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Course profile
* General Course objective

This course is intended to 4t vyear
students. The course aims at providing
student with deep knowledge and skills
related to the development,
management, Research, Extension for
agricultural commodity chains an




Course profile

oSpecific Objectives: The course provides
students with, knowledge and skills
related to:

v'Value chain analysis

v'Chain upgrading strategies

v'Chain governance and coordination
v'Stakeholders analysis

v'Chain development with focus
empowerment (Ways to improve the
@armers position within the chain)
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Course structure,
Pre-requisites and
organization




Pre-requisites

Students must have advanced knowledge in :

» Agri-economics (Principles; economic analysis;
environment )

» Advanced knowledge in Marketing (principles)

» Basic knowledge of quality systems and quality
management
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Course organization

JTheory (12 hours) and exchanges

JPractices (12 hours)

v'Practical case studies for food
crop commodities (Crop. Students)

v'Practical case studies for
horticultural commodities (Hort.
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1.Global Market Trend for Food

and Agri-products

®Hich degree of turbulence in macro
environment for food & agricultural.

® Some of the current characteristics are:

v'Abolition of national marketing borders because
of “globalization”

v'Increasing market competition in food sectors.

v’ The consolidation of organisations (at farm
input, farms, processor and supermarket levels)

Government deregulation of agribusin
arkets.




Global Market Trend for Food
and Agri products, Ctd...

v'Increased interest in quality-management
systems and food safety, and

v'Traceability being a critical element in global
agri food business.

v'Demand for “Organic” products and less
cholesterol products

v'Increased competitive trend among supply
chains rather than individual firms.

v'Shifting patterns in consumer demand for
sustainable agricultural practices (includin
nviconmental and animal welfare concer
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Global Market Trend for Food
and Agri products, Ctd...

* Now think over the implications of the above
trends in the developing countries agriculture!!

Discussion questions

* (1) Are these things opportunities or threats
(challenges) for poor third world countries’
farmers?

* (2) Then how can we make the poor farmers i
developing countries to coup up with the abo

@

hanges??




2. Mechanisms for copping to

these changes
® To coup up with the above elements it requires:

v'"Market orientation (pull) rather than push agriculture
(production orientation)

v'Branded and labelled agricultural products rather
than generic commodities

v'"More value added activities for premium price

v'Cooperative and collaborative marketing rather than
spot transaction

v'Product differentiation (But how?)

i

esigning  process-verified and  source-veri]

UNIVERSITY of
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Mechanisms for copping to these

changes, Ctd...
®| ocal private agribusinesses have to
adapt rapidly to these new conditions.

But how

v'They need to be equipped and trained. They
need strategy and cooperation.

v'Focus in cooperative strategies & inter
organizational relationship as the key elements
of competitiveness.

vIIn an increasingly complex and turbulen
environment, firms can enhance th
erformances through strategic collaboratio

@ NIVERSITY of
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Mechanisms for copping to these

changes, Ctd...
e Of all more coordination and
collaboration may lead to improved
efficiency in:

v’ Production
v’ Distribution channels

vTo more product and market
iInnovations




3. Agri-marketing in Developlng Countries
In  mOost developlng countries, " the  agricultural

marketing system is characterised by.

(1)A highly fragmented production side (many small
widely dispersed farmers growing perishable crops)

(2) Usually few traders in the marketing system
(3) High marketing costs because of:

v’ an inefficient transport system,

v’ inadequate storage capacity,

v absence of standardization (or significant variations
in product form, variety and quality),

UNIVERSITY of
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Agri-marketing in Developing

Countries, Ctd...
(4) Involving a large number of market
intermediaries.

(5) Various credit arrangements locking
farmers to be dependent upon the
market intermediary.

(6) Economic exchange is embedded
within various social institutions.

(7) Trust and social capital as a means o
reducing risk.

@U ............
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Why value chains? Vision of FAO

Smallholders’ participation in markets is crucially important
for improved food security and poverty reduction.

Attempts to improve smallholder productivity will have
limited success if smallholder linkages to markets are not
strengthened simultaneously.

Limited smallholder participation in markets is not necessarily
a result of a lack of commercial orientation per se,
but the result of constrained choice in a risky

environment.

INTEGRATION IN
CHANGING FOOD

Smallholders are very heterogeneous,
facing different types of constraints and Bl
opportunities, and will react differently to new
market opportunities.

UNIVERSITY of Source: Smallholder integration |
P food markets FAO 2013




Why value chains?

* Public policy interventions are generally
needed to foster smallholder market
integration.

* Policy interventions need to be prioritized and
sequenced according to evidence-based
diagnosis of the constraints faced by different
categories of smallholders.

* Evidence-based policy-making minimizes the
risks of policy failure.

UNIVERSITY of
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What is the future for small-scale farmers in the
modern agrifood system? Vision of Wageningen UR

In all parts of the world the modern retail revolution is reshaping
the way food is produced, procured and retailed. Rapid changes
in dynamic modern markets affect the entire value chain—
consumers, retailers, wholesalers, processors and producers—
with enormous implications for the competitiveness and future

viability of small-scale producers.

Chain-Wide Learning
for Inclusive Agrifood
Market Development

A guide to multi-stakeholder processes for linking

Strong growing retail power in the world:
chain reversal from supply orientation
towards value for the consumer.

