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“Productive transformation is
aimed at competitively and

sustainably linking the territory
economy to dynamic markets”.

Background
Changes in the rural sector are
influenced by a number of factors and
processes,  among them:  the
asymmetrical impact of globalization
and economies opening up; the
concentration of educational, financial
and physical capital; the existence of
imperfect markets and high transaction
costs; changes in employment and rural
revenues; as well as poverty and
unequal income distribution.

Rural regional development is one
strategy proposed for facing these
problems. It is defined as a productive
and institutional development trans-
formation process within a specific rural
space. This strategy rests on two
necessary and interrelated pillars:
productive transformation and the reform
of rural institutions (Schejtman and
Berdegué, 20031 ).

“Productive transformation is aimed at
competitively and sustainably linking
the territory economy to dynamic
markets.” This implies the necessity to
innovate continuously in the production
processes of goods and services either
in the management of the territory's
productive activit ies, or in the
combination of these.

On the other hand, “institutional
development is aimed at stimulating and
facilitating interaction and consensus
building both among local actors, and
between local actors and relevant
external agents, as well as increasing
opportunities for the disadvantaged
people who are invol-ved in and benefit
from the process,” Through this process,
the region’s “institutional architecture” is
res-tructured. A region’s “institutional
architecture” is made up of institutions
or “formal and informal rules that allocate
resource control – through rights and
duties – to individual persons” and
organizations – groups of people who
work together with a certain purpose
(North, 1998 2 ).

This document integrates and
synthesizes the learning activities that
occurred over a one and a half year
period. An important part of the

document is based on the systematization
work supported by Fondo Mink'a del
Grupo Chorlaví, which from various
viewpoints, discussed the core question
of how poor and marginalized rural regions
can link with dynamic markets. Cases
range from the sale of fresh produce or
manufactured products in local markets
(Asociación Municipal de Mujeres
Campesinas de Lebrija - AMMUCALE,
Colombia) to foreign external markets (the
cases of Que-serías Sierra Norte -
QUESINOR, and Chordeleg, in Ecuador;
Cooperativa Agraria Cacaotera -
ACOPAGRO, in Peru; the Guanajuato
women in Mexico; or the case of Las
Rosquillas de Somoto in Nicaragua and
 Tarija crafts, in Bolivia). Other cases
include the development of natural
resources, such as marine or lumber
products sold regionally by indigenous
communities in the south of Chile and
Bolivia, respectively.
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Often the identification of and
access to a market raises new

questions concerning the
initiative’s sustainability.

Actors and type of
productive
activities

Natural resource
extraction by
indigenous peoples

Plant and animal
farming among poor
landless peasants
and women

Crafts and food
products
manufacturing by
women and
indigenous groups

Tourist services by
indigenous groups

Systematized
cases

- Lumber
exploitation in
Bolivia

- Coastal strip
exploitation in Chile

- Organic vegetable
production in
Colombia

- Cocoa production
in Peru

- Honey production
in  Mexico

- Crafts in Ecuador,
Bolivia and Mexico

- Milk by products in
Ecuador and
Colombia

- Food products in
Nicaragua

- Tourism services in
Chile

Type of market to
which they are
linked

Local and
Regional

Local,
regional and
international

Local,
regional and
international

Local

Transaction
type

Formal

Formal and
informal

Formal and
informal

Informal

Kick-off
factors

- Collective
action

- State
support

- Collective
action

- NGO
support

- Collective
action

- NGO
support

- Collective
action

- NGO
support

Access factors

-Natural
resource use
rights

- Innovation
capacity

- Access to
technical
assistance

- Access to
funding

- Innovation
capacity

- Access to
technical
assistance

- Access to
funding

- Access to
information

- Innovation
capacity

- Access to
funding

Sustainability
Factors

- Sustained resource
use through the
collective control of
natural resource
exploitation

- Permanent quality
improvement

- Competitive cost
structure

- Permanent quality
improvement

- Innovation
envirnoment

- Permanent quality
improvement

Table 1
Product characteristics, market type, transaction type and different factors explaining the links to dynamic markets.

