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consequences for economic growth, poverty alleviation, and even food security (Vander 
Stichele et al., 2006; Moustier et al., 2005; Reardon et al., 2003). Most producers face 
common barriers when considering standards:  

1. Selecting which among the standards requires a good measure of market 
intelligence and contact with buyers as well as experience in assessing the relative 
demands, costs, and benefits of each—something  for which there is almost no data 
whatsoever; 

2. Few institutions exist to facilitate the adoption of standards as an ongoing learning 
process that takes both time and consistent training; 

3. Capital to invest in new processes, equipment, and infrastructure is difficult to 
access; 

4. Transaction costs for certifying products can be high and a barrier to entry; 

5. Risky learning is often done at an international level since local market demand is 
modest. 

Many processors, exporters, and retailers—especially for higher-value products—favor 
producers that can meet their demands for standards, large volumes, and year-round 
consistency. They sometimes create their own collection or purchasing systems that bypass 
local market networks thus reducing access. Typically this forces small- and medium-sized 
suppliers to either consolidate into organizations or larger firms or to compete for the lower-
value channels that remain. Three quick-sketch case studies point to the positive and 
negative experiences of different approaches; see Box 2, Box 3, Box 4. 

Box 2: Thailand Case Study
A value chain analysis was carried out on Tops Supermarket group, a dominant food retailer in 
Thailand. The study noted: 

• Variability of prices due to high losses from inadequate storage and refrigerated transport. 
• Slow order response time from poor production methods, planning, and information flow.  
• Inability to meet product specifications because of inadequate quality controls. 
• Coordination difficulties among small suppliers.  
• Lack of trust and cooperation among participants in the value chain. 

 
Tops Supermarket had a number of specific requirements for perishables that were not being met by 
its existing supply structure. When Tops insisted that its suppliers be certified under the Ministry of 
Agriculture’s new food safety program, most were unable to comply, and 190 of the 250 current 
suppliers were eliminated (Boselie, 2002). Most smallholders had difficulties meeting the conditions so 
only a few could continue and only by organizing as a group of second- or third-tier suppliers and 
subcontracting to the larger preferred suppliers that had the capacity and could afford the investments 
necessary to directly contract with World Fresh Distribution Center (van Roekel et al., 2001). 
 
This case demonstrates that competitive requirements served to eliminate smaller-scale participants. 
In this instance, public-private cooperation led to overcoming the problems for some of the more able 
participants. However, the lack of appropriate institutional structure and the explicit intent to integrate 
a broader group of suppliers effectively led to the exclusion of many.  

Box 3: People’s Republic of China Case Study 
Under different organizational models small producers have demonstrated a notable ability to meet 
very high quality standards and even achieve international certification. In the towns of the Feicheng 
area of the PRC's Shandong Province, local government committees have provided the institutional 
framework to organize large-scale value chains that feed processing companies in the region. Several 
companies are involved, and one of these, the Tai’an Asia Food Co., is a Sino-Japanese joint venture 
that receives the production of approximately 10,600 farmers. Farmers typically earn several hundred 
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US dollars annually, a remarkable sum considering that their average farm size is less than 0.1 ha.  
 

Feicheng specializes in high-value organic produce for overseas markets and is somewhat unique in 
that much of it is reclaimed land that was rendered toxic from excessive chemical use. The area 
produces 20 kinds of internationally certified horticulture crops with annual production volume of 
approximately 130,000 tons.   
 
With government acting as a catalyst, the processors, local input, transport, training enterprises, and 
farm communities have developed relations reminiscent of Porter’s cluster model.16 The interface 
between farmers and the large enterprises is often mediated by local government, which provides a 
tailored framework to support the farmers’ participation. It involves training, certification, extension 
services, and the facilitating of input distribution where necessary.  

 
The critical lessons derived here revolved around having access to sufficient and consistent training, 
especially during the conversion phase when many producers were unfamiliar with the new 
requirements. A steadfast, reliable institutional structure, e.g., local government, facilitated the 
producers' willingness to adopt new methods and substantially reduced their risk. Equally important 
was the presence of a dependable value chain that ensured access to lucrative markets. 
Source: Original case study conducted for Giovannucci (2005).  

Box 4: Indonesia Case Study 
For most Indonesian consumers, fresh fruit and vegetables (FFV) are taking on an increasing share of 
their total food expenses. This is especially true in urban areas where supermarket channels are 
capturing an increasingly greater share of the business, but much of the business does not involve 
Indonesian producers.  
 
Natawidjaja et al. (2006) found that nearly all retailers prefer to purchase imported FFV products 
rather than deal with Indonesian farmers due to inadequate value chains, missing or low-quality 
infrastructure, and poor standards. A striking 60% of the FFV sold by supermarkets are imported 
(approximately 80% of the fruit and 20% of the vegetables). This is considerably higher than the figure 
in other comparable developing countries. Larger retailers source directly from large-scale importers, 
while specialized wholesalers are making inroads by focusing on supplying the demanding needs of 
modern food industry channels such as fast-food chains and restaurants, institutional users, and 
supermarkets. 
 
In West Java, the most prolific FFV production area, farmers typically lack capital and self-
organization to produce according to requirements of supermarkets. Some specialized or dedicated 
wholesalers are increasingly working with small farmers but not more than 15% in any area. 
 
The notable lack of support services and institutional and physical infrastructure leads wholesalers 
and farmers to perceive the new FFV markets as a very difficult challenge met only by the most 
capitalized and capable. This makes most Indonesian FFV farmers essentially uncompetitive in their 
domestic consumer markets.  

Inadequate Standards and Forsaken Value 

Lu (2005) estimates that in 2004 alone the PRC experienced approximately $8 billion in 
reduced exports due to its failure to meet standards in numerous agricultural subsectors. 
This has happened in almost every sector, including grains, apiculture products, livestock, 
fungi, and fruits and vegetables. For example, the prohibition of Chinese animal products to 
the EU in 2002 caused a $623 million loss for 94 Chinese food-processing enterprises. In 
2002 and 2003, the PRC's export value of frozen spinach to Japan decreased by $372 
million compared to that of two years prior due to rejections for agrochemical residues. Even 
the US faced problems with standards when an E.coli outbreak leading to three deaths in 

                                                 
16  Michael Porter’s cluster theory is useful for understanding the nature of complementary and sometimes 

competitive enterprises grouping in a region for mutual benefit. See, for example, Porter (1980). 




