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l. INTRODUCTION

Since the announcement by the Government of Mexico (GOM) of its Programa Nacional de
Modernizacion del Campo, 1990-1994 in 1990, the signing of the NAFTA accord on January 1, 1994, and most
recently with the launching of Alianza para el Campo in October 1995, its stated agricultural strategy has been
to promote the diversification of agricultural production from basic grains to higher value crops and anima |
production, with special emphasis given to fruits and vegetables . The justification hinges on the GOM intention
for inefficient grain producers, under world market prices, to become efficient through "technification" or by
shifting into alternative activities that better utilize their resources. Increased U.S.-Mexican agricultura |
investment and trade were expected to encourage this transition.

In this paper we address the social or gjidal sector, and its potential for diversification into fruit and
vegetable production. There are several hundred thousand €jidal producers currently growing fruits an d
vegetables, most of them on a small-scale, and there is potential for many of these producers to expand and
diversify further given the right conditions. T here is also potential for gjidal grain producers with good quality
land and access to water to shift, at least partially, into fruits and vegetables. Such diversification o r
intensification, however, entail overcoming a difficult policy environment. We highlight the need fo r
producer associations to form reliable partnerships with U.S. and Mexican firms to overcome the principa |
barriersidentified.

Research for this paper was conducted using a case study methodology. Our intention has beent o
identify actual examples of participation by gidal small holdersin both fresh and processed fruit and vegetable
production, and analyze the range of conditions that have led to their relative success or failure. Previou s
research relationships with U.S. and Mexican firms and producer associations as well as diversity i n
geographic location, crops produced and institutional arrangements (i.e. partners, financing, marketing) were
considered in case study selection . Two case studies were presented recently at the conference on Post-
NAFTA Policies and Investment in Mexican Agriculture, UCLA, September 27, 1996 (Mission Produce, Inc.

& Monterey Mushrooms). Table 1 lists the eleven cases with brief information on basic characteristics .

The paper isdivided into four sections. Section |1 present s a brief overview of U.S.- Mexican fruit and
vegetable trade and investment and provides preliminary figures on ¢jido participation from the
SARH/SRA/CEPAL 1990 and 1994 surveys. Section |11 analyzes the principal barriers and opportunities for
diversification into fruits and vegetables facing gjidatarios, citing examples from the eleven case studies. In
the last section, we present an alternative model of how to overcomet hese barriers as a means to increase small

holder participation in fruits and vegetables.
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Tablel: Summary Characteristics of Case Studies

