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Foreword

Cool and wet, the highlands of Kabale District, in southwestern Uganda, are a good
place to grow potatoes. But diseases are a problem, so it is important to have disease-
free seed.

The Nyabyumba Farmer Group was formed in 1998 to boost the production of clean
seed, as well as to produce potatoes for the retail market (called “ware” potatoes).
Members learned in a farmer field school how to produce disease-free seed potatoes.
They were supported by Africare (an international NGO), PRAPACE (a potato research
network) and the government’s National Agricultural Research Organisation (NARQO).

The Nyabyumba group gave birth to a national association of seed-potato producers,
which for several years produced seed potato. It sold most of its output through
NGOs, which supplied seed to other farmers. The association grew to 120 members
and had an annual turnover of $50,000. But in 2004, the market for seed potatoes
faltered when NGOs and farmers stopped buying seed, and the market was
oversupplied.

The Nyabyumba farmers needed a new marketing strategy for their seed and ware
potatoes. Together with Africare, the International Centre for Tropical Agriculture
(CIAT) and NARO, they chose Nando’s, a fast-food chain, as a target market. The
group developed a sophisticated production system to supply potatoes all year round.
[t overcame many technical, marketing and financial challenges, and eventually signed
a contract to supply Nando’s.

The group’s membership has since grown to 300 farmers. To generate money to
invest, it has established a savings-and-credit cooperative, which by the end of 2006
had saved nearly $2,000. In 2012, the group still supplies Nando’s, but with increasing
competition it wants to supply other fast-food chains too. The members know that
they have to innovate continually to maintain their competitiveness in the marketplace.

The Nyabyumba group is an example of a new way of doing development with
vulnerable rural communities. Five critical skills that smallholder farmers need to
engage successfully with markets are integrated into a novel capacity-building
approach.

» Self-selecting groups, like Nyabyumba, started by building their organizational man-
agement and production skills with support from NGOs, research organizations and
government extension services.

* As the group grew, they improved their skills to produce sustainably and manage
their natural resources.

* When their marketing environment changed dramatically, they learned new skills in
market and enterprise skills to identify alternative markets and develop new market-
ing strategies to rebuild their business options.

* The new market opportunities required them to upgrade their financial management
and invest more into their enterprise, this lead to group to setting up savings and
loan cooperative, which helped them to manage their internal savings and lending
and also how to deal with other money lenders.

* And finally, to become and maintain their competitiveness in this new market area.
They acquired new knowledge, tested new technologies (e.g. potato varieties appro-
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priate for Nando’s needs) and adapted management practices to suit its circumstanc-
es (e.g. small-scale irrigation to be able to supply all year-round).

Over the years CRS has made a dedicated effort to review and realign its agricultural
development strategy according to the needs and demands of our partners and
those we serve in developing countries. Ten years ago we saw the need to shift from
a production-oriented response to recovery from disaster, to one that incorporates
market- and business-oriented approaches. We observed that increased household
food production alone is no vehicle for moving poor rural people permanently out of
poverty. Understanding markets and building the capacity of smallholder farmers to
engage in profitable enterprises that earn them cash income have therefore become
integral parts of our agricultural development strategy.

This shift has required a new mindset among managers and technical staff alike.
Opportunities for market-led responses to crisis situations and the building of
business capacity in partners and other local development agents are replacing
indiscriminate transfer of assets and provision of services with little thought about the
sustainability of these interventions.

This approach requires new skills. Managers have to engage new staff with
appropriate education and experience. And existing staff are retrained to acquire new
skills. Farmers’ demands go beyond production practices and new technologies. They
now want to master a wider set of skills that include how to look for new markets and
negotiate sales, how to manage savings and loans, how to calculate costs profits,

how to do bookkeeping, and even how to develop environmentally sound products or
technologies.

The modules in the SMART SkKills series are part of CRS’s response to these new
needs. Their audience is the vast cadre of field agents, within CRS, our partners
and other public and private extension and development agencies dedicated to
supporting smallholder farmers finding a pathway out of poverty.

None of these skills by themselves are new or unique - farmers have always needed
them to successfully engage with markets. But development agencies have seldom
if ever provided integrated facilitation of these skills; they have been content to
support farmers only in those areas of their particular expertise. Through strong and
integrated capacity-building processes based on skills, we are reshaping the way
we support vulnerable communities. As in the case of Nyabyumba, communities
progressively become agents of their own change. They identify and grasp
opportunities that turn previous desperation into a brighter hope for the future.

Carolyn Woo

President and CEO, CRS




Preface

This set of manuals on “Skills for Marketing and Rural Transformation”, or “SMART
Skills” for short, presents an integrated and sequential approach to building
vulnerable farmers’ capacity to link with markets. The guides are intended for use
by development facilitators, field extension agents and community leaders working
with poor rural communities. They focus on helping to improve the livelihoods of
smallholder farmers by improving the production and marketing of their crops and
livestock products.

This guide contains the following parts:

* The subject matter: the knowledge and skills you need to master in order to teach
the skills. They are printed as lessons on the white pages.

* Quizzes to test your own knowledge. These are printed on the light green pages.
The answers are given at the end of the guide.

» Exercises: these are guides to follow in helping the groups master the knowledge
and skills they need. These are printed on the pages marked with a green stripe. The
lesson plans are also available as a PDF document at www.crsprogramquality.org/
smart-skills-for-farmers/. You can print out these pages and have them laminated so
they last longer.

» Staff exercises. These give you and your colleagues practice in particular skKills. They
are also printed on pages with a green stripe.

The training methods it contains are proven, and take into consideration the
capabilities of field agents and the populations across many countries in Africa,
Asia and Latin America. Many examples and records used in the guide come from
field experiences and real cases. Names and other information, however, have been
changed.

HOW TO USE THIS GUIDE

As a user learning the material. Read through this guide lesson by lesson, section
by section, trying to absorb the information presented. Read both the lessons and
the accompanying exercises. At the same time, picture how you would use the
information and techniques described to help you work with farmers on developing
their agro-enterprises. At the end of each lesson, answer the short quizzes. Check
your answers with the list at the end of the guide. If you get all the answers right,
congratulations! Go on to the next lesson. If you did not get all the answers right, go
back to review that section again before moving on to the next lesson.

As a trainer working with field agents. You can use this guide to teach other field
agents. You can present the information in the text, then work through the exercises
with the participants. Guide the field agents on how they should conduct and monitor
the training sessions. For some of the exercises, you can ask the field agents to
pretend that they are farmers.

As a field agent working with farmers and other rural people. Once you have taken
this course and passed the quizzes, you can use the guide to work with community
members to develop their skills. Every group and every situation is different, so this
guide cannot anticipate every problem you may come across. You should adapt the
relevant items as necessary and use this guide as a basis for building your own series
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of learning events. If in doubt, check with your supervisor or ask your colleagues for
advice.

Before teaching these materials, review and modify the following elements for your
own local situation:

* Names of people, villages, and groups.
e Currency.

« Amounts of the items shared in the examples. These amounts could vary based on
the target group’s income levels. If the amounts are either too large or too small, par-
ticipants may not feel that these tools apply to them.

* Stories. There may be more relevant examples for your community that will better
communicate the objectives.

* |tems being bought and sold.
* Types of income generating activities.
* When items are sold based on the local seasons.

Wherever possible, work in a participatory manner with the participants. This means
you should make sure that it is the participants who are gathering and analyzing
information and making decisions that will affect them. Your role is to facilitate their
learning, not to do the job for them.

As a reference source. You can also use this guide as a reference. If you need to
check on a technique or concept, look it up in the table of contents.

LEARNING ONLINE

If you are a CRS staff member or partner, you can also study the ideas in this guide
online, through an e-course. Contact your CRS supervisor for a username and
password. Once you have been registered for online courses you can begin the
e-learning version.

The e-courses use the same text, quizzes and exercises as in this guide. Many of
the tables are presented as forms that you can fill in online to help you record and
analyze the data you have collected.

SMART SKILLS GUIDES

This series consists of the following guides.

* Introduction to SMART Skills for rural development

* Organizing and managing farmers’ groups

¢ Understanding natural resources

* Managing natural resources

« Facilitating saving and internal lending and savings communities (SILC)
» Financial education

* Marketing basics

+ Seven steps of marketing (this guide)

* Promoting innovation.
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These titles are also being developed as distance learning products. As the process is
rolled out and experimented with in different situations, we look forward to receiving
feedback on modifications and improvements so that these learning products can be
continually improved.

FARMBOOK SUITE

Farmbook Suite is a set of integrated mobile tools that have been developed to help
agents support farmer groups. The tools are designed to assist with registration and
basic data collection, improve training, support business planning, market analysis
and monitor geo-referenced service delivery.

Farmbook Suite has several features to meet the needs of farmers, field agents and
project managers:

- Map & track for implementation and basic monitoring of farmer groups. This appli-
cation collects important farmer data to streamline and strengthen farmers’ registra-
tion, e-learning, business planning and monitoring and evaluation at scale.

* SMART Skills e-learning. These courses provide agro-enterprise training to help
farmers to increase production, grow their incomes and engage with markets.

* Farmbook business planner. This tool guides field agents and farmers through the
process of creating business plans that are based on participatory value-chain stud-
ies.

These features will allow field agents to do the following:

* Register a farmer group

» Track the delivery of training to farmer groups by field agents

» Collect monitoring and evaluation information using digital forms
* Take e-learning courses

* Use the business planner to write a business plan

* Analyze pre- and post-season costs, revenue and profitability.

To learn more about Farmbook, visit the CRS.org website.
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Introduction

This guide, Seven steps of marketing, focuses on the practical aspects of linking
vulnerable farmers with markets. The guide is the second part of the marketing skill
set. The first part, Marketing basics should be consulted prior to reviewing this guide.

The marketing approach of this guide focuses on the needs of poor farmers. The aim
is to ensure that farmers produce sufficient food crops for their household needs
and improve income through sales of surplus produce at local and regional markets.
The principles can also be used for helping to link farmers to higher value markets
including national and export markets.

The types of farmers targeted in this guide typically produce on farms of two to five
acres (1-2 hectares) of land. Typically, at the start of an upgrading process, farmers
will not own mechanized tools, use limited inputs, are not well organized, have no
savings schemes or links to formal financial lenders, and for the most part have
opportunistic trading relationships with buyers.

Seven steps of marketing presents methods and tools to assist a field agent who is
starting to work with a community on agroenterprise development. The approach can
also be used to assist farmers in shifting from production to a market-led approach

to agricultural investment. The methods described in this guide will help field agents
assist farmers in:

* Providing a clear understanding of markets and marketing

* Building a marketing curriculum with farmers

Identifying products with market opportunities
* Conducting a basic market survey to determine demand for specific products

* Upgrading a production system to meet market needs
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* Writing and implementing a business plan

« Collectively selling produce to an identified buyer

» Assessing profitability of various marketing strategies

« Using results from one season to improve marketing activities in subsequent seasons.

The end goal is to use the process outlined in this guide to transfer skills to farming
communities, and enable them to upgrade their farming systems based on new
knowledge.

SEVEN STEPS IN LINKING FARMERS TO MARKETS

Here are seven steps you can follow to help farmers develop their agroenterprises:
1. Getting organized

2. ldentifying products and organizing groups

3. Collecting information for the business plan

4. Building a business plan

5. Marketing as a group

6. Reviewing agroenterprise performance

7. Scaling up

We will guide you through each of the steps in turn.

7 Scaling up

6 Reviewing agroenterprise
performance

5 Marketing as a group

4 Building a business plan

3 Collecting information for the

business plan
Identifying products and

organizing groups
1 Getting organized

HOW TO USE THIS GUIDE

Before using the contents of this guide, we suggest that field agents who plan to work
on marketing first read and complete the lessons and exercises outlined in Marketing
basics, the first part of this course. Having completed Marketing basics, the field
agent can work with the project managers and community partners to carry out the
practical side of marketing outlined in the Seven steps guide.

As with the first guide, the chapters are divided into lessons, exercises and field
lesson plans. The field agent should first read the lessons provided in each of the
steps. The field agent should work through any exercises that are provided. These
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exercises are designed to help field agents practice ideas and calculations, so that
you fully understand the concepts and can apply the ideas with farmers.

The exercises are outlines for sessions when field agents work with farmers in the
field. There are 29 exercises in this manual. Each of the seven steps contains a series
of sub-steps that helps the field agents and farmers to identify, build, and record
information incrementally. This information is used to arrive at a decision point, and
then proceed to the next step.

You do not have to use every exercise with every farmer group. However, we would
advise that field agents complete all the exercises for the first season, and then make
a decision on which to use and which ones to drop in subsequent seasons.

The exercises are designed to take a farmer group through all the sub-steps in

a logical process. Farmer groups will learn more about markets, products with
market opportunities, the information required to prepare a business plan, and the
organization required to sell bulked goods to a buyer. The final steps help farmers to
understand more about negotiating with buyers, selling collectively, and reviewing
their actual sales against their plans. The last step helps field agents to scale up the
marketing process with other farmers so they can grow their businesses.

Each of the exercises provides the farmers with new information that builds up to
specific decision points. Farmers who work through this process will be able to apply
this approach to other products after learning the process in the first seasons.
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Step 1. Getting organized

This step helps the project team to get organized for an agroenterprise development
project. It covers:

Lesson 1: Organizing the project team, evaluating their agroenterprise skills, and
identifying ways to improve these skills

Lesson 2: Introducing the idea of agroenterprise development to the community, and
exploring their interest in it

Lesson 3: Understanding asset transfers within agro-enterprise

Lesson 4: Deciding on the entry point for the agroenterprise project.

At the end of this step you will have:

Held a series of meetings with project staff to outline the agroenterprise process and
be able to explain this to the target community

Met with the community and outlined what the agroenterprise project will do and
what it will not do.

Held discussions with community about the need for self-reliance in agroenterprise
methods and clearly explained how asset transfers will be limited, in order to improve
overall sustainability

Made a decision within the project team and with the community on a suitable start-
ing point for the project.

TARGET AUDIENCE

This first step is relevant to all the members of the project team, but specifically to the
project marketing theme leader, supervisors, partners, and field agents.






LESSON 1. ORGANIZING THE PROJECT TEAM AND WORKING
WITH THE COMMUNITY AND PROJECT PARTNERS FOR THE
FIRST TIME

IN THIS LESSON

After this lesson you will be able to:
» List the seven steps in agroenterprise development, and describe each of the steps
* Evaluate the agroenterprise skills of potential team members

* Describe the differences between the production and marketing approaches to rural
development

* List the types of information you will need about the target area

» Describe some considerations for working with partners on agroenterprise develop-
ment.

THE PROJECT TEAM

Many agroenterprise projects are managed by a small team of people from a

lead organization and perhaps one or more partners. This project management
team works with many other people: district supervisors and field agents; traders,
processors and retailers; business and financial services; and of course farmers and
community leaders.

Project Theme Field Local . Field Farmers
manager leader coordinator partner agent

* The project team includes theme or task leaders who coordinate activities and
provide training in different subjects such working with groups, inputs and business
services, production, finance and marketing.

* The theme leaders train and coordinate field staff from the lead agency, who in turn
coordinate staff of local partner organizations.

* Field agents from these local organizations work directly with groups of farmers.

This guide is aimed to support both the theme leader and the field agents working
directly with farmers.
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THE SEVEN STEPS IN AGROENTERPRISE DEVELOPMENT

The agroenterprise development process has seven steps (Table 1). Each step consists
of several sub-steps and activities. At each step, certain key decisions are made about
the direction of the activities.

The project team members must have a good idea of these steps. See Staff exercise A
for a way to introduce the steps to them.

7 Scaling up

6 Reviewing agroenterprise
performance

5 Marketing as a group

4 Building a business plan

3 Collecting information for the

business plan
ldentifying products and

organizing groups
1 Getting organized

EVALUATING THE PROJECT TEAM'S AGROENTERPRISE SKILLS

Promoting agroenterprise requires a range of skills. It is important that the project
team and especially the field agents fully understand the marketing approach. Several
people within the project team may need to acquire new skills and adopt a new
mindset to be successful in marketing.

For the project managers: Before starting to work on agroenterprise, the project
manager needs to evaluate the “in-house” agroenterprise capacity. This assessment
will help managers to decide on the type of marketing the
team should engage in. It will also indicate any training needs.
If the team has a lot of experience in marketing, you are more
likely to achieve rapid results than if the team’s experience

is limited or if this is a first time you are working on linking
farmers to markets.

QUESTIONS TO ASK YOURSELF AND YOUR TEAM

*« What experience do you have in marketing?

* |Is working with markets a new area for your team?

* Are your partners experienced in marketing and agroenter-
prise?

DO YOU KNOW THE KEY SKILLS
IN MARKETING?

* Does your capacity affect what you want to do with farmers?

* What additional skills and experience does your team need? * Market analysis

is? . . )
How can you get this? > Business service analysis

The answers are important because agroenterprise work ¢ Financial analysis

increases the amount of time and money farmers will invest in
their farming activities. The farmers can earn more, but there
are also risks. Sophisticated marketing efforts require more
skills and experience than simpler efforts.

Business planning skills
Profitability analysis

Implementation planning
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See Staff exercise A for a way to assess the team members’ marketing skills and
experience.

TRAINING PROJECT STAFF
Marketing requires many skills, supervisors, and field agents
need to learn first then apply

Once you have determined the level of marketing skills of the
team, you can design training to give them the skills they need.
You can help your team improve their skills in various ways:

* Get them to read through the Marketing basics course and
this course.

* Arrange a face-to-face or online training course.

Enable staff to learn on the job, perhaps by being coached by
a more experienced staff member.

* Hire new staff with the missing skills.

* Work with partners who have marketing skills and include
private sector partners.

Ask local business people for help. Many business people are more than pleased to
support projects that aim to help local business efforts. Working with traders, busi-
ness managers and economists is a quick way to learn how to support farmers in the
business world.

DEVELOPING A NEW MINDSET

Many development projects focus on increasing agricultural production. They
promote new farming technology and methods that help farmers grow more produce.

MAKE SURE THE
FIELD AGENTS
UNDERSTAND
THE MARKETING
AND BUSINESS
APPROACH
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SUCCESSFUL \
MARKETING /

But marketing projects need an additional set of skills. They
aim to help farmers increase their income and profit, in ways
that are sustainable in business, social and environmental SUCCESSFUL MARKETING... .

terms.
.. requires project managers, field

That means marketing projects require a different mindset. agents and farmers to have a new
You need to think not only about yields, but also about costs, m'nd.set' A mark?t'”g BIREIRERIED SEES
. ) ] farming as a business

income, and profit. You need to understand the agroenterprise

process and how it helps farmers improve their market

performance. You need to see farming as a business, not a

hobby or a way of life for poor people.

Everyone in the marketing project - managers, field agents, partners, and farmers -
must understand this and learn to think in this way.

Table 2 shows some of the differences in organizing a production approach and a
marketing approach. To be successful in business project staff will need both sets of
skills.

The production approach is useful to help farmers grow more food and produce a
surplus for sale. But a “production only” approach that neglects markets is not likely
to help smallholder farmers find their way out of poverty. For

that, improved marketing and business decision making is

needed.

A fundamental difference in a marketing approach is the BEING EFFECTIVE IN

emphasis on business planning. The project team and the AGROENTERPRISE...

farmers must be able to gather, organize, and analyze ..does not need brilliance, but it does
information, and then act on that information using a business require discipline in making and then
plan. This plan outlines the specific products and sales targets, implementing a business plan

and then follow the plan. They must invest the time, energy,
and money necessary to achieve their targets.
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TABLE 2. DIFFERENCES BETWEEN PRODUCTION- AND MARKET-BASED STRATEGIES

PRODUCTION STRATEGY MARKET-BASED STRATEGY
. Increase production to meet household Grow and sell products with an identified market
Primary focus
food needs demand
Business outlook Sell surplus production to opportunistic Alm t_o_ make a profit. FarrT_1ers produce to supply
buyers identified buyers at a profit
, Farmers form group to learn new Farmers’ group sets targets for production, sales, and
Farmers’ group . . X . o
A technologies (e.g., as part of a farmer field | profit. They work together to increase productivity
formation . : )
school) and incomes through collective marketing
Production levels based on new Farmers set production, sales, and profit targets as
Targets . .
technology (such as improved seed) part of the business plan
Collective action | Evaluation of new technologies Focus on collective marketing

Technologies and
asset transfers,
(seed, fertilizer,
agro-chemicals,
etc.)

All transfers come with a plan. Inputs paid by
farmers. If subsidies used, project should move to co-
investment and full payment using lenders

Typically provided free to farmers to
boost production

Includes use of savings and of loans from group or

Microfinance Not usually included ) S . >
financial institutions to pay for input supplies

Focus on impacts, volume of sales, profits, collective
marketing, use of business services, ability to re-invest

Monitoring and

evaluation Focus on training and production gains

GATHERING INITIAL INFORMATION ABOUT THE TARGET AREA

In order to advise the local community, project managers, DISTRICT
supervisors and field agents must understand the situation
they face. Here are some things to look for:

» Social context. General information on the local area, towns,
climate, population, social groups, and business outlook.

* Natural resources. Information on soils, water, crops, livestock,
and natural resources. Challenges faced, such as erosion,
droughts, floods, diseases, etc.

» Local production resources. Data on farm sizes, growing
seasons, typical farming equipment and practices irrigation,
transport systems, market infrastructure.

* Business and market organization. Detailed information on
the marketing system, major products and services traded,
input supplies, microfinance and banking services, major business challenges and
opportunities.

You may already have much of this information from previous work in the area,
or from the project design documents and baseline surveys. If you need more
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TABLE 3. POSSIBLE START-UP MEETINGS AND FIELD WORK WITH COMMUNITIES

MEETING SUBJECT
TYPE MATTER LEAD AUDIENCE RESULTS TIMEFRAME
Establish basic
Project Lead ground rules for the
Lesson 1 Workshop 1 orientation agenc Project team project, staffing plan, | 3 days
workshop 9 y capacity analysis,
orient project team
Participatory Gather initial project | 1-2 weeks,
appraisal, . Field staff and | information from depends on
. R Field . .
Lesson 2 Field work rapid market community target communities how market
o agents
survey, sensitize leaders and markets, start markets are
communities forming groups assessed
Project planning ) ReVIe\{v participatory
Project team appraisal results,
based on results Lead . ;
Step 2 Workshop 2 o including plan groups for 3 days
of participatory agency . .
. private sector agroenterprise, and
appraisal .
savings
Visioning, Register farmer
Lessons 4 . registration of Field Field staff and 9
Field work - groups, select 1-2 weeks
and 5 groups, data flow | agents community
) products
mapping
Agreement on entry
Project Lead Project team points, method
Lesson 4 Workshop 3 implementation including for implementing 3-4 days
agency - . .
plans private sector project and reporting
responsibilities
) Start Field Field staff and | Training and .
Project work | . . . . . Ongoing
implementing agents community implementation

information be sure that you only collect data that is going to help you to support
agro-enterprise work. Be sure you have a clear focus on any information gathering;
field agents should not gather general information that falls outside the scope of the

project.

Consider conducting a participatory appraisal or rapid market appraisal to fill in
any gaps in the information. You can gather information on markets by interviewing
traders, support agencies, NGOs, extension workers, and business services. See

Exercise 7b for ideas on how to do a market survey. You can prepare maps or use GIS
tools to show the locations of important features.

INITIAL MEETINGS WITH STAFF AND COMMUNITIES

You will need to hold some initial meetings with other members of the project team,
public and private sector partners, and the community to receive feedback on the
enterprise project. These meetings draw on the project design to develop a detailed
implementation plan. Table 3 shows a summary on how a project team could organize
a series of start-up workshops to do this. Detailed information of the various topics of
these meetings is presented in the subsequent lessons.
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Between the workshops, the team members gather information through participatory
appraisals and rapid surveys, and discuss issues with partners and communities. At
the workshops, the participants analyze the information, make decisions, and plan the
next field sessions.

These initial meetings give the team a chance to learn about the farmers’ resources,
assets, skills and business ambitions. The project team must set clear “rules of
engagement” that explain to the community the purpose of
the project, the approach, and the roles of the project team
and farmers.

WORKING WITH PARTNER ORGANIZATIONS

Agroenterprise development can be complex, and it is unusual
to have all the skills needed within one organization. So your
organization may need to find like-minded partners from

the public and private sectors to support the process and

help you scale-up activities. These partners may be from

local communities, NGOs, church organizations, government
agencies, research institutions, private companies, and local
entrepreneurs.

Here are some points to discuss with potential partner
organizations:

« Skills. What skills does the partner offer the project group?
Does the partner have agroenterprise skills? Does the partner have staff trained in
using participatory techniques? If not, will it agree to training?

 Commitment. Is the partner’s management committed to support for 24-36 months?
Is the partner interested in a long-term commitment to agroenterprise?

* Location. Does the partner work in the same geographical area?

* Resources. Does the partner have the resources to engage in the project, or is fund-
ing required?

» Information. Does the partner agree to link field data and financial reporting into a
single routine reporting process?
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In many cases, agroenterprise development will be a new area of activity for at least
one of the partners. The lead organization should provide training to partners when
the project begins. The lead agency should also audit the quality of the marketing
services being delivered.

CONDITIONS OF COLLABORATION

The partners should discuss conditions for their collaboration.
Once agreement is reached, they should prepare a formal
memorandum of understanding that outlines their roles and
responsibilities and any financial arrangements.

Technical reporting is as important as good financial accounts.
In any working agreement it should be clear that any financial

support requires clear rules of financial accountability. It must

also be made clear that technical accountability or reporting is
as important as financial records. Both technical and financial

reporting are required in order to maintain financial support.

As the agroenterprise approach is focused on market
performance, it is particularly important that information on
the market performance of farmer groups is recorded and
information reported.

NO DATA, NO PAYMENTS!

All financial transactions should be tied to technical reporting,
according to agreed formats, specifically around farmer group
market performance.

Where possible engage farmers in the evaluations of the project activities and

try to incorporate their feedback into future plans. Mobile technologies facilitate
farmer auditing and evaluations. If the partners provide field agents, these should be
selected carefully. Field agents should be dynamic and interested in their new role,
have strong participatory skills, and, if possible, have some business background. It
may be necessary to hire new staff with these attributes. To support women in agro-
enterprise work, partners should include women field agents. Provide basic market
training to all new staff of partner organizations to ensure they have the necessary
skills and a clear market mindset.

DECIDING ON AN APPROACH

To build an effective marketing approach, the team needs
to understand the local market conditions. It has to develop
an approach that suits its own skills and capacity, and

that matches the needs and abilities of the local farming

\ Marketing experience
Time frame

community. Scope

{ Technology
Here are some issues to discuss with the team members and Skills
partners: { Marketing

Private sector
* The team’s own marketing experience

* The project time frame and scope of investments

* Technology packages that the project aims to supply
* The skills of partner organizations

* The farmers’ marketing experience and organization

* The maturity of the local private sector.
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These issues will determine the best approach to use in your situation. Do not be too
ambitious, especially with an inexperienced team and if you are operating in difficult
circumstances.

CONCLUSION

This lesson has discussed how to organize the team to plan and implement an
agroenterprise development project. It enables the project team to get organized,
evaluate their skills, gain a basic knowledge of the agroenterprise approach, and
initiate a working relationship with other partners and the community. The project
team will begin to realize that the marketing approach is different from a purely
production-based approach.

The next lesson will focus on how to begin work with the community.
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QUIZ 1

Answers at the end of the guide.

1.

Which of these is a marketing approach?

A. Grow as much as you can, then try to sell it

B. Form a group to learn new production
techniques

C. Test a new farming technique by comparing it

with the method you already use

D. Choose what crops to grow based on a
market demand

Two of these statements are from farmers

who have been working in a marketing proj-

ect. Which two?

Select all that apply.

A. “In our demonstration plot, we tested several
ways to improve our yields”

B. “We agreed to plant vegetables at weekly
intervals so we could produce a continuous
supply”

C. “We sold our produce to the first buyer who
came along - and we got a good price!”

D. “We negotiated a contract with a buyer for a
fixed price”

. Select the skills that a marketing specialist

will need.

Select all that apply.

A. Helping farmers keep track of market prices
B. Linking farmer groups to potential buyers
C. Conducting market surveys

D. Helping farmers organize a planting and
harvesting calendar

4. What types of people might the project

team work with?

Select all that apply.
A. Business services
B. Community leaders
C. District supervisors
D. Farmers

E. Field agents

F. Financial services
G. Military leaders

H. Processors

|. Retailers

J. Traders

. Here are some steps in agroenterprise de-

velopment. Put them in the correct order.

A. Marketing as a group

B. Build business plans and implementation
plans

C. Organize staff and meet community

D. Collect information for a business plan
E. Reviewing agroenterprise performance
F. Scaling up

G. Identify products and select groups

. Before starting to work on an agroenter-

prise project, the project manager needs
to evaluate the “in-house” agroenterprise
capacity. What types of questions should
you ask yourself and your team?

Select all that apply.

A. What experience do you have in marketing?

B. Is working with markets a new area for your
team?

C. What are your pay requirements?

D. Are your partners experienced in marketing
and agroenterprise?

E. What is your marketing plan for this
community?

F. Does your capacity affect what you want to
do with farmers?

G. What additional skills and experience does
your team need? How can you get this?

STEP 1: GETTING ORGANIZED
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STAFF EXERCISE A. ASSESSING THE MARKETING SKILLS OF PROJECT STAFF

This exercise enables you to gather information
about the project team members’ skills and
experience in agroenterprise development. It will
help you identify their strengths and gaps in their
knowledge, and hence their training needs. It can
also be a good team-building exercise as it allows
members to get to know each other’s skills and
experience in agroenterprises.

OBJECTIVE

After this exercise you will be able to:

* Assess the marketing skills of potential members
of the agroenterprise team.

* |dentify team members’ training needs in agroen-
terprise development.

EQUIPMENT NEEDED

» Agroenterprise skills assessment forms (Table 4)
(one per person)

EXPECTED OUTPUTS

« A list of marketing skills of each team member

* A list of training needs for the team members

TIME REQUIRED

* 30 minutes

PREPARATION

* None

SUGGESTED PROCEDURE

1. Ask each of the team members to list their skills
and experience in agroenterprise development
using a skills assessment form (Table 4). They
can do this individually or in pairs, with each
person asking the other about their skills and
experience and filling in the form accordingly.

2. Ask the team members to count the number
of items in each row of the table. Then multiply
these numbers by the weighting factor to give
the scores in each row. They should then sum
the scores at the bottom of each form.

3. Table 5 gives an example of how to do this

4. Collate the results of the exercise and the scores
using the agroenterprise team capacity form
(Table 6).

5. If a team member scores highly (e.g., more than

—

4 SEVEN STEPS OF MARKETING

30), he or she can be considered to have strong
agroenterprise skills that are well suited to rural
business development. If the score is less than
10, then the person would benefit from addi-
tional training and starting the agroenterprise
process with some expert assistance. You can
identify the specific types of training needed
from the responses to each of the questions.

TYPES OF SKILLS INCLUDE

Participatory skills
» Crossing the river

* Transect walks to assess (farms and production
assets, such as rivers, bore holes, irrigation)

* Crop ranking exercises

* Pair wise ranking matrix

* Venn diagrams

* Visioning

» Setting up farmer groups

» Establishing savings and loans groups
Marketing skills

* Market mapping

* Market analysis

* Business service analysis

* Financial analysis

* Business planning skills

* Profitability analysis

* Implementation planning

* Negotiating with suppliers and traders

* Supporting loan applications



TABLE 4. AGROENTERPRISE SKILLS ASSESSMENT FORM

Name

MULTIPLY NUMBER
OF SKILLS BY...

EXPERIENCE AND SKILLS SKILLS

SCORE

What participatory skills you have? 2

How many farmers’ groups have you

established? 3
How many market visits have you facilitated

4
and evaluated?
How many surveys for marketing have you 5
completed?
How many enterprises have you supported? 6

What is your level in your organization?
(10 for management level; 5 for senior field 1
technician; 3 for assistant)

Overall score
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TABLE 5. EXAMPLE OF AGROENTERPRISE SKILLS ASSESSMENTS FOR TWO TEAM MEMBERS

EXPERIENCE AND SKILLS SKILLS SCORE SKILLS

Name John Mary

Crossing the river

List the number of participatory | Pairwise ranking matrix All four stages of

appreciative inquiry

skills you have Venn diagrams 5x2=10 . 4x2=8
. ) dream, develop, design,
(score 2 per skill) Market mapping deliver for gender analysis
Visioning
List the number of farmers’ ,
groups you have established o || Three farmers’ groups for 3x3=9

experimentation
(score 3 per group)

List the number of market
visits you have facilitated and
evaluated

(score 4 per visit)

Took two groups of farmers
to local market and linked 2x4=8 0
farmers with traders

Cassava market chain in

List the number of surveys
local market

for marketing that you have
completed Cashew nut market from 2x5=10 0

farmer to port, including all

(Geere & [pe7 SUNEY) market chain actors

Cassava chipping to sell to

List the number of enterprises local glue factory
that you have supported in the Cabbage production for _

3x6=18 (6}
past local market
(score 6 per enterprise) Potatoes for local shopping

center

Level
(add 10 for management level; S | gapior technician 5x1=5 | Assistant 3x1=3
for senior field technician; 3 for
assistant)
Overall score 51 20

TABLE 6. AGROENTERPRISE TEAM CAPACITY FORM

AGROENTERPRISE

SCORE REMARKS

GENDER

POSITION

From Agroenterprise
M/F skills assessment form, | Training needs, partner, etc.
Table 4

Field supervisor 1

Field supervisor 2

Field supervisor 3

Field agent 1

Field agent 2
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EXERCISE 1. EXPLAINING THE AGROENTERPRISE PROCESS

Teaching tip: This lesson plan explains the various
steps in the agroenterprise process.

Audience: You can use it with the project team,
partner organizations, community members, and
farmers.

OBJECTIVE

After this exercise the participants will be able to:

* List the seven steps in the agroenterprise develop-
ment process, and describe each step.

EQUIPMENT NEEDED

» Cards of different sizes, marker pens

EXPECTED OUTPUTS

* An understanding of the steps in the agroenter-
prise development process, and of the ideas on
how to adapt the process to suit the local situa-
tion.

TIME REQUIRED
* 2-3 hours

PREPARATION

Write the steps on the big cards, and the sub-steps
on the smaller cards (one per card). Feel free to add
or delete steps or sub-steps to suit your situation.

SUGGESTED PROCEDURE

1. Introduce the seven steps in the agroenterprise
development process one by one. As you discuss
each one, put the corresponding card on the
ground so all can see it.

2. Introduce the sub-steps and briefly describe
them. Add the corresponding cards to a diagram
you are building on the ground. Adjust the plan
by adding new cards if necessary. See also Table
1 for points to discuss (time needed for each
step, decisions to be made, type of field activi-
ties, etc.).

3. Invite questions and comments from the partic-
ipants as you are presenting. It is important that
everyone understands the concept of several
steps, and how one step prepares for the next
one.

4. Make a note of the final diagram. Copy it onto a
large piece of paper and post it on the wall for
reference.

NOTES

You may also choose to run this exercise with
the farmers to help them understand the
agroenterprise development process.
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Seven steps in marketing

1 GETTING
ORGANIZED

2 IDENTIFY
PRODUCTS AND
ORGANIZING
GROUPS

7 SCALING UP

3 COLLECTING T
INFORMATION FOR
THE BUSINESS
PLAN

6 REVIEWING AGROENTERPRISE
PERFORMANCE

4 BUILDING A
BUSINESS PLAN

5 MARKETING AS A GROUP
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LESSON 2. WORKING WITH THE COMMUNITY

IN THIS LESSON

After this lesson you will be able to:

* Explain the marketing approach to local people.

* Describe several tools used to familiarize local people with marketing ideas.

¢ Conduct a visioning session with villagers.

INTRODUCING THE IDEAS OF MARKETING, SELF-RELIANCE, AND VISIONING

If you are working in a new location, you will need to introduce yourself, get to
know the local community, and gain their trust. Get the support of both formal
and traditional local leaders. Such introductions can take time. See the manual
Introduction to SMART Skills for rural development Lesson 4 for how to do this.

When you introduce the idea of marketing to the community members, be prepared
and clear about what to tell them.

Describe the market approach and how it is different from a production project, see
Table 2. Explain why a market approach will be of interest to them. Explain that the
proposed project is about marketing and farming for business.

Explain that the project will work with local people by facilitating their marketing
work. It will not do marketing for them. Explain this by using the role play “crossing
the river”, and explain that self-reliance is a vital part of marketing.

Explain that the project will target specific types of farmers. Generally projects will
focus on farmers with less than 2 acres of land, but that other types of farmers may
be included such as the more commercial smallholders with 2-10 acres and even
farmers with more than 10 acres. An important point to get across is that even if the
project is focused on one level of farmers, everyone in the community can benefit.

Explain the types of target clients to be involved in the project. (Your target farmers
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will depend on the goals of a particular project. Your project may focus on the needs
of poor farmers, progressive farmers, women, young people, landless people, the
ultra-poor, a combination of these groups, and so on.)

» Selecting target farmers needs the support from the community, and the consid-
eration of factors such as land area, education levels, and wealth ranking. To select
poorer farmers in a community, the local community council or leadership should
work with the project supervisors and field agent to prepare a list of possible farm-
ers, based on some basic criteria, such as land cultivated, asset levels, female-headed

households, etc.

* Use the visioning method as a way of helping farmers to understand how a market
based approach will help them to achieve their goals over time.

Farmers can sometimes be reserved when you start talking about markets, supply
and demand, business plans, and profit. They may not be familiar with the “marketing
language” or know how to respond to guestions about revenues and costs. Keep your

TABLE 7. PARTICIPATORY TOOLS FOR INTRODUCING MARKETING

METHOD

Games

WHAT’S THE PURPOSE

WHEN TO USE

WHERE TO
FIND IT

Demonstrates that the
project team are there to

Opening sessions

Introduction to

sessions with farmer
groups

Crossing ariver facilitate market linkage not | With community focus 1hour iﬁégzesfgls
do the work for the farmers | 9roups
Ice breaker helps to Opening sessions Marketin
How to find your first 20 stimulate farmers to think with community focus 20 minutes basics ex%rcise
shillings about on what they need to groups and farmer 103
start a business groups
Evaluates farmers’ Opening sessions Marketing
Wh_at makes a great enterprise spirit and | with community focus 1-2 hours basics exercise
business person showcase the characteristic | gr5ups and farmer 10b
needed for entrepreneurs groups
Focus group methods
Opening sessions
Gather information on 2--3 ; ; Introduction to
How to run a focus group - . with community focus 1-2 hours SMART Skills
major questions groups and farmer exercise 4a
groups
i ; ; 2-3 hours ; .
Explaining the Explain Fhe steps in . At planning workshops This manual,
agroenterprise process developing agroenterprise exercise 1
Various times, including
opening sessions Introduction to
Focus group method to SMART Skill
N help people think about with community focus ) s
Visioning P peop L 1-2 hours exercise 4c and
long term ambitions and groups and at more hi I
steps needed to get there detailed market focused texlesr?isg;a
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language simple. Tell the group that
the purpose of the work is to talk about
markets, how to get to market, how to
increase income, and how to grow your
money.

FAMILIARIZING PEOPLE WITH
MARKETING

You can use participatory techniques
to establish the case for a marketing
approach. Use the techniques list in
Table 7 to set up introductions, organize
local people, help them learn about the
market, and build momentum for the

project work. TRY TO MAKE TRAINING FUN!

Role plays help community members to

present a new idea, act out the idea, and

then discuss it amongst themselves. See

the manual /Introduction to SMART Skills for rural development, Exercise 4b, which
outlines the “crossing the river” role play. Using this role play is an effective way of
explaining the need for people to learn how to work with markets.

Games are a fun way to start taking about marketing and business. The Marketing
basics course contains exercises that can be used to get people thinking about
entrepreneurship and marketing and to help them learn the marketing words.

Focus groups are a kind of open-ended group interview (see /Introduction to SMART
Skills for rural development lesson 4a). They are a good way to gather information
about a particular subject, identify challenges and opportunities, and explore interest
in possible solutions.

Explaining the agro-enterprise process. It is important that the community members
are clear about the process they are embarking on. They should realize that it consists
of multiple steps, some of which may last up to several months. You can use Exercise
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1to introduce the ideas within the 7 steps to farmers. Consider repeating this exercise
at various stages during the process to remind people of progress and the actions still
to be taken.

Visioning is a technique used to help a community or any type of group think about
what they want to achieve in the future and the steps they need to take to reach their
goals (See Introduction to SMART Skills for rural development exercise 4c and this
guide exercise 2a).

For this process, you can start by asking the group about their long-term vision. Start
this process by asking the farmers to imagine what they would like their production
and marketing to be like in, say, 5 or 10 years. This is a useful way of finding out the
group’s ambitions. Remember that different segments of the community may have
different outlooks and aspirations.

Once they have done this, you then ask them to think of what the situation will be
like in a shorter time frame - such as 3 years - and to ask them what they need to do
to put these changes into effect. This forces the farmers to be more realistic, and to
prioritize activities.

You then ask them to shorten the time frame again: what will things be like in 1 year.
Again, ask them to say what they will need to do to make these changes happen.

At the beginning of a project, a visioning session can help people think about why
they would want to be part of an agro-enterprise project. You can also use the
visioning method for more detailed planning work, we will return to using visioning in
Exercise 2.
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A. Visioning

QUIZ 2

Answers at the end of the guide.

Marketing projects are like production-ori-
ented projects, only with marketing aspects
added on.

A. Correct. The two approaches are very similar

B. Not necessarily. Marketing starts by looking
at the market, then working out how farmers
can produce and sell products that are in
demand

. A marketing project tells the farmers what
to grow, then buys the produce from them
and sells it.

A. Correct. The project will buy what the
farmers produce and take care of transport
and sales

B. Not correct. The farmers have to do these
tasks themselves. The project will give them
the skills they need

. The project will work with everyone in the
community.

A. Correct. The project will work with everyone
who is interested

B. Not necessarily. The project will work with
interested people, but only those who have
the potential to produce and sell products to
sell

. You can use participatory techniques to
establish the case for a marketing approach.
Match the description to the correct ap-
proach.

APPROACH DESCRIPTION

1. Helps community members to
present a new idea, act out
the idea, and then discuss it
amongst themselves

B. Focus

2. A fun way to start talking about
group marketing and business

C. Games

3. A kind of open-ended group
interview

D. Role play

4. A technique used to help a
group think about what they
want to achieve in the future
and the steps they need to take
to reach their goals

5. When you introduce the idea of marketing

to the community members, what kinds to
things should you be prepared and to clear-
ly tell them?

Select all that apply

A. Describe the market approach and how it is
different from a production project

B. Explain how the marketing approach will
place control of the community in the poorer
farmers’ hands

C. Explain that the project will work with local
people by facilitating their marketing work. It
will not do marketing for them

D. Explain that the project will target specific
types of farmers

E. Explain the types of target clients to be
involved in the project

F. Explain how the marketing approach will make
everyone in the community rich

G. Explain that selecting target farmers needs
the support from the community, and the
consideration of factors such as land area,
education levels, and wealth ranking

H. We will use the visioning method as a way of
helping farmers to understand how a market
based approach will help them to achieve
their goals over time

. When is the best time to use a visioning

session?

A. At the beginning of a project
B. At the end of a project
C. In the middle of a project
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EXERCISE 2. VISIONING “BASIC SESSIONS”

Teaching Tip: Visioning is a method that can be
used at various levels in a project to help people
imagine what their situation could be like in the
future and the steps they need to take to achieve
that future goal.

OBJECTIVE

After this exercise the participants will be able to:

* Describe the desired future for their community or
farmers’ group.

« |dentify the steps they will need to take to reach
this desired situation.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS

* A long-term goal and a series of concrete steps to
achieve this goal.

TIME REQUIRED

* 1 hour

PREPARATION

* None

SUGGESTED PROCEDURE

1.  Ask the community group to think about their
current food security and income situation. Get

them to draw a picture of their existing situation.
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Ask the community members to imagine what
they would like to change in their farm or village
in the long term, in 10 years’ time. List these
goals on a second sheet of paper under the
same headings.

Ask the group members to think of the long-
term activities they will need to do in order to
reach this goal. For example, if they want to
build a school, bring more land into cultivation?
Install irrigation? Get a loan from the bank? List
these activities on another sheet of paper.

Ask the group members to repeat this exercise,
but this time to think of activities in the medi-
um term - say, three of five years from now. Get
them to be more specific and realistic about
their suggestions. Their suggestions should lead
them towards the long-term goals they have just
set out. Record their answers on another sheet
of paper.

Now get them to repeat the exercise for short-
term activities, to do in the next year or produc-
tion cycle. This time they should be very specific
and realistic about what activities they will
undertake, who will do what and when, and what
types of support they will need. Record their
ideas on another sheet of paper.

Mark which activities they can do themselves
with their existing resources, and which will re-
quire external support.

Summarize the results of the discussions and
notes.



WHERE WE ARE
NOW

WHERE WE WANT

oOac o9 TO BE

GO
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LESSON 3. ASSET TRANSFERS AND SUSTAINABILITY

IN THIS LESSON

After this lesson you will be able to:
* Explain why giving free handouts is generally a bad idea

» List some alternative ways to ensure farmers get the assets they need to improve
their agroenterprise.

THINK ABOUT SUSTAINABILITY

Before starting work with the community, the project must consider the sustainability
of the project. This means the project team needs to have some clear rules about the
way training and assets will be delivered. The project team should review the types of
assets that will be used in the project and set rules about how they will be transferred
to communities. The types of inputs used in agricultural projects include things like
(seeds, tools, fertilizer but also, equipment, facilities such as mills, stores, drying
platforms, plows, tillers, vehicles and buildings, etc.).

