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Transforming economies

Where are the rural poor?

Ag‘riculture’s contribution to growth

“In transforming economies  agriculture contributes less
to growth, but poverty remains overwhelmingly rural

The rising urban-rural income gap accompanied by
unfulfilled expectations creates political tensions

Growth in agriculture  and the rural nonfarm economy
is needed to reduce rural poverty and narrow the urban-
rural divide”

1530 million

Agriculture’s three worlds  (WDR 2008)

Proportion of poor who are rural




Transforming economies

India

» Fragmented $350 billion retail industry
forecast to double in size by 2015

» Supply chain costs ~12-50%

» At least 14 states have amended the
APMC Act to allow retailers to procure
directly from farmers

» ‘Patchy growth is not reaching to the
bottom of the pyramid’ (Finance Minister
P Chidambaram)

» Political tension

Political
tension
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What is a business model?

» A way of creating and capturing value within a
market network of producers, suppliers and

consumers
INFRASTRUCTURE OFFER CUSTOMER
PARTNER CUSTOMER
NETWORK RELATIONSHIP
CORE I VALUE I TARGET
CAPABILITIES PROPOSITION CUSTOMER
VALUE DISTRIBUTION
CONFIGURATION CHANNEL
COST FINANCE REVENUE
STRUCTURE STREAMS

Alex Osterwalder, Arvetica

» Aim: Market differentiation, low costs




Features of business model
of organised agrifood sector

Built on:
» Consumer assurance
» High standards for food quality and safety
» Lower prices
» Availability
» Own brands
Through:
Supply chain management:
» Preferred suppliers
» Disintermediation (‘cutting out the middle man’)
» Traceability
» Private standards
» Economies of scale
» Logistics
Shaping regulation

Challenges to current
business models

» Market modernisation and restructuring has
to deliver a growth and equity “win-win”

» Business models are being transferred from
urbanized countries to countries with very
large agriculture-dependent populations

+ China and India: 43-60% of the workforce
engaged in agriculture, over 640m people

+ Thailand, Turkey and Morocco: 40-50% of the
workforce

+ Romania and Honduras: a third of employment
» The classic model is not working for the
majority of producers or consumers
+ Costs of organising supply
+ Reliability in volatile markets
+ Consumer willingness to pay




The business case for and against
procuring from small-scale producers

FOR

Smallholders’ comparative
advantage (premium quality)

Securing supply

New business (BoP)
Access subsidized inputs
Corporate Responsibility

Community goodwill
Politics

AGAINST

Costs and risks in
organising supply from
dispersed producers
Quantity, consistency, quality,
safety, traceability,
compliance with standards,
packaging, loyalty and
fulfillment of commitments,
negotiation time and costs

driven

Producer-

Buyer-driven

Intermediary

Organization of production

» Central to overcoming..

+ dispersion of producers, diseconomies of scale,
poor access to information, technology and
finance, inconsistent volume and quality, lack of
traceability, and management of risk

» Production may be organised by..

» Producers themselves seeking a market

» Large farmers seeking extra supply volumes

assure supply

» Processors, exporters and retailers

seeking to

CSR

» Traders and other traditional market actors

» NGOs and other support agencies

» National and local governments seeking regional

development, Eg ‘Dragon Head’ companies




Buyers organise production

» Models of affirmative procurement

+ Eg MA’S Tropical Food Processing and Food
City in Sri Lanka

+ Eg Dimitar Madzarov dairy in Bulgaria
+ Eg Wal-Mart in Guatemala
+ Eg Shoprite in Mozambique

» Time-demanding and expensive

» Risk of paternalism and dependence
+ Eg fresh produce exports from E Africa
+ May demand exclusivity

» But.. no evidence that farmers have

lower direct economic benefits, at least
in the short run

Affirmative procurement

Wal-Mart in Guatemala Shoprite in Mozambique

With Mercy Corps, USAID, With IFAD-supported small
Fundacion AGIL farmer project in Boane
600 farmers over 3 years to Supplying fresh fruit and

supply specialties vegetables




Specialised intermediaries

» Producers or buyers work with
specialised intermediaries
+Within traditional network
» Eg FAO study of veg trader in Vietham

+Specialised wholesaler

» Eg Bimandiri in Indonesia, Hortifruti in
Honduras

+Doubly-specialised intermediary
* Eg Normincorp in Philippines

Specialised wholesaler: Bimandiri

Transparent margin partnership




Doubly specialised intermediaries:
business-oriented and development-motivated

NorminVeggies
clusters

NorminCorp
Organising supply
Transaction costs

! ! ! ! }

Export | Processors || Consolidators || Wet Market || Wet Market
(Fastfood chains) || (for institutional buyers: (Wholesale) Retailers

hotels, restaurants,

supermarkets)

New ‘Base of pyramid’ models

Hariyali Kisaan Bazaar

Procurement hub

Other

Services Retail Output ~ Output  Output
CoisaL:rI:gr Financial Retailing Adri Buyback Warg- Finance

Health, Goods  Services Farm s ari housing

Educa- Inputs ervices

tion

Platform for multiple service providers

Based on Rajesh Gupta, Hariyali




Foundations of sustainable market
linkage between small-scale
producers and agribusiness

‘ Pan-Industry Initiatives ’

‘ Corporate Responsibility ’

‘ Upgraded mainstream procurement |

‘ Affirmative procurement |

‘ ‘Base of the pyramid’ business models |

Alternative trade models - fair trade ’

‘ New market intermediaries ’

‘ Shared equity |

‘ Joint learning ’




Pan-Industry Initiatives

Eg Codes of best practices

» Example: Best Commercial Practices Code —
Argentina (2000) -- industry-wide private
business initiative that resulted in a more
conducive environment for suppliers in their
dealings with modern retail chains

» Code addresses such issues as
+ payment terms and predictability
+ promotional fees
+ listing of suppliers
+ charges for product returns

» Similar codes are being developed in Colombia,
Mexico and Costa Rica

Upgraded mainstream procurement

» Coherence between corporate policies and
procurement practices

+ adjustment of reward systems
+ senior management buy-in
+ buyer training and awareness
4 Planning -- orders
» Standards and certification adapted to the reality of
small-scale producers
» Producer and SME access to market information,
business and technical know how
» Payment practices - Payment terms and frequency
(eg Vegpro, Kenya), transparency
» Rethink CSR
+ Has been poor at addressing market inclusion
+ Often weakly mainstreamed across business




Joint Learning

Single and multi-stakeholder processes

» Costco - Cuatro Pinos

» Unilever — Oxfam in Indonesia

» Sustainable Food Laboratory

What will tip the scales?

FOR

» Lack of alternative >

sources of supply

» Effective producer >

organisations

» Dynamic market >

intermediaries
» Enlightened

corporate >

leadership

AGAINST

Dualistic farm
structure

Lack of producer
collective marketing

Lack of non-land
assets (eg irrigation,
cooling tanks..)
Cheap high quality
imports, lack of
domestic standards

X




Final remarks

» There is a case beyond meeting the MDGs to
trade with the small-scale sector, if built on
sound business models

» Intermediaries can be important elements of
the business model

» Increased effort is required to share business
models that work and develop new ideas/
approaches

» Much can be done to improve existing models
» There is no one ‘golden’ business model

» Process is as important as the intervention:
foundations of success require actors to work
together in new ways

Thank you