A\ UNIVERSITY of
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Common features for agro-food supply chains of
tropical food products

e Large irregularities in supply (production subject to
weather and climate);

* High variability in quality attributes;

* Scattered production by a large number of smallholder
producers;

* Thin local markets (limited number of traders; local
oligopoly);

* High transaction costs (long distance between producers
and consumers);

@eficient public regulation and limited collective acti
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Making the strongest links

Pro-poor development definition

Pro-poor growth that takes place to increase incomes and the
participation of the poor translates into improved wellbeing. This
involves not only Decent Work for employees and entrepreneurs
within value chains, but ensuring that value chain development
contributes to wider processes of social development and
environmental sustainability benefiting poor people.

Underlving principles and values:
y gp p {@ MAKING

v’ inclusion 1L'II-II\IEKS$TRONGEST
v’ equity E i —
v’ participation % s

v’ transparency e o ™

accountability E;—,

UNIVERSITY of .‘ | P
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Chain Organisation

* Chain organisation formal as well as informal
structures and procedures advancing the
efficient and effective differentiation and co-
ordination between entities on all levels
within a chain.

* Discussion on some production chain in

Rwanda: what is working
* most effective in Rwanda?
e formal or informal?

UNIVERSITY of
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4. Factors driving the Value chain

formation

The factors driving value chain formation (mostly in
developed world) include:

v Concerns with food safety
v Product quality and consistency requirements
v'New product innovation and differentiation
v’ Lowering costs or chain optimization
v’ Market Differentiation

v Quality Assurance (Traceability)

UNIVERSITY of
RWANDA
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Factors driving the Value chain
formation, Ctd...

Since markets are now globalized
the value chain concept has to
be adopted in LDCs as well!

“Coming together is a beginning
Keeping together is progress
Working together is success.”




Introduction to Value Chain
Approach : Value Chain
structure

IIIIIIIIIIII
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Basic concepts of Value Chain

A supply chain is a set of linkages between actors
where there are no binding or sought-after formal or
informal relationships, except when the goods,
services and financial agreements are actually
transacted.

Supply chain management is customer oriented, i.e.
customer demand is leading in this approach, and
aims towards the integration of business planning
and balancing supply and demand across the entire
supply chain from initial producer to the ultimate
voustomer/consumer

RWANDA




Actors, supply chains and value
chains

* Avalue chain is a specific type of supply chain
— one where the actors actively seek to
support each other so they can increase their
efficiency and competitiveness.

* They invest time, effort and money, and build
relationships with other actors to reach a
common goal of satisfying consumer needs —
so they can increase their profits.

UNIVERSITY of
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Value Chain

JAN economic system that describes:

vA sequence of related business
activities(functions) from the provision
of specific input for a particular to
primary production, transformation and
marketing up to the final sale of a
particular product to a consumer




Value chain definition

By definition: a value/supply chain comprises of
interlinked value-adding activities that convert
inputs into outputs which, in turn, add to the
bottom line and help create competitive
advantage as a whole chain + individual

 This means that businesses within the value chain
are involved in handling and adding direct value or
consuming the product and also the service
network indirectly involved in the production (for
eg., quality control, ICT, financial partners (banks,
insurance, and training and research).

Valué€ thains (b2b) are competing with each oth

®



Actors, supply chains and value chains

@

Actors are those involved in producing, processing, trading
or consuming a particular agricultural product

They include direct actors which are commercially
involved in the chain (producers, traders, retailers,
consumers)

Indirect actors which provide financial or non-financial
support services, such as bankers and credit agencies,
business service providers, government, researchers and
extensionists.

However, to avoid ambiguity, value chain actors are those
who perform value chain activities.

Actors and others are chain stakeholders

UNIVERSITY of
RWANDA



VALUE CHAINS key dimensions

The value chain approach using three key
dimensions of a value chains:

1. Consumer and demand driven;
2. Based on collaboration between links;

3. All partners create added value and share
value;

4. It is a complex network of actors.

UNIVERSITY of
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1.1. Value Chain, Ctd...

v'A set of enterprises (operators) that
performs these functions:. producers,
processors, traders, and distributors of a
particular product. Enterprises are linked
by a series of business transactions In
which the product Is passed from a
primary producers to end consumers




1.1. Value Chain, Ctd...

v'A business model for a particular
commercial product. This business
model allows defined customers to be
reached using a particular technology
or a particular way of coordinating
production and marketing between
several enterprises




1.2. Value Chain Actors

Individuals, enterprises and public
agencies related to a value chain In
particular: Value Chain operators,
providers of operational services,
providers of support services,
enablers




1.2.1.Value Chain Operators

Enterprises performing the basic
function of value chain: farmers, small
and medium enterprises, Industrial

companies, exporters, wholesalers
and retallers.

vCommon aspect: they own the a
product at one stage of VC




1.2.2. Value C Supporters

Provide Value Chain with support
services and/or represent the
common Interest of the value chain
actors (Banks, [IMF,  Training
Institutions, Research Institutions,
Umbrella organizations, facilitators
etc.)

@mybelong to the meso level




1.2.3. Value Chain Levels

dMacro level: Public agencies and
Institutions  constituting the  business
enabling environment : Influencers

v'Is made up of regional, national and local
Institutions, the judiciary system and major
providers of public utilities

dMeso level: Chain supporters. Functions
at meso level include research, advocacy
technology development, etc.