CASES STATE MIGRA- | DISTANCE PARTNERS SOURCES OF FUNDING CROPS IRRIGATIC
TION TO PAVED N
AREA RD (aver.) US | Mexican
DEL CABO COOP. Baja California no 0.5km v U.S. partner, U.S. banks organic basil, “cheap drip”,
Sur self-financing tomatoes (other pumped watel
Vegs.)
MISSION PRODUCE, | Michoacan, high on road v U.S. partner, U.S. banks avocado, mango, flood,
INC. Monterrey, growers - self-financing lime sprinkler, drif
Oxnard
MONTEREY Guanajuato medium on road v U.S. partner, U.S. banks mushrooms (fresh, | in-door, fully
MUSHROOMS (SMA), canned) controlled
Watsonville production
LA HUERTA Aguascalientes high 0.2km v processing plant broccoli furrow
Zacatecas self-financing cauliflower pumped watel
VALLE DE Guanajuato medium 0.5km v U.S. buyer, migration fresh broccoli same as abovi
SANTIAGO remittances,self-financing
a. fresh broccoli
b. frozen broccoli Guanajuato medium 0.5km v processing plant, migration frozen broccoli same as abovi
remittance, self-financing
IRAPUATO Guanajuato low 1.0 km v U.S. buyer strawberries same as abovi
STRAWBERRY self-financing
COOP.
MAYA FRUT/ Quintana Roo no 3.0km v FIRA/commercial banks chiles (habaneros, furrow plus
JALAPENOS DEL (except fresh shipper jalapefios) drip, pumped
CARIBE Cancuin) processing plant water
YUCATAN (Akil) Y ucatén no variable v Gov. of Mexico oranges mostly no
a. citrus Banco Int’'l, BANRURAL
self-financing
b. local vegetable Y ucatén no on the road none Gov. of Yucatan tomatoes, chiles, “cheap drip”
prod. self-financing cilantro, radishes pumped watel
UNION DE CREDITO | Puebla low 3km none union de crédito/ BANRUR-AL, | peaches no irrigation
PUEBLA : Estado de self-financing (traditional,
peaches “ Acajete’ México (petition in for SEDESOL $) improved)
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UNION DE CREDITO | Michoacéan high 7 km none UC/BANRURAL/FIRA potatoes no irrigation
PATZCUARO: self-financing (traditional, (residua
potatoes improved) humidity)
MICHOACAN: Michoacén high variable v v UC/BANRURAL/commercial blackberries furrow and
blackberries banks/FIRA, SEDESOL (zarzamora) drip
remittances, self-financing pumped watel
Table 1 (cont).
CASES TECHNICAL EST. COST. OF TYPE OF MARKETS VALUE ADDED
ASSISTANCE PROD/ha. (1995) ORGANIZATION L ocal/ None | Grading/ | Processin
national/exports packing g
DEL CABO COOP. U.S. partner, Mexican N.A. SSS (Sociedad de export v
hired agronomists Solidaridad Social)
MI1SSION PRODUCE, U.S. partner (proces- N.A. contract farming national, export v v
INC. sing), Mexican
agronomists (fresh)
MONTEREY U.S. partner (“state-of - N.A. wholly U.S. owned national, primarily v v
MUSHROOMS the-art” technology) production farm, joint | export (U.S., Japan)
venture with cannery
LA HUERTA processing plant NM 9,000.00 none local, national, export v
agronomists
VALLE DE U.S. buyers NM 13,000.00 contract farming export v
SANTIAGO
a. fresh broccoli
b. frozen broccoli processing plant NM 9,000.00 contract farming export v
agronomists
IRAPUATO U.S. buyers (in the past) | NM 15-20,000.00 cooperative (formerly | export v
STRAWBERRY traditional knowledge under CNPH control)
COOP.
MAYA FRUT/ shipper hired NM 5,000.00 (trad.) | Asociacion en local (fresh), national v v
JALAPENOS DEL agronomist/ focus on NM 14,000 (full Participacion (processed), export
CARIBE IPM technology) (fresh & processed)
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YUCATAN (Akil)
a. citrus

Plan Chac, Gov. of
Mexico, SARH (in the

NM 3,000.00 (non-
bearing), NM 5,000

Unioén de Ejidos

export (frozen juice)

past) (bearing)
b. local vegetable prod. | Technical University no info. none local (all fresh)
(Y ucatan), State gov.
UNION DE CREDITO SINAPROM, S.A. NM 19,000 SSS (some also local, national
PUEBLA : (tech. assistance agency | (establishment + 1% | members of UC
peaches “ Acajete’ ass. with UC Puebla) year management) Puebla)
UNION DE CREDITO UC agronomists NM 10,000 (local failed effort to form local

PATZCUARO: large potato var.), NM 14,000 asos. en part., some

potatoes farmer/input vender (improved var.) members of UC Patz.

MICHOACAN: U.S. buyers/Mexican NM 40-70,000.00 some members of UC | local (fresh), export
blackberries distributers (establishment Pétzcuaro (fresh & processed)

nurseries in Uruapan

through 1st harvest)
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[laa. OVERVIEW OF U.S-MEXICAN HORTICULTURAL TRADE AND INVESTMENT

Mexico plants around 1 million hectares to fruits and vegetables annually, or 3.5 to 4.0% of tota |
agricultural land (Cook et al 1991, G dmez Cruz 1994). About 80% of production is sold in domestic markets,
and theremaining 20% is exported (USDA/ERS 1995). Mexico has been an important supplier of U.S. fresh
vegetables for many years, contributing about 10% of total supply and over 70% of total import s
(USDA/NASS). U.S. fruit imports are more diversified, with Mexico contributing about 6% of total supply
and 16% of imports (ibid). After the 1994 peso devaluation, there has been a surge in Mexican horticultural
exportsto the U.S.. Between 1994 and 1995, the quantity of fresh or frozen vegetables increased 30.5% from
1,393 to 1,817 thousand MT, while the value increased by 19.6%, from $991 to $1,186 million dollar s
(USDA/ERS 1996). The increases were 31.3% and 34.4%, respectively, for fresh or frozen fruits ( ibid), and
the upward trend continuesin 1996. Horticultural production for export is concentrated on private farmsin
theirrigated agricultural di stricts of the Northwest, however, there are important regions of export production
in Central and Southern Mexico as well, where small and medium-size growers are concentrated.

