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Context 

In the world of research and development practitioners, small enterprise development has long had an urban bias, with relatively little attention to given to agrifood based enterprises, that are seen as falling within the ambit of rural development. Meanwhile, agriculture has long suffered from the view that it is essentially rural and production-oriented, with little emphasis given to a market- or enterprise-orientation. However, the current competitive “operating environment” of small-scale agrifood based enterprises in the developing world is one in which markets and enterprise increasingly matter. 

In many countries, and especially in Asia, groups of similar micro and small-scale enterprises are commonly found in concentrated geographical areas, or clusters. 

Working with clusters of enterprises and their associated support services, rather than on individual enterprises, can be both efficient in using scarce resources and effective in facilitating change in a wide number of enterprises, through a small intervention leveraged across the cluster.

Such clusters also feature a range of associated specialised enterprises, e.g. traders, credit providers, equipment makers and repairers, skilled workers/ craftspeople and raw material producers, all intimately linked through commercial and social networks. Thus, throughout Asia especially, one finds villages or certain urban areas that specialise in the production and marketing of (for example) ceramics, batiks, furniture and shoes. Considerable research and development effort has been dedicated in recent years to understanding the relationships, both cooperative and competitive, between the different actors in these small enterprise clusters. Building on this understanding, methods to enhance innovation in these clusters have been developed (to make them more competitive, expand employment and improve livelihoods), which focus on fostering collective action among enterprises to achieve common goals, and in making linkages to new and dynamic markets, to provide incentives for such action. Cooperation between enterprises within a cluster can also be a means to overcome scale disadvantages while maintaining flexibility, creativity and agility in an uncertain commercial environment e.g. for raw material sourcing, or creating a supply of skilled labour. According to the work of Sandee and Weijland in Indonesia, this type of cooperation (termed collective efficiency by Schmidt et al.) depends on the existence of:

· Trade networks that go beyond local markets ( i.e. growth markets)

· Effective trust and sanctions at local level (i.e. the basic social capital that underpins cooperation between actors).

The lessons learned in working with small enterprise clusters are relevant to the agrifood sector, where many examples of traditional food clusters exist: cassava starch and fermented products, tempe and tofu, snack foods, dairy products, noodles etc. Such clusters may be located in rural areas, close to the regions of raw material production, but they are also commonly found in urban and peri urban areas, using raw materials produced locally, or trucked in from (often distant) rural areas, or a or a combination of both.  

Unlike most other raw materials, those based on agricultural production feature inherent risks for small enterprises. Supply is subject to fluctuations in volumes, due to seasons, weather, pests and diseases, and in quality (for the same reasons) and also in price. The need for, and critical importance of, a strong linkage to raw material production is feature of agrifood based small enterprise clusters which need to manage these fluctuations if they are to be sustainable in the long term. Thus, many food enterprise clusters are associated with particular locations that have a comparative advantage in producing a particular commodity, and which may develop a reputation for quality in the mind of consumers (e.g cheese from Cajamarca in Peru). From this, it is a short distance to arrive at the concept of “terroir” used in France to denote and define the close relationship between a characteristics and quality of a food (e.g. wine, cheese) and the land from which it is produced. This “local grounding” of small enterprises in the agricultural production systems of the raw materials they use is a feature of agrifood clusters. Such complex systems have been studied by CIRAD, using the term “Sisteme Agroalimentaire Local (SIAL)”. 

If, as we have seen, geographically concentrated clusters of agrifood based small enterprises are common, can the methods used to foster collective action and enhance rates of innovation, in (usually) non-agrifood based clusters be applied or modified to these situations? Although many such clusters are rural, others are peri-urban or urban. These clusters may well have the highest probability of becoming innovative since the urban environment shows (a) strong competitive pressures from the “modern” food sector and (b) high rates of population and income growth (i.e. expanding market size). This combination of market opportunity and competitive threat provides incentives for innovation for urban and peri-urban clusters that may not be felt as strongly in more remote, rural settings. The “local grounding” of agrifood oriented small enterprise clusters also implies that market oriented innovations have the potential to produce effects at the level of commodity production in agricultural systems, e.g. through changes in production practices of crop varieties to meet market needs.  These effects can be beneficial to the natural environment (e.g. market driven adoption of organic horticultural production systems) or not (increased waste water pollution from expanded crop processing). A systems approach is thus needed, since innovations in one component of these complex systems can have effects in other components. In the context of agrifood clusters, changes in urban food processing can affect rural crop production systems, too. 

Two basic findings of previous studies of innovation in small enterprise clusters are that innovation is faster when:

· Dynamic growth markets are available and targeted

· Inter-enterprise cooperation is achieved to enhance access to critical information or technology that is out of the reach of individual small enterprises.

Traditional small enterprises (household level) clusters, especially in the agrifood sector, are often characterised by production of poor quality, low added-value products for saturated local markets with very low growth rates. In this situation, there are few incentives for enterprises to innovate or to cooperate. Thus, many very small enterprises compete within these local markets, driving prices down. Opening new markets, improving product quality (and added value), packaging, distribution etc all require innovation, and probably also require that small enterprises cooperate to achieve these ends. 