@Mjpm-level: Chain operators




>Production>>Processing>> Trade >> Final sale >>onsumption

Providers

Producers

Processors

Wholesalers

Retailers

MICRO LEVEL: Chain Operators

Consumers

A UNIVERSITY of
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Chapter 2. Analyzing the Value Chain

A value chain constitutes an economic
system that Is around a particular
commercial product

dThe coordination of business activities
In value chain Is necessary to provide
customers with the right quality and
guantity of the product
dTherefore, enterprises
@ollaborate to be successful.

have
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Analyzing the Value Chain, Ctd...

dThe value chain therefore:

v Connect the different yet related
business activities(production,
transformation, marketing, etc. )
necessary for serving customers and

v’ Joins and coordinates the enterprises
(primary producers, processin




Analysing the Value Chain, Ctd...

dIn the course of economic development,
the Integration between different business
activities and types of enterprises becomes
iIncreasingly important.

dOn one hand, globalization entails
Intense competition and pricing pressure;
on the other hand, urban customers
iIncreasingly demand high-quality, fres
and fashionable product.

@Qm”trends call for an increasing lev,
egration




Analysing the Value Chain, Ctd....
JExamples

v’ Organic food product can only be brought to the
market if farms are certified and product kept
apart in the marketing chain.

v Garment manufacturers work on well-defined
orders and often subcontracts others to deliver
on time.

v'A particular tourist attraction can only be
marketed if all related services (from transport

W

ccommodation) conform to tourist expectati

UNIVERSITY of
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Analysing the Value Chain, Ctd.....

**The competitiveness of national economy
is not only a matter of the performance of
individual enterprises but also of the
degree to which the different companies
both large and small cooperate efficiently

s*Every enterprise working towards making
value chain more competitive has to
understand how it functions and lear
framits failures.




Analysing the Value Chain, Ctd.....

Tasks in value Chain analysis

v'Value chain mapping

v'Quantifying and describing the
value chain in details

v'Economic analysis of value chain
and benchmarking

UNIVERSITY of
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2.1. Mapping a Value Chain

dValue chain mapping means drawing a visual
representation of value chain system.

v Maps identify business operations(functions), chain
operators and their linkages as well as chain supporters
within the value chain

v’ Chain maps are the core of any value chain analysis
and therefore indispensable.

v Chain mapping serves both an analytical purpose and a
communication purpose as they reduce the complexit
of economic reality with its diverse functions, multipl

@takeholders interdependencies and relationships

UNIVERSITY
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Mapping a Value Chain, Ctd...

dThe first step is the determination of the
product market served: product destination

JOverview map presents major links (stages) of
the value chain. It should visualize:

v'The sequence of production and marketing
functions performed

v'Value chain operators taking these functions
v'The vertical links between the operators

» The three elements belong to the micro level
@whi@hovalue added is actually generated

RWANDA



Mapping a Value Chain, Ctd.....

Basic functions (chain links)

Provision Trans-
of specific Production Trade Final sale
inputs formation

Provide Grow Classify Transport

- equipment Harvest Process Distribute

- inputs Dry ete. Pack Sell Specific
consumer
market

Categories of chain operators and their relations

Specific Primary Logistics
input =P producers [=P| centres, [™P| Traders, |je—p

i providers Industry




Mapping a Value Chain, Ctd....

Practical hints

(a)Definition of the final product: what product or
category of product does the value chain produce?

(b)Market / group of customers (indicated by the oval
box)

(c)Activities(functions) performed to generate the
final product: start by the final sale and continue
backward listing the production and marketing
activities.

)Establishing function list

UNIVERSITY of
RWANDA
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Mapping a Value Chain, Ctd....

Practical Hints

(e)Establishing functional sequences: main channel and
sub channel

(f)The value chain map includes only those operators who
become owners of the product. If they source out or
subcontract functions from other firms, they are
regarded as operational services providers. They may or
may not be mapped

(g) If operators take more than one function, the box
representing them enlarged to cover the two or mor
function stages.

®
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VALUE CHAIN ANALYSIS

Chain Mapping Syvimbols in Workshops and Documents

Card shapes & colour Shapes for word Lewvels of thhe valuese
code used in documents in chainm (WC) at which
workshops anmnd black&white the symbol is used

trainmning seminars

WMicro level of the WVWC

> > WC stage

Text Specific business activity

Value chain operator

Links between operators

© © End market of value chain

NMeso & WMacro level

| Value chain supporter

|
C p C ) vaiue chain enabier

Al levels of thhe WC

Constraint

- |_ ____  Potential
—

Text Action




Mapping a Value Chain, Ctd....
Cases

Box 2.4 - Case: Conventional honey for export in the Yucatan region, Mexico

Functions
oifi Wholesale
pe o Production Collection Export and retail
npu!s marketin o '“Pt"'

- Supply - Place beehives - Collect honey - analyze - transportto - compile and - Use in pharma-
improved - attendbeehives . apalyze humidity chemical seaports mix charges cue;ti'tr:‘al :"g'“?ef?
genetic - fight vammoa - filter quality {(Veracruz, i nndust?y
material - extract honey - homogenize - classify Progreso) - process

- transport to -fillindrums . offerto traders - customs - pack - Consume
collection centre clearance - sell As food

- Shipto Europe
Categories of operators

Individual | |Collectors|s inter-
Beekeepers mediaries

Expor-
\Beekeep X V -
ae Er | Cooperatives
associations




Mapping a Value Chain, Ctd....
Mapping sub value chains (channels)

JAShowing parallel channels in the same is
only useful if some part of the value chain
map is identical across all variants of the
channels. This apply to the primary
production stage remaining the same while
different types of processing follow.