NAFTA was expected to spur U.S. investment in Mexican industry and agriculture, create jobs, and
help to lift Mexico out of its economic stagnation. In fact, the record on direct foreign investment (DFI) in
Mexico from the U.S. has been disappointing, particularly in the agricultural sector. The lastest SECOF |
estimates show a decline in DFI in agriculture from $6,121 thousand dollars in 1994 to $4,983 thousand i n
1995. The share of total FDI in 1994-96 going to agriculture was under 1% (SECOFI 1996). Investment in
horticulture occupied 75% of the total, mirroring the importance of this sector in Mexican exports to the U.S.
A small part of that investment involves partnerships with gjidatarios, with examples provided in our cas e
studies, however, there is enormous potential for far greater U.S. investment as barriers to the profitability of
such partnerships are overcome.

[Ib. EJIDO SECTOR PARTICIPATION IN FRUIT AND VEGETABLE PRODUCTION

There are about 2.6 million gidatario sin Mexico that farm individual parcels, not including those that
habitually rent their land. They farm approximately 15 million hectares of land; 11.7 million ha, or 78% |,
rainfed and 3.3 million ha, or 22%, irrigated (SARH 1992a). Asshownin T able 2, an estimated 4.2% and 2.6%
of total gidal cultivated land was planted in fruits and vegetables in 1990, respectively. Of atotal of 26,091
gjidatarios surveyed, 4,003 or 15% were producers of fruits and vegetables. Extrapolating to al gjida |
producers with 10 hectares or less (a plausible cut off point for small and medium farmers), the national total

comes to slightly over 320,000 producers (Table 3).



Table 2: Fruitsand Vegetablesin the Ejidal Sector

Fruits Vegetables
Figureson % of % of Figureson % of % of
fruits sector irrigated vegetables sector irrigated
sector sector
# of DDRs 151 79.0 n.a 162 85.0 n.a
Production (1,000 3,600 n.a n.a 2.400" n.a n.a
mt)
Area (ha) 625,000 42 18.92 384,000° 2.6 11.62
Producers (#) 202,000 8.2 31.74 182,000 7.0 28.54
Average cultivated
area (ha) 25 17
Averageyields 63% of 57% of national
national average
average

Source: This table was created using data from the Proyecto SARH/CEPAL documents: Clasificacién y Grados de Diversificacion
de los Distritos de Desarrollo Rural por Cultivo, Julio de 1992, and Primer Informe Nacional sobre Tipologia de Productores del

Sector Social, Terceraversion, Junio de 1992. Datafor these documents came from the SARH/CEPAL Survey, 1990.

According to SARH data (Gomez Cruz 1994), in 1991 total Mexican production of "hortalizas" was 8,501 thousand mt, so that, from
the SARH/CEPAL survey data above, approximately 28% was produced by the gjidal sector.
Fruits and vegetables are grown on rainfed land as well, so these figures are on the high side. If only 70% of fruits were produced on
irrigated land, the figure would decrease to 13.3%; if orly 80% of vegetables were produced on irrigated land, the figure would decrease

t0 9.3%.

According to SARH data (Gomez Cruz 1994), in 1991 total Mexican cropland in "hortalizas" was 550,000 ha, so that, from tre
SARH/CEPAL survey data above, approximately 70% is grown on gjidal land.
Seenote 2. If only 70% of producers of fruits and 80% of producers of vegetables had irrigated land, the figuresin both cases would
decrease to 22% of the irrigated sector.

4
1

3
4
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Table 3: Preliminary data on fruit and vegetable producers and area by state: 1990 SARH/CEPAL €gjido survey