Remember that everything you or the project gives away free to farmers, will not be
available for free when you leave. If you try to change the existing system by giving
away inputs, the project will be less sustainable in the future. For this reason, try to
have a light “investment footprint”. Do not give things to farmers, if local business
men are selling the same products in your project area. The best market facilitators
have a strict rule: “No free handouts!”

THE BEST MARKET
FACILITATORS
HAVE A STRICT
RULE: “NO FREE
HANDOUTS!”

In many projects, we understand that the design means you need to provide farmers
with some assets, so the project can achieve a measurable effect before it ends.
Even in such cases, keep asset transfers as small as possible, and limit free handouts.
Remember, the community will need to pay for all goods and services themselves
when the project ends. The sustainability of a project will decline as the level of
handouts increase.

GIVING THINGS
FOR FREE CAN
MAKE IT MORE
DIFFICULT FOR
FARMERS IN THE
LONG TERM
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FREE HANDOUTS

Providing assets for free should be a last resort. Instead, try to
find alternative approaches to managing assets, or make sure
the farmers or the community pay for them over time. Whilst
everyone likes being given free things, this does not work in a
business approach, avoid being Father Christmas.

USING VOUCHERS

If your project focuses on the poorest and most vulnerable
groups, consider using vouchers or similar subsidy
arrangements to jump-start activities. Vouchers are a more
accountable form of exchange than cash, as someone can
redeem them only with certain vendors or for particular types
of goods. For example, vouchers can be used by farmers with
agricultural input dealers to access seeds, tools, fertilizers
and agro-chemicals. Vouchers can either be full payment or
partial payment, and linking the farmers with the inputs dealers
through vouchers, helps to build a relationship between
farmers and technology vendors.

CO-INVESTMENT

If you are working with the community to build specific assets,
such as irrigation channels, check dams, grain stores, cement
drying-floors etc. that require significant labor, discuss ways in
which the community can co-invest. Work with the community
to co-invest in the construction, for example, the project can
provide basic materials and expertise in construction on the
condition that the beneficiary community provides free labor.

PHYSICAL ASSETS

Avoid giving farmers large physical assets for free. For
example, try to avoid giving farmers free hammer mills, or

a free dairy coolers and seed stores, unless this is essential
to making progress. If you do make major transfers, make
sure that these large assets are transferred along with a clear
business plan on how the community or an entrepreneur

will use and manage the asset over time. This should include
costing the use, charging fees for use, so that the asset can
be maintained over its useful life and then replaced. These
are important enterprise principles to avoid mismanagement,
under-use or capture by a local elite.
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AFTER A DISASTER

Following a disaster, farmers may have lost all their assets.

In such situations it may be necessary to provide start up
seeds, fertilizer and tools packages to help farmers’ restart
their agricultural production. However, for enterprise groups
it is better to avoid hand-outs. If asset transfers are used, any
such support measure should be clearly identified as a special
start up investment, and such types of subsidies should not
be considered as a regular annual handout. Farmers who

are given seed get them only one time. Where possible, give
farmers small amounts of improved seed and work with them
to multiply this seed and manage it carefully in the future.
Essentially, all groups should be formed to achieve a goal that
merits a collective effort without having to resort to subsidized
monetary incentives.

SHOULD TRAINING BE FREE?

Most farmers expect that training will be given for free.
However, as projects seek greater scale, they are training local
community workers who charge for their training after an
initial grace period. It is likely that future development project
services will use this process to increase both employment
options and build in more sustainability. CRS is already
training savings and loans agents to charge for their training.
We anticipate integrating the SMART Skills into the services
provided by local the private sector. Skills set training may be
introduced to the community on a no-cost basis at first. But
in the future, we anticipate that farmers will have to pay. For
example, they may learn the first two skills free, but have to
pay for training in subsequent skills.

CONCLUSION

This lesson has covered ways to introduce the idea of self-
reliance, agroenterprise and marketing to local people.
Because the project focuses on enterprise development, it is
important to avoid giving away assets for free. That way the
farmers will realize early on that they will have to think in a
business way, and make the investments necessary to establish
their enterprise and that in the future, they will need to invest
to grow their enterprise.

The initial discussions with the community help orient the
team members and farmers on what the agroenterprise
project aims to do, how it is different from a purely production
based project. The focus groups with farmers should start a
discussion on product ideas, market risks and what it means to
be a farmer marketing group.

The next lesson looks at choosing an entry point for your work
in the community.
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QuUIZ 3

Answers at the end of the guide.

1. A mobile phone would be very useful for
the farmers’ group to contact potential buy-
ers. But they say they cannot afford to buy
one. What should you do?

A.

Give them a cheap mobile phone plus airtime
for free

. Give them a cheap mobile phone, but ask

them to pay for airtime

. Ask one of the richer farmers in the village to

pay half the cost of the phone

Suggest that the group invest some of their
savings in a phone

2. The farmers need seed and fertilizer at the
start of the season, but they do not have
the cash to buy them. Here are some possi-
bilities.

Choose three of the possible solutions below.

A.

Help the farmers organize a savings group so
they can invest the money

Arrange for a local moneylender to loan them
the money at a fair interest rate

Give them money to buy these inputs, but
make it clear you will not do so again

Give them vouchers to pay for half of the
inputs they need

. Arrange for the dealer to provide the inputs

on credit, for repayment at the end of the
season at a guaranteed price

3. What are the advantages of using vouch-
ers?

Select all that apply

A.

Vouchers are a more accountable form of
exchange than cash

. Linking the farmers with the inputs

dealers through vouchers, helps to build a
relationship between farmers and technology
vendors

. Vouchers promote co-investment

. If your project focuses on the poorest and

most vulnerable groups, use vouchers to
jump-start activities
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SITUATION

A. The farmers have lost

4. Match the intervention to the correct situa-

tion.

INTERVENTION

1. Co-investment of
their animals in a flood, so labor
the project provides them

with some goats

. The project provides

2. Co-investment
cement to build a check- of materials
dam; the farmers bring

sand and stones

. The project provides

3. Vouchers
cement, wood and
roofing; farmers use it to
build a warehouse

. The project gives seeds to

4. Free handout
the farmers

. The project provides

5. Post-disaster
each farmer with a piece recovery
of paper that they can

exchange for seeds at a

supply store.

. All groups should be formed to achieve a

goal that merits a collective effort without
having to resort to subsidized monetary
incentives.

A. True

B. False

. It is likely that future development project

services will charge for training, increasing
both employment options and building in
more sustainability

A. True

B. False




LESSON 4. DECIDING WHERE TO START THE PROJECT

IN THIS LESSON

After this lesson you will be able to:
* Describe possible entry points for an agroenterprise project

* Help local people decide on the entry point.

CHOOSING AN ENTRY POINT

Where and how to start the agroenterprise process depends on a number of factors.
They will be guided by the project document, in-house assessments, and the site
assessment.

IDENTIFYING THE
BEST STARTING
POINT FOR YOUR
PROJECT

Projects rarely start from zero. Farmers already grow crops and raise livestock.
Traders already do business, markets function, and consumers buy goods and
services. Many projects are already running when funds become available to start
work on agroenterprise. Even after a severe crisis such as a drought or civil war,
markets can rebound very quickly. Rather than providing free hand outs or building
parallel and subsidized marketing systems support agencies should find ways to
rejuvenate existing marketing systems.

Below we discuss the various entry points that agroenterprise projects may use, with
a checklist you can use to plan your entry point for your project. Some projects may
use more than one entry point with the farmers.
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ENTRY POINT 1: PRODUCTION AND NATURAL RESOURCE
MANAGEMENT

In some cases it may be necessary to deal with some critical
production or natural resource issues before an agroenterprise
project can begin. For example, it may be necessary to control
erosion or manage water by building dams or bunds before
commercial production can begin. Protecting and maintaining
soil and water resources is a vital part of sustainable
agroenterprise development.

See the SMART Skills courses on natural resources for more
information.

ENTRY POINT 2: START WITH SAVINGS AND LOANS

There is increasing interest in the use of savings groups

as a means of organizing farmers before entering into
agroenterprise. The first six to 12 months of the project is used
to bring together farmers and to build their skills in group

and financial management. There are several advantages to
this approach. Farmers decide who they want to learn and
save with; they generally choose people with a similar level

of wealth and outlook. Regular meetings build trust and

help them learn basic financial literacy skills. This approach

is particularly helpful when working with poor farmers and
with women as these groups tend to lack savings for basic
investments in the farm. It may also improve the group’s
sustainability and increase their prospects of working together
in a business environment.

ENTRY POINT 3: PRE-SELECTED COMMODITY

Many development projects are designed on a previous market
study, which has already targeted a particular commodity

or product. This means that the agroenterprise process can
start immediately on working with farmer groups to develop
business plans for the selected product. This fast start-up
approach enables the agroenterprise team and farmers’ group
to get to the investment and production stage more quickly.
The focus of this option is to increase sales of the selected
product.

ENTRY POINT 4: PILOT TESTING

In some cases, a select market project is new to an area,

For example, wheat farmers have never grown strawberries,
but the market is growing very quickly. Farmers may want

to evaluate the new crop or variety before they plant it on a
commercial scale. It may be necessary to find ways to lengthen
a crop’s production season by using irrigation, mulch, or plastic
greenhouses so that farmers can gain better market prices.

In such a case, consider starting a demonstration pilot project,
so that the farmers can see and understand the approach. A
successful pilot will allow both the agroenterprise team and
farmers’ groups to learn about the production and marketing
issues of a product before going to scale.
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ENTRY POINT 5: SUPPORT TO FARMERS ALREADY IN GROUPS

If the farmers are already working in groups, build on them.
Start by assessing the groups’ skills, markets and access to
services. You can then help them upgrade their business
linkages, bulk goods to sell collectively, and strengthen the
services they need. The focus should be on:

* Strengthen key skills, such as group management, marketing
skills, financial skills

* Optimize links to existing markets
* Research new, higher-value options

* Improve links to financial, marketing and business services.

ENTRY POINT 6: EXISTING BUYER OR CONTRACT FARMING

Sometimes, an entrepreneur, trading company, or support
agency will seek assistance in supplying a particular product.
For example a feed mill, factory processor, or an exporter will
ask to work with an NGO that is linked with farmer groups to
develop the supply of a specific product. In this case, work
with the buyers to determine their delivery needs (price,
quality, volume, etc.), and help the farmers’ groups to increase
the quality and competitiveness of their output. Support the
farmers to negotiate a fair and sustainable deal that meet the
commercial specifications.

ENTRY POINT 7: SUPPORT FOR BUSINESS SERVICES

The most important constraint to improving a marketing chain
may be access to a particular business service: inputs, logistics,
storage, milling, processing, packaging, etc. You can help the
farmers develop a business plan that addresses the barriers
that prevent them from accessing such services. You may

also consider strengthening local business service firms, or
introducing service providers to the project area.

Business services are also a vital part of any exit strategies

at the end of the project. To improve the durability of the
agroenterprise, make sure that services provided by external
agencies are transferred to local business counterparts during
the life of the project.

CONCLUSION

This lesson helps you decide on your entry point - where to
start the agroenterprise approach. You will have discussed
these ideas with farmers and selected one or more possible
ways to get started.

You will use the insights you have gained more in the next step,
which deals with identifying products and organizing groups.
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Answers at the end of the guide.

1. You are working with a farmers’ group that
has worked together on pest and disease
control, but has never worked on marketing
before. What might an appropriate entry
point be?

Select all that apply.

A. Organizing the farmers into a group

B. Pilot testing: starting an agroenterprise on a
small scale

C. Helping the group organize a savings and
loan scheme in order to build their capital

D. Increasing their scale of operations

2. A restaurant chain has approached you for
help in organizing farmers to grow fresh
vegetables to supply it on a regular basis.
Do you focus on helping the farmers...

A. Increase their scale of operations?
B. Start a savings and loans scheme?
C. Build an irrigation scheme?

D. Plan how to supply the product on a
competitive basis?

3. Your agroenterprise team is experienced in
marketing, but the farmers’ group is new,
and many members can only just feed their
own families. What should you do?

A. Help the farmers to stabilize their food
production first
B. Organize the farmers to sell in bulk

C. Develop detailed plans on improving
profitability

D. Help the farmers diversify into specialty
products
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4. You find it is necessary to control erosion

first before commercial production can be-
gin. What entry point is this?

A. Production and natural resource management
B. Start with savings and loans

C. Pre-selected commodity

D. Pilot testing

E. Support to farmers already in groups, farmers
segments

F. Existing buyer or contract farming

G. Support for business services

. A dairy wants you to help organize farmers

to produce milk. What entry point is this?

A. Production and natural resource management
B. Start with savings and loans

C. Pre-selected commodity

D. Pilot testing

E. Support to farmers already in groups

F. Existing buyer or contract farming

G. Support for business services

. A lack of seeds, fertilizer and equipment

is holding back farmers in your area. You
decide to help input suppliers make such
inputs more easily available. What entry
point is this?

A. Production and natural resource management
B. Start with savings and loans

C. Pre-selected commodity

D. Pilot testing

E. Support to farmers already in groups

F. Existing buyer or contract farming

G. Support for business services



STAFF EXERCISE B. CHOOSING AN ENTRY POINT

This exercise helps the project team to work
with the community and the community leaders
to choose an entry point for the agroenterprise
development project and outline their initial
activities.

The idea is not to dictate to the local community
what they should do, but to evaluate the situation
and narrow down the range of possibilities

to those that are realistic. There may be only

one realistic entry point; there may be several
alternatives to choose from; or the entry point may
be a combination of several of those considered
here. Decisions on the entry point are likely to

be determined based on the project proposal
document, local conditions, and the wishes of the
community.

This exercise may take place in stages:

* A discussion with the project team, partners, and
possibly the donor.

* Focus groups with target communities to collect
any relevant information.

* With feedback from the community and partners,
a revision and selection of the entry point from the
various alternatives.

OBJECTIVE
After this exercise the participants will be able to:
» |dentify the most suitable entry points for the

team to start helping the local community develop
their agroenterprise.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS
* One or more possible entry points for agroenter-
prise development efforts.

« A list of initial steps to undertake for each of the
possible entry points.

TIME REQUIRED

e 2-3 hours with one or more sessions.

PREPARATION WITH PROJECT TEAM

Write the seven possible entry points (Table 8) on a
large sheet of paper so everyone can see it. Identify
important gaps in knowledge about the community

that may help influence a decision. Project team
may be required to gather information from target
community and target farmer types to make a clear
decision.

SUGGESTED PROCEDURE

1. Bring together the project team and any in-
formation you have gathered about the local
community.

2. Discuss with the group which of the seven entry
points are relevant for the community. Eliminate
those that are not relevant.

3. For each of the remaining entry points, discuss
the situation in detail, identifying the situation,
and outlining the preliminary steps the team
would need to take in order to use this entry
point. Note these on the large sheets of paper.

4. Discuss which entry point is likely to be the
most promising. It is likely that you can combine
elements of several entry points to come up with
the most appropriate approach.

5. Summarize your findings in Table 8.

6. If additional information is required, the team
should identify what information is required, and
then form a focus group with farmers to gather
the missing information.

7. Follow on meeting to finalize specific entry point
for the project and target farmers.

QUESTIONS TO STIMULATE DISCUSSION

* What decisions have already been made (e.g,, in
terms of focus on a particular commodity)? What
constraints are there (budget, time, staff skills,
etc.)?

* What major problems do the farmers face? What
opportunities might they have for improving their
production and marketing?

* Are the farmers organized? Might existing groups
be adapted to take on agroenterprise activities?

* What disadvantaged groups are there in the com-
munity (such as women or the landless)? Should
they be the focus of the project? How might they
be involved?

* What types of assistance would the community
need? What kinds of investment are required?

* In what order should the project activities take
place? E.g., should the project select a product
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first and then establish farmer groups? Or register * Will the farmers need to increase productivity
farmer groups first and then select products? to achieve surplus produce first, before they can

engage with markets?
* Will the project begin with helping groups save

money before they start working on agroenter-

prise activities? NOTES

If you are working with several communities, you
may break the team into smaller groups to discuss
each one.

* Will the project need to invest in some natural re-
source infrastructure investments prior to starting
with production and agroenterprise?
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TABLE 8. AGROENTERPRISE DEVELOPMENT ENTRY POINT FORM

Name of group

ENTRY POINT

1 Production and
natural resource

Location

SITUATION AND
FOCUS

Critical natural resource
management upgrading or

Date Field agent

OUTLINE PRELIMINARY
STEPS

IDENTIFY SITUATION

savings and loans

management production improvement
Help farmers to learn basic
skills in group formation,

2 Start with savings and internal loans.

Start agroenterprise
after one year of financial
training

3 Pre-selected
commodity

Product and market are
already selected. Focus
is on helping farmers
organize and plan how to
market this product

4 Pilot testing

Pilot testing of a marketing
process. Scale and
investment are limited in
first season as learning
exercise

5 Farmers already
in groups

Farmers have limited
market experience.
Focus is on improving
their market linkages or
identifying new products
or markets

6 Existing buyer
or contract
farming

Existing buyer or contract
arrangement drives the
value chain. Focus on
supplying the product in a
competitive way

7 Support for
business services

Weak business services
are main constraint. Focus
is on strengthening these
services and helping
farmers access them
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Step 2. Identifying products
and organizing groups

s

This step discusses how to identify a shortlist of products and market opportunities
to consider for the agroenterprise development process. It shows you how to:

» Discuss and prioritize product and market options and evaluate their risks and gen-
der implications (Lesson 5)

» Select and register farmer groups to work with (Lesson 6).

We have combined the selection of products and farmer group as these tasks can be
done simultaneously.

At the end of this step you will have:

» |dentified farmers who have agreed to work together on a specific market opportuni-
ty

* Worked with farmers to select a product for agroenterprise development.






LESSON 5. CHOOSING PRODUCTS AND MARKETS

IN THIS LESSON

After this lesson you will be able to:

* Guide farmers in listing the products they grow for food and for sale

* Help farmers consider new products for sale and alternative market options
« Assist farmers in assessing the risks of various product and market options

» Describe how to ensure that women can be involved in choosing products and mar-
kets.

CHOOSING A PRODUCT

What farm product should your agroenterprise development
project focus on? Maize or mangoes? Cabbages or cotton?
Meat or melons? Eggs or eggplants?

» Perhaps the decision has already been made: the project
designers have decided to promote one particular product
(see Staff exercise B). If so, you can start identifying farmers
in the community who are interested in growing the product,
and help them form groups to improve their production and
marketing.

* But what if the product has not yet been chosen? You need
to help farmers form groups and learn how to identify market
opportunities.

There are no strict rules on whether it is better to choose a

product beforehand or after the project has started. Some donors prefer to have
products selected in the project design; others prefer the products to be chosen
during the project itself.

PARTICIPATORY TOOLS USED TO ASSESS PRODUCT AND MARKETING OPTIONS

There are a number of participatory tools that can be used to help evaluate
community resources, skills, and opportunities, as shown in Table 9. The project team
should decide upon which tools are best for gathering information that will help in the
task of selecting groups and products. These tools can also be used at other stages

in the marketing process, but projects staff should be sure to use only the tools that
provide useful information related to agro-enterprise development and marketing.

For more information on participatory tools, see A market facilitator’s guide to
participatory agroenterprise development, http://tinyurl.com/hziml2x

DISCUSSING PRODUCT OPTIONS WITH FARMERS, TRADERS
AND OTHERS

Discuss ideas for marketing products with farmers, traders,
extension workers, and others involved in the potential value
chain.

+ With farmers, you can discuss marketing at their regular
group meetings. It is usually in the farmers’ interest to work
together, so they will help each other come to a joint decision.
See below for how to do this.
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TABLE 9. PARTICIPATORY TOOLS TO EVALUATE FARMER TYPES AND PRODUCT OPTIONS

WHY USED

OUTCOME

Community

Get to know your clients, their assets
within the project area, and gather

Gather information on what is produced,

resource and asset | . . } when, where, and why. Is there 1 day
information on village resources, assets, . . .
map productive land available for expansion?
and local markets
Understand types of farmers, farm sizes, Gather information on farmer types,
Farmer . . . K .
segmentation organizations, assets, income, crops, rich, medium and poor farmers, what Half day
9 livestock, laboring, or off-farm activities distinguishes them?
Understand what farmers grow during Produce a calendar of the basic
the year and compare labor needs for . .
Crop calendars e cropping pattern or system being used Half day
existing products and proposed new .
in the target area
products
Set up some criteria for product selection,
such as: Farmers understand voting system and
« has a good market use it to select a product
. price is high They can vote by showmg hands, or by
. putting stones next to pictures of the
Product selection t desirabl ti h
criteria - we know how to produce it most desirable option. our
Voting with hands is quick; voting with
* we can eat and sell stones is secret and can avoid people
being dominated by richer or more
* labor use e
powerful individuals
< number of farmers growing product
Based on selection criteria, a focus group | ldentify top 5 food and income crops,
can identify and prioritize top 5 food and | |gentify how many farmers grow and
Prodl.!ct ranking the top 5‘ marketed produgts. Repga?t sell the top 5 marketed products. Come | Half day
exercise exercise in focus groups with specific up with 1, 2 or 3 products that the field
farmer segments such as men, women, agent and farmers will investigate in
youth more detail for investment
Assessing market Identify how r_|sky a product is in terms Farmers learn how risky a product is for
. of market options and knowledge of S 1 hour
risk for products their investments
product
. . A visit to the market can confirm the
Gather information from markets on
o . ) demand for product proposed by the
. . prioritized products. This process is an ) .
Market visits . ; ; farmers and also identify any new 1-2 days
essential part of the business planning
products that were not suggested by
process
the farmers
New broduct Brainstorm on new products that the Identify if there are any products that
P farmers would like to produce and why farmers would like to invest in, which 1-2 days

evaluation

they would like to produce them

they are currently not growing
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* With traders, it is best to interview them individually. Traders
operate their businesses as individuals, so have little interest
in cooperating with each other. If you interview a group of
traders, they may exaggerate their answers, so it will be hard
to get reliable information.

* Also discuss ideas with extension personnel, local govern-
ment staff, and service providers such as input suppliers,
banks, NGOs and other development projects. They may be
able to provide information and insights into opportunities
and challenges.

You should also draw on information from other sources, such
as the project document, your preliminary market survey (Ex-
ercise 7b), or participatory appraisals.

IDENTIFYING MARKET OPPORTUNITIES FOR PRODUCTS

You can start the process of selecting a product at a meeting with a mixed group of
farmers - men and women, large- and small-scale, young and elderly. Based on the
results of this group, you can also work with smaller groups (just men, women or
young people) to get more detailed information about the specific needs of these
groups if they are your target segment. See Exercise 5a and Exercise 5b for how to do
this.

Farmers will probably have diverse views on which product is
best. For example:

* Richer farmers may want to invest in larger livestock (but
poorer farmers cannot afford to buy or keep large animals).

* Farmers with irrigation may want to grow vegetables all year
round (but farmers with no irrigation may not be able to do
S0).

* Women may prefer items such as eggs, because they can
produce and sell them close to their homes and can keep the
income.

PRODUCTS AND MARKETING OPPORTUNITIES FOR WOMEN

In many communities, women do much of the manual farm
work, but they tend to have little say in what is produced and
sold. Women farmers also generally get less attention than
men from extension services. So make a special effort to help
women directly, looking into their production and marketing
problems and opportunities, and giving them new skills.

The general marketing approach is the same for both men and
women, but gender may influence the type of product, the
scale of operation, and type of market.

HOW TO INCLUDE WOMEN IN AGROENTERPRISE DEVELOPMENT

* Hold meetings only with women and ask them what products they could work on
where they could keep all or most of the income. Many cultures have products that
are considered “women’s products”, to help women farmers you can work on these
products.

* Hire women field agents work with women farmers.
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* When working with mixed groups, make sure that women have the opportunity to
speak. For example, direct questions to them, or separate men and women into dif-
ferent groups.

If translation is needed, find a woman to act as translator. Make sure the women
answer the questions, and not the translator. Make it a rule to ignore any comments
offered by a translator, if a translator tries to answer a question themselves, ask them
to put the question again to the group members.

* Combine agricultural development with savings and loans activities. These two skKills
will build their trust and confidence in production, finance and marketing. Women are
often more interested in starting with a savings led approach than men.

* Raise women'’s issues with community leaders.

* Do not try to get women to work on community plots, as this creates an artificial
production and marketing situation that will generally fail after the project ends. You
can work on a demonstration plot, but get women farmers to work their own land for
production and marketing purposes.

SOME THINGS TO ASK WOMEN

* Find out what women do in production and sales. Ask them
the same types of questions that you ask the men about the
crops they grow, and what they produce and sell. Ask them to
suggest improvements in production and sales.

* Find out where they get vegetables and fruit for the family.
Are there any crops that are normally thought of as women’s
crops? Would women be interested to work on field or inten-
sive backyard production?

* If you can identify products that are controlled by women,
find out if it might be possible to improve the marketing of
these products. What business opportunities would suit wom-
en’s role in the community?

* Explore whether women are members of mixed farmers’
groups. Do they have women-only groups? Would it be better to form separate
groups from men?

PRODUCTS AND MARKETING OPPORTUNITIES FOR MEN OR MIXED GROUPS

When selecting products for men or mixed groups, you can repeat the exercise
above, but in this case, you can focus on the needs of the men or mixed farming
groups. Be sure to ask people about specific crops with market opportunities.

ASSESSING RISKS OF PRODUCT AND MARKETING OPTIONS

All businesses are risky - and agriculture is particularly risky because of variable
weather, pest and disease attacks, uncertain markets, and price fluctuations. When
selecting products and market options, it is important to consider these risks.

One way to assess risks is using the product/market matrix (Table 10; see also the
Marketing basics course). This shows the answers to two questions about a particular
crop or livestock product:

* Do the farmers already sell the product? Or is it a new product for them?

* Do they already sell it to a particular buyer or market? Or do they want to sell it in a
new market?
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TABLE 10. MARKETING STRATEGIES: THE PRODUCT/MARKET MATRIX

There are four possible answers to these questions:

1.

EXISTING
MARKET

EXISTING PRODUCT

1 Market penetration
lowest risk

NEW PRODUCT

2 Product development
medium risk

RETAURANT

3 Market development
medium risk

RESTAURANT

4 Diversification

high risk

Farmers already sell the product to a particular market. This is the least risky

option.

« Example: You could help the farmers increase their yields of cassava (a crop they
already grow and sell) to sell at the local marketplace.

2. They want to sell a new product to an existing market. This is a medium-risk op-

tion.

« Example: You could help the farmers sell vegetables (a new crop) to the buyers in
the local marketplace. The farmers need to learn how to grow vegetables, invest
time and money, and build relations with the local buyers to sell their produce.

3. They want to sell an existing crop to a new market. This is also a medium-risk

option.

* Example: You could help them sell their cassava to a wholesaler in the city. You
will have to help them assess market demand for the cassava in the new market,
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then organize to produce more cassava and transport it to the city, as well as
identify and negotiate terms of sale with the wholesaler.

4. They want to sell a new product to a new market. This is the riskiest option.

* Example: You could help them assess demand for vegetables to be sold into the
city wholesale market. This approach is attractive because the returns are much
higher. But the risks are higher too. The farmers need to learn new skills, be more
organized and build their links to the new buyers. And there may be no secondary
markets if that channel fails.

If the advisory team is experienced, the farmers are well-organized and skilled in
marketing, and if they have a good relationship with a trader or processor, consider
the highest-risk option. Otherwise, it is probably better to start with a lower-risk
option. They can move on to riskier options later.

See Exercise 5c¢ for how to assess the risk of different products and markets.

CONCLUSION

This second step in marketing helps farmers identify product and market options they
think are interesting and want to explore further. You and the farmers may want to
start work on a single product. But they may also wish to learn more about the market
prospects of two or three products that they feel have potential. The next lesson will
provide you with information about how to research market options and make a final
decision. You should work with them to explore the most promising opportunities and
start developing their agroenterprise skills.
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Answers at the end of the guide.

1.

As a field agent, you should agree if farmers
want you to help them sell a new product to
a new market

A. Correct. You should always agree to what the
farmers want

B. Not necessarily. First help them consider
other options, and point out the risks of being
over-ambitious

The men in the village want to focus on

marketing maize, while the women want to

sell eggs. Which is the best alternative for

you?

A. Support the men because they are the ones
who make the decisions

B. Support the women to help them improve
their status

C. Try to get the two groups to agree on a
different product

D. Support them to market both products

. When choosing products for marketing,

which is the best way to find out the trad-
ers’ opinions?
A. Conduct interviews with individual traders

B. Hold group interviews with several traders at
a time

C. Right from the start, invite traders to
meetings with the farmers

D. It is not necessary to get their opinions

4. Match these product/market options with

the level of risk.

OPTION RISK LEVEL

A. New crop, new market

1. Lowest risk

B. Familiar crop, new market

2. Medium risk

C. Familiar crop, familiar
market

3. Highest risk

D. New crop, familiar market

5. New crop, familiar market is considered a

medium risk.

A. True
B. False

6. You are asking a group of women about
their situation. Sort these questions into the

correct categories.

QUESTIONS CATEGORIES

A. What do you
produce and sell?

1. Women'’s products

B. Where do you get
vegetables and fruit for
the family?

2. Family nutrition

C. What are the
products that are
controlled (grown,
harvested, sold) by
women?

3. Group membership

D. Would it be better to
form separate groups
from men?

4. Production and sales

STEP 2 - IDENTIFYING PRODUCTS AND ORGANIZING GROUPS 47



EXERCISE 5A. CHOOSING FOOD PRODUCTS AND MARKET PRODUCTS

This exercise enables farmers to list the most
important products they grow for food, as well as
the most important products that they grow to sell.

OBJECTIVE

After this exercise the participants will be able to:

* |dentify the five most important agricultural prod-
ucts the farmers grow for food and the top five
they grow to sell.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS

* A list of the five most important agricultural prod-
ucts they grow for food.

* A list of the five most important agricultural prod-
ucts they grow to sell.

TIME REQUIRED

* 1-3 hours depending on number of people, and
groups (men, women, mixed, youth etc.).

PREPARATION

* For some farmers who are illiterate, you can pre-
pare some large pictures of crops that farmers
can either point to, or place a stone next to, in a
selection process.

SUGGESTED PROCEDURE FOR FOOD CROP
SELECTION

1. Divide the farmers into two separate groups:
men and women. Then ask the members of each
group to name and rank the five most important
products that they produce as food for their own
families.

2. Ask each group to rank the products in order of
importance. They can vote with a show of hands,
or put stones next to pictures of the products
they think are most important.

3. Ask them why each of these products is import-
ant. If there is disagreement, stimulate a discus-
sion about the different opinions. For example,
perhaps some farmers do not grow certain crops
that others think are important. List these prod-
ucts and reasons using the form in Table 11.

4. Ask each group to choose the five most import-
ant products they sell, and to rank them in order
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of importance. Again, stimulate a discussion if
there is disagreement. Find out where and how
each product is marketed. List this information in
the form in Table 12.

5. In some cases, women may raise the issue of
income generation through handicrafts, or petty
trading, take this into account, as this maybe
something the project can accept as an income
generating activity, especially for women who do
not have access to land.

6. Summarize the findings of the sessions and write
up a new table that shows the priority of prod-
ucts they sell, as shown in Table 13.

QUESTIONS TO STIMULATE DISCUSSION

* How many farmers grow each crop or livestock
product? How much does each farmer produce (in
terms of kilograms or sacks)? Is there enough left
over to sell?

* How big an area of each crop do the farmers
plant? How many animals do they raise?

* Is the product something that only rich farmers
grow and sell, or is this something that poorer
farmers with less land also regularly grow and sell?

* Where are the products sold? How far away from
the village?

* Where do the farmers sell the crops and livestock
products? From the farm, the roadside, or in a
market?

* Do farmers sell together or as individuals?

* Who are the main buyers? Are they regular buy-
ers? Or do farmers sell to whichever trader hap-
pens to be in the market?

* How should the products be ranked? According
to market demand, high price, ability to grow the
product, or other criteria?

NOTES

Instead of men and women farmers, consider
splitting the farmers into different groups - for
example, farmers with and without livestock, or
farmers with and without irrigated land.

If you are sure there are no major differences
between the opinions of different groups of
farmers, do not divide the farmers into groups for
this exercise.



TABLE 11. FORM TO LIST FARMERS’ TOP FIVE FOOD PRODUCTS

The examples included are for illustration only.

TOP FIVE FOR MEN FARMERS TOP FIVE FOR WOMEN FARMERS

Product Why important Product Why important

1 Maize Staple food 1Eggs Important for health
2 Beans Important food 2 Onions Flavor in food

3. 3.

4. 4.

5.. 5

TABLE 12. FORM TO LIST FARMERS’ TOP FIVE MARKETED PRODUCTS (CASH CROPS)

The examples included are for illustration only.

PRIORITY BY MEN FARMERS PRIORITY BY WOMEN FARMERS

Product Where/how sold Product Where/how sold
1 Maize Local market 1 Milk Local trader

2 Sorghum Local trader 2 Tomatoes Local trader

3. 3.

4 .. 4 ..

5. 5

TABLE 13. COMPARING MEN’S AND WOMEN’S MARKETED (CASH CROP) PRIORITIES

The examples included are for illustration only.

PRIORITY

siecreppropuct  PRORTYSL  gvwomen  QuERALL
Maize 1 5 3
Sorghum 3 4 3.5
Milk 2 1 1.5
Tomatoes 5 2 3.5
Beans 4 3 4.5

In this example, the highest-priority product overall is milk.
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EXERCISE 5B. LET’S THINK ABOUT NEW PRODUCTS

In some cases, farmers might want to try to sell a
new crop, or the technical project team may have
new information about a crop or livestock product
that farmers are not growing, but can be produced
in the area and has high demand. The field team
can introduce the idea of new products to farmers
which they could produce and sell. This exercise
helps them think about the range of products that
they may be able to grow and market.

OBJECTIVE

After this exercise the participants will be able to:

e List products they think they could sell: both those
they currently grow, as well as products they do
not yet grow but for which there is market de-
mand

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS

* A list of crops and livestock products that farmers
think they could grow and sell.

TIME REQUIRED

¢ 30 minutes - 1 hour

PREPARATION

* Bring with you the lists of crops and livestock
products that farmers currently produce (from
Exercise 5a).

SUGGESTED PROCEDURE

1. Briefly review the lists the most important food
and marketed products.

2. Divide the farmers into small groups of 5-10
people each.
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3. Ask each group to think of a crop or livestock
product that they currently produce which the
market wants and that they could produce more
of.

4. When each group has chosen a product, ask
them to list the reasons why they would like to
grow this product.

5. |If the field team has ideas, they can also intro-
duce these products and get a reaction from the
farmers about this new product.

6. For a new product ask the groups to think about
a new product that they do not currently pro-
duce at all, but which they could feasibly pro-
duce without too much extra investment.

7. Ask them to list the reasons why they would like
to grow this product.

8. Ask each group to report back to the plenary
about their two choices (Table 14).

9. Stimulate a discussion about the different
products suggested. Help the group agree on a
shortlist of products to consider further.

QUESTIONS TO STIMULATE DISCUSSION

* Can you grow this crop (or raise this type of
livestock)? Do you have the skills and resources?
What other skills and resources would you need?
How much would it cost?

* Where might the new product be produced? On
land that is currently under-used? At what time
of year? Would it interfere with the production of
other crops or livestock?

¢ |s there are market for this product? How do you
know? Would it be profitable? Who can we ask to
find out about local prices and volumes required?



TABLE 14. FORM FOR MINOR AND NEW CROP AND LIVESTOCK PRODUCTS

The examples included are for illustration only.

CURRENTLY GROWN MINOR PRODUCT NEW PRODUCT

Name of product Reasons for liking Name of product Reasons for liking

Onions Easy to store, good price Tree resin Easy to harvest, high
demand

Quail eggs Good market
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EXERCISE 5C. ASSESSING RISKS OF PRODUCT AND MARKETING OPTIONS

Teaching tip: Start with what the farmers know:
their existing products and markets. Then ask about
new markets for their existing products, followed
by new products in existing markets. End with new
products in new markets - the least familiar option.

This exercise helps farmers understand the various
market opportunities open to them, using the
product/market matrix.

OBJECTIVE
After this exercise the participants will be able to:
« Put agricultural products into categories according

to whether they are existing or new products, and
whether they can supply existing or new markets

* Describe the risks of growing and marketing each
type of product.

EQUIPMENT NEEDED

* Flip chart or large piece of paper, marker pens

EXPECTED OUTPUTS

« A product/market matrix showing different combi-
nations of products and markets

» For each product/market combination, a list of
issues for farmers to consider further

TIME REQUIRED

* 30 minutes for preparation, 5 minutes per group
for presentation
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PREPARATION

» Draw a product/market table on a flip chart as
shown on the next page.

SUGGESTED PROCEDURE

1. On a large sheet of paper, draw the product and
market matrix. Ask the farmers to place their top
5 market products, and any new ideas into this
matrix.

2. Invite the farmers to consider the various
options they have come up with. Ask them to
choose the top two or three options in terms of
priority.

3. Summarize the discussion by listing the selected
products in the product/market matrix shown
earlier in (Table 10).

QUESTIONS TO STIMULATE DISCUSSION

* What sorts of risks are associated with each prod-
uct and market? In terms of production, quality,
quantity, storage, processing, transport, marketing,
price variation, etc?

* Which combination of products and markets do
the farmers think would be the easiest and least
risky? Which would be the riskiest?

* Which combination would cost the least (in terms
of money, time and effort)? Which would bring in
the most income? Which would be most profit-
able?



Which product? Which market?

Existing product, New product,
existing market existing market

RESTAURANT RESTAURANT

Existing product, New product,

new market new market
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LESSON 6. WORKING WITH FARMERS’ GROUPS

IN THIS LESSON

After this lesson you will be able to:
» Describe the requirements for a marketing group
* Assist a group to get organized and registered

* Plan a work program with the group.

BUILDING ON EXISTING GROUPS

Farmers’ groups already exist in many communities. It is a
good idea to try to work with such groups as this saves time
and builds on local skills. You can work with any type of group
on marketing. One of the most frequent is a farmer field
school, which typically focuses on finding ways to improve
yields (for example, by testing new varieties) or to control a
pest or a disease. Other types of farmers’ groups include adult
literacy groups, women'’s groups, youth groups, and village
savings and lending groups.

If there are no viable groups in the community - which is
common after an emergency, for example - you may have to
help farmers form new groups. The group members however,
need to be clear that the project will focus on production and
marketing. Farmers will have to invest their time and their own

AS A GROUP, WE ARE STRONGER!

money in starting a business. They will need to understand the business mentality.
They will not get regular free handouts or be paid to come to meetings. They will
work on their own farms (not like in a farmer field school, where members often
work on a group farm). Any demonstration plots will be small, and there will be no
collective production farming. Farmers will come together to buy inputs and market

their products collectively.

See Exercises 10a-10c in the course on Marketing basics for games that highlight the

entrepreneurial spirit among farmers.

MARKETING
GROUPS PRODUCE
AS INDIVIDUALS
BUT SELL

THEIR OUTPUT
COLLECTIVELY
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REQUIREMENTS FOR A MARKETING GROUP

Here are some guidelines for marketing groups. Table 15 gives a checklist you can use
when checking a group’s status.

GROUP SIZE

A group should have between 15 and 30 members - and never fewer than 10
members. This number is manageable, everyone knows each other, and there is trust
among members.

More farmers may want to join, and larger production may be needed to fulfill larger
market requirements. If the group grows to more than 30 members, it should be split
into two or more smaller groups, each with 15-30 members.

SELECTION OF MEMBERS

The process of forming a group should be transparent and open to all community
members. The members should select themselves, not be appointed or forced to join.
The group members should all have a similar culture and economic status. In some
cultures, it may be important to have separate groups for men and women.

VISION

The members should establish a clear, shared idea about the purpose of the group,
what they expect to gain from it, and what they want to achieve within a certain
timeframe - say, 1, 3, or 5 years. These goals may be social or business-related. The
members must be clear that they own the group, and that strong groups rely on the
principles of purpose, unity, and self-reliance. Groups that are not clearly owned by
their members are likely to fail.
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ORGANIZATION
OF INDIVIDUAL
FARMERS TO
FARMER PRODUCE
MARKETING
GROUPS



Chairperson

Secr-e-mry U Production

coordinator
Marketin
Treasurer U o U coo{r;c/iinu*rgr

LEADERSHIP

In some cases, the leaders will receive small payments to cover their transport costs
and phone costs. If the team require people to stay for a longer tie, the group will
cook meals to help thee leaders focus on the extra work!

A group of 25 farmers should have some or all of the following officers:
e Chairperson

» Treasurer

* Secretary

* Production coordinator (lead farmer)

* Marketing coordinator.

A person should be nominated and democratically elected by the group members for
each of these posts. Each of the officers should be re-elected on an annual basis. The
roles and responsibilities of each officer should be clear. The members should audit
the performance of the officers at the end of each year. You can help them do this.

MEETINGS AND RECORDS

The group should meet regularly to plan and implement each stage in the work. These
meetings and the decisions taken should be documented adequately. Investments
and profits should also be documented adequately.

Here is one way to divide up the responsibility for keeping records:

» Chairperson. Overall coordination

» Treasurer. Financial records, membership fees, loans, purchases, sales, payments due
» Secretary. Records of meetings, lists of members, constitution, bylaws, business plan
* Production coordinator. Production targets and actual production figures

« Marketing coordinator. Marketing targets, profits, and actual amounts sold.
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BYLAWS

The group should decide upon its own bylaws, and all
members should understand them well. They should cover
aspects such as the number of members allowed in the group,
the level of membership fees, the frequency of meetings each
month, how officers are elected, the duration of posts, how

to share costs, how records will be kept, etc. They should

also state what action should be taken when a member does
not comply with one of these rules. Penalties are generally

in the form of small fines. If a member does not attend three
meetings in a row, he or she may be asked to leave the group.

CONSTITUTION

The group should have a written constitution. Many service
providers have standard formats for such documents. The
constitution is broader than the by-laws and it covers aspects
such as the group name, list of members, purpose of the
group, vision, bylaws, membership fees, shared costs, rules on
how to hold meetings, record-keeping procedures, financial
procedures, banking details, penalties, and monitoring or
performance appraisal methods. In many countries, a formal
constitution is required to register an organization with the
authorities and to open a bank account.

BUSINESS PLAN

The group should develop a basic business plan. This should
give the product type, production plan, financial investments
and costs, the target production volume and quality, the
target sales price, and target buyer(s). The business plan
should include sections related to pre-production, production,
postharvest, marketing, and monitoring and evaluation.

The business plan should also be accompanied with an
implementation plan, which provides details about who does
what in the production and marketing cycle of a product. Each
new business venture, or investment in a product value chain,
should be supported with a new business plan.

Helping farmers develop a business plan is a key aspect of
the agroenterprise development process. We will cover this in
detail in Step 4.
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INTERNAL SAVINGS AND LENDING

Agroenterprise groups should have access to a system
where members save money into a common pool that can

be lent out to other members at interest. This enables the
group to generate capital, reduce the members’ vulnerability,
strengthen the group’s capabilities, and enables members to
learn financial responsibility and financial management skills.

RELATIONSHIP WITH THE SUPPORT AGENCY

The members should have a clear view of what they should
expect from the support agency. Before the facilitation begins,
both the group and the support agency should be clear about
their roles, responsibilities and aims. The group members
should realize that the support agency will not provide
handouts, but will help them improve their ability to produce
and market their products.

REGISTERING THE FARMERS’ GROUP

Once the group has been formed (or an existing group has agreed to take part in the
project), it must be registered with the project. This is necessary so the project can
provide services to the group and monitor progress.

Use Table 16 to gather the information needed. In addition, you may also have to
advise the group how to register with the government so it is officially recognized and
can open a bank account.

PLANNING YOUR WORK WITH THE GROUP

Your work with the farmers’ group will consist of several types of activities:
* Training and coaching

* Facilitating activities

* Monitoring and information gathering.

In a short (2-year) project, you should provide support to the farmers regularly
throughout.

In a longer project of 3 years or more, you can organize your support in three phases:
* An intensive start-up training period (first production cycle),
* A coaching period (second production cycle),

* A consolidation period when you provide training intermittently or on request (third
and subsequent production cycles).

This training plan pattern enables you to transfer your attention to other farmers’
groups after the start-up period.

When you start working with a group you should visit each farmer group at least once
a week, for 1-3 hours. The regular visits let you get to know the farmers, learn about
their farming systems, help them identify marketing opportunities and plan their
agroenterprise, and follow up on their progress.
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TABLE 15. CHECKLIST OF REQUIREMENTS FOR MARKETING GROUP

Name of group Location Date Field agent

CATEGORY THINGS TO CHECK FOR ACHIEVED? NOTES

GROUP SIZE 15-30 members

Self-selected

MEMBERS
Similar backgrounds

Clear business goals

VISION Strong unity of purpose

Strong sense of ownership

Elected positions

LEADERSHIP Regular elections

Members evaluate performance

Regular meetings

MEETINGS AND

RECORDS Decisions documented

Financial records in order

Rules clear and agreed

BYLAWS
Rules enforced

CONSTITUTION Written constitution

Business plan prepared

Business plan followed

BUSINESS PLAN
Review at end of production cycle

Plan adjusted as needed

Scheme established

INTERNAL Savings generated

SAVINGS AND
LENDING Loans disbursed

Loans being repaid

Clear understanding of relationship

RELATIONSHIP
WITH SUPPORT Regular meetings
AGENCY

Trust established
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TABLE 16. FARMERS’ GROUP SIGN-UP SHEET

Name of group Location Date Field agent

THE FARMERS’ GROUP

Registration (tick one) New group [] Existing group []

Name of group

Country

District

Village

Diocese

Phone number of group

Number of members Male: Female: Total:

New group? Yes D No D

Year group was formed

Year group started work
with CRS

THE AREA WHERE THE GROUP FARMS (FROM GIS)

Elevation (meters)

Longitude (decimal
degrees)

Latitude (decimal
degrees)
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TABLE 17. KEY ISSUES TO ADDRESS AT MEETINGS WITH FARMERS’ GROUPS

PURPOSE

OUTPUT

Before production
(market)

Identify product

Analyze and plan marketing
Analyze and plan production
Analyze and plan finance

Analyze and plan business support
Develop a business plan

Plan implementation

Business plan

Implementation plan

Before production
(crop)

Ensure that inputs are available

Agree on when to plant, how to plant, and how
to manage the crop

Crop established

During production

Review crop performance

Estimate of likely output

At and after harvest

Review harvesting plans, availability of required
inputs, and storage facilities

Train on harvest and postharvest handling -
threshing, sorting, storage, packaging, etc.