» Depending on market outlets, the su
value chain can branch into an ev
greater variety of marketing channels




Mapping a Value Chain, Ctd....

Mapping sub value chains (channels)

Box 2.5 - Case: Jute products value chains in Bangladesh

@"b‘ 20 % of Jute QP ror 8% of Jute
expos e xpor
Foreign buyers of CJP Foreign buyers of DJP
i 1 1
Export Exporterss Exporterss docal
| _Taders | Traders

Q 2 % of Jute
Reait | Retailers ]

_’/\

/’-\ e

orR Producers Semi-industnal
Production Corganized in factories
",’-\ a cluster) i
A
Conversiorn umicsherss?
Yarn - fabric FCO(NQﬂeIS

_’/"‘-\. ;

//"‘_\ I
NN ing Jute hill=s

/\

//\ ;
Fitwre t Jute productvalue chain
Trade Local Traderss

| Purchase Centres CJP = conwertional jute producxs

r"//\ t DJP = diversified jute
Sitve

Cofection Intemmediarnies

h/"\l

/—\ t

Judte Growing Jute Growers

/’\




2.2.Mapping the Value Chain supporters
dThe basic functions and chain operators
constitute the micro level of the value
chain: the business active In the respect
with  market Including the operational
service providers.

dValue chain Is also described at meso
level that includes agencies and business
organisations representing the collective
iInterest of the business community an

@oviding support services.
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Mapping the Value Chain supporters, Ctd.

(JChain supporters have direct relationship with chain
operators; they should also belong to a value chain
map

(JChain supporters are: business and industry
associations, cooperatives, federations, etc.; sector-
specific agencies such as technology or training
institutes, specialised department or units in the
public administration, foundations or development
programmes, etc.

UNIVERSITY of
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Mapping the Value Chain supporters, Ctd.

»They have in common that they
provide support services to the whole
value chain and or represent the
common interests of the chain actors

»The map also shows which segment of
the chain the different support
organizations cover.




Mapping the Value Chain supporters, Ctd.

Box 2.7 - Case: Traditional finished sheep and goat leather value chain in Ethiopia
Mapping of chain supporters (meso level)

D husanary > > Staughtoring> >COIeiond 35> w skin traag> > Processing > Dfadeand >

{eather
oducts
Pastoralists |, sy ’!’:;a‘wﬁy
“u [ Private e .| Tradersof | ___| 7anneries [
Smaithoider| = slaugmerlng_] " Coffectors || raw skins : [-.._ [Traders of
Farms P * finished
leather
NGO projects J Ethiopian Tanneries, Footwear
and Leather Garments
T USAID funded shiesp and goat Manufacturing Association
improyement project
r—_l.e';;t:r-& Leather Product Technology Institute (LLPTI)
w2 . Min. Agriculture
Ministry of Agriculture Regional offices || panccting Dept. | [Ministry of Trade & Industry, Leather Development Dept

FAO Livestock Project r"J;IIDO Regional Office

Quaality and Standards Authority of Ethiopia (OQSAE)

I USAIDSfunded Agribusiness and Trade Improvement Activity
Ethiopian Capacity Building
Programme (ECBP)

@urce: ECBP/GTZ ValueLinks Trainina workshobo in Addis. Ethiopia. Auaust 2006




Mapping the Value Chain supporters, Ctd.

J Analysis of chain supporters is of great importance to
analyze the efficiency of support institutions and for
coordinating and planning new interventions.

JGovernment and other public organisations responsible
for shaping in the business environment, constitute the
macro level of the value chain.

JMacro level is analyzed separately. It may be visualized in
another thematic map but does not necessarily belong in
an overview map.

UNIVERSITY of
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2.4.Quantifying and analyzing value
chain in detail

e The basic chain map is a descriptive
conceptual model of value chain

* To become useful for decision making and
planning, the value chain map has to be
complemented by information that allows
comparing the current state of the chain
with potential alternative states.

e Elements of the chain map are treated
@%ﬁ'ﬁf}les which are changing over ti




Quantifying and analysing value chain
in detail (ctd...)

dQuantifying the basic chain map is quite
straightforward.

dQuantification means attaching numbers to the
elements of the chain map:

v'"Number of operators (possibly differentiating
size of farms or enterprises)

v Number of jobs and employees for each
category of operators(also according to the

gender)
v Number of poor operators in each category of

@erators

UNIVERSITY of
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Quantifying and analysing value chain

in detail (ctd...)

v Prices paid at each level chain link between
stages

v'Volume and turnover in each chain stage

v'Shares of product flow of different sub-
chains stage

v'Market share of the value chain or sub
value chain defined as percentage of the
sales value in overall market

UNIVERSITY of
RWANDA




Quantifying and analysing value chain
in detail(ctd...)