Expected results

The results expected from fostering innovation in small enterprise agrifood based clusters in urban and peri-urban settings are both product and process oriented. The product is a group of enterprises that are “more sustainable” i.e. perform better than previously at meeting the long term goals of their owners, and are capable of the innovation to meet changing market needs that this implies. Such enterprises will be more profitable, and provide more employment, than those that are not innovative. These results should flow through the enterprise system, reaching those enterprises that provide services as well as those producing the primary raw materials. Indirectly, therefore, one should see improvements in the livelihoods of the local communities where these clusters are located. 

Process is also very important. The methodology assumes that the innovation process itself is locally owned and managed. Outsiders can facilitate but not control. Thus, a process that fosters collective action to achieve joint goals, is encourages collaboration between enterprises and households, and builds trust at local level (social capital). This may produce wide benefits at community level, as households learn to work together to achieve results. In this methodology, collective action is manifested in a number of locally run small projects that the group of enterprises themselves design and implement, using their own funds, to meet goals they have agreed on as important. It is important to start with very small projects that are achievable in the short term, to create confidence and momentum. 

Resource requirements

The resources required to implement this methodology are not large, and many of them are available locally. Indeed, the methodology stresses the importance of using local assets and resources, restricting external resources to:

· those required for facilitation and 

· additional process documentation and analysis sought for research purposes, over and above that judged necessary by the local actors themselves. 

The timeframe may, however, be medium to long term, since:

· There may be a need to build social capital at local level, making initial progress slow

· Agrifood enterprises are based around seasonality and agricultural production cycles, which influence the pace at which innovation can proceed (e.g. it is faster and lower-cost to change crops and varieties for short term vegetable crops than for fruit trees)

· Information on external markets and/or technology may be needed, which takes time to access, analyse and utilise if carried out in a participative fashion with local actors.

· Such locally owned processes develop at the speed of the local actors, not those imposed by external agents.

Methodology

It should be stressed that the concepts and methods developed for working with non-agrifood based enterprises have been, as yet, little used in an agricultural sector context, other than as a way of describing and understanding existing enterprise systems. Moving beyond this to action research that attempts to improve rates of innovation in such clusters is only now being initiated, by CIAT and CIRAD in Latin America in a rural setting, and by CIP and CIAT in Vietnam, in a peri-urban context (see Case). Thus, it is not possible at this stage to provide detailed methodological guidelines. However, we can highlight some elements of this approach (practical processes) that will be applied in these projects: 

· Participatory methods for livelihoods analysis, to understand the existing system of enterprises and the network of relationships between the households involved.

· Create a forum where all actors in the cluster can interact.

· Facilitate communication between all actors in a cluster. Frequently, small processors, traders and end users of the product communicate very poorly. In particular processors may have little knowledge of the problems of product quality that end users face, while end users have little knowledge of the production problems that processors and producers face. Dialogue between all actors in a cluster enterprise system can assist information sharing about problems and potential solutions, leading to innovations. Facilitation is needed to overcome mistrust and suspicions that may exist between actors, especially if some (e.g. end users) are non-local.

· Visioning the future: where do the different actors see the cluster going in the future? What changes are needed to get there? Can all actors agree on a common vision?

· Seek out new markets. Traditional enterprise clusters are often locked into a cycle of producing poor quality goods for local consumers with very low purchasing power. Identifying new markets, almost certainly with higher quality demands but offering better prices, can be an incentive for innovation.

· Joint small projects, planned and undertaken by the micro-enterprises themselves, can jump start the innovation process. Projects should initially be short and achievable, to build confidence and mutual trust as well as to produce tangible innovations for the cluster. Examples of short projects are study visits to new, high value markets (in cities or tourist areas), or to other, more dynamic enterprise clusters, to return with new ideas.

At this stage, we can also identify some key implications at institutional or policy levels:

· Support institutions need to reorient to focus more at meso or group level, and less on supporting individual enterprises. 

· A need to take a systems view of enterprises, i.e. considering not just the enterprises in the production-consumption chain, but also those that provide supporting services e.g. equipment makers and repairers, credit services, technical and marketing assistance etc. This also facilitates consideration of by-products and wastes from a clean production perspective.

· A need to wean small enterprises away from expectations of free services and projects, and towards self-reliance through collective action at cluster level.

· A need to build social capital at village level in support of collective action between enterprises.

· For agroenterprise clusters, the importance of the close connections between activities that add value to agricultural products, the production of those crops/livestock in a given location/community, and the role of the food products in the local culture, need to be carefully considered for sources of potential competitive advantage. 

