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ABSTRACT

The Ezemvelo Farmers’ Organisation (EFO) is a feedtiorganic smallholder group in
KwaZulu-Natal province (South Africa) that exisssan institution to improve smallholder
access to niche markets by reducing unit produchioth transaction costs. The study is
motivated by the need to understand drivers ofectille action, prevalence of internal
group free-riding, and the impact of contract tenscontract performance. These three
theoretical concepts are pertinent in understandimggnisational and institutional issues
affecting the performance of smallholder organicmiag groups and in formulating
policies to promote the performance of such grodpe study relies on the theoretical
foundations of collective action, free-riding anmohtracts found within the realm of New
Institutional Economics (NIE). These theories, thlouseparate, are in fact related in
certain respects. Collective action in smallholgeyups, apart from being a function of a
plethora of socio-economic factors, including tesign costs, could be constrained by
free-riding within the group, which in turn coulc bnfluenced by flawed contractual

arrangements.

This study of collective action focuses on 200 farsndrawn from a sample survey of 49
non-EFO members, and a census survey of 103 partiadtified and 48 fully certified

EFO members. A ‘collective action’ model investggmthe impact of perceived benefits
and savings on production and transaction costbwttd to collective action by drawing
comparisons between EFO members and non-membeg asnultinomial logit model.

The study of free-riding uses data from 151 membétke EFO to construct an index of
free-riding within the group using principal compgos analysis (PCA). A ‘contract
model’, which also focuses on EFO members onlytengits to measure the impact of

verbal contract provisions on contract performanoe addition to evaluating the



determinants of preferred contract terms using mbooation of PCA, Ordinary Least

Squares (OLS) regression, and logit models.

Results indicate that continued participation irCEBE not influenced by the age or gender
of the farmer, but positively influenced by growththe net benefits of participation, and
negatively by an increase in the size of the hoalgéh cropland or non-farm earnings.
With respect to production and transaction coes résults suggest that EFO has reduced
fully certified members’ concerns that crops woldddamaged by livestock or constrained
by inadequate technical information. However, thigot the case for other problems such
as price uncertainty in conventional markets, & laicaffordable operating inputs, a lack

of affordable transport, and a lack of communiaagiofrastructure.

The index of free-riding behaviour constructed gsiprincipal components analysis
suggests that free-riding poses a serious thre&RO’s collective marketing efforts.
Ordinary Least Squares regression analysis ofritiexi scores shows that members who
are male, poorly educated, partially certified, savaf loopholes in the grading system,

and who do not trust the buyer are more likelyée{ride

Benefits accruing to EFO members are limited amaeths substantial confusion among
members about the terms of EFO’s verbal contrattt the pack house that purchases their
organic produce. Ordinary Least Squares regressialysis of the impact that perceived
contractual terms have on quantities delivered h® pack house yielded interesting
findings. Perceptions that delivery calls are magé¢he buyer, that grading procedures are
flawed and that prices are not jointly establishesie found to reduce quantities delivered

to the pack house, after controlling for differemae farm and farmer characteristics. Logit



models estimated to identify the determinants @ffegred contract clauses indicate that
farmers with higher levels of formal education d@adm income, and lower levels of
experience, favour a written contract over a vedoatract. Similarly, farmers with higher
levels of formal education and lower levels of fymiarm labour favour a contract

denominated by area rather than weight.

It is concluded that EFO should recruit househadldd rely on farming for income and
which are land constrained. EFO is more likely tiovive if it continues to secure fully
subsidised information, transport, fencing, anditeation services for its members, and if
it improves the benefits of participating by syrahising harvest and delivery dates,
negotiating price discounts for organic inputs, Bpdnaintaining an office with telephone,
fax and postal services. In the longer-term, EFQu&haddress institutionalised free-riding
by issuing tradable ownership rights. In the shemn, EFO must engage with the pack
house (buyer) to remove flaws in the grading pret¢kat conceal the origin of low quality
produce. Transparent and mediated negotiationsnigao an incentive compliant contract

with the buyer may also help to build trust anduesfree-riding within EFO.

It is also recommended that the terms of EFO’s re@htwith the pack house should be
revised so that; (a) delivery calls can be madeither the pack house or by EFO during
specified periods and with reasonable notice, dmd grading procedures are fully
transparent and ensure traceability so that losmesed by poor quality can be internalised
to members who deliver inferior produce. In addifiat is important that prices be
negotiated at the beginning of each season andh&atontractual parties have recourse to
pre-agreed facilitators and an arbitrator to resalisputes on price and quality. A written

contract is recommended to support these more entpkms, with the proviso that the
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contract is explained to current and prospectivanbes, and that growers are fully

informed of their rights and obligations.
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INTRODUCTION

1.1 Agricultural challenges facing developing countries

The world is facing a number of challenges: speaily the paradox that the world has
sufficient food supplies, but millions of people gangry; grain productivity has been
declining in the last two decades despite increasssd of chemical agricultural inputs;
costs of agricultural inputs have been rising ia tace of declining commodity prices in
the last five decades; nutrition related diseasesa the increase in the face of abundant
information and technologies; and industrialiseddfcsystems have environmental and

social costs that threaten food security (Kalibw2005).

Many sub-Saharan countries liberalised their marketthe mid 1980s and 1990s by
embarking on market led poverty reduction initieivto promote economic growth and
counter these challenges. These initiatives pratluneed results (Kydd & Dorward,
2004) either due to partial implementation in sarases and/or complete policy reversal in
others (Jaynet al., 2002; Kherallalet al., 2000). Despite these set backs, liberalisation
presented new opportunities for smallholders byiliagamore market choice regarding

produce markets and input suppliers.

South Africa’s agricultural economy is made up wfotsectors that are structurally
disconnected. These are predominantly subsistem@nted rural sector and well
developed commercial sector (Mbeki, 2004). Thentgyts agricultural sector was
liberalised and has been undergoing transformatince 1994. For example, marketing
boards were abolished, subsidies eliminated, mimnfarm wages introduced, and land

reform programmes initiated. The question is whetherizontal coordination by



smallholders in alternative food production systesnsh as organic agriculture could

provide the much needed impetus to develop thewtrral sector.

1.2 Emerging trends in the organic farming sector

About 120 countries worldwide are practising cetif organic agriculture, with even a
greater number of countries engaged in uncertiigghnic farming. Close to 51 million

hectares of land worldwide are under organic deatiion. Africa has the least amount of
organically managed land amounting to approximadeber cent of world’s total organic

holdings (Yussefi, 2006). At country level, Soutfriéa has about 5 per cent of its total
agricultural land under organic production and nenber of organically certified farms

increased from about 150 in 1999 to 240 in 200Zdag 45 000 hectares (Moffet, 2001,
Yussefi, 2006). Globally, the major organic markats North America and Europe, which
both accounted for total organic sales of 27.8dmillUnited States dollars in 2004. The
contribution of African markets to global organiales is minute and a few African
countries such as Egypt, Kenya and South Africaehsmwall organic markets that are

thinly traded.

1.3 Smallholder challenges in accessing high value ongia markets

Numerous studies have identified a range of chgdlenprohibiting market access by
smallholders. These include high transaction camtd problems of asymmetrical
information, low local effective demand, and ladikcompetition among buyers leading to
low prices (Kindness & Gordon, 2001; North, 200theikellah & Kirsten, 2001). Low
produce quality and quantity and high grading costsrred by processors and traders and
high assembly costs, market risk and cash flowlprob experienced by intermediaries, all

contribute towards dissipation of market incentiveagoyed by smallholders, thereby



hindering their ability to enter high value nichankets (Jonest al., 2002). The market

access problem is further compounded by spatiakaat® factors, which in the absence of
better coordination efforts, leaves smallholderahla to attain economies of scale and
sufficient market power to negotiate better prinaske large commercial farms (Johnson

& Berdegue, 2004).

Temu and Temu (2005) attribute lack of smallholdecess to high value markets to:
changes in market chains in importing countriesefwha few large retailers now prefer to
deal directly with producers); the presence ofapiglistic buyers in domestic markets; and
increasing demand for value added products — widelmand substantial capital

investments unaffordable to small producers. Hakial. (2004) argue that market access
by smallholders is constrained by the need to cgmpith legal and commercial

requirements (pesticide residues, phyto-sanitagyirements, hazard analysis, etc.), which
impose additional costs on smallholders and renidhetis production system economically

unviable.

1.4 Assessing effectiveness of institutional arrangemen

To counter market access challenges, Stockbredga. (2003), suggest the use of new
collective forms of organisation to assist with lgss, advocacy, marketing, bargaining
and local development. Success stories like thei¢do©ut-Grower Scheme in Zimbabwe,
Fresh Produce Association in Kenya, Pool Markeimgimbabwe and the Capespan
Group in South Africa all point to the need forleotive marketing in accessing higher
value markets (Temu & Temu, 2005). Organisationd mastitutional arrangements in

developing countries are therefore important irattng incentives that reduce transaction



costs and promote efficient economic performaneergihe high occurrence of market

failures and incomplete markets (Kherallah & Kirst2001).

Horizontal coordination manifests in a number ofysvaanging from informal agreements
between producers to coordinate sales and purchasesch more organised groups that
hire managers such as investor owned firms (Poédltduyne, forthcoming). Participation
in such collection action is not without its owrst® Producers may have to contend with
spending time at meetings, negotiating and comglywith regulatory standards, and
providing information to the organisation (Doner &hneider, 2000). Such costs, and
pervasive institutional problems manifesting thelvese as free-riding, tend to discourage

farmer participation and investment.

Different authors have defined collective actioffedently, but most definitions agree that
it is action taken by a group directly or indirgcthrough an organisation in pursuit of
members’ shared interest (Sandler, 1992; Meinzeh-Bii al., 2001). Much attention has
been directed at explaining collective action amel factors that support or discourage it.
Success of collective efforts depends on the natlitke collective action problem, group
attributes, institutional arrangements, and exieinfluences (Sandler, 1992). It is
generally accepted that an individual’'s participatis greatly influenced by the costs and
benefits associated with group participation (MagtaAlavalapati, 2006). One of the
important benefits in organic farming groups is éxpected reduction in unit transaction

costs from economies of scale.



Transaction costs are tk&-anteandex-postcosts of carrying out economic exchange and
are household specific (Kegt al., 2000; Goetz, 1992)Ex-ante transaction costs are
predominantly fixed-exchange costs whereaspost costs are mainly variable costs
associated with compliance and risk. Organic fasnage expected to encounter not only
the usual transaction costs that prevail under eotional farming systems, but also costs
associated with accessing and maintaining a presenthinly traded organic markets.
These costs, unless minimised, will discourage emwn to organic agriculture by new
entrants and discourage those already farming @aa@@n Transaction Cost Economics
(TCE) theory has been applied generally to agucaltcommodity and input markets in
which transaction costs variables are treated plmetory variables for different types of
behaviour (Hollowayet al., 2000). In other instances, they have been takenrasponse

variable affected by other factors.

Closely connected to collective action is the plewee of free-riding behaviour among
group participants, which affects productivity afogp members (Kidwell & Bennett,
1993). Free-riding is a form of opportunistic beibav found in group institutions
(Ostrom, 1992b) and is attributed mainly to ill-Htefl property rights (Sykuta & Cook,
2001). Internal free-riding occurs in circumstaned®re members access benefits without
fully paying for the costs associated with theration. Free-riding is relevant to organic
farming groups as they produce intermediate goadk as storage and public goods like
product inspection and market access, which areeptible to free-riding due to limited
excludability and high rivalry. Free-riding is exped to be influenced by trust,
knowledge, household and context variables and pgragize; growth in group size

increases organisational costs and reduces paadagefits (Ostrom, 1965; Alesina & La



Ferrara, 2000). Arrangements that ensure propatitgrbetween costs and benefits could

potentially curb free-riding in groups.

Existence of free-riding could be contextualisedthwi prevailing contractual
arrangements. Contracts motivate compliant behawaod enhance contract performance
by clearly stipulating the allocation of value, kriand decision rights associated with
business transactions (Bogetoft & Olesen, 2002nti@cts can be analysed using either
the Incomplete Contract Theory (ICT) or TCE framek#o ICT is anchored on the hold-up
problem emphasised by TCE, but discards the conocgfounded rationality. ICT is
therefore useful in analysing contract structurat timinimises ex-ante investment
inefficiencies (Hart, 1995). The TCE assigns caitrancompleteness to bounded
rationality and views the contract as a tool fodr@dsingex-anteand ex-postinvestment
inefficiencies (Saussier, 200b). In practice, aidgp contract should cover the legal

framework, the contract formula, format, and speaifons (Eaton & Sheperd, 2001).

Smallholder farmers encounter varied contractuangements, often verbal and seasonal
in nature, which influences contract performancat§g & Sheperd, 2001). Given that
agricultural supply contracts are fraught with hafal adverse selection and moral hazard
problems, there is need to protect smallholdergrang into contractual relationships.
Little is known about the effectiveness of colleetiaction in reducing transaction costs
and increasing market access due to limited knaydexbout its emergence, sustainability,
determinants, appropriate institutional arrangesieahd effective supporting policy
options (Temu & Temu, 2005). Understanding of atilee action is hampered by poor
understanding of its determinants (Poteete & Ostra@94). Lack of comparable data

makes it difficult to evaluate the importance ofnyavariables reported in literature as



influencing collective action. There has been Vanited application of TCE to organic
farming, let alone linking it with collective actioto explain continued collective action

efforts in smallholder organic farming systems.

While acknowledging the positive contribution oflleotive action towards addressing
issues of market access by smallholders, thereas to understand sustainability issues
because collective action problems differ in saygi®©strom, 1990; 2000). In situations
where exclusion is difficult, people free-ride dretefforts, undermining their collective
efforts. Apart from studies investigating groupesedfects (Olson, 1965; Albanese & Van
Fleet, 1985; Rokkan & Buvik, 2003), few attemptgdndeen made to empirically measure

levels of free-riding or to identify its determirtan

Application of contract theory has been largelyotietical, with some empirical studies
regressing contract choice on observed farmer amnoh itharacteristics (Ackerberg &
Botticini, 2002). Analysis of contract provisiongshdealt extensively with incentives,
prices, and price adjustment methods. This coeldbécause contract theory does not
provide a unified structure for specifying and itegtcontract design hypotheses (Masten &

Saussier, 2000).

1.5 An analytical framework for evaluating institutional arrangements in
organic groups.

The subject of this study is to better understand address the problems in collective
action taken by smallholders who wish to exploitrke&a opportunities. The study’'s main
objective is to identify and analyse the followingportant issues; (1) factors underpinning

the success of collective action in as far theyuerice a farmer’s decision to continue



participating in the group effort, (2) measure @u@ntify the prevalence of internal free-
riding and identify its determinants, (3) asseg$ iamestigate the impact of verbal contract
clauses on contract performance, and identify thterchinants of preferred contract
clauses, and (4) to make policy recommendations pnamote the functioning and

sustainability of organic farming group institutgn

The study relies on the New Institutional Econom{88E) analytical framework to
address these issues. NIE, which draws on thegsh®f Old Institutional Economics and
Neoclassical Economics (Nabli & Nugent, 1989), isleliberate attempt to provide a
theory of institutions in economics by building omodifying and extending the
neoclassical theory. It capitalises on the strengthneo-classical economics and the old
institutional economics by providing a theory topksn the existence and operation of
economic institutions. From a development perspectlIE offers two useful theoretical
approaches; (a) the theory of transaction and mmdébion costs (North, 2000; Stiglitz,
1985) and, (b) the theory of collective action @@is1965; Sandler, 1992). Two major
analytical approaches possible within the realmN&E are that of transaction costs,
information costs, and contractual choice on oneadhaand collective action and
elimination of free-rider problems on the other fda& Nugent, 1989). Despite these
approaches having evolved separately they hingsiroitar frameworks and axioms, and
are affected by risk expectations and commoditycgsri and emphasise the role

governments can play in an economic system.

The study uses EFO as an example to analyse tistiéiproblems faced by smallholders
who act collectively to market their produce. Tise of EFO is important for a number of

reasons: first, it is the first group of smallhakléo be certified organic farmers in South



Africa; second, it provides a unique model of aedepment intervention that combines
multiple dimensions of food security, ecologicaktsinability and market access; and
third, it offers lessons relevant to EFO and tolemive action taken by smallholders
seeking access to preferred markets. Located inZkiiuaNatal province, EFO was formed
in 2001 and received organic certification in 2008th 151 members, the group produces
and markets organic produce sucltaamdumbe (targ)baby potatoes, sweet potatoes, and
green beans to Woolworths Stores through Asseggarics, a pack house located in

Durban.

The study is important because smallholders aenadkcluded from markets by a host of
factors including high transaction costs and infation asymmetries, and fixed marketing
costs (like certification fees). Collective acti@mables smallholders to acquire group
certification and so reduce their per unit transactosts. However, such collective action
to improve market access is fraught with free-gdiand contractual problems that
potentially threaten its sustainability. An infaethunderstanding of how EFO developed,
its institutional arrangements and how these asamts affect its performance not only
sheds light on ways to strengthen EFO, but also tlmories about institutional

arrangements purported to alleviate the free-radet contractual problems that typically

challenge smallholder marketing groups.

The specific research questions addressed byttldy are as follows:

(1) Is EFO giving its members access to the orgamacket by reducing transaction and

marketing costs?
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(2) Is EFO'’s ability to give smallholders accessatpreferred market for organic products

constrained by internal free-riding?

(3) Is EFQO'’s ability to give smallholders accessatpreferred market for organic products

constrained by a poorly designed contract withbtinger?

In answering the above research questions, thdy sises quantitative data gathered in
surveys of EFO members and neighbouring non-memtesswell as qualitative

information gathered in interviews with key informbe. on EFO’s management committee.

1.6 Outline of the study

The rest of the thesis is structured as followsapZér 2 provides the context of organic
agriculture in South Africa and looks at the agitioal policies changes implemented
since 1994. An outline of developments around aggaroduction and marketing and the
organic trends in South Africa are presented fodldwy generally agreed definitions of a
smallholders and smallholder farming group as peerhational Federation of Organic
Agriculture Movement (IFOAM) guidelines. Issues amnd Internal Control Systems, their
elements and importance to organic certificatieantaen explored before presenting a case

study on EFO.

Chapter 3 gives a broad overview of NIE and insthal arrangements, laying the
foundation for in-depth analysis of theories refgv@a the study. In particular, institutional
economics themes are presented in the contextllettive action and related institutional
problems. Chapter 4 considers collective actiommhespecifically the role of collective

action in mitigating the impact of production comastts and transaction costs when
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accessing organic markets. The conceptual and measnt issues around collective

action are explained.

Chapter 5 considers free-riding behaviour in grangiitutions as one of the problems
associated with collective efforts. The Chaptemtlegplores free-riding theory in more
detail including available empirical evidence. Cieai provides the link between contract
theory and free-riding in group institutions. Caafr analytical frameworks availed by
TCE and ICT are used to explain the role of comtr@icarrangements in supply chain
relationships drawing lessons from existing bodyewipirical contract studies. Chapter 7
describes the study area, methods used to coliet type of data gathered, and then
postulates the empirical model of collective actioltowed by a discussion of the results.
Chapter 8 presents the empirical model and assaciasults on free-riding at EFO, while
Chapter 9 presents the empirical models and restit®ntractual arrangements at EFO.

These empirical models and results are followeddrnclusions and recommendations.
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CHAPTER 2

ORGANIC AGRICULTURE: THE SOUTH AFRICAN CONTEXT

This Chapter gives an overview of the agricultwedtor in South Africa and highlights the
major agricultural policy changes since 1994. Theerging role of the organic sector is
explained focusing on observable trends globallg Bnthe South African context. The
Chapter then presents generally acceptable defisitof ‘smallholders’ and ‘smallholder
farming group’ as accepted by organic certifyinglies. The role of an Internal Control
System is explained as it forms the basis for feemtion and ongoing monitoring of the
group’s compliance with organic standards. Lasthe Chapter presents EFO as an

example to illustrate different issues around smeddler group certifications.

2.1 Policy changes in South African agricultural sector

South Africa’s agricultural economy comprises opr@dominantly subsistence oriented
smallholder sector- the second economy - and a a@eleloped commercial sector- the
first economy which are structurally disconnect&kgartment of Agriculture, 2001).

Advances in first economy do not necessarily bénled second economy (Mbeki, 2004).
The agricultural sector has witnessed a seriesobéypchanges since 1994 designed to
reversing the impact of discriminatory legislatiand liberalising the sector. Essentially,
agricultural trade has been liberalised and margedf agricultural products deregulated,
Subsidies and certain tax concessions were remoaed, minimum wages for farm

workers were introduced (Mbeki, 2004).
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2.2 The emerging role of the organic sector

Two distinct classes of organic agriculture areeowmble in Africa, namely certified
organic production and non-certified or agro-ecaalgproduction (Parrotet al., 2006).
Certified production is earmarked mainly for expmérkets in Europe and North America,
while agro-ecological farming is practiced to addrehallenges faced by smallholders.
Organic farming is proposed to simultaneously asls®cio-economic, development and
environmental objectives. Organic production agpplianovative production methods
anchored on indigenous knowledge systems developed many generations. Organic
agriculture attempts to manage complex ecosystanss mutually beneficial way using
local knowledge to meet household food producti@yuirements, maintain the

environment and build social reward (Twarog & Kapd&04).

Organic agriculture production and demand has acateld over the last few years. The
share of agricultural land under organic farmingtocwes to grow worldwide. About 120
countries practise certified agriculture, with exeegreater number of farmers engaged in
uncertified organic farming (Yussefi, 2006). Close 51 million hectares of land
worldwide was under organic certification in 2006 which more than 31 million hectares
(62% of 51 million hectares) consisted of 622 782mis. The remaining 20 million
hectares was under forests and wild harvestedgpl@he land use pattern of the 31 million
hectares of certified organic farms includes pemnampastures (30%), arable land (13%),
and permanent crops (5%), (Yussefi, 2006). While &mount of land under organic
management differs by country, significant diffeses are evident at continental level.
Australia/Oceania leads the pack with 39% of theldi® organic land followed by Europe
with 21% and then Latin America with 20%. Africa shahe lowest proportion of

organically managed land (about 3 per cent of wetlotal organic land), (Yussefi, 2006).
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In 2004, global organic sales amounted to 27.8dBillUnited States dollars mainly split
between North America and Europe (Yussefi, 2008ja/nd Oceania have significantly
smaller organic markets despite being the largestiycers of organic products. Organic
markets in African countries are largely thin omrexistent with the notable exception of
Egypt, Kenya, Uganda, Tanzania and South Africar@®aet al., 2006). According to

Auerbach, (2003 cited by Rundgren 2006), the valti®rganic sector sales in South
Africa, both domestic and export, is estimatedettveen R200 million and R400 million

per annum, driven by both the commercial and stdrsie sectors.

By world standards, the South African organic seidtoelatively small. The organic sector
in South Africa is split between the smallholdend é&arge commercial farmers (Rundgren,
2006). Certified organic production in South Afristarted with exports in vegetables,
rooibos tea, mangoes, avocados, herbs, spicesarnéasubtropical fruit (ITC, 1999;

Rundgren, 2006). It has since expanded to inclute@eh wider range of products: organic
wines, olive oil, speciality vegetables and befr@sus and dairy products have become
major export commodities (IFOAM, 2003). Differerggetables and culinary herbs form
the core of the organic produce sold in South Afitself (Export Promotion of Organic

Products from Africa, 2006).

The South African organic sector has a long histtaing back to the 1970s. The sector
had about 50 small scale organic farmers in 1990 the first group of farmers was

certified by the United Kingdom Soil Association1893. Available statistics indicate that
the number of farms in South Africa converting tgamic farming has increased from 35

in 1999 to 150 farms by 2000 (Moffet, 2001). Grkl{2002) reported 240 certified farms
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by 2002 covering 43 620 hectares, inclusive ofyrastand in-conversion land. Auerbach
(2001 as cited by Rundgren 2006), reported 2914am2001 covering 200 000 hectares
consisting of 25 000 hectares of arable certifezadl As of 2005, Mead (2005 cited by
Rundgren 2006), reported 200 farms in 2005 covesity 000 hectares, of which 500 000
hectares is pasture and 10 000 hectares rooiboarngahe balance being planted to
vegetables, wine and essential oils. The lack afensus on the number of certified farms
is rather puzzling, but does point to a lack ofrdamation in the sector. The statistics focus
on large commercial farms and mask the extent @fcdhmmunal and substance farmers’
involvement in organic farming. South Africa hasrwefew cases of documented

smallholder organic growers and groups.

South Africa has begun to appreciate the role ghnoic agriculture in creating incomes
and generating foreign exchange for the nationahemy, but like many other African
states, the non-financial benefits of organic fagniare rarely acknowledged and
recognised. The potential for organic growth in tBoifrica is huge (Rundgren 2006), not
only driven by exports, but by a growing substdni@amestic organic market unlike in
many other African states (Grolink, 2002). Manygkretail chains are actively promoting
organic products, particularly those supplied byalimlders who are given very little

support, but are used extensively in the retailedsertising campaigns.

The South African organic sector receives suppornfa number of organisations such as
African Organic Farming Foundation (AOFF), Centoe the Promotion of Imports from
Developing Countries (CBI), Food and Agricultureg@nisation (FAO), IFOAM, and the
International Trade Centre (ITC), (Rundgren, 2006)South Africa, the promotion of

organic agriculture has been handled by the OrgAgigcultural Association of South
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Africa (OAASA) and the Biodynamic Agricultural Assiation of South Africa
(BDAASA) who together provide a network platfornr fall stakeholders. Other organic
associations according to Rundgren (2006) areCugge Organic Producers’ Association
focusing on the Western Cape; the Network of Conmipudrganic Farming Associations
working with smallholders; and the Rainman Landdamendation (the only government
accredited organisation offering training in orgaagriculture). These organisations are
mainly responsible for public relations, teachingd atraining, publishing, and other
information dissemination activities (Rundgren, @Q0Parrot et al., 2006) These
organisations, though working at industry levet geared towards rendering services to

the large commercial sector at the expense of bold#rs.

South Africa has two certification agencies nam@lyica’s Farms Certified Organic
(AFRISCO) associated with Ecocert, and the Org#wmdcultural Association of South
Africa (OAASA), both of which certify exports to Eape, North America or Japan
(Parrottet al., 2006). Proposed regulations controlling the sdl@rganically produced
food in the Republic of South Africa are being tidfin accordance with the international
organic standards of IFOAM, European Union and ltheted States Department of
Agriculture (Parrottet al., 2006). A draft standard has been produced ancetigoy be
tabled before parliament even though for all pcattpurposes, it is being used to regulate

the local organic industry (Rundgren, 2006).

2.3 Smallholder group certification guidelines

Participation of smallholder farmers in organicniamg is only feasible under group
certifications (IFOAM, 2003). IFOAM (2003) reportéae existence of 350 grower groups

in less developed countries with close to 150 OGmbership mainly exporting their
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products to the European and North American orgamaickets. However, it is important to
clarify the definition of ‘smallholder’ and ‘smatfitder group’ as they carry different

meanings across different countries.

2.3.1 Definition of a smallholder farming group for organic certification purposes
The term ‘smallholder’ differs between countriesd amaries from one geographical
location to another. The majority of sub-Saharapyteation living in rural areas can be
considered as smallholders mainly because of timeited resource endowments relative
to other farmers in the same sector (Dixaral., 2004). The size of land holdings also
varies between countries and farming systems amrsally less than one hectare in
areas with high population densities (FAO, 1997gsjite small farm sizes and poor
resources endowments having often been regarddteaballmarks of a smallholder,
differences also exist with regard to householdeegjiure pattern, use of external labour,
resource allocation, cash crop production, livdstownership, off-farm activities and

proportion of produce sold (Dixcat al.,2004; FAO, 1997).