Box 2.12 Case: Quantifying growth rates in Kenyan fresh milk value chain

Estimated annual growth rates of turnover in different segments of the milk value chain in
Kenya and expected growth in production value:

) e D e, I ot

Growthrates 419-.39%  30-60%  30-60%  18-39% 20-42%

Additional
Turnover

36-106 Mio § 13Mio§ 2080 Mio$ 1133 Mio § 721 Mio §

Source: Technoserve: “Dairy in Kenya - can it drive economic growth?”, presentation 2004
s

62




Quantifying and analysing value chain
in detail (Ctd....)

JQuantification depends to the
availability and  reliability  of
secondary data, especially statistics.

JData need therefore to be cross-
checked from different sources

IIIIIIIIIIIII
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2.5.Economic analysis of the value chain

dEconomic analysis of the value chain is an
Important input into the decision on development of
objectives and upgrading strateqgies.

dProduction costs are the single most important
factor determining the competitiveness

JAssessing the cost structure allows identifying
critical points that needs to be addressed

dEconomic data also provide the foundation for
monitoring of the progress made in upgrading, both
for operators and facilitators

Cost analysis delivers data that help to creat
awareness among operators about potential for va
dition, cost drivers and leeway for

UNIVERSITY ‘of
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Economic analysis of the value chain Ctd

dVC  economic  analysis iInclude
assessing:

v'Overall value added generated by chain
and shares of different stages

v'The production and marketing costs by
each stage of the chain and the cost
structure along the chain stages

v'The performance of chal
erators(utilization of producti
pacity, productivity, profitability)




dValue added Is a measure of the wealth
created in the economy

dValue added is equivalent to the total value of
all services and product produced In the
economy for consumption and investment(the
GDP)

dTo arrive at the value-added generated by a
particular value chain, the cost of bought-in
materials, component and services has to b
@ducted from the sales value

UNIVERSITY of
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Box 2.14 Concept: Calculation of value-added

Components of total value generated by a value chain:
(Value-added) = (Total sales value) - (Value of intermediate goods)

TOTAL VALUE VALUE-ADDED Used to pay
generated by the * Wages claims of the
yalue chain  Interests and rents owners of factors

« Depraciation of poduction
= price™olume * Direct taxes (capital, labour,
of final product * Profit land) + taxes
zold [

INTERMEDIATE GOODS eGTTELT

* Raw material, inputs ?umliers.:l

, INp
* Finished products bt
* Operational services goods




dThe sales value or revenue (price*volume)
achieved by the value chain is divided between
the value-added created by the operators
constituting the value chain and the
iIntermediate goods, Inputs and operational
services provided by suppliers who are not part
of the core sequence of the value chain

dThe calculation principle can be applied to
each stage of the value chain as shown in th

@xt boxX.

UNIVERSITY of
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dThe total value paid for and consumed by the fina
costumers Is split between value-added and
iIntermediate goods. The latter are further divideo
between the semi-finished or finished (intermediate)
products provided by the operators in the previous
segment of the same value chain, and the (other)
iInputs supplied by external providers.

dHence, the graph shows how the value-added is
distributed

* between the stages of the chain, and

* between the chain operators on one side and t

@ternal providers on the other

UNIVERSITY of
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Hence, the graph shows how the value-added is distributed

+« between the stages of the chain, and
« between the chain operators on one side and the external providers on the other.

Box 2.15 Concept: Distribution of value-added along the chain

Distribution of value-added between different types of chain cperators and input providers:

Produrcers Makers
- %
Value-add ed o — /%
captured by = 'H'alu&-&dde /ﬁ
the W cevennnnennnen LR ' Total Value 274
A i - e
e Walue-added 57 ﬁ e i
D ﬁ
YValue-added
captured by A
Input providers A




The question Is who recelves
(“captures”) the value-added.

v'As traders have to pay more to the
product makers part of the value-added
will go to the previous chain segment.

v Product makers may have to purchase
more or more expensive inputs which, In
turn, shifts some value-added to inpu

@owders

IIIIIIIIIII
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|

The absolute size of the value blocks in each stage of
the chain can be determined by collecting data on the

prices paid and the volumes traded.
Box 2.16 Case: Distribution of value / revenue along the chain

Milk Bulking Trade Pasteurizing spal g Retail
> Productior> > cooling > >Transpon > >aclmging > > Bl!lllbullo> sale >
Milk ’-» Farmer ’-» Wholesale ’-» Dairy Plant ’-» Traders ’-» Retailers
Producers Cooperative Buyers
Price 13 KSh 16 KSh 17 KSh 45 KSh 46 KSh 50 KSh
received
Share of
“alis 26% 6% 2% 56% 2% 8%

Source: Hoeffler / Ogana: “Experiences with Kenya's Dairy Value Chain Analysis”, 2006

N

(2




d“Value creation™ Vs “value capturing” . They are
interlinked

v’ Capturing value by improving the efficiency of input
use Increases Vvalue-added of the chain stage
concerned, but reduces purchase of inputs and thus
the value-added of input providers.

v' At the same time, the efficiency gain is likely to
translate into Improved competitiveness ensuing a
greater market share and thus value creation: I.e
higher sales volumes and/or prices - as

ionsequence of product Improvement or

uction

RWANDA



Calculating production costs in Value Chains implies:

v’ Aggregating costs of enterprise in a particular segment
to arrive to average figures of the chain

v’ Relating the data to the functions in the value chain

Note:
v The procedure comes close to “Activity
Based Costing” (ABC) analysis in which costs
are assigned to business activities.
v'ABC analyses incorporate causal
ationships between production activities