A poor and marginalized rural territory
is made up of geographic spaces
characterized by fragile ecosystems and
social-economic environments, which
hamper intensive farming and hinder
non-farming rural activities.  Productive
infrastructure such as roads, electricity,
telecommunications, water and irrigation
is generally poor in these areas.
Examples illustrate how producers and
their organizations in these regions are
able to overcome some of the obstacles
that challenge market access. The
examples represent different degrees,
levels and types   of access to dynamic
markets.

Often the identification of and access to
a market raises new questions concerning
the initiative’s sustainability (see Table 1).

Three fundamental elements are found in
experiences examined.  The first refers
to empirical evidence vis à vis the
relationship between tradit ionally
marginalized regions, and dynamic
markets and improved incomes. The
second refers to the need for strong
external support both in order to launch
changes and to ensure sustainability. The
third element illustrates that collective
work is a necessary condition for facing
market challenges.
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It is not only external markets
that are dynamic. To the contrary,

under certain conditions
traditional agricultural products
compete in quite dynamic local

markets.

As illustrated in Table 1, there are
different ways to link marginalized
regions to markets. Several experien-
ces combine participation in formal and
informal markets. Generally, local
markets tend to be the most informal,
while regional, national and/or
international market access demands
more formal transactions.

When transactions are made by an
organization, regardless of the
organization’s  legal status, links are
always with formal markets, whether
local, regional, domestic or international.
Informal transactions tend to be done
via intermediaries. Informal transactions
with inter-mediaries do not exclude
transactions with formal markets. In fact,
in all cases, one producer sells through
both channels. The advantage of inter-
mediaries is the liquidity they grant to
producers, and greater tolerance
margins for product quality. More formal
markets generally have better prices,
but also demand higher quality. More
formal markets provide limited liquidity
for producers because payments are
rarely made in cash.

This stress between local informal
markets (intermediaries) and formal
ones (special markets, supermarkets,
industrial chains) is generally difficult to
find a solution. Producer organizations
need to meet the large volume contract
demands of the formal markets they
penetrate. These obligations are met
through produc-tion pooling assuming
that  the organization does not face

liquidity problems and is able to cover
the operational transaction costs and
advance payments to producers until
cash flows in from the distribution end.

However, this precarious balance is
thrown off when production costs
increase (the financial cost of delayed
payments), or when quality requirements
increase or quality control is poor
(increasing waste or reducing the final
price of the products sold). In these
cases, producers generally prefer to sell
to intermediaries rather than selling
through their organizations, which may
cause the organization to lose  market
links and may harm future relationships
with formal trading channels.

Two types of strategies emerge from the
systematized experiences to face this
problem. The first strategy relates to the
organizational regulations that punish
non-complying members through fines,
lower prices and even removal from the
organization. A second strategy is to
allow diversified commercial channels
so that output is sold both to the
organization and through brokers or
directly to local markets.

Involvement with formal markets tends
to be more sustainable over time and
provides greater contractbased security
to the parties involved. However, it is
also more costly (e.g. greater production
costs to improve quality,

more expensive transactions and capital).
There is a relationship between
sustainability, profitability and the formality
of transactions.  If the markets where
products are sold pick up the implicit costs
of more formal strategies, then there are
incentives to develop and the links
be tween  p roduce rs  and  the i r
organizations are more likely to be longer
lasting.

On the other hand, it is not only external
markets that are dynamic. To the contrary,
under certain conditions traditional
agricultural products compete in quite
dynamic local markets.  Products that
have undergone some processing can
connect with sophisticated trade chains
such as fair trade markets, supermarkets
or other markets of high value, which may
also require quality and production
standards.

It is important to consider that a local
market transforms when producer
revenues increase due either to
competition among local agents or with
external markets. If producers and their
organizations do not have alternatives for
product placement in markets, then
intermediaries fix the price, quantity and
conditions in the local market. Information
and road infrastructure help to address
the problem but do not solve it. In all
cases, an organization with new marketing
channels helps drive product prices up in
the local markets, to the benefit of not
only the organization’s members, but for
all producers in the region.



The role of producer organizations

The need to organize is stronger where
excess supply is able to drive prices
down, or where there are links to
specialized markets, such as “fair trade”1

channels. On the other hand,
organization is less important in some
poor and marginalized territories,  with
good roads, numerous intermediaries
and good access to information, and
where traded goods are not highly
differentiated.