In the South African context, smallholders are camiy classified as subsistence,
emerging, or commercial farmers (van Averbeke & Kioled, 2006; Department of
Agriculture, 2001). As a proportion of total farrman South Africa, subsistence farmers
are the majority and commercial farmers a minowith emerging farmers, those with a
desire to produce on a commercial scale, sandwichédtween (Nieuwoudt, 2000). The
vast majority of South African smallholders comenfr a historically disadvantaged
background. Since farm land sizes varies from agubtd country, IFOAM (2003)

precludes the use of farm size in defining a sroddir, relying instead on a matrix of

eight criteria (Table 2.1) of which at least sixerma must be satisfied before a farmer can
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be classified as a smallholder for organic cedtf@n purposes. Table 2.1 also presents the

criteria used in qualifying a smallholder farmingogp for certification purposes. Only

qualifying smallholders are permitted to form agamic smallholder farming group.

Table 2.1: Criteria used by IFOAM to define smallhdders and smallholder farming

groups

Smallholder criteria*

Smallholder farming groupteria

» Use of low-technology based productiq
system

* Farming system dependent on family
labour

» Farmer has limited capacity to market
or her own crop

» Farmer has limited capacity for farm
administration

» Farmer has limited capacity to
communicate in the language of the
organic certifying agent

» The farm has limited storage and or
storage capacity

* The farm’s average annual income frof
the certified product is below
approximately 5 000 United States

dollars taken over a number of years (e.

5 years)

» The farm would spend over 2 per cent
commodity export value on external
inspection when not certified in a groug
(taken over a number of years e.g. 5
years).

re

of

The cost of (individual) certification
must be disproportionately high in
relation to the sales value of the product
sold.

The farm units are mainly managed by
family labour.

There must be homogeneity of members
in terms of geographical location,
production system, size of the holdings,
and marketing system.

No maximum amount of hectares per
farmer is set.

Minimum size of the group is dependent
on the situation, but must be large
enough to sustain a viable Internal
Control System. A practical guideline is

_a minimum of 30 to 50 smallholders per

group.
Maximum size of the group is decided by
the group and depends on the group’s
structure, capacity, and communication
system. It is an element in the risk
assessment process.

*The criteria can be adjusted by certification lesdito suit local conditions provided
sufficient justification is provided for doing so.

According to IFOAM (2003), the smallholder farmiggoup criteria shown in Table 2.1

must be supplemented with information about theeggndescription of the operator,

which must define the type of producer organisatike co-operative, association,

exporter with producers on contract). The smalladd farming units must be clearly
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identifiable under a clear administrative systend #mere must be a clear relationship

between the group’s central administration andsthallholders.

2.3.2 Internal Control Systems for certified organic smalholder groups

The development of systems worldwide by smallholdeoups in association with
certification bodies to ensure compliance with aofgastandards started long before
government regulations were introduced. One of ¢benerstones of group organic
certification is the establishment of an Internan@ol System. IFOAM (2003:11) gives

the following definition of an Internal Control Sgsn:

“An Internal Control System is a documented quaggurance system that allows the
external certification body to delegate the annimsipection of individual group members
to an identified body/unit within the certified optor. (As a consequence, the main task of

the certification body is to evaluate the properrkiing of the Internal Control System.)”

The Internal Control System must have an operdggal form), a group production unit
(for which the operator is responsible) when snaddlers produce collectively and a
farming unit or area, organic and or non-organicviaich individual group members are
responsible when production is done individuallyeTrationale for an Internal Control
System is to reduce the cost of organic certiftcato smallholders by establishing a group
that can do much of the monitoring itself. Then tlegtifier's job is to ensure that group
processes and data collection are working welltancheck regularly on a sample of the

farms.

According to IFOAM (2003), the basic elements of laternal Control System are a

documented description of the Internal Control 8yst a documented management
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structure, a responsible manager, internal reguiati (production standards, and
sanctions), conversion rules, a contract betweergtbup and the certification body (e.g.
AFRISCO at EFO), identified internal inspectorsd draining of personnel including the
manager, internal inspectors, producers and hamdirhousehold level, growers should
have formal commitment, field records, and maps dach farm, annual inspection
protocols, and a farm inspection report/form congueor each farm. An internal approval
committee evaluates prospective members. Theiedrgfoup should show a commitment
to use internal sanctions, keep a regularly updaedvers’ list, assess risk, employ
community surveillance, and document post-harvestguures, including product flow

and quantities (IFOAM, 2003). These measures sugted smallholders will need

external help in starting up and abiding by the AMOrequirements.

Of the 5 per cent of agricultural land certifiedyanic in South Africa, the proportion of
land farmed by smallholders remains unknown (Ruexgf006). KwaZulu-Natal, apart
from being one of the main agricultural provincésSouth Africa, has also been home to
the country’s first organic groups known to be eitlfully certified or in the process of
becoming certified. As of 2004, only a handful ebger organic groups existed such as
EFO with 151 members, Vukuzakhe Organic Farmersaf@sgtion (VOFO) with 40
members and Makhuluseni Organic Farmers Organs&tDOFO) with 41 members, all
in KwaZulu-Natal. Northern Cape has Heiveld Co-@pee with 42 members growing
rooibos tea individually. EFO was established i020vhile VOFO and MOFO were both
established in 2003. EFO members produce indepégpddiut market collectively,

whereas VOFO and MOFO members produced and marietgdables collectively.
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2.4 EFO case study

EFO remains central to the study of organic granpSouth Africa as it marks the entry
point of subsistence farmers into mainstream omyéiming. The project has generated
significant interest from government, academia, bondiness as a model for sustainable
economic development. EFO is located in the pravio€ KwaZulu-Natal. Communal
areas account for 31% of the province’s total leav@a and are characterised by
smallholders practising low output subsistencecaditire (Matungul, 2001). Nevertheless,
agriculture remains an important livelihood for marural families, contributing a

significant portion of their household income.

EFO is located in the Embo area of the former Uniiwimm magisterial district and
consists of five traditional authorities: Embo, Ewikwakhabazela, Embo-NkishisiMahla,
Embo-Timuni and Embo-Vumakwenza. Following recehéinges in district municipal
boundaries, Embo is now at the confluence of foagisterial districts; Ugu, eThekwini,
Sisonke, and Umgungundlovu. The area has beenilbleddoy the Centre for HIV and
AIDS Networking (HIVAN) as rural with rugged topaphy and surrounded by
commercial sugar-cane producers. Households atteszhover the deep hills and valleys

(HIVAN, 2002).

The Embo area is governed by a traditional authauitd traditional authority wards form
part of municipality and magisterial districts. Eonbas a population of 160 755 people
(Municipal Demarcation Board, 2001). The major ewoit activities in order of
decreasing importance are agriculture, manufagursocial services and transportation
(HIVAN, 2002). The community has limited accessdammunication, electricity and

water infrastructure (HIVAN, 2002).
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Prof Albert Modi of University of KwaZulu-Natal sared a R28 000 grant in year 2000
from the Department of Arts, Culture, Science arethhology to run workshops on
‘Public Understanding of Science Engineering andchhelogy’ at Umbumbulu,
conscientising farmers on the value of indigenond &xaditional crops, with a view to
identifying research and rural development oppatiesr This process culminated in the
formation of EFO. EFO was formally founded in Febyu2001 by Prof Albert Modi and a
group of 28 subsistence farmers from Ogagwini exerd in growing traditional
vegetables. The organisation, a loose associatismallholders driven by an ambition to
succeed, was formed to address marketing probleperienced by farmers. Prof Albert
Modi, a seed specialist from the then UniversityNatal worked closely with the farmers
to improve their farming methods and product qualiThe traditional vegetables,
especiallyamadumbe (tarowere supplied to Pick ‘n Pay for about two yeaedole
Woolworths came on board. Over the years, the @sgaon’s membership has grown
drawing its membership from seven locations inelgdDgagwini. Attempts to get EFO

registered as a co-operative have been unsuccessful

Prof Albert Modi and Dr James Hartzell of Assegaigéhics assisted the farmers in
initiating the certification process by preparirgguired documentation for organic group
certification and developing market for the orggmioduce. Due to the group’s successes,
other stakeholders came on board. The KwaZulu-N&epartment of Economic
Development and Tourism provided farmers with fagcimaterial and AFRISCO
conducted EFO'’s first year certification in 2003 apro-bono basis making EFO the first

group of subsistence farmers in South Africa taiatgroup certification status.
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In 2004, the group’s membership stood at 151 ctingi®of 48 fully certified and 103

partially certified farmers. Fully certified farngerwere those who had met all the
certification requirements and consisted mainlyfaafnding members. Partially certified
farmers were those in the conversion stage. Thesdaamers who applied to join the
group later, had fulfilled all the certificationgq@rements for group certification, but were

waiting for a certification decision by the certifg body, AFRISCO.

The promoters of EFO were inspired by the membtrmination to succeed and to use
their lack of access to mechanisation, fertilisegdrid seeds, pesticides and herbicides as
a case for group certification. A new model foraludevelopment was being pioneered.
While the original focus was on producing tradiibmegetables (old varieties passed from
generation to generation), EFO now produeesadumbe (tarQ)sweet potatoes, baby
potatoes and green beans. These crops are retail®doolworths stores around the

country.

EFO has open membership and egalitarian votinggidin essence, any new member
interested in joining the organisation is free to go provided all the qualifying

requirements as stipulated in the groups’ constiture met. The organisation has no
share ownership scheme for its members. The om@#onsis managed by a management
committee made up of the chairman and vice chairrmaaretary and deputy secretary,
treasurer, and three committee members elected fiwen floor. The management

committee also acts as a board of directors pmogidverall strategic guidance and
exercising control over the organisation assets @sburces. EFO holds mandatory
monthly member meetings usually at the beginningaeh month to share information and

update member®d hoccommittee meetings are held under special circamosts only.
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There is one independent committee that reportedananagement committee known as
the certification committee. The certification coittee is made up of elected members
from the general membership. Its function is tocess applications from potential new
members, deal with compliance issues of existinghbers and make recommendations to
the management committee in cases of non-complmaitbeorganic rules. It also provides

an oversight role over the internal inspectors.

The group has an established Internal Control &yst#en Internal Control System is
originally developed to assist smallholders in neairlg, record keeping and
communicating with the certifier and competent auties. EFO has eight internal
inspectors whose role is to monitor member’s coamae with organic standards and to
report any transgressions to the certification cabeen for disciplinary hearing and
sanctioning. Violation of organic standards byragke member may result in the revoking
of the group’s organic certificate. Inspectors,dpfar by the organisation, help to reduce
the annual inspection bill from certification agms as the group does most of the

monitoring itself.

EFO farmers own individual plots under a commumaaldl tenure system. Each member
carries out crop production individually and ispessible for all farming operations on his
or her plot. These include land preparation, primguinputs, planting, crop maintenance,
harvesting and grading. During this production ghasternal inspectors monitor the
members to ensure compliance with organic prodacpdnciples. When it comes to
marketing, following a call from the buyer for dedries to begin, farmers bring
marketable produce to designated delivery pointeutfjhout the villages, where it is

weighed by designated EFO members, tagged witheidasmame and shipped to the pack
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house. The pack house records the weights againsagech supplying member’s name
but pools the produce before grading in order redyrading costs. Farmers, in essence,

are paid for the weight of their produce regardtgshe amount that is rejected.

The marketing contract is essentially a gentlemagieement between the pack house and
EFO. At the beginning of each marketing season tiegms are held between the pack
house and EFO to set produce prices. These efdctivecome the ruling prices
throughout the marketing season. The pack housesnzddis to farmers for deliveries to
begin, and stipulates the amount and type of prioiiulbe supplied. Payments for produce
delivered are made twice every month. The buyerneitsnto buy produce quantities of
acceptable quality as indicated in his call forivdeies. Each EFO member is given an
equal quota to supply the pack house, but thiglpgsted upwards if some members are

unable to fulfill their quotas.

The members still face a number of challenges gamc farmers. Access to clean and
disease free seed is a problem. The increasing @b farmers going organic has
increased the demand for kraal and compost mamaesametimes for fertilizers and

other inputs, which are expensive. Not all of thenfers have knowledge about organic
farming and access to such information is limitedormation about prices in the organic
sector is proprietary which constrain smallholdexsility to identify profitable marketing

options. Damage to crops by livestock is still ganaoncern for members with unfenced

fields.
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2.4.1 Relevance of EFO example

EFO members have reported increased crop yieldseasthues from organic sales, which
could potentially attract new members. It remam$é¢ seen whether or not the group will
withstand the pressure associated with an expangliogp size in the medium to long
term. As the first successful case of organic groenification, EFO is used as an example
to understand the constraints facing similar ctilecaction groups and to draw lessons
needed to inform EFO, stakeholders in the localaoigs industry and policies and

strategies to integrate smallholders in to nichekets.

2.5 Chapter summary

South Africa has dual agricultural economy madeofim commercially oriented large

scale farming sector and a predominantly rural Broller sector. The agricultural sector
has undergone transformation that resulted in therdlisation of agricultural trade,

removal of control boards, subsidies and tax camees introduction of land reform

programmes and minimum farm wages. This is simtdadevelopments that have taken

place earlier in the sub region.

Organic agriculture worldwide is experiencing ragicdwth in terms of the amount of
certified land and global organics sales. Orgaumiless are largely driven by increased
consumer demand for organic foods by North Ameraach European consumers. Africa’s
contribution, both in terms of certified land andyanic sales, is still relatively small
compared to other continents. South Africa has allspnoportion of its total agriculture
land under organic agriculture, but figures pomtah encouraging upward trend in terms
of numbers of certified farms and certified landepthe last decade driven by large

commercial farmers. Interestingly, the contribut@nSouth African smallholders to the
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country’s total organically certified land and ongasales is still not clear. The country’s
major organic export crops are rooibos tea, trd@ca sub-tropical fruit, wines, herbs,
spices and vegetables. The South African orgamtoséas received support from many
organisations and currently the country has twdifm@tion agencies responsible for
certifying local and export organic produce, despite lack of national organic standards

and regulations that are awaiting approval by thetls African parliament.

Smallholders can only play a meaningful role inamg farming and marketing if they
meet the definition and six of the criteria stigathiby IFOAM as minimum requirements
for group certification. Land size is not an acedye criterion for defining a smallholder
farmer and is excluded from the IFOAM criteria. dnder to get organic certification,
smallholders must establish a viable Internal GdnBystem that assists in monitoring
group members’ compliance with organic standardsutls Africa has a few cases of
documented organic groups of which EFO is one. E#sf3blished in 2001 and certified in
2003, is used as an example to understand instialtproblems and sustainability issues
around collective action taken by smallholders nnattempt to access higher value niche
markets. It is the first group of subsistence fasmi® be certified in South Africa and
supplies the local organic market through Woolwsirtht is therefore an important
example of collective action from which lessons barextracted to inform theories about
institutional arrangements designed to mitigate-fider and contractual problems facing

smallholder marketing groups.



28

CHAPTER 3

NEW INSTITUTIONAL ECONOMICS AND ORGANIC FARMING GRO UPS

This Chapter provides a broad overview of the NHmework generally used in
conceptualising institutional problems and lays thendation for the analysis of major
themes relevant to the study of farmer organisatgrch as collective action, free-riding,
and contractual arrangements. Since these thremethanvariably revolve around
institutions, a working definition of the term ‘ititsition’ is explored together with the
study’s conceptualisation of institutional arrangems in smallholder groups. The last
section of the chapter describes common institatiggroblems encountered in farmer
organisations with ill-defined property rights sttures and highlights those that are

relevant to the study of organic groups.

3.1 An overview of the New Institutional Economics

The purpose of NIE is to explain the operationgsfitutions, their development over time
and how they impact on economic development (N&bMNugent, 1989). Williamson
(1979; 1985; 2000) refined the Coasian argumentsitaproperty rights and transaction
costs and coined the phrase ‘New Institutional Boans’. NIE is distinct from old
institutional economics developed by Commons andléfe (Paarlberg, 1993) in that old
institutional economics operated outside neoclakgconomics and had no theory apart
from postulating that institutions were a key fadgtoexplaining and influencing economic
behaviour. Neoclassical economics, which presuneeeqt information, zero transaction
costs, and full rationality, as some of its undedy assumptions ignored the role of
institutions and failed to explain why markets.fAllE combines the core competencies of

both the old institutional economics and neocladsaconomics theory providing an
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analytical framework with theory and institutions which institutions are included as
additional constraint. It is important to note thaiost of the key assumptions of
neoclassical economics are relaxed except the g@®umof atomistic, self-profit

maximising individuals (Mathews, 1986).

According to Williamson, (2000), NIE operates attbmacro and micro levels of society.
The macro level deals with higher levels of analygich as the policy environment that
affects the behaviour and performance of econormiora and in which organisational
forms and transactions are rooted. The micro lawealysis deals with arrangements that
govern transactions and includes market, quasi-ebadnd hierarchical modes of
contracting. Micro level analysis focuses on indual transactions and organisational
forms. At this level, institutions are arrangemedrgsnveen economic agents that govern the
ways in which they can cooperate and/or competev&a 1998; Kherallah & Kirsten,

2001). It is at the micro level that NIE is relevémthe study of organic farming groups.

3.2 Themes in New Institutional Economics

NIE is by definition a multidisciplinary field oftsdy made up of several branches.
Broadly it comprises of new economic history (Nori®90), public choice and political
economy (Buchanan & Tullock, 1962; Olson, 1965;2)98ew social economics (Putman,
1993), transaction cost economics (Coase, 1937);186rth, 1990; 2000; Williamson,
1985; 2000), theory of collective action (Olsong&9Hardin, 1982; Sandler, 1992: 19),
and law and economics (Posner, 1984). The transactist economics branch spans three
sub-branches of economics of information (Akerlid70; Stiglitz, 1985), property rights
(Hart & Moore, 1990), and social capital (Putma®93). The social capital sub-branch is

shared by new social economics. The analytical dnaork availed by transaction costs,
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collective action, free-riding, and contract thesrcan be used to analyse organic farming

institutions and is explored further in subsequaapters.

3.3 Institutions and institutional arrangements defined

The term ‘institution’ has been the most controidrin the realm of NIE. Different
definitions have emerged overtime, each emphasiginitg different aspects of a more
general phenomenon. The characteristics of ingtitstthat vary are the degree to which
they are (a) organisational, (b) formal, (c) crdaea specific time and place for a specific
purpose, (d) embedded in other institutions, (ayarsal in the interests they serve, (f)
creating a public good and (g) technology linke@i§N & Nugent, 1989). Schotter, (1981)
views institutions as regularity in social behavidbat is agreed to by all members of
society, specifies behaviour in specific recurrsiiations, and is either self-policed or

policed by some external authority.

Heiner (1983) adopts a similar ‘social’ definitioas does Uphoff (1986) who sees
institutions as complexes of norms of behaviourt tharsist over time by serving
collectively valued purposes. However, there ateeiodefinitions, which emphasise the
rules aspect of institutions. These include thevwieat institutions are rules that structure
repeated human interaction (North, 1997). The comynagreed ‘economic’ definition of
institutions is that which defines them as a sefoomal rules (laws, contracts, political
systems, organisations, markets, and informal rele®nduct (norms, traditions, customs,
value systems, religions, sociological trends) tfetilitate coordination or govern
relationships between individuals or groups (KHaha& Kirsten, 2001). This is consistent

with Ruttan and Hayami's (1994) earlier definitihat institutions are rules of a society or
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of organisations that facilitate coordination amopgople by helping them form

expectations that each person can reasonably mdlealing with others.

Despite these differences, most definitions appedrave three basic characteristics. The
first characteristic is the ‘rules and constraimature of institutions, which Ostrom (1986)
defined as prescriptions commonly known and usedalset of participants to order
repetitive, interdependent relationships. The sdcolmaracteristic of institutions is the
ability of their ‘rules and constraints’ to govemlations between individuals and groups.
The third characteristic of institutions is theiredictability (applicable in repeated and
future situations). This study treats formal orgations, markets, contracts, cultural rules

and codes of conduct as institutions in the frantkwd NIE.

NIE provides two general approaches for analyzimgfitutions. These are transaction
costs, information costs and contractual choiceone hand, and collective action and
elimination of free-rider problems on the other BNi& Nugent, 1989). The transaction
costs and information costs approach has thredhmrbes. The first sub-theme examines
the role of transaction costs in influencing tramiee decisions. The second sub-theme
uses a property rights approach (Coase, 1960) piaiaxhow technological and other
conditions (including externalities) relate to pedy rights, and the evolution of
institutional mechanisms for internalising benefiisd costs (Nabli & Nugentl989).
Property rights are linked to transaction costsabee secure property rights reduce
transaction costs and therefore improve marketieffcy. The third sub-theme is that of
incomplete information, and asymmetries in inforomtin particular. The three sub-
themes evolved separately but are related as iatiwm problems are a source of

transaction costs (Stiglitz, 1985).
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For example, the problems of moral hazard and adveelection arise in contracts where
asymmetries of information are present. Nabli andydht (1998) argue that information
asymmetry is closely related to opportunistic bétraand transaction costs. Information
asymmetry and information systems impact on thecgire and productivity of principal-
agent relationships. When a principal has inforomato verify agent behavior, the agent is
more likely to behave in the best interests of ph@cipal. The principal can curb free-
riding by investing in information systems to vgribehavior. The economics of
transaction costs and costly information have ashedged the existence of the agency

problem in contractual arrangements (Williamsorg3)9

The other general approach of NIE concerns collecction and the elimination of free-
rider problems in the provision of collective good®llective action may take varied
forms, but its drivers seemingly encounter mordess similar problems that may lead to
dissipation of momentum and eventually its denfisg.example, most communal projects
are organised around conventional cooperatives, opgosed to new generation
cooperatives, and are fraught with free-riding peais, horizon, portfolio, and control and
influence problems. Even though these approaché&bf(transaction costs, information
costs, and contractual choice, on one hand, ardctoe action and elimination of free-
rider problems on the other) have developed seggrahey are in fact related. Firstly,
they are based on similar frameworks and axiomsoi@Hy both are affected by factors
such as risk expectations and commodity pricesrdihithey emphasise the role of
government (Nabli & Nugent, 1989). The followingcgens discuss institutional nature of

organic farming groups in South Africa.
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3.4 Institutional problems confronting organic farming groups

Cooperation between small farmers and the goveenahsupply chains present important
opportunities for contract farming to link smalldefs and agribusiness firms in the high
value organic market chain (Kirsten & SartoriusP20 There are many reasons why
farmers resort to collective action. Among them #re need to reduce risks, increase
market share, increase marketing margins and philftly, create jobs, resist opportunism
and hold up situations, reduce transaction costlssastitute for missing or imperfect

markets (Cook & lliopoulos, 1999).

It is feasible that some of these problems promphed formation of organic farming

groups in KwaZulu-Natal such as the EFO, in accamcdawith guidelines set by the
IFOAM. The formation of organic producer groups \dogreatly reduce the buyer’s
transaction costs who would otherwise have to adbeinsmall contracts to a large group
of farmers. Consequently, collective action (etlyrough traditional farmer cooperatives)
does not have a good record of success owing tequate property rights that entrench
free-rider problems (Knightt al., 2003). A traditional cooperative is one charasediby

the Rochdale principles; for example, net margimtriduted according to patronage,
democratic control (one member one vote), limitethnn on stock, restrictions on the
number of shares owned, open membership, and straed at par-value so members

cannot internalise capital gains (Roy, 1964).

Local organic farming groups have constitutions,iclwhoutline the organisation’s
objectives, general membership rules and the coibigposand roles of the executive
committee and internal approval committee. Thecstine and content of the constitution

depends to a large extent on the organisational tbat the group adopts. Taking EFO as
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an example, its original constitution makes it asl® marketing association of its members

organised along the lines of a conventional manketboperative.

In general, the constitutions of organic farmingugrs do not guard against the problems
common to conventional cooperatives. EFO’s corgiitudoes not explain adequately the
articles of its business, membership applicatiarcedures, responsibilities of its members,
grounds and procedures for a member's expulsionduet of meetings and auditing
requirements. Nor does it adequately define memheting and benefit rights. Given
such ill-defined property rights, it is impossibler members to fully internalise the
benefits of their investments of time and moneynggotiating and complying with
contracts, or in improving services and faciliti@snumber of cooperative theory scholars
have conceded that traditional cooperatives argueld by institutional problems in the
form of free-rider problems, portfolio problems,rizon problems, control problems and
influence problems. These problems emanate frordefined property rights when

designing organisations (Cook & lliopoulos, 1999).

A free-rider problem exists when the gains from pmative action can be accessed by
individuals who did not fully invest in developirige gains, for example, new members
who acquire the same rights as initial investortheut paying the appreciated price for
their shares (Cook & lliopoulos, 1999; Sykuta & ®p@001). This happens because
shares must be traded at par value, and not meaiket. As a result, new members obtain
the same patronage and residual rights as existgngbers and are entitled to the same

payment per unit of patronage without paying fidly these benefits (Knigldt al.,2003).
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The horizon problem occurs when residual claimshennet income generated by an asset
are shorter than the economic life of the undegiasset and are not transferable (Porter &
Scully, 1987). This creates a disincentive to ihwe®pportunities that create growth, such
as research and development. Instead, board memtgersider pressure to increase cash
flow devoted to current payments and equity redemptt the expense of retained
earnings (Cook & lliopoulos, 1999). In the case lofal organic farming groups,
membership rights are not tradable, and so disgeunaembers from investing in long-
term and intangible assets (like a brand name)atéat the organisation to grow. New
members become free-riders as they benefit fromsiments made by founding members

without paying for them.

The portfolio problem can be viewed as another tggacquisition problem (Jensen &
Meckling, 1976). Without transferabilty mechanismeesidual claims cannot be
exchanged to reflect the risk attitudes of any giveember, i.e., members cannot
restructure their investment portfolios to refldwtir own risk preferences i.e. they become
forced-riders (Knightet al., 2003). The control problem relates to the cost theambers
incur in monitoring managers to ensure that thetyiacthe best interest of members
(Staatz, 1987). The control problem also arisesiisx share prices are fixed at par-value
and therefore do not provide members with infororatabout managerial performance.
This is compounded by the fact that organic farngrmups lack management information

systems within their organisation’s managementcaire.

Influence problems are common when decisions atteetdistribution of wealth among
members and members have equal voting rights (&y&@ook, 2001). Egalitarian voting

rights prevent concentration of managerial contrahe hands of those who contribute the
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bulk of the capital. The diffusion of voting poweray result in exploitation of large
lenders and investors by a majority of risk-avarsambers who contribute relatively little
capital. An attempt in the United of States Ameiticaaddress these problems has led to
the rise of New Generation Cooperatives similant@stor-owned firms (Sykuta & Cook,
2001) with well-defined property rights proportidria individual investment. In South
Africa and Western European countries, where sudssittave been withdrawn from
cooperatives, there has been outright conversi@mooperatives to company status (Knight
et al., 2003). All these problems have relevance to ER@s $tudy focuses on those that

lead to free-riding.

3.5 Chapter summary

NIE draws on the strengths of the old institutioaad neo-classical economics in its
attempt to explain the functioning and impact o$titutions. It relaxes most of the
neoclassical economics assumptions except thabafistic self-maximising individuals.
NIE operates at both the macro and micro levele iacro-level analysis deals with
policy issues and their impact on economic actehgreas micro-level analysis deals with
arrangements that govern transactions between egomators such as contracts. NIE has
many themes including transaction costs econommdscallective action and their sub-
branches, which revolve around institutions. NIBvutes two general approaches for
analysing institutions of transaction costs, infation costs, and contractual choice on one
hand, and collective action and elimination of {freker problems on the other. Despite
differences over the meaning of institutions, thisragreement that institutions are rules
and constraints that govern relations between iddals and groups in a predictable

manner. It therefore follows that the NIE conceptuamework is useful for analysing
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organic groups, which are themselves institutiomsceptible to institutional challenges

such as free-riding, horizon, portfolio and infleerproblems.
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CHAPTER 4

COLLECTIVE ACTION THEORY

The adoption of sustainable environmentally frigngroduction methods would help
smallholders to access higher value markets. Howveweall producers must first group
themselves into identifiable structures and apply droup certification. This Chapter
considers the theoretical foundations for collexi@ction by smallholder farmers growing
organic crops in an attempt to counter productiorarketing and transaction costs
constraints prevalent in the organic sector. Lesswa extracted from the general field of
natural resources management that are relevahetsttidy of collective action in organic
groups. To give context to the role of collectivei@n in reducing transaction costs and
information asymmetry problems in the organic sedfeeoretical and empirical TCE is
presented and its link with the organic sector @ixgld. The Chapter then concludes by
comparing benefits and costs experienced by orgamic non-organic farmers. In short,
this Chapter provides a platform for evaluating thestainability of EFO’s collective

marketing efforts in the presence of production,rkang and transaction costs

constraints.