UNIVERSITY of
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Box 2.17 Case: Cost calculation related to the rice value chain in Cambodia

(in US Dollar / ton)

Rice Post-harvest
72 46 2323
2 Production :: ' Eﬂpmt'mnz }" i

Cost of performing functions in production of Neang Mali Rice for export, Cambodia

Transport & Costs fob
anspo

Jo4d4 129,13
Shipping 4 g

- Land preparation 14,18

- Seeding 4,15
- Transplanting 20,09
- Fertilizing 26,00
- Harvesting 8,03

- Drying 3,35
- Milling 12,23
- Packaging 2,16
-Fees & Levies 343
- Interest 2006

- Transport to harbour 6,51

- Port handling 10,23
- Customs clearance 1530
- Vessel loading 140
- (Shipping) (14,86

‘ Source: World Bank / GDS: "Towards a private sector-led growth strategy for Camboaia’, val. 1, p.

-




Cost analysis can be used to
v'ldentify cost driver across different stages of the
chain and hence the potential for cost reduction
potential of typical firms operating in the same stage
‘*The example shows that the cost of fertilizers and
the cost of transplanting constitute the two major
cost items and therefore might offer a substantial
cost reduction potential
v Assess the position of the value chain vis-a-vis the
competitors, comparing unit cost with those of
_competitors (benchmarking)

UNIVERSITY of
H RWANDA




2.5.3. Transaction costs

A type of cost that Is particularly relevant In
value chain analysis is the “transaction costs”.
Transaction costs result from activities for:

v’ searching market information and screening
market opportunities

v'negotiating contracts,

v handling the produce (e.g. storage,
transport, administrative costs and claims)
and

v monitoring and enforcing contracts (
sts.of'quality control, insurance premi




Transaction costs, Ctd...

dTransaction costs cannot be avoided but
their amount depends to a large extent on a
lack of information, market transparency,
appropriate legal regulations and trust.

dTypical examples of important and tangible
transaction costs are the costs of handling
produce In a seaport, local taxes and
administrative burden on road transport or the
average rate of supplies that have to b
jected.

Wy
“.

a “"I'
f,
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Competitive benchmarking

dCompetitive benchmarking compares the value
of key indicators of economic performance of the
value chain Iin guestion with the value of the
iIndicators Iin other comparable value chains In
other countries.

d Benchmarking can refer to the unit cost of
production, labour productivity or indicators of
technical efficiency.

E.G The International benchmark for labou
productivity Iin producing basic shirts is 18-

@f@;‘,ﬁpgr day, while the respective figure in

RWANDA.

lopia Is 8-10 pieces per day.



Competitive benchmarking

dBesides these economic parameters,
benchmarks can be established for any other
or even aspect of the value

chain, including, for example, growth rates,
Investment in technology, research or staff training,
existence of market regulations and standards etc.
1Benchmarking allows comparing the value chain
at stake with an industry average or best practices
of competitors.

dThe comparison helps to identify upgradin
needs and potential and identify new mar

@Rortunities.

IVERSITY of
RWANDA




Value chain coordination

* We define coordination as “effort or measures
designed to make players within a market
system act in a common or complementary
way or toward a common goal.

* This may also require effort designed to
prevent players from pursuing contrary paths
or goals”

UNIVERSITY of
RWANDA

®



O

Value chain coordination

Co-ordination may be among actors in the
same or in different positions in the chain (e.g.
among producers or between producers and
buyers).

The need to protect investments in specific
assets, such as coffee trees or processing
equipment, creates a need for stronger and
more complex forms of market coordination
than the neoclassical ideal of spot market

UNIVERSITY of

‘transactions in perfectly competitive mar



Roles of Value Chain Coordination

* Value chain coordination as a set of roles that
foster soft infrastructure development to
build regional economies and communities.

* Strong soft infrastructure, in the form of skills,
competencies and relationships, provides the
ability for individuals and organizations to
acquire and utilize hard infrastructure in their
communities.

UNIVERSITY of
RWANDA
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Who performs value chain
coordination

* An individual who performs value chain
coordination roles may be considered a Value
Chain Coordination Professional (VCCP)

* Entities in which the work of value chain
coordination takes place

 Food hubs,
* Local governments

* QOrganizations

@

May be considered Value Chain Coordination

UNIVERSITY of

"Entities (VCCE).




Roles of Value Chain Coordination

e Some roles of value chain coordination are
primary roles

e Support actors in the value chain such as
producers, processors, distributors, buyers
and consumers

* The other type are enabling roles, which are

roles that value chain coordinators perform to
provide support and enable the VCCEs ability
to provide the services and activities the

UNIVER

‘Primary roles




Roles of Value Chain Coordination

* Primary roles include market matchmaking,
providing technical assistance, organizing
convening events and stakeholder meetings
and innovating/catalyzing new ideas or
projects.

* These roles are often the main foci of how
value chain coordinator professionals orient
and prioritize their work.

UNIVERSITY of
RWANDA
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Roles of Value Chain Coordination

 The other type are enabling roles, which are
roles that value chain coordinators perform to
provide support and enable the VCCEs ability
to provide the services and activities the
primary roles

* Enabling roles are just as essential to value
chain coordination work.

* Enabling roles involve resource prospecting,

®

advocating for policy, fostering relationships,

research and assessment, and accountability
Keeper.




