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Introduction…

High value products (e.g. fruits, vegetables, milk, meat, fish, eggs etc) have come to account
for the majority of exports from developing countries in the past decade (e.g. Jaffee &
Sewadeh, 2006)

Growth in demand compels producers to add value to their products in compliance with the requirements of
high value markets (Birthal et al., 2007)

These markets offer higher margins for value-added than traditional local markets and thus present producers
with lucrative opportunities to increase income.

Empirical evidence re: exploitation of such opportunities by smallholder producers is inconsistent ( e.g. Dolan &
Humphrey, 2000; McCulloch & Ota, 2002; Minot & Ngigi, 2010)

Development economists have studied participation of smallholder producers in high value markets following a
transaction cost economics approach

Supplier perspective

• The lack of infrastructure and key production assets (can) make it costly for smallholder producers to meet requirements
of high value markets and/or may require that buyers take on certain functions and/or activities

Buyer perspective

• Dealing with many smallholder producers than a few larger suppliers may be more costly especially in high value markets
where quality needs to be closely monitored and where timing of planting, pesticide use, harvesting and post-harvest
handling and delivery schedules are crucial thus increasing buyer transaction costs
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Introduction

Production of high value crops requires capabilities to comprehend compliance requirements of
high value markets which may not be readily available to smallholder producers in developing
countries

The paper introduces a Resource Based View (RBV) theory of the firm

The RBV puts emphasis on resources and their importance in sustaining superior customer value

• It defines resources as the tangible and intangible entities available to the firm that enable it to produce
efficiently and/or effectively a market offering that has value for some market segments (Hunt, 2000)

• The RBV further differentiates between types and levels of resources in which capabilities are of higher order
and build on both intangible (e.g. skills and knowledge) and tangible resources (e.g. assets) to create superior
customer value

• It builds on insights on competitive advantage from the marketing and strategic management literatures

• The paper pursues the concept of capabilities

• It develops a bundle of resources that smallholder producers require to participate in high value markets
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Theoretical Framework

The role of marketing capabilities in the creation of superior customer value
Marketing capabilities are the integrative processes designed to apply the collective knowledge, skills and
resources of the firm to the market-related needs of the business, enabling the business to add value to its goods
and services and meet competitive demands

Marketing capabilities are critical for businesses striving to create superior customer value in that they allow such
businesses to generate information about customer wants and needs and to develop goods and services to meet
those wants and needs.

Firms striving to create superior customer value focus attention on understanding consumer needs within targeted
segments and on designing products in response to these (customer) needs

They possess the ability to learn rapidly about their markets and are able to generate, disseminate and respond to
information about market forces and market conditions in a timely coherent manner

These firms are further distinguished by the ability to sense events and trends in their markets ahead of their
competitors

This process of generating knowledge and applying it in ways that support delivering superior customer value
helps firms develop the basis for a competitive advantage.

By learning what buyers want, building the processes necessary to deliver the desired value and adapting those
value generating processes as market conditions change, firms develop the basis for a sustainable competitive
advantage
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Hypothesis…

The marketing and strategic management literatures explained how firms generate,
disseminate and respond to information about customer wants and needs in order to deliver
superior customer value and to achieve competitive advantage. This literature has focused on
established firms in developed countries.

In developing countries, the scope for smallholder producers to participate in high value
markets depends on:

o Ability of smallholder producers to compete against alternative suppliers
The lack of access to information on the rapidly changing food regulations and quality standards in global
markets, technical knowledge to comply with complex food safety and hygiene requirements and financial
means to make necessary investments in this regard make it difficult for smallholder producers to compete
against alternative suppliers in high value markets

o The willingness of buyers to procure from smallholder producers
• Smallholder producers represent the vast majority of the potential supply base, companies have no choice
• Contract enforcement may be problematic for larger suppliers
• Smallholder producers may have substantive cost advantages particularly in labor-intensive, high

maintenance production activities with relatively small economies of scale
• Companies may prefer a mix of suppliers in order not to become too dependent on a few large suppliers
• Companies also differ in their willingness to work with smallholder producers; some companies continue to

work with smallholder farmers even when other do not
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Hypothesis…

To generate and deliver the quality that high value markets want, exporting and/or processing firms offer contracts to 
smallholder producers with specifications

The firms also render technical assistance during the growing season, manage supply chain logistics and coordinate 
marketing on behalf of smallholder producers.  Process capabilities.

To complement smallholder producers for the lack of information on the rapidly changing food regulations and quality 
standards, firms keep track of information on trends and changes in market conditions and convey this information to 
smallholder producers. They then guide smallholder producers in implementing the required changes and in adapting 
their value generating processes accordingly so as to sustain their participation in these high value markets. Dynamic 
capabilities

In cases where smallholder producers lack technical skills and knowledge, the technical assistance offered even goes 
as far as the complete management of fertiliser and pesticide application and daily or weekly inspection of farmer’s 
fields. Personal intangible resources. 

To compensate for the lack of financial means to improve productivity, firms generally provide the inputs, especially 
seeds and chemicals on credit and sometimes give cash credit to smallholder producers to invest in machinery and 
infrastructure. Factors of production.

These resources all (as a bundle) contribute to increasing the share of produce that smallholder producers can sell to 
high value markets.