Facilitate contacts with traders to confirm
intention to purchase and negotiate price

Crop harvested, threshed, sorted and
stored

Volume and quality for sale recorded

Plans for sale confirmed

Marketing

Accompany sales process

Advise on time of sales, market information,
volumes to sell, etc.

Product sold

Record of volumes and prices

After marketing

Evaluate production and marketing experience
and results

Support gross margin analysis and profit share-
out

Plan for next production cycle

Learning and new ideas
Business plan for next cycle

Implementation plan for next cycle

DESIGNING A CURRICULUM

For each farmer group you will need to develop a training timetable or curriculum.
Table 17 lists some topics to discuss at each stage in the production and marketing
cycle. Adjust this to suit the particular product and situation.

SOME GROUPS ARE MUCH STRONGER THAN OTHERS: HOW TO SHARE TIME?

However good your training and coaching, some groups will fail. It is better to focus
your attention on those groups who are motivated and interested in investing their
time and money in the developing their agroenterprise.

Some support agencies have clear rules on providing free market training: if members
do not turn up to the meeting, they pay a fine. If the group does not make an effort to
achieve its targets, the group is dropped. This approach puts responsibility onto the
group to focus on the goals. It is your job to provide them with effective support that
both meets their business needs and motivates them.
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CHALLENGES WITH FARMER GROUPS

PRODUCTION

In some situations, farmers can gain little from joining a group,
but may still be able to benefit by learning new methods and
improving their marketing as individuals. You should be open
to the possibility that groups are not always going to provide
additional income gains.

In addition, groups may fail for many reasons. Some examples
of group problems include:

* Highly dispersed population: people cannot meet to share
ideas and plan or invest in an effective manner.

* Poor governance: weak rules, poor leadership, lack of record
keeping, mismanagement of funds.

* Dominance by the rich and powerful, or by a particular tribe or ethnic group.

* High market access: where farmers do not need to bulk their products in order to
access the market.

* Low barriers to entry within a specific market, for example farmers are all near to the
market and can easily get there to sell their produce, so forming a group to sell pro-
duce confers no real income gains.

If it is clear that farmers will gain little from marketing collectively, it may still be
useful to train them in groups. The members can then use what they have learned to
improve their marketing as individuals. It is much more efficient for a field agent to

train a group of people on a regular basis, than try to teach many individuals. BE PREPARED

TO SET RULES,
AND TO DROP

CONCLUSION FARMERS’ GROUPS
This lesson has focused on the characteristics that farmers’ groups need for WHO DO NOT
COMPLY

marketing and enterprise development, and how to register them and plan your work
with them. It has not tried to cover all aspects of forming and strengthening groups.
See the module on Organizing and managing farmers’ groups for details on how to do
this. As with savings and loans groups, marketing groups can in some ways be easier
to facilitate than other types of groups because the members are committed to a
single purpose - making money from their agroenterprise.
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QUIZ 6

Answers at the end of the guide.

1. How many members should a marketing
group have?
A.5-15
B. 15-30
C.30-50
D. As many as possible

2. The marketing group already has a chair-
person, secretary, production coordinator
and marketing coordinator. Which vital
position must it still fill?

A. Treasurer

B. Deputy chairperson

C. Communication coordinator
D. Auditor

3. Match each of these documents with the
correct description.

DOCUMENT DESCRIPTION

A. Constitution 1. Notes of who attended and
the decisions made

B. Bylaws 2. The ground rules of the
farmers’ organization

C. Records of 3. The smaller rules that govern

meetings how the organization works

D. Business plan | 4. A description of how the
enterprise will work
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. “l have the time to start my own business.

Can you give me some money to help get
me started?” How should the field agent
answer?

A. No. We may be able to help with some start-
up costs, but you will also have to invest your
own money. We don’t give free handouts

B. Yes, how much money do you need?
C. It depends on the type of business

. “I'd rather not work on a group farm. Can |

work in my own farm instead?” How should
the field agent answer?

A. Yes, you'll work on your own farm. This group
may have some small demonstration plots
but there will be no collective farming for
production

B. No, you must work on the collective farm

C. Yes, but you will have to also work the
collective farm

. So we’ll all work on our own farms, but mar-

ket our products together? How should the
field agent answer?

A. No, you must buy your own inputs and find
your own sales outlets

B. Yes, the group members will also come
together to buy inputs, like fertilizer, and
tools

C. Yes, but you must buy your own inputs like
fertilizer and tools



Step 3. Collecting information

for the business plan

This step describes methods for
field agents and farmers to gather

information from four key areas required
to develop an agroenterprise business
plan for the selected product(s):

Gathering and analyzing this information
makes it possible to select an
agroenterprise to focus on. This section
will focus on the following lessons:

Market information
Production information
Financial information

Business services information.

Lesson 7. Market analysis
Lesson 8. Analyzing production

Lesson 9. Surveying and fostering busi-
ness services

Lesson 10. Tools for financial analysis

Lesson 11. Deciding on credit

At the end of this step you will have:

Reviewed the production needs of selected products
Undertaken a market survey

Evaluated essential business service availability and costs
Discussed credit terms with lenders

Discussed agroenterprise options with farmers

Selected a product to invest in as part of your agroenterprise project.







LESSON 7. MARKET ANALYSIS

IN THIS LESSON

After this lesson you will be able to:

» Decide which units and measures to use

* Guide farmers to prepare a market map for their products
* Guide farmers to conduct a market survey

* Help farmers analyze the information from a market survey.

UNITS, MEASURES, AND CONVERSION FACTORS

Before you can start to analyze markets and collect information about the demand
for a product, we need to be sure that all the field agents use standard weights and
measures.

Consider this situation. One day you see a farmer selling a sack of onions for 15 birr
at a roadside stall. Later in the market, you find a trader selling a small, 10-kilogram
bag of onions for 25 birr. Then you go into a supermarket where a bag of large onions
costs 38 birr for a 5 kg bag. Which onions offer the best value? Which should you
buy?

This is not an easy question! The value depends on many things. Are the onions big
in one bag and small in the other? What variety are they? Where are they being sold?
Are they good quality, or are they rotting? Does the sack contain stones as well as
onions? How convenient is it to buy the onions in each place? Do you have to travel a
long way, or can you buy other things in the same place?

Many countries and even local areas within a country have their own systems of
weights and measures. They classify products in different ways: a “grade 1 onion” may
mean different things in different places.

Also when we compare the area of production, some farmers work in acres, some
in hectares, others in jeribs or manzanas. In fertile areas of Ethiopia, a timad, is
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equivalent to 0.25 hectares, but in other areas where the soil is poor a timad is 0.4
hectares.

So if you are to make measurements and set values, it is important to use standard
units so you can compare across products and locations. You will also need standard
measures when calculating the profitability of the agroenterprise and helping farmers
decide on the best production and marketing options.

Standard measures are also important for the project managers when coordinating,
monitoring, and evaluating agroenterprise development activities in different
locations.

At the beginning of the project, make a list of the products and units used in the local
area:

* Products, grades, and standards (such as quality grades and moisture content)
* Production areas, local weights, and volume measures

* Prices, costs, and currencies

» Labor costs

- Dates using international calendar.

Some rules:

» Clearly define any local measures. Note the conversion factors into metric values
(hectares, liters, meters, kilograms and tons).

* Make a check list of commonly used costs for products, such costs of fertilizers for
example, 50-kg bag of urea, cost of basic farm equipment, such as a hoe, and the
cost of seed. You can use this to cross reference with farmers, see Annex 5, for tem-
plate.

* Note the prices in the local currency, and record the conversion value into US dollars
at the current rate of exchange (you can get this from the national bank).

* Note the grades and standards used locally.
» Use the Western calendar to record dates.

See Annex 3 for conversion tables.

MARKET MAPPING

A market map is a diagram of the market for a particular product. It shows the
product, where it is produced, prices where it is sold, who buys it, and how it is used.
It also shows things like drying, processing, storage and transport. The diagram

may be a sketch map showing where these activities take place. Or it can be a flow
diagram showing the individuals and organizations involved.

By drawing a market map, the farmers can better understand the market for their
priority product(s). See Exercise 7a for how to help them do this. You can use the
market map in various ways:

* Find out what the farmers already know about their market - what they do not know,
and what you need to find out from a market survey.

* Help the farmers understand how the value chain works.
* Help them plan their market survey.

A market map is also useful when creating a business plan.
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Katamata

Planting in lines
} acre

MARKET SURVEY

The market survey aims to gather information about the actual
and potential markets for the farmers’ products. It aims to
answer three main questions:

* What is the demand for the products that the farmers are
interested in?

* What are the buying conditions for these products?
* What other products are in high demand or scarce supply?

The best way to answer these questions is to visit one or more
markets (see Exercise 7a).

For many farmers, the market visit is an eye-opener. While all
farmers have been to a market to sell or buy something, few
go there to gather information from traders with a view to
improving their farming methods and businesses.

Which markets to visit? That depends on the priority products the farmers have
chosen. Think about visiting the market nearest the village first, plus perhaps one or
two other markets further away so you can compare information.

You may also want to visit other potential buyers such as restaurants, hotels, shops,
supermarkets, and factories.

Who should take part? It is not realistic for all farmers in a group to visit a market, so
ask the group to select two or three farmers to act as their market representatives.

How many traders to interview? Ask the same questions to two or three traders and
see if they give the same answers. Remember always only interview one trader at a
time. If the answers are the same you can feel confidence about the information they
have given you. If the traders all have very different answers, ask some more traders
until you can see consistency in the information.
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How long does it take? This depends on the number of products, the number of
markets to visit, and the distances between them. Typically, a visit to one market to
study 2-3 products takes 1-2 hours, plus the travel time. For a basic market survey
consider a period of one day to get to the market, ask the questions and then discuss
the results. As people gain experience, it may be possible to divide them into groups
and visit several markets at the same time. Remember that many markets operate
only in the mornings and on certain days.

Allow time to analyze the findings and report back to the rest of the group (see
below).

ANALYZING AND PRESENTING MARKET INFORMATION

After the market survey, the survey team should
write up analyze the information it has collected,
and report it to the whole group. Exercise 7¢
describes how to go about this.

In many cases, the information collected in the
survey will be incomplete. You can get this from
other sources, or from the contacts made during
the survey.

Discuss the experience with the survey team
members. What was new for them? What did they
learn? What did they find most interesting?

Write up the information gathered and invite the
market team members to present it to the other
members of the farmers’ group. Discuss the
findings and their implications with the group. Help
them identify what products and markets they are
interested in exploring further.

Price data. Be especially careful when reporting prices. Things to note:
* What was the product? What quality or grade? For what volume or weight?

* Where (in which market) and when (when in the season)?

TABLE 18. RESULTS OF A SURVEY CONDUCTED BY FARMERS IN SOROTI MARKET, UGANDA

RICE

Buyer Ben Ophrah

Telephone number 204-234-XXXX

Product Maize

Demand High in January-May

Type required Local aromatic types, Serere 15, Super class

Minimum volume purchased Lots of 10 bags (1tonne)

Collective marketing volume One trader offered UGS 102,000 per bag, but he wants 20 tonnes (two
lorry loads)

Quality Clean, dry, milled, no weevils, few brokens

Packaging requirements 100 kg clean bags

Frequency of delivery Monthly

Purchase price UGS 90,000/bag

Means of payment Cash on delivery

Willing to buy from local farmers If farmers are reliable
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AS SUPPLY GOES

UP, PRICES TEND
Supply TO FALL

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Prices at different seasons. Most products can be grown only at certain times of the
year, so prices often go down at the main harvest time. Farmers can often get a better
price by avoiding selling at this time. Some ways to do this:

* Grow early maturing varieties

* Grow a product off-season (for example, using irrigation)
» Stagger planting and harvesting dates

» Store the produce until the price goes up.

We will look at these and other options in the next lesson.

Other questions. In addition to talking about market demand, the survey team also
needs to be able to answer more general questions that farmers will want to know.
Examples:

* Where do we get the varieties that the buyers want?
* When should | expect my first payment?

* Is selling the product to one of the traders more profitable that what | am already
doing?

CONCLUSION

This lesson has covered ways to help the farmers understand the markets for their
produce. By drawing a market map, they can improve their understanding of their
actual and potential markets. By getting a small team to undertake a market survey
and then report back to the group as a whole, they can gather and share information
that will be vital to them as they select among alternative activities and plan their
business.
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QuilZ 7

4. Help Laura complete and analyze this mar-
ket survey

Answers at the end of the guide.

1. “Everyone in this area uses a particular size Match the category to the correct answer.
of soft-drink bottle to measure liquids. So |

don’t need to worry about converting to a CATEGORY ANSWER

standard weights and measures.” A. Buyer 1. Local aromatic types,
Serere 15, Super class

A. Correct. If everyone understands the local

system, it’s a waste of time converting to the B. Telephone 2. One trader offered UGS
B. Incorrect. Local systems may change, and wants 20 tonnes (two lorry

they may differ from place to place. And you Jezies)

need the standard system to compare across C. Demand 3. Lots of 10 bags (1 tonne)

D. Type required 4.204-234-XXXX
5. Ben Ophrah

regions and countries

E. Minimum

2. It’s not practical to take the whole farmers’ volume
group to do a market survey. So what is purchased
your best approach?

F. Collective
marketing volume

6. High in January-May

A. Take the whole group anyway: it’s important
for everyone to understand how the market
works

5. Help me pick the best ways of getting bet-

B. Ask the farmers to nominate a small group ter prices

to do the survey, then to report back to the
whole group Select all that apply.

C. Select a small group of individuals you think A. Grow early maturing varieties

will do the best job, and get them to report B. Grow only those varieties that have done well
back to the whole group for you in the past.

D. Instead of doing a survey, invite C. Grow a product off-season (for example,
representative traders to come to talk to the using irrigation)

whole group D. Plant all varieties at the same time.

E. Stagger planting and harvesting dates

i 2
3. What is a market map: F. Store the produce until the price goes up.

A. A map of how to get to the market

B. A diagram showing information about where
a product is produced, processed, and sold

C. A map of the market, showing the location of
the stalls, market administration and public

. Laura has done a market survey, but her

notes are mixed up. Help her put them in
order.

Match the item to the correct category of

toilets information.

ITEM CATEGORY

A. Clean, dry, milled, no 1. Packaging
weevils, few brokens requirements

B. 50-kg bags
C. Monthly
D. UGS 90,000/bag

E. Bank transfer 1 week 5. Frequency of
after delivery delivery

6. Quality

2. Means of payment

3. Cash on delivery

4., Purchase price

F. If farmers are reliable
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EXERCISE 7A. MARKET MAPPING

This exercise enables the farmers to describe how
they market their products, and encourages them
to think about ways to improve their marketing.

OBJECTIVE

After this exercise the participants will be able to:

« |dentify their current and potential marketing
channels

* Describe potential new ways of marketing their
products.

EQUIPMENT NEEDED

* Large sheets of paper, colored marker pens

EXPECTED OUTPUTS

» Diagrams of existing value chains and potential
markets for the priority products

TIME REQUIRED

* 1T hour

PREPARATION

* If the group has already drawn a map of its re-
sources, bring it with you. You can refer to this
when drawing the new diagram to avoid having to
repeat information.

SUGGESTED PROCEDURE

1. Ask the farmers to draw a diagram showing

where they grow their crops, raise their livestock,

store and sell their produce. The diagram does
not have to be a map.

2. For one of their priority products, ask the farm-
ers to show where it goes after it leaves the
farm, and who is involved in marketing. They
should draw the sellers, buyers, services (such
as drying, milling, storage, transport and credit),
and destinations.

3. |If the product is sold at different places, ask the
farmers to show these on the diagram. They
should draw as much of the value chain as they
can, if possible all the way to the consumer.

4.

If they are considering more than one product
for their enterprise, ask them to draw separate
diagrams for the other products.

Ask them where the problems in marketing are,
and how they might be overcome. Ask where
they might find alternative buyers for each prod-
uct. Mark these buyers on the diagram.

QUESTIONS TO STIMULATE DISCUSSION

Do you process the product in some way before
selling it - such as drying, husking or milling it?

Do you sort or grade the product? How you pack-
age it - in sacks, boxes or crates?

How much of the product do you sell? How many
kilograms or sacks?

Who buys this product? Do you sell to several dif-
ferent buyers? Do you know the buyers? Do they
buy regularly from you? Do you sell at the same
time as your neighbors?

Where do you sell the product - at your farm, in
the village, or in the market? Does the buyer pick
the product up? Who arranges transport? How do
you transport the product?

What happens to the product after you sell it?
Does someone else buy it? In what form do people
consume it?

What problems do you face in selling the prod-
uct? Is it easy to find buyers? Does the price vary
much? Can you get a good price?

NOTES

The value chains for some products are short
and simple. For example, farmers may sell some
types of produce (such as vegetables) directly to
the consumers. Other value chains are long and
complicated - think of cotton, which is ginned,
spun, dyed, and woven before being made into
clothes that consumers buy.

Farmers may be able to draw short value chains
quite easily. But they may find it difficult to describe
longer or more complicated chains.
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EXERCISE 7B. MARKET SURVEY

A market survey is an important way for farmers
to gather information about the markets for their
products. A simple market survey focuses on a
single product in one market. A more complex
survey may cover several products in several
different markets.

OBJECTIVE

After this exercise the participants will be able to:

* Gather information about demand and markets for
their products.

EQUIPMENT NEEDED

* Survey questionnaire

* Large sheets of paper, colored marker pens, note-
pads, pens or pencils

* Transport to and from market
* Refreshments
* Expected outputs

* Information about market demand for priority
products

TIME REQUIRED

* This depends on the number of products and mar-
kets, and where the markets are.

Single product
* Day 1. Afternoon: select a product and plan ques-
tions.

» Day 2. Morning: visit market; afternoon: analyze
information; evening: discussion.

Several products, several markets
* Day 1. Decide which markets to visit, prepare a
guestionnaire or checklist.

* Day 2. Visit markets to gather information.
- Days 3-5. Analyze information.

* Days 6-7. Present findings to group.

PREPARATION

1. Organize a team. Ask the group to choose a
small number of farmers who know about the
product to visit the market and collect informa-
tion. At least one should be able to write, and
one should have good communication skills as

they will report their findings back to the group.

2. Decide what types of information to collect.
This will depend on the nature of the product
and the market. Check the results of the market
mapping exercise (Exercise 7a) for ideas.

3. Decide where and when to visit. List the market
sites to visit (village market, assembly market,
town wholesale market, retail market, processing
factory, shop), and the best dates and times to
visit them. Check the results of the market map-
ping exercise for ideas.

4. Plan the number of interviews in each mar-
ket. Plan to interview several traders or buyers
individually so you can compare their answers.
Pairs of team members can conduct interviews,
with one person asking questions and the other
taking notes.

5. Prepare a questionnaire or checklist, based on
the types of information you want to collect. See
Table 19 for an example. You can plan to ask all
these questions, or just the most essential items
(in bold in the table). Adapt the questionnaire
by adding or deleting questions to suit your own
needs.

6. Prepare an introduction explaining why you are
doing the survey.

7. Rehearse. Discuss the interview procedure with
the team, and rehearse it with different farmers
playing the roles of interviewer and interviewee.

8. Arrange interviews. If necessary, contact the
people you want to interview beforehand to
arrange a suitable time.

9. Arrange transport. If the market is a long way
away, you may also need to arrange for the team
to stay overnight.

SUGGESTED PROCEDURE

10. Visit the market with the team of farmers. Make
contact with any market officials, to tell them
what you are planning to do in the market. If the
place is unfamiliar, walk through it to find out
where your products are traded and who the
team might interview.

11. Conduct interviews. Approach the person you
want to interview, introduce yourselves, and ex-
plain why you want to talk to him or her. Follow
the interview plan you have worked out, and
make sure you collect the information you need.
But also explore interesting topics that you had
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not anticipated.

12. At the end of the interview, thank the interview-
ee for their time and information. Make sure your
notes are in order before going to interview the
next person.

13. Afterwards, collate the information you have
collected so you can analyze it and present it
(see Exercise 7¢).

QUESTIONS TO STIMULATE DISCUSSION

* What do we need to know about the product and
how it is marketed? What do we know already?
What information do we need to check?

* How many people should we interview? What
types of people - traders, managers, transporters,
processors, consumers...?

* What is the best way to approach people we want
to interview? Should we take notes during the
interview, or immediately afterwards?

* What sorts of information may be sensitive or dif-
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ficult to get hold of? Can we find out this informa-
tion from any other sources?

NOTES

Some of the questions (e.g., about prices) may

be sensitive, and interviewees may be reluctant

to answer or give accurate responses. During an
interview, start off with non-sensitive questions,
then move on to the more difficult questions later.
Ask about prices towards the end of your interview.

Be sure that the person you are interviewing has
time (if not, arrange to come back at a better time).
Do not take more than 15-20 minutes with each
person. Stop asking questions when the person is
dealing with customers.

Always thank the person you have interviewed for
their time at the end of the interview.

Adapt the interview guide or questionnaire (Table
19) as necessary. The survey team can ask all of
these questions for each product, or only the most
important questions (marked with *).



TABLE 19. EXAMPLE OF A QUESTIONNAIRE FOR A MARKET SURVEY

THE INTERVIEW

Place, date *
Type of product (e.g., maize) *
Interviewer(s) *

PERSON INTERVIEWED

Name *
Type of activity in chain (e.g., trader) *
Position, name of company *
Phone number *
Address

PURCHASES OF PRODUCT X

How much of product X do you buy in all each .
day? Each week? Each year?

How often do you buy product X? *

Who do you buy from? *

What is your main source of product X?

TERMS OF PURCHASE

What is the smallest amount of the product .
that you would buy? The largest amount?

What varieties of the product do you need?

How old or ripe? What size? What quality *
grade?

How do you want sellers to package the .
product?

What are your terms of payment? (e.g., full or
partial payment on delivery, payment after a *
delay, provision of credit)

Would you be interested in buying from a .
farmers’ group? What amounts? At what price?
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77




PRICES

What price do you pay? (per kilogram or sack)

How does the price change from season to
season?

Do prices vary for different varieties, ripeness,
size or class?

THE VALUE CHAIN

What do you do with the product after you buy
it? E.g., do you sell it, process, package it, etc?

What price do you sell at?

What are your main marketing costs?

Who do you sell it to?

What do they do with it?

Who are the end users?

THE MARKET FOR PRODUCT X

Is demand for the product growing, stable, or
declining? Are sales this year higher, the same,
or lower than last year? Why the changes?

How many other traders are there like you in
the market?

How much of product X is bought and sold at
this market each day? In the peak season? In
the low season?

Who is the largest trader in this market for
product X?

OTHER PRODUCTS

What products are in highest demand?

What products are very scarce?

What new products are being sold in this
market?

What would you advise farmers to grow to
earn more money?
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EXERCISE 7C. ANALYZING MARKET INFORMATION

This activity is based on and follows immediately
after the market survey (Exercise 7b). It enables
farmers to present and analyze the information
gathered during the survey, and feed this into the
agroenterprise planning.

OBJECTIVE
After this exercise the participants will be able to:
* Organize and analyze information gathered

through the market survey and present it to other
group members

 |dentify ways to improve the marketing of their
priority products.

EQUIPMENT NEEDED

* Large sheets of paper, colored marker pens, infor-
mation gathered during the market survey

EXPECTED OUTPUTS

* Summary of market situation for the short-listed
products

* Understanding of market functions and opportu-
nities

TIME REQUIRED

* 3 hours to 5 days, depending on amount and com-
plexity of information

PREPARATION

» See Exercise 7b (market survey)

SUGGESTED PROCEDURE

1. Assemble the team that conducted the market
survey, plus perhaps a few other group members
to help with the analysis.

2. Discuss the market survey experience with the
team. Find out what was new for them? What

did they learn? What did they find most interest-
ing? What was scary?

Ask each interviewer to report the information
from the interviews they conducted. Write the
results on large sheets of paper as tables of
diagrams.

Discuss the findings and analyze their implica-
tions for the farmers.

Summarize the information using a form like
Table 20.

Decide who will present the information to the
larger group of farmers. It may be best to divide
up the task of presentation among several mem-
bers of the survey team.

Call a meeting with all the members of the
group.

Invite the team members to present their find-
ings to the whole group.

Facilitate a discussion of the findings to inter-
pret the findings and explore their implications
for the whole group.

QUESTIONS TO STIMULATE DISCUSSION

What did the survey team members learn from
the survey? What surprised them most? For each
person, what was the single most useful piece of
new information they learned?

Of the various products and markets surveyed,
which is the most promising? Which should the
group explore further? Which are least promising?

What would the group have to do to take ad-
vantage of the market opportunities they have
identified?

What other information does the group need?
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TABLE 20. FORM FOR SUMMARIZING FINDINGS OF MARKET SURVEY

Product

Market name

Date

Survey team members
Existing New

Is this a new product? (farmers produce this |:| (farmers do not
product) produce this product)
Existing New

Is this a new market? (the farmers already sell |:| (the farmers do not |:|
here) yet sell here)

WHAT FARMERS DO NOW

Farm Local District National Super- Export
Processor Other
Where do the farmers gate market market market market market
sell? (Tick all that apply) D D D D D D D D
Local Traveling Whole- )

What is the current Farmer | Collector trader trader Processor saler Retailer | Consumer
marketing chain? (Tick
RULEEED e o o o o A
What is the price of Main season Off season Now

product?

How much product does | Amount per farmer per season Total amount for group per season

the group sell?

WHAT FARMERS HOPE TO DO IN THE FUTURE

National
Processor
market

[] [

Total amount for group per
season

District
What is the target market

market?

Amount per farmer per Price per unit

season

How much product does
the group plan to sell?

Current demand Future demand

What is the demand for

this product? Rising Stable

] ]

Amount for which the buyer will give a
premium*

Falling

[l

High Medium Low

] ] ]

Smallest amount the buyer will buy

How much will the buyer
buy?

How often does the Per day? Per week? Per month? No schedule?

buyer need supplies?

What are the quality
requirements?

What are the packaging
requirements?

What are the business
relationships?

None

Handshake

L]

Agreement

[

Contract

L]

Who are the farmers’
main competitors?

What are the main risks?

* This is usually the amount required to fill a vehicle, such as 1-3 tonnes for a pickup, 5-10 tonnes for a truck, etc. Traders
often offer best prices for specific volumes. In the market visit, find out if traders are interested in collective sales. See
also Step 5 on collective marketing.
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LESSON 8. ANALYZING PRODUCTION

IN THIS LESSON

After this lesson you will be able to:
» Describe possible ways to improve production of a crop or livestock product

* Help farmers to choose a set of production technologies.

IMPROVING PRODUCTION AND VALUE

Once farmers understand the market demand for one or more products, it is time for
them to look at how they can produce these products and sell them at a competitive
price. As a field agent, these are some things to consider:

* Find out about the new varieties of a product that traders or processors want to buy.

« Ask farmers to provide you with information on their current production methods
and yields per unit area (acre, hectare, etc.).

* Discuss your information with larger or more commercial farmers and find out if they
are using any new methods of production, or best practices to increase their yields

* Talk to local agriculture or livestock experts, including researchers, traders, and ex-
tension workers, to get tips on how to increase the levels of production and competi-
tiveness of the product.

» Organize visits to other farmers who are already using improved technologies to pro-
duce more. Such visits are particularly important if the farmers do not have experi-
ence in growing a crop or rearing a specific type of livestock.

Some farmers produce more because they are doing several things right. They may
not be doing anything that seems to be different from your farmers, but they get all
the basics right, they make the right investments, are disciplined in their approach,
and this makes them more competitive.
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You can use a similar approach that you used in the market analysis (Lesson 7): help
the farmers organize a small team to gather information on production and present it
to the whole group.

Help the team think of ways they might improve their productivity and the price of
their products. Table 21 give some suggestions on how they can do this for crops and
livestock products. Exercise 8 gives one way to do this.

See also the courses on Understanding natural resources and Managing natural
resources for more details on how to improve production techniques.
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TABLE 21. POSSIBLE WAYS TO INCREASE PRODUCTIVITY AND SALES PRICES OF CROPS AND LIVESTOCK

STRATEGY

Before planting

EXPLANATION AND ADVANTAGES

POSSIBLE DISADVANTAGES

Increase land
area

The most common way to raise production

Suitable land may not be available

The new variety or breed may yield more, be

Investment in new varieties or breeds needed.

Improve.d resistant to specific pests and diseases, grow New varieties or breeds may require technologies
crop variety R . - . S
. quickly, mature early (so allowing farmers to sell such as irrigation, fertilizer and fodder. If these
or animal . - .
before the main harvest), or have a new feature are not available, the new variety or breed may
breed . ) ;
that commands a higher price perform worse than the local alternative
Staggering Avoids harvest at peak periods, or spreads
planting harvesting into early and late season. Generally May depend on rainfall or irrigation
dates used for vegetables and fruits
Planting in . . . May raise labor costs and labor requirements from
Increases crop density and makes weeding easier .
rows the family
For some crops such as rice, vegetables, the
Seedling farmer can improve germination and helps the Requires additional labor and investment in the

preparation

crop to grow quickly by having a nursery for
seedlings before planting into the main field

time to learn new skills

Seed dressing

Chemical treatment of seed to avoid losses
through pests and diseases

Availability of chemicals and cost of chemicals,
need to learn how to use chemicals properly

After planting

Organic or inorganic fertilizer can boost yields.

Farmers need access to fertilizer and have to use

Fertilizer A combination of new varieties and fertilizer has
. . them correctly
raised yields across the world
e Increases production and extends production Costly, water may not be available
season
Mulch or Used for high-value, fresh produce. It accelerates

plastic covers

early growth, suppresses weeds and takes
advantage of early and late seasons prices

Labor and cost

Regul_ar Reduces yield losses due to weeds Laborious, high labor costs
weeding

Chen_1|f:al Re_duce \_/veeds or allow zero tillage (whlch cuts Cost of chemicals, health hazards
herbicides soil erosion and costs of land preparation)

After harvest

Drying floors

Reduces time for drying, and reduces trash in final
product

Costly

Sorting areas

Allow for cleaning and sorting before sale

Requires some investments and labor

Makes it possible to sell best-quality grades at

May soak up labor costs and not be rewarded in

Slaell) higher price markets that do not provide quality premiums
Bulking Selling in bulk attracts premium prices from Many farmers may be needed to supply enough
produce traders. produce

Increases the value of the product, and often
Processing makes it less perishable. Examples: threshing, de- | May require special equipment

husking, boiling, drying, fermenting
Storing Avoids peak sales times and takes advantage of Requires suitable storage facilities. Not possible

rising prices when supply is short

for some products
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QuUIZ 8
Answers at the end of the guide.

1. Match the activity with the correct timing.

ACTIVITY WHEN?

A. Preparing seedlings 1. Before planting

B. Regular weeding 2. After planting

C. Bulking produce 3. After harvest

D. Storage

E. Expanding the
planted area

2. Match the strategy to increase production
with its possible disadvantage.

STRATEGY DISADVANTAGE

A. Regular weeding 1. Water not available

4. The farmers’ group is considering ways to

increase their income. Which of the follow-
ing is likely to increase the product price?
A. Selling in bulk

B. Regular weeding

C. Expanding the land area

D. Processing

E. New crop variety

. Here are some ways in which the farmers’

group might increase production. Match the
strategy with the corresponding advantage.

STRATEGY ADVANTAGE

A. Improved crop 1. Higher yield and better
variety disease resistance

B. Staggering
planting dates

2. Avoids losses from pests
and diseases

B. Expanding the land
area

2. Takes a lot of work

C. Planting in rows

3. Avoids harvest at peak
periods

C. Irrigate 3. Cost of seed

D. Seed dressing

4. Higher plant density

4. Land needed for

D. Plant new varieties
other crops

3. The farmers’ group is considering ways to

increase their income. Which of the follow-

ing is likely to increase their output?

A. Selling in bulk

B. Regular weeding

C. Expanding the land area
D. Processing

E. New crop variety
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6. Here are some ways that the farmers’ group

can improve their postharvest handling.
Match the strategy with the corresponding
advantage.

STRATEGY ADVANTAGE

A. Drying 1. Traders will pay more if they can
floor buy in large quantities

2. Avoids having to sell at times

B. Grading .
when price is low
. 3. Makes it possible to sell better-
C. Bulking . . .
quality produce at a higher price
D. Storing 4. Reduces drying time and

contamination of grain




EXERCISE 8. CHOOSING A PRODUCTION TECHNOLOGY PACKAGE

This exercise guides a small team of farmers to
analyze the production technologies for their
priority products.

OBJECTIVE

After this exercise the participants will be able to:

» List the improved technologies they need to pro-
duce a particular crop or livestock product

EQUIPMENT NEEDED

* Flipchart, marker pens

EXPECTED OUTPUTS
* List of improved technologies needed to produce

the participants’ priority products

» Description of the technology package for each
product

TIME REQUIRED

* Several days

PREPARATION

* Ask the farmers’ group to nominate a small team
to analyze production technologies.

* Bring the list of priority crops and livestock prod-
ucts selected in Lesson 5.

SUGGESTED PROCEDURE

1. Explain to the team that they should consider
the most appropriate ways to produce the prod-
ucts they are considering.

2. Ask the team to discuss ways of improving how
each product is produced. See Table 21 for some
ideas. The suggestions should be realistic and
within the farmers’ own capabilities.

3. Ask the team to fill in Table 22 for their product.
You will have to adapt the table for livestock.

4. Invite the team to present its results to the full
group. Facilitate a discussion of the findings.

QUESTIONS TO STIMULATE DISCUSSION

* Does the crop grow well in this area?

* Are there any new varieties or technologies that
we could use to increase production?

* What are the production costs?

* Can we expand production, if there is a market to
buy the produce?

* What is the seasonality of this crop?

* What are the investment costs to start the pro-
cess?

* What are the technology needs?

NOTES

For existing products, the team may be able to fill
in the required information itself. For new products,
you might need to ask an expert to provide
information they do not have.

The team should gather as much information as
possible and seek assistance from local experts if
necessary. Make sure that the team focuses on the
most important issues.

STEP 3 - COLLECTING INFORMATION FOR THE BUSINESS PLAN 85




TABLE 22. FORM FOR RECORDING THE REQUIREMENTS OF A CROP PRODUCT

THE PRODUCT

Type of product

Is this a new or existing _—
product? Existing D New |:|

Name of variety

Hybrid/ Farmers’
e exotic D New D own D
Type of land preparation Other |:|
Fequired Hoe D Ox plow |:| Tractor |:| Gpecify)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

O oo oo donoddnn

Approximate planting date DD/MM/YYYY

When is the main rainy season?

Approximate harvest date DD/MM/YYYY

MATERIAL INPUTS

Before planting

Production

After harvest

Marketing

Other

LABOR NEEDS

Before planting

Production

After harvest

Marketing

Other

Technical needs Low D Medium |:| High |:|

Water needs Rainfed |:| Irrigation |:|

mm of water needed

Altitude where this product
grows

Soil requirements

Major pests

How to control pests

Major diseases

How to control diseases
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LESSON 9. SURVEYING AND FOSTERING BUSINESS SERVICES

IN THIS LESSON

After this lesson you will be able to:
» Describe how business services support value chains
» Describe how to foster business services

 List ways to help farmers get financial services so they can invest in their enterprises.

SURVEYING BUSINESS SERVICES

In the last two lessons, we have analyzed the markets for products and the
production system. It is now time to do the same for business services.

Farmers who grow crops need supplies of seeds, fertilizer, agrochemicals, and
equipment. They may also need advice on how to grow a new crop, and on how
to manage pests and diseases. Farmers who keep livestock or fish need feed and
services such as veterinary advice and medical supplies. Nearly all farmers need
advice and access to financial services. And they need things like labor for tilling
the land, weeding, harvesting and sorting the crop, sacks or crates to store it, and
transport to take it to market.

There are businesses that provide these services are often called “business support
services” or “business development services.” Here, we simply call them business
services. They are not “core chain actors”, as they do not buy or sell the product
grown by the farmers. See the course on Marketing basics for more information.

NGOs often make the mistake of providing these business services for free. But if the
market chain is functioning well, farmers pay for them: they buy fertilizer and feed,
pay interest on loans, pay laborers a wage, and pay a fee for advice.
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It is very important that as field agents, you work with local business services to
access specific service needs, rather than provide them yourself. Everything that you
give free to farmers as part of “project support” will not be available free to farmers
when the project ends. To build sustainable agro-enterprises, we need to adopt

the mindset that was outlined in the “crossing the river” exercise (see /ntroduction

to SMART skills for rural development Lesson 4) and also avoid being a “Father
Christmas” (Lesson 3 of this manual).

Here are some ways to evaluate business services:

* Review the market map exercise that was done by the farmers in the marketing
section, but this time, work with the farmers to identify and prioritize service needs
(Exercise 9).

* Interviewing farmers and service providers (you can help the farmers’ marketing
team do a survey similar to the market survey in Exercise 7b).

The purpose is to help the farmers identify the essential services they need to run

a specific enterprise, prioritize them, and find out how to get those services and
how much to pay for them. The farmers can then compare the costs and quality of
services from different providers, and decide which services are vital, which services
are desirable. The point of this exercise is to find out which services farmers are able
and prepared to pay for.

Help the farmers marketing team and other local experts to assess:

* |Is the service essential for farmers to produce their products and access markets in a
sustainable way?

* How frequently will the farmers need this service?
* What are the technical, financial, and business benefits?
* What are the risks of not using this service?

* What are the costs? How can farmers cut their costs? Costs reduce profit, so remove
all but the essential ones.

* What financial services will the farmers need (savings, loans, grants, co-investments)?

WHAT HAPPENS IF FARMERS CANNOT ACCESS ESSENTIAL SERVICES?

Based on the analysis in Exercise 9, you may find the following situations:

Services are available, but weak, distant > Consider providing training and short-term
or too expensive for the farmers to use. subsidies to help rebuild the services.

Select a different product that has services
which are available

Services are not available. } or
Work with local private-sector actors to build
up the required service.

Think of yourself as a business advisor, not as Father Christmas! Resist the temptation
to provide goods and services to farmers. Instead, find ways for farmers to access
goods and services through the market.

FOSTERING BUSINESS SERVICES

Here are some ways to foster business services.

Build demand for business services. Link farmers to the providers of services they
need. For example, the project can help get groups of farmers to agree to buy
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fertilizer in bulk from a local business, and then give the farmers vouchers to pay
for part of the amount they need. This stimulates demand for essential goods and
services. Over time, the level of subsidy can be reduced, leading farmers to pay for
services that make their enterprise more profitable.

Help business services develop. You can help the local service provider build their
business plans and link them with project farmers. For example, maybe a local
storekeeper who sells household goods is interested in selling farm inputs. You could
link the storekeeper with a big supplier in town, and help broker a franchise deal so
the storekeeper can get goods on credit. You could also train the storekeeper about
the products and the farmers’ needs. You can get the farmers and the storekeeper to
exchange phone numbers so they can get in contact when the farmers need an item
or if the storekeeper has the item in stock.

Train farmers to provide services. As a last resort, if it is not possible to find local
businesses to provide services, the project may need to enable the farmers to provide
the service themselves. You can identify and train a farmers’ group to provide the
service to their members for a fee. Farmer cooperatives, for example, often supply
inputs, market information, and financial advice to their members.

EXAMPLES OF FOSTERING BUSINESS SUPPORT SERVICES
Here are some examples of how to work with business services.
Seed supply. Introducing new and improved varieties is

a way of boosting crop productivity and avoiding losses

through pests and disease. But support agencies are not seed
companies. So try not to hand out free seed! Instead, you can:

* |dentify a source of new seed, through links to research insti-
tutions or business.

* Find out the price of seed delivered to farmers.

* Include the costs of seed in the farmers’ business plan.

In the short term, it may be possible for farmers to travel to a

distant supplier to fetch the first lot of seed. But in the medium term you will need to
find ways for the farmers to buy seed through local suppliers. Alternatively, you might
work with a small group of farmers to produce seed to sell to the others. In this case,
the seed supply becomes an enterprise: it is planned for and executed as part of a
larger long term approach.

Seed fairs. CRS started seed fairs to help stimulate local seed supplies. Before the
fair, the project team will identify seed suppliers and agree prices with them. You
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provide farmers with vouchers for a certain value, say $20. The suppliers come to a
specified marketplace, where the farmers can exchange their vouchers for seed. This
gives markets to the seed suppliers, introduces an element of
competition into the sales, and provides buyers with a choice
of seeds and suppliers.

Livestock inputs. Many projects supply starter animals such

as chickens, sheep, goats, and cattle for farmers to raise and
breed. But without the right veterinary care or disease control,
these animals often die. Farmers, especially those with little
experience of animal husbandry, need training in animal care,
need to have land to supply feed and have access to veterinary
services and medicines. Veterinary care may be available

from the government or the private sector. Make sure that the costs involved are
included in the business plan that comes with the animals. If veterinary services are
not available or are too expensive for farmers, do not invest in animals. Select another
product for the agroenterprise instead.

Use vouchers. Generally it is better to arrange for an animal sale and give farmers
vouchers to buy livestock, rather than buying and delivering the animals to farmers.
All animals should be inspected at the time of purchase. Farmers who receive
animals should be given intensive training in livestock husbandry, pests and diseases
and appropriate use of medicines. Regular inspections by
veterinary services should be a part of any animal business
plan.

Market information. Farmers need information about markets
so they can negotiate reasonable prices for their goods.

They can get this information through government services

or market contacts. They need advice on how to access,
understand, and act upon market information. Mobile phones
and short messaging services (SMS) have made getting such
information much simpler. Support agencies can bulk-buy
SMS airtime for farmers and sell it to them cheaply, or train
them how to get data via SMS. Or you can help build a list of
local traders, transporters, processors, etc., that farmers can
call to find out latest prices and conditions. Farmers should
always compare prices from two or three sources. They should
complement phone calls with regular visits to markets to gain a better idea of market
trends price changes and demand.

FINANCING

Nearly all agroenterprise projects require some
form of investment. Therefore farmers will need
to find ways of financing basic inputs, production,
and marketing costs. Here are some ways to help
farmers get financial services:

* Savings groups

* Savings and loans

* Loans to individuals

+ Loans to farmer groups

« Farmer group financial delivery.
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Savings groups. By saving, groups of farmers can reduce the costs of investing in
their agroenterprise. They pay a small amount every week into a common pot. The
treasurer keeps a record of how much each person has saved. At the start of the
season, the money is distributed to the members so they can buy seed and other
inputs. That means they do not have to borrow from a moneylender.

Group savings schemes are a highly effective way for poor people to save regularly
so they can buy things they need. It takes several months to build up enough cash to
pay for seed. It is possible to save and arrange for payouts just before planting so the
farmers can buy seed.

Savings and loans. Many savings groups also combine regular savings with lending
schemes. Small groups save small amounts of cash every week or month. The savings
are then offered as loans to group members at an agreed interest rate. After, say, 6
months or 1 year, the entire pot of savings is shared out among the members. They
can decide whether to spend this money, invest it in a business, or re-invest some in
the savings group.

Such “loans and internal lending” schemes are an excellent way for farmers to learn
financial skills. They allow people to save if there are no microfinance institutions or
banks nearby. The loans are fairly small and can pay for short-term needs only. Bigger
loans are needed for large capital items or to pay for storage and marketing.

Individual loans. A producer or entrepreneur who has
collateral or a financial history may be able to write a business
plan and get a loan from a bank or microfinance institution.

Group loans. A group of farmers may approach a bank or
microfinance institution for a loan. They may ask the lender

to consider their savings scheme as a form of credit history.
Sometimes a support agency may guarantee the loan, so
reducing the risk to the lender. The farmers do not know of the
guarantee scheme, as this may encourage them not to repay
the loan.

Group-managed financial services. The farmer group or
an association of farmer groups, (such as a cooperative
or secondary association) can borrow money from a
bank or microfinance institution (or use its own funds) to
provide smaller loans to its members. To do this, it needs strong management and
governance. To assess the ability of a group to manage lending methods, you can
help by checking the group’s accounts, advising the group in the negotiations with
the lender, and helping it decide how to loan money to the members.

We will look at credit in more detail in Lesson 11.

CONCLUSION

This lesson has focused on a vital group of actors: business services. These include

a range of services: input supplies, market information, transport, financial services,
and so on. Without them, the farmers would not be able to produce and market their
products. We have looked at how to help farmers find out about business services,
and decide which ones they need and can pay for. We have also looked at ways you
can help build links to and strengthen such services.
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QUIZ 9

Answers at the end of the guide.

1.

Which of the following are business ser-
vices?

A. Input supplier

B. Trader

C. Transporter

D. Microfinance institution

E. Farm laborer

F. NGO

G. Veterinarian

Which of the alternatives below will help
strengthen local business services?

A. Persuade a local storekeeper to sell farm
inputs.

B. Take farmers to a research station in the
capital city to get the latest seed varieties.

C. Help the farmers organize to sell their
produce in bulk.

D. Make a list of phone numbers of local input
suppliers and give this to the farmers.

. You help a group of farmers get a loan from

a bank. The group then uses this money to
lend small amounts to its members. What
type of financial service is this?