Clearly, the more formal a market is –
whether local or external – the greater
the demand for an organization to be
more formal: there is a direct relationship
between market formality and need for
legal and regulated organizations,
regardless of an organization’s familial
roots or local focus.

It is important to understand that
increased formality, which also increases
costs, succeeds when it is gradual and
related to the kind of market being
penetrated. In other words, formalization
efforts must match market demands.
On the other extreme, the more informal
the organization, the greater the need
for strong leadership that is capable of
negotiating commercial agreements and
innovation processes within the
organization itself.

The role of external support
organizations

Four kinds of support for orga-
nizations can be distinguished:

a. NGO programs and direct
i n t e r ven t i ons  p romo t i ng
development;

b. State agency plans and program
aimed at fostering and aiding
rural development and fighting
poverty;

c. Private agents facilitating access
to funding, mainly for working
capital; and

d. International cooperation.
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· NGOs. The most important aspect of NGO support is technical – the
training provided to organizations both at production and marketing
stages. To a lesser extent, NGOs can also engage in the value chain
working as commodity wholesalers and direct buyers, taking up the
trading risks.

· Governmental organizations. They set the legal standards that
allow access to natural resource for certain groups of people (for example,
indigenous groups). They invest in: infrastructure to permit more efficient
communication and transportation; the development of human capital
potential; subsidies to promote organizational development in poor
territories, training and financial services; and, support for small producer
participation in fairs and exhibits to facilitate direct contact with the
demand side of markets.

· Private sector. The private sector plays an important role in providing
access to credit (formal and informal). The contribution of so-called
“middlemen” is controversial. They are often criticized for managing
insider information and therefore managing prices. However, in many
cases, middlemen are important components of the relationship between
communities and markets. In addition, access to the newer generation
of marketing channels (open only to a few organizations) including
supermarkets, agribusiness and exporters has a beneficial impact in
terms of expanding sales volumes.

· International Cooperation. International cooperation aims support
at providing technical and productive assistance, institutional development,
facilities for trade (e.g. wholesaling and linkages), creating organizational
conditions for local production and trade, making it possible to establish
relationship networks with other entities, and providing “soft” credit.

The more informal the
organization, the greater
the need for strong
leadership that is capable
of negotiating
commercial agreements
and innovation
processes within the
organization itself.
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Technical assistance based on
the need to provide support on
purely productive aspects can

later be transformed into
technical assistance more
closely resembling market

intelligence.

Access to natural
resources

The availability of natural resources to
the rural poor and marginal region
populations has provided access to
dynamic markets. For example,
indigenous communities in Bolivia that
initially made a living from traditional
agricultural goods profited from a
national legislative change that allowed
them to take control of forestry
resources, develop lumber resources
and as such reach new local and
external markets. Access to new kinds
of production is not a substitute for
agricultural production; they complement
each other to improve household
income.

Unfortunately, there are not many
examples and experiences in which the
populations of poor regions gain access
to new natural resources for exploitation.
In this regard, although it is a potentially
high impact strategy, new natural
resource exploitation cannot be
extended broadly over most of the Latin
America.

Access to information

Information is a key factor for good
negotiation with market agents generally,
and is particularly important in the craft
production sector. In fact, for these
activities it is vitally important to know
the characteristics and quantities of
goods demanded by the market. Market
intelligence, built on timely and quality
information, is essential for the sound
development of craft-related economic
activity.

When markets are formal and external,
organizations tend to rely on external
support to carry out market studies and
def ine commerc ia l  s t ra teg ies.

Technical assistance

This is a fundamental factor not only for
producers and organizations linked to
external or special markets such as fair
trade, but also for those catering to more
traditional and local markets.

Technical assistance is integral to all
good production experiences, whether
based in agriculture or processing.
Generally, these kinds of services are
necessary for quality improvement and
for the maintenance of the goods
produced.

Another element needing technical
assistance is production or transformation
process optimization. Experience shows
that producers and their organizations
must keep production costs down in order
to be more competitive in the market.
Technical assistance is critical for the
formulation of appropriate cost structures.

Technical assistance is a means for
bringing together all of the factors
influencing market access. In fact,
technical assistance permits quality and
cost management. It is also a vehicle for
and a source of markets and new
production process information.