Role of Value Chain Coordinators

Ma rket Identify and connect key stakeholders through referral services and other forms of short-term or one-off
engagement. This “public interest broker” role is key to development of food value chains because many
MatChma ker businesses are stepping outside their normal channels to find new collaborators. y
N\
Convener/ Build the necessary relationships across the food value chain by engaging key stakeholders, maintaining
Relationship communication channels, and fostering a trusting environment. Examples include convening stakeholder
BUi'der meetings, forming working groups, and implementing other forms of longer-term engagement. .
y A
Technlcal Work with food value chain members to build capacity through education and training programs in such
i areas as sustainable production practices, food safety, marketing/branding, etc.
Assistance
y,
POHCY Raise policy issues and partner with others to address policies and procurement requirements, such as
Thought bidding procedures and preferred-vendor practices that may interfere with the ability of food value
Leader chains to access certain marketing channels. )
~
Resource Identify and pursue resources, such as grants, loans, and services to support value-chain collaborators as
PfOSpECtOI' they develop their enterprise.
!
\
Catalyst / As a resource prospector, value chain coordinators can also utilize grants and other external resources to
Innovator test new business models and thus lower the financial risk of the businesses engaged in the value chain.
LISDAis.an.equal.opportunity.provider, 00
00

employer, and lender

|’
\U
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Value Chain Coordination and governance/
Vertical & Horizontal linkages

dCoordination  between  different chain
operators Is at the core of value chain concept
dLinkages exist both between operators at
various  stages of a value chain(vertical
linkage) and between operators working at the
same stage (horizontal collaboration)

dEvolution of value chain leads to the
Intensive supplier-buyer relationships eve
more as requirements Iin terms of quall
lability, volumes increase.




Value Chain Coordination and governance/

Vertical & Horizontal linkages, Ctd...

Linkages exist both between operators at the
various stages of the value chain (vertical
business linkages) and between operators
working at the same stage (horizontal
collaboration).

v'Vertical organization of a chain as such is
factor of competition

vThe low degree of organization among
producers limits effective vertical linkage

®

UNIVERSITY of
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Value Chain Coordination and governance/
Vertical & Horizontal linkages, Ctd...

Tasks in strengthening private business linkages:
. Brokering vertical business linkages at the

micro level — that is facilitating supplier-buyer
contracting;

 Fostering the horizontal collaboration of small
value chain operators In response to market
requirements , and

 Business matchmaking at the meso-level
Improving the business contacts and sales
opportunities of business groups or of th
@ntire value chain community

UNIVERSITY of
RWANDA




Value Chain Coordination and governance/
Vertical & Horizontal linkages, Ctd...

While the first two tasks focus on the micro
level, business matchmaking iIs a task at

the meso level, not directed towards
iIndividual enterprises.

Main purposes, tasks, challenges and
benefits related to these approaches o
support are presented in the following

UNIVERSITY of
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Vertical linkages

dVertical business linkages are sales contracts
relating the operators at different stages of the value
chain.

din the context of value chain upgrading strategies
the linkages between primary producers (farmers,
handicraft producers or small enterprises) and
Important buyers (retall companies, exporters or
Industrial processors) are of particular interest
»Upgrading towards higher quality and market
penetration often involves moving from spot market
to production by orders placed by much bigger buyi

@'ﬂpanias




Vertical linkages, Ctd...

The following graph shows different forms of organizing vertical linkages:
The chain map on the left shows a typical traditional agricultural market. The
chain maps in the centre is partially and the one on the right fully integrated
by contracts

Concept: Important vertical business linkages of primary producers

Retail Retail Retail (Super-
ftraders ftraders markets)
Y A
: Spot market : Spot market 1 Contract
Wholesale Wholesale Trade firms,
traders traders Exporters
— —
: Spot market : Spot market
- Fo od.
Local traders processing Contract
& collfectors iﬂmt’y
A
: Spot market 1 Contract
Small-scale Small-scale Small-scale
producers producer Producer
association association |9/




Vertical linkages, ctd...

dStrengthening vertical linkages serves several
purposes:

v'To link small enterprises to high value-markets
brokering contract with domestic or international
buyers. This Includes strengthening the
contractual position of small producers so as to
iImprove the distribution of benefits in favour of
enterprises providing income to poor people

v Improvement of efficiency, reducing the cost o
contract supervision and the information co

@dVWilding trust among partners

WANDA



Vertical linkages, Ctd....

Intensity of Spot market

relationship (arms-length transaction
or ‘wet market’)

Forward contracting

Regular subcontracting
of suppliers / preferred
supplier arrangements

Qutgrower Schemes

Contract Production /
contract farming

Transactions are completely market-based.
Contracts are verbal and often anonymous.

A cash transaction in which a commercial buyer and
seller agree upon delivery of a specified quality and
quantity of goods at a specified future date. The price
is agreed upon in advance.

Buyer has a list of preferred suppliers with whom
forward contracts are made regularly. This provides
security and reduces search costs on both sides.

A big farm contracts with neighbouring farmers to
complement the own production volume. Qutgrowers
receive technological services but may sell to other
buyers as well.

The supplier works for one buyer exclusively. Product
and technology are clearly specified and suppliers
receive the necessary inputs (see case in box 5.6



3.2 Horizontal linkages

d"Horizontal” business linkages refer to the
transactions between enterprises operating In
the same functional segment of the value
chain. These are, for example, joint purchase
and sales activities and joint use of equipment
and facilities
dTo the extent that horizontal collaboration is
organized in producer groups or business
associations, the internal relations betwee
@xe members are business transactions
efls




Horizontal linkages, Ctd...