4.1 Improving smallholder access to organic markets

There is a growing interest in developing and dmwed countries to improve the
livelihoods of poor smallholders facing productiand marketing constraints in fresh
produce supply chains (Acquah & Masanzu, 1997).hfelogical advances have long
been mooted as a panacea for problems affectingheraers. Numerous studies have
investigated factors affecting adoption of new angroved technologies, institutions, and

farming systems, including organic agriculture (&uay 1999; Freyeet al.,1994).
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Organic agriculture requires a management systamethhances biodiversity, biological
cycles and soil biological activity with minimal@if off-farm inputs, and which promotes
practices that restore, maintain and improve eccdddparmony (NOSB, 1995). Organic
agriculture represents the most regulated forngatalture as it adheres to legally defined
standards and norms of production, processingJabeling. A shift to organic agriculture
by farmers therefore encompasses ecological, agreneconomic (farm income, markets
and food security), social, and institutional dirsiens (Scialabba, 1999) and requires that
individual farmers participate in collective protioa and marketing activities in one form

or another.

4.2 Collective action theory

Numerous definitions of collective action have egeer over time. Marshall (1988) defines
collective action as action taken by a group, eittiesctly or on its behalf, through an
organisation in pursuit of members’ shared intexelst some studies, collective action is
defined in terms of the effort that must be madeéviry or more individuals to accomplish
an outcome (Sandler, 1992:19). Most definitionseagthat collective action requires
involvement of a group of people with shared indeiea some common action directed
towards achieving the shared interest (Meinzen-tlal., 2001). Additionally, these

definitions implicitly assume that there is somgme of collective decision-making in the

pursuit of members’ shared interests.

However, many studies on collective action haveused on Community-Based Natural
Resource Management, analysing the performanceraipgmanagement institutions
(Lele, 2000). Successful collective action has beiewed as largely dependent on the

perceived success of the collective action itsédihderson, 1995; Lubell, 2002).
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Smallholders in South Africa are not new to collestaction, but collective action in
certified organic groups is a relatively new depeh@nt, dealing with a different set of

rules and niche products in highly specific markatd supply chains.

Recognised as an important component of rural dpweént and local natural resource
management, collective action, remains a difficidsue to measure and analyse
empirically (Meinzen-Dicket al., 2004). Differences exist over appropriate measofes
collective action and underlying success factoras@pta & Serageldin, 2000). Plaste
al. (2002) alludes to the lack of standardised measareindicators for measuring the

existence, viability and effectiveness of colleetaction.

In natural resource management, the major thrust been to understand and solve
problems created by the so called ‘tragedy of thrmaons’. For example, uncontrolled
communal grazing has caused degradation of grdamis in many developing countries
(Grebremedhiret al., 2004). Privatisation, state ownership, and impmsiof use rules by
external forces as alternative governance mechah@rma limited appeal as enforcement
costs could be prohibitively high and users haveerives to shirk (Wade, 1988).
Collective action supported by relevant institusidras a far greater chance of succeeding
in improving natural resource management (Pend@9;1Rasmusen & Meinzen-Dick,

1995).

Not withstanding measurement problems and diffexermver what constitute collective
action success factors, valuable lessons can baced from these natural resources
management studies that have wider applicatiorttterdields of study such as collective

action. For example, successful community resomraeagement has been realised where
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the necessary condition of transferring user ancsaa rights to local communities
through establishment of rules and regulationsearidrcing them was satisfied, and where
rules and regulations were effectively observed rif€u et al., 1994). In organic
agriculture, IFOAM has established rules and rdguia governing certification of
smallholder organic groups and has devolved tlmeplementation to individual groups
through the establishment of an Internal Contrat&y. The Internal Control System is

established, managed, and observed by the grouppensithemselves.

4.3 Collective action in organic groups

When markets fail due to imperfect information amdh transaction costs, horizontal
coordination can promote participation in local kets and competition in wider markets.
One approach taken to improve smallholder acceserganic markets has been the
formation of certified organic groups using IFOAMuidelines and enforced by

certification agencies such as AFRISCO in the aafs&outh Africa. Under the group

certification system, organic farmers can eithewgand market their produce collectively
or produce individually but market collectively. &ither case, group certification requires

that farmers engage in collective action.

It is estimated that in 2001 there were 350 difiérganic groups found in less developed
countries with an estimated 150 000 membershipeapdrting about 70% of the volume
of products imported into Europe (IFOAM, 2003). Thember of organic groups and
smallholders participating in certified organicrfang in South Africa is unclear, but only
a few organic groups are known. These export markatluding local South African
organic market) pay premium prices, which impacsigpeely on the livelihoods of the

farmers concerned. In order to access these maakdtseduce organic certification costs,
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farmers are ordinarily grouped or group themseirsan association or co-operative that
has legal status and apply for a group certificatithe certification of organic groups has
come a long way. According to IFOAM (2003), in thed-eighties, certification was

granted on the basis that a group was organiseihte@mmal support structure was present,

and ade factoinspection was in place.

IFOAM began to regulate this certification proc@ss996. Given the confusion around
certification criteria, differences of what congté an Internal Control System and around
the definition of a smallholders and smallholdemfag group, IFOAM commissioned

workshops in 2001, 2002, and 2003 to reach consemsihese contentious issues. While
the IFOAM guidelines provide common understandihthe issues at stake, it is clear that
farmers must organise themselves and be able twtaimaa robust Internal Control System
as explained in preceding sections. This demanaisttiey engage in collective action
during the formative and group maintenance stages;esses that have the potential to
impose additional costs on the farmers who havadddcto adopt organic farming

systems.

4.4 Determinants of collective action

Literature on collective action has focused maiofy theory identifying and explaining
factors that promote or discourage effective ctilkecaction (Olson, 1965: 166; Ostrom,
1992a; Sandler, 1992:19). Meinzen-Detkal. (2002) contend that emergence of collective
action is a complex phenomenon. However, it is emable that individual behaviour
with respect to collective action is influenceddnsts and benefits of participation (Matta
& Alavalapati, 2006). Consequently, the evaluatidmleterminants of collective action in

general and the role played by production and &e@tien costs constraints will shed more
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light on the collective action challenges faced dmgallholders converting to organic

production system.

There is a broad consensus in contemporary NlElitee that successful collective action
hinges on four classes of determinants: the chematit of the collective action problem;
the attributes of the group (members and non-meshbire attributes of the institutional
arrangements and external influences (Sekher, 2G0dgmset al. (2003) contend that
differences in community members’ knowledge andeusinding of collective action are
due to differing perceptions of the problem andhaf best solution to address it. Heltberg
(2001) attributes such differences to structurdiecences such as age, education, gender,
occupation, values, beliefs, ideas, and econonaitust With regard to the benefits and
costs of participating in a certified organic fangpigroup like EFO, members are expected
to gain from economies of size that accrue to Watimers and service providers (who
avoid coordinating or dealing with a plethora oéliindual clients) in marketing and
training. Importantly, unit certification and momitng costs fall because certification
agencies need only conduct sample inspections rrakfae inspections of all farmers
(Damiani, 2003). To better understand the theaktiaoderpinnings of the production and
transaction costs faced in the organic sector,ief lbpwvaluation of the transaction cost

theory and its application in general and to tigaoic industry specifically is important.

4.5 Transaction cost theory and its application

TCE builds on the original propositions by Coas83(1) that firms and markets are
alternative governance structures that differ ieirthtransaction costs. In order for
economic activities to take place there must beexxrhange of goods or services and

accompanying property rights. These market excleaage not without costs. Transaction
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costs are simply the cost of carrying out a tranefegoods between technically separate
phases of production or distribution, or simply st of carrying out an exchange of
goods and services. The presence of transactiois eoseflected by the difference or
discrepancy between buying and selling prices (Bevty et al., 1991). If sellers
experience low prices they are discouraged fronplgum, and when buyers experience

high prices they are discouraged from buying, thyeausing market failure.

According to Coase (1937) and Ketal. (2000), transaction costs consistexfanteand
ex-postcosts.Ex-antecosts are largelfixed costs including the expense of searching for
trading partners, specifying the product to be ddadnegotiating price and contractual
terms, monitoring the compliance of contractualtpenrs, enforcing the contract, and
collecting damages when partners fail to obsere# ttontractual obligations (Eggertson,
1990: 15; Hobbs, 1997). Jaffee and Morton (199tified legal, extra legal and physical
constraints on the movement and transfer of goimdfyding handling costs, inspection
costs, storage costs, and transport costs as sonfrt@nsaction costEx-posttransaction
costs are mainlyariable costs incurred after the contract has been signedpefore the
entire contract is completed. These include riskslate delivery, non-delivery and

nonpayment, and the costs of monitoring qualitysgoa & Wadeson, 1998).

There are two approaches to the study of transactsts (Hirsket al., 1996). The first
approach involves taking the transaction costsxpmpatory factors for certain behaviour
(Williamson, 2000), whereas the second approacWsvigansaction costs as a response
variable affected by a range of factors (North,@9%ince transaction costs are sometimes
unobservable, a good number of authors have usatehold characteristics to

approximate transaction costs because market daruhousehold specific (De Janway
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al., 1991; Goetz, 1992) as well as commodity specielgado, 1999; Grosh, 1994).
Several studies have investigated the role of &@men costs in agricultural output and
input markets. Goetz (1992) and Ketal. (2000), have showed the effect of transaction
costs on output markets. Goetz (1992) studied hmlddood marketing behaviour using
proxy variables for transaction costs such as oamership, distance to market and
regional dummy variables. The study found thatdsediccess to information significantly
raised probabilities of market participation. Iro#rer study, Kewt al., (2000) found that
participation in maize markets was affected by oteéd and variable transaction costs.

Variable transaction costs were more significargaling rather than buying decisions.

Hobbs (1997) studied the importance of transactosts in the choice of marketing
channels for cattle. The study revealed that somaesaction costs such as grade
uncertainty, risk of not selling and time spentthé¢ auction floors were significant
variables affecting the choice of either live-riagction or direct-to-packer sales. In an
earlier study, Hobbs (1996) investigated the effetcttransaction costs on the supply
channel chosen by United Kingdom beef processans. fSund that choice of supply
channel was influenced by traceability of cattlelbdo the farm, the extent of cattle
handling from farm to abattoir, payment on deadgheicarcass grade, and length of
relationship with a regular supplier. In their sguaf costs of contract enforcement in hog
markets, Beckmann and Boger (2003) found ‘valugeddtionship’ to be a significant
determinant of the level of losses a farmer isimgllto accept before enforcing a contract

through the courts.

A limited number of studies have examined the afléransaction costs in South Africa.

Fenwick (1998) assessed the importance of tramsactsts as determinants of credit use
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by small farm households KwaZulu-Natal. Using awlex of variables for gender,
education, length of residency, presence of mignaomkers, ownership of car and a district
dummy, high transaction costs were identified ashimting access to credit markets.
Matungul (2001) later explored linkages betweemdaation cost factors and marketing
activities in two districts of the same provinceakfiura (2001) investigated the effect of
transaction costs on household decisions to paatei in agricultural markets in the
Northern Province. Karaan (1999) described thestetion costs associated with mussel
mariculture in Saldhana Bay. The study identifiggiaultural franchising as the most

effective form of vertical coordination that miniseid transaction costs.

4.6 Transaction cost theory and the organic sector

There is not much literature dealing with the agadion of transaction cost economics to
organic farming (Maclnnis, 2004). Transaction cadtselling in organic markets may be
relatively high because organic markets are thingd arecessary institutions and
infrastructure are not yet fully developed, everd@veloped countries (Maclinnis, 2004).
Maclinnis (2004) applied the transaction cost apgmoim analysing choice of organic
marketing channels by farmers in the United StafeAmerica. The study found strong
empirical evidence that existing organic retail avitblesale markets impose considerable
barriers to entry for individual organic farmeragdahat the effects of transaction costs are
asymmetrical between farmers who transitioned fcomventional farming and those who

did not with the later facing higher transactiostso

For smallholders that traditionally use few inoriganputs in production, decisions to join
and to continue participating in a certified orgamstitutions or groups are influenced

primarily by economic and institutional factors.eTharadox facing smallholders is that
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they face both production and marketing constraiotdéed in ill-defined property rights
and high transaction costs (Lyne, 1996). North (18P defines institutions as human
devised constraints that shape human interactiotisibimately affect the performance of
an economy through their effects on exchange andygtion costs. In the context of
organic groups, institutions that effectively reduproduction and transaction costs
constraints are more likely to endure. Adopting tNer (1990) broad definition of total
production costs as made up of transformation dgstss of operating inputs; land, labour
and capital) and transaction costs (costs of dejinprotecting and enforcing property
rights), participation in an organic group impossgjoing costs, including opportunity
costs and risk, on members. Some of the more peevassts of collective action include
time spent at meetings, negotiating and complyiitg mles, and providing information to

the organisation (Doner & Schneider, 2000).

A model of transaction costs typically faced byamig farmers, farmers in transition, and
conventional farmers is presented in Figure 2.luddbold characteristics and incentives
created by organic farming groups may cause tréingacosts to differ across farming
households (Adhikari & Lovett, 2006). In additiom ¢eneral transaction costs faced by
smallholders under conventional farming systemguifé 2.1 illustrates that farmers who
convert from conventional to organic practices mgsintend with fixed costs of
certification and compliance, establishing new markhannels, maintaining product
identity, learning about organic farming, and tippartunity cost of abandoning crops that
have no organic markets to avoid complications entification (Promar International,

1999).
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Figure 4.1: Benefits and production/transaction cads for a representative farm

Source:Promar International, 1999

Productivity levels may decline and existing capit@rovements may have little impact
on organic output due to rotational constraints)dhaveeding, and cover crops that are
labour intensive (Damiani, 2003). Together, thaselpction and transaction costs act as a
disincentive for conventional farmers to adopt oigasystems, and - considering the
repetitive nature of significant costs such as dampe and certification costs - for

adopters to continue with these systems.

On the one hand, smallholders face high fixed pctidn and transactions costs relative to
income when accessing markets individually owinghtr small surpluses. It follows that
small farmers incur high unit transport, informatiand monitoring costs. On the other
hand, collective action to dilute these fixed prctthn and transaction costs introduces
other costs and is often hampered by problems ascfiee-riding when farmer groups

organise along the lines of conventional coopeeativDespite powerful conceptual
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insights shed by collective action and transactiost theories, application of both theories
remains limited. This study draws on both theote@snalyse the role played by EFO in
addressing production and marketing constraintsgpexd by members and non-members.
Failure to perceive changes in perceived costs mamkefits has collapsed attempts to
promote collective action, particularly in poor cmemities where the costs and benefits

tend to be significant (Agrawal & Gibson, 1999).

4.7 Chapter summary

Renewed interest in developmental problems assuocatth smallholders has focused
attention on opportunities presented by organidcaltjure. A shift to organic agriculture

encompasses institutional, ecological, economid agronomic dimensions and more
importantly requires that farmers engage in callectaction through formation of

smallholder organic groups. Collective action regglinvolvement of a group of people in
some common action directed towards achieving aedhmterest. Many of the lessons
around collective action can be extracted from isidhvestigating the management of

common pool resources.

Collective action remains a difficult issue to maa@sand analyse empirically. There are no
standardised measures or indicators for measunm@xistence, viability and effectiveness
of collective action. There is broad consensus ti@atsuccess of collective action depends
on the nature of the collective action problem,ugrattributes, institutional arrangements
in place and external influences. The number ofaoig farming groups has been

increasing and IFOAM has played a central roleaming up with criteria to guide group

certification. Once a group is formed members entmuadditional transaction costs in an

attempt to comply with organic certification stardka Some of the more pervasive costs
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of collective action include time spent at meetjngegotiating and complying with rules,
and providing information to the organisation. dllective action does not yield sufficient

benefits to cover for added costs, sustainabilitye organic group is in serious doubit.
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CHAPTER 5

FREE-RIDING THEORY

This Chapter provides an over view of free-ridesljems associated with collective action
in organic groups. As explained in Chapter 4, cbiNe action, apart from introducing

additional costs, is susceptible to institutionablgems such as free-riding, a common
phenomenon in the production and distribution diective goods, which can contribute to
the demise of collective action effort. Free-ridingn institutional problem that is difficult

to measure and understand and its impact on colteection remains largely unknown.

Equally important is the need to identify approf@iastitutional measures to counter it.
This Chapter outlines the theory underpinning fidexg behaviour in groups and

highlights progress made in analysing it empiricallhe major determinants of internal
group free-riding are then explored in greater itetaefore putting forward

recommendations to mitigate it.

51 Problems associated with collective action in organ groups

The issue of smallholders’ exclusion from supplgiob due to high transaction costs was
also noted by Simmons (2002). In many cases, @rtmordination must be preceded by
horizontal coordination between smallholders sa #uents who sell farm inputs or who
buy farm products are not faced with a multitudesimiall transactions. Poulton and Lyne
(forthcoming) argue that horizontal coordinatiomcange from informal agreements
between farmers to coordinate purchases and $algspups that are formally constituted
to facilitate collective action (like farmers’ assations and organisations), and ultimately

to groups that elect or hire managers (like farmeooperatives and investor-owned
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firms). The latter represent horizontal integrat@as opposed to horizontal coordination

where collective action still involves some degoéshared decision-making.

While horizontal coordination and integration caauce transaction costs and improve
smallholder access to more reliable markets, garsgngements can introduce costs and
institutional problems that discourage smallhol@articipation and investment such as
free-riding. Gadzikweet al. (2006a) examines costs and other determinantsrmfnued
participation in EFO and identify free-riding as potential threat to the group’s
performance. Ostrom (1992b) and Gripseaidal. (2000) view free-riding as one of three
types of opportunistic behaviour, in addition tatreeeking and corruption, found in many
smallholder group institutions. Cook and llliopol(999; 2002) and Sykuta and Cook
(2001) highlight the adverse effects of free-riding the performance of traditional
marketing cooperatives and attribute the problemi-tiefined property rights within these

organisations.

EFQO’s constitution entrenches several principlest tinderpin traditional cooperatives,
such as net margins distributed according to pagendemocratic control (one member
one vote) and open membership. Membership compoisgsly organic certified farmers
who founded the organisation, and partially cextifmembers who joined later and who
are transitioning to fully certified status. Unlike cooperative, EFO has no equity
ownership scheme and, therefore, does not offeesha return for capital invested by its
members. The arguments presented by Cook anddllisp(2002) seem to suggest that
EFO is likely to suffer from collective action, &eider and contractual problems linked to
marketing of its produce because the gains fronpediive action can be accessed by

individuals who did not fully invest in creatingetm.
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5.2 Free-riding theory and organic farming groups

The free-rider problem is highly pervasive and oftecurs in situations where collective
action is required (Esteban & Ray, 2001). Freersidevoid the full cost of benefits they
receive from collective action. Perceptions of {riekng therefore tend to undermine
group formation and the productivity of individugdoup members (Kidwell & Bennett,
1993). Free-riding can be distinguished as extefresd-riding and internal free-riding.
External free-riding occurs when non-members ob@anisation cannot be excluded from
accessing group membership benefits. Internalrickeg occurs when members abscond
from fulfilling membership obligations, but at tteame time access full membership
benefits. The theory of free-riding is therefordevant to problems of the commons
(Edney, 1980), social traps (Platt, 1973) and $ademmas (Orbell & Dawes, 1981) and

his implications for smallholder organic group fations.

Economists usually assume that individuals arerentiéy selfish and are therefore likely
to adopt free-riding as a dominant strategy in phevision of public goods (Ledyard,
1995). Unlike private goods, public goods are ctimrésed by non-excludability and low
rivalry. Between the two extremes of public andraté goods are toll goods (low rivalry,
high excludability) and common pool resources (lexcludability and high rivalry).
Groups of organic certified smallholders are oftesre concerned with these intermediate
goods than with the provision of public goods. Samhdhe services managed by EFO
constitute intermediate goods (e.g. storage anaspiat) while others resemble public
goods (e.g. product inspection and market accEssg-rider problems are relevant in both
instances and could harm EFQO’s ability to providembers with access to a reliable niche

market.
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The majority of empirical studies of free-riding Haviour have been predominantly
experimental in nature, intent on identifying tineidence of free-riding while controlling

for social and cultural factors (Andreoni, 199508, 2001). Some empirical studies have
analysed the impact of group size on free-ridingel world contexts, sometimes ignoring
other important variables such as group heteroge(aidu, 2005). Chong (2001) noted
that the incentive to free-ride is influenced byiseeconomic variables and is strongly

linked to the nature of the public good.

Organising collective action incurs costs. Ratioindividuals, acting selfishly, would be
unwilling to bear these costs personally if theddis accrue to free-riders. The influence
of group size on free-riding once a group has deemed is a function of noticeability,
perceptibility and individual share in the benefitlscollective action (Albanese & Van
Fleet, 1985). Small group sizes increase the raltitiey of free-riders, and members tend
to perceive that their contributions will make dfetience, inducing contributions from
others. In large groups, noticeability of membemntdbutions diminishes and group
administrators tend to have less information abeath member to verify individual
behaviour (Rokkan & Buvik, 2003). Growth in theesiaf the group is therefore expected
to increase the cost of monitoring and enforcingmimers’ contributions, while

simultaneously diluting their individual benefits.

In short, members of large collective action grobpse greater opportunity to free-ride
and less incentive not to free-ride than do membérmaller groups. Olson (1965: 48)
contends that the dominant strategy in large graupe to free-ride in the absence of
coercion or selective (e.g. proportional) benefitgt argues that some members may be

willing to pay all of the costs themselves if th&and to capture a significant share of the
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benefits. Although EFO’s constitution does not padevfor proportional benefits, it is

possible that a skewed distribution of incentivesyralleviate some of the adverse effects
that a rapidly growing membership is expected teehan its performance. Larger farmers
may tolerate some free-riding by smaller farmershay stand to benefit more from the

niche market.

5.3 Empirical free-riding evidence

Most empirical studies of free-riding behaviour dafocused on Olson’s (1965:34)
proposition that an increase in group size encasgége-riding (Sweeney, 1974; Marwell
& Ames, 1979; Tillock & Morrison, 1979; Isaac & Walr, 1988; Alfano & Marwell,
1980; Murry & Heide, 1998; Rokkan & Buvik, 2003)h& majority of these studies found
that group size is positively associated with freiag tendencies (Sweeney, 1974; Alfano
& Marwell, 1980; Isaac & Walker, 1988). Howeverhets (Marwell & Ames, 1979;
Tillock & Morrison, 1979) did not — possibly becaugroup size effects may be offset by
common goals, a skewed distribution of potentiakdfies and coercion or institutional
arrangements that provide for proportional incesgivFor example, the group may
organise along the lines of an investor-owned fifi@F) where shareholders earn

dividends and capital gains in direct proportiotheir equity contributions (shares).

Free-riding theory also deals with coercion anceimives, particularly in large groups, to
assure provision of shared goods. Coercion mawdecpolicies and procedures, controls,
management directives and threats of expulsionci&pmcentives could include shares,
personal recognition and bonuses that improve ptiopality between individual costs

and benefits. A group member’s decision to freesridccording to Stroebe and Frey

(1982), is influenced by the net benefit of conitibg to a group’s activities versus the net
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benefit of free-riding, which depends upon the pilulity of detection and penalties
attached to free-riding (Fjeldstad, 2004). Fre@gdwould be less likely with increased
chances of detection and severe penalties. EFOrademnforce a penalty system. For the
purpose of this study, individual net benefits approximated as the difference between
average rankings assigned by members to the bemeaiftt costs of participating in EFO.
These rankings reflect member perceptions and fireréendicate the relative importance
of individual net benefits. For example, a membéhwigh off-farm income might claim
lower benefits and higher costs of participatinde FO than would a member who depends
heavily on farm income - even if they derive thmeabsolute net benefit. To some extent,
this captures both interest and wealth heterogengithin the group — factors that
influenced cooperation between members of forastey groups studied by Naidu (2005)

in India.

Trust is the level of mutual confidence that gramgmbers are dependable and competent
(McAllister, 1995), act with integrity (Robinson996), and will care for other members’
interests (Mischel1973) and not put each other at risk (Jarvergiaal., 2004). Higher
levels of trust reduce transaction costs (such ha&s dosts of negotiating rules, and
monitoring and enforcing compliance) and therefstiengthen incentives to cooperate.
Alesina and La Ferrara (2000) contend that indi@ldand socio-economic characteristics
(such as education, income, and past experiencfsgnce how much people trust each
other. Dirks (1999) argues that less free-ridingxgected where group members trust each
other and any external parties central to the salwf the group because it reduces

transaction costs and raises individual benefitsodiéctive action.
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Clark and Sefton (2001) argue that trust reinfonezsprocity attitudes that reduce free-
riding. It therefore follows that higher degrees tofist are associated with greater
cooperation (Putman, 1993). This makes trust amorapt determinant of free-riding
behaviour. While acknowledging the importance afstrwithin a group, this study
measures trust in terms of members’ perceptionthefintegrity of the pack house that
buys EFQO’s organic produce. Following Dirk’s (19@8gument, trust in an external party
reduces transaction costs and therefore discouragesiding by raising the individual

benefits of collective action.

Boyd (1996) emphasises the role played by inforomatFree-riding behaviour is closely
linked to problems of moral hazard and adversectele that arise in contracts where
asymmetries of information are present. Nabli andgént (1989:1337) argue that
information asymmetry invites opportunistic behawvjoraising transaction costs and
encouraging free-riding. For example, grading pdoces agreed upon by EFO and the
pack house are flawed because produce cannot detta its point of origin (produce is
pooled before it is graded by the pack house). paek house cited costs and time
constraints as the major reasons for not inspe@nygrading individual produce before
bulking. Members who are aware of this flaw migktilaserately channel inferior produce
through the pack house and so free-ride on (ledlsim@med) members who supply high

guality produce.

The influence of household and context variableshousehold economic outcomes has
been widely explored in the literature (Ehrenberdgs&ith, 2000). These variables may
indirectly measure constructs such as trust, tissacosts and a member’s ability to

participate fully in an organisation. Household g®tsonal characteristics identified as
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significant determinants of free-riding tendencieslude age, gender, family size, and
education (Putman, 1993; Wagner lll, 1995; Cadsbywa&ynes, 1998; Chong, 2001).
Wagner Il (1995) found race and age to be sigaificdeterminants of cooperation in his
study of cooperation among students at MichigaeStimiversity. Chong (2001) found
age, education of household head, and length aiced®n to be negatively associated
with free-riding amongst households in the provisaf water services in Nicaragua and

Guatemala.

Putman (1993) argued that people who have intetamter long periods develop increased
cooperation, which may result in reduced free-gdiAlthough fully certified members of
EFO had cooperated for more than four years, rafens about new entrants (partially
certified members) free-riding on the effort andpital that they had invested in
establishing the organisation and its servicestteasily offset any gains from cooperating
over a long period. Orbell and Dawes (1981) evaldahe effect of free-riding perceptions
on group performance in an experimental study andd that members averse to carrying
free-riders eventually reduced their effort, a plraenon known as the ‘sucker effect’
(Kerr, 1983). The preceding discussion demonsttaegmportant link between collection
action and free-ridding, not to mention the neadafdetter understanding in an attempt to

build resilient organic groups.

5.4 Chapter summary

Coordinated purchases and sales reduce the trammsaosts for the buyer and groups that
are formally constituted to facilitate collectivetian such as farmer associations and
cooperatives introduce additional costs and argueld by institutional problems that

discourage participation and investment such as-ricing. Free-riding, the tendency to
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enjoy benefits without paying fully for their creat, can have adverse effects on the
performance of smallholder organic groups and isidbin organisations with ill-defined
property rights. Many studies have identified a bemof factors that may contribute to
free-riding tendencies. These include informatisynametry in contractual arrangements,
lower degrees of trust, low net benefits of papiating, context and household variables,
and increasing group size. Existence of free-riding group settings may create
sustainability problems and eventually lead to deenise of collective efforts due to the

‘sucker effect’.
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CHAPTER 6

CONTRACT THEORY

From a NIE perspective, contracts are viewed azm@ance mechanisms designed to
minimise transaction costs. Contract farming ismad as one form of governance in the
vertical coordination continuum, lying somewhereiwsen the spot market and full

vertical integration. There are opposing argumetwsicerning the effectiveness of
contracts in linking farmers to high value orgammarkets. The success of contracts
depends to a large extent on the context and apatepess of contractual arrangements
adopted. Farmers collectively working together havegreater chance of clinching

contractual deals.