A. Savings group

B. Savings and loans

C. Individual loan

D. Group loan

E. Group-managed financial service
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. A group of chicken farmers saves money

every week. They lend the week’s savings to
one of their members, who invests in some
day-old chicks. The borrowers repay the
loan with interest. What type of financial
service is this?

A. Savings group

B. Savings and loans

C. Individual loan

D. Group loan

E. Group-managed financial service

. A group of tomato farmers saves money ev-

ery week. They distribute the money at the
start of the planting season so they can buy
seed and fertilizer. What type of financial
service is this?

A. Savings group

B. Savings and loans

C. Individual loan

D. Group loan

E. Group-managed financial service

. You help a storekeeper write a business

plan and get a loan to start selling farm
chemicals. What type of financial service is
this?

A. Savings group

B. Savings and loans

C. Individual loan

D. Group loan

E. Group-managed financial service



EXERCISE 9. IDENTIFYING AND PRIORITIZING SERVICE NEEDS

Business services are vital for both production
and marketing and for the sustainability of an
agroenterprise. This exercise raises farmers’
awareness of the value of these services.

OBJECTIVE

After this exercise the participants will be able to
identify the services they need to produce and
market their crops and livestock.

EQUIPMENT NEEDED

» Large sheets of paper, marker pens, cards

EXPECTED OUTPUTS

* Prioritized list of business services

TIME REQUIRED

* 2 hours

PREPARATION

* None

SUGGESTED PROCEDURE

1. Explain to the participants what you mean by
business services - the provision of equipment,
goods, and services needed to produce and
market a product.

2. Take the earlier market maps that were drawn by
the farmers and ask them to review these market
maps. Then either using the same market map
if possible, or a new sheet of paper, redraw the
market chain, and ask the farmers to add in any
business services that are available to support
specific aspects of the market chain.

3. Ask the farmers to focus on one product at a
time.

4. Ask each group to write each type of service on
one card.

5. Ask the groups to sort the cards into piles ac-
cording to what stage they need the service: for
market analysis, before production, during pro-
duction, after harvest, and for marketing. Allow
them to add services they may have forgotten.

6. Get each group to list the contents of the cards
on the left side of a large sheet of paper so the
group will gradually build up a table like Table
23.

7. Ask the groups how essential the service is
for producing and marketing the product. Is it
essential, merely desirable, or not needed? Ask
them to fill this information in the “Required”
column in the table.

8. Then ask the groups what priority the service
has - how important is it that the farmers get the
service? Ask them to fill in the “Priority” column
in the table accordingly.

9. Ask the groups to say who supplies the service,
and how far away it is. Ask them to fill this in the
“Supplier” and “Distance” columns in the table.

10. Invite the groups to discuss the capacity of each
service provider. Ask them to categorize each
service as “strong,” “medium,” or “weak,” and to

fill this information in the table.

11. Ask the groups to say whether farmers get each
service for free (e.qg., free extension advice) or
whether they have to pay for it (e.g., buying
fertilizer, hiring transport). For those services
they pay for, ask them whether they typically
use their savings (or cash in hand), whether they
borrow money (from a bank, savings-and-loan
group, moneylender, trader), or whether they get
a grant (e.g., from an NGO). Fill this information
in the last two columns in the Table 23.

12. Invite the groups to present their findings to the

plenary.

13. Facilitate a discussion to correct any errors or
omissions, and to compare among the different
products. Which services are vital but not avail-
able? What can the farmers do to obtain them?
Which products can they produce because they
can get all the services they need? Which prod-
ucts are not an option because there are not

enough services to make them viable?

QUESTIONS TO STIMULATE DISCUSSION

* What kinds of equipment, goods, and services
do you need at each stage in the production and
marketing season?

* What do you need before you decide what to pro-
duce (e.g., information about potential markets for
the product)?

» Before you start planting (e.g., seed, plowing, loan
to buy inputs)?

* During the growing season (e.g., irrigation water,
livestock medicine, veterinary advice)?

STEP 3 - COLLECTING INFORMATION FOR THE BUSINESS PLAN 93




TABLE 23. BUSINESS SERVICES NEEDED FOR PRODUCTION AND MARKETING

Product type

TYPE OF SUPPLIER CAPACITY OF

SERVICE Hidlelidhnd EXISTS? el EANE S SERVICE ek
1= essential 1= strong . Savings
2 = desirable Yes / No km 2 = medium Paid Loan
3 = not needed 3 = weak Grant

Market analysis

Research

Pre-production

Seed

Extension

Veterinary

Irrigation

Finance

Production

Tractor/ox hire

Fertilizer/ feed

Extension/
veterinary
advice

Pest and
disease control

Weeding

Finance

After harvest

Grading

Packaging

Storage

Finance

Telephone

Transport

Finance
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* During and after harvest (e.g., labor for harvesting, yields or quality decline if you did not get it?

packaging materials)?
* Does the provider offer a good, reliable service?

* For marketing (e.g., airtime for phone, transport)? Does it have supplies of its product (e.g., seed, fer-
tilizer) available at the right time and in the right

. ) . . ) 5
How important is this service for you? Can you amounts?

produce the product without it? How much would
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LESSON 10. TOOLS FOR FINANCIAL ANALYSIS

IN THIS LESSON

After this lesson you will be able to:

* Describe how to get information about farmers’ costs

* |dentify the two types of materials costs, and give examples of each type
* Give examples of labor and services costs

» Calculate a farmer’s total costs

e Calculate a farmer’s income and profit.

WHY LEARN ABOUT FINANCE?

It is vital for any business to keep track of investments, costs, and income. In order to
make good decisions, business managers - in this case, the farmers - have to know
how much material and labor cost, how much money comes in, and how much profit
to expect. This information will enable the farmers to put together a viable business
plan. This lesson will describe how to collect this information, and lead you through
some simple calculations you need to prepare a business plan.

You can calculate this information using pencil and paper or a spreadsheet. Or you
can also use the profitability calculator, part of CRS’s Farmbook software (https://
farmbookhub.crs.org/).

If you find budgets and finance difficult, try to get help from a financial specialist. It is
always worth asking people with experience in finances to check your figures. A local
shopkeeper can help you and the farmers with these calculations.
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WHERE TO GET FINANCIAL INFORMATION

You need an estimate of the costs of producing and marketing products. Here are
three ways to get this:

* Using farmer records
* Researching existing information

* Collecting information from farmers and traders.

USING FARMER RECORDS

The best way to get costs is from farmer records. For a field agent this is ideal, as

you simply have to check through the financial records of farmers who are willing to
share their information. Unfortunately, very few farmers keep good records - so you
will have to use one of the other two methods below. But throughout the project, do
everything you can to encourage farmers to keep records of their costs and expenses
so they can make informed business decisions.

RESEARCHING EXISTING INFORMATION

Some countries have detailed surveys that have been undertake to measure the yield
and costs of production of key value chains. These records are often that the national
level, but there are large national surveys that can provide information down to the
district and county levels. These sources of information are very helpful as a guide,
but they are also often out date. Prices change due to market conditions, and so
whilst published data is very helpful, unless it has been recorded very recently, then
you will have to verify it with farmer information.

GATHERING INFORMATION FROM FARMERS AND TRADERS

Gathering price information from
farmers and traders is not easy. You

will find that in your first interviews,
that farmers often give inaccurate
information on costs and income. Some
do not want to share information that
they think is sensitive and others are not
sure what the real figures are, so they
guess.

So be careful when recording
information. Ask clear questions,
double-check the answers, and ask for
probes if you are not convinced. Discard
figures that are obviously wrong,
inflated, or misleading. To facilitate the
process of recording information, try
doing two things:

- Before you ask your farmers about
their costs, visit a lead farmer in the
area and ask him or her to go through
the costs of production with you. Spending time with a well-organized commercial
farmer can help you learn about all the equipment, best practices and costs. Keep in
mind, however, that this commercial farmer may get better input prices than other
smaller farmers.

* It is also very helpful to visit an agri-dealer in the region and write down the costs of
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things that farmers need such as seed, fertilizer, basic equipment, and agro-chem-
icals. Having a list of costs will help you cross reference what farmers say against
what input suppliers are selling. To help with this fill in the

table shown in Annex 4.

Some farmers are cautious when asked sensitive questions
about money. Explain clearly why you want this information.
Make it clear that you are not a tax official!l Show that the
farmers will get a better understanding of their business if they
provide accurate numbers for this calculation.

In addition, remember that farmers may be embarrassed by
financial questions if they cannot read or write or if they have
only a very basic understanding of their costs of production.
Some will not understand what you are doing and why. So
explain the method you are using in simple terms that are
relatable to the farmers. If they are all illiterate, ask them to
bring along a relative who can help them with the calculations.

See Exercise 10a for a way to calculate the costs of the

enterprise. Try to make the analysis fun! Tell farmers about the

benefits of knowing their costs of production. If they see the value of this work in the
future they will do it themselves.

You can do costs of production calculations on paper, but it is often quicker to use

a calculator or a computer. A spreadsheet program such as Microsoft Excel is very
useful. The CRS Farmbook program can also help you do these calculations. Get more
information on Farmbook at https://farmbookhub.crs.org/.

Women and men may have very different views of the costs and the amount of work
needed to produce and market a particular product. Women are often more precise
and careful in keeping track of money and work time. Be sure to work with women to
get their costs if you are going to set up agroenterprises with women’s groups.

One-on-one interviews. To avoid distractions and farmers providing inaccurate data,
conduct cost interviews with single farmers. When you talk to individual people about
costs, they are usually more honest or accurate. Getting accurate cost data is also
improved significantly if you actually know some of the costs already and can cross
check specific costs with farmers.

USING SAMPLED COST DATA TO PREDICT COSTS OF OTHERS

If you are working with many farmers and several groups it will take a long time to
create individual cost data for everyone. To estimate the costs for many farmers, you
can gather information from a number of representative farmers and then use this
sample to generate the approximate costs for other farmers in a group.

For example, you can gather information from three farmers, take the average and
use this to estimate the costs of other farmers, taking into account their area of
production for the same crop, and their location. But you must be careful about
how you collect the sample information. You will need to use a sampling method to
generate an average you can used to estimate costs for others.

If the farmers have similar areas and use similar production methods. In this case,
you can use a sample of three representative farmers. Choose the farmers to sample
based on their land area. You can select them in a number of ways:

* Select the mode (the most common farm size), and interview three farmers with that
size of farm.
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* Calculate the mean size of all the farms, then interview three farmers with that size of
farm,

* Select the smallest, middle and largest farmers, calculate the average, and interview
three farmers with that farm size.

Interview the three selected individuals about their costs of production. Calculate
their costs per acre or hectare, then calculate the average of the three farmers.

Use the average cost of production per hectare (or per acre) to estimate the costs
for each of the farmers in the group. Do this by multiplying the average costs per unit
area by the size of land that each farmer plans to grow the crop on that season. Add
up the costs for all the farmers to get the total for the group as a whole.

If the farmers have very different areas or use different production methods. If
some farmers use irrigation but others do not, they will incur different costs. The
same is true if some use fertilizers but others do not. Similarly, farmers who cultivate 1

hectare will have different costs from those who have 10 hectares. Using the average
for the whole group is not realistic.

In such situations, you may need to divide farmers into sub-groups. For example,
you might divide the farmers into those who have more than 5 ha of land and those
with less. Work out the average costs for a sample of farmers in each category. You

can then use these averages to estimate the costs for the other farmers in the same
category.

Instead of using land area, you might divide the farmers into categories based on the
production technology they use: with and without irrigation, or with and with fertilizer.
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COST OF MATERIALS

Interview the farmers to gather information about their costs.
You will need to ask about their consumable items, durable
items, and labor costs. —

Consumable items are things that get used up in the
production cycle or year. These include the costs of renting
land and buildings, hiring equipment, and using irrigation,
seeds, fertilizer, agrochemicals, fuel, transport, veterinary
products, bags, string, and packaging materials.

Other items to include here:

- Market fees, taxes and bribes. Some of these may be illegal,
but they are still real costs that the farmer must pay.

» Service fees, such as a visit from a veterinarian or a mechanic to fix an irrigation
pump.

See Table 24 for an example of expenses on consumables.

Durable items are things that last a long time. Some items are
expensive, but last for many years. Examples are buildings
such as grain stores and tree seedlings, equipment such as
hoes, wheelbarrows, pumps, mills, and mobile phones, and
livestock such as draft and milking animals. In this case you
need to estimate how many years the item will last, and then
divide the cost by this number of years.

For example, if an irrigation pump costs $200, and you expect
it to last 10 years, the cost of the pump for one year is $20.
(Note that the fuel for running the pump is a consumable.)

Note: When you estimate costs for different land areas, be
aware that costs of durable items increase at a lower rate than
consumable materials, as the land area increases in size. For
example, the costs for a plow will not change for modest increases in farm sizes such
as 1-2 acres, whereas the costs of fertilizer will increase proportionally with land area.

TOTAL MATERIAL COSTS

The combination of the consumable material costs and the durable material costs
provides the total cost of materials, as shown in Table 26.

TABLE 24. EXAMPLE OF ESTIMATING THE COSTS OF CONSUMABLE MATERIALS

1 acre of maize, Sanya Juu, Tanzania

DATE MATERIALS UNITS QUANTITY Bﬁll.crE BER COST
Eg, kg, bags $ $
A B AxB
Hybrid seed 2 kg packets 4 5 20.0
Fertilizer 50 kg bag 1 40 40.0
Bags 100 kg bags 15 1 15.0
Transport to market transport 15 0.5 75
Market fees Fees per bag 15 0.5 75

Total consumables 90.00
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TABLE 25. EXAMPLE OF ESTIMATING COSTS OF DURABLE ITEMS
1 acre of maize, Sanya Juu, Tanzania

DURABLE ITEMS UNITS QUANTITY SﬁII.CrE A5 EEQDRS gglg-rYEAR
$ $
A B € AxB/C
Plow Item 1 100.00 10 10.00
Hoes Item 2 6.00 4 3.00
Machetes Item 2 9.00 3 6.00
Baskets Item 5 1.00 5 1.00
Storehouse Building 1 300.00 20 15.00
Mobile phone Item 1 25.00 5 5.00
Total cost of durable items per year 40.00

TABLE 26. TOTAL MATERIAL COSTS
TOTAL MATERIAL

Total costs of consumable materials per year 90.00 CONSUMABLE
- | P ble i 20.00 ITEM COSTS +

otal cost of durable items per year . DURABLE ITEM
Total cost of all materials per year 130.00 COSTS

COST OF LABOR

Labor includes payment for people to do tasks such as nursery preparation, land
clearing, plowing, seed-bed preparation, planting, weeding,
irrigating, applying fertilizer, hiring of spray gangs, animal
feeding, milking, herding, crop harvesting teams, threshing
gangs, packing, storage handling, negotiating with traders, and
transport to market.

Other items to include here:

Family labor. The work of family members is a vital part

of many farm enterprises, but they often do not get paid

in cash. Instead, they are paid in kind - in the form of food
and accommodation. Given that family labor needs to be
accounted for, work with farmers to estimate how much this
would cost in money terms. If farmers are not sure, use the
general local daily rate for hired labor.

Note that as farm size increases past a certain point, family labor will remain constant
and all remaining labor needs will be filled by hired labor.

Payments in kind, such as the costs of harvesters or others who are paid with a
portion of the yield.

The cost of labor may vary during the season or with the type of job. Make sure you
include the right wages when calculating the labor cost for the various activities. See
Table 27 for an example of calculating the cost of labor.

TOTAL COSTS

By adding together the costs of consumable and durable materials and labor, you can
calculate the total costs.

102 SEVEN STEPS OF MARKETING



TABLE 27. EXAMPLE OF ESTIMATING COSTS OF LABOR

1 acre of maize, Sanya Juu, Tanzania. Currency: US dollars

RSO A @ D O
DA Hired Family Hired Family Hired Family Total
A B C D| E=AxC| F=BxD E+F
Pre-production
Plowing 1 1
2nd plowing 1 1
Total pre-production costs 8 8 16
Production
Planting 0] 0] 6
Weeding 1 10
2nd 1 2 10
weeding
Total production costs 4 22 26
Postharvest costs
Harvesting 2 4 4 8
Drying, 0 6 2 2 12 12
sorting
Total postharvest costs 4 16 20
Marketing costs
Transport (¢} 4 2 (e}
Total marketing costs o 8
Total labor costs 16 54 70

TABLE 28. TOTAL COSTS
1 acre of maize, Sanya Juu, Tanzania

Total materials costs A 130
(consumable and durable)

Total labor costs B 70
Total costs A+B 200

TOTAL COSTS =
MATERIAL COSTS +
LABOR COSTS
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Exercise 10a helps you work out how much producing and marketing a particular
amount of the product will cost - for example, 1 ha of maize, or 100 chickens. Each
farmer can use the same procedure to calculate his or her own costs.

ESTIMATING INCOME

Once you have calculated the costs of producing and
marketing a particular product, you need to calculate the
income they can earn from the product. This is easier. You
need the following pieces of information:

« Amount of the product the farmer expects to produce and
sell.

* Price the farmer expects to get for selling the product.
Multiply these together to get the total income (Table 29).

Make sure you use realistic estimates of the amount to be sold
and the price. It is better to be conservative about production
and prices (and be pleasantly surprised if they turn out to be
higher) than to be disappointed (and in debt) if you are too
optimistic. If you have information on output and prices from the last few years, use
these as a basis for the estimates.

If the farmer has written down how much he or she received from selling produce in
the previous year, you can use this information to estimate the income. In our example
(Table 30), the farmer sold her maize in three separate batches. Add these figures to
obtain the total income.

When using information from previous years, it is best to take the average, giving
more weight to the most recent years. Check what a farmer is saying against the
national or regional average yield. For prices, you can use for example a five-year
average for the price. Use these figures as a basis for the estimates. Or if you have
information on output and prices from the last few years, use these as a basis.

TABLE 29. ESTIMATING INCOME (ONE-TIME SALE)
1 acre of maize, Sanya Juu, Tanzania

0 O DR PER
@ » @ D @

A B AxB

Sale of maize 15th August 90-kg bags 15 28 420

Total income 420

TABLE 30. ESTIMATING INCOME (MULTIPLE SALES)
1 acre of maize, Sanya Juu, Tanzania

INCOME DATE SOLD UNIT NL?NI?I'E PR&%?.I.P(E;; INCOME ($)

A B AxB
Sale of maize 5th August 90-kg bags 5 27 135
Sale of maize 15th August 90-kg bags 5 28 140
Sale of maize 30th August 90-kg bags 5 29 145
Total income 15 420
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ESTIMATING PROFIT

You can then calculate the gross margin (the profit) to expect: the difference
between the total income and the total cost (Table 31).

By comparing the expected costs, income and profit among several products, the
farmers can make an informed decision on what products they wish to pursue in their
agroenterprise.

TABLE 31. ESTIMATING PROFIT
1 acre of maize, Sanya Juu, Tanzania

Total income A 420
Total materials costs B 130
Total labor cost @ 70
Total costs D=B+C 200
Profit (gross margin) per acre A-D 220

TABLE 32. ESTIMATING PROFIT EXCLUDING FAMILY LABOR
1 acre of maize, Sanya Juu, Tanzania

Total income A 420
Total materials costs B 130
Total labor and services costs c 16
(excluding family labor)

Total costs D=B+C 146
Profit (gross margin) per acre A-D 274

FAMILY LABOR

Farmers often do not count the cost of family labor. However, it
is important to account for it when planning an agroenterprise
for the following reasons:

* Family members working in the farm may get sick or may
need to be absent from their farm duties. A farmer will have to
hire outside labor to compensate this absence.

* One enterprise option such as tomatoes, may require a lot
more family labor than another enterprise option such as
maize.

» Certain members of the family (especially women) may be
burdened with more work and children will may not be avail-
able for farm duties during the school year.

* If family members can earn more money elsewhere (for example by moving to town
in search of work), they may do so. They may not be available to do vital work such
as planting, weeding and harvesting when needed.
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MULTIPLE HARVESTS

It is relatively simple to calculate the costs, income, and profit for some types of
products. Maize, for example, is grown and harvested in a single season but can be
stored and sold throughout the year.

Other products are more complicated:

* Vegetables can be planted and harvested several times in a season with multiple
production cycles and sales, but because they are so perishable storing them is much
harder.

» Chickens produce more than one product. They produce eggs for 2-3 years, and then
meat at the end of their laying lives.

You can adapt the tables in this lesson to allow for these products with multiple
production cycles or more than one output for sale. For example, you can add rows to
the table for calculating income as shown in (Table 30) to allow for weekly harvests
of vegetables. Remember that the price of the product may change over time:
vegetables usually fetch more when they are out of season.

STORAGE

Some products (especially grain) can be stored for weeks or months until the price
rises. Make sure you include the costs of storage and the losses due to spoilage.

SLOW-MATURING PRODUCTS

Products such as fruit trees and livestock take more than a single season to start
producing, but then continue producing over a number of years. The farmer must pay
many of the costs up front, and wait for the trees to grow or the cows to mature.

GROWING FOR FOOD AND INCOME

Many farmers try to grow all the food they need, and then sell any surplus. In the
major maize growing areas of Africa, for example, a family of six needs to produce
about ten 100-kg bags of maize to feed the family before they have surplus to sell.
For many crops, a part of the production is kept on farm for internal consumption.
Think of this as the cost of the fuel (calories, vitamins, and minerals) a family needs to
work in the farm.

If we use the data from the previous example, but this time we consider the food
security needs of the family, they will retain 10 bags with a market value of $280. The
family will sell 5 bags with a market value of $140. As it cost $150 to produce the 15
bags, plus $16 in hired labor, the maize enterprise on the farm for a one acre plot is
now showing an overall financial loss of minus $6 dollars (Table 33).

TABLE 33. ESTIMATING PROFIT WITH HOUSEHOLD CONSUMPTION

1 acre of maize, Sanya Juu, Tanzania

Total value of all 15 bags A 420
Value of 10 bags retained on farm B 280
Total income from sale of 5 bags C=A-B 140
Total materials costs D 130
Total labor and services costs (excluding £ 16
family labor)

Total costs F=D+E 146
Profit (gross margin) per acre C-F -6
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Is this a problem? Well, the most important part of the equation is that by keeping
part of the harvest, the family has enough maize to feed themselves. An adequate
diet means that everyone in the farm will be healthy and able to work hard. Moreover,
the maize may have even cost more if the family had to buy it at the market. However,
the other part of the equation shows that the farm is not making a profit with such
low yields and a small plot size.

OPTIONS TO BALANCE FOOD AND FINANCIAL SECURITY

To improve the productivity and profitability of their maize enterprise, farmers have
a number of choices, the methods below outline ways in which farmers can improve
both their food and financial security:

EXTENSIFICATION

For farmers with access to underutilized land, their first option to increase production
is to grow more of that crop, for example maize, by planting on additional land. The
ability of farmers to extend their production of a crop depends on whether they have
additional available land, or they can rent land at a price that would make a larger
area profitable. But note that the additional land may be more marginal or less fertile,
and the additional area will increase the costs of materials, labor and loans.

INTENSIFICATION

Increasing yields per unit area is the next most common alternative. This can be
achieved by improving production practices. This generally means a combination of:

* Increased use of technology, which requires investing in things like seed, fertilizer,
irrigation, or equipment

* A more disciplined approach to the farming activities required to grow a crop, includ-
ing preparing land on time, planting on time, use of recommended rates of seed and
fertilizer, weeding on time etc.

This approach is both technology and knowledge intensive.

DIVERSIFICATION

Another alternative is to use a part of the available land to grow higher-value crops, or
keep livestock. Depending on market conditions, products such as horticultural crops
can provide a higher return to the land and labor costs, compared with growing more
maize.

Diversification is an essential strategy for millions of smallholder farmers, who

are farming ever diminishing plots of land. Helping farmers make choices about
diversification options requires field agents to have a sound understanding about
profitable options and working with farmers to make sound production and financial
decisions.

REDUCING COSTS OF PRODUCTION

This approach can increase profitability, through lowering costs or making efficiency
gains. Once farmers know their costs of production for a crop, they can explore ways
of reducing costs. Examples include micro-dosing fertilizer (which costs less than
broadcasting it), better use of water to ensure crops do not suffer from drought, or
spraying herbicides to cut the labor costs for weeding.
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SAVING

It costs money to borrow money for farming. Farmers who save more to invest in their
farming system can reduce the amount they have to borrow and so reduce on their
loan costs.

OFF-FARM EMPLOYMENT

Increasing populations over the past 30-40 years has meant that as average plots
sizes have declined. Millions of farmers, particularly those with less than 4 hectares
(10 acres) now have insufficient land to farmer grain crops at a commercial scale.
Farmers with less than 1 hectare (2.5 acres) may not be able to make ends meet.
These farmers must find additional ways to make money outside the farm. Off-farm
incomes may include providing labor to neighboring farms, working in a village
shop or on a plantation during harvest season, or working on construction sites or
manufacturing firms.

COMPARING AMONG FARMERS

You can help farmers understand and analyze their production options and costs
using the approach above. Many farmers are not familiar with such analysis. They
tend to grow what they have always grown. As they begin to understand their market
options and become more commercial in their outlook, they can use their new skills to
optimize their food and income opportunities.

Every farm is different, and every farmer has different costs of production. That
means they can learn a lot from one another. You can help the best farmers explain to
other farmers how they invest in their crops, where they pay more money and where
they keep their costs down. This will help farmers to see how others manage their
money to increase their production and income. Making comparisons between good
farmers and others is often called “benchmarking” because you collect information
on different farmers, find good farmers to use as a benchmark, and use them to help
others learn.

CONCLUSION

This lesson has covered a lot of ground. We have learned how to gather information
about costs and how to calculate the costs of producing and marketing a product.
We then covered how to calculate income and profits, and to compare among various
products.

This lesson also includes a lot of arithmetic. Many people find numbers confusing, so
be prepared to explain slowly and repeat your explanations using simple examples
where possible. If they find it hard to begin with, remind them that it gets easier with
practice. Do not worry if all the costing numbers are not totally accurate, or if you
have missed a few minor items. It is better to be roughly right than precisely wrong!

It is important that farmers gain the skills covered in this lesson. They will need them
repeatedly as they plan and manage their agroenterprises.
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QUIZ 10

Answers at the end of the guide.

1. The farmer has won the lottery and wants
to buy some new stuff! Match each cost
with the correct category.

COST CATEGORY

A. Hybrid seed 1. Durable materials
B. Hand-tractor 2. Consumable
materials

C. Veterinary advice for | 3. Labor and services
his sick camel

D. The latest mobile
phone

2. “l have been farming for all my life. I’'ve nev-
er kept track of costs, and I’'m not going to
start now.” How should you respond?

Select all that apply.

A. “That’s fine - it’s not important. You are
welcome to join the group anyway.”

B. “l understand your position. But the younger
members of the group need experienced
farmers like you to guide them. It would really
help them if they could understand your
costs.”

C. “Sorry, if you think like that there’s no way
you can join the group. Goodbye.”

D. “Every business depends on a solid
understanding of income and expenses. Here,
let me help you. How many bags of maize did
you harvest last year?”

3. A farmer says it took her three days to plow
her half-hectare field, one day to sow seed,
two days to weed the plot, and a day to
harvest it. The cost of labor in her village is
Rs 30 a day. How much should she count as
the cost of her labor?

A. Rs 210 per hectare
B. Rs 30 per hectare
C. Rs 420 per hectare

D. Nothing - it’'s not necessary to count family
labor.

4. A farmer calculates that to grow 5 quintals

of teff, he must spend a total of birr 1,500.
He can sell the teff for birr 1,200 a quintal
(teff prices are high at the moment!). What
is his profit?

A. Birr 300

B. Birr 4,500

C. Birr 6,000

D. Birr 1,500

. When calculating the cost of labor, you

should:

A. Include the cost of family labor

B. Include the cost of family labor only if the
family members are paid in cash

C. Ignore the cost of family labor

. What is a farmer’s gross margin?

A. The farmer’s total income

B. The farmer’s total income minus materials
costs

C. The farmer’s total income minus materials and
labor costs
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EXERCISE 10A. CALCULATING COSTS OF PRODUCTION AND MARKETING

This exercise guides the farmers through the task
of listing and calculating the costs of materials and
labor. This exercise is designed for a focus group of
up to 8 farmers. You can also adapt it for interviews
with individual farmers.

You will need to repeat this exercise for each of the
products the farmers are thinking of producing.

Or if you have enough participants, split them into
small groups: one for each type of product they are
considering.

OBJECTIVE

After this exercise the participants will be able to:

e List all the costs farmers incur in producing and
marketing a product

» Calculate the material costs of production and
marketing.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens, cards

EXPECTED OUTPUTS

» List of costs of materials, labor, and services
* Calculation of materials costs

* Expected income from future sales

TIME REQUIRED

* 3 hours

PREPARATION

* Prepare blank tables like Table 34, Table 35 and
Table 36 on large sheets of paper.

SUGGESTED PROCEDURE

1. Explain to the participants that they will be cal-
culating the costs of producing and marketing a
particular product. Explain why they need to do
this - to help them decide whether it is a good
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idea to produce this product.

Ask them to think of producing a standard
amount of the product. For maize, this might be
one hectare of the crop. For chickens, it might
be 100 chickens.

Ask them to list all the items they need to pro-
duce and market the product - these will include
material costs such as seed, fertilizer, land rental,
irrigation, and labor costs for plowing, sowing,
weeding and so on. Prompt them if necessary.
Sort the cards into three piles: consumable
items, durable items, and labor and services.

4. For the consumable items, ask them to say how
much of each item they need, and the price of
each unit (e.g., renting 1 ha of land, buying 1 kg
of seed). List these in the “Quantity” and “Price
per unit” columns of Table 34.

5. For each item, get the farmers to calculate the
total cost (the last column in the table).

6. Repeat these steps for the durable items, re-
membering to ask how many years (or produc-
tion cycles) the item can be expected to last.
Write this information in the appropriate section
of Table 35.

7. Then repeat these steps for labor and services,
so filling in Table 36.

8. Check back that the farmers have not forgotten
any items. Double-check the calculations.

9. Add the totals from Table 34, Table 35and Table
36:

Total costs

= Consumable material costs
+ Durable items cost per year
+ Labor

This is the total cost of production and
marketing.



TABLE 34. FORM FOR ESTIMATING AND RECORDING COSTS OF CONSUMABLE MATERIALS

Product type Currency

Land area Currency per $

PRICE PER UNIT
(€))

Eg, kg, bags A B AxB

MATERIALS UNITS QUANTITY

COST ($)

Pre-production

Tools

Land rental

Total pre-production costs

Production

Seed

Fertilizer

Agrochemicals

Total production costs

Postharvest

Bags

Total postharvest costs

Marketing costs

Transport to market

Market fees

Communications

Total marketing costs

Total consumable materials costs

Total consumable materials costs ($)
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TABLE 35. FORM FOR ESTIMATING AND RECORDING COSTS OF DURABLE ITEMS

Product type Currency
Land area Currency per $
COST
PRICE PER YEARS
QUANTITY UNIT ($) USED PER YEAR
(¢))
E.g. hoes,
buildings A B c ARBIE

Total cost of durable items per year

Total cost of durable items per year ($)
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TABLE 36. FORM FOR ESTIMATING AND RECORDING LABOR COSTS

Product type Currency
Land area Currency per $

PERSON-DAYS COST/DAY ($) COSTS ($)

ACTIVITY

Pre-production

Land
clearing

Total pre-production costs

Production

Cultivation

Fertilizer
application

Weeding

Total production costs

Postharvest costs

Harvesting

Drying

Threshing

Storage

Total postharvest costs

Marketing costs

Packaging

Cleaning

Sorting /
grading

Produce to
market

Total marketing costs

Total labor costs
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EXERCISE 10B. CALCULATING INCOME AND PROFIT

This exercise uses the information generated in
Exercise 10a to calculate the expected income and
profit for different products. It enables farmers

to see whether producing a product is likely to

be profitable, and to compare the profitability of
various products.

OBJECTIVE
After this exercise the participants will be able to:

e Calculate the income and profit they can expect
from different products

EQUIPMENT NEEDED

* Large sheets of paper, marker pens and a calcula-
tor

EXPECTED OUTPUTS

» Calculation of income and profit for different prod-
ucts

TIME REQUIRED
* 2-3 hours

PREPARATION

» Use Exercise 10a to help farmers calculate the
costs of producing and marketing various prod-
ucts.

SUGGESTED PROCEDURE

1.

Explain to the participants that they will calcu-
late the income and profits from the products
they are considering producing. They need to
do this so they can see whether producing each
item is likely to be profitable. It will also help
them choose among the products.

For each product, ask how many units they
expect to be able to produce. For example, how
many bags of maize per hectare, or how many
chickens per production cycle? Write these fig-
ures in the first row of Table 37.

Ask them what price they can expect per unit of
output. Write this amount in the second row.

For each product, multiply the amount of output
by the price. Write this amount in the third row.

Write the total costs (from Exercise 10a) in the
fourth row.

Calculate the expected profit for each by sub-
tracting the costs from the income.

Discuss the results with the farmers. Are the
estimates realistic? Do they conform to their ex-
periences? Which product is best from this point
of view?

TABLE 37. CALCULATING EXPECTED INCOME AND PROFIT FROM VARIOUS PRODUCTS

PRODUCT 1 PRODUCT 2 PRODUCT 3
(E.G., MAIZE) (E.G., CABBAGE) (E.G., BEANS)
No. of units of output (e.g.,
A
bags)
Expected price per unit B
Total income C=AxB
Total costs D
Expected profit from 1 ha C-D

14 SEVEN STEPS OF MARKETING




LESSON 11. DECIDING ON CREDIT

IN THIS LESSON

After this lesson you will be able to:

 List the sources of credit in your area

INTH

install-

|n “«
3

* Explain what is meant by “principal,” “interest rate,

ment,” “default,” and other terms
* Explain why farmers take loans
» Calculate whether it is profitable for a farmer to take a loan

 List the five things a bank or microfinance institution will con-
sider before approving a loan.

PLACES TO GO TO GET CREDIT

One of the main reasons farmers do not produce more is
because they do not have enough money to pay for the inputs
they need. They have to pay for things like seed, plowing, and
fertilizer right at the start of the season. But they earn money only at the end of the
season, when they can harvest and sell their crops. There are several solutions to this
problem:

* Individual savings. Farmers try to save money from selling their products to pay for
inputs in the next season or production cycle. But many farmers find it hard to save
enough to pay for all the inputs. That means they produce less to sell - so earn less.
The result: a vicious cycle of underinvestment and underproduction.

* Borrowing from family members. Relatives often lend each other money at zero or
low interest rates.

 Internal savings and loans. Members of the farmers’ group save money regularly by
paying small amounts into a group account. When they need money, they can with-
draw this money, and perhaps get a loan from the group account. Farmers can also
borrow from other savings groups.

- Loans from a moneylender. Individual farmers often borrow money from local mon-
eylenders. Such loans are convenient, but the interest rates are often high. Farmers
are usually familiar with these loans and the conditions attached to them.

* Loans from an input supplier or customer. Stores that sell inputs and traders who
buy the products sometimes offer loans to farmers. Both may require the farmers to
sell them the produce at a lower price as a condition of the loan.

» Credit from a bank or microfinance institution. Individual farmers, or the group as a
whole, may be able to get a loan from a lending institution such as a bank, a micro-
finance institution or a development project. Such organizations generally charge
lower interest rates than moneylenders, but usually require the borrower to prepare a
business plan, provide references, collateral, or credit history. In addition, these agen-
cies will seek legal means to recover loans that are not repaid.

Where farmers get money is often a mystery to outsiders. Farmers may be reluctant
to talk about it. Since moneylenders are a major source of finance, consult them to
find out how much interest they charge and how repayments are scheduled.

This lesson looks at the last source of money: credit from banks and microfinance
institutions.
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CREDIT WORDS

Here are some important terms to know:

Principal. The amount of money the lender lends to the bor-
rower.

Loan cost. The cost of borrowing the principal amount, (e.g., it
may cost a farmer a capital cost of $20, to borrow a principal
of $100 for 4 months).

Loan period. The length of time the borrower has before re-
paying all the money.

Interest rate. The fee charged by the lender. This may be cal-
culated per month (e.g., 5% per month for 4 months) or over
the whole loan period (e.g., 20% over 4 months).

Repayment. The amount of money the lender must pay back.
The repayments may be in regular installments (e.g., a small
amount every month), or in a lump sum at the end of the loan
period.

Installments. These are the amounts of money that a borrow-
er pays to the lender on a regular basis. For example, the bor-
rower has to repay the lender an installment of $10 per week,
for ten weeks, to cover the full repayment of a $100 loan.

Default. If the borrower does not repay, he or she “defaults on
the loan.”

Collateral. In order to ensure that the borrower repays, the
lender may demand collateral. This is an asset (such as land or
equipment) that the lender can seize and sell if the borrower
does not repay.

Social collateral. Many borrowers do not have anything they
can offer as collateral. So microfinance institutions often rely
on “social collateral.” The borrowers must be organized in a
group, and the group as a whole guarantees that each mem-
ber will repay their loans.

EXAMPLE OF A CREDIT ARRANGEMENT

Reginald borrows $100 from the Agricultural Bank at 5% interest a month for 4
months. He must repay the principal plus interest in a lump sum after the harvest

(

Table 38).

TABLE 38. EXAMPLE OF A CREDIT ARRANGEMENT

Total to repay at end of loan period

Principal 100

Interest rate 10% per month 10

Loan period 4 months

Total interest due (the cost of the loan) $100 x 10% x 4 40
140
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Credit arrangements are often more complex than this. For example:

« Before a lender will provide a loan, they may require the borrower to have a history of
having saved money, to make a deposit up front, or pay a one-time fee.

« If the borrower repays in installments, the interest may be charged only on the re-
maining amount owed, not on the full principal.

* The repayment schedule may be flexible. For example, the borrower may be able to
repay part or all the loan amount as a lump sum rather than in regular installments.

When they negotiate a loan it is important that the farmers clearly understand the
terms and conditions.

TYPES OF LOANS

Banks and microfinance institutions may offer various types of loans. The most
common types are:

- Seasonal loans for working capital. These loans are used to pay for production
inputs such as seed and fertilizer, to rent land, and to hire laborers. The farmers must
repay the loan after the harvest.

* Harvest loans. These are short-term loans to hire laborers or equipment at harvest
time. They may also be used to cover the costs of marketing.

« Short-term improvement loans. These are used to pay for relatively small invest-
ments such as an irrigation pump. They are repaid over a period of 1 or 2 years.

* Long-term investment loans. These are loans used to buy land, buildings, or equip-
ment for long-term use. They are also used to pay for livestock or tree crops that
take several years before they start to produce an income.

» Multi-phase loans. These are loans which are not given as a lump sum, but where
disbursements are made at specific times in the production and marketing season
to coincide with the needs of farmers. For example, from the loan agreement funds
are given at the time of planting, when weeding is done, at harvest, and at storage
time. The benefits of the multi-phase loan is that farmers get funds when they need
it, which reduces funds being spent on unintended needs, and farmers only paying
interest when the various portions of the loan have been disbursed, which reduces
interest payments.

SHOULD FARMERS BORROW?

Farmers should not borrow too much money as they may find it difficult to repay, or
they may eat up all their profits in loan repayment. But if they borrow too little, they
may not be able to buy inputs that will increase their productivity. Improving their
productivity will help them to diversify and this will increase their overall farm income
as well as providing their food security.

Borrowing is always risky. If the crop fails due to drought, pests, or disease, the
farmers will not be able to repay their loans. To pay back the money, they may have
to borrow from a moneylender, at a higher interest rate. That may drive them deeper
and deeper into debt.

So farmers should borrow only if:
* They will be able to use the money to increase their profit, and

* They are reasonably sure they will be able to repay the loan.

STEP 3 - COLLECTING INFORMATION FOR THE BUSINESS PLAN
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You as the field agent should be able to advise farmers on sensible amounts of money
that a farmer could borrow and discuss with the farmers if this is a reasonable risk to
take on.

A bank or microfinance institution may also help the group do the loan calculations.
But the group should have an idea first of the amount they want to borrow and
how much they will have to repay. A good business plan should include borrowing
scenarios so farmers can understand the impact of getting a loan of $100 vs one of
$500.

A reputable financial institution will not lend to a group that it thinks will not be able
to repay its loan.

HOW MUCH SHOULD THE FARMERS BORROW?
The farmers can calculate approximately how much money they will need for the
production and marketing (Table 39).

They can then decide the amount of the loan they need. This may be the same
amount as the amount of money needed. Or they may want to borrow more (to

cover additional expenses, including any deposit required to get the loan) or less (for
example, they may not want to include some costs in the loan portion, or they may be
able to access part of a loan from another source).

* The amount borrowed is called the principal.
* The cost of borrowing money is called the loan cost.

See Table 40 for an example of the costs of a loan.

TABLE 39. ESTIMATING THE AMOUNT OF MONEY A FARMER NEEDS
1 acre of maize, Tanzania

AMOUNT OF
Total costs (not including family labor) A 146 = TOTAL cOsTS

- AMOUNT OF
Amount of money available in savings B 30 MONEY AVAILABLE
Amount of money needed C=A-B e
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TABLE 40. CALCULATING THE COST OF A LOAN
1 acre of maize, Tanzania

* This rate is fixed by the lender.

COST OF LOAN
= AMOUNT OF
LOAN x INTEREST

A tofl 5 16 RATE PER MONTH
moun n

ount of foa x NUMBER OF
Interest rate per month E=D x 10%* 10% per month 11.60 MONTHS
Number of months F 4 months
Cost of loan G=ExF 46.40 AMOUNT TO BE
Amount to be repaid D+G 162.40 REPAID = AMOUNT

OF LOAN + COST

OF LOAN
HOW MUCH WILL THE LOAN COST?
Farmers can calculate this from the size of the loan, the interest rate per month, and
the number of months of repayment. The amount to be repaid is the interest (the cost
of the loan) plus the amount borrowed (the principal).
INVESTING TO PRODUCE MORE
Farmers can produce more, and earn more, if they apply inputs such as improved
seed and fertilizer. Let us look at an example from Tanzania (Table 41). These maize
farmers have several choices:
* They can apply fertilizer or not.
* They can choose among the seed they have grown themselves, or buy either
open-pollinated variety or a hybrid.
Which should they choose?
First, compare the yields with and without fertilizer (column A). The yields are higher
if the farmer has applied fertilizer.
Second, compare the types of seed used. The hybrid seed produces more than the
open-pollinated variety. The farm seed yields less.
Now look at the costs of production (column B). The costs of using fertilizer are
higher because the farmer has to buy the fertilizer (and maybe seed too). And the
hybrid seed costs more than the other two types.
But higher yields mean higher income (column C). With fertilizer is better than
without, and hybrid seed produces a higher income than open-pollinated, which is
better than farm seed. So when we look at the gross margin (column D), we see that
TABLE 41. CALCULATING GROSS MARGIN OF 1 ACRE OF MAIZE
COSTS OF GROSS
=t PRODUCTION INCOME MARGIN
100 kg bags $ $ $
A B C D=B+C
Farm seed 5 90 140 50
No fertilizer Open-pollinated 8 98 224 126
Hybrid n 106 308 202
Farm seed 7 130 196 66
With fertilizer Open-pollinated 13 138 364 226
Hybrid 15 146 420 274
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this is higher if the farmers apply fertilizer than if they do not. And hybrid seed results
in higher income than the open-pollinated variety, which is better than the farm seed.

But careful! Look closely at the gross margin figures for farm seed. With fertilizer, the
farmer earns a gross margin of $66. Without fertilizer, she earns $50. So if she uses
farm seed, and if fertilizer costs increase, it’s not very clear that she will always get a

good return on investing in fertilizer when combined only with low yielding local seed.

The most profitable option would be to buy both hybrid seed and fertilizer. That
would cost $146, but could be expected to produce a yield of 15 bags an acre, and an
income of $420, giving a gross margin of $274 (last row of the table).

IS IT PROFITABLE TO TAKE A LOAN FOR INPUTS?

Of course, farmers would love to produce more and make more money. But they
cannot do so because they do not have the money to invest in seed, fertilizer, and
other inputs. Supposing they can get a loan to cover the costs of these inputs, is it
worth it? Let us look at this question now.

NET PROFIT = TOTAL INCOME - TOTAL COSTS - COST OF LOAN
= GROSS MARGIN - COST OF LOAN

The higher the net profit, the better. If the net profit is negative, it is not worth getting
a loan!

Let us imagine that the farmers have to borrow the full amount in Column B. Please
Note that borrowing for all costs is a slight exaggeration as most farmers do not
have to borrow for all their costs every year. Table 42 shows the same information
as in Table 41, but we have added another couple of columns. In Column E we have
calculated the cost of a loan to cover the full amount, using our earlier formula:

COST OF LOAN = AMOUNT OF LOAN x
INTEREST RATE PER MONTH x NUMBER OF MONTHS

We have used an interest rate of 10% a month, and repayment after 4 months. So to
get a loan of $90 (first row, column B), the farmer would have to pay back $36 (first
row, column E):

COST OF LOAN = $90 x 10% x 4 MONTHS = $36

TABLE 42. CALCULATING THE PROFITABILITY OF A LOAN
1 acre of maize, Morogoro, Tanzania

COSTS OF
PRODUCTION GROSS COST OF
YIELD (LOAN INCOME iGN LoAN NET PROFIT
AMOUNT)
100 kg
e $ $ $ $ $
A B Cl D=B-A E F=D-E
Farm seed 5 90 140 50 36.00 14.00
No fertilizer | OPSM" 8 98 224 126 39.20 86.80
pollinated
Hybrid 1 106 308 202 42.40 159.60
Farm seed 7 130 196 66 52.00 14.00
With fertilizer | OP&N" 13 138 364 226 55.20 170.80
pollinated
Hybrid 15 146 420 274 58.40 215.60
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The last column shows the farmer’s net profit. If the farmer uses farm seed and does
not apply fertilizer, the net profit is reduced down to on $14. This suggests that taking
a loan looks risky, as the profit only just covers the costs of production!