State all producers< egjido survey all ejido survey c/b c/b in descending c/bxa irrigated ha rainfed, ha
Aguascalientes 12,905 129 33 0.26 B.C. Sur 3,301 45 0
Baja California 6,899 96 29 0.30 Colima 2,084 75 0
B.C. Sur 1,749 116 70 0.60 Y ucatan 1,055 114 2
Campeche 19,370 613 104 0.17 Quintana Roo 3,286 88 67
Chihuahua 55,654 1,220 117 0.10 Baja California 5,337 72 74
Coahuila 42,477 410 19 0.05 Nayarit 1,968 20 3
Colima 7,394 160 78 0.49 Aguascalientes 3,605 115 19
Durango 55,889 712 40 0.06 Veracruz 3,140 54 9
Guanajuato 79,044 519 42 0.08 San Luis Potosi 6,397 28 17
Guerrero 130,521 1,370 236 0.17 Tabasco 22,484 106 189
Hidalgo 117,407 1,086 58 0.05 Michoacan 6,270 78 12
Jalisco 86,844 1,033 69 0.07 Puebla 5,801 60 35
Est. de Mexico 194,397 2,011 143 0.07 Morelos 13,823 110 59
Michoacan 120,621 1,670 330 0.20 Guerrero 23,835 324 115
Morelos 29,599 133 24 0.18 Campeche 5,341 14 14
Nayarit 42,987 527 157 0.30 Oaxaca 12,806 83 132
Nuevo Leon 27,353 367 37 0.10 Sonora 2,758 28 18
Oaxaca 285,047 3,230 444 0.14 Zacatecas 39,183 370 283
Puebla 143,650 1,416 257 0.18 Nuevo Leon 26,072 239 186
Queretaro 30,553 593 55 0.09 Chihuahua 2,834 57 18
Quintana Roo 23,313 549 187 0.34 Queretero 7,941 75 144
San Luis Potosi 105,871 1,332 296 0.22 Guanajuato 23,527 284 121
Sinaloa 79,959 769 51 0.07 C. Lagunera 5,303 45 29
Sonora 18,376 577 65 0.11 Est. de Mexico 2,070 119 7
Tabasco 38,602 505 100 0.20 Tamaulipas 7,644 31 136
Tamaulipas 37,880 751 53 0.07 Jalisco 2,673 64 5
Tlaxcala 34,640 445 24 0.05 Sinaloa 1,868 13 13
Veracruz 195,073 1,899 462 0.24 Durango 47,459 229 409
Yucatan 49,350 781 319 041 Tlaxcala 20,157 300 179
Zacatecas 70,545 772 82 011 Hidalgo 7,493 79 15
C.Lagunera 38,363 300 22 0.07 Coahuila 2,813 21 3
TOTAL 2,182,332 26,091 4,003 0.15 320,330 3340 2313

max: .60 0.59 041
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Table 3 presents the gjido survey data by state. The proportion of fruit and vegetable producers varies
from ahigh of 60% in Baja California Sur to alow of 5% in Coahuila, Tlaxcala and Hidalgo. The five states
with the largest number of gidal fruit and vegetable producers are: Veracruz, Oaxaca, Puebla, Michoacan and
San Luis Potosi. Nearly 60% of their land in fruits and vegetablesis irrigated; 40% is rainfed (mainly orchards
and farms located in the humid tropics).

Using the Gémez Cruz estimate of a total of 550,000 hectares planted in vegetables  in 1991, it is
evident that gjido participation isvery high, about 70%. However, in terms of volume of production, the share
is much lower. Taking the SARH figure of 8,501 thousand metric tons of vegetables produced in 1991, the
contribution by the gjidal sector was only 28% inthat y ear (2,400 thousand mt.). Thisis confirmed by the yield
data presented in Table 2, showing that gjido average yields were just 63% and 57% of national average yields
for fruits and vegetables, respectively. The reasons for this disparity are explored throughout this paper.

[1. BARRIERS AND OPPORTUNITIES FOR SMALL PRODUCER PARTICIPATION I N

DIVERSIFICATION

Information gathered from the eleven case studies listed in Table 1 was analyzed to identify the
leading barriers and opportunities for small-holder participation in fruits and vegetables, grouped under
the following themes: marketing, undercapitalization, technology and extension, transaction costs, |abor
migration and costs, and cultural factors.

Marketing

Many of the problems that small producers face in atransition to fruit and vegetable production
liein the marketing system. Ejid atarios repeatedly demonstrate that they can learn to produce such crops,
but can they sell them at a profitable price? Demand for horticultural products increases with highe r
incomes and health concerns, and is now temporarily depressed in Mexico and subject to saturation and
declining pricesin U.S. marketsfor the major crops. Small Mexican producers, in particular, need access
to up-to-date information on off-season and niche market oppo rtunities that compete less directly with U.S.
supply, as well as “market intelligence” on domestic and regional markets. Unfortunately, efforts by the
Mexican government to assist small producers have been largely confined to the sphere of production.

Lack of regulation and recour se in transactions.