In addition, technical assistance is
important for producer organizations that
support collective init iatives for
improvement. As pointed out, to the

extent that organizations penetrate more
formal markets, their regulatory,
organizational and decision-making
structures must change. These changes
must be supported by specialized external
technical agents.

Although we determine technical
assistance is most effective when a wide
array of  working systems and methods
are used, this diversity also renders
comparison difficult. However, we can
affirm that there is a change in strategic
direction in every experience. In fact,
technical assistance based on the need
to provide support on purely productive
aspects can later be transformed into
technical assistance more closely
resembling market intelligence....

Access to funding

Ensuring access to dynamic markets for
producers in poor regions is a critical
factor. Generally, financial markets function
when work capital is required (although
they are far from perfect). However,
financial systems totally fail in providing
long-term funding to support investments
needed to meet increasing demand for
products from marginalized regions. Long-
term financial market failure is partly
covered by government agents and NGOs
in the experiences documented for this
study.



Innovation

Whether referring to products, processes
or institutions, innovation is clearly
needed by a l l  producers and
organizations with access to dynamic
markets. Product innovations have
permitted the adaptation of supply to
meet current demands. Innovation can
be the result of either changes in
production structures or the adaptation
of products or their presentation.

Process innovation is also one of the
factors permitting producers from
disadvantaged regions to successfully
link up to markets. Changes in
processes tend to be in response to
quality requirements.

Innovating management systems is
critical. Once producers and their
organizations reach dynamic markets,
they embark on a process that takes
them away from the less formal
(generally in local informal) markets
towards more formal external markets,
such as supermarkets, agribusinesses,
and fair trade chains, amongst others.
Producer organization managers are
compelled to continually change and
innovate in order to meet the demands
of the changing context. Sometimes it
is necessary to change support
personnel. Other times, external support
is sought. Organizations that fail to
innovate their management systems in
a timely fashion suffer and often end up
losing their markets.

Finally, institutional innovation – the
capacity of producer organizations to
adapt their rules, standards and
strategies – is instrumental in linking
producers with dynamic markets.
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Identity plays an important role in sustaining market links.

Once markets are reached, organizations
must rise to the challenge of sustaining
that link. To this end, it is essential to
implement strategies permitting the
adaptation of both product and service
supply to changes in demand. At least
four initiatives facilitate this adaptation.

a. Improving standards to enhance
collective action

b. Promoting innovation
c. Designing and executing commercial

strategies
d. Strengthening identity

These four components are also the
market access factors that organizations
prioritize in order to vitalize their links to
d y n a m i c  m a r k e ts .  I m p r o v i n g
organizational standards is one of the
most important factors. Collective action
is highly valued as a strategy to reach
dynamic markets. However, market
access requires organizations to: set up
p r o f e s s i o n a l  a d m i n i s t r a t i v e
arrangements; improve their quality
control schemes and cost/benefit
distr ibution among organization
members; and, to strengthen both
internal and external communication
mechanisms.

Commercial design is an access factor,
but tends to be predominantly a

sustainability issue. There can be
assistance on commercial strategies
concerning pricing policies, product,
market or sale location and promotion.
The components of a central commercial
strategy are related to the context of the
various experiences. What is important
here is to acknowledge that these
strategies are a key factor in keeping
market links alive.

Identity plays an important role in
sustaining market links. Firstly, identity is
an instrument for placing a value on
products. For example, Bolivian or
Ecuadorian crafts command higher market
prices relative to similar products due to
their unique nature, which is underpinned
by the ethnicity of the producers. Secondly
identity provides social cohesion and plays
a role in increasing social capital, which
in turn leads to stronger collective
initiatives: the development of ethnic
tourism in Chile is an example.

Finally, production or transaction costs
are a key factor for success. Producers
and organizations able to increase
production process efficiency and reduce
transaction costs through innovative
institutions have demonstrated their
capacity to adapt to dynamic markets and
sustain their market links.
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The territorial effect of the relationship
with dynamic markets is fourfold as it
impac ts :  1 )  emp loymen t ;  2 )
links/networks; 3) revenues; and 4)
equity. For each of these dimensions,
effects vary as do the different contexts
under review.  The impact on the labor
market is most common.