However, improper contractual arrangements may rdocage existing free-riding
tendencies or even encourage them where they dexigit Contract design and structure
is therefore important in understanding the fumdtig of organic groups. This Chapter
conceptualises arguments around vertical coordinaith supply chain relationships by
exploring theoretical and empirical issues aroumati@cts and contractual arrangements in
smallholder organic farming systems. It comparesotétical insights shed by the
transaction costs and incomplete contract analyiaeneworks, reviews empirical studies
dwelling on contract design and structure, and destnates their relevance to the study of

organic farming groups.

6.1 Contractual arrangements in supply chain relationsips

Food and agricultural markets tend to be charasdrby different forms of coordination

including vertical integration and alliances aldhg agricultural supply chain. At the same
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time, increased consumer demands for food safefyesh produce markets have led to
concerns about the ability of small farmers and lkragribusinesses in developing
countries to comply with stringent food safety riegnents (Kirsten & Sartorius, 2002).
Interestingly, opportunities for these smallholdéesin product differentiation, organic
products, and exploitation of other high value eigharkets. Contract farming and its
variants (e.g. grower schemes, nucleus or coreteestedels, satellite farming) are
considered a means to integrate small farmers higb value niche markets through
provision of technology, ready markets for inputsd aproducts, and stable prices
(Weatherspooret al., 2001) despite criticism that it is another form e{ploitation
(Glover, 1987). The emergence of contract farmimgorg smallholders has been
motivated by the need to address market failureec@sted with spot markets including
poor or imperfect credit and insurance markets tafamarket information, lack of access

to production inputs and poorly developed produatkats (Key & Rusten, 1999).

Williamson and Scott (1999) identified three classé contracts that have relevance in
determining coordination performance. These arss@dal, neoclassical and relational
contracts. NIE provides a theoretical frameworétthelps to explain the existence of
contract farming, as many problems associated inigherfect and missing markets are
caused by asymmetric information and other factbas raise transaction costs (Minot,

1999; Grosh, 1994; Key & Rusten, 1999).

6.2 Theories of contractual relationships
6.2.1 Definition and role of contracts

Bogetoft and Olesen (2002) identify the role of tcacts as coordinating a business

relationship, motivating compliant behaviour, entiag performance of contractual
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parties, and minimising transactions costs. Evaagdaction has three basic elements: the
allocation of value, the allocation of risk and Hilcation of decision rights. A contract is
viewed as an institutional construct outlining thmitually agreed rules of how these
fundamental elements will be addressed. From d gadpoint, a contract is a legally
enforceable promise. Any contract, whether written verbal, should specify the
responsibilities and obligations of the contractpayties, enforcement procedures and
remedial measures in case of a breach. Howeven, #o economic perspective, contracts
are viewed as governance mechanisms, outliningctegand agreed upon allocations of
value, risk and decision rights associated withdaations, and are necessarily incomplete
(Sykuta & Parcel, 2002). Contractual arrangemeaitsronly observed in organic farming
groups regulate transactions between the certgredip and outside buyers such as pack
houses and retailers. This is to synchronise prtamluand processing of highly perishable

organic produce.

Contracts between producers and buyers differ @i tbbjectives (Eaton & Shepherd,
2001) and structure depending on the nature ofnisghons, levels of risk involved,
bargaining power and production patterns (Sporleii®92). The contract could specify
the price (fixed or differential), quantity, proas of inputs and credit, production
conditions, delivery mechanisms, and grading resoénts (Rusten & Key, 1996).
Different types of contracts, ranging from markgteontracts to contracts specifying some
measure of buyer control over production, repreddfdrent levels of market coordination

(Wolz & Kirsch, 1999).

Numerous studies have explored and documentedxerience of successful contract

farming outside South Africa (Glover & Kusterer,909 Tiffen, 1995). Mbongwat al.
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(1996), Karaan (1999), van Rooyen (1999), and #Hasget al. (2003), amongst others,
have documented some South African contracting rexpees. These studies, though not
exhaustive, have noted numerous advantages acdaigignall contract farmers, such as
skills transfer, guaranteed prices and improvedesgcto inputs, services, credit,
technology and reliable markets (Glover & Kusted&90; Eaton & Sheperd, 2001). The
disadvantages farmers may encounter include inedeask, inappropriate technology,
manipulation of quotas and quality, corruption, dwation by monopolies, indebtedness
and over-reliance on loan advances (Runsten, IBfi2n, 1995; Runsten & Keyl996).
Where contracts exist, they encounter problems aftract enforcement, high unit
transaction costs, high demands for consistentguags and ethics encouraging non-
compliance, high rates of product rejection by rmediaries, and weak bargaining power
of farmers. For example, EFO frequently conteshhmtes of product rejection reported
by the buyer (Gadzikwat al., 2006b). Such problems may lead to the exclusion of
smallholders from contractual relationships (Kirst& Sartorius, 2002) or to the collapse
of contract farming. Local organic farming groupgls as Vukuzakhe and Makhuluseni,

both in KwaZulu-Natal, failed in their embryoniages.

Some studies of vertical coordination in agricuidtunave investigated the impact of
contracts on industry structure, particularly theg land poultry industries (Lawrencet,

al., 1997; Harl, 1990, 2000). Goodhue (2000) contehds einderstanding of contractual
issues outside the poultry industry is generaltyited, while Sykuta and Parcel (2002)
generalise this claim to contract structure its&lbuth Africa has produced very little
research on contract design, or on contract farnointside the sugarcane and timber
industries. Organic farming has been gathering nmbame in southern Africa over the last

decade with South Africa having a robust, but immatorganic market in which price
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premiums are rare. The South African market is suep by supplies from 45000 hectares
of organically certified land made up of 250 comamdrfarms (Yussefi, 2006). Proponents
of contract farming assert that smallholders whonoa finance fertilisers and chemicals,
and who are organic farmers by default, encount@inmm conversion costs to high

value organic farmingParrottet al.,2006)

6.3 Contract analytical frameworks

Contractual relationships are analysed differebtlyincomplete Contract Theory (ICT)
and Transaction Cost Economics (TCE), even thougth theories emphasise contract
incompleteness. Several propositions to explairetigtence of incomplete contracts were
explored by Maskin and Tirole (1999). These includgical limitations that make
contracts unclear; bounded rationality that cawssmomic agents to overlook relevant
variables for contract realisation; trade-off bed¢wehe gain of a new provision and its cost
when negotiating a contract; the inability of cating parties to assign probabilities to
many contingencies; and finally, the existence mibrimation asymmetries between
contracting parties (Crocker & Reynolds, 1993; &hal998). However, Saussier (2000a)
noted that contract incompleteness is not a prolpense as it does not always involve
economic inefficiency, but becomes one as soonuasigent (value conditional on the
continuation of a relationship) is created. Cortngcparties, therefore, have no assurance
that the quasi-rent they create will not be appgated through opportunistic behaviour

when contracts are incomplete.

ICT disregards the concept of bounded rationality iis analysis of contractual
relationships. Economic agents are assumed ablerésee all contingencies that affect

contracts but are unable to make clear and enfoleeantracts owing to non-verifiability
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of relevant variables, thereby making informatiorsyrametries the source of
incompleteness (Hart, 1995). ICT formalises thedhgd problem emphasised in TCE by
suggesting that the party who owns specific assetghe right to decidex-postsituations
left out of a contract. This induces-anteinvestment level inefficiencies as the party that
controls residual claims may appropriate all pesisurpluses (Hart & Moore, 1999). The
crucial problem explored by this ICT's analyticalafework is the choice of the
property/contract structure that would minimese-anteinvestment inefficiency (Saussier,

2000b).

By contrast, TCE theory proposes that contract nmueteness is a result of bounded
rationality. Given that a party to a contract masglyr on incompleteness to act
opportunistically, contractual relationships areréfiore an embodiment of cost minimising
considerations; i.e. the trade-off between the niedsk insured by a contract, especially in
case of specific investments, and willingness tapadhe transaction to unplanned
circumstances (Williamson, 2000). The contractiesved not only as an incentive tool to
minimiseex-anteinvestment inefficiencies, but also to facilitabe postadaptation in order
to avoid quasi-rent dissipation through inefficiea-postbargaining (Saussier, 2000b).
Specific investments are made by members of organraing groups in that they adopt
unique technology to capture the organic value mfdpce and are unable to secure
comparable value in alternative markets. Internmggasuch as the pack house that buys
from EFO also have to invest in specific technol@nd brands that have little value

outside organics.

Since it is not feasible to construct a watertigbhtract that specifies all responsibilities

and rights, and which accounts for all contingesictbere are bound to be loopholes that
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one contractual party may exploit to the detrimefnthe other. These loopholes are often
present as ambiguities in language or new situsitiart covered in the contract. Costly or
imperfect monitoring and enforcement of contracin creates an incentive to shirk on
contractual obligations. An efficient contract nmmsesex-antecosts of contract design

and negotiation as well @-postcosts of opportunism (Crocker & Reynolds, 1993).

The preceding discussion emphasises that, dedpéerdtical expositions of perfect

contract models, in reality contract design andctire is fraught with problems as argued
by Fraser (2005). These include forcing disadvasgagn the other party (hold-up) in the
formative stages of the contract; one party beietjeb informed about non-verifiable

characteristics of the product being exchangedegi@dvselection); and one party having
imperfect information concerning actions of the estlduring contract implementation

(moral hazard). This implies that contract desigrd amplementation must generate
incentives that outweigh these problems. The lawel nature of incentives embodied in a
contract mirrors the risk that each party is prefddo endure. A typical contract between a
group of organic farmers and their buyer shouldafoze cover the following aspects as

postulated by Eaton and Sheperd (2001).

6.3.1 Legal framework

Legal framework refers to the law of contract ipaaticular country, as well as the manner
in which the law is generally used and practisedcohtract should be cognisant of
prevailing societal attitudes towards contracts tuedr validity in the presence of political,
climatic or personnel changes. Common practicesildhdictate how detailed contracts
ought to be; bearing in mind that a buyer is umjikeo take legal action against

smallholders and vice versa as the cost of litagathay well exceed the benefits realised.
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However, the need for a contract remains criticatiportant as it spells out clearly the

expected relationship between parties.

6.3.2 Contract formula

The formula refers to the circumstances under whictontract operates. Contracts are
usually designed for a specific context defined psevailing market, resource,
management and property right arrangements. Inrgkrtee contract formula identifies
managerial responsibilities, pricing structures angironmental and technical conditions

that constrain production and marketing.

6.3.3 Contract format

The format refers to the manner in which a contragiresented. For example, contracts
may be formal agreements, simple registrationseobal agreements. Formal agreements
are detailed, legally endorsed contracts that §pediligations in explicit form. They are
suitable for large and long-term investments andases where land tenure is insecure.
Simple registration often characterises centralisedlels where members of a group are
required to complete a registration form that bitlism to a collective contract (Watts,
1994). Contracts based on verbal agreements acemaf and permit conflicting
interpretations of responsibilities and specificasi in the absence of clear explanations
from management to farmers (Eaton & Sheperd, 2BHser, 2005). Verbal contracts are
common in marketing agreements between growergesckssors of fresh produce and

typically range in duration from six months to awe
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6.3.4 Contract specification

Specifications govern the implementation of a cacttrMost contracts specify some or all
of the following aspects of an agreement: contdacttion, quality standards, production
guotas, cultivation practices, delivery arrangemsenmrices, payment procedures and
insurance requirements. Specifications are infladray the nature of the product, supply
reliability, asset specificity, cash flows and qtaincentives (Eaton & Sheperd, 2001,

Huethet al., 1999).

6.4 Empirical analysis of contracts in agriculture
6.4.1 Contract farming in practice

In practice, different farming systems and insiitaél arrangements give rise to different
contract farming models. The models can be categras centralised, nucleus estate,
multipartite, informal, and intermediary. The apprate model depends on the product,
objectives and resources of the sponsor or buyer eaperience of the farmers (Eaton &

Sheperd, 2001).

The informal contract model is relevant to the gtofl EFO. Informal contracts are best
suited to farmers who negotiate simple seasonafracts to sell crops such as fresh
vegetables that require minimum processing (Verereet al., 2006). The buyer or
sponsor’s involvement is normally limited to theoyision of key inputs and advice on
grading and quality control. The buyer, after pasihg the crop, grades and packages it
for resale. Examples of informal models include glowernment supported production of
gherkins in Sri Lanka (Dunham, 1995), productioregport bananas, squash and papaya

in the South Pacific, and production of chrysanthers and fresh vegetables in Thailand -
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all under verbal contracts (Eaton & Sheperd, 2000)e success of such informal
contractual arrangements hinges on the availalofitgupport services. This is particularly
critical in Africa where input supply chains weakenfollowing market liberalisation

(Shepherd & Farolfi, 1999).

The role of contracts in promoting better industoprdination, improving efficiency and

reducing risks associated with agriculture canmetoer-emphasised (Koehler, 1999).
Experience gained in the hog industry suggeststhieaperformance of contract farming in
the organic industry depends heavily on the lergtbontracts, right of first refusal on

surplus production, financial monitoring and distlee requirements, and methods of
determining prices (Koehler, 1999). Dulee al. (2006) also raised concerns about low
levels of trust and commitment hampering hybridrferof smallholder coordination where
verbal agreements are in place. As a result, coth performance is undermined by

tensions, quality and quantity problems, and weakmntives to comply.

6.4.2 Previous studies of contractual arrangements

Ackerberg and Botticini (2002) showed that most eitgd applications of contract theory
in agriculture regressed contract choice on obsepréncipal and agent characteristics.
From a TCE perspective, the main objective of sy Allen (1985), Eswaran and
Kotwal (1985), Hayami and Otsuka (1993), LuporimdaParigi (1996) and Lanjouw
(1999) was to identify important determinants oficg#nt contractual arrangements.
Applications of risk-sharing and transaction cosdels in agriculture offer little evidence
that risk sharing is an important determinant oftcact choice, which Ackerberg and

Botticini (2002) attribute to endogenous matchi@n the other hand, moral hazard,
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capital constraints, and multitasking have beemtifled as important determinants of

contractual arrangements (Allen & Lueck, 1992; baff& Matoussi, 1995).

Allen and Lueck (1992) examined the use of writtemsus oral leases for farmland.
Formal, written contracts prevailed for land reqgrinvestment in, and maintenance of,
irrigation systems. Informal, oral contracts wewenenon where family ties were strong
and where there was a history of ongoing relatidmansaction cost studies of contract
duration have been conducted largely outside atmieu Typical examples include

Joskow’s (1987) study of 300 contracts between coales and coal-fired electricity

generators, Crocker and Masten’'s (1988) study & Bdtural gas contracts (which
examined the impact of costs and benefits of catitig on the duration of contractual

agreements) and Saussier’s (1999) study of caapatation contracts in France.

Contract theory provides no unified structure fpedfying and testing design hypotheses
(Masten & Saussier, 2000) and contract design savidely in practice. Major challenges
in analysing contract provisions emanate from thécrete and continuous forms. Prices
(Joskow, 1988), royalty rates and franchise feeerd®vitz, 1999), and take-or-pay
provisions (Masten & Crocker, 1985) tend to be cwuus variables, whereas price

adjustment methods are usually discrete (CrockBRe&nolds, 1993).

Provisions that have dominated empirical studiesarftract design include incentives,
prices, and price adjustment methods. Transactishstudies of incentive provisions have
asked whether contracts align the interests ofraotihg parties and promote efficient
adjustment in the face of uncertainty. Mulherin§@pin his study of ‘take gas’ contracts,

found take or pay provisions to vary with changeshe value of gas. TCE tends to treat
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fixed and variable pricing structures as ways afimising transaction costs rather than as
ways of dealing with moral hazard and risk sharibgffler & Rucker, 1991; Allen &
Lueck, 1999). Leffler and Rucker (1991) found thigzed payment contracts in forestry
harvesting induced buyers to engage in presalatguadd quantity verification, whereas
per unit pricing led to inefficiencies in harvesgtiand were prevalent in heterogeneous

timber tracks where search costs were higher.

Studies of pricing provisions in contracts for féand (Allen & Lueck, 1999) and price-
adjustment provisions in gas contracts (Crocker &sin, 1991), procurement of jet
engines (Crocker & Reynolds, 1993) and coal trarigfion contracts (Saussier, 2000a),
support the notion that contract design is a t@fdetween low specification costs and
rigidities that undermine performance in the preseaf uncertain outcomes on the one
hand, and greater flexibility but higher expectedtaf establishing terms of trad® post

on the other (Saussier, 2000Db).

6.5 Chapter summary

Despite evidence of mixed contract success storgmjtract farming does link
smallholders to high value niche markets. Its emmecg is attributed to attempts at
addressing the problems associated with missingket®r market failure, information
asymmetry and high transaction costs. Contractergéwn differ in their objectives and
range from marketing contracts to contracts spegfgome measure of buyer control over
production. Cases of successful contracting aré deeglumented and benefits accruing to
farmers well enunciated. However, problems assegiatith non-compliance, high

demand for consistency, high product rejection dmgh transaction costs are still
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encountered. These problems have the potentiatdiode smallholders from contractual

relationships.

Contracts can be analysed by ICT and TCE analyliaatleworks. ICT explores choice of
contract structure that that minimises anteinvestment inefficiencies, while TCE views
contractual relationships as an embodiment of &etign cost minimising considerations
by looking atex postadaptation to countegx postbargaining inefficiencies. It is not
feasible to write watertight contracts, as a resttintracts are fraught with hold-up,
adverse selection, and moral hazard problems. Wiskful in shading insights into
contractual arrangements, contract theory doegprmitide a unified approach for testing
contract design hypotheses. It is therefore immbrta assess the impact of perceived
contractual terms on contract performance and ditiad to identifying the determinants

of preferredcontract terms.
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CHAPTER 7

MODELS OF COLLECTIVE ACTION AT EFO

This Chapter presents information on the study sitd data collection methods used.
Theoretical and empirical models postulated to yam®alcollective action are explained
followed by a description of variables used to expkollective action at EFO. Lastly, the
Chapter presents parameter estimates of the mummiahologit regression model and

discusses the results.

7.1 Data collection methodologies

7.1.1 Study site

The study was conducted within the Embo Communitythe former Umbumbulu

Magisterial district of KwaZulu-Natal province. Tlambo region is situated south-east of
Durban and consist of five traditional authoriti&smbo, Embo-Kwakhabazela, Embo-
NkishisiMahla, Embo-Timuni and Embo-Vumakwenza. I&wing current district

municipal boundaries, the study area is at thelgen€te of four magisterial districts; Ugu,
eThekwini, Sisonke, and Umgungundlovu. The area beagescribed as rural with rugged
topography and surrounded by commercial sugar-gamoelucers. The study site is

illustrated in Figure 7.1.

7.1.2 Target group
EFO pools and sells green beans, baby potatoegt gstatoes andmadumbe (taro)
grown individually by its members to a pack housa tmarkets fresh organic produce to a

major retail chain. The project received suppartriithe Department of Economic
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Development and Tourism, University of Natal, Woolths (Pty) Ltd and the provincial

Department of Agriculture and Environmental Affairdhe project had originally been

established by University of Natal as a participat@search exercise aimed at promoting
indigenous vegetable production. EFO started oulh wB members and a contract to
supply fresh produce to Pick 'n Pay Stores Ltd. Mers were given training and fencing
to protect their crops from livestock. In 2003, E®@s certified by AFRISCO and began
selling its produce to Woolworths retail chain tiigh a certified organic pack house
(Assegai Organics). At the time of this study, thiganisation had 151 members. EFO is
managed by a committee that is responsible fodatsto day operations. The group also
had eight internal inspectors to monitor member mi@ance with organic certification

standards.

7.1.3 Survey methods

The study employed two survey designs and data wa@tected in two phases. First, it
drew on a census survey of all 48 fully certifieatl d03 partially certified EFO members,
and second, a stratified random sample survey oh@®EFO farmers. The non-EFO
respondents represented households whose membemnstdoin the EFO (non-adopters),
but who reside in the same area as EFO membelly. ¢artified members had adopted
organic production systems and were certified a$h day AFRISCO. Partially certified

members were those in the process of converting pheduction systems to organic ones
and had applied for certification. They represenks@ adopters. Fully certified and
partially certified respondents were identified nirocertification records held at the
University of KwaZulu-Natal and a list maintaineyg BFO’s executive committee. Non-

members were drawn from lists of households coastdufor each of seven neighbouring
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wards: Ezigani, Ezimwini, Eziphambathini, Hwayi,pgp Ogagwini, Lower Ogagwini and

Nungwane

The first phase applied both a producer and a hmidejuestionnaire to EFO and non-

EFO respondents during the last quarter of 2004. firet phase producer gquestionnaire

administered to EFO members elicited informatioowlproduction and marketing of both
organic and non-organic crops, marketing conssaintganisational and management
issues, organic certification, membership costs dmmhefits, EFO’s constitutional
arrangements and compliance with organic certiboaprocedures (Appendix A). The
producer questionnaire answered by non-EFO respismdesked similar questions but
focused on non-organic crops and farmer’'s reasonsidt joining the organic farming

group (Appendix B). The first phase household gaestire gathered information on

household demographic factors, asset profiles, feedurity, and food consumption

patterns (Appendix C).

The second phase of data collection was conduntéukifirst quarter of 2005. Follow-up
producer and household questionnaires were admemiadt The second phase EFO

members’_producer questionnaeécited information on the organic marketing cawt,

production risks, and market information (Appendd). Specifically, information was
gathered on perceptions of clauses in EFO’s cantviab the pack house such as contract
format, denomination (weight or acreage), deliveptions, buyer’'s call and grading
procedures. In addition, questions were asked gtrefrred contractual terms. The actual
terms of EFO’s contract were established in ineawgi with key respondents on the

group’s management committee.
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The second phase household questionnmicesed on food security and consumption

patterns (Appendix E). As this investigation wagtpaf a broader research project
covering a wide spectrum of issues, only those da&vant to the study of institutional
arrangements, free-riding, and contracts were usedesting the study hypothesis.
Unfortunately, the buyer refused to participatee Hata and its interpretation reflect only
what the farmers and other stakeholders revealddlamot in anyway express the views
and opinions of the buyer. The following sectiomssgnt theoretical, empirical, and a

discussion of multinomial logit regression resuwltscollective action at EFO.

7.2 Theoretical and empirical collective action models

7.2.1  Multinomial logit model of collective action at EFO

Multinomial regression models are often used tessshe effectiveness of a range of
predictor variables in explaining a set of mutuakclusive outcomes. This study used a
multinomial logit model to identify predictor vahkes that explain participation in EFO in
collectively marketing organic products. The modatinguishes between participating
and non-participating farmers while simultaneouskplaining more subtle differences
between fully certified and partially certified mbars. Explanatory variables included in
the model extend beyond farm and farmer charatiteyito include perceptions of
problems reflecting production and transaction ,0ahd a variable representing the net

benefits of participating in EFO’s collective matikg action.

The dependent variable (membership status) wasnanab measure taking on (three)
arbitrary and unordered values. Such a generaldened multinomial discrete choice

problem can be described by the utility theory amgnt (Mittelhammeret al., 2000).
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Suppose theth farmer’s utility derived from EFO membership tygRilly certified,

partially certified or non-member) can be represérity

Y = Xi-BjtE @

where, Y., represent the expected utility that ti& farmer obtains from choosing the

jth state of membershipX; is a vector of explanatory variables, is a vector of their
weights, andg; represents the residuals of the utility functibhe utility level the farmer

obtains from selecting a state of membership isobgervable but the membership choices
made are. If farmers are rational in their decisjothey should select the state of

membership from a possible choice set that maxsnikeir utility subject to resource

constraints. Therefore the probability that altéuea j is chosen by the" individual if
Y“ >Y, Ok#j andg, are independently and identically distributed, headth

the cumulative distribution function (CDF) and pabbity density function (PDF) of
f(z)=e?e? and F(2)=e°’ 2)
respectively is given by:

P(Y; =) =P(Y, >Y,).0k# |

= IDl‘gij — &)~ X -(,31' —ﬁk),Dki jJ:gij (Xi -,3])

exi .ﬁj

:—X ,BJ

—— fori=1..nand j=1..J )]
j=1€"
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This logistic function is characterised by indepemzk of irrelevant alternatives (Dupraz,

et al., 2002). The differences in error termg;j(-¢jk) follow a logistic function in a

multinomial logistic model whereX is a vector of exogenous explanatory variables and
B, are the estimated parameters that weight the exoigevariables to estimate the utility
of alternativej . A problem with this model is that the parametecters 3, j =1,...J are

not identified. The identification problem accomglino Greene (1997) is mitigated by
restricting the first parameter vector to zero.fe=0) in which case the remaining

parameters are identified with resultant multindmrababilities represented by:

. X B .
p;=9"1 (%.5,) :e_—Jyﬁ.ﬁ. for j=2 4
1+3i,e'"
and
‘i Ig):—l for j=1 ®)
g v A) = e o

which is similar to the binary choice case when2. The log-likelihood model estimated

is represented by:

n(L(By) =Y. {xi By —in (1+ > ¢ ‘*H ©).

and the marginal effects of the explanatory vagaly are derived from equation (1) and

are represented by the partial derivative:

op; _ _ j
a_Xi_ Pj |:ﬁj kZ:; Pi ﬁk} (7)
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Alternatively the log-odds are less complicateduinctional form than partial derivatives.
Normalising on the first alternative choice with= 0, the log-odds ratios are calculated as

follows:

Ps
In| — | = x.0.. 8
n[pilj 5 ©

The other alternatives besides the first one candmmalised using the general log-odds

formula:

In[ By j =x(8,-8.) ©)

pil

7.2.2  Empirical multinomial logit model of collective action at EFO

The empirical model to estimate a respondent’s | l@feparticipation in EFO was

postulated as:

MEMB = a +BFFC+8PTC+ dNB +¢ 10

where MEMB is the dependent variable, scoring a value ofrZutty certified members,

1 for partially certified members and O for non-niears.

FFC = vector of farmer and farm characteristics,
PTC = vector of production and transaction cost inthcs

NB = scalar of net benefits of collective action.
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The parameters to estimate arep, 6, and¢e and ¢ is the error term, assumed to be
identically independently (normally) distributedtivimean of zero and a variance o3f

This empirical model related only to the EFO andré¢ifore excluded variables such as
group size and heterogeneity, the quality of ingthal arrangements and external

influences thought to explain different levels afticipation between groups.

7.2.3 Rationalising the empirical model of collective adgbn

Variables representing farmer characteristics oedl age, literacy, and gender of the
respondent (EFO member, or household head in daseremembers). Certain farmer
characteristics are proxies for transactions cest®untered in markets and in collective
action. For example, younger farmers may face higrensaction costs in alternative
markets than older farmers who tend to have strosgeal networks. Education can also
reduce transaction costs in alternative marketsnigroving an individual’'s capacity to
assemble and interpret information. In this stuetycation was approximated by literacy,
a dummy variable scoring 1(0) for respondents wialdt(could not) read and understand
English, thdingua francaof commerce and business in KwaZulu-Natal (Matung001).
Eckel and Grossman (1998) contend that women are swoperative than are men. At
the same time, rural women in developing countaiesthought to face higher transaction
costs in markets owing to their lower social stagdiBerry, 1993). These views suggest
that a dummy variable scoring 1(0) for females @splshould impact positively on
participation in EFO. Age and literacy, on the othand, are unlikely to determine group
membership if they reduce (more or less equallgmdaction costs associated with both

individual and collective action.
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Farm characteristics were represented by farm daealy labour and the ratio of farm

income to total household income. The latter vaeiayows with increasing dependency
on farm income, raising the opportunity cost of patticipating in EFO (Molinas, 1998).

