4.3 What are the main characteristics of the livestock supply chain

In most of SSA and South Asia there are a range of marketing systems for different livestock
species and products. More formal systems are found for milk (for example the formal and
state-sponsored dairy co-operative system in India, or the rise of private dairies in the
hinterland of Nairobi) and for the procurement of FMD-free meat for EU markets for
countries, notably Botswana, which have satisfied EU veterinary requirements and have been
given quotas. Systems for eggs, red meat and livestock on the hoof tend to have certain
“traditional” features, especially reliance on local markets for primary purchase from the
producers.

Taking India as an example, under the scavenging poultry system the main marketable
product is live birds, which are sold for meat consumption. Marketing systems vary
depending on social, cultural and economic factors. In some situations very few birds are
sold, and those that are tend to be sold to individual prospective consumers from the locality
(exemplified by tribal areas of western India). At the other extreme (exemplified by parts of
Trichy district, Tamil Nadu) the majority of birds produced may be sold, either in local
markets or to traders who come to the village of the producer. In some cases traders sell the
birds in urban centres 30-150 kms away, and they may also make arrangements to buy birds
from particular producers well in advance of the bird being mature enough for sale. Below we
briefly describe two livestock supply chains (for eggs and goats) in India.

Eggs are fragile and have a relatively short shelf-life, so their marketing requires effective
methods of collection, storage, packing, transport and distribution. Common channels
through which eggs are marketed in India are (Mohapatra, C.M., 2003):

Producer - retailer - consumer

Producer - wholesaler = retailer = consumer

Producer - collector = assembly merchant = consumer

Producer = collector = assembly merchant = wholesaler = retailer = consumer.

Poultry products commonly pass through several intermediaries before they reach the
consumer, and there is a need to shorten the chain, which could benefit both producers and
consumers (Mehta et al., 2003).

For goats the most common marketing channels are:

e Goat-producer - village level trader - secondary market - slaughter house =2 city
meat shop-keeper = consumer;

e Goat-producer - village level commission agent - secondary market - city meat
shop-keeper = consumer.

Sometimes a small number of secondary market traders handle most of the goats sold, as in
Jaipur secondary market, and their oligopsonistic position may enable them to make large
profits. Trucks are the dominant mode of transportation. The trucks tend to be packed, and
the animals tend to experience shrinkage, and sometimes bruising or even death.
Transportation death and loss in weight adds to the cost of marketing.
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There is a huge trade, largely supplied by traditional extensive production systems including
pastoralism, of livestock on the hoof from African countries to the Middle East and to coastal
West Africa. Much of this trade has strongly traditional features, involving traditional
merchant classes, personal networks of trust, and continued importance of trekking or
overland trucking. Despite widespread beliefs to the contrary, trader profits have been shown
in studies not to be excessive. The threats to these systems, and the small scale producers
who supply them, lie more in the veterinary regulations and constraints on movement of
stock, both internal (as within Kenya) and international (as between East Africa and the Gulf)
which often have dubious scientific bases. While it is less of a problem than previously,
competition from the subsidised export of meat from developed countries is also an issue.

4.4 Researchable issues that might enable market access of SSF in the livestock sector

The influence of poor livestock-keepers on policies and research agendas is in general
minimal. A more pro-poor client-oriented research and extension system, and a stronger
voice of the poor on key policy issues would clearly be desirable.

Smallholder organization and linkages - For smallholders to compete with large-scale
producers they will need to be involved in some form of vertical coordination with processors
and input suppliers. Options include joint partnerships with larger scale producers offering
shared access to technology and integrated management systems; and the formation of
effective cooperatives and farmers’ groupings. New models of cooperative operation, small
scale producer out-production linked to larger scale operations are likely to become the norm.
The policy environment must be favourable towards the integration of small producers with
larger production chains.

Extension - Government research and extension services are generally not well geared to
meeting the needs of poor livestock producers. In India, and probably in many other
developing countries, there is a need for a major re-orientation of public livestock and
veterinary extension systems so that they (a) service the poor rather than the better-off
producers; and (b) promote technologies and systems that are relevant to the poor and
adoptable by them.

Veterinary services - Like extension services, veterinary services in India are geared almost
entirely to large ruminants, with a particular emphasis on milk production (Kurup, 2002). The
departments of animal health have “grossly neglected preventive veterinary care”, which has
resulted in epidemics that cause substantial annual losses, the brunt of which are borne by
poor livestock-keepers (ibid.). Veterinary services are constrained, even for milch animals
(ibid), which suggests that veterinary services for small stock kept by the rural poor, such as
goats and chickens, are severely limited or non-existent in most of the country. For example,
more than half of the rural tribal women covered by one survey of backyard poultry were not
even aware that an effective vaccine was available against Newcastle disease — “a good
example where technical solution is available but is not used, due to lack of proper approach
to organising delivery of services” (Rangnekar and Rangnekar, 1999).