Employment

The impact on employment is one of
the best indicators of change in regions
linking to dynamic markets. Gene-rally,
there is an immediate effect     in the
communities directly involved. For
example, women who in the past would
be limited to unpaid household chores
now earn a revenue for their work as
craft or food producers. The magnitude
of the experiences is more uncertain
and dependent. There is an effect on
employment in the territory. Linkages
generate small economic development
spaces that create job opportunities for
others. The kinds of effects, however,
depend directly on the size of the
experiences at hand.

Links/Networks

When the links between different factors
in the region remove constraints and
capitalize on opportunities, a positive
cycle is generated. Actions match.
Relat ionships are establ ished
(consciously or not) and in many cases
they result in the creation of networks
in the region.

There is no evidence of the specific
effect of networks, however, there is
evidence that no successful experiences

Equity

Understood as the equitable distribution
of opportunities, benefits and costs among
different agents in the region, equity is
not an objective automatically achieved
when a dynamic market is identified to
sell products. The cases examined
demonstrate that equity is more likely a
result that can be achieved within
organizations rather than over a whole
region. For example, women crafts makers
from Bolivia or Chordeleg (Ecuador)
increase their revenue and power
positions vis-à-vis men within their families
because they are able to generate
independent income. However, this
greater income is not sufficient to effect
in the entire region, mainly because it
complements family revenues and the
main activities of the region.

A special case of more equal political
participation as a result of greater access
to dynamic markets involves the
AMMUCALE experience in Colombia.
There, after women organized to access
dynamic local markets, they went one
step further and, based upon the economic
success of their organization, demanded
and opened new participation fora in local
and regional governments. This
experience is different from others given
that AMMUCALE had, from the outset,
not only economic goals, but additional
aims that included voicing demands in
political decision-making spheres.

are supported by a single type of actor
or market. Mutual support and market
diversification seem to be necessary
conditions not only to minimize risks, but
also to achieve success. Although
government agencies and NGOs are
relevant players, the presence of the
private sector in links to access markets
is pervasive, both downstream (product
sales), and upstream (input purchase)
of production and sale chains.

Income

In all cases examined, access to dynamic
markets has increased household
income. However, there are differences
in scale. When experiences involve
groups accessing natural resources –
such as forestry developments in Bolivia,
ethnic tourism or coastal stripe
exploitation in Chile – family income are
substantially increased and products
sold to dynamic markets become the
main source of household income. A
similar phenomenon takes place when
market links are built for the main
household products in a given region,
such as the case of milk in Ecuador or
cocoa in Peru.

On the other hand, when the ex-perience
of accessing dynamic markets is based
on secondary sources of family revenue
– typically crafts made by women in
Bolivia and Ecuador or garden vegetable
production and sales, as in AMMUCALE
in Colombia, or in the production of food
prepared by women in Nicaragua – they
have an impact on revenue, but do not
become the main source of household
revenue.
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Fair Trade is a growing international movement
that guarantees poor country producers fair
treatment (a fair price for their products, covering
production cost and guaranteeing subsistence
incomes, and secure long term contracts, among
others).

1

2

3

1. Poor and marginalized regions require
external support to foster and
strengthen their links to dynamic
markets. If, in addition they seek to
impact the whole region, then greater
support is needed in order to integrate
a large range and number of players.
Links to very localized markets in
specific groups is not enough to effect
the whole region.

2. Collective efforts are an essential
condition for families in poor and
marginalized rural regions to be able
to become successfully linked to
dynamic markets.

3. There is a direct relationship between
market formality and organization
formality in linking to markets. The
more formal the market to which a
region is linked, the more formal the
producer organization within the
region.

4. Dynamic markets are not only formal
external markets. To the contrary, there
are highly informal local markets that
can also be dynamic marketing spaces
for poor and marginalized regions.

5. Innovation is critical both in production
and sa les,  and in  producer
organizations. For a poor and
marginalized region to sustainably link
to dynamic markets, it needs to
continually learn and continuously seek
to rapidly institutionalize changes.

6.To increase the effects of specific
experiences in the region while
simultaneously improving equity, it is
necessary to have objectives beyond
economic or productive aims that reach
political decision-making levels.