The ratio was expressed in log terms to eliminatdievs and was expected to bear
positively on participation in EFO. Larger farms axpected to improve a household’s
ability to produce surplus crops for the markeemafactoring in rotational and subsistence
constraints (Promar International, 1999) and tlwesfincrease potential earnings from
organic production. On the other hand, larger faails® make it feasible for farmers to
produce extensive commercial crops such as suger+edher than land intensive organic

crops.

Certification of organic crops becomes more complaa costly when they are produced
in close proximity to non-organic crops on sma#as of land. Certification prohibits the
use of pesticides and herbicides, increasing theadd for family and hired labour. It
follows that households with more family labour amere likely to participate in EFO.
Unlike Molinas (1998) who used family size to appnoate family labour, this study
excluded migrant workers and children younger teamol-going age from the family’s
stock of on-farm labour, and weighed resident adoNter the age of 65 and children under
the age of 16 as half adult equivalents. This isdmpensate for the loss of productivity
from young persons who spend the greater partaf thime in school. Adults over 65
years of age are assumed to have reached retiragernd are considered less productive

in physical work than those still of working age.

Production and transaction costs were measureermst of constraints perceived by

respondents. Respondents rated each constrainLixeré-type scale ranging from 1 (no
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problem) to 3 (severe problem). Production constsaiincluding risk, were indicated by
the following constraints: crop damage caused Wgstock; uncertain prices for crops;
more work than the family can handle; lack of casld credit to finance inputs; a lack of
affordable operating inputs; and tractors not add when needed. Households
perceiving these production constraints as severelgms were expected to participate in

EFO to counter them.

These constraints are relevant to EFO becauseatheefs are located in an area with no
planned grazing and farming zones. Livestock grarefallow land in between cultivated
lands, thereby increasing the risk of crop damagkvistock. Price volatility in the local
produce markets could be a major concern becausespare neither fixed nor stable
thereby increasing farmers’ exposure to price ridke demand for labour is assumed to
differ across different farming systems. Naturalttyganic farming prohibits the use of
synthetic chemicals to control weeds and pestsnigrfarmers to rely on labour to do most
of the tasks. An organic farming system is expettetinpose a considerable demand on

family labour resources when compared to a conveatiproduction system.

Smallholders are generally under resourced, lackasin and with limited access to credit.
Access to credit is further complicated by lackaryal production and marketing records
and absence of collateral. As a result, lendersednetant to advance loans to smallholders
due to perceived high loan default risks. Anoth@dpction constraint assumed relevant to
the study is the inability of smallholders to acscaffordable production inputs. Given that
these are low-tech production system, the use tdrexl inputs is low, but accessing

tillage services could be a serious constraint.
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Transaction cost constraints were measured bykaoffacrop production information, lack
of affordable transport for products, and a lacketéphones to negotiate transactions. The
assumption is that crop production information @& easily available to the farmers and
government extension services have capacity contstrap adequately serve the farmers.
The state of rural infrastructure always poses al@hge to rural producers. Without a
reliable transport system, farmers are likely touinhigh transport costs in moving their
produce to the market. This is compounded furthgr llck of communication
infrastructure to effectively link farmers with nkats. For example, a lack of affordable
transport will amplify transaction costs if it coistes a severe problem, and this was

expected to encourage participation in EFO in otdelilute transport costs.

Farmers incur substantial costs on their way tmbmeg a fully certified member of the
EFO. Candidates accepted by EFO’s selection coeenitaice the onerous task of
completing a formal application for organic ceddiion to AFRISCO. Applicants must
submit detailed land use plans and historical pcodn information along with their
certification fees. Fortunately for EFO, certificat fees had been fully subsidised by the
Department of Economic Development and Tourismappulicants had been able to draw
on research staff at the University of KwaZulu-Ndta assistance in preparing their
documentation. Nevertheless, EFO members wereeabtig pay annual membership fees

and to participate fully in all group activities.

Information about the costs of collective actiorsveaptured by asking respondents to rate
the burden of membership fees, their time spenhetings/group activities, additional
work effort in crop production, increased expenditan hired labour, and other operating

inputs on a Likert-type scale ranging from 1 (notee} (severe). These scores were then
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averaged to compute a composite ‘cost score’ foh easpondent. The total composite
‘cost score’ for each respondent ranged from amum of 5 to a maximum of 20. The
expectation is that organic group members are requwo pay annual membership to meet
the costs of running their organization and commire of the scarce time to the
organisation by attending meetings, workshopsnitrgiand many other group activities.
As explained in the preceding paragraph, organimifeg is likely to incur increased

labour and other additional input costs.

EFO membership provides material benefits. Theslede: provision of fencing to protect
crops from stray livestock; better access to tras@vices; better access to information
about organic crop production; access to reliabéekets; better prices for crops; better
access to inputs; subsidisation of organic cedtiia fees; and a voice to lobby for
support. Several benefits are subsidised by outpaities, especially the Provincial
Departments of Agriculture, Transport, and Econorblevelopment and Tourism.
Information about the benefits of collective actwwas elicited by asking respondents to
rate EFO’s performance in realising expected gams Likert-type scale ranging from 1
(none) to 4 (major). These scores were then avdregeompute a composite ‘benefit
score’ for each respondent, which ranged from amum score of 8 to a maximum score
of 32 from which the composite ‘cost score’ wastsatied to yield a ‘net benefit’ score.
The expected range of ‘net benefit scores’ wasramum of -12 for members perceiving
low net benefits and a maximum of 27 for those @emcg high net benefits. For non-
members, the net benefit of joining EFO is assutodoke zero otherwise they would join
EFO as did the partial adopters. Consequently, targable returned zero (0) for non-

members, and increasing scores are expected tarfaasticipation in EFO.
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7.2.4 Farm and farmer characteristics
Table 7.1 summarises descriptive statistics for laggiory variables used in the
multinomial logit regression model. Quantitativerighles were expressed as averages,

whereas the gender and literacy dummy variables veported as percentages.

Table 7.1: Farm and farmer characteristics and thenet benefit of collective action,
EFO, KwaZulu-Natal, 2004/5

Variables Membership status

Non-EFO Partially Fully

member certified certified

n=49 N=103 N=48

Age (years) 52.65 48.80 52.71
Gender Female (%) 83.67 71.84 81.25
Read English Yes (%) 22.45 27.18 25.00
Farm area (ha) 0.79 0.56 0.65
Family labour (adult equivalents) 3.02 4.07 4.23
LN(farm income/total income) -6.88 -6.03 -3.16
Net benefit score 0.00 4.02 7.40

The average age of respondents was generally laigiurfd 50 years) but lowest for
partially certified members (late adopters). Femaleresentation was high in all of the
groups but (unexpectedly) lowest (71.8%) in thetighly certified group. Overall, these
findings were consistent with previous studiesha province that estimated the average
rural household head to be roughly 60 years of(Mpgungul, 2001) and that found that
mostde factoheads were female (Marcugt,al., 1995). The proportion of respondents able
to read and understand English was very low, ran@fimm 22.5% amongst non-members
to 27.2% for partially certified members. EFO menrshba&ppeared to farm more intensively
than do non-members. On average, they had smati@sf more family labour and earned
a greater share of total household income fromifegnarm income included remittances
received by the household, but excluded socialsfean As might be expected, fully

certified members had the highest net benefit score
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7.2.5 Production and transaction cost indicators

Table 7.2 presents the average scores computegrémtuction and transaction cost
indicators. The range of possible scores for edctined production and transaction cost
indicators in Table 7.2 is 1 to 4. Any scores bebwdicate minor problems, whereas any
scores above it indicate serious to severe probl@misle 7.2 provides an indication of

how the different farmer categories perceived simpproduction and transaction cost
constraints. Non-EFO members assigned more weigptablems of crop damage caused
by livestock, uncertain product prices and lacktexdhnical information than did fully

certified members. Conversely, fully certified meardwere more concerned about labour

shortages than were non-members.

Table 7.2: Mean scores of production and transactio cost indicators, EFO,
KwaZulu-Natal, 2004/5

Production and transaction cost indicators Membersip status

Non- EFO Partially Fully

member certified  certified
n=49 N=103 N=48

Crop damage caused by livestock 2.80 2.76 2.51
Uncertain prices for crops 2.17 1.93 1.96
More work than the family can handle 2.53 2.26 2.63
Lack of cash and credit to finance inputs 2.78 254 277
Lack of affordable operating inputs 2.51 2.46 2.83
Tractor not available when needed 2.46 2.70 2.92
Lack of crop production information 2.16 2.17 1.96
Lack of affordable transport for products 2.06 237 274
Lack of telephones to negotiate transactions 2.22 .63 2 2.54

While these differences in group means were cangistith expectations it is clear that
others were not. For example, EFO members assigwoed weight to transport and tractor
problems than did non-members. The multinomialtlwggression model estimated the

partial effects of these variables on continued benship participation at EFO.



88

7.2.6  Marginal effects of explanatory variables

Table 7.3 presents the marginal effects of eacHameapory variable estimated by the
multinomial logit regression model when the non-rbership category (Y=0) and
partially certified group (Y=1) were compared te thefault full membership group (Y=2).
Numeracy problems identified in the data set wéneieated, first by reducing the number
of categories in the production and transactionscognstraints variables from three to two
(converting them into dummy variables) by mergimg tno problem’ and ‘moderate
problem’ categories into a ‘moderate problem’ =degory, and second by dropping
variables causing perfect separation of the depgndeiable. Variables causing quasi and
perfect separation of the dependent variable ireduithe respondent’s rating of problems
such as inadequate storage facilities, a shortg@oure to purchase, and a lack of access

to more cropland.

These variables did not contain sufficient variatmithin the three groups being compared
and were excluded from the model. A comparisonhef ¢stimated multinomial logit
model with and without independent variables asvshby the goodness-of-fit statistig?(

= 138.7) is statistically significant at the 1 pmmt level of probability. The predictive
power of the model is assessed by comparing pestiend actual group membership. The
proportional, by chance, accuracy criterion for thedel of 49.4% is satisfied, given the

model’s overall classification rate of 74.3%.
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Non-members (Y=0)

Partially certified members (Y=1)

Variables Marginal  Standard  Asymptotic  Exp(B) Marginal Standard Asymptotic  Exp(B)
Effects Error t-statistic Effects Error t-statistic

Intercept 0.265 1.614 0.164 0.132 1.339 0.099

Age (years) -0.001 0.029 -0.034 0.999 -0.019 0.024 -0.802 0.981

Farm area (ha) -0.541 0.384 -1.409 0.582 0.035 0.252 0.14 1.036

Net benefit -0.375%** 0.085 -4.412 0.687 -0.166*** 0.054 -3.078  0.847

Family labour (adult people) -0.158 0.169 -0.935 85@. -0.075 0.12 -0.621 0.928

LN(Farm income/Total income) -0.641*** 0.157 -4.083  0.527 -0.458*** 0.134 -3.416 0.633

Gender (Female=1, Male=0) -0.028 0.834 -0.034 0.972 -0.178 0.707 -0.252 0.837

Read/understand English- (No=0, Yes=1) 0.509 0.94 5410 1.664 0.373 0.812 0.459 1.452

Crop damage caused by livestock (moderate 0.390 0.848 0.460 1.477 1.218* 0.735 1.656 3.380

problem=0, serious problem=1)

Uncertain prices for crops (moderate problem=0, 0.766 0.844 0.908 2.151 -1.491** 0.707 -2.107 0.225

serious problem=1)

More work than the family can handle (moderate -0.269 0.735 -0.366 0.764 -0.505 0.568 -0.889 0.604

problem=0, serious problem=1)

Lack of cash and credit to finance inputs (moderate 0.636 0.994 0.640 1.889 0.593 0.817 0.726 1.809

problem=0, serious problem=1)

Lack of affordable operating inputs (moderate -1.381 0.854 -1.617 0.251 -1.254* 0.677 -1.853 b.28

problem=0, serious problem=1)

Tractor not available when needed (moderate -1.104 1.11 -0.995 0.332 -0.715 1.001 -0.714 0.489

problem=0, serious problem=1)

Lack of crop production information (moderate 1.729* 0.853 2.027 5.635 1.809* 0.743 2.434 6.104

problem=0, serious problem=1)

Lack of affordable transport for products (moderat -0.409 0.856 -0.478 0.664 -1.455** 0.658 -2.211 338.2

problem=0, serious problem=1)

Lack of telephones to negotiate transactions -0.924 0.848 -1.090 0.397 0.885 0.679 1.303 2.423

(moderate problem=0, serious problem=1)

Notes:
10%, ** 5% and *** 1% levels of probability.

1 The reference category is fully certifredmbers. 2 Marginal effects with asymptotic tistais greater than unity are boldfaced.3 Stat#lficignificant at: *
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The estimated model correctly classifies 83.3% atiglly certified members, 71.4% of
fully certified members, and 54.3% of non-memb@&tstistically significant explanatory
variables are asterisked in Table 7.3. Significatesting is based on the likelihood ratio
and therefore detects a significant overall refeiop between the independent and
dependent variables. Among the farm and farmeracharistics, only the coefficients
estimated for the opportunity cost of not partitipg in EFO (LN[farm income/total
household income]) and the net benefit of collextction were statistically significant.
Contrary to Eckel and Grossman’s (1998) suggedtiah women are more cooperative
than men, and Wynrt al's. (2001) finding that age is a significant determinaf
collective action, neither gender nor age was aiftgnt determinant of the three
membership categories considered in this studyhodiljh the coefficients estimated for
farm area were not statistically significant, thesreome evidence (asymptotic t-vakid)

that households with larger farms opted for legsnsive conventional farming systems.

Growth in the net benefits of collective actiondaved fully certified membership of EFO.
An increase in net benefits reduced the likelihobtheing a non-member by more than it
reduced the likelihood of being a partially ceddfimember of EFO. The implication is
that partially certified members perceived some betefits in participation despite high

costs and meagre returns experienced during theecsian period (Damiani, 2003).

The coefficients estimated for the opportunity colshot-participating in EFO were both
statistically significant and indicate that the ob@s of participating fully in EFO increased
as farming’s share of household income grew. Howatés important to recognise that
the level of income may influence collective actifom different reasons. Verbet al.

(1995) found that wealthier rural households areenti@ely to be organised at the expense
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of households that cannot afford the investmentsaseled by organisationhis study
did not examine the impact of absolute levels ofome or wealth on continued
participation so it can be inferred only that memstare more likely to remain with EFO if

they had relativelyewer options to exit the organic farming group.

With regard to production and transaction costy tme dummy variables indicating crop
damage caused by livestock, uncertain crop priaek,of affordable operating inputs, lack
of crop production information, and a lack of affable transport for products were
significant determinants of group membership. Memsilwd EFO who rated livestock as a
serious threat to their crops were more likely @égolrtially certified than fully certified, an
apparent reference to the fact that fencing masehiad been donated to the early adopters

but not to late adopters.

Farmers face price uncertainty, particularly intsp@arkets for_perishablproducts. This
creates an incentive for small farmers to join guhat can bulk up and enter into
forward contracts on behalf of their members (Dedgal999). Perceptions of price
uncertainty contributed significantly to differeisceetween partially and fully certified
members of EFO. Fully certified members were marecerned about price volatility in
conventional fresh produce markets than were pigritrtified members. This finding
may be a symptom of poor synchronization betweeneséing and the buyer’s call for
deliveries that encouraged fully certified membiergirect their relatively larger output

into conventional markets.

The coefficients estimated for ‘lack of affordalolperating inputs’ both had asymptotic t-

values much larger than unity and suggested tleabtius of fully certified membership
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increase when this problem is considered to beoseriwhile it is true that organic
farming has reduced options for management stegetp maintain soil fertility and
control weeds, pests, and diseases (Mae&hasl., 2002), and restricts farmers to organic
inputs (including commercial organic fertilizersatrare relatively expensive), this finding
suggested that EFO members of long standing haveeadised any meaningful price

discounts for operating inputs.

The odds in favour of being a fully certified membsecrease when ‘lack of crop
production information’ is rated as a serious peaotl This finding was anticipated because
fully certified members benefited from informati@about organic farming sponsored by
government and partners such as the UniversityvedZulu-Natal over a relatively long
period of time. Collective action improved access ibformation, so encouraging

continued participation in EFO.

Lack of affordable transport to ferry produce torkeds was a significant determinant of
group membership, distinguishing partially and yfutertified members. Contrary to

expectations, perceptions of serious transportlgnab increase the odds of being a long-
standing member of EFO. It would seem that EFO riwsbeen able to dilute transport
costs, despite having access to a subsidized (ivatiable) government truck. This raised

fundamental concerns about EFO’s long-term success.

Although the coefficients estimated for ‘lack oflefghones’ were not statistically
significant for either non-members or partiallytdexd members, their asymptotic t-values
exceed unity in both cases. The opposing signBetoefficients suggest that perceptions

of serious communication problems tend to incraaseodds of both fully and partially
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certified EFO membership. In other words, EFO may Imave invested sufficiently in
telephones, fax machines and postal services tacathew members or to encourage

continued participation in the organisation.

7.3 Chapter summary

Collective action observed in EFO gave smallholdacsess to an organic market,
primarily by spreading the fixed costs of organertification. The extent to which a
farmer remains interested in collective action iumction of the perceived benefits and
costs of doing so. The empirical model has shdvan farmer characteristics such as age
and gender are poor indicators of continued padi@n in organic groups. However,
growth in the net benefits of participation hasasifive bearing on participation while
increases in farm size and non-farm earnings (velaio farm earnings) reduces the

chances of continued participation.

Consistent with theory, collection action in EFOshaositively contributed towards a
reduction in some production and transaction cegtde having no meaningful impact on
others. The results suggest that EFO has redudldctrtified members’ concerns that
crops would be damaged by livestock or constralmethadequate technical information.
Transactions costs associated with price unceytamtconventional markets, lack of
affordable operating inputs, lack of affordablensport, and a lack of communications
infrastructure remain a problem. These problem$gssnaddressed, may lead to farmers

leaving EFO.
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CHAPTER 8

EMPIRICAL FREE-RIDING MODEL AT EFO

The threat of free-riding could potentially leadttee collapse of groups characterised by
ill-defined property rights. While literature hasteampted to explain factors promoting
free-riding tendencies, studies attempting to meaglare generally lacking. This Chapter
develops a measure of free-riding and proposesngpirieal model for identifying its
significant determinants. Specifically, it presettits empirical models and a description of
variables used to measure and analyse free-ridingF®. The threat of a free-rider
problem at EFO is illustrated, accompanied by audision of parameters estimated for the
index of free-riding and model explaining interriadde-riding. Evidence of serious free-
riding would suggest that EFO should change itgitut®nal rules to better align

individual costs and benefits.

8.1 An empirical model of free-rider behaviour at EFO

The study used principal components analysis (PtOAgonstruct an index from three
related measures of free-riding. PCA is a data ceaiu technique that is often used to
investigate relationships between variables (Do{CKin, 1970; Essa & Nieuwoudt, 2003)

and to construct uncorrelated indexes of correlage@bles (Nieuwoudt, 1972; 1977).

PCA achieves parsimony and reduces dimensionalitgxiracting the smallest number of
principal components (RCthat account for most of the variation in the goral

multivariate data set and summaries the data wilh lboss of information:
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p
PC=>aXx, i=12..p 1)
j=1

wherex; were thep variables under study. The coefficienfswere computed such that the
first principal component or index (PCaccounts for the largest share of variance in the
original x; as is possible, and the second index.jR@s chosen to be uncorrelated with
the first and to account for the largest possibigrs of the remaining variance, and so on
(Nieuwoudt 1977). PCwith eigen values smaller than unity could be igwoas they
account for less variation than do any of the oafk. In this study, the first principal
component had an eigen value of 1.63 and accounte84% of the variation in the
original x; (Section 8.3). This index (labelled FRINDEX) wasdgo compute a free-
riding score for each member of EFO. Descriptivatistics computed for FRINDEX

(Section 8.3) shed light on the prevalence andmdeptree-riding within the organisation.

Free-riding could have been measured directly aptbportion of each member’s produce
rejected by the pack house, but produce delivevetthéd pack house could not be traced
back to individual growers. Instead, three altemeavariables were used to construct the
composite measure FRINDEX. Two of these variabéedance at meetings and pack
house sales expressed as a proportion of totalniorgales) were directly observable
measures of free-riding, while declared willingnésscontribute to investments was a

subjective measure of free-riding within the orgation.

At the time of the survey a total of 11 monthly riegs had been called by EFO since the
beginning of 2004. All partially certified membdnad joined EFO prior to the beginning
of 2004 and were obliged to attend the same nuwibmeeting as fully certified members.

The majority of decisions that affect members wtaken at these monthly general
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meetings. This study viewed non-attendance of nipmtieetings as shirking and therefore

as an indicator of free-riding by the member. Tihare of pack house sales in total organic
sales was treated as an inverse measure of fieg-tigg members who divert their better

quality produce to other markets and benefit fram-traceability of low quality produce

rejected by the pack house.

With regard to the subjective measure of free-gdmembers were asked if they would be
willing to contribute capital to the organisatiam arder to finance shared improvements
such as storage facilities. A ‘no’ answer was viéwas an indictor of free-riding by
members faced with non-proportional benefits anth@izon’ problem. The horizon
problem has been analysed in the context of toaditi marketing cooperatives (Cook &
lliopoulos 1999, 2002; Sykuta & Cook 2001). Thislpem is caused by residual claims
that do not extend as far as the economic lifehef underlying asset (Porter & Scully
1987). Under these conditions, members tend torungest in long-term and intangible
assets because they cannot realise capital gaimstibymg shares at their market value.
New members become free riders as they benefit fpast investments without paying
fully for them in the form of higher share pricdsFO’s constitution does not assign
tradable (benefits and voting) rights to membeis therefore exposes members to a free-

rider problem that discourages investment.

8.2 Rationalising the empirical model of free-riding

The study hypothesises that FRINDEX scores comptbedeach member could be
explained by the net benefit score described ini@e.2.3, the member’s level of trust in
the buyer, asymmetric information, group size d@ffeand personal characteristics. An

increase in net benefit score is expected to reftaeeriding.
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Members’ perceptions of trust between EFO and thek fhouse were measured on a
Likert-type scale of 1 (no trust) to 4 (strong tjug-ollowing Dirks (1999), it was

anticipated that members with higher perceptiongrudgt would be less inclined to free-
ride. The presence of asymmetric information, whickxpected to aggravate free-riding,
was indicated by a dummy variable scoring one ef tbspondent is aware of the flawed

grading procedures, and zero otherwise.

Information about changes in group size cannotlimeiwved directly in a cross-sectional
survey of one group. Instead, information abouugrsize effects was captured indirectly
by eliciting members’ perceptions of how an incee@s group size would impact on

EFO’s performance. A dummy variable was constryctedring one if the respondent
thought the group’s performance would get weakeh wicreasing group size, and zero
otherwise. Members’ age, education, gender, acaatitin status (a proxy for experience),
and family size were included as explanatory vdemlbo capture the impact of personal
and household characteristics on free-riding scaxesa priori predictions were made

about the direction of impact that these variableght have on free-riding behaviour

given ambiguous theory and mixed results from pnevistudies. Nevertheless, they could
influence perceptions of trust, costs, benefits aitity to participate, and hence levels of

free-riding. The following OLS regression model vessimated for the free-riding model.

FRINDEX; = agtaXi+ooXoitasXsitosXaitasXsi+oeXeitarX7zitogXsit agXei +ii  (12)

where FRINDEX = principal component score computed for tile member in

standardised units,

Xii = age of theth member in years,
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Xz = gender, a dummy variable scoring 1 if itle member was female, and O

otherwise,

X3 = education of théh member in years of formal schooling,

X4 = theith member’s family size,

Xsi = certification status, a dummy variable scoring the ith member was fully

certified, and 0O if partially certified,

Xei = group size effects, a dummy variable scorinfjthe ith respondent thought

the group would get weaker with increasing groap,sand O otherwise,

Xzi= asymmetric information, a dummy variable scordnftheith respondent was

aware of flawed grading procedures, and 0 otherwise

Xsgi = net benefit score,

Xgi = trust score, a categorical variable ranked fllota 4 with increasing levels of

trust.

8.3 Prevalence and depth of free-riding

Table 8.1 presents descriptive statistics for thgables used to compute FRINDEX, a
free-riding index for EFO members. On average, ne@mbad attended only slightly more
than half of the monthly meetings held since thgirfo@ng of 2004, and less than 38% of
sales were channelled through the pack house. Tesaly observable variables suggest
that group performance is constrained by free-gdifhe subjective preferences expressed

by members painted a less gloomy picture of frdmgi within the group. Two-thirds of
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the members stated that they would be willing tatebute towards the cost of shared

improvements (INVEST).

Table 8.1: Variables used to compute free-riding idex (FRINDEX), EFO, KwaZulu-
Natal (N=151), 2004/5

. . Standard
Variables Unit Mean error
Number of monthly meetings attended (MEETINGS) # 166. 3.27

Willing to contribute towards group investments VIRIST) % 66.89 47.22
Pack house sales as a proportion of organic salsisHS) % 37.36 41.35

Principal components were extracted from the catielt matrix computed for the
variables in Table 8.1. This implies that the comgu coefficientsdj) are standardised
and therefore indicate the relative contributioreath variable to the principal component.
Only the first principal component had an eigerugalarge enough (1.634) for it to be
considered as an index of free-riding. This comporaezcounted for 54% of the total
variation the data — similar to the 57% reported Ngidu (2005) for his index of
cooperation amongst users of common pool forestsdia. The first principal component

was computed as:

FRINDEX;= -0.782(MEETINGS) - 0.702(INVEST) - 0.729(SALES) (13)

where the asterisks denote standardised variables.

These variables contribute almost equally to tlexnas the coefficients are all of similar

magnitude. Following the arguments presented inp@hab, FRINDEX can be interpreted

as a positive measure of free-riding. Index scoaege from -1.68 for the member least
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guilty of free-riding to 1.91 for the member frading most. Figure 6.1 illustrates the
distribution of scores on FRINDEX after being cléied into four categories with equal

intervals.
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Figure 8.1: Distribution of free-riding scores at BFO, KwaZulu-Natal (N=151), 2004/5

The modal free-riding category is 2 (‘moderatelw’lowith more than 43% of the cases
above it, suggesting that a substantial share Gf&members are free-riders. However, as
explained in Section 5.2, it is important to es&blvhich members are free-riding as free-
riding by ‘small’ members is assumed to be lessatang for group performance than is

free-riding by ‘large’ members. Larger farmers stan benefit more from collective
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marketing than do smaller farmers, and may theeefolerate some free-riding by small
farmers. A cross-tabulation of the categorised xnsleores with categorised farm sizes
revealed that the largest farmers (>2 hectaresalacethose with the largest index values

as shown in Table 8.2.

Table 8.2: Cross tabulation between free-rider andfarm size categories at EFO,
KwaZulu-Natal (N=151), 2004/5

Free-riding score categories Total
: Low Moderately Moderately High

Farm size (Ha) low high
<1 21 42 22 19 104
1.001 through 2 3 4 3 4 14
2.001 through 3 0 0 3 1 4
>3 0 0 3 0 3
Total 24 46 31 24 125

The chi-square statistic was statistically sigaifit ¢°=11.9, p=0.008) indicating a positive
relationship between farm size and free-riding. Thelication is that free-riding could

well constrain EFO’s performance. While it is natspible to make definitive statements
about the incidence of free-riding at EFO, it isarl that free-riding occurred amongst
larger farmers whose participation is assumed ¢ssdar group performance, and that

variation in FRINDEX can be exploited to identifigsificant determinants of free-riding.

8.4 Descriptive statistics of the explanatory variables

Table 8.3 presents descriptive statistics compuibedthe explanatory variables in the
regression models. Variables such as age, gendecason, and net benefit score have
already been presented in Section 7.2.4 as aveodggsch membership category. These

variables are repeated in Table 8.3 and in subs¢qmalyses computed as averages of
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EFO members only. The average age of EFO membensdsb0 years, and the majority
were women (75%). The mean level of education antof@ members was low at 4.61

years of formal schooling.