There are many examples of opportunistic behavior by intermediaries in fresh fruit and vegetable

LWe have no similar data for total area and production of fruits.
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marketing, and this is as true of brokers in U.S. markets as it is of Mexican intermediaries. Smal |
producers far from markets, without a truck, are dependent on intermediaries to purchase their crop a pie
de la huerta (at the farm gate). Oranges in Veracruz, avocados in Michoacan, carrots in the Bgjio, an d
chilies in many regions are all examples of crops where such intermediation is dominant. Although this
type of marketing can be convenient for small producers, it leaves them vulnerable to low prices and, in
the case of sales "on credit,” to not getting paid at all.

The lack of an effective legal system of recourse in such transactions in Mexico, such as th e
Uniform Business Code and the Perishable Agricultural Commodities Act in the United States, leadsto
mistrust and opportunistic behavior on both sides. Mexican growers at times take advances fro m
intermediaries but spend them on unrelated goods, or take advances from one buyer and then sell t o
another. U.S. partners have complained about producers reneging on supply contracts to sell to domestic
buyers when Mexican demand and prices are high. If small producers are to succeed in fruits an d
vegetables, more formal advance and payment arrangements need to become the norm.

Lack of transport and volume.

Most small producers lack trucks of sufficie nt size to transport products to wholesale markets, and
they lack the volume individually to justify purchasing such atruck. This single fact givesriseto th e
controlling position of market intermediaries. The profitability of such intermediation varies greatly, as
the intermediary faces perishability and m arket price risks. Nevertheless, our studies of price differentials
indicate that "truck farming," where producers are able individually or thro ugh their organizations to deliver
their produce directly to wholesale markets on a regular basis, holds the most immediate promise fo r
raising producer incomes. Prices are generally two to three times higher if producers can truck thel r
produce directly.

Different qualitiesfor different marketsrequire grading and packing.

Typicaly, small producers mix together produce of different size, maturity, and quality because
of small volumes. The convention is to pay the price for the worst produce in the bunch. Asaresult ,
gjidatarios do not receive the total revenue their produce warrants, and intermediaries capture this revenue
through their own grading and selection efforts. Simple packing houses can add value to produce wit h
minimal investment.

Lack of information about market supply, opportunities and prices.

Probably the greatest problem for gjidal fruit and vegetable production is the lack of information

about market opportunities.  Since these producers have no experience with how markets really function,

they do not understand the premiums paid for quality differentiation and attractive presentation. Mexican
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produce markets are in the midst of an enormous transformation, as increasing amounts of produce are sold
directly to supermarkets, and with increasing post-NAFTA competition from U.S. and Chilean imports,
especially as the Mexican economy recovers. Small producers will have difficulty participating inthi s
evolving system unless they have access to adequate market intelligence, and unless they organize to sell
through marketing cooperatives to appropriate distributor partners.

Small producers need to organizeto reduce market risk.

There are scale advantages in fresh fruit and veget able production, as larger producers or producer
associations can often negotiate better pri ces and be in the market more days of the year, thereby reducing
their vulnerability to price fluctuations. They also have established contacts with wholesalersin Mexico's
largest markets, or with export handlers, while small prod ucers working alone have difficulty breaking into
these markets.

Under capitalization

Most gjidatarios and minifundistas are badly undercapitalized, as are most small businesse s
everywhere in the world. This undercapitalizat ion presents a major barrier for transition from basic grains
to higher value crops. For instanc e, in mid-1995 maize cost NM $2,500 or less per hectare, while broccoli
cost NM$9,000, potatoes NM$14,000, strawberries NM$30,000 and the estimated cost of establishing a
blackberry orchard was NM $40,000 to 70,000 per hectare. The costs for gjidatario s may be less because
of reliance on family labor, less intensive planting and lower use of inputs than recommended, but often
with negative yield and quality outcomes. To shift from maize to more intensive crops therefore requires
amajor leap in financing.

Limited credit availability.

Asaresult of the higher costs involved in growing fruits and vegetables, access to credit is often
essential. Y et, in Mexico today with the bank liquidity crisis and tightened regulations, sources of credit
for agriculture generally are extremely limited. BANRURAL, once an important lender to gjidatarios, now
requires collateral equal to 1.5 to 2 times the value of the loan and does not accept gjidal houses or land
certificates, putting these producer s at a distinct disadvantage. Commercial interest rates have come down
in 1996 (between 35% and 45% nominal, 8% and 18% real, Sept. 1996), but are still too high fo r
agricultural operations with relatively small profit margins. However, opportunities exist with th e
agricultural development fiduciary, FIRA. Through its guarantee program, FEGA, FIRA will pay upt o
80% of the value of the required guarantee at a minimal cost to eligible low-income producers. FIRA also
discounts interest rates to CETES (treasury) levels (31%, Sept. 1996).