Smallholder farms endowed with factors of production, personal intangible resources, process capabilities and dynamic 
capabilities are able to produce and sell a higher share of produce to high value markets than their counterparts who 
lack some of these resources.

This paper considers the high value market share to be the dependent variable which is explained on the basis of 
access of smallholder producers to a specific bundle of resources
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Conceptual model

A conceptual model for integration of smallholder producers in high value markets
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Methodology…

Hypothesis tested on103 smallholder deciduous fruit producers in South Africa

Smallholder producers have entered into contractual/partnership/mentorship arrangements
with exporting and/or processing firms or with commercial farmers that have linkages with
exporting and/or processing firms

Data collection
• Questionnaire was developed
• Two experts were asked to review the questionnaire
• Feedback was incorporated after which the questionnaire was pretested
• 5 point Likert scale type of questions used to gather information
• Respondents presented with statements re: extent to which certain resources constrain their participation in

high value markets

Measurement validation
• Multi-item measures validated in exploratory factor analysis
• Items that had low loadings dropped
• Items retained from exploratory factor analysis re-assessed using confirmatory factor analysis
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Methodology…
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We are constrained from producing good quality fruit because of…
• High costs of establishing orchards

• Machinery breakdowns during season

• High costs of production inputs

• High transport costs

• Uncertainty over land tenure

Multi-item measures used in exploratory factor analysis

Factors of production

We are unable to improve fruit quality and access better markets because of…
• Limited farming experience

• Lack of knowledge of which fruit cultivars to grow

• Little knowledge of tree management beyond planting

• Limited technical training in fruit production

• Low levels of literacy and numeracy

• Limited ability to speak certain languages

Personal intangible resources

Rate the extent to which your inability to render the ff. services deprives you market 
access and/or confines you to certain markets:

• Non-compliance with food safety and quality standards

• Limited ability to follow recommended spraying programmes

• Inability to honour/meet delivery schedules

• Failure to protect/save fruit from spoilage during storage

• Inability to deliver required fruit quantities and quality

• Inability to follow Integrated Pest Management Practices

Process capabilities

There have been adaptations, upgrades/improvements or adoptions in…
• The training of labourers

• The implementation of food safety and quality standards in fruit

• Fruit varieties

• Technologies

• The production capacity of the farm

• The production systems /practices on farm

• The structures on the farm

Dynamic capabilities
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Methodology
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Source: WCG

Scale items Loadings

Goodness of Fit Measures

Chi-square (df) RMSEA CFI

Factors of 
production

Machinery breakdowns during season

High transport costs

High costs  of production inputs

0.7179

0.8737

0.8672

5.50  (0.3580) 0.034 0.993

Personal Intangible 
Resources

Limited farming experience

Little knowledge of tree management beyond planting

Limited technical training in  fruit production

0.7162

0.8317

0.8449

3.99 (0.2622) 0.058 0.989

Process Capabilities Inability to deliver required fruit quantities and quality

Limited ability to follow the recommended spraying programmes

Failure to protect/save fruit from spoilage during storage

0.8355

0.8161

0.7408

5.38 (0.146) 0.090 0.985

Dynamic 
Capabilities

Changes in the training of labour

Changes in the implementation of food safety and quality 
standards

Changes in fruit varieties

Changes in technologies

Changes in the production capacity of the farm

Changes in production practices on-farm

Changes in structures on-farm

0.7226

0.8642

0.8919

0.8597

0.8486

0.9060

0.7151

18.06 (0.114) 0.071 0.988
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Results…
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Source: WCG

Regression analysis: Level 2 farmers are able to supply the high value markets by 25 % more than
Level 1 farmers while Level 3 farmers are able to supply the high value markets by 30 % more than
Level 1 farmers. The more resources the farmers acquire upwards along the hierarchy of
resources, the larger the share of produce that they could sell to high value markets

Farm Resource Endowment Co-efficient Standard Error Level of significance

Level 2 farmers 25.736 9.103 p < 0.01

Level 3 farmers 30.669 7.161 p < 0.01

Constant 50.533 7.416 p < 0.01
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Results…

Hypothesis predicted the share of produce sold to high value markets to be higher for level 3 
farmers than for level 2 and level 1 farmers 

Performed ANOVA to determine if the level of resource endowment affects the 
share of produce sold to high value markets by the 3 groups of farmers
Level 1, 2 and 3 farmer groups are different with F= 3.17; p-value =0.0000
Bartlett’s test of equal variance (chi-square (8) = 6.1408 > chi-square = 0.631) not 
significant.
This means there is an effect of the independent variables in each group of 
farmers
T-tests results showed a significant difference between the share of high value 
produce sold by Level 3 and Level 1 farmers.
While Level 3 farmers sold a higher share of produce to high value markets than 
Level 2 farmers, difference between these two groups was not significant (p > 
0.01).
Hypothesis is partially supported
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Conclusions and Recommendations for future research

Difference in the share of produce sold between Level 3 and Level 1 farmers was
significant
Difference between share of produce sold to high value markets by Level 3
farmers and Level 2 farmers was not significant
Dynamic capabilities in some subsectors of the deciduous fruit sector are not as
important as they are to other subsectors ;
Exporting and/or processing firms make a meaningful contribution in improving
smallholder participation in high value markets
Future research may establish the extent to which strategic partners contribute to
building the capabilities that smallholder producers require to sustain their
participation in high value markets
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