Marketing and infrastructure - Marketing is a particular challenge in relation to eggs and
milk, due to their perishability. In most countries there is a need for improved infrastructure
of various kinds including: abattoirs; transportation facilities; and better and more extensive
cold storage facilities.
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44.1 Policy

Livestock and other government policies affecting livestock can be pro-poor, anti-poor or
neutral, and hence can significantly influence the impact of the livestock revolution on poor
livestock-keepers. Policies affect the costs of livestock production, and thus the location and
type of production at home and abroad. Policies towards infrastructure, pollution, sanitary
standards, access to capital and rural organisation will affect the comparative advantage of
smallholders versus large industrial enterprises.

Strategic intervention is required to ensure that poor livestock producers secure a greater
share of the benefits from the livestock revolution, but this will not be easy to achieve. It will
require a major increase in public sector resources, combined with radical changes in service
providers’ priorities and the way they operate. Despite some positive examples, progress on
both these fronts has been slow and no major initiatives are in the pipeline.

4.4.2  Potential entry points for further research and development

Extension systems - The weaknesses of existing extension systems have already been noted.
There is a need for research into how modern Information and Communication Technologies
(ICTs) - including radio, mobile phones, CDs, interactive computer software and the internet
— can be harnessed to complement conventional public sector extension systems. The
application of the Farmer Field School approach to livestock development (Farmer Livestock
Schools) — including its efficiency, effectiveness, and sustainability — is another topic
meriting further research.

Appropriate provision of credit - If well-designed and delivered credit can be a valuable input
to smallholder livestock development. However, experience with the Bangladesh small-scale
poultry model has highlighted some of the problems that can arise if the provision of credit is
a compulsory component of poultry development. Put simply, the poorest may be excluded
(or may opt out); and technologies that could jeopardise the viability of the enterprise,
through being unsustainable (e.g. hybrid birds) or too expensive (e.g. housing) may be forced
upon producers. For these reasons, research was recently recommended on the strengths and
weaknesses of starting poultry activities without credit, and instead using simple savings and
birds, feeds and materials that are readily available (Riise et al., 2005). This issue is relevant
to the livestock sector in general.

New models of producer grouping and vertical linkages - There is a need for research into the
suitability of different models in different situations, and (where relevant) the key factors in
their success. The capacity of the poor to belong to and participate effectively in producer
groupings, and to forge effective linkages with input supplier and marketing agents, is a part
of this.

Improved and exotic livestock breeds for increased productivity - Exotic and improved breeds
have been promoted with varying degrees of success and failure in the poultry and other sub-
sectors. There is often a need for more rigorous comparison of the performance of improved
and exotic livestock vis-a-vis local ones, taking account of costs and benefits as well as
technical productivity (and over an animal’s lifecycle not just day-to-day) and also of
producers’ objectives and criteria.

Veterinary services - There is now a wealth of experience in new models of animal health
service provision, especially those involving Community-Based Animal Health Workers
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(CAHW). Further research, institution-building and policy reform is needed to expand those
systems to national level, and to make them truly sustainable, for example through new forms
of contract between private veterinarians and CAHWS.

Animal nutrition - There is a need for continued research on animal nutrition, to provide
small scale producers on the edge of formal markets with cost-effective feeding strategies.
For milk producers especially, solutions to allow milk production to continue year-round,
rather than declining markedly over the dry-season, will be important for maintaining a
foothold in dairy markets. Research that maximizes the benefits to livestock from crop or
processing residues will also be useful.

Management of transmittable livestock diseases - There is continued work to be done on
infectious diseases, both diseases of production and of trade. The great steps taken towards
rinderpest eradication following the development of a thermo-stable vaccine show that
technical research in animal health can have a major impact. Improved knowledge of disease
transmission can help to rationalize sanitary regulations that currently act as barriers to trade.

Environmental management - A better understanding of the environmental impacts of formal
and informal livestock enterprises, and policy research on how a polluter pays principle can
be operationalised, would serve to level the playing field of livestock product pricing towards
small-scale producers.

Niche products - The acceptability of dryland livestock products from Africa in developed
country markets is still a long way off, and depends on both better animal health service
provision and reforms to international sanitary standards. But it is important also to recognise
that meat from extensive tropical dryland systems may eventually come to have positive
market qualities: firstly it is almost by definition organic and secondly it is free from any
stigma of having been produced on land taken out of food crop cultivation or converted from
tropical forest. It is not too early to research how the potential for such niche marketing
could be realised.

4.5 What are the main characteristics of the fisheries supply chain

International trade in fish and fishery products has grown rapidly over the last two decades,
with export values rising from US$15 billion in 1980 to US$56 billion in 2001 (Bostock et al,
2004). Developed countries absorb 80% of world imports, with Japan, USA, and the EU
being the principal destinations (Lem, 2003; quoted in Bostock et al, 2004). Whilst capture
fisheries production has been stagnating or declining in many parts of the world since the
1990s, in particular in Asia aquaculture production has increased significantly during the last
two decades. In SSA the situation is different in that policy makers are willing to promote
aquaculture for domestic consumption and export. However, it has yet to contribute
significantly to fish output (NRI and Foodnet, 2002). In Latin America, Chile has a large
aquaculture fishery production in marine fishing areas (542,000 tonnes in 2002), whilst Brazil