Other sour ces of funding ar e becoming mor e prevalent.
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As aresult of limited credit availability and high interest rates, in the 1990s small farmers have
been relying increasingly on other sources of financing for both traditional and alternative higher-valu e
crops. Such sources include government no-interest loans and investments through Solidaridad;
PROCAM PO payments; advances made by buyers to cover a portion of production costs (market-linked
credit); advances made by processors and other types of contractors; informal lending at very high rates
of interest; and, perhaps most importantl y, self-financing through retained earnings, migration remittances
and family money. Among our eleven case studies, seven are examples of production fully or partially
financed by advances from the contracting firm both for fresh produce and processing.

Strawberries in Irapuato are typically self-financed, as are the water and labor costs of the De |
Cabo vegetable growers in Baja California Sur. Savings from remittances along with retained earning s
from avocado and peach operatio ns have financed new blackberry plantings in Michoacan. Such cases of
sdlf-financed transition to higher value crop s are common throughout Mexico, and represent an alternative
to indebtedness and associated risks. There is a danger, however, that reliance on self-financing wil |
maintain the producer at an undercapitalized leve of investment, lead ing to deteriorating yields and quality,
and difficulties competing in the larger markets.

Technology and Extension

Ejidatarios who have traditionally pr oduced grains and want to diversify into fruits and vegetables
to obtain higher incomes, have likely had little or no experience in production of these crops, excep t
perhaps at the traspatio (home garden) level. As mentioned earlier, their lack of knowledge of marke t
conditions that should drive production decisionsis e ven greater. Large producers hire professional experts
to advise them, but small producers generally lack the funds or scale for contracting technical assistance
on anindividual level. Moreover, even when the producer is willing to pay for such assistance, thereisa
notable dearth of Mexican agronomists skilled in fruit and vegetable production. These inadequaciesin
R&D investment and knowledge, and understanding of dynamic market conditions, seriously hinde r
Mexico’'s ability to compete in global markets.

The gover nment has cut back agricultural research and isout of extension.

INIFAP continues to carry out agricultural research but with severely reduced budgets an d
personnd. Thereisstill abiasin Mexican agricultural research toward basic grains, and neglect of public
research in horticulture. Many successful fruit and vegetable operations in Mexico, both large and small,
rely on transferred technology from the U.S., both through joint ventures and returning migrant farmers.
Among our eleven cases, six rely at least partially on technology transferred by U.S. partners.

Extension services have essentially been privatized through the establishment of technica |
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assistance agencies, or despachos, throughout the country, run primarily by agronomists formerl y
employed by the government. These despachos have been least successful in the center and south o f

Mexico where farmers are poorer, less organized, and not accustomed to pay for technical assistance.

Appropriate technology for small producersin transition.

For €jidatarios to be competitive they may need to play to their strengths in labor intensiv e
activities. Where family labor is available for fruit and vegetable cultivation, and its opportunity cost is
below the going rural wage, such producers can enjoy a significant cost advantage over large producers.
In addition, contractors have found that the quality of family labor may be superior to hired labor for certain
tasks, such as the monitoring of water needs and pest populations, and specialized harvesting operations.
Ideally, small farmers need the oppo rtunity to combine their own knowledge base of local crop conditions
with appropriate innovations to produce high quality produce. Furthermore, the over 300,000 fruit an d
vegetable growing ejidatarios in Mexico cover a wide range of microclimates and soil types, opening up
awide range of opportunities for specialty crop production.

The success of the Del Cabo cooperative of small-scale producers of organic vegetables and herbs
for export, in cooperation with organic farmers from California, or groups of small coffee grower s
producing organic coffee, or avocado, lime and mango production in Michoa can for export through Mission
Produce, suggest important niche markets exist that can be accessed through an appropriate technological
and marketing strategy. However, this type of strategy requires "strategic alliances" with partners able to
impart this knowledge on a consistent basis.

Transaction Costs

A significant barrier to participation by small producers in fruit and vegetable production are the
transaction costs incurred in dealing with t hem by other actorsin the system. U.S. firms claim that “doing
business” in Mexico involves higher transaction costs generally due to inefficiencies in infrastructure ,
communications, input supply, etc., which are magnified when working in more isolated areas or with large
numbers of small and medium producers. Such costs need to be measured and accounted for i n
profitability calculations. In some cases, firms (or NGOs, foundations) will absorb these higher costs for
afew years, expecting a pay-off in the longer-term.