Things are similar if the farmer does decide to apply fertilizer, but still uses her own
seed (the second cell with dark shading). Her net profit will be only $14.

The other options are better: the net profit is positive. And if the farmer buys hybrid
seed and applies fertilizer, she can expect a net profit of $215.60.

That’s good, but it could be better. If the farmer has some savings to invest, she will
need a smaller loan. Let us now suppose she has saved $30. Instead of a loan of $166
(to buy hybrid seed and fertilizer) she will now need to borrow $136.

Table 43 shows this possibility. Now, the risks for all farmers are reduced and it would
be profitable to get a loan for any of the options. The best option is still hybrid seed
and fertilizer: it gives a net profit of $227.60.

WHAT WILL THE BANK OR MICROFINANCE INSTITUTION LOOK FOR?

When a bank or microfinance institution, or a savings
group lends someone money, it wants to be sure that the
borrower will pay it back. It will look at the following types
of questions, known as the Five Cs:

» Capacity to repay

+ Character of the borrower 5 Cs:
- Capital invested in the enterprise ﬁﬂpﬂ{:l"l‘}f to repay,
. collateral Character, Capital,

Collateral, Conditions

« Conditions.

TABLE 43. CALCULATING THE PROFITABILITY OF A SMALLER LOAN
1 acre of maize, Morogoro, Tanzania

WITH $30 SAVINGS

COSTS OF GROSS
propucTioN NCOME 1 RGIN Loan| Costof

amount loan profit
100 kg

ren $ $ $ $ $ $

A B c| b=B-A E F| G=D-F

Farm seed 5 90 140 50 60 24 26

No fertilizer | OPEN" 98 224 126 68 27.2 98.8
pollinated 8

Hybrid 1 106 308 202 76 30.4 171.6

Farm seed 7 130 196 66 100 40 26

With fertilizer | P& 138 364 226 108 43.2 182.8
pollinated 13

Hybrid 15 146 420 274 116 46.4 227.6
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CAPACITY: ABILITY TO REPAY THE LOAN

The basic question here is, “Is the borrower able to repay the
loan?”

* What does the business plan say about the enterprise’s in-
come and profitability?

* Can the enterprise generate enough cash to make the loan
payments with interest?

* Will there be enough extra cash or collateral in case of prob-
lems?

* When will the enterprise be able to repay the loan?

*« What other expenses does the enterprise have?

* What effects on income and expenses might variations in
price and production have?

* How does the enterprise compare to others?

CHARACTER: INTEGRITY OF THE ENTERPRISE

The basic question here is, “Will the
borrower do everything it can to repay
the money?”

* How is the enterprise managed?

* Are the managers and group members
honest and trustworthy?

* |s the group organized in a suitable
way?

* Has it repaid bills and previous loans
on time?

* Does it spend money on inappropriate
things (big salaries, inadvisable bene-
fits for members, etc.)?

* Is the enterprise innovative, and does it look for new business opportunities?

CAPITAL: MONEY INVESTED IN THE
BUSINESS

Here the basic question is, “Does the
borrower have enough resources to
withstand a problem that may arise -
such as a drought or pest attack?”

* What money and assets are invested in
the enterprise?

» Does the group reinvest its profits in
the enterprise?

* Does the group have the ability to deal
with problems such as drought or pest
attacks?
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COLLATERAL: BACKUP SOURCES OF REPAYMENT FOR THE LOAN

The basic question here is, “If the
borrower does not repay the loan, what
can the lender do to get its money
back?”

Are the personal guarantees of the
group trustworthy?

What assets can the group offer as col-
lateral - which the lender can take and
sell as a last resort if the group does
not repay the loan?

If a member of the group defaults, will
the other members pay the amount
due?

Are the assets of the group and the personal guarantees of the member enough to

cover the loan if necessary?

CONDITIONS: FACTORS THAT MAY AFFECT THE BORROWER’S ABILITY TO REPAY
THE LOAN

Is the enterprise likely to make a profit
by investing the loan?

Is the business plan ground on realistic
cost and revenue projections?

Is the market for its product adequate
and stable?

Are the loan terms (loan period, in-
terest rate, etc.) suited to the group’s
ability to repay?

What risks might affect the price of the
product or the level of production?

What are the general market trends of
the sector?

STEP 3 - COLLECTING INFORMATION FOR THE BUSINESS PLAN 123



QuIZz

Answers at the end of the guide.

4.

A. Capacity to
repay

Amina wants to rent some land so she can
grow vegetables. She wants to borrow
some money from the Farm Bank. The bank
offers her what type of loan?

A. A short-term improvement loan

B. A seasonal loan for working capital

C. A long-term investment loan

D. A harvest loan.

Amina borrows $100 from the Farm Bank
for 4 months. The bank charges 3% interest
a month. What is the cost of the loan?

A. $100

B. $100 x 3% = $3

C.$100 x 3% x 4 = $12

D. $100 + ($100 x 3% x 4) = $112

. Amina borrows $100 from the Farm Bank

for 4 months. The bank charges 3% interest
a month. How much in total does Amina
have to repay?

A. $100

B. $100 + ($100 x 3%) = $103

C. $100 x 3% x 4 = $12

D. $100 + ($100 x 3% x 4) = $112

Match the Five Cs with the right question.

THE FIVE CS QUESTION

1. If there is a drought, will
the borrower be able to
repay the loan?

B. Character of the
borrower

2. Is the borrower able to
repay the loan?

C. Capital invested
in the enterprise

3. What things may affect
the borrower’s ability to
repay?

D. Collateral

4. Does the borrower want
to repay the loan?

E. Conditions

5. If the borrower does not
repay, what assets can the
bank take possession of?
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5. Match the descriptions with the correct

definitions.

DEFINITION DESCRIPTION

A. Principal

1. The cost of borrowing the
principal amount

B. Loan cost

2. An asset (such as land or
equipment) that the lender can
seize if the borrower does not
repay

C. Loan 3. The amount of money the
period lender lends to the borrower

4. The borrowers must be
D. Interest organized as a group, and the
rate group as a whole guarantees that

each lender will repay their loans

E. Repayment

5. The fee charged by the lender

F. Installments

6. If the borrower does not repay,
he or she “defaults on the loan”

G. Default

7. The length of time the
borrower has before repaying all
the money

H. Collateral

8. The amounts of money the
borrower pays to the lender on a
regular basis

|. Social
collateral

9. The amount of money the
lender must pay back

6. Match the descriptions with the correct

definitions.

DEFINITION DESCRIPTION

A. Seasonal
loans for 1. Used to buy land, buildings, or
working equipment for long-term use
capital
2. Used to pay for small
B. Harvest . - .
investments such as an irrigation
loans

pump

C. Short-term
improvement
loans

3. Disbursements are made at
specific times to coincide with the
needs of farmers

D. Long-term
investment
loans

4. Used to pay for inputs such as
seed and fertilizer

E. Multi-phase
loans

5. Short-term loans to hire
laborers or equipment at harvest
time, or to cover the costs of
marketing




EXERCISE 11. CALCULATING THE COST OF A LOAN

This exercise uses the information generated in
Exercise 10a and Exercise 10b to calculate the costs
of a loan.

It enables farmers to see whether it is a good idea
to apply for a loan.

You can do this exercise in two ways - either for
individual farmers to work out their own credit
needs, or for all the participants to work out the
credit needs of the group.

OBJECTIVE

After this exercise the participants will be able to:
* Work out the cost of a loan

» Decide whether it is a good idea for them to apply
for a loan.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens.

EXPECTED OUTPUTS

* Calculation of the cost of loans with different con-
ditions.

TIME REQUIRED

* 2 hours

PREPARATION

* Use Exercise 10a and Exercise 10b to help farmers
calculate the costs and profit of producing and
marketing various products.

 If possible, find out from local banks or microfi-
nance institutions their terms and conditions for
seasonal loans for working capital. If this is not
possible, estimate the interest rates, loan periods,
repayment rates, and other conditions for the loan
to make the exercise as realistic a possible.

SUGGESTED PROCEDURE

1. Ask the farmers where they normally go if they
need to borrow money. How much money can
they borrow? When do they have to pay it back?
What is the interest rate? Is borrowing a good
idea?

2. Ask the farmers to name some situations when
they borrow money. Ask them to describe how
they decide whether to borrow money and how
much to borrow.

10.

1.

12.

Discuss the different possible sources of capital:
own savings, borrowing from family members,
group savings and loans, or loans from money-
lenders, input suppliers, buyers, or financial in-
stitutions. Ask the farmers to discuss the advan-
tages and disadvantages of each. Get them to
write the interest rates, loan periods, and other
terms and conditions on a big sheet of paper
(like Table 44).

Explain to the farmers that they will be working
out the costs of various loans from a microf-
inance institution or a bank. (Make sure they
understand if the terms and conditions are real
or imaginary.)

Ask the farmers to select a product they would
like to produce, and say what it would cost to
produce and market it (see Exercise 10a and
Exercise 10b for details). Use your data from pre-
vious gross margin analyses with the farmers.

Ask them to say how much money they have
available to pay for these costs.

Get them to calculate the shortfall:

Amount of money needed = Total costs -
Amount of money available

Ask them to say how much they would like to
borrow. This may be the same as the shortfall, or
more, or less

Ask them what they will spend the money on in
terms of technologies and the expected gains
from using these technologies.

Get the farmers to work out the cost of loans
from each of the sources of capital they have
named (Table 45). (Not all the sources of capi-
tal will be useful, so the farmers should decide
which ones to consider.)

COST OF LOAN = AMOUNT OF LOAN x INTEREST
RATE PER MONTH x NUMBER OF MONTHS

AMOUNT TO BE REPAID = AMOUNT OF LOAN +
COST OF LOAN

Invite the farmers to compare the various sourc-
es of capital. Which one would they choose?
Might a combination (e.g., of borrowing from a
family member and from another source) be an
option?

STEP 3 - COLLECTING INFORMATION FOR THE BUSINESS PLAN 125




TABLE 44. EXAMPLES OF LOAN CONDITIONS FROM DIFFERENT LENDERS
In this example, we have used dollars, but consider using your local currency with farmers.

LENDER TSXLM&I;I REPAYMENT OTHER CONDITIONS INTEREST RATE
Family member 10 Repay in 1 month None
Moneylender 50 Up to 6 months 6% per month
Trader 20 Repay at harvest Must sell proFIuce to trader at 4% per month
10% lower price
Postal Bank 50 Up to 6 months g:;z—;:iatv; E;gness plan 7% interest over 6 months

TABLE 45. COMPARISON OF LOANS FROM DIFFERENT LENDERS

LENDER :?N;'-I'EERIEE; NUMBER OF COST OF AMOUNT TO
MONTHS LOAN BE REPAID

MONTH

A B C D=AxBxC A+D

Family member

Moneylender

Trader
Postal Bank

126 SEVEN STEPS OF MARKETING




LESSON 12. CHOOSING AN AGROENTERPRISE

IN THIS LESSON

After this lesson you will be able to:

* Help farmers choose an agroenterprise and a market strategy.

OTES

v
= i

@

IT’'S CRUNCH TIME!

The farmers have gathered information about the markets, production, and business
services for various products. They have calculated the costs, income, and profit
they can expect from the same products as well as the credit options available to
them. They will now have a much better understanding of the opportunities and risks
associated with these products. It is now time to bring all this information together
and to make a big decision: What product should they produce?

By now you and the farmers will have a lot of information available. Do not present

it all again: that would be confusing. Pull out the most important and relevant
information so that the farmers can make a final decision about the product type and
market, and agree what investments they will need to make.

The meeting should come to a consensus on which product to produce and where to
sell it. Use the four Ps as your guide: what is the best market opportunity in terms of
product type, prices, how to sell and promote the product, and which place to sell
the product? See the Marketing Basics manual for details.

There are two types of criteria for selecting an agroenterprise: fundamental and
additional:

FUNDAMENTAL CRITERIA

 |s there a good demand and market access for the product?

* Can we produce the product with the land, soil, and water resources that we have
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available? Can we continue producing the product without degrading these resourc-
es?

* Will we be able to access the inputs, the technical and business support, and finan-
cial resources we need?

* Will we cover all our costs and make a profit?

The answers to all four questions must be “yes” for an agroenterprise to be
economically viable and sustainable.

ADDITIONAL CRITERIA

What if several products fit all four fundamental criteria? Then the farmers can
choose between them based on additional criteria. Here are some examples of things
to consider:

* Risk. Remember that the riskiest option is to produce a new product and sell it into
a new market. The safest option is to stick with the familiar: producing an existing
product for sale to a market they already know. Other options (existing product/new
market and new product/existing market) are in between (see Lesson 8 in the Mar-
keting Basics manual for details).

« Alternative uses. Can the product contribute to the farm families’ diet as well as
generate income? For example, women farmers often see egg or poultry production
attractive as the eggs and chickens can be sold and improve the family’s nutrition.

Cultural appropriateness. Are there any cultural, religious or ethical objections to
producing the product? For example, in mixed Muslim and Christian communities,
producing pigs might be socially divisive.

* Unused resources. Can the product be produced on land that is not used, or is
underused at the moment? For example, certain crops require less fertile soil than
others and can be grown on underused land.

Policies and incentives. Is the product favored by any particular government policies
or regulations? Sometimes governments or private companies provide incentives to
grow certain crops or raise specific animals.

* Labor. Does the product fit well with other farming activities in terms of labor avail-
ability? For example, a new irrigation scheme may generate employment during the
dry season when there was little to do before.

* Women. Does producing or marketing the product disadvantage women farmers?
Women often have restricted access to certain assets - such as carts and draught an-
imals - that can make it difficult for them to produce certain crops, or they may have
to hire labor to perform some particularly heavy jobs.

See Exercise 12 for a way to manage this meeting.

EXAMPLES OF MARKET STRATEGIES TO SELL SELECTED PRODUCT

Increased volume of an existing product in an existing market. This is the lowest-
risk option for farmers: it aims to sell more of what they already grow into the same
market. They earn more by producing more and bulking it into easy-to-buy lots. They
can produce more by planting a larger area, growing new varieties, or by managing
water and fertilizer better.

Better prices for existing product in a new market. Farmers may be able to attract
better prices by selling an existing product into a different market. This may be
a bigger, more distant market, or a larger trader or a processor. To do so, the
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farmers usually need to be better organized, and work together to bulk their goods.
Sometimes this approach is described as “cutting out the middleman.” In remote rural
areas, supply can be made more efficient by reducing the numbers of people in a
market chain. But when considering this option, remember that when someone is cut
from the chain, this may mean taking on additional costs and responsibilities. The gain
in income by cutting out a chain actor, must be large enough to cover any new costs
and risks.

Better prices and volume from a new product in an existing market. While selling a
new product into an existing market may seem complicated at first, it may actually be
quite simple. For example, farmers may learn from talking to traders that the variety
of green beans they grow is not the one that fetches the highest price. Or they may
realize that the trader will pay more if they sort and package their tomatoes in crates.
These simple changes represent new products: the new bean variety has different
characteristics from the current variety, and sorting and packing adds value to the
tomatoes.

The changes may be bigger. The farmers may learn that a bean trader is also
interested in buying onions. The farmers already have a relationship with the trader,
so they are confident she will continue buying their produce. Before making the
decision, they need to check that they can produce the new crop and make a profit
from selling it.

Better prices and volume from a new product in a new market. A market survey
may reveal that farmers can earn more by supplying a new product to a new market.
Consumer demands are always changing and new products come onto the market to
fulfill these needs. However, this is a high-risk strategy as the market may be volatile.
Farmers with experience in market linkages may want to take on this risk.

Extending the production and harvesting period. Farmers often complain that
prices for their goods are lowest at harvest. This is when markets are oversupplied
and traders cannot find customers to buy the surplus. Farmers may be able to earn
more by producing off-season, but this usually means investing more (for example,
in irrigation or greenhouses). The farmers need a good knowledge of the price
fluctuations, and the product’s growing cycle, so they can match harvest time with
high prices.

Storage and processing. Many smallholders do not have access to adequate storage
facilities, so cannot keep their product in the hope that prices will go up. Storage is
not a guaranteed way of increasing profits as it costs money, and the stored crop
may get damaged by humidity, pests, or diseases. If the crop is sufficiently dried
beforehand, and if the store is dry and well managed, it may be possible to make a
profit by storing it for several months until prices go up. As with the other strategies,
farmers must also know when to sell by accessing market information on this and last
year’s prices.

CONCLUSION

This lesson has brought together the information that the farmers have gathered
about the various agroenterprise options they are considering. They will have used
this information to selected one or two of the options to take forward. They will now
know which product they want to produce for which market. The next step is to
prepare a business plan showing how they will do this.
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QUIZ 12

Answers at the end of the guide.

The farmers have been considering sev-
eral possible agroenterprises. They have
matched each one against several criteria.

All enjoy good demand, the farmers have
suitable land for them, and they are confident
they can get technical and other inputs. Here are
some other criteria they are considering. Which
option should they reject?

CAN
MAKE
PROFIT
A.
Yes Yes No Yes
Cotton
B.
. Yes Yes Yes No
Maize
C.
Toma- Yes No Yes No
toes
D. Milk | No Yes Yes Yes
2. The men of the village really want to grow

cotton, while the women are not interested:
they would prefer to start a tree nursery.
Which should you support?

A. The men: cotton is a profitable crop, and you
are confident that the men will make it a
success

B. The women: they have identified a market for
tree seedlings and have the skills they need

C. Both: both ideas look as if they can be viable

D. Neither: let them fight it out and see if they
can come up with a single product

Two of these criteria are fundamental to
the choice of a product and market. Which
ones?

A. The farmers have to have access to the inputs
they will need to produce and market the
product

B. The product has to be culturally appropriate

C. The product has to make use of resources
that are currently unused or underused

D. There has to be demand for the product in
the target market
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. The farmers are considering increasing their

output of onions to supply a trader they
already sell to. This is...

A. Risky

B. A low-cost option

C. A low-risk option

D. Better than any other options

. Which of these considerations are funda-

mental for selecting an agroenterprise, and
which are additional criteria to consider?

CATEGORY CRITERIA

A.
Fundamental

1. Good demand and market
access for the product

B.

Additional | 2. Adequate land, soil, and water

resources

3. Women

4. Labor

5. Policies and incentives

6. Unused resources

7. Access to the inputs, the
technical and business support,
and financial resources needed

8. Cover all our costs and make a
profit

9. Risk

10. Alternative uses

1. Cultural appropriateness

After lots of hard work, the farmers are fi-
nally ready to choose an agroenterprise and
marketing strategy. How can you help them
make a final decision?

Select all that apply

A. Pull out the most important and relevant
information so that the farmers can make a
final decision about the product type and
market, and agree what investments they will
need to make

B. Present all the material again

C. Have everyone vote for their choice of
agroenterprise, and choose the one with the
most votes

D. Select the lowest risk option

E. Use the meeting to come to a consensus on
which product to produce and where to sell it



EXERCISE 12. CHOOSING A PRODUCT AND MARKET

This exercise helps the farmers evaluate the
information they have gathered about potential
products and markets, and choose one or two
agroenterprises to work on.

This is an important meeting! Make sure that all the
important people who need make the decision are
there.

OBJECTIVE

After this exercise the participants will be able to:

Select one or two agroenterprises from among a
set of options identified earlier.

EQUIPMENT NEEDED

Large sheets of paper, marker pens

EXPECTED OUTPUTS

Choice of one or two agroenterprises

TIME REQUIRED

3 hours

PREPARATION

Gather together the information you and the
marketing team have collected about the various
agroenterprise options in the surveys of the
market (Lesson 7), production (Lesson 8), business
services (Lesson 9) and finance (Lesson 10). Pull
out the most important and relevant information
and summarize it on a series of large sheets - one
sheet per type of agroenterprise.

SUGGESTED PROCEDURE

1. Explain the purpose of the meeting - to decide
on the agroenterprise that the farmers wish to
pursue. Explain that they will have to choose one
(or perhaps two) enterprises on the basis of the
information they have gathered.

2. Discuss the four fundamental criteria that the
farmers should use in making their decision:

* |s there a good demand in the market for the
product?

* Can we produce the product with the land, soil
and water resources that we have available?
Can we continue producing the product with-
out degrading these resources?

* Will we be able to access the inputs, the

technical and business support and financial
resources we need?

* Will we cover all our costs and make a profit?

3. Invite the marketing team to review the agroen-
terprise options under consideration, using the
summaries on the large sheets of paper. Make
sure the information is presented in a way that is
transparent and is not biased towards the team’s
favorite option.

4. Discuss whether the options fulfill the criteria.
Eliminate those that do not.

5. If more than one option remains, invite the
participants to discuss their advantages and
disadvantages. See the “Questions to stimulate
discussion” below for some aspects to discuss.

6. Invite the farmers to select the agroenterprise
they wish to pursue, after having considered all
the evidence and arguments.

NOTES

Men and women farmers may have different
opinions on these additional criteria, so get them
to discuss them in separate groups. Where the
groups agree, there is a good chance of men and
women working successfully together in that
agroenterprise. Where there are differences, it
may be best for men and women to manage their
enterprises separately.

QUESTIONS TO STIMULATE DISCUSSION
* How risky is the strategy?

* Can the product contribute to the farm families’
diet as well as generate income?

* Are there any cultural, religious or ethical objec-
tions to producing the product?

* Can the product be produced on land that is not
used, or is underused at the moment?

* Is the product favored by any particular govern-
ment or private-sector policies or regulations?

* Does the product fit well with other farming activi-
ties in terms of labor availability?

* Does producing or marketing the product disad-
vantage women farmers?

These are just some examples of criteria to use.
Ask the farmers to come up with their own list of
criteria.
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Step 4. Building a business plan

Writing a business plan can be a
daunting task when you are faced with
a blank sheet of paper. Fortunately it
does not have to be that difficult, as the
group can draw on the various pieces of
information they have already collected
and the analysis they have done

This step helps you lead a farmers’
group through the writing process.

» Lesson 13 summarizes the contents
of a business plan and the reasons for
writing one, and gives you some tools
to help generating ideas and putting
them into words and numbers. You can
choose those tools that are most ap-
propriate for the situation your groups.

» Lesson 14 describes an approach, the
“business model canvas,” that brings
together many of the pieces of infor-
mation and analysis the group has
already collected for use in a business
plan.

* Lesson 15 walks you through each section of a business plan and shows you what
pieces of information go where. You can follow these instructions using pen and pa-
per, a word processor, or CRS’s special business planning software.

* Lesson 16 describes an implementation plan, which is how you will put the business
plan into action.

At the end of this step you will have:

* Helped the farmers’ group understand why they should develop a business plan
* Helped the group write a business plan

* Helped the group to understand their credit needs and if necessary get a loan

* Helped them to plan detailed activities for the production cycle.






LESSON 13. TOOLS FOR BUSINESS PLANNING

IN THIS LESSON

After this lesson you will be able to:

* Describe what a business plan is and why a farm-

ers’ group should write one

* Conduct a visioning exercise to help farmers plan

their enterprise

* Conduct a market mapping exercise

* Conduct a problem analysis exercise to help farm-
ers identify and analyze their problems

* Help a farmers’ group plan how much each mem-
ber should grow to reach a production target

* |dentify ways to improve the steps from produc-

tion to marketing.

WHAT IS A BUSINESS PLAN?

This lesson explains what a business plan is and
describes several tools you can use to help farmers’
groups to prepare their business plan. We suggest
you read through these descriptions, as well as the

business model canvas in Lesson 14 and the details of the business plan in Lesson 15,

before deciding which, if any, of these tools to use.

A business plan is a document about an enterprise’s future. It describes the
enterprise, what it produces and how it produces them, how it markets its products,
the risks its faces and how to deal with them, and its financial situation and financing

needs.

A typical business plan consists of three
parts, each with several subsections:

Part 1: An outline of the business

1. Introduction

2. Business organization
3. Product

4. Marketing strategy

5. Risks

6.

Business operation plan

Part 2: Financial data and analysis
7. Marketing costs

8. Income streams

9. Profit and loss analysis

Part 3: A loan analysis (if the group

wants to borrow money)
10. Financial requirements.

1 - Introduction
2 - Business organization
i - Product
- Marketing strate

5 - Risks J o

6 - Business operation pl -
7 - Marketing costs N
8 - Income streams
9- Profit and loss

inancial requirements

A typical plan for a farmers’ group is about 5-10 pages long, but plans can be from

2-3 pages up to 50 pages, depending on the need.
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WHY WRITE A BUSINESS PLAN?

Writing a business plan is important for several reasons:

To guide the enterprise over the long term. So far, the group has made a series of
decisions about their product and market. A business plan brings your ideas and
decisions together and puts them in concrete form in one document to guide the
group’s direction.

To facilitate understanding and
agreement. Despite intensive discus-
sions, members of the group may have
different understandings of what the
group aims to do. An agreed business
plan helps identify and remove such
misunderstandings.

* To improve organization and deci-
sion making. Because a business plan
follows a certain structure, it helps the
group make sure it has gathered the
information it needs and has organized
it in a suitable way. That makes it easier
to make decisions.

* To test and strengthen financial fea-
sibility. The business plan requires the
group to compare its resources and income with its costs and expenditures. It shows
whether the enterprise can make a profit.

* Measure performance. The business plan gives the group clear targets. The members
can use these targets to monitor their performance and make changes in the produc-
tion season if the original plan needs to be amended.

* To ensure continuity. Farmers’ groups elect their officials every year or two. A busi-
ness plan ensures that a new group of managers can take over operations smoothly,
reducing the risk of disruptions and abrupt changes in direction.

* To “sell” the enterprise. Business partners such as major suppliers, contract partners,
big customers and business services may want evidence that the group has thought
through its business plan and will be a viable concern. A business plan gives them the
information and assurance they need.

* To convince lenders and donors. Banks and microfinance institutions want evidence
that the group’s enterprise will be profitable before they will agree to lend it money.
They usually require a business plan as a condition for a loan. Donors also want to be
confident that the group is viable. A business plan is evidence of this.

* To guide implementation. The business plan shows what the group needs to do to
achieve its goals. It keeps the members and the management focused on what has
been agreed. It acts as a framework for the group’s implementation plan (the list of
tasks and activities the group members have to do each year or production cycle).

MARKET MAPPING (EXISTING VERSUS FUTURE)

Early in the agroenterprise development process (Lesson 7 and Exercise 7b) the
farmers drew a sketch map showing their initial understanding of where the product
is produced, where it is sold, who buys it, and how it is used, as well as steps such as
processing and transport.
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You can use a similar technique to help them redraw the map with information they
have gathered since. The group can use their new information to draw a second map
showing the marketing situation they would like to see. This would show the chosen
product, changes in the production and processing, the volumes produced and prices
of the product, and changes in the marketing channels and customers.

Exercise 13a describes how to work with farmers to create such a market map.

VISIONING

Visioning is a technique we discussed in Exercise 2a use to help the farmers think of
what they want to achieve in the future. We will use this method again to help build
the business plan. To being your visioning session start with a
long-term vision, by asking the farmers to imagine what they
would like their production and marketing to be like in, say, 5
years. This is a useful way of finding out the group’s ambitions.
Remember that different types of farmers or segments of the
community may have different outlooks and aspirations.

Once they have done this, you then ask them to think of
what the situation will be like in a shorter time frame - such
as 3 years - and to ask them what they need to do to put
these changes into effect. This forces the farmers to be more
realistic, and to prioritize activities.

You then ask them to shorten the time frame again: what will
things be like in 1 year. Again, ask them to say what they will need to do to make these
changes happen.

PROBLEM ANALYSIS

In this approach you help the farmers list the problems they face in producing and
marketing their selected product. They then describe how they currently address
these problems, before thinking of ways they might overcome them in the future. See
Exercise 13c for a way to facilitate this analysis.

SETTING PRODUCTION TARGETS

Setting targets for the next season or production cycle is an important step for the
group. Doing so forces farmers to think of what they need to do to achieve these
targets. That in turn means they have to think of realistic changes in their production,
postharvest, and marketing activities, as well as work out the financial and other
services they will need.

STEP 4 - BUILDING A BUSINESS PLAN
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Targets may be set:

+ By the group itself, based on what they think they can produce and the market they
think they can serve.

- By a larger group, for example, if the group is a member of a farmers’ marketing
association.

* By a buyer, for example, a trader who agrees to buy truckload of grain, or a super-
market or factory that orders a regular supply of the product throughout the season.

* By a donor or lender, which may require the group to sell a certain amount of prod-
uct in order to qualify for support or a loan.

The target is likely to be higher than current production in terms of volume or quality.
The group will have to decide what they need to do to achieve it. Should they:

* Increase the output per member, for example by planting a larger area or raising
more animals?

* Increase the yield per hectare or per animal?
- Add more farmers to the group?

* Improve the quality of the yield somehow - for example, by managing pests and
diseases better?

- Extend the supply period by changing the timings of planting and harvesting?
* Process the output in a different way - to reduce wastage or improve quality?

The group should set targets before each season or production cycle, and then
review these targets regularly to check if they are on track and to anticipate and solve
problems.

It is best to aim to produce more than the amount a buyer wants, in case of low yields
caused by poor weather, pest, or disease. For many products, the surplus can be sold
on the local market, or even to the same buyer. Planning for slight over production

is important when selling to a buyer who has clear quality standards, as not all the
production will meet market standards.

TABLE 46. EXAMPLE OF PLANNED PRODUCTION TARGETS AND OUTPUT MONITORING

AT HARVEST

BEFORE SEASON DURING SEASON

FARMER Target area Area actually Expected Area
planted output planted output harvested output
ha tons ha tons ha tons
Farmer 1 1.0 3.0 0.8 2.4 0.8 2.2
Farmer 2 0.5 1.5 0.5 1.5 0.5 1.4
Farmer 3 0.5 1.5 0.4 1.2 0.4 1.3
Farmer 4 0.4 1.2 0.4 1.2 0.2 1.1
Farmer 5 0.6 1.8 0.5 1.5 0.5 1.7
Total 3.0 9.0 2.6 7.8 2.4 7.7
SS;ZL:nt required by 8.0 8.0 8.0
Difference +1.0 -0.2 -0.3
Bought from other 03
sources

138 SEVEN STEPS OF MARKETING



Equally important is to monitor progress towards the production targets and adapt to
potential problems. In the example in Table 46, the buyer wanted the group to deliver
8 tons grain. The farmers in the group assigned amounts to each farmer to produce,
with a target of 9 tons. But the weather was bad and some of the farmers did not
plant the agreed area of land, and the production coordinator realized halfway
through the season that they could realistically produce only 7.8 tons. This estimate
was not far off: at the end of the season, actual production was 7.7 tons. The group
was able to meet its target only by buying grain from other farmers.

Exercise 13d shows how to help farmers plan their production targets.

PATHWAY ANALYSIS

Pathway analysis helps the farmers think through the specifics of how to get from
their current situation to their desired goal in production and marketing. The
“pathway” is the route from “where we are now,” through a series of improvements, to
“where we want to be.”

Exercise 13e describes how to do a pathway analysis.

STEP 4 - BUILDING A BUSINESS PLAN
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QUIZ 13

Answers at the end of the guide.

1.

. Fill in the blank: Setting

“Our group doesn’t need a loan, so we
don’t need to bother with writing a business
plan!”

A. You are right. A business plan is only
necessary if you need to convince a bank or
microcredit institution to lend you money

B. Not really. Writing a business plan is a good
idea for any enterprise because it helps you
think through what you will do and plan it in
detail

In visioning, you should start with...
A. The short term, as that is closest and easiest
to deal with

B. The medium term, as it is easy to work out
both the long and short term from there

C. The long term, as this will give you a direction
in which you hope to go

D. It doesn’t matter

is the

process of deciding how much to produce
and then monitoring whether you are on
course to achieve this.

A. Problem analysis

B. Pathway analysis

C. Production targets

D. Visioning
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4. Fill in the blank:

. Fill in the blank:

__________ is the pro-
cess of helping farmers imagine the future
of their enterprise, then working out how
to get there in the long, medium, and short
terms.

A. Problem analysis
B. Pathway analysis
C. Production targets

D. Visioning

__________ is working
out what you need to do at each stage in
the production and marketing process in
order to achieve your enterprise goal
A. Problem analysis
B. Pathway analysis
C. Production targets

D. Visioning

. Fill in the blank: Setting is

identifying challenges and looking for ways
to overcome them.

A. Problem analysis

B. Pathway analysis

C. Production targets

D. Visioning



EXERCISE 13A. VISIONING

Through visioning, the farmers imagine what they
would like their enterprise to be like in the long
term, then decide what steps to take in the short
term to achieve this.

OBJECTIVE

After this exercise the participants will be able to:
» Set a desired future for their enterprise
* |dentify the steps they need to take to reach this

desired situation.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS

* A long-term goal for the enterprise, and a series of

concrete steps to achieve this goal

TIME REQUIRED

* 2 hours

PREPARATION

* None

SUGGESTED PROCEDURE

1.

Ask the farmers to summarize their current pro-
duction situation (type and amount of product
produced), their postharvest handling (drying,
storage, packaging) and marketing activities
(buyers, sales agreements), and the business
services (input suppliers, microfinance institu-
tions, etc.) they currently use. Summarize these
on a sheet of paper under the headings “produc-
tion,” “postharvest,” “marketing,” and “business
services.”

3

Ask the farmers to imagine what they would like
their enterprise to be like in the long term, in 10
or 15 years’ time. What will they be producing?
How much of the product, and at what price?
How will they be producing it? How will they
market it, and who will they sell it to? List these
goals on a second sheet of paper under the
same headings.

Ask them to think of the long-term activities
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they will need to do in order to reach this goal.
For example, will they need to bring more land
into cultivation? Install irrigation? Expand the
group membership? Build a processing shed or
storage warehouse? Get a loan from the bank?
List these activities on another sheet of paper.

Ask the farmers to repeat this exercise, but this
time to think of activities in the medium term

- say, 5 years from now. Get them to be more
specific and realistic about their suggestions.
Their suggestions should lead them towards the
long-term goals they have just set out. Record
their answers on another sheet of paper.

Now get them to repeat the exercise for short-
term activities, to do in the next year or produc-
tion cycle. This time they should be very specific
and realistic about what activities they will
undertake, who will do what and when, and what
types of support they will need. Record their
ideas on another sheet of paper.

Mark which activities they can do themselves
with their existing resources, and which will re-
quire external support.

veterinary care and housing we need?

How will we monitor production to make sure we
get the right amounts and quality?

Postharvest handling

How will we harvest the product? When? Who will
do the harvesting?

How will we store the product? What facilities will
we need?

How will we sort grade, package and label the
product?

Marketing

How will we identify buyers? How will we market
the product? Who will negotiate on behalf of the
group?

What transport will we need? What will the deliv-
ery schedule be?

What price range will we negotiate for? What
should the payment terms be? Do we need a
bank account? Who will be the signatories for the

account?
7. Summarize the results of the discussions and

notes in Table 47. * How will the money be shared in the group?

* How much of the profit will we invest, and what
will we invest in? How will we save money in order
to invest?

QUESTIONS TO STIMULATE DISCUSSION

Production
* What area of land will each farmer plant? How

. . Business development services
many animals will each farmer keep?

* What business services will we need? Input sup-
plies, technical advice, financial services, market-
ing services, transport, etc?

* What tools and equipment will we use?

* When do we need to plant crops (or breed ani-
mals)? * Which services are the most important?

« What management practices do we need to * Which services need to be strengthened?
change: seed type, variety, planting density, weed-
ing methods, fertilizer application, irrigation usage,
etc? For livestock, what are the breeding, feeding,

* Which services do we need to pay for? How will
we pay for them?
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EXERCISE 13B. MARKET MAPPING

This exercise helps the farmers to visualize and
map the future market for their product, and the
changes in production and marketing they need
to make in order to achieve this. The map on the
desired future is a vision of what farmers would
like to achieve. It becomes the basis for building
a common plan on how to improve marketing
opportunities.

OBJECTIVE

After this exercise the participants will be able to:

* |dentify future market opportunities and market-
ing channels for their product(s)

« List the changes needed in production and mar-
keting for them to sell their product(s) to this
market.

EQUIPMENT NEEDED

* Large sheets of paper, colored marker pens
* Market map prepared in Exercise 7a

* Information on product prices and markets from
the market survey and analysis (Exercise 7b and
Exercise 7¢)

* Information on production of the selected product
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(Lesson 8)

* Information on costs for the selected product
(Lesson 10)

* Information used to choose the selected product
(Lesson 12)

EXPECTED OUTPUTS

* Diagrams of actual and planned value chains and
markets for the selected product

TIME REQUIRED

* 1 hour

PREPARATION

Bring the market map prepared in Exercise 73,
showing the farmers’ initial understanding of the
production and marketing of their product. Also
bring the information gathered during the market
survey and analysis (Exercise 7b and Exercise 7¢),
plus any other information the group has gathered
about production (Lesson 8) and costs (Lesson
10) and the information used to choose their
agroenterprise (Lesson 12).




SUGGESTED PROCEDURE

1. Ask the farmers to redraw the market map dia-
gram (showing where they produce the product,
and store and sell it) in the light of their current
knowledge.

2. Ask the farmers to add information on costs,
volumes, and prices to the diagram.

3. Now ask the farmers to draw a new diagram
showing what they want their production and
marketing to look like in (say) 5 years’ time, after
they have implemented all the changed they
plan.

4. Ask them to start with the product volume, qual-
ity, and timing. Get them to write the details on
the diagram.

5. Then ask them to consider the production steps
and inputs they need to supply this amount of
product at the right times. Get them to sys-
tematically consider each step in production
and harvesting, paying attention to detail. They
should include decisions made so far, but also
consider things they have not yet thought of or
discussed. Make sure they write the costs and
amounts of inputs on the diagram.

6. Then switch to the marketing side of the dia-
gram. Get them to think of what they need to do
after harvest and before sale, and how to find a
buyer and manage the sale.

QUESTIONS TO STIMULATE DISCUSSION

The product. How much do the farmers need to
produce to serve their chosen market? What quality
must the product meet? When should the product
be ready for sale - all at one time, or at regular
intervals throughout the season? Where should it
be collected or delivered?

Production activities. What does the group need
to do to produce this amount and quality of the
product, at these times? How much product can
each farmer produce? What inputs (seed, feed,

fertilizer, agrochemicals, labor) are needed? What
activities does each farmer (and the group) need to
undertake? How are they different from what the
farmers do now?

After harvest. What do they need to do after the
harvest but before sale? What types of processing
and storage are needed? Do they have to grade,
sort and package the product? How about
transport and communications? Think about the
market, only grade if the market pays a premium for
the graded produce!

Marketing. What arrangements and agreements
need to be made for marketing? Is a buyer already
identified, or how will they find a buyer? Does the
group need a fixed agreement or contract, and
what should the prices and terms be?

Costs and revenues. How much do the inputs
cost? How much do production activities such as
plowing, weeding and harvesting cost? What is the
expected price?

NOTES

The figure shows the initial marketing map drawn
by farmers in Embu district, Kenya, for groundnut.
They produce a limited amount of groundnuts,
mainly for subsistence, using hand hoes as their
main tools. They lacked appropriate drying or
storage facilities, and linked with intermediaries
from outside the village to sell their produce.

The second figure shows the map they drew to
show the changes in the production and marketing
they will make to increase their production. This
diagram shows the farmers working together,

with access to tractors to plow the land. Crops are
planted in rows and sprayed to control pests and
diseases. The houses have tin roofs, so are therefore
more suitable for storage. The farmers produce a
lot of groundnuts, and sell them in bags in large
consignments. They hire a pickup truck to take their
groundnuts to more distant markets and to add
value to the crop.
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EXERCISE 13C. PROBLEM ANALYSIS

This exercise enables farmers to identify the causes
of problems they face, judge which are most

ing of their selected product. They should write
each problem on a single piece of paper.

important, and identify solutions.
2. Ask them to put similar problems into groups.
Give each group a name, such as “low prices,”
OBJECTIVE “pests and diseases,” or “poor quality.”

After this exercise the participants will be able to: ) ) )
3. Write the names on the left side of a big sheet of

« |dentify the causes of problems facing the group paper (column 1in Table 48).

Ask the farmers to describe what they currently
do to deal with these problems. List their an-
swers in column 2 of the table.

* |dentify those problems that are the most import- 4,
ant and that the farmers can do something about

* Name solutions to the problems.

5. Ask the farmers to suggest how they might over-
come the problems better - either by improving
their current solutions, or by implementing new
solutions. Write these possible future solutions in
the column 3 of the table.

EQUIPMENT NEEDED

* Small pieces of paper, marker pens

* Large sheets of paper

6. Invite the group to list the activities they will
need to do in order to implement the solutions.
Put these in column 4 of the table.

EXPECTED OUTPUTS

* A list of problems in order of importance, along

with a list of potential solutions 7. Help the group decide which of the solutions
they will implement. Write these in column 5 of
TIME REQUIRED the table.
* 2 hours
NOTES
PREPARATION Some of the problems (such as pests and diseases)

may be technical - so it may be helpful to arrange
for an agricultural specialist to advice farmers what
is feasible.

* None

SUGGESTED PROCEDURE

1. Ask the farmers to list the main problems they
face that are related to production and market-

TABLE 48. EXAMPLE OF A PROBLEM ANALYSIS

PROBLEMS CURRENT POSSIBLE FUTURE ACTIVITIES TO IMPLEMENT AGREED
SOLUTIONS SOLUTIONS SOLUTIONS TO DO
Coordinate planting and harvesting Yes
Bulk product and Agree on collection point Yes
negotiate better price
Low prices Do nothing Appoint m.arketlr.\g agent to identify buyers Yes
and negotiate price
Dry produce sufficiently after harvest Yes
Store until prices rise
Build warehouse to store produce No
P95t5 and _Spray_ . Integrated pest Get training on pest management methods Yes
diseases insecticides management
Sort produce by quality Yes
Poor qualit Sellin local Increase qualit
a Y market a y Prevent contamination during harvest and Yes
processing
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EXERCISE 13D. PREPARING PRODUCTION TARGETS

This exercise enables farmers to plan how much
each individual should plant and harvest in order to
reach a group production target. You can adapt this
exercise to suit the production of livestock products
such as live animals, milk, and eggs.

OBJECTIVE

After this exercise the participants will be able to:

* Plan and agree on production targets for individu-
al farmers.

EQUIPMENT NEEDED

* Large pieces of paper, marker pens.

* Pocket calculator or computer with spreadsheet
software (if available).

EXPECTED OUTPUTS

* An agreed set of production targets for individual
farmers.

TIME REQUIRED

* 2 hours

PREPARATION

* Bring the business plan.

SUGGESTED PROCEDURE

1. Review the production targets with the group
members. Explain that to achieve the target,
that each of the members will need to produce
a certain amount of the crop and deliver it on a
particular date. That means each farmer needs
to know how much to produce and when to
plant and harvest it. Refer to the business plan
for the specific amounts and dates.

2. Draw Table 49 on a large piece of paper. Fill in
the delivery date and the amount required by
the buyer.

3. Ask the farmers to say when they will need to
plant and harvest in order to have the produce
ready by the delivery date. Fill in these dates in
the table.

4. Ask the farmers to say what yield per hectare
(local units, such as bags per acre) they can
expect. Write this in the table.

5. Ask each member to state how many tons (or
kilograms or sacks) he or she can deliver. Write
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these amounts in “Target output” column of the
table.

6. Add the target outputs from all the farmers to
get the total. Compare this with the amount
required by the buyer. Make sure there is enough
expected surplus in case of a yield shortfall be-
cause of drought or disease.

7. If the target output is less than the amount re-
quired by the buyer, see if the farmers will agree
to produce more, add more members to the
group, start another group, or buy in the short-
fall?

8. Work out how large an area each member must
plant to get the target output.

9. Discuss with the farmers what to do if they
produce too much (perhaps they can find al-
ternative markets for the surplus). And what if
they produce too little? (Perhaps they can buy
produce from non-members to make up the
shortfall, or negotiate with the buyer to deliver a
smaller amount.)

10. Explain that the group can use this table to mon-
itor production throughout the growing season.
See Table 46 for an example of this.

NOTES

Shortfalls in production can occur for many
reasons: drought, hail, pests, diseases, illnesses in a
farmer’s family, etc. Make sure that there is enough
surplus to cover any such shortfall.

For some products, buyers want a regular supply
of the product throughout the season. There are

several ways of maintaining such a supply, two of
the common methods are shown below:

* One date, one farmer. Each farmer plants his or
her whole area on a different date. The farmer har-
vests the crop on the designated date and delivers
it as agreed. The following day or week, the next
farmer harvests and delivers his or her crop. You
can adapt Table 49 for this situation by adding
columns for “Planting date” and “Harvesting date.”
This approach is often used for fresh vegetables.

It is convenient and easy to plan, but means that
there may be a shortfall on a particular date if one
farmer’s crop fails.

* One date, many farmers. Each farmer harvests a
small amount each day or week. This approach is
used for items where production is continuous,
such as eggs and milk.



TABLE 49. FORM FOR PLANNING PRODUCTION FOR A CROP

EXPECTED YIELD (TONS/HA)

PLANTING DATE

HARVEST DATE DELIVERY DATE

FARMER

AREA TO PLANT

hectares

TARGET OUTPUT

ACTUAL OUTPUT

20

21

22

23

24

25

Total

Amount required by buyer
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EXERCISE 13E. PATHWAY ANALYSIS

Pathway analysis breaks the “pathway” from
production to marketing down into steps, and looks
for ways to improve each step in order to achieve
your goals.