Case: Fostering local innovation in root crop starch clusters in Vietnam

Clusters of small household enterprises are found in many villages in the Red River Delta region of north Vietnam, around Hanoi. Several focus on processing root crops into starch, and the further processing of starch into a number of food products. Starch processing is seasonal, so households are also involved crop production and livestock raising activities. The enterprise system is highly complex. Two root crops are processed into starch (cassava and canna). Both root crops are processed by simple wet extraction of starch from grated roots. Equipment is small-scale and locally made. Mobile graters are available for hire by households without funds for purchase of this item. The grated starch is mixed with water to suspend the starch grains, and filtered through cloth, then washed a varying number of times (this determines quality/purity) before dewatering to produce a “wet starch” intermediate product for sale and further local processing. Alternatively, the wet starch can be dried to produce a storable dry starch for marketing outside the region. The fibrous residue from cassava processing is used as a pig feed. The feed value of canna starch is too low for this end use, and the residue is usually applied as fertilizer to local fields. 

Wet cassava starch is used to manufacture maltose, in the same or adjacent villages. Maltose manufacture, a skilled manual process, is also a small-scale household enterprise activity. An associated enterprise is the production of rice seedlings used as a source of amylase enzyme for breaking down the starch into sugars. Maltose is sold to other specialized, household enterprises in the same or adjacent clusters that manufacture candy. Wet canna starch is used to make a type of glass noodle: the starch properties enable canna to replace more expensive mung bean starch in this product. Noodle manufacture is a highly skilled manual process, also found in household enterprises. Finally, dry starch is traded outside the cluster to a diverse range of end users, in both traditional and modern industry sectors. This cluster thus involves two root crops, a range of intermediate and end products that supply several distinct market niches. The use of the residue by-product for pig raising enterprises links this cluster to another agroenterprise sub-sector. 

The cluster can be characterized as traditional and spontaneous ( it has existed at least 30 years). The markets for the traditional products (noodles, maltose) are growing, but are not the most dynamic segments of the starch market in Vietnam. This traditional sector is characterised by household enterprises with seasonal activity (peak period November-March), using locally made appropriate equipment, with intensive use of labor, both skilled and unskilled.  An unusual feature of the cluster is the high degree of inter-household trading of intermediate starch products, by-products and inputs to the different enterprise processes (e.g. wet starch, residue, rice seedlings, maltose) as well as the end products (dry starch, candy, noodles).

During the last few years, a number of innovations to this enterprise system have been documented:

· Household enterprises that purchase wet starch and undertake further washing/refining steps to improve purity. This refined starch can enter higher value food and non-food markets, with high growth rates, including textile, paper and pharmaceutics. Although still household enterprises, some are expanding into a medium enterprise scale, using hired labor and with more capital investment in equipment (e.g. centrifuges). 

· A large scale starch industry has developed in south Vietnam, based on modern technology and aiming at export markets and high value starch derivative products (including fermentation products such as lysine and MSG). Wet and dry starch from the Red River Delta enterprise clusters is marketed to these factories in southern Vietnam, making up shortfalls in local supplies of cassava and cassava starch in that region of the country.

· Medium scale maltose manufacturing enterprises have been established, using imported enzyme instead of rice seedlings as the source of amylase. Higher value markets are available for this higher quality maltose.

Thus, a traditional cluster that produced low grade starch for relatively low growth markets is evolving into a more dynamic cluster, through the development of linkages to new markets that pay higher prices but also demand higher quality. This process has not been driven by external agencies, but by a combination of the new market linkages recently made, and the entrepreneurial capabilities found within the existing cluster. External agencies are involved in development of improved technology and, more recently, in a search for solutions to the pollution problem this cluster has generated. 

What is lacking so far is an understanding of how these and other types of urban agriculture and agro-processing are linked to the livelihoods of people in Hanoi and what opportunities exist for enhancing its contribution in a sustainable way. 

Opportunities for interventions are likely to be improved through better analysis of enterprise functioning at the household level and a clearer understanding of inter- household relationships, both based on business exchanges and on social relations of mutual support. The concept of “enterprise clusters” can be used to understand these relationships in this “social enterprise” culture of peri-urban Hanoi. This kind of analysis would also need to look at different kinds of social organization, such as  Women’s associations, youth unions, informal networks and NGOs which can be vehicles for enterprise clusters. 

A project is thus proposed, within the SIUPA initiative of the CGIAR, initially involving CIP and CIAT along with local institutions and community organizations, that will work with micro- and small-enterprise clusters in peri-urban Hanoi (specifically the inter-related root crop starch, plus vegetable and pig production clusters), with the following specific objectives:

1. Understand and characterize livelihood system dynamics and the role and importance of UPA in local livelihoods

2. Develop existing and new livelihood activities through participatory technology development
3. Identify social organizational opportunities for supporting technology development

4. Determine institutional and policy issues affecting the equitable development of different sectors of urban agriculture

Objectives 2 and 3 involve moving beyond system description to action research to foster innovations, both as regards existing livelihoods, and potential new options. These innovations may involve technology (objective 2) or organizational and information-access improvements (objective 3). 

Conclusions

Although at an early stage in the research and development process, the application of the lessons learned in the small enterprise development field in working with concentrated clusters of similar agrifood based enterprises, has great potential to improve the livelihoods of poor people in both rural and urban situations. The project now being started in peri-urban Hanoi will provide an important opportunity to test the usefulness of these concepts and methods, in a situation with relatively favourable market dynamics. 
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