Table 8.3: Descriptive statistics of explanatory wuaables of free-riding, EFO,
KwaZulu-Natal (N=151), 2004/5

Variables Unit Mean*
Age Years 50.05 (13.94)
Gender (female =1) % 74.83
Education (years of formal schooling) Years 44641)
Family size # 8.36 (4.37)
Certification status (fully certified =1) % 31.79
Group size effects (group gets weaker =1) % 5.96
Asymmetric information (present =1) % 45.70

Net benefit score # 5.96 (6.57)
Trust score # 2.58 (0.25)

* mean values with standard errors in parenthesis.

About 6 per cent of the members perceived a negatorrelation between increasing
group size and group performance. The net benedites which ranged from negative
eight to positive 22, averaged 5.96. Less than dBEFO members were aware of the
flawed grading procedures. The trust score had anmalue of 2.58 and a standard error
of just 0.25 indicating that few members reportedrg) feelings of trust or distrust in the

buyer.

8.5 Determinants of free-riding
Table 8.4 presents the results of the OLS regregssiodel to test for the determinants of
free-riding at EFO. The model is statistically sfggant and explains 41% of the variation

in FRINDEX, a relatively ‘good fit’ for a model astated from cross-sectional data.
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Table 8.4: Marginal effects of explanatory variable on free-riding, EFO, KwaZulu-
Natal, 2004/5

Dependent variable = FRINDEX

Explanatory variables B Standard error  t-value
Constant 2.742 0.589 4.655
Age (years) -0.004 0.006 -0.731
Gender (female=1) -0.189 0.116 -1.629
Education (years of formal schooling) -0.034 0.019 -1.776
Family size (#) -0.018 0.020 -0.928
Certification status (fully certified =1) -0.954" 0.185 -5.157
Group size effects (group gets weaker =1)0.277 0.387 0.715
Net benefit score -0.007 0.013 -0.553
Trust score -0.356 0.170 -2.088
Asymmetric information (present=1) 0.227 0.140 1.621
Adjusted R-squared 0.410

N 151

Notes *Significant at 10% level of probability, *Significant at 5% level of probability.
*** Significant at 1% level of probability.

The extent to which households differ in their cimition to the collective good has
fascinated a number of economists and social ssienwith much emphasis being placed
on the role of gender. There was some evidendembimen are less inclined to free-ride
than men as the gender coefficient was negativesttdtically significant. This supports
Bryson’s (2006) finding in New Zealand that womeasrev less likely to free-ride than
men. Andreonet al. (2003) also found strong evidence that women aed inave different

preferences towards charitable contributions.

Free-riding levels are also negatively associatéd imcreasing levels of education. The
coefficient estimated for education is statistigalignificant implying that relatively more
educated organic farming group members were lé&sdylio free-ride. The majority of
rural household heads have low education levelss Tilmkes education attainment a

valuable asset in organic groups. The majoritylibéiate members are most likely to look



104

up to more educated group members for guidancdeaatrship. This makes it difficult
for the very few educated members to shirk eveney wanted to do so. This is consistent

with Chong’s (2001) finding that better educatedividuals are more cooperative.

Certification status is a highly significant det@mamt of free-riding behaviour. EFO's new
(partially certified) members were more likely toed-ride than are founding (fully

certified) members. This finding is entirely consist with the horizon problem described
by Cook and lliopoulos (1999, 2002) where, in theemce of tradable benefits and voting
rights, new entrants free-ride on investments madéunding members. This could be
referred to as forced free-riding because new mesnlage forced to acquire new
membership without paying for additional value teelaby founding members. It is also
consistent with Chong’s (2001) finding that lengthassociation is negatively associated
with free-riding among water users in Nicaragua aBdatemala. An alternative

explanation may be that levels of trust increagd wie length of association. Free-riding
by partially certified could be due to lack of coitmrent induced by an inferior

certification status while full certification prales a psychological perception of

completeness.

Other studies of trust and cooperation raised amscéhat the trust variable might be
endogenously determined, giving rise to an endagepeoblem (La Portaet al., 1997;
James, 2003; James & Sykuta, 2006; Mushayanyamaa&oCh, 2006). A Hausman
specification test for endogeneity (Gujarati, 20036) was conducted and failed to reject
the hypothesis of exogeneity at the 5 per centl lefvprobability. All variables, including
trust, were therefore regarded as exogenous vasialbhe regression coefficient estimated

for trust was statistically significant and carri@chegative sign supporting Dirk's (1999)
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contention that increasing trust in external agéis buyer) reduces free-riding within the
group. Free-riding is less likely to occur in stioa where group members trust each other.
Trust motivates group member to conform to gengeadtepted norms of group behaviour
such as making a fair contribution, relying on eoshand trusting each other (Sheppard,

1995).

There was also some support for the argument hegbresence of asymmetric information
encourages free-riding. The regression coefficestimated for asymmetric information
was positive and statistically significant suggegtihat members aware of the flawed
grading procedures act opportunistically and fide:r Research has shown that the
temptation to free-ride is not reduced by idenbility of contributions per se, but the
increased chances of being caught that identifigbihakes possible (Harkins, 1987).
Hence, awareness of loopholes in the grading proesdvould not invite free-riding if the

risk of being caught is perceived to be high.

Increasing group size is assumed to stimulate ricdeg behaviour, but is of no
consequence if effective monitoring mechanisms iar@lace. It was anticipated that
concerns about the large increase in EFO’s memipergbuld represent a significant
determinant of free-riding in the absence of prtipoality between individual costs and
benefits. While perceptions that the group wouldkes with increasing size do appear to
contribute positively to free-riding, the effect svaot statistically significant, possibly
reflecting the subjective nature of the variableduto measure changes in group size. The

other insignificant variables included age, fansiize, and net benefit score.
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8.6 Chapter summary

Organic groups cannot afford to ignore the consecgr of free-riding on the performance

of their members. Free-riding is a major concersnrallholder organic groups particularly

if farmers with large land sizes are the culpritieally, these are farmers who are better
positioned to absorb free-riding by small farmesdamg as their net benefits are positive.
Free-riding makes member investments unattractsveeturns are appropriated by those

who have not contributed to their creation.

Principal components analysis was used to combiireetvariables measuring different
aspects of free-riding into a single index. Membsc®res on this index highlighted the
presence of free-riding, and cross-tabulation efitidex with farm size benchmarked the
seriousness of the problem. Larger farmers, esde¢atEFQO's collective marketing effort,

exhibited relatively high levels of free-riding l@tour. Results of the OLS model
suggested that members who are male, poorly edycasatially certified, aware of

asymmetrical information related to grading proceduand who do not trust the buyer

were more likely to free-ride.
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CHAPTER 9

THEORETICAL AND EMPIRICAL MODEL OF CONTRACTUAL

ARRANGEMENTS AT EFO

NIE theory is applied to data gathered from membéisFO to assess their perceptions of
existing contractual terms, and to quantify the actpof these perceptions on contract
performance. Marketing contracts adopted by sudupmg tend to regulate transactions
between the group and outside buyers such as pawgked and retailers. EFO is no
exception, having negotiated a contract with just¢ duyer, a pack house in the city of
Durban. This chapter presents the empirical modeded to analyse contractual
arrangements at EFO. It then focuses on varialded to explain contract performance
and preferred contractual terms. This is followgddbscriptive statistics and a discussion
on parameters estimated for the models explainowract performance and preferred

contract clauses.

9.1 Analysing contractual arrangements at EFO

9.1.1 Rationalising the empirical model of contract perfemance

EFO management entered into a verbal marketingracntvith the pack house. As
explained earlier, the organisation pooled prodyroevn individually by its members and
sold it to the pack house, where the produce wadegk and repackaged for onward sale to
the Woolworths retail chain. Some contractual teames renegotiated seasonally, usually
with the help of a facilitator from the Universiof KwaZulu-Natal. The level of vertical
coordination or contractual control by either pangs limited. For example, the pack

house did not employ production contracts, preigra ‘hands off’ approach even though
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organic production is a complex process and ingestfor opportunistic behaviour may

exist within the supply chain (Hayengtal.,2000).

According to Sykuta and Parcel (2002) the basic@®aof value for most speciality crops
is linked to the delivery of a particular type aentity of what could be generally be
regarded as a commodity crop. EFO members wereampensated for supplying fresh
vegetables to the pack house, but were paid fqulgimg organically produced vegetables.
The basic source of value in the contract wasgtheg, a farmer’s effort in preserving the
organic identity of the produce. EFO’s managemempleyed internal inspectors to help
them monitor individual members’ compliance witlyanic farming standards both during
the conversion period and after attaining full ifedtion status. This was the only way of
preserving organic identity under group certifioati when crops were produced
independently by individual members. Non-compliabgeany member could jeopardise

the efforts of the entire group.

A snapshot at some important contract clauses mpiexsen Table 9.1 indicates that the
contract between EFO and the pack house was varlthldenominated in weight. The
pack house unilaterally set the base price of gaah had the power to call for deliveries
to begin and had total control over grading procesluAs a result, members complained
frequently about pricing, payment, grading andtireant of rejected produce in particular,

and contract implementation in general.

Data relating to_perceptionsf existing contract clauses included each member’
understanding of contract format, denomination @leior area), delivery calls, grading

procedures, and price determination. Members wke asked to state their _preferred
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contractual terms. Information about act@@tms specified in the verbal contract was
elicited from key informants within EFO’s managererommittee. These variables

complement observations on grower and farm chaisizts.

Table 9.1 presents sample means computed for fhendent and explanatory variables
considered in a model proposed to quantify the ahpé perceived contract clauses on
contract performance. Contract performance is lisaabessed based on agreed targets or
benchmarks. In this study, contract performance mveasured by the quantity of organic
produce delivered to the pack house by each farfifas. measure of performance was
considered reasonable because EFO does assigargafvgets to individuals members in
absolute terms. The quantity supplied by the eacimdr therefore reflects an attempt at
fulfilling the membership obligations of the groupailure to meet such quotas could be
indicative of extra-contractual marketing by thegucers or poor crop yields. Either way,
it demonstrates inability to meet contractual addiigns, hence poor contract performance.
It is therefore reasonable to use the quantityrofipce delivered to the pack house as a
relative measure of contract performance. The mpdsiulated that contract performance
was influenced by perceived contractual terms androl variables such as age, gender,

organic farming experience, and farm size.

In Table 9.1, contract format refers to the chdieewveen a verbal (informal) and a written
(formal) contract. In reality, EFO’s agreement wtitle pack house is a verbal contract, yet
15% of the organisation’s members claimed that #swa written contract. It was
anticipated that members who perceived that theeagent was a verbal contract would
tend to under-perforngeteris paribusbecause informal contracts are difficult to eoéor

and make it easy for other members to shirk om tigigations.
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Table 9.1: Descriptive statistics for variables inkeided in the contract performance
model (N=151), EFO, KwaZulu-Natal, 2004/5

Dependent variable

Variable Unit Description Mean
Quantity of Tons Produce delivered by member to EFO u&

224
produce 2004
Explanatory variables Mean Actual®
Age Years Farmer (member’s) age 50.05
Farm size HectareJ otal farm size including land rented 0.59
Organic farming Years as an organic farmer (EFO
experience Years member) 251
Gender Binary If female =1, male =0 0.75
Contract format Binar Perception that current contract is verbalO 85 1
(CF) y =1, or written = 0
Contract Perception that current contract is
denomination  Binary weight denominated =1, orOifarea  0.79 1
(CD) based
Delivery calls . Perception that buyer calls for deliveries
(DC) Binary to begin =1, otherwise =0 0.81 1

: Perception that contract does not specify

Grading Binary proper grading procedures =1, otherwise0.54 1
procedures (GP) 20 ’
Price Perception that price is jointly
determination  Binary determined by buyer and EFO =1, 0.56 0
(PD) otherwise =0

¥ ‘Actual’ indicates contractual terms actually sfieci by EFO’s verbal marketing
agreement.

Most studies of contract choice and design uséctih@ract’ as the unit of analysis. In this
case, as with most efforts to integrate smallh@ldeto favourable markets, there was a
single contract between the (horizontally coordedatfarmer’'s group and the buyer.
Owing to the absence of a standard written contthet verbal contract provided a good
simulation of multiple contracts as farmers arelijkto differ in their understanding of the
verbal clauses. For these reasons, members weea &k the unit of analysis. Each
member declared his or her knowledge of existingtre@t specifications as well as their

preferred specifications, making it possible to pame perceived, preferred, and actual
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contract clauses — an approach similar to that @yepl by Fraser (2005), Goodhekal.

(2000) and Sykuta and Parcel (2002).

Contracts like EFO’s may be denominated in termw@ifjht or area. In the former case,
farmers are obliged to supply a specific volumeraduce to the buyer over a given period
of time. In the latter case, farmers must planpecsic area with the buyer obligated to
purchase all of the output. Weight based contragsgyn yield risk to the farmer while area
based contracts shift this risk to the buyer. Memrsnlveho (correctly) perceived that EFO
was contracted to produce a particular volume afhearganic crop were therefore
expected to be more concerned about performancettibae who thought that the contract

was area based.

Delivery calls defining rights to call for suppliedluence the distribution of risk between
contractual parties. The party that decides whdweates should start and end is better
placed to manage deliveries to his or her advantdgenbers of EFO were more likely to
under-perform if they perceived that the pack hduse the right to call for deliveries as
the timing and delivery window may not coincide hviphysiological crop maturities

experienced by growers.

Grading procedures should not only specify critéoiaclassifying produce into different

grades, but should also define when, how and bymvboading is to be done, and the
procedures for dealing with rejected produce. Unfamately, EFO’s verbal contract does
not address all of these issues adequately. Althongmbers grade their own produce,
EFO pools deliveries from its growers and the bugegrades the pooled produce when it

arrives at the pack house. Members with high rejeaiates free-ride on those with lower
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rejection rates because rejected produce canndtabed back to individual growers.
Respondents frequently complained that their preduas being unfairly downgraded by
the buyer. It was therefore anticipated that membeho perceived that grading
procedures were not properly specified by the Jerbatract would tend to deliver less

produce to the organic market.

Price determination in spot markets is a functibdemand and supply. Under contractual
arrangements, prices are usually determined jobytlthe buyer and seller. However, EFO
appears to have little bargaining power — possii@gause it lacked alternative organic
markets, whereas the pack house can purchase ogmawiucts from competing suppliers.

According to members of EFO’'s management commitiee,pack house established a
base price at the beginning of each season. lawdspated that members who perceived

that base prices were jointly determined wouldwéelmore produce to the pack house.

9.1.2 Rationalising the empirical model of preferred contact clauses

Following Sykuta and Parcel's (2002) study, logibdals were proposed to identify the
determinants of preferred contract characteristnssidered to be of central importance to
the performance of EFO’s collective contract witte tpack house. Table 9.2 presents
descriptive statistics for these key preferencéerature has shown that contract choice is
a function of farm and grower characteristics (EBra2005; Goodhuest al., 2000)
including age (which is also a proxy for past farghexperience not necessarily tied to
organic farming), education (which influences a&pilto prepare and read a written

contract), the household’s stock of farm laboud & income from farming.
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Table 9.2: Descriptive statistics for variables usk to explain preferred contract
format and contract denomination (N=151), EFO, Kwailu-Natal, 2004/5

Dependent variables

Variable Unit Description Mean

Preferred contract Binary  Written contract preferred =1, verbal =0 H.1

format

Preferred contract Binary  Area denominated contract preferred =1, 0.71

denomination weight based =0

Preferred grading  Binary = Well defined grading procedures preferred 0.99

procedures =1, otherwise=0

Preferred price Binary  Joint price setting preferred =1, otherw3e= 0.99

determination

Preferred delivery  Binary  Farmer’s call for deliveries preferret], = 0.95

calls otherwise =0

Explanatory variables

Variable Unit Description Mean

Age Years Farmer’s age 50.05

Formal education Years Years of formal schooling 604.

Family labour Adult Avalilable family labour 4.12
equivalents

Farm income Rands Cash income from organic sales in 2004/5 545.34

Organic farming Years Years as an organic farmer (EFO member) 2.51

experience

# One US Dollar = 6.45 Rand at the time of the sur{South African Reserve Bank,
2005).

It is not possible to rationalisg priori how all of these variables were likely to affect
preferences for particular contractual terms, Ibutvas anticipated that preferences for
written contracts, area based denomination, wdikdd grading procedures, jointly
negotiated prices and delivery calls made by fasmeould strengthen with increases in

member education and the importance of farm income.

9.1.3 Modelling contract performance

The model of contract performance proposed by Hgual4) was estimated using

ordinary least squares (OLS) regression. Equatidi froposed that quantities of organic
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produce delivered by members to EFO for sale tqo#ek house depends on farm, farmer,

and contract characteristics:

Yi:a'xij+ﬁZij +c @4

where;y, = quantity of organic produce delivered by iffeEFO member to the pack

house,

a = coefficients of farm and farmer characteristics,

X;; = vector of farm and farmer characteristics,

[ = coefficients of binary contract variables,

Z; = vector of dichotomous variables representing gigecl contractual terms, and
& =random error.

Contract performancey( ) was measured by the quantity of organic prodwiveted by
each EFO member to the pack house during the 200dvketing season. Farm and farmer

characteristics X; ) were represented by variables such as age, gemdgmic farming

experience and farm size, while th&;( indicated perceptions that the contract entithesl

pack house to call for deliveries, specify joinicprdetermination and grading procedures,

was denominated by weight and verbal rather thattenr
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9.1.4 Modelling preferred contract clauses

Equation (15) postulates that each of the key echttlauses preferred by EFO members is
influenced by personal and farm characteristicauagqn (15) is expressed as a binary
logit model as the preferred contract clauses \a#rexpressed as dichotomous variables.

For a binary response mod¥l{] (01) let X be a vector ofZ regressors, and; be the
probabilityPr(Y =]jx). The logistic model is a linear model for the lodds, or logit that

Y =1, given the values ir(Gujarati, 2003:595-596).

Logit = In[LJ =a+ pX @5
1-7

1
where;a = intercept,
S = vector of regression coefficients, and
Xi = vector of farm and farmer characteristics.

Logit models were postulated for preferred contrdotmat, preferred contract
denomination, preferred grading procedures, prefemethod of price determination and
preferred delivery calls. These models included@eal attributes and farm characteristics
as possible determinants of preferred contractseluPossible determinants of these five
preferences include formal education and organionifag experience as personal
characteristics, and farm income and the househodtiock of farm labour as farm
characteristics (Table 9.2). Formal education viked\l to capture the effects of age and
gender because the vast majority of EFO’s members wlderly women with low levels

of education.
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9.2 General assessment of contract impact at EFO

Interviews conducted with key informants helpeddentify information needed to assess
individual costs and benefits of honouring EFO’stcact with the pack house. It was clear
that the verbal contract enabled coordination, ngakine supply chain more efficient when
compared to no contracting. Transaction costs niynmecurred in the marketing of fresh

produce were considerably reduced for both indiidarmers and the buyer. In addition,

transport and fencing costs were subsidised bgaokernment.

However, there was limited transfer of market infiation, management skills or organic
production technology to farmers despite the bwgeasionally meeting with members to
educate them about grading and quality issues. chbmeract provided a hedge against
downward movements in producer prices, but disadgma producers when prices
increased. When a contract specifies a fixed pho#) parties expect the contract price to
differ from the spot price. Problems develop whies price gap becomes too wide for too
long, thereby encouraging the disadvantaged pargyefault (Koehler, 1999). When the
pack house was at a disadvantage it stopped makifgyfor deliveries in order to cut its
losses. The contract assigned this right to th& paaise without specifying a delivery
window or the terms of the buyer’s call (e.g. tlmtice period). Impromptu calls with short
notice periods were common, encouraging memberssdlb organic produce in
conventional fresh produce markets rather than renthe risk of damage to mature crops

whilst waiting for the buyer’s next call.

At the time of the study, the contract providedalofarmers with their only avenue to an
organic market. Market access was reasonably aksun@ the buyer carried some price

risk. Access to capital is often a prerequisite $astainable production in smallholder
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agriculture systems (Delgado, 1999). The buyerlifated a deal with the Provincial
Department of Agriculture and Environmental Affaf@AEA) whereby members were
granted fencing materials to protect their cropairzg} damage caused by stray livestock.
Otherwise, there was no improvement in their actesgricultural credit or organic inputs
- including disease free planting materials. Thisamt farmers still used the same
production system as was the case before conveasidblid not benefit in any significant

way from the organic contract in that regard.

The narrow range of benefits accruing to farmedicetes that EFO’s marketing contract
has not set a strong precedent for organic farmpnogects aimed at alleviating poverty in

rural South Africa. Nor has the uncertainty thatsunds the contract itself.

9.2.1 Impact of contractual terms on contract performance
Members’ perceptions of existing contract clausighlight their confusion about actual
contractual terms, and are used to explain diffsenn contract performance between

individual members. Table 9.3 presents the OLSmeddis of the parametera (ands )

defined in Equation (14).

The binary variables - contract format, contraatateination, grading procedures, price
determination and delivery calls - are collineanjala makes it impossible to estimate their
separate effects on contract performance. Two Hinedexes of these variables are
extracted using Principal Components Analysis (P@APrincipal Components Analysis

based only on binary dummy variables is sometireéxned to as a Principal Co-ordinate

Analysis (Joliffe 1986: 200). The PCA yielded twangipal components with eigen values
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greater than one, represented by Equations 16 @nddgether, these two PCs explain

64.7% of total variation in the binary variablestwPC, accounting for 37.4% of the total

variation.
PC, =0.863PD —0.799DC -0.547GP (16)
PC, = 0.842CD -0.731CF A7)

where the asterisks denote standardised variables.

The standardised component loadings indicate taéwe contribution of each variable to
the principal component. RGttributes relatively high loadings (greater th|a®m3|) to
price determination, delivery calls and grading gedures. This index increased when
members perceived that prices were jointly deteshirdelivery calls were made by the
EFO, and grading procedures were well defined: &tibutes relatively high loadings to
contract denomination and contract format. Thisemdhcreased when the contract was
perceived to be weight denominated and formaliseariting. Both of these indexes were
therefore expected to bear positively on contractopmance and were substituted for the
binary contract dummies in Equation 14. The OL$vesbrs of Equation 14 are presented

in Table 9.3.

The regression coefficient estimated for age wasissically significant and positive,
suggesting that older members were more inclinecbtaply with the buyer’s calls than
were younger members. Although the coefficientnested for organic farming experience

was not statistically significant, it had a t-valgieeater than unity and therefore warranted
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consideration. The positive sign suggests thatrachperformance improved as members
gained experience as organic farmers, or possitdget members of longer standing had
developed confidence in the contract and were malteng to sell produce to the pack

house.

Table 9.3: Impact of perceived contract provisionon quantity of organic produce
delivered by members of EFO, KwaZulu-Natal, 2004/5.

Predictors B Standard t-value
error

(Constant) 0.027 0.155 0.175

Age (years) 0.005 0.002 1.912

Farm size (ha) 0.009 0.029 0.307

Gender (female =1, male =0) 0.026 0.069 0.373

Organic farming experience (years) 0.002 0.002 03.3

PG, — index of price determination, delivery calls & 0.138" 0.029 4.721

grading procedures

PG, — index of contract format & contract denomination -0.021 0.031 -0.664

Adjusted R 0.22

N 151

Notes @ First principal component.
® Second principal component.
*significant at 10% level of probability, ** signdant at 5% level of probability.
***gignificant at 1% level of probability

The regression coefficient estimated for;R@s statistically significant. Its positive sign
was consistent with the arguments presented int€hdp Contract performance improves
when members perceived that: (a) prices were detedrjointly by EFO and the pack
house, (b) deliveries were called by EFO and notthgy pack house and (c) grading
procedures were well defined. This result suppprévious findings that flawed grading
procedures encouraged EFO’s members to withhold Hest quality produce from the

organic market (Gadzikwat al.,2006b) and that the benefits of collective marigtivere

being undermined by a lack of synchronisation betwiearvesting and delivery.
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The regression coefficient estimated for,®@s not statistically significant suggesting that
perceptions of a written, weight denominated cantded not have a positive influence on
contract performance. The overriding importanc®Gf was illustrated by its standardised
regression coefficient (beta) of 0.41. Age wasrtbgt most important variable with a beta
of 0.19, followed by organic farming experiencehwét beta of 0.12. PChad an absolute

beta of just 0.06.

9.2.2 Determinants of preferred contract provisions

Preliminary analysis of the contract clauses inl@abl indicate that only the preferred
contract format and preferred contract denominatenmeables contained enough variation
to permit further analysis. The other preferredtramt characteristics - proper grading
procedures, joint price determination and farmelesvery calls - lacked variability (see

Table 7.1) leading to their exclusion in subseqamatyses.

Table 9.2 presents descriptive statistics for prete contract clauses and for variables
thought to influence their choice. Only 14% of thhembers preferred a written contract,
but 71% preferred an area denominated contract ).72%nost all members preferred
well-defined grading procedures (99%), joint prsetting (99%), and farmer delivery calls
(95%). Of the other explanatory variables in Ta®l2, only the descriptive statistic for
farm income from organic sales was not discusseoréiceding sections. Family labour
was now computed as an average for all EFO membarsily labour and farm income

had mean values of 4.12 (adult equivalents) ancdbRB84per annum respectively.
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9.2.3 Preferred contract format and contract denomination

As explained in Section 9.2.2, the vast majorityi%j of EFO’s members stated a
preference for area rather than weight denominatibhis was expected as area
denomination shifts the burden of yield risk to theyer. Conversely, a small minority
(14%) of EFO’s members stated a preference forisienrrather than a verbal contract.
Like the OLS results presented in Section 9.2.i%, fihding is at odds with the view that

verbal agreements discourage performance by intmoguwncertainty and inviting free-

riding. Low levels of literacy might explain thisi@maly. The results of the logit analyses

are presented in Table 9.4.

Table 9.4: Logit models of preferences for writtenand area denominated contracts,
EFO, KwaZulu-Natal, 2004/5

Preferred contract characteristic

Written contract Area denominated contract
Predictors B Standard V\2/ald Od_ds B Standard V\2/ald Od_ds
error X ratio error X ratio
Constant 1.077 0.912 1.396 0.341 0.792 0.490 42.62.207
Formal education ~ 0.099 0.060 2.685 1.104 0.1540.052 8.785 1.166
Family labour -0.106 0.138 0.582 0.900 -0.136 0.0922.163 0.873
Farm income 0.001 0.000 3.826 1.001 0.000 0.000 0.205 1.000
Organic farming  -0.551" 0.262 4.409 0.577 -0.008 0.023 0.114 0.992
experience
-2 Log likelihood 91.96 146.62"
N 151 151

* Significant at 10% level of probability, ** sigficant at 5% level of probability, ***
significant at 1% level of probability.

With regard to contract format, the coefficientirstted for education was positive and

statistically significant. The preference for atwm contract strengthens with increasing
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levels of formal education, suggesting that farmeith relatively more schooling were

better able to read and understand written comstract

In this study, poor education was also a proxyafpe and gender because the vast majority
of EFO’s members were elderly women with low lev@igducation. This was consistent
with Saenz-Segura’s (2006) finding in Costa Ricat thider, more experienced farmers
with less education preferred verbal contracts. dboeet al. (2000) and Fraser (2005)
found a positive relationship between educationallifications and the preference for
written contracts in the United States of Americad aAustralian wine industries

respectively.

The coefficient estimated for farm income was statlly significant and bears positively

on preferences for a written contract. A plausitelanation is that members who derive
more income from farming have more to lose if taekphouse does not honour its contract
with EFO and therefore favour the relative secunitya formal contract over an informal

one. Increasing levels of organic farming expermetbend to reduce preferences for a
written contract. Again, this was consistent wiie8z-Segura’s (2006) finding and lends
support to the view that members of longer standiage developed confidence in their

verbal contract.

Two variables appeared to influence preferencesafea based contract denomination;
formal education and family labour. The significamd positive coefficient estimated for
formal education suggests that better educated mesmimay be more aware of the
relationship between vyield risk and contract dematidon. These members favoured a

contract based on area rather than weight asigesbthe buyer to purchase all outputs if
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there is a bumper crop and to source crops elsewhtrere is a shortfall. The coefficient
estimated for family farm labour was not statidticaignificant but has a Wal;#z statistic
greater than two. Its negative sign suggestedrttaahbers with less household labour to
draw on also prefer a contract based on area -bpps®cause labour shortages exposed

them to additional source of yield risk.