OBJECTIVE

After this exercise the participants will be able to:

* List aspects of the production and marketing pro-
cess that need to be changed so they can achieve
their goals

» |dentify the actions they need to take to reach this
desired situation.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens

EXPECTED OUTPUTS

* A list of activities for the farmers to undertake to
achieve their goals

TIME REQUIRED

* 2 hours

PREPARATION

* None

SUGGESTED PROCEDURE

1. Ask the farmers to summarize their current pro-
duction and marketing situation. Write this on
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the left side of the diagram in the figure under
“Where we are now.”

Ask them to say what the desired situation or
goal would be. Put this in the right side of the
diagram under “Where we want to be.”

Ask them to list the general improvements they
need to make at each of the stages in pre-pro-
duction, production, postharvest and marketing.
For example, at the pre-production stage they
may say they need to improve access to seed
and fertilizer. At the production stage, the goal
may be to improve yields. Put these improve-
ments in the shaded boxes in the center of the
diagram.

For the pre-production stage, ask them what
activities they need to undertake in order to
make the improvement. For example, they

may say they have to buy seed from a certified
dealer, and buy fertilizer in bulk from the local
farm store. Encourage them to be as specific as
possible. Write these activities in the box in the
top row of the diagram.

Then ask what the output of these improve-
ments will be. For the pre-production stage, the
answer may be “better germination, higher yield
potential.” Write these responses in the box in
the bottom row.

Repeat these two steps for the other stages in
the production and marketing process: produc-
tion, postharvest and marketing.
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LESSON 14. THE BUSINESS MODEL CANVAS

IN THIS LESSON

After this lesson you will be able to:
» Draw and label a business model canvas.
* Explain the meaning of each of the nine areas in the canvas.

* Use the business model canvas to analyze an existing production and marketing
system.

* Use the canvas to prepare information on building a business plan.

* Transfer information from the business canvas into a written business plan

VISUALIZING A BUSINESS PLAN

Before asking farmers to design and fill in a formal business plan, it is helpful to give
them some tools to visualize what a business plan looks like. This will help them to
gain an understanding about the component parts of a business plan and how each
part of the business plan fits together.

A visual method to help design a business plan is the model canvas (see figure).
Visualizing the parts of a business plan helps farmers to understand how a business
plan is built from basic parts. We have adapted this method to fit the situation of
small-scale farmers in developing countries.

The picture in the figure on the next page provides a helpful way for farmers to
think about and plan their enterprise. The “canvas” consists of a large sheet of paper
divided into nine areas, each representing one aspect of the enterprise.

Value proposition Customer
Key (Product) relationships
activities

Key
partners

Channels

Key I = e

resource
_____ s — -
RO ._P (0 "-—-l"
Costs

HOW THE PARTS OF A BUSINESS PLAN FIT TOGETHER
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8 7 2 4

BUSINESS KEY ACTIVITIES VALUE CUSTOMER
SERVICES AND PROPOSITION RELATIONSHIPS
PARTMERS

Product

6 | 3

KEY RESOURCES CHAMNMELS

CUSTOMERS

Production Marketing

9 15

COS5TS INCOME

THE NINE AREAS OF THE CANVAS

1.

Customers. These are the buyers or customers of the product - such as traders or
consumers. For most products there is more than one type of customer. For exam-
ple, a supermarket market may buy the highest-grade output but the lower grades

will have to be sold in a local wholesale market, lowest quality used to feed animals.

Value proposition (product). This is a statement that clearly and concisely de-
scribes the unique value of a firm or group’s products and services. It states the
firm / group’s core objectives, which sets it apart from the competition. In most
cases the value proposition will focus on a specific product or service that the
farmers plan to produce or sell - for example products may include things like
maize or milk, and a service may include drying and cleaning facilities or contract
spraying.

Channels. These are how the group plans to deliver the product to the buyer - for

example by having members deliver to a village collection center ready for pick-up.

(In the Four Ps model (Lesson 9 in the Marketing basics module), this corresponds
to Place.)

Customer relationships. These are how the group plans to identify buyers and cre-
ate and maintains relationships with them. (In the Four Ps model, this corresponds
to Promotion.)

Income. This is the money the group earns from selling the product.

Key resources. These are the inputs and resources the group uses to produce
the product - including land, equipment, seed, fertilizer and labor, as well as the
group’s internal organization.
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7. Key activities. These are the activities the group plans to do to produce the prod-
uct - such as planting, crop management, harvesting, and drying.

8. Business services and partners. They are the services and partners that the group
uses to produce and market its product, such as input suppliers, the agricultural
extension service, and a microfinance institution.

9. Costs. These are the costs that the group incurs in order to produce and market

the product.

To make the case more practical for farmers we will refer to the value proposition as

“the product” in following text

INTERPRETING THE CANVAS

The next figure shows the relationships between the different areas of the canvas.

Business services and part-
ners are needed to use the
resources and perform the
activities to make the prod-
uct

Key activities and key re-
sources are both necessary
to produce the product

Both customer relationships
and channels are necessary
to get the product to the
market

[ -f fi’r
8 7 /2 4
BUSIMESS KEY ACTIVITIES VALUE CUSTOMER CUSTOMERS
SERVICES (o] PROPOSITION RELATIONSHIPS
PARTHERS
Product
The people
who buy
the unique uct
6 / value of 3
products or
KEY RESOURCES services CHAMMELS
being of-
. fered -
Production Marketing
9 5
Producing and marketing Selling the product to cus-
costs the product incurs costs INCOME tomers generates income

N/

The income has to be bigger
than the costs in order to
make a profit
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USING THE BUSINESS CANVAS TO UNDERSTAND AND PLAN BUSINESS OPTIONS

The canvas is a useful business or agroenterprise planning tool. You can use it to:
* Help the project team understand their business situation
* Help the farmers gather and organize information for a business plan.

« Explain a business plan or an existing enterprise to other farmers, value chain actors,
business service providers, or donors.

* Help the farmers show and analyze their current production and marketing system
* Help the farmers plan improvements to their current system.

* Help the farmers plan a completely new production and marketing system.

We discuss several of these approaches below.

Once farmers have understood the basic components of the business canvas, the
next step is to work with farmers to organize the information they have gathered in
Step 3 of this manual.

With your help, farmers can use sticky notes (or small pieces of paper and sticky
tape) to write down their business ideas and information from their market surveys
into these nine areas. The sticky notes allow the farmers to move and change the
ideas around, until they settle on the best combination of ideas for their business
plan.

They can then use the information on the sticky notes as a basis for analyzing their
existing business situation, and as a platform for planning a new business venture.

The power of the business canvas is that groups or individuals can see all the
components of the plan at one time, and arrange the information and use it to work
on new ideas. The canvas is an important first step in arranging business information
and then using these ideas to prepare a more formal, written business plan.

The next two figures show the business canvas being used to understand an existing
market situation and being used to plan a new business for maize. In both cases the
information for the maize business plans are laid out on the nine elements of the
business canvas.

USING THE CANVAS TO ANALYZE A CURRENT PRODUCTION AND MARKETING
SYSTEM

This example shows how a group of farmers can use the canvas to analyze how they
currently produce and market their products.

1. Customers. Demand for maize is not well identified- the farmers sell individually on
an occasional basis to traveling traders.

2. Value proposition (product). The farmers produce maize for subsistence, and
occasionally some sell their surplus. Yields are low, sales are irregular, and quality is
poor.

3. Channels. The traders come to the individual farms at harvest time to buy the
maize. They pick up two or three sacks in their vehicles.

4. Customer relationships. The farmers know most of the traders, but they sell to the
first one who comes along because they need money urgently and are afraid that
they will not be able to sell if no other trader comes.

5. Income. Prices are low, example $10-15 per bag, and the farmers feel forced to ac-
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cept the price the trader offers. Traders pay in cash at time of sale.

Key resources. The farmers plant using home seed of local varieties. Some of the

farmers use only a little fertilizer, as they cannot afford to buy any at the start of

the season.

Key activities. These include plowing, digging, sowing, weeding, harvesting,
de-husking, shelling, drying and bagging.

Business services and partners. The local store sells seed and fertilizer, bags and

tools, but few farmers buy these inputs. Many farmers borrow money from the

input supplier or the local money lender.

things to buy are hoes, fertilizer and bags.

8

BUSINESS
SERVICES AND
PARTNERS

Costs. Costs are minimal as most of the work is done by family members. The only

KEY RESOURCES

Local
se8d

2

VALUE

PROPOSITION

4 1

CUSTOMER
RELATIONSHIPS

CUSTOMERS

Farmers sell
ds individuals

3

Travelin
traders .

CHANMELS

”g'lshhnt‘.i

COSTS

S

Travelng

INCDME
Yroders pay
Vi is ) bna

EXAMPLE OF THE BUSINESS MODEL CANVAS SHOWING PRODUCTION AND MARKETING SYSTEM
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USING THE CANVAS TO ORGANIZE INFORMATION FOR A BUSINESS PLAN

The next figure shows an example of how farmers have used the canvas to analyze
their current system. In this case the farmers can use this information to determine
how they can improve their marketing. The farmers have reworked their thinking to

design a new business plan.

PARTHERS

Fetension

KEY RESOURCES

. CHANNERD

CUSTOMERS

Larager
traders

Flour miller

Transport
maize "' @
store

Traiml':ifig
raders

S‘r‘nl’e majze
L Sr.mp
5+nf£1'tou.:.¢

\ 3 i_“'P"'&n‘x‘

Tra.hslur'i

$10-acre 50cents/bag

Traveling traders
?ﬂ, 5|8 ﬂa

USING THE CANVAS TO BUILD A BUSINESS PLAN

You can use the canvas to gather and analyze the information
needed for a business plan.

The nine areas of the canvas mostly correspond to the ten
parts of a standard business plan. That makes it a valuable tool
to use when writing the business plan. The main difference is
that the business canvas does not have an introduction.
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Business plan outline
1. Intreduction
2. Business organization
3. Value proposition (product)
4 Marketing strategy
* Product
* Price
* Place
* Promotion
5, Market risks
6. Business operation plan

THE TEN PARTS OF A STANDARD BUSINESS
PLAN



VALUE PROPOSITION

Broad information from the Value proposition area of the canvas goes into the Value
proposition section of the business plan. The details go into the Marketing strategy
section, under the subheadings Product and Price.

8 7 2 4 1
BUSINESS KEY ACTIVITIES VALUE CUSTOMER CUSTOMERS . ~
SERVICES AND PROPOSITION RELATIONSHIPS Business plan outline
PARTHERS 1 Introduction
Product 2 Business crganization
— e ! ()
T ~ 3. Value proposition (product)
h‘"‘“—-—-._._‘____‘ 4. Marketing strategy
—____* Product
* Price
6 3 = Place
Promotion
KEY RESOURCES CHANMELS 5 Market risks
G. Business cperation plan
M H 7 Production costs
Production Marketing B Marketing costs
9. Profit and loss
10, Financial requirements
9 5
COSTS INCOME
HOW THE CANVAS RELATES TO
A STANDARD BUSINESS PLAN:
VALUE PROPOSITION
MARKETING

Put information on the Customers into the Marketing strategy section of the business

plan.

Put information from the Customer relationships area of the canvas into the
Customer relations part of the business plan. You can also add Market risks at this

point.

Describe the Channels in the Place part of the business plan.

8 7
BUSINESS KEY ACTIVITIES
SERVICES AMD
PARTHERS

6

KEY RESOURCES

)
Production

9
COSTS

CUSTOMERS

§‘\\_‘\

Business plan outline

1 Introduction

2 Business organization

L1 Value proposition (product)

-4, Marketing strategy
+ Product
* Price

— * Place

"~ « Promoticn

2 4
VALUE CUSTOMER
PROPOSITION RELATIONSHIPS
Product
3
CHANMELS )
Marke
5
INCOME

e Market risks

Business cperation plan
Production costs
Marketing costs

Profit and loss
Financial requirements

=D CD =~
(o

HOW THE CANVAS RELATES TO
A STANDARD BUSINESS PLAN:

MARKETING
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PRODUCTION

The information on Key resources, Key activities and Business services and partners
all go into the Business operation plan section.

Business plan outline

8 7 2 4 1
BUSINESS KEY ACTIVITIES VALUE CUSTOMER CUSTOMERS
:ﬁ:}::smﬂ -.\___\-\‘-“ PROPOSITION RELATIONSHIPS "
| \ch\t 3
S
\-\\- //- L
[ —
6 >4”\\
KEY RESOURCES = CHANNELS %Mg
Production Marketing :
?c.
9 5
COSTS INCOME

& & & @

Introduction

Business organization
Value proposition {product)
Marketing strategy
Product

Price

Place

Promotion

Market risks

Business operation plan
Production costs
Marketing costs

Profit and loss
Financial requirements

HOW THE CANVAS RELATES TO
A STANDARD BUSINESS PLAN:
PRODUCTION

COSTS AND INCOME

Put the information on Costs into the Costs section.

A brief summary of the information on Income can go into the Price section of the

business plan; put the details in the Income section.

8

BUSINESS
SLAVICES AND
PARTHERS

7

KEY ACTIVITIES

KEY RESOURCES
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CUSTOMERS

2 4
::ﬁi&ﬂlm mmﬂﬁ
Product

3

CHANMELS

OF MARKETING

Business plan outline

INITENES

& & & @

HOW THE CANVAS RELATES TO
A STANDARD BUSINESS PLAN:
COSTS AND INCOME

Intraduction

Business organization

Value proposition (product)
Marketing strategy

Product

Price

Place

Promotion

Market risks

Business operation plan
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Answers at the end of the guide.

1. Match the names with the correct areas of

the business model canvas

A. Business services and partners
B. Channels

C. Costs

D. Customer relationships

E. Customers

F. Income

G. Key activities

H. Key resources

I. Value proposition (product

2. Match the description with the correct area
of the business model canvas.

AREA OF BUSINESS
MODEL CANVAS

A. Customers

DESCRIPTION

1. How the group plans
to identify buyers and
maintain relationships
with them

B. Value proposition

2. How the group plans to
deliver the product to the
buyers

C. Channels

3. The activities the group
plans to do to produce
the product

D. Customer
relationships

4. The product or service
the group wants to sell

E. Income

5. The services and
partners the group uses
to produce and market
the product

F. Key resources

6. The costs the group
incurs to produce and
market the product

G. Key activities

7. The inputs and
resources the group uses
to produce the product

H. Business services and
partners

8. The money the group
earns by selling the
product

|. Costs

9. Buyers of the product

3. If you want to plan a completely new pro-
duction and marketing system, in which
part of the business model canvas should

you start?

A. With the Customer, then move on to the

Product

B. With the Value proposition (Product), then
move to the other aspects of production,
such as Key activities and Key resources

C. With the Income and Costs

D. It doesn’t matter - you can start anywhere.
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4. Match the areas of the business model can-
vas with the sections in a business plan.

AREA OF BUSINESS
MODEL CANVAS

A. Key resources

SECTION OF
BUSINESS PLAN

1. Business operation
plan

B. Value proposition,
Customers, Channels,
Customer relationships,
Income

2. Market risks

C. Channels

3. Marketing strategy

D. Business services
and partners, Key
activities, Key resources

4. Profit and loss

E. Income

5. Business organization

5. Here are some sticky notes. What part of
the business model canvas should they go

into?

STICKY NOTES

A. Maize grain, grade A

PARTS OF THE
CANVAS

1. Customers

B. Improved seed
variety

2. Value proposition

C. Better postharvest
processing

3. Channels

D. Extension advice

4. Customer
relationships

E. Farmers sell as a
group

5. Income

F. Transport maize to
collection point

6. Key resources

G. Large traders

7. Key activities

H. Cash on delivery,
$15/bag

8. Business services and
partners

|. Seed: $20/acre

9. Costs
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6. What is the purpose of the farmers using
sticky notes to write down their business
ideas and information from their market
surveys?

A. The sticky notes allow the farmers to move
and change the ideas around, until they settle
on the best combination of ideas for their
business plan

B. The sticky notes allow the farmers to place
their ideas in a hat and then pick one idea out
of the hat to apply

C. The sticky notes help the farmers explain a
business plan or an existing enterprise to
other farmers



EXERCISE 14. USING THE CANVAS TO BUILD A BUSINESS PLAN

The canvas is a helpful way to visualize and order
information to help farmers build a business plan.

OBJECTIVE

After this exercise the participants will be able to:

* Build a business plan using the business model
canvas.

EQUIPMENT NEEDED

* Large sheets of paper, marker pens, sticky notes,
scissors

* Information on the value proposition (product),
market, business services, costs, expected income,
etc. If you have a computer and printer, bring a
printout of this information if possible.

EXPECTED OUTPUTS

* Large parts of a business plan

TIME REQUIRED

* 3 hours

PREPARATION

* Draw an empty canvas grid on a large sheet of
paper, and label the nine areas.

SUGGESTED PROCEDURE

1. Explain the purpose of the exercise - to build
a business plan based on the information the
farmers have already collected and the decisions
they have made. Now work with the farmers to
fill in Sticky notes for each of the boxes.

2. Value Proposition (Product): Ask the farmers to
describe the product: the type, volume, quali-
ty and so on. Ask them to write these ideas on
sticky notes. Put them in the Product area of the
canvas (1).

3.

10.

1.

12.

13.

Customers: Now ask them to describe the
Customers: who are they, how many are there,
etc? Put this information on sticky notes in the
Customers area (2).

Channels: Move to the Channels (3): make sticky
notes on how the farmers deliver the product to
the buyers.

Customer relations: Discuss how the farmers
identify potential buyers and how they maintain
contacts with them. Put this in the Customer
relationships areas (4).

Income: Ask the farmers about the revenue they
earn from the sale. Get specific figures if possi-
ble on prices and volumes. Put this information
in the Income area (5).

Key Resources: Moving over to the left side of
the canvas, ask the farmers to describe the Key
resources (6) they use and the main activities
(7). Put these sticky notes in the relevant areas
of the canvas.

Key Partners: On the far left of the canvas, get
them to list the main Business services and part-
ners (8).

Costs: In the Costs area (9), get them to list the
various costs they incur in producing and mar-
keting their product.

By the end of this process, you should have a
canvas with many sticky notes.

Sort the information the farmers have gathered
into the nine categories represented in the can-
vas. There are different ways to do this:

Check what additional information you need,
and ask the farmers to generate it.

Write the body of the business plan based on
the information you have ordered.
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Empty business model canvas
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LESSON 15. FILLING IN THE BUSINESS PLAN

IN THIS LESSON

After this lesson you will be able to:

» List the elements in a business plan, and describe what goes in each one

* Guide the farmers’ group to write the narrative section of their business plan
* Guide the group to write the profitability section of the plan

* Guide the group to review the loan section of the plan.

WRITING A BUSINESS PLAN

Once you have gathered the information you need, writing a business plan should
be fairly easy. All you have to do is to put the right pieces of information in the right
place. This lesson shows you how to do this. Of course, the process of writing a
business plan may bring up questions that the group has not yet thought through.
You may have to stop the writing in order to discuss these issues and make the
necessary decisions.

Table 50 provides the basic sections of a business plan with the basic information
and explanatory questions that are associated with each section. If you have used the
business canvas to organize the information, you can now write down the information
into the standard format as outlined below.

FARMBOOK SOFTWARE

CRS has developed software called Farmbook to help you create a business plan.
You can use this software by visiting $$$ and logging in with your username and
password. If you do not have a username or password, or if you have forgotten yours,
please contact Helpdesk@crs.org.

MSHIKA FARMERS’ GROUP

We will use the example of the Mshika Farmers’ Group, to develop a business plan.
This is a group of farmers in Tanzania who plan to grow hybrid maize and sell to

a large trader in a nearby town. Table 51 gives you some basic information on the
farmers, their farm size and the area they have planted to maize, and whether they
plan to use hybrid seed and fertilizer to increase their productivity.

You can see the full details of this group in Annex 1.
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TABLE 50. BUSINESS PLAN

SUBSECTIONS WIZARD QUESTIONS

Introduction

Project name

Name of the agro-enterprise team and goal of the business

Address

What is your contact address

Phone number

What is your phone number

2. Business
organization

Vision and sales goal

What is the Vision of the enterprise? Goal = SALES TARGETS

Describe business

How long has this group been in existence?
Is the group registered?

Name key positions in business

Chair, treasurer, secretary, lead farmer, market agent, other

Number of members by gender

Number of men and number of women

Current savings/ bank statement

Latest financial statement, savings levels

Product / service name

What product / service will you sell?

Is this an existing product/ service or new product / service

Introduction

Market type

3. Value Existing / new ) 5

Droposition being offered by your group?

(Product) Why is the buyer(s) interested in product / service? What is
Benefits to buyer unique?

Is it cheaper, better quality, local, other benefit, or advantage?

Define target market Define target market (local, district, national, supermarket)

4. Marketing Location How far is this market from the production site (km)

strategy

Is this an existing market or a new market for your group?

Describe customers

Type of trader, or processor, who is your buyer?

Explain attributes of the product (variety, quality, packaging,

product

* Product Describe key product attributes etc)?

* Price Describe price setting How will the price be established? Offer price, contract price
How will you get product to . .

* Place market Sales team, street vending, carry, pick up, cycle, lorry, donkey

* Promotion How will you promote your Voice, phone, through trader, person to person contacts, other

5. Market risks

Identify key risks to plan

Indicate key risks to the action plan? And how can they be
overcome?

What risk mitigation plans

Are there ways of minimizing the risks?

6. Business
operation plan

Describe your business flow

Describe the stepwise activities from production to sale

Pre-production activities

Pre-production: input procurement, nursery

Production activities

Production activities: plowing, sowing, weeding

Postharvest activities

Postharvest activities: drying, sorting storage etc.

Marketing activities

Marketing activities: buyer linkage, negotiation, transport

Key partners

Partners may include extension, input supplier, transporter

Key resources

Key assets include land, labor, staff, crops, processing methods

9. Production
costs

Total material costs

Calculate costs / season / year

Total labor costs

Calculate costs / season / year

10. Income
streams

Project sales volumes

Planned Sales volumes / Give clear units of sale bag - 100kg

Project sales price

Selling price of product Give dollar conversion, 250 shillings /
bag $1=

Estimate season income

Estimate seasonal sales

11. Profitability

Gross margin

Calculate Gross Margin and Net Income

Fine tuning

Strategies to increase profit

What changes can be made to increase Gross Margin?

12. Financial
requirements

Startup capital requirements

How much capital do you need to start the business?

Capital funds available

How much capital do you and your members/partners have?

Capital funds required

How much capital are you lacking?

Method to raise funds

How can raise the funds that you are lacking?
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PART 1: OUTLINE OF THE BUSINESS PLAN

This part consists largely of text (it is sometimes called the “narrative” part of the

plan). It consists of five sections:

1.

2.

5.

6.

Introduction

Business organization
Product

Marketing strategy
Risks

Business operation plan

It gives details about the goal and structure of the organization, the product the
farmers have chosen, and details of the market strategy.

The text should be short, simple, and to the point. You can use subheadings headings
and bullet points rather than trying to make complete sentences.

1

INTRODUCTION

This section gives basic data and contact details for the group (Table 52).

TABLE 52. BUSINESS PLAN 1: INTRODUCTION

ITEM

Organization

EXPLANATION

Name of the farmers’ group

EXAMPLE

Mshika Farmers’ Group

Type of enterprise

Product and market of the
agroenterprise

Production of maize to sell to Mrs Kasese a large
trader in Himo town

Production cycle

Dates of start and end of the
production cycle

March-Sept (year)

Address

What is your contact address

Sanya Juu village, Hai District, Kilimanjaro Region,
Tanzania

Phone number

What is your phone number

+255123 456 789

2

BUSINESS ORGANIZATION

This section describes the farmers’ group and how it is organized (Table 53).

3

PRODUCT

This section focuses on the product that the farmers plan to grow and sell (Table 54).
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TABLE 53. BUSINESS PLAN 2: BUSINESS ORGANIZATION

ITEM

Vision and sales goal

EXPLANATION

What is the vision and sales goal or
target for the enterprise?

EXAMPLE

To raise incomes of members by producing and
jointly marketing our maize crop.
Sell 25 metric tons of maize to known buyer

Organization
description

How long has this group been in
existence?

The group was founded in 2008. It has 9 members,
who farm at total of 47 acres of land.

Why has this group been
constituted?

The group was formed to learn about and manage
pests and diseases of maize. The members have
come to recognize that by marketing as a group,
they can better supply the market for their products,
and earn more than by selling individually.

What are the basic values of the
group?

The group has a strong belief that by working
together, they can solve their problems. In existence
for over 10 years, the group has a smoothly
functioning management based on mutual trust and
consensus.

How many men, how many women
members?

The group has 9 members: 6 men and 3 women.

Legal status of
organization

What is the legal format of the
organization?

Farmers’ group registered with the authorities in Hai
District. It is a member of the Muvimaha Society
(a second-level farmers’ association).

Key positions in the
organization

Give the positions and the names of
the people in them

Chairman: Jim Tembo
Secretary: Salma Kikwete
Treasurer: Flaviana Matata
Lead farmer: Livelong Nyerere
Market agent: Marcus Chengula

Current savings

Latest financial statement, savings
levels

The group has total savings of $440, deposited in an
account with the Postal Bank, Hai.

TABLE 54. BUSINESS PLAN 3: PRODUCT

ITEM

Product type

EXPLANATION

What product will you sell?

EXAMPLE

TAN 250 hybrid maize

Existing or new

Is this an existing product or new
product for your group?

The farmers already grow this type of maize.

Benefits to buyer

Why is the buyer interested in your
product?

Maize is in good demand in the market and
commands a high price.

Trends in demand

Are there trends or changes in buyer
preferences that favor the sale of the
product?

In Kenya, the maize is sold by the millers.
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4 MARKETING STRATEGY

Introduction

This subsection introduces the market for the farmers’ product (Table 55).

Customer relations

This subsection shows how the farmers’ group will maintain relations with the

customers (Table 56).

Product

This subsection provides details about the product (Table 57).

Price

This subsection provides information on the product’s price (Table 58).

Place

This subsection describes where the group will sell the product and how it will deliver

it (Table 59).

Promotion

This subsection describes any promotional or advertising activities the group plans,

and how it communicates with the customers (Table 60).

TABLE 55. BUSINESS PLAN 4.1: MARKETING STRATEGY: INTRODUCTION

ITEM

Target market

EXPLANATION

What is the target market (local,
district town, major national market,
international market, supermarket)

EXAMPLE

A large trading organization, Kasese Traders of Himo,
is interested in purchasing maize on contract at a fixed
price in the last year they paid ($30 per 100 kg bag) for
supply to millers.

Location

How far is this market from the
production site?

The maize will be delivered to Himo, 100 km from
Sanya Juu.

Market type

Is this an existing market or a new
market for your group?

This is a new market for the group.

Alternative markets

Do you have alternative markets
for surplus product, or if the target
market fails?

Alternative markets based on last year’s prices,
including delivery costs were:-

Traveling traders ($24 per bag)

Local traders ($28 per bag).

Kasese Traders in Hai ($30 per bag),

Maize that was stored for 9 months after harvest sold
for $35 per 100 kg bag.

All farmers used part of their production for home
consumption, most retained 10 bags for the family.

Customer type

What type of customers are you
aiming to supply?

Large traders such as Mrs Kasese, who supplies flour
millers in Dar es Salaam and Kenya.

Main competitors

Who are the main competitors in
this market?

Other smallholder farmers, large farmers, importers,
traders

Market objective

Which is your general marketing
objective?

To maximize income while keeping risks to a minimum.
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TABLE 56. BUSINESS PLAN 4.2: MARKETING STRATEGY: CUSTOMER RELATIONS

ITEM

Customer relations

EXPLANATION

Describe the types of relationships
you have with your buyers or
customers

EXAMPLE

Handshake with Kasese Trade rs in coordination with
the Muvimaha Farmers’ Association.

Sales method

Direct sales, contracts, sold as seen

Payment on delivery and after quality tests by
Kasese Traders. Payment may be in cash or by check
into group account at Postal Bank. 1% premium for
payment by check.

TABLE 57. BUSINESS PLAN 4.3: MARKETING STRATEGY: PRODUCT

ITEM

Key product attributes

EXPLANATION

What are the attributes of
the product (variety, quality,
presentation, packaging, etc.)?

EXAMPLE

TAN 250, large seeded, uniform seed size with no
mixture of varieties, clean, less than 5% impurities,
12% moisture.

Product differentiator

How will the product be different
from competitors’ products?

The Mshika Farmers’ Group will weigh and check the
quality of all bags before delivery. The maize will be
delivered in new 100 kg bags, labeled with the group
name.

TABLE 58. BUSINESS PLAN 4.4: MARKETING STRATEGY: PRICE

ITEM

Describe price setting

EXPLANATION

How will the price be established?

EXAMPLE

Due to the changing price of maize, both parties
agreed to comes to terms of sales price within one
week of the time of sale, based on market conditions.

Describe price strategy

What strategy or action plan will you
use to achieve your price objective?

The group has various alternatives if the buyer fails
to purchase the maize at the agreed price, including
sale in Himo or Hai markets, or storage in the group’s
warehouse until local traders offer a higher price.

TABLE 59. BUSINESS PLAN 4.5: MARKETING STRATEGY: PLACE

EXPLANATION

EXAMPLE

Market transport

Describe flow to product to
customer? Sales team, street
vending, mail, wet markets, internet

The group will transport the bags of maize to Kasese
Traders in Himo by hiring a pickup belonging to the
Muvimaha Society.

TABLE 60. BUSINESS PLAN 4.6: MARKETING STRATEGY: PROMOTION

ITEM

Customer awareness

EXPLANATION

How are you going to communicate
the merits of your product to
potential buyers?

EXAMPLE

The group established contact with Kasese Traders
via the Hai District Agricultural and Livestock
Development Office. Further support will be
provided by Faida Market Linkages, a company that
promotes marketing by farmers’ groups.

Describe promotional
strategy

What strategy or action plan will
you use to achieve your ‘promotion’
objective?

The farmers agreed to make regular visits to the
markets and remain in telephone contact with their
preferred buyers.
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5 RISKS

This section covers the major risks lively to be encountered in production and
marketing, and how the group plans to deal with them (Table 61).

TABLE 61. BUSINESS PLAN 5: RISKS

EXPLANATION

EXAMPLE

Identify key risks to
marketing plan

What are the problems or constraints
to undertaking the action plan? And
how can they be overcome?

Pests: There are a number of foliar diseases and
pests that attack maize.

Drought: The region is prone to regular drought
cycles.

Prices: Market prices fluctuate widely according to
demand and supply.

Side-selling: Farmers often agree to sell with the
group, but when it comes to harvest, some sell
outside of the group.

Mitigation plan

Are there ways of minimizing the
risks?

Pests: The group uses a combination of integrated
pest management approaches to manage the large
grain borer.

Drought: The farmers are growing TAN 250, which

is a drought-resistant variety. They are also testing
other varieties with the maize research team at Selian
Agricultural Research Institute.

Prices: Market prices fluctuate widely, but Kasese
Traders have said they will pay a $4-5 premium on
local traders’ prices.

Side-selling: Each farmer will undertake to deliver
an agreed quota of maize to the group. The group
has been in existence for over 4 years, and is strong
and cohesive. Problems with side-selling are not
anticipated.

6 BUSINESS OPERATIONS OUTLINE

This section gives details on how the enterprise will operate, from pre-production,
production, processing, and marketing activities. It also describes the partners or
business services the group will use, and the resources (such as land and capital) that
it will draw on (Table 62).
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TABLE 62. BUSINESS OPERATIONS OUTLINE

EXPLANATION

EXAMPLE

Describe your business flow
from production to sale

Describe the activities that make
your plan operational

Describe pre-production
activities

Pre-production: input
procurement, nursery

The group will coordinate maize production among
its members, allocating a production quota to each
farmer based on his/her acreage available and
willingness to produce maize.

The farmers will use hybrid seed bought from the
local input suppliers at the market in Sanya Juu. If
they do not own enough land, they will rent it from
neighbors.

Describe production
activities

Production activities: plowing,
sowing, weeding

Production activities include plowing (twice),
sowing, fertilization and weeding (twice). Farmers
are skilled in all of these operations. The main

way to increase yields is by using hybrid seed and
applying compound fertilizer (NPK 10:10:10). About
half the labor required comes from the farmers’ own
family members; the rest is from hired workers.

Describe postharvest
activities

Postharvest activities: drying,
sorting storage etc.

After the maize is harvested, it will be dried,
threshed and winnowed and put into new nylon
sacks. Each sack holds 100 kg.

Describe agro-processing
activities

Processing methods and services
required for transformation

None

Describe marketing
activities

Marketing activities: buyer
linkage, negotiation, transport

Each farmer will deliver the agreed amount of maize
to the group’s collection point in Sanya Juu. There
the sacks will be weighed and loaded onto a pickup
hired fromm Muvimaha. The Muvimaha driver and a
delegation from the group will deliver the sacks to
Kasese Traders in Himo.

Describe key partners

Partners may include extension,
input supplier, transporter

Market in Sanya Juu (seed)

Selian Agricultural Research Institute (production
and pest-control advice)

Muvimaha Society (marketing, fertilizer, transport)
Faida Market Linkage (marketing advice)

District Agriculture and Livestock Development
Office (extension advice)

Kasese Traders (buyers)

Describe key resources

Key resources include land, labor,
staff, crops, processing methods

Land: owned or rented
Labor: family or hired
Seed: bought

Fertilizer: Bought using loan
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PART 2: PROFITABILITY ANALYSIS

This part consists largely of tables showing how to calculate costs, income, and profit.
You can calculate this information using pencil and paper or a spreadsheet. Or you
can use the profitability calculator, part of CRS’s Farmbook software.

It consists of three sections:
7. Costs

8. Income

9. Profit and loss analysis.

Many of the costs and incomes depend on the area of crops planted. So it is easiest
to calculate the costs, income and profit per acre or hectare, then to multiply the
amounts by the number of acres or hectares cropped. That makes it easy to work out
the costs, income and profit for farmers with different amounts of land.

For livestock, you can calculate the amounts per animal, and then multiply by the
number of animals kept.

You can do the financial calculations for the farmers’ group as a whole. Or you can

do the calculations for each individual farmer, and then add them together to get the
total for the group. This takes more time and requires information on each farmer, but
produces more useful calculations.

7 COSTS (WITH AND WITHOUT INCLUDING FAMILY LABOR)

This section provides details of the costs of production and marketing. These are
divided into the costs of labor and services, and of materials and other costs (Table
63). This example is for a 1-acre plot with only hired labor costs being considered.

8 INCOME

This section shows how much money the group expects to earn by selling the product
(Table 64).

9 PROFIT AND LOSS ANALYSIS

This section calculates the profit (or loss) by comparing the costs and the income.
The profit is called the “gross margin” (Table 65). The data in the unshaded column
indicates the gross margin when only hired labor is considered. The data in the
shaded column indicates the lower gross margin when all labor, hired and family labor
is included.

FOOD SECURITY AND PROFITABILITY

In the case of the maize farmers, they must both grow maize for food and sell surplus
to the market. As discussed in Chapter 10, the farmers need to produce at least 10
bags of maize for their annual family needs. This means that we must remove the
first 10 bags of production from the income level. As shown in Table 64. The analysis
shows that maize is only profitable when farmers grow more than two acres of maize.
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TABLE 63. BUSINESS PLAN 7: COSTS

EXPLANATION EXAMPLE DATA MAIZE PLOT 1 ACRE COSTS

Materials and other costs

Consumable materials $/acre $/acre
Seed 20 20
Fertilizer 40 40
Sacks x 15 15 15
Transport 15 bags to market 7.5 7.5

Calcula'te mater|a.ls costs of pr.oductlon and Market fees 15 bags 75 75

marketing per unit of production (e.g., per

acre) for one season or year. Total 90 90

For durable items, remember to divide the Durable i

cost by the number of years the item is Mrablelitems

expected to last.
Plow 100 10

Example: a plow costs $100 but will last 10

years, so the cost per year = $10 Hoes 3 3
Machete 6 6
Baskets 1 1
Store 15 15
Phone 5 5
Total 40 40

Labor costs Hired labor | Hired and family labor

$/acre $/acre

Plowing 4 8
Second plowing 4 8
Planting 0 6
Weeding 2 10

Calculate labor costs of production and

marketing per unit of production for one Second weeding 2 10

season or year
Harvesting etc. 4 8
Drying, sorting etc. 0 12
Marketing (e} 8
Total 16 70

Total costs

$/acre $/acre

Consumable materials 90 90

Calculate the total of labor and services +

materials and other costs Durable materials 40 40
Labor 16 70
Total 146 200

STEP 4 - BUILDING A BUSINESS PLAN

177




TABLE 64. BUSINESS PLAN 8: INCOME

ITEM EXPLANATION EXAMPLE
\b(leld per acre, 100-kg 15 bags
Planned sales volumes ags
Project sales volumes Give clear units of sale (e.g., 100-kg Weight of 1 bag 100 kg
bags) .
Total weight per acre 1,200 kg
for sale
E’rl(t:g pir)bag $28
SEITEHE SEEEN Estimate seasonal sales =22
income Production/acre 15 bags
Total income per acre $420

* For a 1-acre plot.

TABLE 65. BUSINESS PLAN 9: PROFIT AND LOSS ANALYSIS

EXPLANATION EXAMPLE
Calculate gross margin Hired labor All labor
These calculations show the $ $
. effect on gross margin when only .
Gross margin hired labor is considered, and the Total income per acre 420 420
reduction in gross margin when Total costs per acre 146 200
family labor is included Gross margin per acre 274 220
TABLE 66. BUSINESS PLAN 9: PROFIT AND LOSS ANALYSIS INCLUDING FOOD SECURITY
ITEM EXPLANATION EXAMPLE
Plot size 1acre 2 acres 3 acres
Planned sales Yield per acre, 100 kg bags 15 30 45
. volumes -
Project sales Give clear units of Bags retained on farm for food ] 1 1
volumes securit 0] 0] 0
sale (e.g., 100-kg y
bags =
gs) N'umber of 100 kg. bags for sale 5 20 25
yield - food security
i Estimate seasonal Estimated price per bag, $ 28 28 28
Estimate season . .
income sales (not including
family food) Total income per plot size 140 560 980
Calculate gross Total costs per plot size, $ 146* 312* 478*
Gross margin )
margin Gross margins by plot size, $ -6 248 502

Strategies to raise
profit

What changes can
be made to increase
gross margin?

Increase planted area

Plant a second crop during the short rains

* Includes hired labor costs only.
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PART 3: LOAN ANALYSIS

The final section of the business plan gives details of any loans or credit that the
enterprise wishes to apply for. You should complete this part of the analysis even if

a group does not apply for a loan from a bank, a microfinance institution or another
lender (such as a money lender or development project). Virtually all enterprises
borrow some money to pay for the business costs Moreover, calculating credit needs
will help farmers to understand that borrowing money has a cost which will cut into
their profit.

10 FINANCIAL REQUIREMENTS

As with the financial data part, you can do the loan calculations for the whole group
or for each farmer individually. A bank or microfinance institution may help the group
do the loan calculations.

This section shows how much money the group members need to borrow, and
calculates the costs of their loans (Table 68).

An important aspect of the loan information, as shown in Table 68, is that by taking
a loan, the farmer will need to pay a loan fee (see cost of the loan in column E). This
cost of borrowing money reduces the profitability of the enterprise. Compare the
values in column C and column H to observe the reduction in profit caused by the
borrowing fee. Any savings that a farmer can contribute to the enterprise costs,

will reduce their need for borrowing and this will mean that they will retain a higher
proportion of their income as profit. Savings are shown in column D. Using savings is
therefore a more effective means of increasing profit than relying solely on loans.
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QUIZ 15

Answers at the end of the guide.

1.

Put these sections of the business plan in
the correct part of the plan and the correct
order

A: Part 1: Outline of the

1. Income streams .
business

B: Part 2: Financial data
and analysis

2. Business
organization

3. Financial

. C: Part 3: Loan analysis
requirements

4. Risks

5. Business operation
plan

6. Profit and loss
analysis

7. Marketing costs

8. Introduction

9. Product

10. Marketing strategy

2. Match the information with the correct sec-

tion of the business plan

INFORMATION SECTION

A. Name of the organization:
Mshika and Mwamuko
Farmers’ Group

1. Marketing
strategy

B. The group was founded in
1999. It has 15 members, who
farm at total of 69 acres of
land

2. Introduction

C. Maize is in good demand in

the market and commands a 3. Product
high price
D. The group will transport
the maize to Burubuli Traders .
4. Business

in Himo by hiring a pickup
belonging to the Muvimaha
Society

organization
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3. Put the following calculations in the order in

which you should do them

A. Calculate the gross margin
B. Calculate the loan amount required
C. Calculate the cost of the loan

D. Calculate the costs of production and
marketing

E. Calculate the income from selling the product

. Where do the names of the chairperson and

other group leaders go in the business plan?

A. In the Introduction
B. In the “Business organization” section
C. In the “Marketing strategy” section

D. It is not necessary to include this information
in the business plan

. “Payment on delivery and after quality tests

by Kasese Traders.” Where does this state-
ment go in the business plan?

A. In the Introduction

B. In the “Business organization” section

C. In the “Marketing strategy” section

D. It is not necessary to include this information
in the business plan

. “The group will transport the bags of maize

to Kasese Traders in Himo by hiring a pick-
up belonging to the Muvimaha Society.”
Where does this statement go in the busi-
ness plan?

A. In the Introduction

B. In the “Business organization” section

C. In the “Marketing strategy” section

D. It is not necessary to include this information
in the business plan



EXERCISE 15. FILLING IN THE BUSINESS PLAN

This exercise leads farmers through the various
steps in completing a business plan.

SUGGESTED PROCEDURE

1. Bring together a small group of farmers who
have been selected to draw up the business plan.
This will probably include the group chairperson,
secretary, treasurer, production coordinator, and
marketing coordinator.

Make sure that the farmers do as much of the work
as possible. That way they will learn how to put
together a business plan by themselves.

Using large sheets of paper, go through the out-
line of a business plan and explain briefly what
goes in each of the 10 sections.

OBJECTIVE 2,

After this exercise the participants will be able to:

* Write a business plan for the group’s enterprise.
3. Ask the group to state the information that

should go into each section of the business plan.

EQUIPMENT NEEDED Summarize this on the large sheets of paper, and

» Large pieces of paper, marker pens, large calcula- type it into the computer using a word-proces-
tor sor and spreadsheet or the Farmbook software.

* Optional: Computer with word-processing and 4. |If there is uncertainty or discussion about certain

spreadsheet software or the Farmbook software items, mark them and make sure they are dis-

cussed and decided on by the larger group.
* Printer, paper

5. When the plan is finished, call a meeting of the

EXPECTED OUTPUTS larger group to discuss and refine it.

* A completed business plan for the group 6. Discuss how the plan will be used - to guide
the group’s activities, to obtain support from
TIME REQUIRED business services, and to obtain a loan from a

financial institution.
* The time to write a business plan depends upon

the level of detail and complexity of the plan and
the amount of information that is available. If the
information has been gathered, the field agent

should plan for 1to 2 days to complete this task.

PREPARATION

Bring the results of previous exercises in Step 4.

If you are using the Farmbook application to
develop the business plan, make sure that a hard
copy of the profit analysis and business plan
narrative is given to the farmer group for their
records and actions.
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LESSON 16. PUTTING THE BUSINESS PLAN INTO EFFECT
IN THIS LESSON
After this lesson you will be able to:

» Describe what to do with a business plan after it has been
prepared

* Develop an implementation plan
* Show farmers how to keep a record of their costs

* Show farmers how to assess their performance against tar-
gets.

Once the farmers have finished the business plan, it is time to
put it into practice. This Lesson discusses three ways to do this:

* Using the business plan as a management tool
* Developing an implementation plan

* Maintaining records of costs.

USING THE BUSINESS PLAN AS A MANAGEMENT TOOL

The business plan provides a guide for the direction of the enterprise. It reminds the
farmers and others of the enterprise’s goals and directions. It is one of group’s key
tools in managing its activities.

Get the plan approved. As a field agent, you may need to submit the plan to your
supervisor and get approval for it - for example, as part of the reporting process in
your organization or in order to obtain further support for the farmers’ group.

If your supervisor has comments on the plan, discuss these with the farmers and
consider revising the plan if necessary. Outsiders can often give valuable comments
about business plans because they have a different perspective or have experience
with similar situations elsewhere.

Develop an implementation plan. An implementation plan is a list of activities that
have to be done to put the business plan into effect. It shows who is responsible for
each activity and when it will be done. We discuss the implementation plan in more
detail below.

Decide on production and marketing
targets. If you have not already done
so, you should help the group plan

how much each individual farmer will
produce and when he or she should
deliver it. See Exercise 13d for how to do
this.

Use as a guide for the enterprise.

The business plan is one of the most
important documents that the group
has. (Other important documents
include the group’s constitution and the
accounts.) Like the constitution and the
accounts, the business plan guides the
group in what it does. Each member
should be familiar with the outlines of
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the plan, so he or she knows what the group aims to do and what his or her role is.
That is why it is important for every member to understand and agree to the plan.

The business plan will be the basis for many other decisions: how much of which crop
or animal each farmer grows, who the customers are, and what the production and
marketing arrangements will be. It may even form part of legal agreements, such as a
contract to sell to a particular buyer, or a loan agreement with a bank.

Use the business plan to borrow money. Most banks and microfinance institutions
want to see a business plan before they will lend money. Submitting a well-prepared
business plan shows these financial institutions that the group is serious and is likely
to be creditworthy. The financial institution may require some extra information, but
this should be easy to gather if you already have prepared a business plan. You should
work with both the farmers and the financial institution to make sure that the loan is
suitable for the group’s needs and that both the group and the financial institution
understand the constraints and risks involved.