Loansto small producers cost more.

For a bank to make many small loans, it must be able to charge higher rates of interest to cover
higher per unit handling costs. Thefailureto do thisi n Mexico led to the near bankruptcy of BANRURAL
and the great reduction in formal credit availableto gjidatario stoday. The cost of credit to small borrowers
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ininformal marketsis usually orders of magnitude higher. Asthe phrase goes, " No hay crédito mas caro

que crédito que no hay." ?

Contracting with small producers costs more.

In our research we spoke with vegetable processorsin the Bajio who were reluctant to contract with
small-scale gjidatarios because of the transaction costs. One processor who had decided to no longer work
with small producers offered the following list of costs: more technical assistance needed, and no phones,
requiring more trips to their fields; need to loan or rent specialized machinery such as rototillers or high-
pressure sprayers; must advance them more inputs, tying up capital; monitoring for pesticide violation s
more important; smaller trucks coming to the plant requires more time to weigh and unload; and mor e
producers under contract mean higher accounting and administrative costs. Nevertheless, among our
case studies a number of firms hav e been able to reduce transaction costs through working with organized
producers, and to account for such costs in the prices they pay producers. LaHuertain Aguascaliente s
expanded its contracting with gjidatario s because large growers in that region were less willing to gro w
broccoli or cauliflower on areliable basis. Also, the gjidatario s proved themselves to be good producers,
having higher yields, perhaps 20 percent higher, than the firm’s own ranches. The firm organized a cost-
effective system of delivering technical assistanceinv olving weekly visits by the firm’s agronomist. Other
firms have devised different types of contracts that attempt to recover some of the transaction cost s
associated with working with large numbers of gjidatarios.

Labor Migration and Costs

The ahility of the family farm to compete by accepting lower-than-market prices for its labor and
assetsiswell known. Lower labor costs in farming and processing continues to be a prime incentive for
U.S. firmsto seek joint ventures or wholly owned operations in Mexico. However, gjidal households have
complex insartionsinto the labor market and often wear several hats that constrain their ability to operate
as full-time farmers.

Migration may bea primary labor constraint.

Ejidosin many parts of Mexico are heavily impacted by migration to other parts of the country or
to the United States. There is awell-known tendency for young men to migrate, thus removing the most
productive laborers from the village. Therefore, the notion that gido s have surplus labor available for more

labor-intensive crops is often unfounded. It is not unusua that outside | abor must be hired to carry out gjidal

2 No credit is more expensive than no credit at all.
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production and the cost of this labor may actually be higher than the cost on nearby large commercia |
farms. On the positive side, migration often provides remittancesthat ¢ an be invested in the operating costs
of fruit and vegetable production or in purchasing atruck, tractor or additional land.

Cultural Factors

There are historical and cultural factors that strongly influence both the willingness and ability of
traditional maize producers to seriously undertake diversification into higher value crops. Even when the
climatic and agronomi ¢ conditions are favorable for such diversification, many producers are reluctant to
change their traditional practices. This is partially a function of educational levels and the historica |
paternalistic relationship with government and local caciques. Ejidatarios have not been encouraged to
improve their lot through agricultural entrepreneurship, but rather to accept the benefits provided b y
government and to maintain the status quo. Larry Ja cobs of Del Cabo says that “transforming campesinos
to businessmen” is perhaps the greatest rural development need in Mexico today.

Biases can be over come through organization.

There is a need for small fruit and vegetable producers to organize themselves to overcome th e
biases and limited opportunities they face as individuals. It is clear that through organization suc h
producers can reduce their input, credit and technical assistance costs, and improve their negotiating power
for obtaining better prices and payment arrangements. However, hist orical and cultural factors also explain
ageneralized reluctance in the gjidal sector to work cooperatively. The common desire to do everything
independently will have to be overcome or many small producers will not survive, especialy in fruit and
vegetable production.

V. AN ALTERNATIVE MODEL FOR DIVERSIFICATION OF EJIDAL AGRICULTURE .

Though it is certainly possible for individuals to diversify into fruit and vegetable productio n
without any assistance or without being part of an organized project or group, it is likely that leaving small
producersto "market forces' will t end to exclude them from sustained profitable alternatives, for many of
the reasons discussed above. Therefore, it is important to identify a range of options for mobilizin g
resources to promote such diversification, overcoming the obstacles that currently exist.