9.3 Chapter summary

Contracts enable smallholders to access organiketsamand could have considerable
impact on quality and loyalty issues along the $pgpain. Because production systems
are better managed, the quality of produce vastlyroves and loyalty is reinforced by a
contract in situations where farmers are affordesl @pportunity to deliver frequently,
cutting down post-harvest losses and amounts efctegl produce. As expected, EFO
farmers are confused about the organisation’s Vexdatract with its buyer (a local pack
house). There is no consensus on the contracausdes. An evaluation of how differences
over perceived contract clauses impacts on confpadormance measured in absolute
terms by the amount of organic produce suppliedh® pack house by each farmer
produced mixed results. Improved contract perfolgrar associated with the perception
that; (a) prices are determined jointly by EFO #m&l pack house, (b) deliveries are called
by EFO and not by the pack house, and (c) gradinogegnures are well defined and

prevent free-riding by growers who deliver produtnferior quality.

Choice of preferred contract clauses reveals amnyidg attempt to mitigate production
and marketing risks associated with smallholdeapigfarming. Improved education and
income levels and low organic farming experience positively aligned with written

contracts. Area dominated contract is favoured leynivers with higher levels of formal
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education (awareness) and lower levels of famitynfé&abour. Labour shortages heighten
the risk that farmers bear when the contract waghwelenominated. In summary, contract
performance is enhanced by contract clauses thajate production and market related

risks perceived by organic farmers.
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CHAPTER 10

CONCLUSIONS AND RECOMMENDATIONS

The main objective of this study was to contribictehe body of knowledge on functions
and operations of organic certified smallholder up® by exploring institutional and
contractual arrangements that would make such grougre effective in accessing high

value niche markets.

This study drew on the NIE’s collective action andnsaction cost theories to identify
possible determinants of participation in EFO, difted organic farming group operating
in the former Umbumbulu magisterial district of Kddu-Natal, as an institution to
improve smallholder access to a niche market byaied unit production, marketing and
transaction costs in the supply chain. A multindrfogit model was estimated to isolate
significant determinants of three different levelsparticipation in EFO (non-members,
partially certified members and fully certified mbens). Explanatory variables included
farm and farmer attributes, a variable measuriregggérceived net benefits of collective

action, and indicators of production and transactiosts.

The results indicated that continued participatm&EFO was not influenced by the age or
gender of the farmer, was positively influenced dmowth in the net benefits of
participation, and negatively by an increase in slze of the smallholder’s cropland or
non-farm earnings. With respect to production amrahdaction costs, the results suggest
that EFO has reduced fully certified members’ consdhat crops would be damaged by

livestock or constrained by inadequate technicfalrmation. However, this is not the case
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for other problems such as price uncertainty inveotional markets, lack of affordable

operating inputs, lack of affordable transport, addck of communications infrastructure.

The major obstacle to unlocking member investmeatdd be the existence of free-riding
problems within the group. The study revealed aernal free-rider problem at EFO and
identified its determinants. Principal componentalgsis was used to combine three
variables measuring different aspects of free-gdimto a single index. Members’ scores
on this index highlighted the presence of freengdiand cross-tabulation of the index with
farm size benchmarked the seriousness of the prollarger farmers, essential to EFO's
collective marketing effort, exhibited relativelyigh levels of free-riding behaviour.

Results of the OLS model suggested that members avhomale, poorly educated,
partially certified, aware of asymmetrical infornoat related to grading procedures, and

who do not trust the buyer were more likely to freke.

Considering the importance of an incentive compliaantract to mitigate free-rider
problems, it was disappointing to find that EFO’'®mbers were confused about the
organisation’s verbal contract with its buyer (@dbpack house). Descriptive statistics
measuring farmers’ perceptions of the contract serevealed a lack of consensus about
contractual clauses. The study then evaluated Me@wconfusion over contractual terms
impacted on contract performance, where contraclopeance was measured as the
quantity of organic produce delivered by EFO mermbfer sale to the pack house.
Principal component indexes of perceiveahtractual terms were regressed on contract
performance using an OLS model that controlledfdom and farmer characteristics. The
OLS results showed that contract performance imgatavhen members perceived that; (a)

prices are determined jointly by EFO and the pamksk, (b) deliveries are called by EFO
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and not by the pack house, and (c) grading proesdare well defined and prevent free-

riding by growers who deliver products of inferguality.

Logit models were then estimated to identify théedainants of some preferrentract
clauses. The results indicated that members wigheni levels of formal education
(literacy) and farm income, and lower levels of emxence, favoured a written contract
over a verbal contract. Similarly, members with Heig levels of formal education
(awareness) and lower levels of family farm labtawoured a contract denominated by
area rather than by weight. Labour shortages hemgtite risk that farmers bear when the

contract was weight denominated.

It can be concluded that EFO should target houdshbht rely on farming for income and
that are relatively land constrained. EFO is mdeely to survive if it continues to secure
fully subsidised information, transport, fencingdacertification services for its members,
and if it improves the benefits of participating $ynchronising harvest and delivery dates,
negotiating price discounts for organic inputs, Bpdnaintaining an office with telephone,
fax and postal services. However, long-term suatality is unlikely if the organisation
has to rely on subsidies to meet recurrent experediin private goods like transport and
certification services. Subsidy dependence couldedeced by recruiting more members
and marketing larger volumes. This will facilitabeilk discounts and reduce EFO’s
average fixed costs, including those arising fromestments in equipment and plant of its
own. The need for investment raises questions aB&@’'s ability to raise capital. A
fundamental question is whether or not memberslelesy and potential partners (e.g. the

pack house owner) have an incentive to finance EFO.
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In the longer-term, EFO should eliminate institnatised free-riding by re-organising
along the lines of an investor-owned firm that esstradable ownership rights proportional
to individual investment. This will facilitate padrships needed to finance value-adding
investments that improve the flow of net benefitsrtembers. In the short-term, EFO must
engage with the pack house to remove flaws in tadigg process that conceal the origin
of low quality produce. Transparent and mediatedotiations leading to an incentive
compliant contract with the buyer may also heltdld trust and so reduce free-riding
within EFO. Information about the goals and besefif membership should be actively

disseminated. Penalties for non-compliance migdd bk considered.

The study also recommends that the terms of EFOidract be revised so that: (a)
delivery calls can be made by either the pack housyy EFO during pre-specified periods
and with reasonable notice, and (b) grading proedare fully transparent and ensure
traceability so that losses caused by poor quabty be internalised to members who
deliver inferior produce. In addition, it is impant that prices should be negotiated at the
beginning of each season and that the parties dhbale recourse to pre-agreed
facilitators and an arbitrator to resolve disputaesprice and quality. A written contract is
recommended to support these more complex terntls,the proviso that the contract is
explained to current and prospective members, laaidgrowers are fully informed of their

rights and obligations.

While the above recommendations address specfiesat group level there are more
issues that are critical demanding attention atwigyindustry level. South Africa has no
national organic standards and regulations in pdaceas a result, government’s support to

the organic sector is rendered inaahhocby different government departments in pursuit
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of their national mandates. This creates confusiaime organic industry and reduces the
impact organic agriculture might have on the Sdftican economy. Clearly, government
needs to clarify policies relating to organic proiitan and marketing. The study proposes
the following specific policy recommendations talegks collective action, free-riding and

contractual problems in smallholder farming groups.

There is need for a policy that promotes smallh@ldeontinued participation in collective
marketing groups and discourages member exit. Saicpolicy should encourage
participation by consolidating existing collectigetion benefits through formulation and
implementation of measures that minimise or eveniehte transaction costs experienced
by participating farmers. Improving communicatiofrastructure and transport networks
in the rural areas would help alleviate problemaadess to market and communication. In
addition, productivity could improve if farmers leawaccess to affordable production
inputs. Ensuring that rural farmers have accesdféoadable financial products will address
the problem of affordability and present farmerghwmore choice regarding input

suppliers.

While policies that reduce transaction costs wilh@nce farmer participation, appropriate
institutional arrangements that curb free-ridingpdgour by aligning costs and benefits of
participating smallholders are equally importartteie is need to encourage smallholder
farmers to select appropriate legal entities witklladefined property rights. While co-
operatives are suitable under certain circumstartbesoromotion of better organisational
forms such as ‘New Generation’ co-operatives shbela priority. The policy required to
stimulate smallholder participation in collectivetian and curb free-riding must take into

account the role played by contracts. Properlygiesi contracts will safeguard vulnerable
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farmers from many uncertainties and risks assatiatéh collective marketing. The
primary policy objective will be to encourage weitt contracts that mitigate yield and

price risks and curb internal free-riding througbrpotion of better contract performance.
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SUMMARY

The NIE framework offers a number of approachesirigjues and concepts for analysing

institutions or ‘rules of the game’ that shape itheentives which guide decisions taken by

individuals. The first general approach is thatrahsaction and information costs in which

institutions are viewed as transaction-cost minimgiarrangements. The second approach
is concerned with collective action and eliminatioh the free-rider problem in the

provision of collective goods.

These approaches are pertinent to the study offiegrorganic farming groups such as
EFO. On the one hand, smallholders face high figemtuction and transactions costs
relative to income when accessing markets indiMiguw@aving to their small surpluses. It
follows that small farmers incur high unit transpanformation, and monitoring costs
(Hobbs, 1997). On the other hand, collective actmulilute these fixed production and
transaction costs introduces other costs and endfampered by problems such as free-
riding (Hardin, 1982; Ostrom, 1992a) when farmeougps organise along the lines of
conventional cooperatives (Cook & lliopoulos, 199%espite powerful conceptual
insights shed by collective action and transactiost theories, application of both theories
remains limited (Benham & Benham, 2000). This stddyws on both theories to analyse
the role played by EFO in addressing production @agketing constraints perceived by
members and non-members. In addition, the studysom free-riding theory to measure

the prevalence of internal free-riding at EFO amdléentify its determinants.

From a NIE perspective, contracts are viewed azm@ance mechanisms designed to

minimise transaction costs. NIE views contract fagras one form of governance in the
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vertical coordination continuum, lying somewhereween the spot market and full
vertical integration. Williamson (1991) identifietthree classes of contracts that have
relevance in determining coordination performanideese are classical, neoclassical and
relational contracts. NIE provides a theoretigainfework that helps to explain the
existence of contract farming, as many problemsa@aed with imperfect and missing
markets are caused by asymmetric information ahérdactors that raise transaction costs
(Minot, 1999; Grosh, 1994; Key & Rusten, 1999). NHeory is applied to data gathered
from members of EFO to assess their perceptionsxisting contractual terms, and to
guantify the impact of these perceptions on thelivdry of organic vegetables. Marketing
contracts adopted by such groups tend to regulatesdctions between the group and
outside buyers such as pack houses and retaile@®.i€£no exception, having negotiated a
contract with just one buyer, a pack house. Thaysalso seeks to identify determinants of
preferred contractual terms. It does not test fatineality of current contract design, nor

does it explicitly test for propositions of contréaeory.

EFO was initiated in 2001 by the University of Naavhich subsequently merged with
University of Durban Westville to form Universityf waZulu-Natal) as a project to
produce traditional vegetables. The group explaed achieved organic certification in
2003. At the time of the study, EFO the oldestifted:t organic farming group in South
Africa, pooled and sold produce grown individuddly its members to a pack house near
the city of Durban. The pack house supplied alretedin well known for its high quality
products in South Africa. Principal crops cultivdiacludeamadumbgegreen beans, sweet
potatoes, and potatoes. EFO’s constitution entesdeveral principles that underpin
traditional cooperatives; such as net margins idigied according to patronage,

democratic control (one member one vote) and opemimership. Membership comprises



133

of fully organic certified farmers who founded tbeganisation, and partially certified
members who joined later and who are transitionmdully certified status. Unlike a
cooperative, EFO has no equity ownership schemethacefore, does not offer shares in
return for capital invested by its members. Theuargnts presented by Cook and
lliopoulos (2002) seem to suggest that EFO is Yikel suffer from free-rider problems
because the gains from cooperative action candessed by individuals who did not fully

invest in creating them.

This study was conducted within Embo community le tUmbumbulu Magisterial
District, KwaZulu-Natal. Data were collected frontansus survey of 151 EFO members
and sample survey of 49 non-EFO members. Of the EFEQ members, 48 were fully
certified and 103 were partially certified orgarfarmers. Data were gathered in two
phases. In the first phase, a producer and a holtsquestionnaire were administered in
the last quarter of 2004 to all respondents. Inséwond phase, a follow-up producer and
household questionnaires were administered duringy first quarter of 2005. These
guestionnaires surveys were complemented by keyvietvs held with some members of

EFO management committee.

The investigation of factors influencing continugalticipation in EFO’s marketing effort
by individual members revealed that participatioaswencouraged by growth in net
benefits of participating, and negatively corredateith increasing farm size or non-farm
income. The evaluation of production and transactiosts showed that EFO managed to
reduce fully certified members’ concerns that creymild be damaged by livestock or
constrained by inadequate technical informationweler, members were still concerned

about price uncertainty in conventional marketsk laf affordable operating inputs, lack
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of affordable transport and a lack of communicatiofrastructure. This implies that

collective action was not effective in reducingdbéransaction costs.

This study revealed that an internal free-ridinghpem existed within EFO. Using three
variables measuring different aspects of free-gdia free-riding index was computed,
which was then cross tabulated with farm size. taoftately high index scores, indicative
of serious free-riding, were observed among lafgeners essential to EFO’s collective
marketing effort. This poses serious questions tihdure sustainability of the group as a
whole. Without being definitive about free-ridingvels in EFO, the results suggest that the
group is prone to the “sucker” effect caused be-rding behaviour. As result, non free-
riders may reduce their efforts in response tormatefree-riding. The estimated empirical
free-riding model indicated that members who weralempoorly educated, partially
certified, aware of asymmetrical information rethte grading procedures, and who did

not trust the buyer were more likely to free-ride.

The findings on the existing verbal contract betw&#O and pack house showed that
EFO was benefiting from better coordination comgat® no contracting. Some
transaction costs were reduced for both individaahers and the buyer such as transport,
which was subsided by government. The major weaese®f the contract included
limited transfer of market information, managemskills and organic technology to the
farmers by the buyer. Despite being hedged agalostnward movement in produce
prices, the farmers were disadvantaged when tlegincreased. In some instances, the

pack house stopped making delivery calls when prere high to cut on its losses.
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Given the verbal nature of the contract and thatdidhrange of benefits accruing to the
farmers, the study examined the members’ undensigraf verbal contract clauses and
their impact on contract performance. Contract ggenince being measured by the
guantity of produce delivered to the pack house résults showed that older farmers were
more cooperative and were more like to heed buyaits than younger ones. An index of
contract clauses suggested that joint price detertion by EFO and pack house, well
defined grading procedures and farmer made deliecalis had a positive impact on

deliveries made to the pack house, hence conteafrmance.

A further evaluation of determinants of preferrednttact clauses evaluated the
determinants of preferred contract format (verbalvotten) and contract denomination
(area or weight) clauses. Preference for any dfetlidauses could be indicative of clauses
likely to dominate in future organic contracts. Peducation, a proxy for age and gender
as the majority of EFO members were old women Vo literacy levels, was associated
with preference for verbal contracts. Farmers whd more organic farming experience
also preferred verbal contracts, possibly due twemsed confidence in verbal contracts
over time. By contrast, farmers relying more omfancome preferred written contracts
that are relatively more secure. The preferenceafea based contract was influenced by
formal education and family labour. The more ededanembers were aware that an area
based contract shifts the risk to the buyer whimrsed to purchase all output in case of a

bumper harvest and source it elsewhere when thestaortfall.

This study has contributed to the understandingroéllholder organic farming group
institutions. Further research is still requireddst the study’s findings over several groups

and over time. The implications of other instituid problems such as influence, horizon,
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and portfolio on sustainability of collective outaes should be investigated, in addition to
seeking a better understanding of their determsartis study concludes that collective
action should be strengthened through ensuring pgraeccess to subsidized services,
synchronisation of harvesting and delivery datex] ghrough investment in business

assets.

Free-riding can be mitigated through issuance adable shares and engaging with the
buyer to remove flaws in the grading procedureg taaceal origins of poor quality
produce. The group’s marketing effort should bepsuied by an incentive compliant
contract that ensures transparent in grading amuementation of delivery calls and
jointly negotiated prices. These contract termstrbessupported by a written contract to

minimise misinformation about contract terms angriove contract enforcement.

At policy level, the study recommends that the prtgation of a policy that consolidates
the benefits accruing to farmers engaged in caecction by minimising the levels of
production and transaction costs faced by smalérsldSuch a policy should be tailored to
promote the development of appropriate organisati@mrangements that are better at
aligning costs and benefits of participating inlective action in an attempt to curb
institutional problems such as free-riding. Equathportant is the need to promote use of
written contracts that protect smallholders in cactiual arrangements from yield and price
risks. Properly designed contracts will also pesiii impact on a group’s overall contract

performance.
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APPENDIX A
EFO BASELINE QUESTIONNAIRE 2004: CROP PRODUCTION SURVEY: EFO MEMBERS

Interviewer:

Date:

Respondent is fully certified

N

Respondent is not fully certified UNIVERSITY OF

KWAZULU-NATAL

The information captured in this questionnairetietly confidential and will be used for reseamiirposes by staff and students at the
University of KwaZulu-Natal to inform EFO farmers,ospective members and stakeholders how they nmgitove their organic farming
venture. Respondents do not have to answer questianswers are voluntary. The respondent musinienaber of the EFO.

Household GPS
number: coordinate:

Respondent’s full name

Respondent’s age

Respondent’s gender

For further information call: Dr Sheryl Hendrikspod Security Programme, University of KwaZulu-Natéel: 033 2605726



1 Crops produced organicallyin the2003/4season (September 2003 — end of August 2004) (Eobtee information about crops grown
organically has already been gathemed,will be inserted before the interview)

Total area plante

Portion of total
area planted

Sales to packhouse

Sales to non-organic markets

that is rented in

Sold to Average unit |Total revenue |Average unit |Total revenue
or borrowed | 4 ckhouse | price from sales price from sales
(Specify unit e.g.| (Specify unit , :
Crops grown 1/10 ha) e.g. 1/10 ha) (Y orN) (R/unit) (Rands) (R/unit) (Rands)
Amadumbe
Potatoes

Sweet potatoes

Green beans

Fallow land

Totals (for office use)

Note:!Sales to hawkers, local neighbours, Isipingo direict
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2 Crops produced inorganically (i.e. with chemical fertilisers) in tH2003/4season (September 2003 — end of August 2004)

Crops grown

Planted
Y orN

Total area planted

Portion of total area
planted that is rented if
or borrowed

Average unit price

Total revenue from
sales

(Specify unit e.g. 1/10
ha)

(Specify unit e.g. 1/10
ha)

(R/unit)

(Rands)

Amadumbe

Potatoes

Sweet potatoes

Dry beans

Maize

Sugarcane

Bananas

Chillies

Other: Please specify
Peanuts

Fallow land

Totals (for office use)
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3 If land was borrowed or hired to produce crops inthe 2003/4 season (September 2003 — end of AugR804), capture the following
information about the main land transaction (tick where relevant):

[ ] Cash rental

[ ] Crop payment

[] No payment/Favour
[ ] Return of a Favour

What type of transaction was negotiated?
P g [ ] Verbal agreement

[ ] Written contract

Short-term (one year or less)
Long-term (more than one year)

mB__fm_m?m
riend
tranger

Who lent or rented out the land to you?

[
[
[]F
[IF
[]s

Was this main land transaction to borrow or hiredlgpecifically for organic crop production? Yes No
If yes, then fomwhich organic crop(s)?




Inputs used for organic crops produced in the 2003/season (September 2003 — end of August 2004)

16C

Input

Quantity used

(kg)

Average unit price

(R/kg)

Total
(Rands)

COSt

Allocation of input between organic crops

Amadumbes

Potatoes

Sweet
potatoes

Green beang

Dry beans

Purchased manure

Own manure

Own compost

Purchased amadumbe seed

Own amadumbe seed

Purchased potato seed

Own potato seed

Purchased sweet potato see

Own sweet potato seed

Purchased green bean seed

Own green bean seed

Hired labour

Family labour

Hired tractor and equipment

Own tractor and equipment

Hired draught oxen
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Own oxen

4 Potatokeeping quality in the2003/4season (September 2003 — end of August 2004)wteke appropriate)

Aug 03 | Sept 03] Oct 03] NovOB Dec(Q3 Jan04  Feb|04rchi@4 | Aprl 04| May 04| Jun 04| Jul 04

When do you plant Uoﬁmﬂomme ] ] ] ] ] ] [] []

When do you harves
potatoes?

[ [ [ [ [

[
[
[
[
[




6 Potato harvesting, storage and gradingn the2003/4season (September 2003 — end of August 2004)wteke appropriate)

What is the main factor that determines when yatt sarvesting

potatoes?
Why?
Do you practice sequential harvesting? ]y
CIN Why not?
>
Do you store potatoes for home consumption? m ﬂ_ How are potatoes storeds

What is the main form of quality loss if potatoes atored?

Sprouting

Rotting

Greening

Insect damage

shrinking:

.. >

Do you grade your own potatoes at harvest? m ﬂ_ What qualities are used to grade potatoes”
Why?

Have you increased your area of potatoes over tif Y

y y P N Why not?

How many times did you sell potatoes to the packbdast season?

How many weeks do your potatoes remain salealde aft

harvesting?

Is this a problem? L]Y[LIN

What qualities do you think consumers are looking

for in organic potatoes?
Why?

Do you think your potatoes meet the grade ]y

expectations of the packhouse? CIN Why not?

What quantity of potatoes grown last summer did| ,,..

you deliver to the packhouse? (Kilograms)

What quantity of your owwelivery was rejected by  (Kilograms




the packhouse? or don't
know)

Could improved storage facilities or technologies | [ ] Y

lead to increased income from potatoes? [IN

7 Answer the following questions abautadumbein the2003/4season (September 2003 — end of August 2004wteke appropriate):

What quantity of amadumbe grown last summer did (Kilograms)
you deliver to the packhouse? 9
What quantity of your own delivery was rejected by M_M_roomhw ms
the packhouse? know)

- L]y
Could storage facilities make you better off? N
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8 Rank the followingonstraints on organic croppingfrom 1 to 3 wherel is no problemand3 is a severe problenftick where appropriate):
: 1 No . 1 No
Constraint problem 2 3 Constraint problem 2 3
Livestock damage crops Inputs not available at affordable prices
Uncertain climated.g.drought) Tractor is not available when | need it

Uncertain prices for products sold to

Cannot find manure to purchase
packhouse

Uncertain prices for products sold to othe

=

Cannot find labour to hire

markets

More work than the family can handle Cannot access more cropland

Lack of cash and credit to finance inputs Delays in payment for products sent to
packhouse

Lack of information about producing Lack of bargaining power over product prices

organic crops at the packhouse

Lack of information about alternative Lack of information about consumer

markets preferences for our organic products

Packhouse does not reward me fully for my

Lack of proper storage facilities own product

Lack of affordable transport for products

Lack of telephones to negotiate sales




9 Participation in EFO (tick where appropriate):

16&

When did you first become a member of the EFO? Year

Month

Do you participate in the EFO Executive Committee?

If yes, what is your role in the Executive Comee?

Z <

ArwWNPEF

Do you participate in the EFO Internal Applicatiddemmittee?

If yes, what is your role in the EFO Certificatioigplications Committee?

Z <

Are you an EFO internal inspector?

I I I B [

Z<L|hwN R
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10 Whatbenefitsdid youexpectwhen you joined thEFO?

11 Whatbenefitsdo youactually get frombeing a member ofEFO? Rank the perceived benefits frano 4wherel is no benefitand4 is a major
benefit (tick where appropriate):

Ranking of benefits actually received

Benefit
1 2 3 4
none some satisfactory major

Better access to tractor services

Better access to organic crop production advice

Provision of fencing for fields

Access to a reliable market

Better prices for crops

Better access to inputs
If yes, please specify what inputs (e.g. more land)

A community organisation to lobby for assistance

Payment of organic certification fees




12 Whatcostsdid youexpectwhen you joinedEFO?

13 Whatcostsdoes EFQactually impose on you? Rank perceived costs fiotn 4 wherel is no costand4 is an excessive cogtick where

appropriate):
Ranking of actual costs
Cost
1 2 3 4
none some reasonable excessive

Membership fees

Time attending meetings

More work effort in crop production

Increased expenditure on hired labour and other far
inputs
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Y
14 Some members of EFO may benefit more than othstspcause they produce more. Do you think thateesnwhg u
get more benefit should also contribute more tactig of running the EFO? N

[ ] DK

15 EFO rules and procedures(tick where appropriate)
How often do ordinary members meet each year? Times
How many general meetings have you attended saveeady this year? Meetings
Do non-members also attend these general meetings? []Y [N []DK
If so, are they allowed to vote when electing repngatives to the Executive Committee at the An@ealeral Meeting | [ ] Y[ ] N [] DK
(AGM)?
Have you read EFO’s constitution or had it explditeeyou? ]y [N
Would you say that the procedures followed wheatiglg representatives to the Executive Committeecarrect? L1y N DK
If not, why not?
Are you able to vote and express yourself freelyeaeral meetings? L1y N DK
Does the Executive Committee present a record @h@ncial transactions to members at the AGM? []Y [N []DK
Does someone who is trusted by the members chedkéncial records? []Y [N[]DK
Does the Executive Committee meet regularly evesgth? L1y N DK
Do members of the Executive Committee ever get foaithe services that they provide to the EFO? ]y N [JDK




Can members attend Executive Committee meetingsittieey are not members of the Committee? []Y [N []DK

If so, are those people who are not members dExieeutive Committee allowed to vote on managemecisabns €.g. [ 1Y [N [] DK
to build a new storage facility)? -

If the Executive Committee asked members for coations to finance a new storage facility, wouldreenember be Oy N [JDK
expected to make the same contribution?

If no, would the costs be shared in proportiorhgize of members’ farms or deliveries? []Y [IN[LIDK
Do you think that there are improvements or agbatsEFO could be financing but is not L]y N

Did you have enough information about the EFO wj@njoined? L]y N

Does the EFO give you enough information aboutperations? Cly N

16 Sources of agricultural information

16.1 What is the name of the Department of Agriz@ltExtension Officer?

16.2  Which of the following sources of agriculturdbrmation have you used in the pabbut organic farming (tick where appropriate)?
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|
: Used?
Information source Used?
Oy Information source

EFO farmers N v
Department of Agriculture CIN

University (Dr Modi, students or FSG ) m ﬂ_ v
Paeta (Nelly) CIN

Assagay Organics (James’s packhouse) m ﬂ_ Oy
Rainman LandCare Foundation (Raymond) N

. v

Radio N Oy
AFRISCO (certifying body) N

Print media (books, pamphlets, newspapers, mmvﬂ_ Oy
Private firms that supply inputs N

16.3 Please estimate the total number ofshper week that you spend getting information alboganic farming from all the sourcesmbinedthat
you use: Hours
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To what extent do yoagree or disagreewith the following statements about yauorking relationship with the agent at the packhouse

(tick the appropriate block or write DK if the resmlent cannot answer) :

171

Statement

Strongly Agree

Agree

Disagree

Strongly
Disagree

Trust:

We have a strong personal confidence in each other

We have a strong business confidence in each other

We can always rely on each other when it counts

This agent will work hard in the future to maintaiclose relationship with EFO

| am very confident that this relationship will ¢iorue in the future

This agent is trustworthy

This agent has always been fair in his negotiatvatisus

Communication:

We often discuss issues such as changes in custoews for organic products

We have extensive formal communications

We have extensive informal communications

We discuss only need-to-know information that edatirectly to our relationship

We make joint decisions about:

Reducing costs in the packhouse

Organic product delivery scheduling

Organic product quality control

Improving organic product quality




Z

New organic products to grow

Commitment:

We work together to achieve productivity gains fratrich we both benefit

We devote considerable time to trying to improvs tklationship

We devote considerable time trying to improve padse productivity

We have made major changes in our delivery schadaleler to deal more effectively
with the packhouse




18

19

178

Howsatisfied are you with youwvorking relationship with the agent at the packhouse over the last season (tick wagweopriate)?

