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Executive summary

Although there is a wealth of research and initiatives relating to clusters in general, remarkably
little attention has been paid to clusters in the agricultural sector'. This might be because the
notion of cluster is closely related to competitiveness and innovation, and thus it has been
traditionally applied to sectors that focus on innovation as a core value, such as information
technology, electronics, car manufacturing, biotechnology, and oil and gas industries.

However, agriculture in the twenty-first century is reinventing itself as a new global business
reshaped by globalization, standardization, high-value production, massive growth in
demand (both for the food and the biofuel industries), retail and packaging innovations,
and a ramp up in efficiency. Faced with constant productivity and market pressures, the
“new agriculture” needs new tools to enhance its competitiveness and innovation capacity.
One of these tools is the promotion of clusters. An agro-based cluster (AC) is simply a
concentration of producers, agribusinesses and institutions that are engaged in the same
agricultural or agro-industrial subsector, and interconnect and build value networks when
addressing common challenges and pursuing common opportunities.

AC initiatives are starting to be seen as a key approach to help advance the agricultural
sector of many countries. The promotion or inducement of such clusters has various
advantages relative to other approaches. In particular, cluster approaches recognize that all
the actors in the agricultural value chain are often more innovative and successful when they
interact with supporting institutions and other actors in the supply chain. By promoting
vertical and horizontal links between local agricultural enterprises, as well as supporting
relationships between them and facilitating organizations (e.g. local governments, research
institutes and universities), cluster policies promote the diffusion of innovation, as well
as the use and generation of important local externalities. ACs can also enhance access to
markets and information. Cluster policies are argued to be crucial for small-scale farmers
and agribusiness, as they enable them to engage in higher productivity, and more market-
oriented and higher value-added production. Accordingly, central and local governments
have discovered that cluster promotion is a valuable tool to support agricultural enterprises
in their territory and help them link to global agricultural value chains in a more efficient
and sustainable manner.

Promoting ACs in developing countries is not easy. On the contrary, it is likely to be quite a
challenge. The existing literature shows that clusters in developing countries (including those
in the agricultural sector) are usually more dominated by smaller-scale firms, are organized
in a more informal manner, have weaker linkages among actors, face more difficulties in
achieving a critical mass of firms and have been specialized in lower-value niches, although

1 The agricultural sector is understood in this paper as extended agriculture, including forward linkages to food and non-food
agro-industries.
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they are now increasingly entering higher-value markets. Consequently, it is far more
difficult to promote clusters in developing countries than in developed ones. Another way
to interpret this is that clusters in developing economies require more support.

This is why various institutions have become involved in supporting developing country
clusters, including ACs. These include both international agencies and national donor
agencies. The fact that the Inter-American Development Bank’s (IDB) portfolio of cluster
initiatives in the region is US$380 million gives an indication of how important the cluster
approach has become. All the agencies tend to share a similar methodology and a national
multisectorial clustering scope. However, they differ in a variety of ways. In particular,
differences can be found in their implementing partners, their focus, and the importance of
cluster initiatives in their overall policy reform proposals.

The experience of these institutions suggests a number of lessons to be learned. These include
the fact that policies and programmes for supporting agricultural clusters (i.e. AC initiatives)
are very much needed in developing countries to overcome market, government policy and
systemic failures. However, external support to clusters might do more harm than good if it is
not carefully planned. The present research has shown that in order to achieve their intended
positive effects, AC initiatives should, in a nutshell, improve incentives for producers and
agribusiness; provide core public goods; enhance the climate for private investment in
agriculture; build effective institutions; and reduce the environmental drag. Similarly, given
the differences between clusters in developing countries, a one-size-fits-all approach should
be avoided. Donors and international organizations are also finding that converging their
efforts and models towards joint initiatives can be beneficial. Other key lessons include the
need to look beyond public financing to increased policy involvement and to recognition of
the contribution of clusters in export strategies and policies.

The current research shows that clustering in the agricultural sector presents many
benefits, such as creating an enabling environment for interfirm cooperation, facilitating
the diffusion of innovations, and acting as a means to efficiently channel public support
to increase competitiveness in the agricultural sector. Farmers and small-scale firms can
benefit from participating in ACs, as they enjoy evident joint-action advantages and
agglomeration economies. The study also highlights that collective action undertaken by
cluster participants is the cornerstone of ACs, and describes the complementary roles
played by the government, private sector (especially farmers, industry and interprofessional
associations) and academic, and research institutions in the development of agricultural
clusters. It indicates that ACs tend to develop, by and large, around high-value export-
oriented agricultural products, while many domestic-oriented incipient clusters do not seem
to have a bright future ahead of them.

The research underlines, as well, how AC policies require embracing multiple subjects.
Moreover, it demonstrates how clusters face multiple challenges, ranging from issues relating
to economies of scale and foreign competition, to those relating to the need to improve
food safety and introduce new market-driven products. In response to these challenges,
today’s agricultural clusters often focus more on better meeting consumer demands than on
increasing efficiency and productivity.
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Other interesting lessons are that ACs can contribute to the increasingly important creation
of a regional/brand identity, and that they are often linked to other clusters, such as tourism.
Finally, ACs can develop around different elements, varying from clusters based on particular
products to those based on particular practices (such as organic foodstuffs) or social or ethnic
groups.

Of course, not everything about ACs is perfect. There are, as well, some dangers associated
with clusters in the agricultural sector. For instance, the clustering of related firms and
enterprises can help to magnify any negative environmental impact (although, through
clustering, firms and enterprises can also help work together to mitigate these impacts).
Clusters could also magnify economic impact on a particular area in the case of market
collapse. In some cases, clustering can also hinder the dynamism of an area. Although clusters
aim to promote “co-opetition” (actors within the cluster demonstrating a balance between
competition and cooperation), there is a danger in some cases of too much cooperation
within a cluster. This can reduce the dynamism of the cluster. A balance is also needed in
terms of links to those inside or outside of the cluster. Cluster policy tends to concentrate
mostly upon promoting linkages between actors inside a cluster. These links can be vital for
innovation, but links to those outside the cluster can also be important sources that should
not be neglected.