Among these options are partnerships with larger farmers, agribusiness firms and distributors -
Mexican and foreign-based - aswell as associations with credit union s, economic development NGOs (e.g.
FMDR), and cooperative groups of gidatarios. These joint partnerships are needed to access markets ,
financing, and technology, and provide the seed money - the first push - to make the project happen. We
propose a sketch of one possible model for the development of diversified gjidal fruit and vegetabl e

production, based on experiences from our case studies:
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1. Identify sustainable opportunities. Agribusiness projects that have good potential for
development or expansion need to be identified. Such potential depends upon land, water and labo r
availability, the interest of producersin the project, their dispositio n toward organization, and, perhaps most
important of all, market opportunities.

2. Conduct a market study early on. We have found a continuing tendency to focus on production
rather than marketing. Therefore, prior to the organization and production stage, it is essential to search
for profitable markets, whether local, national or international. Funding must be sought to carry out this
type of demand and market intelligence.

3. Design a mark eting strategy. |f thereis good market potential, the next step isto design a
strategy for fully exploiting that potential. It will almost certainly include a means to increase the value of
the produce through selection, grading and packing, which may well require establishing a packing house,
as well as opportunities for meeting niche demand for specialty crops, producing off-season to realiz e
higher prices, and dual product marketing (fresh/frozen).

4. Organizetheproducers. We have argued that partners d ealing with small producers face high,
often unanticipated, transaction costs which can discourage firms from associating with smaller producers.
Moreover, small producers face major institutional barriers accessing credit, technical assistance, an d
market information. Organization into producer associations that reduce transaction costs while ensuring
higher and more reliable volumes of production is key for overcoming these barriers. Organizations also
serve to pool risks and smooth prices over time.

5. Obtain start-up capital. Once the marketing strategy has been designed and the producer s
organized, start-up capital will be required for the intended fruit or vegetable project. We hav e
acknowledged the scarci ty and high cost of formal credit for small farm projects. Nevertheless, there are
avariety of other possibilities for acquiring start-up capital, including advances by processors and buyers,
capital supplied by partners, government programs ( Alianza, FIRA), non-governmental credit sources
(credit unions, FMDR, ANADEGES, other NGOs), and self-financing from remittances and retaine d
earnings. High levels of indebtedness should be avoided bec ause of the inherent riskiness of growing fruits
and vegetables, and gjidatarios' generally limited capacity to repay.

6. Produce with adequate technical assistance. High quality, sustained technical assistance is
crucial to the success of commercial fruit and vegetable production, especially for farmers with littl e
experience growing these crops. It is critical that this assistance be market-driven in terms of varieties,
quality standards and phyto-sanitary regulations, be delivered on the farm, and be sufficiently long-term

for farmers to adequately validate and adopt the techniques.
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7. Start small and plan growth. Even when afruit and vegetable production project starts of f
well, there are many pitfallsthat lie in th e way of sustained success over time, calling for the development
of a medium-term business plan. One critical aspect is planning for growth, keeping in mind th e
advantages of starting small, but also addressing the optimal scale requirements of packing or processing
operations. It is quite common that successful small agribusinesses, involving an extended family or one

or two villages, go awry when allowed to grow too fast in size and debt.

CONCLUSION

We do not maintain that more intensive agriculture, such as fruit and vegetable production, is a
solution for all gjidatarios. In fact, probably only about 15% of gjidatario s (= 320,000) have land, water
and labor conditions that would permit viable operations, and many of those are probably not inclined to
become competitive farmers. Furthermor e, demand for many commodities isfairly well saturated in both
domestic and foreign markets limiting the opportunity for profitable expansion. Nevertheless, thereisa
significant group of small holders in Mexico that could survive, compete and prosper throug h
diversification if the obstacles addressed in this paper were overcome.

We believe that the social rate of return of supporting small-holder participation in commercial
agriculture is high and the economic rate of return is positive in the medium to long-term. However, for
small-holders to make a successful transition to more intensive, remunerative agriculture, it is crucial that
the GOM recognize, as governments have recognized around the world, the need for favorabl e
opportunities in both the private and public sectors that ease the initial higher costs and risksinherent in
thistransition. Facilitating a dynamic, entrepreneurial campesin o sector will pay off in beneficial multiplier
effects throughout rural Mexico that exceed the benefi ts of the neo-liberal model where fruit and vegetable
production is |eft to large producers hiring seasonal farm workers.
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