Use the business plan to gather support from business services. Other services,
such as input suppliers, transporters, major customers, and extension services, may
also ask to see a business plan. A credible business plan is a valuable tool to convince
such services that the group deserves their support and can make the most of a
partnership.

Revise the business plan. Once the business plan is agreed, try not to change it
unless it is necessary. Some adjustments may be needed but should be made with
discussion and agreement of all concerned. Major changes are best left until the end
of the production and marketing cycle. Many business plans stay largely the same for
each business cycle or season. Some business plans can remain as they are for several
years, with some sections updated to reflect production, cost, and price changes.

DEVELOPRPING AN IMPLEMENTATION PLAN

The business plan describes what the farmers’ enterprise plans to do in general terms.
But it does not go into details about how to get it done. It does not say who will plant
what area of crops and at what time. It does not say who will open a bank account for
the group, or who will buy the inputs. The implementation plan covers such details.

The implementation plan is a list of the activities that need to be done, based on the
business plan. For each activity, it says who is responsible for doing it and when it has
to be done. Table 69 shows a plan used by a farmers’ group in Uganda to supply a
fast-food restaurant with year-round potatoes.

The group can use the final column (“Completed”) in the table to keep track of when
a particular task was done and to note any problems that arose.

A normal implementation plan is divided into sections for pre-production, production,
postharvest, and marketing. But you can add more sections if necessary. The
example in Table 69 has additional sections for “Initial market studies” and “Business
organization.”

See Exercise 16 for how to prepare an implementation plan.

The group may find it useful to develop implementation plans for each stage in the
production and marketing cycle. Table 70 gives an example of a plan for marketing
maize.
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TABLE 69. EXAMPLE OF AN IMPLEMENTATION PLAN

Implementation plan for the production of potatoes by Nyabyumba Farmers Group (NFG) for sale to Nando’s fast food restaurant,

Uganda
WHAT WHO WHEN COMPLETED
Initial market studies
Agree on buying conditions, and organize transport NFG (John) 2 May and
g ying ) 9 P ongoing

Develop and maintain contact

John, NGO (Paul)

Weekly from 5
May

Identify market outlets for off-size products and for

rejects John and Sydney May-Jun
Business organization
Negotiation with buyer and to finalize contract Sydney and Joan 10 May
Register with local authorities Mary 2 Jun
Open a bank account Mary 10-12 Jun
Establish a group savings fund Mary, Jane 15 Jun
Train leaders and group members on enterprise John, Sydney, Mary,
Jun-Oct
management NGO, Research
Pre-production
Ensure inputs are available NFG management Jan
Assign record keepers for costs NFG management Jan
. NFG management
Ensure seed supplies are ready Research 2 May
) ) NFG management, 5 May and
Prepare fields for planting NGO ongoing
Production
Stagger planting schedule NFG members, NGO | 10 Jul
Adjust planting spacing practices to produce larger NFG members,
) 10 Jul
potatoes Africare, Research
Train group members on ware potato management NFG members,
; ) 15 Sep-Nov
techniques Africare, Research
Arrange with research on seed of identified varieties for NFG management, 12 Sep and
Nando’s Research ongoing
Multiply desired varieties NFG members 10 Oct
Identify and implement micro-irrigation on uplands NF.G management, 2 Dec. and
Africare ongoing
Postharvest
Purchase weighing scale NFG management 3 Jul
Rent warehouse for storage NFG management 25 Jul
Train group members on sorting, grading, and packing NFG members, 20 Jul and
procedures Africare ongoing
Marketing
Arrange transport and delivery first consignment to John

buyer

Review quality feedback from buyers

NFG John, NGO
(Paul)

Supply off-size products and rejects to secondary
markets

John and Sydney
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TABLE 70. EXAMPLE OF TARGET SETTING FOR MARKETING

TARGETS ACTIVITIES

Volume 200 50-kg bags, individually Each of 10 farmers to deliver 20 bags
weighed Weighing at collection center
Harvesting, dehusking and hulling by 15 March
Drying at own farm
Date 30 April, 09:00 Deliver to center by 28 April

Pick up by trader with own truck

All members to be present for loading and to witness delivery

Dry for 3 days in own farm

14% moisture, clean grain, no Random testing for moisture and cleanliness at collection

Quality, grade stones center

Reject any sacks with high moisture

Farmers deliver to center
Place Village collection center
Stack bags after inspection in storeroom

1 April: Group warehouse coordinator buys sacks

2-15 April: Farmers pick up empty sacks from collection

center
Packagi Clean gunny sacks, labeled with
acraging grade, group name and village 15-28 April: Farmers fill sacks with grain and transport to

collection center.

Warehouse coordinator weighs sacks, checks for moisture
and cleanliness, and gives farmers receipt.

30 April: Trader signs receipt of bags at handover

30 April: Group treasurer calculates amount due to each

member and deducts loan repayments
Payment Payment to group bank account
5 May: Trader transfers funds to group account

7 May: Treasurer and secretary withdraw cash from bank and
pay individual members
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MAINTAINING RECORDS OF COSTS

Keeping a record of the farmers’ actual costs is important to check the estimates
made earlier, and to enable the farmers to manage their enterprise effectively. The
farmers should keep records of materials and labor costs.
Ideally, all the farmers should keep their own records. But that
may be impractical, at least at first. Instead, identify two to
three farmers to keep records. These may be the same farmers
who provided the financial information in Lesson 10: a farmer
with a small amount of land, one with an average amount, and
one with a larger farm. It is a good idea to have records from
several farmers in case one or two make mistakes or forget to
write an expense down.

Give these farmers a notebook with tables to record the costs

of consumable materials (Table 71), durable items (Table

72) and labor (Table 73). Ask them to make a note of their payments and labor use
throughout the season. Ask them to include any costs that may have been forgotten
in the previous estimates.

Review the figures once a month to make sure the farmers are recording them
accurately.

The next step uses the information gathered to analyze the profitability of the
enterprise.

CONCLUSION

The process of preparing a business plan and implementation plan helps to build a
sense of common purpose within the farming group. This process also starts to build
relationships between the farmers and their service providers. Making these plans
helps the field agent and project team to have a clearer understand of the groups’
capacity, technology use, and planned production levels. Through this process the
field agent will also have gained a lot of useful marketing experience, learning how
to gather market information, learning about market demand, production activities,
costs of the production and marketing, and information about loans and how they will
be repaid. The field agent will also be able to use this information when working with
their supervisors in making decisions on what support is required from the NGO and
what the community is able to contribute.

The issue of access to business services will also be part of these discussions and

the field agent and project managers should assess what needs to done in terms

of supporting the farmer agro-enterprises and how much support is required to
support linkage to the local business services. The field agents and project managers
should also discuss the prospects of sustaining the proposed business plan. The key
guestions being, Is the agroenterprise a good investment for the community? Can
they afford to do this when the field agent leaves? Is this a good investment for the
donor?

Once, the implementation plan has been completed, discussions are over, and the
farmers need to put their agroenterprise plans into action.

The field agent now needs to shift from planning mode to monitoring. The field agent
should check production performance and follow up with the farmer group leadership
to find out if the group members are following the plan. Are there any problems in
implementation, have farmers planted the areas they agreed to? Are the fields crop
stands good? Are fields being maintained? Is there enough water to get the crop
from sowing to harvest?
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TABLE 71. FORM FOR RECORDING CONSUMABLE MATERIALS COSTS

Product type Currency
Land area Currency per $
MATERIALS QUANTITY PRICE PER UNIT COST
Eg, kg, bags A B AxB
Pre-production
Tools
Land rental

Total pre-production costs

Production

Seed

Fertilizer

Agrochemicals

Total production costs

Postharvest

Bags

Total postharvest costs

Marketing

Transport to market

Market fees

Communications
Other

Total marketing costs

Total consumable materials costs

Total consumable materials costs ($)

TABLE 72. FORM FOR RECORDING THE COST OF DURABLE ITEMS

Product type Currency

Land area Currency per $

PRICE PER YEARS COST

ITEM UNITS QUANTITY UNIT USED PER YEAR

Eg hoes, buildings | A B C AxB/C

Total cost of durable items per year

Total cost of durable items per year ($)

190 SEVEN STEPS OF MARKETING



At the end of this step you will have
* Organized the narrative section of the business plan
» Set production targets for the group and for the individual farmers

* Organized the financial information of the product from at least one member of the
target farmer group

* Run the profitability of the business plan with details of:
« Material costs
* Labor costs
» Service costs
* Loan requirements and costs
* Negotiated targets with farmer groups
* Investigated ways of reducing any costs and increasing profits
* Developed an implementation plan
* Printed out the business plan
* Submitted the business plan to the database

* Given the farmers involved in the estimated profit calculations a sheet or book in
which they will collect the actual costs during the production and marketing seasons.
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TABLE 73. FORM FOR RECORDING LABOR COSTS

Product type Currency

Land area Currency per $

PERSON-DAYS COST/DAY

ACTIVITY

Pre-production

Land
clearing

Total pre-production costs

Production

Cultivation

Fertilizer
application

Weeding

Total production costs

Postharvest

Harvesting

Drying

Threshing

Storage

Total postharvest costs

Marketing

Packaging

Cleaning

Sorting /
grading

Total marketing costs

Total labor costs

Total labor costs ($)
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QUIZ 16

Answers at the end of the guide. 4. The process of preparing a business plan
and implementation plan helps to build a
sense of common purpose within the farm-

1. What three elements are essential in an im- ing group, and between farmers and their
plementation plan? service providers.
A. Person(s) responsible (who) A. True
B. Activity (what) B. False
C. Timing (when)
D. Location (where) 5. A business plan gives the field agent a
E. Reason (why) clearer understanding of the groups’
F. Method ¢t(how) :
G. Cost (how much) Select all that apply to fill in the bank.
A. Computer skills
2. It is vital that all farmers keep accurate re- B. Planned production levels
cords of their costs C. Intelligence
A. True. This information is vital D. Capacity
B. False. It is desirable but not necessary E. Technology use

C. False. Farmers do not need to keep track of
their costs 6. What is an implementation plan?

A. A list of activities that have to be done to put
3. The Nyabyumba farmers group wants to the business plan into effect

grow potatoes and has decided on some
activities to implement. Help them put them
in the right order

B. Another name for a business plan

C. A list of activities that have to be done to
prepare a business plan

D. A list of activities that have to be done to get
B. Agree on buying conditions a loan from a bank

A. Prepare the fields for planting
C. Transport the potatoes to the customer

D. Plan the planting schedule

E. Harvest the potatoes
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EXERCISE 16. PREPARING AN IMPLEMENTATION PLAN

This exercise enables farmers to develop an
implementation plan based on their business plan.

As with the business plan, make sure that the
farmers do as much of the work as possible so they
learn how to put together an implementation plan.

OBJECTIVE

After this exercise the participants will be able to:

* Write an implementation plan based on the
group’s business plan.

EQUIPMENT NEEDED

* Large pieces of paper, marker pens

EXPECTED OUTPUTS

* A completed implementation plan for the group

TIME REQUIRED

* 1-2 days (the first time the group develops an im-
plementation plan. Less time is needed next time
around)

PREPARATION

* Bring the business plan.

SUGGESTED PROCEDURE

1. Explain to the group that they are going to plan
the detailed activities for their enterprise. Re-
mind them if necessary of the general business
plan and the targets it sets (amount of produce,
timing of delivery, quality standards, etc.). Write
these targets on a large piece of paper for all to
see.

2. It is probably easiest for the group to think first
about the production stage, since that is what
they are most familiar with. So ask them to list
the activities they will need to do during this
stage: land preparation, sowing, fertilization,
weeding, etc. On another large sheet of paper,
draw a table like Table 74 and write their re-
sponses in the left-hand column.
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3. For each activity, ask who will be responsible for
doing the task.

* Some activities will be done by particular indi-
viduals, such as the marketing coordinator or the
group secretary. Write their names in the “Who”
column.

« Other activities (such as working on their own
land) will be done separately by individual mem-
bers. Write “individual members” in the “Who”
column.

A third type of activities will be done by some

or all of the members working together. Write
“group” or the name of the sub-group (e.g., “pro-
duction committee”) in the “Who” column.

Make sure that everyone agrees to be responsible
for the tasks they have been assigned.

4. For each activity, ask when it should begin and
be finished. Put this information in the “When”
column.

5. Assign a person in the farmer group to check on
each of these activities, at group meetings, but
also in the field, so that there are no surprises.

6. Ask if any tasks have been finished already. Put a
tick or write the date in the “Completed” column.

7. Repeat Steps 2-5 for the pre-production, post-
harvest and marketing stages. Use more sheets
of paper if necessary.

8. Encourage discussion of the various tasks and
responsibilities so you are sure that everyone
understands what they have to do and when to
do it.

9. Transfer the finished plan onto a smaller sheet
of paper (a computer is useful for this), and put
the large sheets of paper on the wall to remind
people of their commitments.

10. Encourage the group to use the plan at each of
their regular meetings to remind members of up-
coming tasks and to check what has been done.
They can use the “Completed” column to keep
track of progress.
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Step 5. Marketing as a group

As part of their business plan, farmers will have decided to produce a certain amount
of product for a specific market. This step describes how the farmers should organize
themselves to market this product. It includes the following lessons:

* Lesson 17: Why market as a group?

* Lesson 18: Learning how to decide on prices.

At the end of this step you will have:

* Helped farmers agreed on a process to sell collectively
* Helped farmers agreed on a marketing strategy

* Helped farmers understand the advantages and disadvantages of collective market-
ing

* In some case, supported the group in the selection of a farmer to serve on the cluster

trade committee
* Collected phone numbers of traders
* Guided farmers in identifying possible storage sites
» Discussed transport issues with farmers
» Clarified costs of marketing to farmers

* Explained and gained agreement on how the produce will be bulked, and sold, and
on how revenue from the sale will be shared amongst farmers.

MARKETING
TOGETHER

HAS MANY
ADVANTAGES:
HIGHER VOLUMES,
BETTER QUALITY,
AND HIGHER
PRICES.






LESSON 17. WHY MARKET AS A GROUP?

IN THIS LESSON

After this lesson you will be able to:

* Describe why both traders and farmers can benefit if farmers market as a group
* Describe how a typical sale by a farmers’ group works

* List the costs incurred by the group’s marketing committee

* Explain some considerations when negotiating with a buyer

* Describe the agreements that the group members may have to make among them-
selves

« Explain the advantages of cooperatives and second-order marketing associations

* Describe some of the problems that may occur with collective marketing.

IMAGINE YOU ARE AN ONION TRADER

You arrive in the village with your pickup, and there is one
farmer waiting there with 10 sacks of onions. That is only one-
third of the load your pickup can carry. You either have to drive
all the way back to town with a mostly empty vehicle, or you
have to find some more farmers to buy from.

The first farmer tells you there are other farmers in the village
growing onions. You go to find these farmers to see if they
have onions for sale. The first asks you to come back tomorrow
when he has finished harvesting. The second has harvested
already, but her onions are a different size and quality from
those already on your pickup. A third insists on a higher price
than you are willing to pay. And the fourth - well, last year you
bought onions from him, and you found a lot of stones in the
bottom of his sacks. Driving around and negotiating with all the individuals takes a
lot of time and you end up with a pickup only half-full of onions of differing types and
quality, which will be difficult to sell once you get to town.

How much easier it would be if you could just fill your vehicle at one place, with sacks
filled with produce of uniform size and quality! You have even heard of some farmers
who call the traders in the town when they are ready to sell!l You would be prepared
to pay extra if the farmers could just get organized and make this possible. And it
would be even better if you could pick up a load of onions each week: that way you
could keep the buyers in town supplied with fresh onions throughout the season.

NOW IMAGINE YOU ARE AN ONION FARMER

You have harvested your onions, and are waiting for the trader
to arrive. When he turns up - three hours later than expected -
he offers you a price that is lower than you had hoped. In fact,
it’s only just above your cost of production. You have a choice:
sell now, or hope that another trader comes along and offers
you a better price. What do you do?

The answer to both the trader’s and the farmer’s problems is
collective marketing. This is where farmers get together and
market their output as a group.
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ADVANTAGES OF COLLECTIVE MARKETING

Collective marketing means that several farmers bring small
amounts of their product together at harvest time and sell
them as a batch. Bulk selling has several advantages for both
the farmers and the trader:

- Bigger volumes. Farmers can pool their output (this is called
bulking) so traders can buy more at the same time and can fill
up their vehicles or stores more easily. The traders can nego-
tiate with one seller - a representative of the farmers’ group
- rather than with lots of individual farmers. They make one
payment - often via a bank - rather than lots of small cash
transactions. That is more convenient and saves having to
carry lots of cash around.

* Uniform quality. Traders do not want big and small, ripe and unripe produce all
mixed together. They want the produce they buy to be the same size and quality, and
is free of dirt, sticks and other impurities. With a larger volume, it is worthwhile for
farmers to clean, sort and grade their product.

* Reliable sellers. Pests can attack a crop, the weather may spoil the harvest, and the
farmer may fall ill. Many things can come in the way of a successful trade. But these
things are more likely to happen to an individual farmer than to a group. If one farmer
experiences a production problem, chances are that the other members of the group
will be able to make up the shortfall. That reduces the risk that the trader will have to
drive home with a half-empty pickup.

Reliable buyers. Reliability works the other way too. If a trad-
er knows there is a big consignment waiting, she will make
sure to pick it up as promised and will pay the agreed price.
By selling collectively, the farmers can be more confident that
the buyer will be reliable.

» Continuous supply. Many traders want a continuous supply
of a product throughout the season. Groups of farmers can
organize staggered plantings and harvests, or store produce,
so they can deliver several truckloads of the product over an
extended marketing period.

* Higher price. Bulked, cleaned, and graded produce is more
valuable, so traders are usually more willing to pay a better
price for it. But by organizing as a group, the farmers improve
their bargaining position - for example by negotiating with
several potential buyers for the best terms and conditions.

* Organization. Marketing collectively means that farmers have to get organized. But
organizing brings other benefits: farmers can learn from one another, improve the
quality of their produce, set up savings-and-credit arrangements, buy bulk inputs,
and so on. Marketing collectively can be a good way to start a farmers’ group or
strengthen an existing group.

But remember: Not all products and farmers benefit from collective marketing.
Monitor the market and advise the farmers’ group whether collective marketing is a
good idea.

Collective marketing does not mean collective production! Farmers should still grow
crops and raise animals as individuals. It is only at the time of sale that the product is
brought together and offered for sale.
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MORE PRODUCT MEANS BIGGER TRADES

Collective marketing makes it possible to sell to bigger traders
who offer better prices and conditions and who serve more
distant markets. That may cut out local traders. The farmers’
group takes on some of the functions of smaller traders:
transport to a central point, bulking the produce into larger
lots, storage, provision of loans to farmers, and so on.

ORGANIZING COLLECTIVE MARKETING

It is not practical for all 10-30 farmers in the group to negotiate
with buyers. So advise the group to nominate a team of two

or three members to negotiate with traders on behalf of the
whole group. The marketing team should include the group’s
marketing coordinator, along with the group chairperson or
members of the team that did the marketing survey (Step SELLING COLLECTIVELY MAKES IT

3). Having two or three people on the team is a good idea to POSSIBLE TO SELL TO BIGGER TRADERS
ensure transparency and trust and to reduce the risk of the

representative cheating the other members.

A TYPICAL SALE

A typical sale works something like this:

1. In the market survey there were two or three buyers who
showed interest in buying produce from the farmers. The
farmers have discussed these options and agreed to sell to
one of the buyers, Mr Ibrahim.

2. At the start of the season, Mr lbrahim, said he needs to fill
a 2-ton pick-up with onions, if he is to pay the best prevail-
ing market price, as a full pick-up truck reduces his costs.
A 2-ton pick-up requires 400 5-kg bags of onions. Or if the
farmers are selling larger wholesale bags, it would take 40
50-kg sacks.

3. The group discussed this option and used the amounts indi-
cated by Mr Ibrahim in their target setting.

4. At the harvest the farmers in the group period discuss the planned sales with Mr
Ibrahim and advise the marketing team about the amounts they could sell, the
possible timing, the desired price and other conditions the group would like ful-
filled, such as method of payment.

5. The marketing team returns to the buyer, in this case Mr lbrahim to negotiate or
confirm a deal with the buyer and report back to the group.

6. First deals are usually done in person, but repeat negotiations and sales can be
done by mobile phone, when a trading relationship has been established.

7. The group’s production coordinator arranges for the farmers to deliver their prod-
uct at the right time and place.

8. The marketing coordinator weighs each farmer’s product and checks that the
quality of the produce is up to standard. If some farmers have unclean produce,
the marketing coordinator will hire labor to clean the produce and this fee will be
charged to the farmer.

9. The group secretary keeps a record of how much each farmer has supplied.
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10. The buyer comes to pick up the product. The marketing coordinator arranges for

members to load it onto the truck.

11. The group’s treasurer receives the payment from the buyer. Any outstanding fees
or costs of administration are deducted, the treasurer then pays the individual
members according to the amount each one supplied.

VARIATIONS

There are many variations to this sequence:

The group may undertake additional tasks, such as storage, cleaning, drying, sorting,
grading and packaging.

It may appoint members to handle specific tasks. For example, a store manager may
handle the weighing and record-keeping.

If the group has capital, it may pay the farmers in part or in full immediately when
they deliver the product. The buyer (or a bank) may give the group a short-term loan
to make this possible.

If the deal is made before the season begins, the production manager can coordinate
how much each farmer plants and the timing of planting and harvesting.

The group may accept deliveries from non-members in order to increase the amount
that it has to sell.

COSTS OF MARKETING

The marketing team or trading committee will incur some
costs. These may include:

The marketing team’s or committee members’ time (they
could be earning money doing something else)

Cleaning, grading, and sorting

Packaging and labeling

Storage, loading, and transport
Communications and travel

Mobile phone costs.

The group should understand and approve these costs beforehand. The costs should
be covered by deducting a small amount for each kilogram or bag of produce sold.

FINDING A BUYER

It’

s a good idea to identify and reach an agreement with a specific buyer for the

product beforehand - even before the farmers have planted the crop. That gives the

fa

rmers a degree of certainty that they will be able to sell the crop - so makes them

willing to invest in growing it. It also gives the buyer some certainty that there will
indeed be a crop to buy.

Make sure the buyer is reliable and trustworthy. That means the buyer is able to
handle the amount of product the farmers plan to produce, and has a reputation for
paying on time. Don’t agree to sell ten truckloads to a buyer who normally buys only
three sacks.

During the marketing survey (Step 3) the farmers will have identified various potential
buyers. Writing the business plan (Step 4) will have helped them refine the choice
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further. The role of the marketing team, is to return to these buyers, before the sales
take place to negotiate and confirm a serious buyer.

In some cases, farmers will need to identify more than one buyer. This is because the
buyer who offers the best price may have specific buying conditions, in terms of size,
quality, timing, and packaging. If the farmers are not able to offer their produce at
these specifications, they may need to sell part of their produce into a lower quality,
lower price market. This is normal and farmers should be prepared ahead of their
sales to sell produce of different qualities into different markets. For example, farmers
may sell their best quality tomatoes into a local restaurant, but sell the lower quality
tomatoes to the local wholesale market.

Waste produce may also have a buyer. It is common for farmers to have produce that
cannot be sold into a market because it is damaged, off size, too small / too large, or

rotten. Sometimes, this low quality produce can be sold to a local market or livestock
farmers as animal feed. Any income gained through sales of waste produce, increases
overall profitability.

FILL A TRUCK AND TAKE IT TO THE MARKET?

tis important for the farmers to negotiate with buyers about
the timing of their sales and to be clear about the delivery,
method of payment, and the price. Do not just load a truck
and take it to the market, hoping to “outsmart” the traders.
Traders do not like unexpected competition: without a prior
arrangement, the farmers will suddenly find the traders
unwilling to buy that day! They may have to sell for less than
a trader had previously offered. They may even fail to sell the
consignment and have to take it home again.

Traders do not like being forced into trades. Traders know

each other and tend to work together to regulate the amount

of produce that comes into a market. If too much produce arrives, prices fall and
everyone loses. So farmers need to work with traders, and not against them.

NEGOTIATING WITH BUYERS

Farmers’ groups can reach many different types of
arrangements with buyers. Here are some:

+ Wait for buyer. Many individual farmers wait for traveling
traders to come along to buy their few sacks of onions or
beans. Groups of farmers can do the same: because they are
selling larger amounts, they can negotiate for a better price.
Bigger volumes are also more attractive for buyers, so the r
group may not feel they have to sell to the first buyer that '.;j 4
comes along. Although this approach is probably better than “
individual sales, it misses many of the opportunities offered by
the approaches below.

* Reliable buyer. Many farmers sell to a particular buyer each
year. This has advantages for both sides: they can get to know and trust each other.
The buyer may give the farmers loans to pay for inputs, while the farmers may agree
to wait for payment until the buyer has sold the product. Do not attempt this with
traders who you do not know!

* Pre-arranged sale. The group may agree to sell to a particular buyer before the har-
vest at whatever the market price is at harvest time. This reduces the risk of no buyer
turning up, and makes it possible to organize times, amounts, quality, and so on.
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- Agreed fixed price. This is a special sort of pre-arranged sale, where the buyer and
seller agree on a certain price beforehand. Fixing a price reduces the risk for both
farmers and the buyer and this can be very useful for year round supplies. But there
are dangers: if the market price at harvest time is higher than the agreed level, indi-
vidual farmers may be tempted to side-sell to other buyers. Buyers can also do the
same.

+ Agreed minimum price. The buyer agrees to pay at least a minimum price. This gives
the farmers more confidence to grow a crop. If the market price is higher at harvest
time, the buyer agrees to pay the market price instead.

* Auction. The farmers may deliver their product to an auction, where potential buyers
compete to buy it. The auction house may set quality grades and handle things like
storage and payments; they will charge a fee for any services. Auctions are a com-
mon way of selling commodities such as coffee.

« Contract farming. The buyer signs a contract with a group of farmers to produce a
certain product on a strict schedule. The buyer may provide loans for inputs, training,
and guidance on how to grow the crop, and checks regularly that the farmers are
complying with these requirements. Contract farming is especially common in the
production of vegetables and other high-value crops when supplying formal buyers.
It is also common with processed crops, such as cotton, cocoa, oilseeds, as the facto-
ry needs supply.

* Fair trade. The buyers must comply with strict standards set by a certifying organiza-
tion that ensure that farmers receive reasonable prices for their produce. For this to
work, both farmers and traders have to be well organized, the production on a farm
needs to be tested and approved as certified, and then audited on a regular basis.
Fair trade accounts for a very small percentage of world trade, but is significant in
certain commodities such as coffee and cocoa.

THINGS TO NEGOTIATE

Here are some things for the marketing team to negotiate with
the potential buyer:

* Price. What price will the buyer pay? For the best-quality
product? For second-best? Is there a premium for consistently
top-quality produce, or for reliable deliveries? When will the

Quantity
Quality,

price be fixed - at the start of the season, when the contract is P."(]C'e;
signed, at the time of sale, or after the time of sale (for exam- Packﬂgfn
ple, depending on the export price)? Pﬂyme g,

* Quantity. What amount of the product will the buyer take? Advﬂn‘:t
How will this be measured - by weight or volume? In kilo- € Pﬂ}’menf
grams, sacks, truckloads? Will each bag be weighed? Who will When, ’
provide the scales? What if there is a surplus or shortfall? Cﬂﬂﬁ'ﬂ‘{“_f

* Quality. What quality requirements does the buyer specify?
What production methods should the farmers use (for ex-
ample, avoiding the use of pesticides, or drying for a certain
period)? What are the grading specifications? What certifica-
tions (fair trade, organic, shade-grown etc.)? How should the
product be sorted - by size, color, maturity, visual appearance? Who should do the
sorting? How will the quality be checked?

» Place and transport. Will the buyer pick the product up at each farm, or at a central
location? Or do the farmers have to deliver it to a particular place? Who will pay for
transport, loading and unloading and storage?
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AGREEMENTS WITHIN THE FARMERS’ GROUP

The farmers will need to agree on certain things. For crops,
these might include:

For livestock and animal products, things to agree on include:

Packaging. How should the product be packaged? In sacks, boxes, bags or crates, or

loose? Who will supply the packaging?

Payment conditions. When and how will the payment take place? Immediately on
exchange of the product? After a delay (of how long)? In cash, by check, by bank

transfer, or via mobile phone payment? Who will pay any tax due?

Pre-finance. Will the buyer provide a deposit or loan (for example so farmers can pay
for inputs at the start of the season, or to cover the costs of harvesting and trans-

port)?

Timing. When will the sale take place? On what date and at what time will the buyer
come to pick up the product? Is this a one-off sale, or does the buyer require a regu-

lar supply throughout the season or over several years?

Formality. Is there a written contract or agreement? Or is everything on the basis of
mutual trust? A handshake? What happens if one side breaks the agreement - for
example, if the farmers fail to deliver the right amount or quality, or if the trader fails

to buy the agreed amount?

What type of crop and the variety to plant
How large an area will each farmer plant
When will each farmer plant their crop

What management techniques to use (fertilizer applications,
irrigation, pest and disease control, etc.) so they produce the
right amounts and quality

When will each farmer harvest the crop

What processing to do after the harvest (such as drying, washing, dehusking, clean-

ing, sorting and grading)
How to package the crop (the types of bags or crates, labels, etc.)

Where to store the crop so the buyer can pick it up.

What type and breed of animal to produce
How many animals to raise

How to manage the animals (feeding, breeding, veterinary
care)

When each farmer should sell the animals

What market preparation is required (such as weighing, sort-
ing and grading)

How to maintain hygiene (for products such as milk and honey)

How to prepare the product for transport (e.g., putting eggs in cartons or milk into

churns)

Where to keep the animals or the products so the buyer can pick them up.
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MAINTAINING A CONTINUOUS SUPPLY

Some buyers need a regular supply of the product throughout
the season. A restaurant may want deliveries of a specific
amount of fresh tomatoes every few days. It is no good having
lots of tomatoes for sale this week, but none next week.

To serve this demand, the farmers will have to think about

a number of options in terms of how much they can deliver,
when they can deliver the amount of vegetables needed. They
will need to agree on who plants and harvests how much of
the crop on what dates. The farmers will need to develop a
production schedule, (ref production guide). They will need to
work on methods such as those shown below to extend their
production season- methods include:

« Stagger their planting and harvesting dates.

* Using irrigation.

* Planting in different areas, such as highland, lowland and wetland areas.

* Using different varieties (short and long duration).

MAINTAINING QUALITY

Buyers will pay a premium only if the produce meets agreed
quality specifications. It is important that all the farmers
produce the right quality. If even one farm does not, then
everyone else suffers. That means helping the farmers’ group:

* Find out what the buyers’ requirements or produce “speci-
fications” are, and negotiate a price premium if the farmers
consistently comply with these.

* Ensure that all the members understand what the quality re-
quirements are and know how to achieve them. You may have
to give them training or help them invest in new equipment.

Monitor the quality of the product in the field and after har-
vest - for example, by checking for pests and diseases, and
making sure that no one supplies a sub-standard product.

MAINTAINING DISCIPLINE

The farmers will need a way of encouraging members to stick to the agreements that

have been made. There are two basic approaches: carrots and
sticks.

» Carrots. Rewarding farmers who attend all the meetings,
comply with all the agreements made, and deliver the right
amounts and the right quality at the right time. For example,
the farmers’ group could give recognition awards for farmers
who perform well.

» Sticks. It may be necessary to punish members who break
the rules - for example if they do not attend meetings, fail
to deliver the promised amounts, side sell, or if their quality
is below standard. Punishments may include fines, exclusion
from a credit arrangement, or even expulsion from the group.
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KEEPING BUYERS INFORMED

Agriculture is inherently risky. Many things can affect a crop or
livestock product: too little rain or too much, attacks by pests
and diseases, and livestock trampling a field. Animals may have
more or fewer offspring than expected.

Buyers like to know beforehand how much of the product

they can expect. For example, a trader may have promised

to supply a certain amount of the product to a processor. If
she does not have enough produce, she will have to buy it
elsewhere to avoid the factory keeping workers and equipment
idle

So farmer groups should monitor the crop in the field and
try to forecast how much will be produced. They should
keep the prospective buyer informed about any changes in
their anticipated production and also production costs. If the
harvest is better than expected, the buyer can bring a bigger truck. If the weather is
wet, she may be able to delay the purchase a few days to allow the product to dry.

DEVELOPRPING A MARKET STRATEGY AROUND QUALITY OPTIONS

What to do if the farmers produce too much? How to sell tomatoes that are too big or
too small, or fruit that has blemishes? What to do with produce that has been stored
too long and is no longer at its best? For many farmers, the ability to sell rejects
makes the difference between profit and loss.

We can divide marketing into three categories or segments:

Primary markets. These are often formal markets where an enterprise sells the
highest quality produce for the highest prices. Formal or modern markets have strict
quality standards, and buyers will refuse to buy sub-standard produce. In this market,

PRIMARY

_SUPER_B‘ARKEI MARKET

SECONDARY
MARKET

LY

- S TERTIARY MARKET
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fresh fruit and vegetable products tend to have higher quality thresholds than grain.
Farmers supplying these markets must sort their produce before delivering it and
fully understand the buyer requirements or specifications to reduce the risk of rejects
and to maintain their reputation as a reliable supplier.

- Examples: supermarkets, restaurants, food processors, export.

Secondary markets. These informal markets are where farmers currently sell most

of their produce. These types of markets have few or no quality standards, but the
produce sold here will fetch a lower price. For most smallholder farmers this market is
the most important point of sales.

- Examples: urban wholesale and retail markets, rural wholesale and retail markets,
assembly markets, road side stalls, farm gate.

Tertiary markets. These low value markets are where farmers can sell poor-quality
produce: it may be over-sized, too small, over-ripe, shriveled or diseased. Some
people are only seeking price not quality and do not mind off-type produce. Animals
also do not care: farmers may be able to sell low quality produce as animal feed, or
feed it to their own livestock. Doing so converts waste into a lucrative product (meat).
Farmers may also be able to process edible but unsellable produce into longer shelf-
life products.

- Examples: local village market, livestock feed, biogas feedstock, fruit jams or pre-
serves, tomato paste, dried cassava chips, dried fish.

MOBILES FOR MARKETING

Mobile phones make collective marketing much easier! Before, farmers had to travel
for hours just to find out the price at the nearest market.
Now, farmers can negotiate a deal just by dialing the trader’s
number.

Here are some ways farmers can use their mobile phones for
marketing:

* Monitoring market prices via SMS alerts or by phoning buyers
and traders and asking them their buying prices for particular
volumes, grades and times.

 Communicating within the group. Phones are useful for an-
nouncing meetings, telling members their production targets,
checking on expected yields, and arranging deliveries to the
collection point.

Arranging transport. Some transport companies offer cheap-
er rates if their trucks have delivered a load and would other-
wise return empty.

* Arranging sales. Phones are useful for contacting buyers and
making arrangements for delivery, pick up and payments.

* Maintaining business relationships. It is important that buyers know farmers are se-
rious about a sale, that they have the produce, and that they want to do business on
a regular basis. Many traders work only with only farmers they can contact. Commu-
nication is especially important for trading in perishable goods that require regular
deliveries in a season, such as fruit, vegetables and milk.

* Accessing input credits. In several countries farmers can get input credits from
support agencies or local input suppliers sent directly to their phones. The e-credits,
gives them a loan for, say, $20 worth of inputs. Farmers can take these electronic
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credits to a supplier in the system and access goods. They pay back the loan at the
end of the season with interest.

* Payments. In a few countries, phones can be used to transfer cash. It is likely that this
system will be available in many more in the near future.

Buying a mobile and paying for airtime costs money. Make sure this cost is included
under the costs of marketing.

Mobiles are very useful for field agents too. You can use your mobile to do many
things that used to require a visit. Explore ways to use mobile technology to reduce
project costs and increase your work efficiency. You can also now use mobile phones
to collect survey data and keep records of your service delivery, which can be viewed
by your supervisors, so that they know where you are, and the types of services that
you providing to your farmer clients.

SECOND-ORDER MARKETING ASSOCIATIONS

For some products and markets, it makes sense for several farmers’ groups to come
together to market their produce collectively. We call this a second-order marketing
association. That will let them offer bigger amounts of the product and keep
supplying continuously over a longer period. It also means they can negotiate higher
prices.

If you are working in a large project where you have many farmer groups, you can
help the different farmers’ groups get organized into a second-order marketing
association. Each group should appoint two members (the marketing coordinator
and perhaps the group chairperson) to an association trading committee.

The trading committee discusses its marketing strategy and agrees on the amounts
of produce that each of the groups should supply and the price range it would like
to achieve. It may also have recommendations about who to sell to, or which of the
potential markets offer good prices.

The committee should assign two of its most experienced members to negotiate the
sale with identified buyer(s). These agents make the arrangements and inform the
committee about it. Once the committee has agreed, it arranges the time and location
of the sale.

The trading committee is not a full-time organization. It is a light structure that
costs little, so most of the sales price goes to the farmers rather than paying for
administration.

COOPERATIVES

Formal farmers’ cooperatives can offer their members more services than informal
arrangements like trading committees. Cooperatives usually have full-time, paid,
skilled committee members who provide a range of services to group members, such
as advice on production, finance, new technologies and access to marketing support
at subsidized prices. To pay for these services, the cooperative charges a membership
fee (or members can buy shares). For more on cooperatives see lesson 17 in the
Group management module.

In some countries cooperatives are strong, offer excellent services, and have a good
reputation. In other countries, however, cooperatives are weak, and suffer from
political manipulation and poor financial management. You will need to find out
how good a cooperative is by checking with its members. If you plan to work with
an existing cooperative, check its management team, and obtain records if you can
about their sales transactions, their financial records, storage capacity, and whether
members trust the management team.
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SECOND-ORDER MARKETING ASSOCIATION

PROBLEMS WITH COLLECTIVE MARKETING

Here are some common problems with collective marketing, and some suggestions
on what to do about them.

SOCIAL PROBLEMS, EMERGENCIES

One group member’s father has died and she has to pay for
the funeral. Another’s daughter is in hospital and needs money
to cover the medical bills. A third has to pay for a wedding.
These members need money quickly, so are forced to sell their
product before the collective sale. The group as a whole is
unable to meet its target.

What to do. Try to make sure that the farmers have another
source of money. Encourage them to form a savings and
internal loans group, or find a microfinance institution that can
offer emergency loans. See the 5 skills set module on Savings
and Internal Lending for more.
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REPAYING MONEYLENDERS

The farmer has borrowed from the local moneylender. But

he owes so much that the moneylender takes his harvest as
repayment, and values it at a very low price. The farmer is not
able to deliver the agreed amount to the group.

What to do. When setting up the collective marketing process,
ask the lead farmer or secretary to follow up with farmers at
their farms to be sure that they are really able to sell with the
group. At the group meetings discuss the question of product
ability to support the group. It is important that everyone in
the group supports the group. If one of the farmers indicates
they have problems, the group should discuss this and find a
possible solution. Encourage the group to form a savings and
internal loans group, or find a microfinance institution that can
give them an alternative source of loans.

IT’'S BEEN A GREAT YEAR. LET'S SPEND!

The group has had a successful year, so naturally they want to
celebrate. The other villagers expect successful members to
pay for lavish weddings or other celebrations. That can cost a
lot more than the year’s profits, and push people into debt.

What to do. Be aware of such expectations, and try not to
“spoil the party.” But encourage the group to think of their
farm as a business. They need to plan their expenditures,
and will need money to invest in the next season. A quiet
conversation about the effects of the lavish spending leading
to future debt can be very helpful in the longer term.

SIDE-SELLING

This is a very common problem. The farmers’ group has agreed
to sell to a particular buyer. But then along comes another
trader who offers some members a better deal - a higher
price, or immediate payment in cash. The members load their
produce onto the trader’s truck and the group is left without
enough to sell to the original buyer.

Side-selling is a real problem. Farmers should discuss plans to
avoid this

What to do. Strong group leadership is essential. Persuade
the group that it is in their interests to stay with the original
plan. Discuss the problems of side selling with the group, as
you approach the time of harvest, so that they know that it

has a bad effect on the group. Make sure the group has severe
penalties for side-selling - for example, expelling members
who do so. Or suggest that the farmers sell only part of their
output collectively, leaving the rest for them to sell individually.

STEP 5 - MARKETING AS A GROUP

21



BAD WEATHER

Last year was a good year, and the group harvested 100 tons.
They thought they would do the same this year, and agreed
to sell this amount to a buyer. But the weather was bad: first
drought, then heavy rain. The group harvested only 40 tons.

What to do. Encourage the group to make plans based on

a conservative or average yield, not on an outstanding year.
The production coordinator should monitor conditions in the
field; if problems occur and the yield is lower (or higher) than
expected, he or she should tell the marketing team in good
time, so the team can inform the buyers. The crop performance
is something that the group should discuss at each meeting.

NOT JUST BAD WEATHER: IT WAS A DISASTER!

The buyer gave the group a loan to pay for inputs at the
beginning of the season, repayable at harvest time. But the
rains failed completely, and the farmers have harvested almost
nothing. They will go hungry - and they still have the loan to
repay.

What to do. When working with the loan agency, ask that loan
agreements and contracts have a disaster clause and a way of
arbitrating or making a fair decision on the ability to repay a
loan or honor a contract. For example, the agreement should
specify a neutral party (a local research manager, a chief,
administrator or extension agent) who decides if the farmers
have been unduly affected by a natural disaster. If so, the
agreement should allow for reduced repayments or supplies,
or for the agreement to be canceled.

Insurance. The problems of loan repayments are a major
concern for many farmers who would invest more in their
farms, but do not do so because they fear the consequence of
not being able to repay the lender. To support farmers, there
are now an increasing number of insurance products, aimed at
helping smallholder farmers insure against loss of inputs and
loss of the crop value. If this type of insurance is available in
your area, then work with farmers to find out if it makes sense
to invest in insurance.

VARIABLE QUALITY

Some of the group members have delivered high-quality
produce, while others have offered poor-quality, unsorted
produce that reduces the value of the consignment. The first
farmers are frustrated: they say they would have got a better
price if they had sold individually.

What to do. Make sure that all the members understand
the requirements. llliterate farmers may need extra help to
understand that they have to do. Show the farmers a bag of
expected quality produce.
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COSTS OF COLLECTIVE MARKETING

The farmers have delivered the produce, and the buyer has
picked it up. The farmers thought they would get their money
straight away, but payment will take a couple of weeks. Plus,
the members suspect that the marketing team is overpaying
itself.

What to do. Help farmers understand the sales process and
realize that collective marketing is not free. Make sure that
the group agrees with the terms, and that payments to the
marketing team (and other group officials) are transparent.
Farmers should be aware that being a member of a group is
likely to incur costs.

CONCLUSION

Collective marketing has many advantages for small-scale
farmers. This lesson has looked at these advantages, described
how a typical collective sale works, and shown how farmers’
groups can organize themselves to market collectively. It

has also discussed some of the problems that farmers may
encounter when marketing as a group.
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QuUIZ 17

Answers at the end of the guide.

1. All the farmers in the group should be in-
volved in negotiating a sales deal.

A. Correct. It’'s important that everyone has a
say in the deal

B. Not correct. It is better for the group to
nominate a couple of members to negotiate
deals

2. The farmers can just load a truck and take
their products to the market. They will be
sure of finding a buyer prepared to pay a
good price.

A. Correct. Markets are full of traders who are
looking for things to buy

B. Not correct. Traders generally have regular
suppliers and cannot deal with large,
unexpected loads of produce

3. Here are some problems you may encoun-
ter with collective marketing. What should
you do about each one?

PROBLEM SOLUTION

1. Strong leadership
and punishment for
offenders

A. Drought cuts the
output

B. Farmers side-sell to 2. Savings and internal
other buyers loan group

3. Educate farmers
about the sale
requirements

C. A farmer needs to
pay medical expenses

D. Three of the
members deliver 4. Disaster clause in
unsorted produce to contract

the collection area

4. Put these collective marketing activities into
the correct order

A. The supermarket transfers the money for the
first shipment.

B. The secretary records how many kilograms of
onions each farmer has supplied.

C. The group aims to produce 50 tons of onions
and hopes for a price of 10 shillings per
kilogram.

D. The farmers deliver the onions to the
collection center on the agreed dates.

E. Each farmer’s onions are inspected and

wei%hed.
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F. The marketing committee arranges a sale to
a local supermarket: 5 tons a week for 10
weeks.

G. The treasurer deducts the cost of marketing,
then pays the farmers.

H. A loading team loads the onions onto a truck
to take to the supermarket.

|. The production coordinator plans the planting
and harvesting schedule.

. Match the types of market with the correct
description

MARKET

TYPE DESCRIPTION
A.Primary | 1. Alow-value market where farmers
market can sell poor-quality produce
B. 2. A formal market where an
Secondary | enterprise sells the highest quality
market produce for the highest prices

) 3. An informal market where
C. Tertiary .

farmers currently sell most of their

market

produce

6. Collective marketing can encounter various

types of problems. Match the example with
the correct type of problem.

TYPE OF

PROBLEM EXAMPLE

1. The group wants to celebrate

A. Social .
the good harvest by buying

problem . .
televisions and motorbikes
2. The group agreed to

B. Repaying produce 40 tonnes, but

moneylenders unseasonable rains reduced

the harvest.

3. The group has agreed to
sell to Jojo for $2 per bag,
but some members sell their
output to Kiki for $2.50.

C. Overspending

4. Michael has borrowed from
D. Side-selling the moneylender, who takes his
harvest as repayment

5. Lucy’s husband has died and
she needs money to pay for the
funeral. She sells her crop to
another buyer.

E. Bad weather

F. Variable 6. Some members deliver high
quality quality, while others produce
lower quality.




EXERCISE 17A. WORKING OUT TRANSPORTATION COSTS

This fun role-play helps farmers understand the
advantages of filling a complete truck when
transporting produce to market.