Very Satisfied Satisfied Dissatisfied Very Dissatisfied

How would you describe thevel of cooperationbetweeryou and the agentat the packhouse in the following activities (twkere
appropriate)?

Activity Very High High Moderate Low Very Low

Organic crop production planning

Organic crop harvest scheduling

Organic crop marketing

Organic crop quality control

Planning to produce new organic crops
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20 Literacy (tick where appropriate):

Yes Some No

Can you read and write IsiZulu?
Can you read and write English?

21  Ifthe respondent can read and write &t lsame English, ask him/her to read the followirtggds and to write their IsiZulu or English
equivalents if they are willing to try:

IsiZulu English
Ukhula
Poison
Manure
Izincingo
Date of planting
Explain how you fertilise your field

Thank you for participating in this survey.
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APPENDIX B

EFO BASELINE QUESTIONNAIRE 2004 : CROP PRODUCTION SURVEY: NON MEMBERS

Interviewer:

Date:

UNIVERSITY OF
KWAZULU-NATAL

The information captured in this questionnairetietly confidential and will be used for reseammirposes by staff and students at the UniversivedZulu-
Natal to inform EFO farmers, prospective membersstakeholders how they might improve their orgdaiming venture. Respondents do not have to answer
guestions — answers are voluntary. The respontienid be the household head.

Household GPS

Respondent’s full name i : )
number: coordinate:

Respondent’s age

Respondent’s gender

For further information call: Dr Sheryl Hendrikspod Security Programme, University of KwaZulu-Natéel: 033 2605726



1 Crops producedin the2003/4season (September 2003 — end of August 2004)

17¢

Crops grown

Planted
Y or N

Total area planted

Portion of total area
planted that is rented in
or borrowed

Average unit price

Total revenue from sale

(Specify unit e.g. 1/10
ha)

(Specify unit e.g. 1/10
ha)

(R/unit)

(Rands)

Amadumbe

Potatoes

Sweet potatoes

Dry beans

Maize

Sugarcane

Bananas

Chillies

Other: Please specify

Fallow land

Totals (for office use)
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2 If land was borrowed or hired to produce cropghie 2003/4 season (September 2003 — end of A2f@el), capture the following information
about the main land transaction (tick where relgvan

[ ] Cash rental

[] Crop payment

[] No payment/Favour
[ ] Return of a Favour

What type of transaction was negotiated?
[ ] Verbal agreement

[ ] Written contract

[] Short-term (one year or less)
[] Long-term (more than one year)

[] Family relative
Who lent or rented out the land to you? [] Friend
[] Stranger

Which crop(s) was this main land transaction to borrow or hamd| used for?
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3 Inputs usedfor crops produced in tH#03/4season (September 2003 — end of August 2004)
Input Quantity Average unit| Total cost| % Allocation of input between crops
cxmma price (R/kg (Rands) Maize Potatoes Beans Sugarcgne Sweét
(kg) potatoes | Amadu
mbe

Purchased manure

Own manure

Own compost

Purchased fertiliser

Purchased chemicals

Purchased maize see

Own maize seed

Purchased potato see

(o

Own potato seed

Purchased bean seed

Other purchased see

Other own seed :

Hired labour

Family labour

Hired tractor and
equipment

Own tractor and
equipment

Hired draught oxen




4 Rank the following constraints frointo 3wherel is no problemand3 is a severe problenftick where appropriate):

Constraint

1

2

3

Constraint

Livestock damage crops

Tractor is not available when | need it

Uncertain climated.g.drought)

Cannot find manure to purchase

Uncertain prices for products

Cannot find labour to hire

More work than the family can handle

Cannot access more cropland

Lack of cash and credit to finance inputs

Cannot join EFO

Lack of information about producing crops

Other: Please specify

Lack of proper storage facilities

Lack of affordable transport for products

Lack of telephones to negotiate sales

Inputs not available at affordable prices

5 Non-participation in EFO (tick where appropriate):
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Have you heard aboutthe EFO? |[]Y [N

Have you considered joining the EFOR ] Y [ ] N

If not, why not? []1 do not know what the EFO does

[]1 do not want to grow organic crops

[]1 cannot complete the form that EFO members must submit for certification

[] 1 do not know how to grow organic crops

[ ] EFO does not treat its members fairly

Explain why if you feel that EFO does not treatitsmbers fairly
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6 Sources of agricultural information

6.1 What is the name of the Department of Agriceltixtension Officer?
6.2 Which of the following sources of agricultuiafiormation have you used in the past year (tickenghappropriate)?

_
?
Information source Used: Information source Used?
Y%
Other farmers CIN Others: Specify m H
. Y%
Department of Agriculture N ]y
CIN
: : : Y%
Private firms that supply inputs C]N L]y
CIN
Radio L1Y L]y
Print media (books, pamphlets, newspapers, &fc.) Y vy
1N [N

6.3 Please estimate thatal number of hours per week that you spend gettifagrmation about farmindrom all the sources combined

that you use: Hours.

7 Literacy: (tick where appropriate):



Yes Some No

Can you read and write IsiZulu?

Can you read and write English?

If the respondent can read and write at leasedbnglish, ask him/her to read the following woads to write their IsiZulu or
English equivalents if they are willing to try:

IsiZulu English
Ukhula
Poison
Manure
Izincingo
Date of planting
Explain how you fertilise your field

Thank you for participating in this survey.
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APPENDIX C

EMBO/EFO HOUSEHOLD AND CONSUMPTION QUESTIONNAIRE 20 04

The information captured in this questionnairetietly confidential and will be used for reseamiirposes by staff and students at the University of
KwaZulu-Natal to inform EFO farmers and stakehaddeow they might improve their organic farming west Respondents do not have to answer
guestions — answers are voluntary. The respontienid be thele facto(actual) household head.

Interviewer:
._,.mpﬁ
Date: l‘fa
[ 7 J
A
k|
UNIVERSITY OF
KWAZULU-NATAL
| Respondent’s name: | | Household number: | | GPS coordinate: |

For information call: Dr Sheryl Hendriks, Food 8ety Programme, University if KwaZulu-Natal. Tel33 2605726
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Write the names of all household members

M

1. Is...... Male or female

L]
=z
L]
mZ
L]
mZ
L]
mZ
L]
mZ
L]
mZ
L]
mZ
L]
mZ

2. If the household head is a female is she
widowed?

N

Zz<lm=z
[]
T

3. Ageinyears

4. Highest level of completed schooling or
educational

5. Occupation (no in household of each)

1= WAGE EMPLOYED

2= FARMER HHFARMER

3= SELFEMPLOYED

4= HOUSEKEEPER

5= PENSIONER

6= DISABLED

7 = UNEMPLOYED BUT
SEEKING WORK

8=SCHOLAR

9 = Infant or child (0 — 6

A=

SESEEERESE
SESESERESE
SESESERESE
SESESEHESE
SESEEESESE
SESEEESESE
SESESEHESE
SESESEHESE
SESEEESESE
SESEEESESE

years)
10 = Vagrant

6. Wage or salary income (Rands per
month)
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7. Income remitted by migrants and
commuters (Rands per month)

8. If the household head is a migrant or [] [] [] [] ] ] L] L] []

weekly commuter, who is thie facto
household head?




9. During the past year did any household men|
earn income through any of the non-farm enterpr

hef Y
ided N

listed below? If yes, report the income from each

activity.

1]
Zz <

9.1 Hiring out accommodation

9.2 Hiring out contractor services or equipment

9.3 Milling grain

9.4 Baking, brewing or selling meals

9.5 Building or repairing houses

9.6 Block making, stone- or metalwork

9.7 Hawking

9.8 Shop-keeping

9.9 Repairs and maintenance of cars

9.10 Making furniture or handicrafts




10. Do you have a savings account (i.e. bank| L] Y LY |OY |y (Ovy [y (Oy |[Oy (Qy [OY
post office, stockvel etc)? If yes, please provid WD N [IN [IN [IN [IN [IN [IN [IN [IN [IN
the following information:

10.2 Current level of savings (Rands) =less[ ]1 |[J1 |[J1 |(J1 |[OJ1 [QOJ21 (QOJ1 (OO (U1 |01
than R500 []2 []2 []2 []2 []2 []2 []2 []2 []2 []2
2 = R501 — R1000 (13 (3 (3 (3 (3 (3 |3 |3 |3 |[13
3 =R1001 - R5000 (14 [ 14 [ 14 [ 14 [ 14 [ 14 [ 14 [ 14 [ 14 [ 14
4 = more than R5001 [] [] [] [] [] [] [] [] [] []

DK = do not know DK DK DK DK DK DK DK DK DK DK

11. Housing attributes

Number of rooms to sleep in

Does the household have electrical power?

[] no electricity
[] solar power

[ ] generator

[ ] Eskom power

Main source of drinking water:

[ ] stream/river

[] unprotected spring
[ ] protected spring

[ ] borehole

[ ] rain tank

[ ] stand pipe




12 On-farm improvements

Financed Yeal Financed byYeal
Improvement privately an outside

(Y orN) (Y orN)
Irrigation
Lime

Fencing for crops

Crop storage silo

Water tanks

Chicken house

18¢€



Livestock fencing
for manure
collection

Other: Please
specify




13. Which of the assets listed below does thedtmld own (only items in

working order)?

L1y N Land line telephone in the dwelling
[]Y [N Cell phone

[]Y [N Radio

[]Y [N Hi-fi / music centre

[]Y [N Television

[]Y [N Personal computer

L1y N DVD / VCR (video player)
[]Y [N Maize mill

[]Y [N Fridge/freezer

[]Y [N Bicycle

[]Y [N Motorbike

[]Y [N Trailer/cart

[]Y [N Sewing machine

[]Y [N Motor vehicle in running order
[]Y [N Generator

[]Y [N Plough

[]Y [N Planter, harrow or cultivator
[]Y [N Wheelbarrow

[]Y [N Tractor

19C



14. Land tenure security

14.1  What rights can the household exercise aowtscroplan@ (tick where appropriate):

191

Righ Erect fences to exclude

Build structureq Bequeath/leave

others: .
R Plant trees to children Lease out Sell
Summer |All year
No
Yes,with consentfrom local
authority
Yes without approval from local
authority
14.2. Crop damage caused by livestock (tick whergopropriate)
14.2.1 Did livestock stray into your cropland afgeu planted it last season? If no, go to questi®2.6 []Y
[N
14.2.2 | If yes, were your crops damaged by the tihat® []Y
[N
14.2.3 | If yes, did you seek redress or help froenttaditional authority? []Y
[N
14.2.4 | If yes, were you awarded compensation ®idémage? []Y
[N
14.2.5 | If your crops were damaged and you did eek $egal redress (help), did the owner of thestivek pay you any | [ ] Y
compensation for the damage? [IN
14.2.6 Are there rules limiting the number of livaeek that people may graze on commuaall? []Y
[N
14.2.7 | If yes, are penalties applied to people estueed the limit?

L]
Z <




15 Livestock

Livestock and livestock products

Cattle

Goats

Sheep

Pigs

Chickens
/ducks

Donkey.
horse:

Other:
specify

Number currently owned by all househ
members

Approximate value of livestock (Rands)

Number sold during past year

Total income from animal sales during past
(Rands)

Animals slaughtered for food in past year

Animals slaughtered for festivities in past year

Total income form product sales? Eg gggskin
manure, milk (Rands in past year)

16 Qredit and cash loans

Question

Transaction

Amount of cash borrowed or credit used (Rands)

Main purpose of loan or credit

Source of loan or credit

If security was required by the lender, what ségwas provided
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17. Income shocks

How does the household cope with major incomelsh(eg. drought, death of a bread winner, job, less) (Please tick where appropriate)

Sell livestock ]y [N
Sell other assets 1y [N
Use own cash savings Oy N
Borrow money from relatives ]y CIN
Borrow money from stokvel Oy OON
Receive help from friends or

relatives Uy LIN
Take on additional work ]y [N
Reduce spending Oy ON
Reduce food consumption Oy [ON

Reduce or stop debt repayments OOy ON

Other: Please specify ]y [N
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18. In this section, we look at the patterns oidfoonsumption for all resident household membersThis should include all the food they have eaten
It should not include food that has been boughtésale or exchanging for commercial purposesov@ a list of different kinds of food that people
may have eaten in the pAdONTH .

Was [ ..] If yes, what was What was the What was the What was the value
eaten by this | the value of [..] |value of[..]eaten | value of [ .. ] eaten | of [..] eaten from
household in | eaten from received aggiftsin | received as own production in
the past purchases in the the past month? payment in the the past month?
Food Item month? past month? Rand past month Rand
Yes No | Rand (including
rations)?
Rand
Maize grain /
Mealie Meal / Maize Flour
Rice
White / Brown Bread
Wheat Flour

Breakfast Cereal — cornflakes, oats

Dried Peas / Lentils / Beans

Potatoes

Tomatoes

Sweet Potatoes

Madumbes

Vegetable Oil

Peanuts/ Other nuts

Peanut butter

Margarine/Butter / Other Fats

Cheese




Jam
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Fresh Milk/ Steri Milk / UHT

Sour Milk/ Maas/ Yoghurt




Food Spending and Consumption (Continued

19¢

Food Item

Was [ .. ] eaten
by this
household in
the past
month?

Yes No

If yes, what was
the value of [ .. ]
eaten from
purchases in the
past month?
Rand

Baby Formulababy

Milk Powder/coffee creamers

Sugar

What was the
value of [ .. ]
eaten received
asgiftsin the
past month?
Rand

What was the
value of [ .. ]
eaten received ag
payment in the
past month?
Rand

Mutton / Beef / Pork / Goat meat

Tinned meat / Processed meat / Polor]

Offal

What was the value
of [..]eaten from
own production in the
past month?

Rand

Chicken

Eggs

Fresh Fish

Tinned Fish

Pumpkin / squash

Green mealies

Green vegetables / Tinned vegetableg

Carrots and beetroot / Tinned vegetah

Other vegetables / Wild vegetables /
Imifino

Bananas

Apples, peaches, guavas etc.

Citrus fruit (orange, lemon, nartjies)

Soft drinks (Coke etc)

Tinned fruit

Meals prepared outside home (take
aways)

Other food expenditure / consumption




Wereany[..]?
Yes No

If yes, what was the total value in the
past month? (Rand)

Meals Given to Guests

L1y LN

Meals Received as Guests

L1y LN




19 Regular Non-Food Spending
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FOR EACH ITEM, ASK : In the pasMONTH , about how much did the residents of the housesjéthd on [ .. ] ?

PERSONAL ITEMS:

Rands per month

Cigarettes, tobacco Ly LN
Beer, wine, spirits L]Y [N
Entertainment (cinema, sports, music, lottery, etc) L1y OIN
Personalised care items: cosmetics, soap, shamawouts, andsooh []Y [N
Newspapers/stationery, envelopes, stamps L]y N
Telephone (rental + calls + prepaid) including pélibne L]y N
REGULAR TRANSPORT COSTS: m
Petrol, oil and car/bakkie service L]y OIN
Buses, taxis, and trains L]y N
Washing powder etc. L]y [N
Creche/Childcare L]y [N
Religious and membership dues of organisations L1y LN
Informal taxation and donations L]Y [N
Domestics, gardeners and other household labour L1y N
ENERGY, WATER AND MUNICIPAL RATES: H_
Water L1Y [N
Electricity L1y OIN
Other energy sources (wood, paraffin, charcoal/@aaldles, gas, L1y N

purchasing/charging batteries, diesel oil for gatws, other)




20 Occasional Non-Food Spending

FOR EACH ITEM, ASK : In the pastYEAR, about how much did the household spend on?.. ]

HOUSEHOLD ITEMS:

Rands per year

buildings, extra costs for teachers, extramuravities, other)

Kitchen equipment, like pots and pans, lamps, Esatc. L1y OON

Home maintenance and repairs to the dwelling Ly OIN

Bedding, sheets, blankets and towels L1y OIN

Furniture and other household appliances L1y OIN

CLOTHING AND SHOES: o
Shoes and clothes for children (excluding schodbums) L1y OIN

Shoes and clothes for adults Ly OIN

Material to make clothing, curtains, and other gem 1Y LIN

HEALTH AND CARE: W
Medical Aid Scheme/Medical Insurance Fees Ly OIN

Dentists, doctors or nurses (not covered by Med\adlinsurance) L1y OON

Hospital/Clinic fees (not covered by Medical Aidilmance) L1y OON

Medical supplies, for example, medicines, bandagesso on L]y [N

(not covered by Medical Aid/Insurance)

Traditional healer's fees Ly OIN

PERSONAL AND OTHER ITEMS: w
Jewellery, watches, other luxury goods L1y OON

Ceremonies (weddings, funerals, etc.) L1y OON

EDUCATION: H
School fees and tuition Ly OIN

University/College fees L1y OON

Books and Uniforms (including stationery) L1y OON

Other School Expenses (transport, meals at schoatding fees, contributions to school L]y [N

LIFE AND PROPERTY INSURANCE:




20C

Life insurance, funeral policies, burial societies

L1y LN

Short-term insurance (e.g., car, property & fir@pg

L1y LN




21 Which months of the year did your household: Tick the appropriate boxes)

201

Aug 03

Sept 03

Oct 03

Nov
03

Dec
03

Jan 04

Feb 04

}

March April

04

04

May

June
04

July

Buy all maize consume
by the household?

o]

L]

L]

L]

Supplemented hom
produced maize witl
bought maize meal?

el ]

N

Borrowed food / receive
food from others?

il

Had to eat wild food
through hunting
gathering?

Begged for food?

Have to work for food in
kind?

Received food as a gift?

Experience hunger?

O o odg o

O g od oOoog oo

O g od oOoog oo

O o od Oong O

O o od Oong O

O g od oOoog oo

O g od oOoog oo

O g od oOoog oo

O o od Oong O

O o od Oong O

O o od Oong O

O o od Oong O

Thank you for participating in this survey.




APPENDIX D

EFO PRODUCER QUESTIONNAIRE 2005

The information captured in this questionnairetietly confidential and will be used for reseamirposes by staff and students at the University of
KwaZulu-Natal to inform EFO farmers and stakehaddaow they might improve their organic farming weet Respondents do not have to answer
guestions — answers are voluntary. The respontienic be a member of the EFO.

Interviewer:

Date:

E_Z_wmmm_m_._.@,.ﬁw
KWAZULU-NATAL

GPS
coordinate:




RISK QUESTIONS
1. What is your household’s approximate annuadgjincome (i.e., farming income plus wages, pessietc.)?

Annual gross income Tick Annual gross income Tick
less than R5000 R25001 — R30000

R5001 — R10000 R30001 — R35000

R10001 — R15000 R35001 — R40000

R15001 — R20000 R40001 — R45000

R20001 — R25000 Greater than R45000

2.  Compared to other household decision maketse region, are you more likely, less likelyemgually likely to take risks?
[ ] Same [ ] Les$ | Greater.

3. If a new farming technology (e.g., a nemety of seeds) were available, compared torddreners in this area, would you be an:
[ ] early adopter ] would you take a wait and see attitude
4. The table below lists six choices, each degsugilai gamble with an equal chance of realizing ¢kaest or higher payoff. Indicate which of the six
choices you most prefer: A, B, C, D, E, or F.
Choice Payoff 1 (Rands) Payoff 2 (Rands)
L1A 100 100
(1B 90 180
[]cC 80 240
(1D 60 300
L1E 20 380
LIF 0 400
5. If you are faced with an option to take a ganasléhe option to receive a sure amount of monéychvdo you prefer?

< [ ] Option 1: Acoinis tossed: TAIL: You win R380 HEAD: You win 20

[ ] Option 2
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|R220 [R200 |R180 | R160 | R140 | R120 | R100 | RS80 |

If you are faced with an option to take a gamble @@ option to receive a sure amount of moneyclvtb you prefer?

[ ] Option 1: A coinis tossed: TAIL: You win R24HEAD: You win 80

[] Option 2 ,

|R170 [R160 |R150 | R140 | R130 | R120 | R110 | R100 |

7. The table below shows the range in net incomeloe per year (total revenue minus own variabfai costs, e.g., seeds, manure, and labour) for
three crop combinations (A, B & C). Each outcomequally likely.

A B C
Good year R135 R145 R175
Average year R110 R110 R12(
Poor year R85 R75 R65

Do you prefer A or BH1
Do you prefer A or Ct1
Do you prefer B or C1
Have you understood this question clearly? Kes No[O



8.

The table below shows the range in net incomelot per year for another three crop combinati@sE & F).

D

E

F

Over three years
you will receive:

R145 once
R100 once

R55 once

Over three years
you will receive:

R125 twice

R50 once

Over three years
you will receive:

R150 once

R75 twice

Do you prefer D or E¥]
Do you prefer D or F&1
Do you prefer E or FZI
Have you understood this question clearly? Kes No[O

20E
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Information questions

7.1 When you attend EFO meetings, how much infaonato you get on the following?
(Note: information in brackets is for clarificatidor the enumerator. Not to be read out)

Tick
None Little Lots

Farming organically

- improving the soil

- pest and disease control

- irrigation and water harvesting

- not using chemical fertilizers or pest sprays

other (specify)

Marketing and sales

- how much you should produce for the packhouse
- the packhouse (its location, operations, fungtion

- other places to sell organic crops

- new organic crops (e.g. beans, herbs, etc)

- other (specify)

Certification

- rules for certification

- cost of certification

- inspections for certification

- results of inspections

- other (specify)

Organisation

- decisions made by the Executive Committee

- issues currently being considered by the Exeed@iemmittee
- plans for EFOs future

- membership (rules for joining, participation, riogn of
members)

- internal procedures for sale of produce (haragsttollecting
and delivering)

- internal procedures for payment to farmers

- other (specify)

7.2 When you did not attend EFO’s monthly megthow often did you get information about
what was said at the meeting from the followinge®@

Tick
Never | Sometimes Often

Committee member
Ordinary member




8.1 Look at the picture provided illustrating 4esizof traditional potatoes. Which of the 4 sizeyado usually plant?

oooao

o0 w>

8.2 Why do you choose to plant this size potatd3ee

8.3 What criteria other than size do you use tectgiotato
seed?

8.4 Rank the importance of EACH of the followingeria for
potato seed selection:

Criteria for seed selection

Score:

Seed size

Colour

Physical damage

Rotting




9.1

9.2

9.3

9.4

9.5

9.6

9.7

How did you learn to farm organically?
[ ] Attended courses or meetinds] Received on-farm instruction[_] Gathered information myself

Are there markets other than the packhousepthaa premiunfior organic crops? []Yes []No []Dont Know
Is it easier for you to deliver produce to Efi@n to other markets? [ ]Yes []No []Dont Know
What is your assessment of growers’ time afaitéhvested in the organic project? [ ] Low [] Medium [] High
How many times during the past season didnatenspectors visit your farm? times.

What do you think will happen to EFO as theugreize increase? [] get stronger [_] No change [_] get weaker

What are the major challenges facin@[&E an organisation

20¢&



10 Contractual terms between EFO and the Packhouse

Current Position

Preferred Position

Is EFO'’s contract with the packhouse a written enbal

[ ] Written [] Verbal [ ] DK

contract? [ ] Written [] Verbal [ ] DK

Does the contract require farmers to plant a minmnawea . .

(ha) or to deliver a target weight (kgs)? L] Area [ ]Weight []DK []Area [ ]Weight [ ] DK

Delivery Conditions

Does the packhouse tell EFO farmers when to supply

produce? [] Yes [ ] No [l DK []Yes [ ] No

Do EFO farmers get enough notice about delivergstn | []Yes [ JNo []DK -
What happens when supply exceeds the amount ofipeod | [ | Packhouse takes all [ ] DK [] Packhouse should take all

required by the packhouse?

[ ] Farmers sell surplus to other buyers

[_] Minimum price should be negotiated

[ ] EFO should sell surplus to other buyers

[ ] No need to set a minimum price

Is a minimum price specified before selling comnento

packhouse? ] Yes [ No [JDK
Who determines the price of produce sold to thé&lpaugse? m mwm_”:ocmmH_Dme

Are bonuses paid to farmers who supply produceipésor [ Yes 1 No ] bk

quality?

Who weighs and grades the produce?

[ ] Packhousd | EFO [ | Both

[ ] Packhouse[ | EFO [_] Both

[ ] DK
. . [] Method of grading should be specified
Does the contract specify how grading should bee@on L] Yes [1No [ ] DK [] No need to specify method of grading
Does the contract specify what must be done witdgee | [ ] Yes [ ] No [ ] DK ] Treatment of rejects should be specifi

that is rejected by the packhouse?

[ ] No need to specify treatment of reject

ed

Thank you for participating in this survey.
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APPENDX E

EMBO/EFO HOUSEHOLD AND CONSUMPTION QUESTIONNAIRE 20 05

The information captured in this questionnairetietly confidential and will be used for reseamirposes by staff and students at the University of
KwaZulu-Natal to inform EFO farmers and stakehaddaow they might improve their organic farming weet Respondents do not have to answer
guestions — answers are voluntary. The respontienid be thele facto(actual) household head.

Interviewer: _ Fma\_
-
Date: wﬁ?

UNIVERSITY OF
KWAZULU-NATAL

GPS
Label to be stuck here with coordinate:
Household number, etc.




1. COPING STRATEGIES

211

In the past 30 days, if there have been times wbardid not have

PutX in the column to indicate the respondent’s answer

enough food or money to buy food, how often has ymwsehold had to] All the Often? Sometimes? | Hardly at all? | Never?
time? 3-6timesa| 1-2times a Less than once
Every day | week week a week

a. Rely on less preferred and less expensive foods

b. Borrow food, or rely on help from a friend ofateve?

¢. Purchase food on credit?

d. Gather wild food, hunt or harvest immature cfops

e. Consume seed stock held for the next season?

f. Send household members to eat elsewhere?

g. Send household members to beg?

h. Limit portion sizes at mealtimes?

i. Restrict consumption by adults in order for Brohildren to eat?

j- Reduce the number of meals eaten in a day?

k. Go entire days without eating?




2. In this section, we look at the patterns of food consumption for all resident household members. This should include all the food they have eaten. It
should not include food that has been bought for resale or for commercial purposes. Below is a list of different kinds of food that people may have eaten in

the past MONTH.

Was [ .. ] eaten

If yes, what was

What was the

What was the value

What was the

by this the value of [.. | value of [ .. ] of [ .. ] eaten value of [..]
household in | ] eaten from eaten received | received agpayment | eaten from
the past purchases in the | asgiftsin the in the past month own
Food ltem month? past month? past month? (including rations)? | production in
Yes No Rand Rand Rand the past
month?
Rand
Maize grain /

Mealie Meal / Maize Flour

Rice

White / Brown Bread

Wheat Flour

oats

Breakfast Cereal — cornflakes,

Dried Peas / Lentils / Beans

Potatoes

Tomatoes

Sweet Potatoes

Madumbes

Vegetable Oil

Peanuts/ Other nuts

Peanut butter

Margarine/Butter / Other Fats
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Cheese

Jam

Fresh Milk/ Steri Milk / UHT

Sour Milk/ Maas/ Yoghurt
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Food Spending and Consumption (Continued)

214

Was [ .. ] eaten | If yes, what What was the | What was the | What was the
by this was the value |valueof[..] |valueof]..] value of [..]
household inthe | of [..] eaten | eaten received| eaten received | eaten fromown
past month? from purchases | asgiftsin the | aspayment in production in
Yes No in the past past month? | the past the past month?

Food Item month? Rand month? Rand

Rand Rand

Baby Formula

Milk Powder/coffee creamers

Sugar

Mutton / Beef / Pork / Goat meat

Tinned meat / Processed meat /

Polony

Offal

Chicken

Eggs

Fresh Fish

Tinned Fish

Pumpkin / squash

Green mealies

Green vegetables / Tinned vegetables

Carrots and beetroot / Tinned
vegetables

Other vegetables / Wild vegetables
Imifino

Bananas

Apples, peaches, guavas etc.

Citrus fruit (orange, lemon, nartjies)

Soft drinks (Coke etc)

Tinned fruit




Meals prepared outside home (take
aways)

Other food expenditure /
consumption

21F

Wereany[..]? If yes, what was the total value in the
Yes No past month? (Rand)
Meals Given to Guests L]y [IN
Meals Received as Guests L]y [IN

Thank you for participating in this survey.