OBJECTIVE

After this exercise the participants will be able to:

» Describe the costs of transporting goods to mar-
ket.

EQUIPMENT NEEDED

* Wheelbarrow
* 10 paper bags (these represent sacks of grain)

» Pieces of paper to act as banknotes, with $1, $5 or
$10 written on them (a total of $200)

* Flipchart, marker pens

EXPECTED OUTPUTS

* Farmer understand how they can work together to
earn more money by reducing a trader’s costs

TIME REQUIRED

* Thour

PREPARATION

* None

SUGGESTED PROCEDURE

1. Explain to everyone that this is a game to find
out how much a trader is willing to pay for grain.
Say that one side of the room (or teaching area,
if you are outside) is the market; the other side
is the village, where people have grain to sell.
Explain that the paper bags are sacks of grain.

2. Ask one participant to play the role of the trader.
Give this person the $100 in make-believe mon-
ey. Tell him or her (whisper so no one else can
hear) that he or she can sell a sack of grain in
the market for $10. He or she should try to buy
as many sacks as possible from the farmers as
possible. He or she should try to make a profit,
but should not make a loss. Ask this person to
go and stand in the “market.”

3. Ask another participant to play the role of truck
driver. Give this person the wheelbarrow (the
“truck”). Explain to the truck owner (again, whis-
per) that it costs $30 to hire the truck. Ask this
person also to go and stand in the market.

4. Ask another participant to act as a buyer in the
market. Give this person $100 to spend on grain.
Whisper to him or her that the price of a sack of
grain is $10. He or she should buy as many sacks
as possible from the trader. Tell this person to go
and stand in the market.

5. Ask 10 more participants to act as farmers who
have grain to sell. Give them the sacks filled with
paper (one sack per person). Tell them that they
should try to get as high a price as possible from
the trader.

6. Ask the participants to act out a role-play. The
trader has to hire the “truck” and driver, bring
it to the village, buy grain from the farmers,
and take it back to the market, and sell it to the
buyer.

7. Make a note of the amounts paid each time for
grain. Then hand the money back to the original
owners to start again.

8. Repeat the role-play several times, with different
numbers of farmers. Start off with three farm-
ers, each with one bag of grain to sell. Does the
trader want to buy their grain?

9. Then try with five farmers. Does the trader want
to buy their grain? At what price?

10. Then try with more farmers, up to a maximum of
10. What happens to the price that the trader is
willing to pay?

11. After several rounds, bring all the participants
back together to discuss what happened.

12. You can record the transactions on a flip chart as
in Table 75.

QUESTIONS TO STIMULATE DISCUSSION

* What types of discussions took place?
* What price was the trader willing to pay for grain?
* How much grain was traded?

* How much profit did the trader make? Did the
trader make any mistakes?

* How much money did the farmers make?

* What was better - lots of grain to sell, or just a
little?

* Who benefits if the trader leaves the village with
an empty truck? With a full truck? The farmers, the
trader, the buyer - or all three?
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NOTES If there are four or more bags, the trader should

The participants may take a while to get used to buy them all. The price paid should depend on the
this role-play. Be prepared to repeat it several number of bags on offer: more bags means a higher
times, and to allow them to make mistakes (and price. When the truck is full, the trader’s costs per
learn from them?). bag are low, so the trader can afford to pay the

farmers more.
If the farmers have three bags or less to sell, the
trader will refuse to buy them, as he or she cannot Make sure to choose a trader who can make
hope to make a profit. calculations quickly in his or her head!

TABLE 75. EXAMPLE OF ROLE-PLAY OF TRANSPORT COSTS

FARMERS SACKS SOLD PRICE PER SACK TRADER’S PROFIT
3 None None None
5 5 $3 $5
10 10 $6 $10
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EXERCISE 17B. A TRADER’S TIME IS THE FARMERS’ MONEY

This exercise helps farmers understand the value of
bringing their produce to a central collection point
and of selling in bulk.

OBJECTIVE

After this exercise the participants will be able to:

* Explain the additional costs that traders incur
when they have to collect goods from many places
rather than one.

EQUIPMENT NEEDED

* Paper bags (representing sacks of grain)

* Watch

EXPECTED OUTPUTS

* Farmers understand how they can work together
to reduce the trader’s costs

TIME REQUIRED

* 30 minutes

PREPARATION

* None

SUGGESTED PROCEDURE

1. Divide the participants into two or more teams
of 10 people each.

2. Ask each team to nominate one of their mem-
bers to act as a “trader.” Ask these individuals to
stand at one end of the room (or teaching area).
Draw a starting line on the ground in front of the
traders.

3. Give the other team members a bag each.

4. Ask the teams to stand about 1 meter apart in a
line, facing their trader. Each person should put
the bag on the ground next to him or her.

5. Tell the traders that they have to run, pick up the
first bag and bring it back to the starting line.
They then run and pick up the next bag, bring it
back, and so on. They may carry only one bag at

a time.
6. Start the race, and keep time with the watch.

7. At the end of the race, all the bags will be behind
the starting line for the trader.

8. Now repeat the exercise but this time tell the
members of the first team to group close to-
gether. In the second team, ask the farmers to
spread out so that they are at least 10 paces
away from each other. Now repeat the race and
see who wins.

9. Bring the participants back together to discuss
what happened. (It takes a lot longer more time
and effort to collect the produce when it is
spread out.)

QUESTIONS TO STIMULATE DISCUSSION

* Why did it take so long to collect the bags on the
second round?

* Who do you think the traders will go to first, farm-
ers who are organized and have all their produce
in one place, or farmers who keep their produce at
different places?

* Which farmers will get the best price for the
“grain” in the bags?

* Do the farmers have a central collection place
where they can bulk their produce at the time of
sale?

NOTES

Many farmers do not consider that in addition to
the cost of transport there is also a cost for the
time that a trader puts into collecting produce. For
traders time and distance to collect produce are
their major costs. A trader will make a higher profit
if he or she can collect produce quickly sell it and
then go on to another deal. If the trader is delayed
when collecting produce he or she will need to
pass that additional cost on to the farmers or his or
her customers. It is simpler to charge the farmers,
meaning farmers get paid a lower price for their
goods if they are not organized.
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LINE UP FARMERS AND TRADERS

TRADERS TO BRING ALL THE BAGS BEHIND THE STARTING LINE
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EXERCISE 17C. LET’S TALK ABOUT SIDE-SELLING

This role play helps farmers think about the effects
that side-selling has on the main group and the
traders.

OBJECTIVE

After this exercise the participants will be able to:

* Describe the negative effects of side selling on a
marketing group.

EQUIPMENT NEEDED

e 25 pieces of paper, each with the word of a specif-
ic crop such as “maize” written on it

EXPECTED OUTPUTS

» Participants see what happens when some group
members do not keep to an agreement to produce
to a specific buyer

TIME REQUIRED

* 15 minutes preparation with selected members of
the group

* 60 minutes for the role play and discussion

PREPARATION

* Write the word “Maize” on the piece of paper.

* You will need people to play the following roles.
Ask for volunteers from among the group.

* First trader (you can play this role yourself).

» Miller

* Five farmers (all members of a farmers’ group)
* Second trader.

» Take these volunteers aside and explain the role-
play to them.

» Give each of the five “farmers” five pieces of paper
marked with the word “maize.” Explain that each
piece of paper represents a bag of maize.

SUGGESTED PROCEDURE

1. Together with the volunteers, perform the
following play to the audience of other group
members (see box Side-selling maize). Feel free
to make up the dialogue as you go along. Try
to build some humor in to make the role play
amusing!

DISCUSSION

Facilitate a discussion among the audience and
actors about what happened. Some points to bring
out:

Because some farmers sold early, everyone is worse
off.

* All the farmers were paid less than the price they
had negotiated for the full consignment.

* The trader is worried that he or she will not fulfill
his contract with the miller. The trader will have to
buy maize somewhere else, perhaps at a higher
price, and will incur more transport costs to find
the maize.

 If the trader cannot deliver, the miller will not be
able to fulfill his or her own contract.

The farmers no longer trust each other and they
don’t like the trader. This is how farmers and
traders fail to make good trading relationships and
fail to get better deals.

QUESTIONS TO STIMULATE DISCUSSION
* Why did the farmers side-sell?

* Will some farmers always side-sell?

* Should the farmer groups and traders plan for a
degree of side-selling, so that plans have some
flexibility?

* What would it take to avoid large scale side-selling
when farmers are working together?
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SIDE-SELLING MAIZE

Scene 1 (Wednesday: in the village before the
maize harvest)

The first trader visits the farmers’ group and
negotiates to buy 25 bags of maize after the
harvest: enough to fill a pickup. The farmers and
trader agree on a price of 2,000 shillings per
bag. They agree to meet in the village after the
harvest next week, when the farmers will hand
over the maize and the trader will pay them. The
trader and the farmers shake hands, it’s a deal!

Scene 2 (Thursday: at the miller’s in town).
After the meeting with the farmers, the first
trader meets with a miller in town and signs a
contract to sell 25 bags of maize the following
week. The miller has a big order to fulfill and
needs maize urgently.

Scene 3 (Tuesday: in the village, after the
maize harvest)

The day before the expected sale, the second
trader visits the village and meets two of the
farmers. This trader wants to buy maize now.

He offers the farmers 1,850 shillings a bag. The
farmers say they already have an offer for 2,000
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shillings a bag. The second trader says that first
trader is very unreliable: “He will not come, but
| will give you 1,900 shillings a bag right now!”
The two farmers are worried. They agree and
sell their maize to the trader.

Scene 4 (Wednesday).

The farmers bring their maize to the collection
center. But only three of the five farmers in the
group arrive. They have only 15 bags, not the 25
agreed on. The trader arrives and wants to buy
all 25 bags.

The trader tells the farmers: “If | cannot get
the 25 bags today, | cannot fulfill my contract
with the miller. | will have to find more maize
whatever the price! If you have only 15 bags to
sell | have to give you a lower price!”

The three farmers are very upset, but in the end
they have no choice but to agree. The trader
gives them 1,800 shillings per bag. “Next year |
will find another group to buy from!”

The three farmers are angry with the trader, and
angry with the two farmers who sold a day early.



LESSON 18. HOW DO TRADERS DECIDE ON PRICES?

IN THIS LESSON

After this lesson you will be able to:
* Describe how a trader calculates the price he or she offers to farmers
* Explain the circumstances when a trader is likely to offer lower prices

* Analyze price trends over several seasons and years.

HOW DOES A TRADER CALCULATE PRICES?

“The price is too low!” “The traders are
cheating us!”

Common complaints from farmers. And
sometimes they are true.

But usually, a trader offers farmers a
price based on the current price in the
market, minus the trader’s costs and
profit margin. Let us look at how a
trader calculates this price when buying
maize from farmers 50 km from the
market where he sells.

The trader knows that the current
market price for 10 kg of onions $5 a
bag.

He has a pick-up truck that can carry
100 bags. If the pick-up is full, he will be
able to earn:

* 100 x $5 = $500
But he also has to pay for his costs. These include:

* A day’s wages for the truck driver = $14
* A day’s wages for the driver’s helper = $8
» Checkpoint fees = $5
 Market fees = $5
* Fuel for 50 km = $12
* Workers to unload the truck: 100 bags x $0.20 a bag = $20

He adds up all his costs, and they come to:
 Total costs = $64

Naturally he also wants to make a profit, and he needs to cover the costs if the truck
has an accident and the load is lost. To cover this, he includes a profit margin of 10%:

* Profit = $50
That leaves him with the following amount to pay for the 100 bags of maize:

* $500 - $64 (costs) - $50 (profit) = $386
That means he is willing to offer the farmers this price per bag:
* $386 / 100 bags

$3.86/bag

He may start by offering a little less than this, and hope he will make more profit. But
if he offers more than this, he will make less profit - or maybe no profit at all.
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HOW A TRADER CALCULATES PRICES

HIGHER COSTS

Now let us look at what happens if the trader’s costs go up. For example, what if
the trader has to fetch the onions from somewhere twice as far away -100 km away
and not 50 km? That will double the fuel costs, but all other costs will stay the same.
We have highlighted the parts of the diagram that have changed. Sometimes, the
increases in the distance are so significant that the trader may even have to pay for
additional checkpoints and wages for the driver and the helper.

As you can see, the trader will offer a maximum of $3.74 instead of $3.86 a bag.

HOW A TRADER CALCULATES PRICES: LONGER DISTANCE
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SMALLER PURCHASE VOLUMES

Now let us consider what happens if the trader can buy only half a truckload: 50 bags
instead of 100. In this case, the unloading costs go down, but the other costs stay

the same. And the trader can sell only half the amount. The trader’s profit - 10% of
the total sale - goes down - but there is still only enough money left for him to offer
$3.42 a bag.

Everyone gets a bad deal: the farmers (who might have earned $3.86 if they had 100
bags to sell), the trader (whose profit is halved), and the customers (who can buy only
half the amount of maize).

Market price for Fuel Remainder
maize 50 km Money available
$5 per bag to buy 50 bags
%50 bags of maize

$250 §$12

HOW A TRADER CALCULATES PRICES: SMALLER VOLUME

BUYER’'S MARKETS AND SELLER’S MARKETS

All of these examples assume that the price ($5.00 per bag) is set by the buyers in
the market where the trader sells the product. This is called a buyer’s market.

But that is not always the case. Sometimes there is high demand for a product, and
the supply is scarce. That means the seller has more influence over the price. This is
called a seller’s market.

In a seller’s market, the trader has to accept the price that farmers will sell at - for
example, $4.00 a bag. The trader works the other way around: he adds on his costs
and a profit margin, and ends up with a price he is willing to sell at in the market. In
our example, this works out at $5.16 a bag.

The wholesalers who buy from the trader in the market will in turn pass on the
additional costs to their customers, resulting in higher prices for consumers.

SUMMARIZING HOW TRADERS CALCULATE PRICES

Table 76 shows the same examples to make them easy to compare.
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HOW A TRADER CALCULATES PRICES: SELLER'S MARKET

TABLE 76. HOW A TRADER CALCULATES THE PURCHASE PRICE

SELLER’S
3
BUYER’S MARKET MARKET
100 bags 50 bags 100 bags
50 km away 100 km away 50 km away 50 km away
Market price for a bag
of onions $5.00 $5.00 $5.00 $5.16
Total income from
truckload $500 $500 $250 $516
Costs
Driver $14 $14 $14 $14
Helper $8 $8 $8 $8
Checkpoint fees $5 $5 $5 $5
Market fees $5 $5 $5 $5
Fuel for 50 km $12 $24 $12 $12
Unloading Bags x $0.20 $20 $20 $10 $20
Total costs $64 $76 $54 $64
) 10% of income from
Profit truckload $50 $50 $25 $51
Money available to buy | Income - costs -
onions profit $386 $374 $171 $400
) Money available +
Price offered per bag number of bags $3.86 $3.74 $3.42 $4.00
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HELPING FARMERS UNDERSTAND PRICES

You can help farmers understand prices so they can decide when to sell, where to sell,
what to sell, and how much to sell at what price. You can help them get the following
types of information:

Historical price data: Some agencies collect regular price data for a product at
specific markets, these data sets show how the price for a product has risen and
fallen over the last few years.

The graph below shows an example of historical price data for maize in the market

of Masala, Ethiopia over five years. It shows that the prices start falling in April, when
the harvest starts, and are lowest in July. They rise to a peak in January-March.

This is helpful information for farmers who are thinking about storing produce or
planting early to take advantage of the high prices early in the year. It is also useful for
microfinance institutions who may be interested in making loans to farmers who want
to store their produce.

1200

1100

1000 ——2006
900 —=—2007
800
200 —+—2008
600 —<—2009
500
400 ——2010
300 —0—5-Year
200 | . | | 0 | 0 | . . . . average
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PRICE OF 1 KG OF MAIZE OVER FIVE YEARS AT ONE MARKET

The graph also shows that prices rose from 2006 to 2009, so farmers were getting
more money per kilogram of maize. But in 2010 prices fell slightly. You could
explore the reasons for these trends and discuss whether they are likely to continue.
Understanding market prices and learning how to use this information in negotiating
sales prices is a useful way for farmers to get the best available price.

Some countries have national market information services which provide information
on price trends, and weekly or even daily prices. Mobile phones are now often used
to share market information and many services offer price updates by SMS. Find out
about such services and show farmers how to use them.

The traders’ costs. By working with some traders, you can learn how they set their
prices and you can explain the methods they use to the farmers. The strategies that
traders use will change over time, with changes in market demand and supply, so
keep any information you have about prices current!
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COMPARING TRADERS’ PRICES WITH PRODUCTION AND MARKETING COSTS

Comparing the farmers’ production and marketing costs with the traders’ prices is
important when negotiating with traders.

In Step 3, Lesson 10, the farmers calculated how much it cost them to produce and
market the product. Invite them to compare this with the price they can expect the
traders to offer.

» If the expected trader’s price is lower than the farmers’ costs: The farmers can
expect to make a loss. They should check whether their cost calculations are correct,
and whether they can reduce their costs further. They should also discuss how to per-
suade the traders to pay more for the product - for example, by sorting and grading
(to increase the quality), by offering a larger volume, or by storing the product until
the price rises.

- If the expected trader’s price is higher than farmers’ costs: The farmers can expect
to make a profit. Get ready to celebrate! But they should still work out how they can
reduce their costs, and how to increase the price (for example, by offering larger
amounts or better quality).

CONCLUSION

Farmers can use information on prices and costs to work out the price they can
expect to be offered by traders. They will know when there is a buyer’s market
(probably when supplies are low and prices are highest). They will also know when
they will have less room to negotiate prices (at the peak time of the harvest). The
larger the volume of produce that farmers have to offer, the more strongly they can
negotiate for higher prices. However, all products have clear price boundaries and so
farmers need to understand market limitations.
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QUIZ 18

Answers at the end of the guide.

1.

“lbrahim the trader is trying to cheat us! He
came in his pickup today and offered ten
cents a bag less than Jojo.”

A. Correct - lbrahim and Jojo both sell at the
same market, so there is no reason that they
should offer different prices

B. Not correct - Jojo has a big truck: he can buy
more than lbrahim, so has lower costs. That
means that Jojo can offer higher prices

“Now Jojo is playing games! Last week
he paid $5 a bag; now he is offering only
$4.50.”

A. You are right - Jojo is trying to force the
farmers to lower their prices

B. You may be mistaken. The price in the market
has changed, and Jojo will not make any
money if he keeps paying $5

. A bag of onions fetches $5 in the market.

Jojo expects to sell 75 bags. What is his
expected revenue?

A. $5

B. $75

C. $375

4. Paying for the driver, helper, checkpoints,

market fees, and fuel will cost Jojo $44. Un-
loading 75 bags costs $0.20 a bag. His total
costs equal...

A.$44

B. $59

C. $15

. Jojo’s expected revenue is $375. His costs

(excluding the cost of buying the grain) are
$59. He expects a profit of 10%. How much
does he have left to buy the grain?

A. $375

B. $316

C. $278.50

. So Jojo has $278.50 left to spend on grain.

How much can the farmers expect him to
offer for their 75 bags?

A. $278.50 per bag
B. $203.50 per bag
C. $3.71 per bag
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EXERCISE 18. FARMER AND TRADER PRICING

OBJECTIVE

After this exercise the participants will be able to:

* Explain how traders set their prices.

EQUIPMENT NEEDED

* Flip chart, market pens, calculator

EXPECTED OUTPUTS

* Farmers have a better understanding about how

traders set their prices and what farmers can do to

either improve their price negotiating position or
work on ways of helping to reduce farmer costs

TIME REQUIRED

* 2 hours
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PREPARATION

* None

SUGGESTED PROCEDURE

1.

Tell the following story (see box on Mr Khan buys
chickens). Use Table 77 to explain the numbers.

DISCUSS/ION

2.

Choose a product that farmers sell and work out
the costs from the market back to the farm.

Work out the costs if you have 10, 100 or 200
units of that product.

Also work out the costs if the market price
changes.



MR KHAN BUYS CHICKENS

In the village of Bengul, there was a group of
farmers who produced chickens. They sold their
chickens to Mr Khan, a chicken trader, for 220
rupees each. Mr Khan took them to the market,
where he sold them for 400 rupees.

One day, one of the farmers, Ahmed, went to
the market. He found that farmers there were
selling their chickens to the traders for 350 and
sometimes 380 rupees. He went back to the
village and told the other farmers about this.

When Mr Khan next came to the village, Ahmed
asked him why he paid them so little for their
chickens. They wanted a better price. The trader
smiled. “You are right,” he said. “The problem

is that every time | come to Bengul you sell me
only 12 or 15 birds. At that amount | cannot pay
you more. If you want a better price you need to
sell me a lot more chickens.”

The farmers thought about this. Ahmed then
asked, “What would you give us if we produce
40 chickens every week?”

Mr Khan said “l would give you 250 rupees”.

Ahmed was surprised. “| want to earn more. |
want 350 rupees for my chickens. They are the
best chickens in the valley!”

Mr Khan smiled again. “Very good, Ahmed. | can
pay you 330 rupees for your chickens, but only
if you supply me with 100 birds on every visit. If
you can do that | will come every week.”

“Let me tell you a little about my business,” Mr
Khan continued. “If we count the cost of fuel,
the vehicle and my driver, my trip here costs me
1,800 rupees: the same if | buy 12 chickens from
you or 100. Then | have to pay 20 rupees per
chicken in taxes and market fees.”

“If | only have 12 birds, | still have to pay for the
transport and driver. So | can offer you only 150
rupees a bird. But if | can buy 100 chickens from
you, | can pay you more for them and still earn
money. | have written some figures down for
you to see the prices. Have a look at them, and
call me if you decide to grow more chickens.”

Ahmed studied the figures and spoke with his
neighbors. The farmers knew this was a big
jump in their production. But they worked out a
plan and borrowed money for the chicks, feed,
and medicine. Now they produce 100 chickens
every week for Mr Khan.

Mr Khan is very pleased with his chickens,
and the farmers work hard together. Both the
farmers and Mr Khan are pleased they are
earning more from their chickens.

Mr Khan explained that prices of chickens in the
market change during the year, so the farmers
must monitor the market prices. They will have
to accept lower prices at some times of the
year, and can perhaps ask for a little more when
prices are high.

TABLE 77. WHY MR KHAN WANTS TO BUY MORE CHICKENS
(Figures in rupees)

wl B
o 4

Number of chickens Mr Khan buys A 12 40 100
Price Mr Khan pays per chicken B 150 278 326
Cost of chickens C=AxB 1,800 11,120 32,600
Tax, market fees (20 per chicken) D 240 800 2,000
Fuel, driver, vehicle E 1,850 1,850 1,850
Mr Khan'’s total costs F=C+D+E 3,890 13,770 36,450
Mr.Khan s total income (400 per G=Ax400 4,800 16,000 40,000
chicken)

Mr Khan'’s profit H=G-F 910 2,230 3,550
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Step 6. Reviewing agroenterpris

performance

Reginald and Bibi, who are members of the Mshika farmers’
group, have harvested their two acres of maize and brought
them in from the fields. The whole family helped thresh the
maize and spread the grain on mats. The children took turns
to shoo away the chickens while the maize grain dried in the
sun. Then Reginald and Bibi shoveled the maize into bags

and brought it to the collection point in the village. All the
members of the farmer group were there waiting to give their
bags of maize to the secretary. The group secretary counted
the number of bags they brought in, checked the quality of the
grain and weighed each bag. Some bags were rejected due to
poor quality. The rejected bags were emptied, and two young
men removed the trash, put the grain through a mesh, and
then re-bagged the grain. At the end of the day, there were
270 bags ready for the trader.

On the morning of the next day, the trader arrived with a

truck, and the group of farmers loaded it high with bags of maize. The trader paid the
secretary in cash, and then in the afternoon, the secretary paid out the farmers. Now
Reginald and Bibi have a fistful of money to take home.

The couple are happy: they have finally got some money to show for all their months
of work. But have they made enough to cover their costs? How much profit have they
made? Did they make as much as they expected?

This Step shows you how to work whether farmers made a profit and then to assess
if it was a good or a bad year. The step build on some of the financial tools covered in
lesson ten. This step contains two lessons:

* Lesson 19 looks at calculating costs, income and profit.

* Lesson 20 turns to reviewing the season’s activities together with the farmers, docu-
menting what has happened, what the group has learned, what to plan next season.

At the end of this step you will have:

* Reworked the profitability analysis using actual figures for material and labor cost
and for sales prices.

* Reworked sales amounts with the farmers in the group to determine their levels of
profit.

» Evaluated the effects of loans of profits.

* Discussed ideas with farmers about the usefulness of the profitability analysis.






LESSON 19. CALCULATING COSTS, INCOME, AND PROFITS

IN THIS LESSON

After this lesson you will be able to:

» Calculate the actual costs of materials, labor and services, and loans incurred by an
individual farmer to produce a particular product.

» Calculate the farmer’s income and profit from that product.
* Calculate the costs, income, and profit for a farmers’ group.
« Advise farmers what to do in case of a loss or a profit.

* Suggest ways farmers can cut their losses or increase their profits.

AT THE END OF THE SEASON...

In Step 3 (Lesson 10), we learned how to calculate the expected costs and income for
a particular product. This was done because at the start of the production season, we
do not know the actual costs, so we made an estimate based on our knowledge and
last season’s prices.

At the end of the season, after the produce has been sold, we can now repeat
the profitability calculations, but this time we can use actual numbers rather than
estimates. The actual numbers come from two sources:

» Costs: information recorded by the farmers in their notebooks and records through-
out the season (see Lesson 16).

* Income: information from the group secretary on sales.

You can calculate this information using pencil and paper, a calculator or a
spreadsheet. Or you can use the profitability calculator, part of CRS’s Farmbook
software.

USING STANDARD MEASURES

As we mentioned in the first lessons, it is essential that you use standard measures
(like kilograms and hectares) in your calculations, so the numbers can be compared
across farmers, districts, and across countries. If you use local units (such as tins,
basins, or local units of land area), make sure to give the conversion factors to
standard units. The Farmbook software asks you to define these units and does the
conversion automatically for you.

You can calculate the costs and income in the local currency, but give the current
conversion rate to US dollars. The Farmbook software will ask you for the current
currency conversion rate, and then will do the conversion automatically.

The farmers will have recorded two types of costs: materials and labor. Let us start
with the materials costs.

AREA CALCULATIONS

When you are making production cost and profitability calculations with farmers, use
the full area of production that they planted. For example, if the farmer planted 0.5
acres, or 2.5 acres, be sure to ask for all the costs related to that area. At the end of
calculation, you can then calculate unit area costs, such as costs per acre. Do not ask
farmers to make unit area calculations as this will cause confusion.
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TABLE 78. ACTUAL CONSUMABLE MATERIALS COSTS FOR REGINALD AND BIBI’'S MAIZE CROP

Product type Maize Currency Us$
Land area 2 acres Currency per $ 1
MATERIALS UNITS quanTiTy  PRICE BER

Eg, kg, bags A B AxB
Pre-production
3rd May ‘ Hybrid seed ‘ 2-kg packets ‘ 8 ‘ 5 40
Total pre-production costs 40
Production
5th May ‘ Fertilizer ‘ 50-kg bags ‘ 2 ‘ 45 90
Total production costs 90
Postharvest
4th July ‘ Storage bags ‘ 100-kg bags ‘ 30 ‘ 1 30
Total postharvest costs 30
Marketing costs
10 July ;:)airr‘]:port tosales | pags 20 0.5 10
10th July Mobile phone Air time 5 5 10
Total marketing costs 20
Total consumable materials costs for area planted (2 acres) 180
Total consumable materials costs per acre =180/2 90
Total materials costs per hectare =90 x 2.471 222

Also, it is always good to check the area that the farmer claims he has planted. Many
farmers overestimate the area that they plant. In some cases you may be able to
measure the area planted, which will give you much better costs information.

CONSUMABLE MATERIALS COSTS

Throughout the season, Bibi carefully recorded the cost of everything she and
Reginald bought for their maize crop, using the form in Table 71. These cost included
things such as seeds, fertilizer, bags, and transportation and communication
expenses. That made it easy for her to keep track of the costs and to add them up at
the end of the season. Table 78 shows her calculations.

The field agent calculated her costs for the area planted and then calculated her unit
acres costs, so that he could compare the costs for Bibi’s plot with other farmers. If
you make this calculation in a local currency and local land area, you should convert
these values to standard units of US dollars per hectare, so that your information can
be compared more widely.

COST OF DURABLE MATERIAL ITEMS

Bibi and Reginald bought a new plow at the start of the season. This was a major
expense, but they expect it to last them a long time - perhaps 10 years. So Bibi

has divided the cost by 10 to represent the cost for just this year. She will have to
remember to include another one-tenth of the cost in her accounts next year, and the
year after, for 10 years in all. Table 79 shows her calculations.

TOTAL MATERIAL COSTS

To calculate the total material costs, Bibi had to add the consumable material costs to
the durable material costs as shown in Table 79.
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TABLE 79. COST OF DURABLE ITEMS FOR REGINALD AND BIBI’'S MAIZE CROP

Product type Maize Currency
Land area ﬁ:;traerseg'm Currency per $
QUANTITY R oS e
Eg hoes, buildings A B [of AxB/C
Pre-production
This year Plow 1 100 10 10
Total pre-production 10
Production
Last year Hoes 2 6 4
Last year Machetes 2
Totals production
Postharvest
Baskets 5 1 5 1
Total postharvest 1
Marketing
Drying sheet 1 20 4 5
Cost of store 1 300 20 15
Mobile phone 1 25 5 5
Total marketing 25
Total cost of durable items per year for area planted (2 acres) 45
Total cost of durable items per acre = 40/2 = 20 22.5
Total cost of durable items per year per hectare =22.5x2.471 56

TABLE 80. TOTAL MATERIALS COSTS FOR REGINALD AND BIBI’'S MAIZE CROP

PROD 5 A D
Land area 2 acres (0.81 hectares) Currency per $ 1

Total consumable materials costs 180
Total durable items costs 45
Total material costs for area planted (2 acres) 225
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LABOR COSTS

Bibi kept track of the couple’s labor costs. For each activity she carefully recorded the
number of person-days of family labor needed, as well as the number of person-days
of workers that the couple hired.

In the “Cost/day” column, she wrote the wage for hiring a worker for one day.

But what to do about the cost of family labor? She and her husband did not pay
themselves a wage if they worked in their own fields! But she wanted to know the
value of the time they had put in, so she wrote in the same wage as for daily laborers.

Table 81 shows her calculations.

Reginald and Bibi wanted to know their labor costs per hectare so they could
compare with other farmers. So they calculated their costs first into unit acres. This
was done by the following calculation (2 acres / 2 = 1 acre). Then to calculate the
costs into hectares they multiplied their 1 acre costs by 2.471 to get the figures shown
in Table 79.

TABLE 81. ACTUAL LABOR COSTS IN REGINALD AND BIBI’'S MAIZE CROP

Product type Maize Currency Us$
Land area 2 acres Currency per $ 1
PERSON-DAYS COST/DAY ($) COSTS ($)
DATE ACTIVITY
Pre-production
1st plowing 16
2nd plowing 2 2 8 16
Total pre-production costs 16 16 32
Production
Planting 2 5 2 2 4 10 14
Apply fertilizer 4 2 8 8
1st weeding 3 6 2 12 18
2nd weeding 3 6 2 2 12 18
Total production costs 16 42 58
Postharvest
Harvesting 4 3 2 2 8 6 14
Drying and sorting 9 18 18
Total postharvest costs 8 24 32
Marketing
Transport and sales 9 2 18 18
Total marketing costs 0 18 18
Total labor costs for area planted (2 acres) 40 100 140
Total labor costs / acre 20 50 70
Total labor costs per hectare 49 124 173
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COST OF LOANS
If the farmers took out a loan, they have to pay interest on it. This is a cost so has

to be included in the calculation of the total costs. You may remember that we
calculated this back in Lesson 11, planning on a loan rate of 5% per month.

When Bibi and Reginald looked at their loan expenses they found the actual cost was
much higher than they had planned for. Instead of 5% loans, they had to pay 10% per
month to support their maize enterprise. The total cost for their maize enterprise was
$282. However, they had $30 in savings and decided to borrow $200. The cost of
the loan is the total amount of interest to be repaid, plus any fees or other expenses.
In Table 82, the cost of the loan is $80, that is for borrowing $200 at 10% for four
months. The total amount to be repaid is $280.

TOTAL COSTS

It’s now easy for Bibi to calculate the couple’s total costs (Table 83).

TABLE 82. CALCULATING THE COST OF A LOAN

AMOUNT OF LOAN A 200

INTEREST RATE PER MONTH B 10% per month

NUMBER OF MONTHS C€ 4 months 20 x 4

COST OF LOAN D=BxC 80

AMOUNT TO BE REPAID A+D 280

TABLE 83. TOTAL COSTS OF REGINALD AND BIBI’'S MAIZE CROP

PRODUCT TYPE Maize Currency

LAND AREA 2 acres (0.81 hectares) Currency per $

CosTS TOTAL ARER-2 ¢ PER HECTARE
Consumable materials A 180 222
Durable items per year B 45 56
Total materials C=A+B 225 278
Hired labor costs D 40 49
Family labor costs E 100 124
Total labor costs D+E 140 173
Loan costs F 80 99
Total costs (excluding family labor) C+D+F 345 426
Total costs (including family labor) C+D+E+F 445 550
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INCOME

Bibi now calculates the income she and Reginald have earned from their maize.

The couple harvested 30 bags of maize from their 2-acre plot, it was a good year!
They kept 10 bags for their own consumption. They sold the rest to their farmer
group. They had planned to sell the bags at an average value of $28 per bag.
However, this was a good year for maize and with bumper harvests the price of maize
had fallen. Bibi and Reginald were only able to sell their bags for an average price of
$23 per bag (Table 84).

CASH PROFIT (GROSS MARGIN)

Now she has calculated their costs and income, it is easy for Bibi to work out their
profit. She uses the gross margin analysis we covered in Lesson 10.

The result of their work? Bibi and Reginald are fairly pleased. They made less than
they planned for but they made a cash profit of $115 from their 2 acres and they

kept 10 bags of maize with a market value of $230. Based on their investment of
approximately $345, they secured their food security through bags of maize and had
a cash surplus of $115 (Table 85).

However, when they included the cost of their own work, they only made $7.50. They
discussed the figures and decided to continue with growing maize again next year.
The field agent is also relieved. He calculated that the couple made $57.50/acre, or
$142/ha.

TABLE 84. REGINALD AND BIBI’S INCOME FROM MAIZE

Product type Maize Currency Us$

Land area 2 acres (0.81 hectares) | Currency per $ 1

No. of bags for sale A 20

Price per bag B Us$ 23
Total income, 2 acres C=AxB 460
Income, $ per hectare C/2x2471 568

TABLE 85. REGINALD AND BIBI’'S PROFIT FROM MAIZE

Product type Maize Currency uss$
Land area 2 acres (0.81 hectares) Currency per $ 1

EXCLUDING INCLUDING FAMILY
FAMILY LABOR LABOR
$ $
Total income A 460 460
Total costs (including loan costs) B 345 445
Profit (gross margin) C=A-B ns 15
Profit (gross margin) per acre D=C/2 57.50 7.5
Profit (gross margin) per hectare D x 2.471 142 19
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COMPARING COSTS

The field agent spoke to Reginald and Bibi about their results. This was the first time
that the field agent and the farmers had kept figures to see how well their maize
enterprise was doing. The field agent worked with Reginald and Bibi to compare what
they had planned and what they actually sold. These figures are shown in Table 86.

Looking at the differences between the pre-season estimate and the post-season
actual figures, we can see that the actual material costs were higher than the
estimated costs. Also, the cost of the loan was twice what they had predicted. The
actual labor costs were higher than the estimated labor costs. In this particular
year, the sales prices were lower than expected. This meant that the income was
approximately 20% less than expected and the profits were 40% less than the
estimates.

The data also show that when farmers included only the cost of hired labor, they
made a cash profit. However, when the cost of the family labor was included, there
was a dramatic fall in income.

Because maize is a staple food, the farmers were able to retain the value of their
crops in grain. Unlike crops that are grown specifically for income, or crops that are
perishable, storable crops such as maize, beans, sorghum, rice etc., can be harvested
and stored for many months, providing essential food for the family.

Comparing the estimated and actual figures is a good way to help farmers forecast
their costs and revenues and to correct any mistakes in the calculations. For instance,
the loan expenses were much higher than predicted. Did the bank give Reginald

and Bibi the wrong information or did they make a math mistake? Either way, in the
next season, Reginald and Bibi should be able to fine-tune their estimates thanks to
keeping good farm records.

COMPARING PROFITABILITY BETWEEN DIFFERENT CROPS

The information in Table 86 shows the profitability of maize on a unit area, i.e., maize
profits per acre. This calculation can be used to compare with other staple crops
such as cassava, sorghum, or with other cash crops such as tomato and coffee. When
farmers and field agents have information for several crops, unit area comparisons
can be used to show farmers how they can use their land most effectively to optimize
their profits. See more on this type of analysis in Lesson 20.

CHECKING THE FIGURES FOR INDIVIDUALS

If you have asked a small number of farmers to keep records (as we suggested

in Lesson 16), check each set of records carefully. If all the farmers in the group

are keeping records, you probably will not have enough time to check them all
individually. But you can ask groups of farmers to check each other’s records. Give
them some guidance to make sure that they have recorded all the costs properly, and
calculated their income and profits correctly.

CALCULATING COSTS, INCOME AND PROFIT FOR THE FARMERS’ GROUP

You can now calculate the costs, income, and profits for all members of the farmers’
group. There are several ways to do this:

* From records kept by all farmers. If all the farmers have kept records of their costs
and income, you can help them calculate them in the way described above.

- By estimating from the farmers who kept records. If only a few farmers have kept
records, you can use their figures for costs and income per hectare to estimate the
costs and incomes of the other farmers in the group. You only need to know the area
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TABLE 86. REGINALD AND BIBI’'S COSTS AND PROFIT FROM MAIZE

Land area

2 acres (0.81 hectares)

Currency per $

$ $ $
Consumable materials A 170 180 10
Durable items per year B 40 45 5
Total materials C=A+B 210 225 15
Hired labor costs D 32 40
Family labor costs E 92 100
Total labor costs D+E 124 140 16
Loan costs F 40 80 40
Total costs
(only hired labor) CepHE 282 345 63
Total costs
(including family labor) DSl 374 445 55
Price per bag 28 23
Value of maize consumed 10 bags 280 230
Cash income 20 bags 560 460 -100
Total value 30 bags 840 690 -150
Profit (excluding family 278 s 163
labor)
Profit (including family 186 15 71
labor)
Profit per acre (excluding family labor) 139 57.50 -81.5
Profit per acre (including family labor) 93 7.50 -85.5

planted by the farmers of the crop, to calculate his or her costs and income.

* From records kept by the group. The farmers’ group will have records of the amount
of product each farmer delivered, and the amounts sold. You can use these figures to
calculate the costs, income and profit for the members and for the group as a whole.

Table 87 shows the calculations for the rest of the farmers in Reginald and Bibi’s
group.

The information from the group costs shows that all farmers made a cash profit from
their maize enterprise except Livelong Nyerere who made a cash loss, because he
only had one acre and after keeping 10 bags for the family was only able to sell five
bags in the market.

COMPARING TARGETS AND ACTUAL COSTS, INCOME AND PROFIT

It is important to compare the actual costs, income and profit with the estimates that
the farmers made at the start of the season. That enables them to check how well
they have done, and to plan better for the next season.

Table 88 shows the estimates the group made at the start of the season. You will note
that the estimates were more optimistic than then reality! This is very normal.
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When the group compared the estimates they had made at the start of the season
(Table 88) with the actual figures they collected at the end of the season (Table 87),
they realized the difference in results, as shown in Table 89.

* In terms of volume, they produced 30 more bags for sale (300 bags) than they had
planned (270 bags).

* Their costs ($4,140) were higher than expected ($3,744), a larger part of the higher
costs were due to increased price of fertilizer and the much higher costs of a loan.

* The sales price ($23 per bag) was lower than they had hoped ($28 per bag).

* The higher volume did not quite make up for the lower price, giving them a lower
income ($6,900) than expected ($7,560).

* Due to the higher costs and lower revenue than expected, their profit ($2,760) was
$1,056 lower than they had estimated ($3,816).

« All farmers made less profit than hoped, but all made a cash profit and had 10 bags
of maize for their food security. Only one farmer made a cash loss in this case be-
cause of the low land area.

REASONS FOR A LOSS

Farmers may find they have made a loss rather than a profit.

« Are the calculations correct? Check the figures and calculations carefully. Maybe the
farmers have overestimated the costs, or made a mistake in the calculations.

* Was there an obvious cause - such as a drought or a severe disease that cut produc-
tion? Or was there a bumper harvest that led to a sudden fall in prices? Discuss what
the farmers can do to avoid such problems in future.

* Is there still a loss if you ignore family labor? The calculation may show a loss if
family labor is included, but a small profit if it is ignored. That may or may not be a
problem, depending on whether the family members can find other sources of in-
come instead of working on their farm.

* What caused the loss? Why do the farmers think they lost money? Were costs too
high? Was the income lower than expected - for example if yields or prices were
lower than hoped? Encourage the farmers to think about these questions and how to
make the enterprise more profitable next time.

CELEBRATING A PROFIT

The farmers may find they have made a profit. Time to celebrate? But wait, not quite
so fast...

* Are the calculations correct? Check the figures and calculations carefully. Maybe the
farmers have underestimated the costs, or made a mistake in the calculations.

* Was there an obvious cause - such as a particularly good yield because or unusually
good rains? Discuss what the farmers can do to ensure they can get similar yields
next year (e.g., by harvesting water and using it to irrigate their fields).

* How can the farmers best invest the profit? It is tempting to spend money on a big
celebration, or to buy a longed-for television or motorbike. But is that the best way
to spend the money? How will it help the family make a profit next year? Each farmer
should carefully consider the investment needs for the enterprise and the costs of
living until the next harvest, then see how much money is left over to spend.
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CUTTING LOSSES AND INCREASING PROFITS

There are two ways to reduce losses or increase profits:

* By cutting costs. Help the farmers think of how they can cut their costs. Maybe they
can invest in equipment that will cut the amount of work required? Or use a different
technique that allows them to avoid spending money (such as using integrated pest
management rather than spraying expensive pesticides).

* By increasing income. Help them think of ways they might increase their income.
For example, they might harvest earlier, so benefiting from higher prices. They could
increase the area planted, or switch to a higher-yielding variety. Or they could select
a different target market that pays more for the product.
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QUIZ 19

Answers at the end of the guide.

1.

“Reginald, help me with the accounts! How
much did we spend on production and mar-
keting?” Reginald gives Bibi a pile of hand-
written notes and receipts:

Seed $15, Fertilizer $25, Weeding $65, Hoes
$50, Harvesting $50.

What is their cost of consumable materials?

A. $205
B. $115
C. $50
D. $40

“Those hoes should last us at least five
years. How much should | include for them
in this year’s costs under durable items?”

Seed $15, Fertilizer $25, Weeding $65, Hoes
$50, Harvesting $50.

A. $250

B. $50

C. $10

D. $5

. “Reginald, turn the television offl How much

did we spend on hired labor?”

Seed $15, Fertilizer $25, Weeding $65, Hoes
$50, Harvesting $50.

A. $205

B. $115

C. $50

D. $40
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4. “Reginald, stop watching the football! How

much did the loan cost us?”

Loan principal $100, Interest 2% per month,
Loan period 6 months.

A. $12

B. $100

C. $112

. “Reginald, | know it’s the football final, but

this is important too! How much were our
total costs?” Seed $15, Fertilizer $25, Weed-
ing $65, Hoes $50, Harvesting $50, Loan
$12.

A. $217

B. $177

C. $167

. “Yes, I’'m sorry you missed the goal. Now

help me work out our profit.”
Total costs $177, Bags sold 50, Price per bag $6.

A.$477
B. $300
C. $123



EXERCISE 19. CALCULATING COSTS, INCOME AND PROFITS

This exercise will help a farmer group to calculate
their costs of production, the income from the
sale of their products and the profit that they have
made.

OBJECTIVE

After this exercise the participants will be able to:

» Calculate the costs, income and profit from an
enterprise.

EQUIPMENT NEEDED

* Multiple copies of the empty costing template (or
you can write this information on a flipchart)

* Paper, pencils

* A calculator or a computer with a spreadsheet will
assist calculations

EXPECTED OUTPUTS

A record of farmers’ costs of materials, labor, loans,
income and profit at the group level

TIME REQUIRED

* Two sessions of 3 hours.

The first session will work out the costs of
production from up to three farmers. Try to get a
sample of farmers that best represent the group.

The second session will collect information on areas
of production and sales prices for farmers, which
will be used to calculate profits for each of the
members.

As you gain experience, you may be able to do both
sessions in 3 hours.

PREPARATION

Before working on the costs of production with
farmers, the field agent should visit a local input
supply merchant and have a list of costs for
generally used materials for the target crop. This
will include things like, costs of seeds by type,
costs of fertilizer by type, costs of agro-chemicals
commonly used for target crop. It also includes
basic costs of equipment that most farmers will use
such as a power tiller, plow, hoe, machete, string,
bags, knives, etc.. It is also useful to get an idea of
the costs of certain services, such as plowing teams
per day, tractor lease, weeding teams daily rates
etc. This information is collected so that you can

challenge the farmers if they give very high or very
low prices.

SUGGESTED PROCEDURE

The farmers should do the profit analysis on the
crop they have grown together and sold as part
of the project work. If they have not yet done this,
choose a crop that they all grew last season and
fully understand in terms of how to produce and
sell the crop and have a working knowledge of the
costs and incomes involved.

The first session should be done with 