The following graph presents two types of horizontal relations in visual form. On the
left side, small enterprises form an association which operates on their behalf. The
horizontal linkage is the relationship between association and members and among
the members. Right, a business membership organization or enterprise network
organizes and serves common interests of members.

Buyer Buyer
Companies cp nins

1
individual Business
enterprises Membership
Organization

|

I

Input
suppliers

Producer
Association

Members
of the
association




Horizontal linkages, Ctd...

Enterprises collaborate for two main reasons:

v Business advantages

v'Interests

Hence

v'Promotion of commercial producer group and
association at micro level

vPromotion of enterprises networks and
association at meso level

UNIVERSITYlof
RWANDA




Horizontal linkages, Ctd...

Micro level :  Meso level
Chain operafors Chain supporifers
- Agricultural or handi- - Enterprise network
T TR— craft producer group i orworking group
association :
- Formal producer : - Second tier {umbrella)
association (cooperative) association
Formal . : - Business membership
association :  organization
: - Association of
professionals

100




Analyzing a value chain
Environment

Tools of analysis
v SWOT analysis

v PESTEC analysis
v Problem tree analysis




4.1. SWOT analysis

dApart from being owned by stakeholders,
upgrading vision and strategy have to be made
concrete

dThe anticipated change at the micro level (in
technology, linkages and business services)
often presupposes change In the regulatory
environment and the overall Institutional
capacity as well.
dThe data generated In the chain analysi
@Vlde a baseline against which the anticip

IIIIIIII

nge can be made clear



SWOT analysis, Ctd...

dOperational upgrading objectives can be
derived by looking at the prerequisites and
iImplications of the vision
dThe question to start visioning:(“How should
the value chain look five years from now?” IS
applied to the different functions, actors and
relationships within the value chain
»In order to come up with solutions, planner
identify critical points of the system, eith
ferring to the current structure of the v
@W@V in light of the vision for its future




SWOT analysis, Ctd...

It Is important to note, that the objectives
should not just be Inferred from current chain
problems but from the opportunities and the
necessary change implied in the vision.

dBased on the results of the value chain
analyses, symptoms and underlying reasons of
constraints should be discussed.

1 The following lead guestions intend to provide
a strategic focus for the discussion.




SWOT analysis, Ctd...

Three lead guestions to guide chain analysis
vWhat are the reasons for the chain to
stagnhate?

v'Which gaps exist between the requirements
on a value chain derived from the vision and

Its current structure and performance?

v"Which constraints reduce the
competitiveness of poverty dgroups (target
groups) and prevent their integration into th

@Iue chain?

UNIVERSITY of
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SWOT analysis, Ctd...

dThe SWOT analysis tool Is great for
developing an understanding of an
organization or situation and decision-
making for all sorts of situations In
business, organizations and for individuals
dThe SWOT analysis headings provide a
good framework for reviewing strategy,
position and direction of a company,




SWOT analysis, Ctd...

POSITIVE/ HELPFUL NEGATIVE/
to achieving the goal HARMFUL
to achieving the goal

INTERNAL Origin
facts/_ fa_ctors of the _IS_;T:“Sgt?hsat e aood Weaknesses
organization g 999¢ Things that are bad

now, maintain them, now, remedy, change or
build on them and use stop them.

as leverage

EXTERNAL Origin

facts/ factors of the Opportunities

environment in which Things that are gc_>od_ for Things that are bad for
the future, prioritize

the organization the future, put in plans
them, capture them,

operates : to manage them or
build on them and

Threats

optimize counter them
107




SWOT analysis, Ctd...

dA SWOT Analysis

v'Reveals your competitive advantages
v'Analyzes your prospects for sales, profitability and
product development

v'Prepares your company for problems

v'Allow for the development of contingency plans

dA SWOT analysis is a process to identify where you
are strong and vulnerable; where you should defend
and attack.

dDone properly, SWOT will give you the Big pict
the Most Important factors that influ

UNIVERSITY of

rvival and Prosperity




SWOT analysis, Ctd...

dStrengths
v'Positive tangible and intangible attributes, internal to an
organization. They are within the organization’s control. .

dWeakness

v'Factors that are within an organization’s control that detracts from
Its ability to attain the desired goal.

v'Which areas might the organization improve?

dOpportunities

v External attractive factors that represent the reason for an
organization to exist and develop.

v'What opportunities exist in the environment, which will propel the
organization? ldentify them by their “time frames”

A Threats

v'External factors, beyond an organization’s control, which co
ace the organization mission or operation at risk.
e.organization may benefit by having contingency pl
réssthem if they should occur.




SWOT analysis, Ctd...

dIn summary:
v'Strengths need to be maintained, built
upon or leveraged.

v'Weaknesses need to be remedied,
changed or stopped.

v'Opportunities need to be prioritized,
captured, built on and optimized.
vThreats need to be countered




SWOT analysis, Ctd...

How can we Use each Strength?
How can we Stop each Weakness?
How can we Exploit each
Opportunity?

How can we Defend against each
Threat?




SWOT analysis, Ctd.

Enhanced SWOT Analysis

Translate into tasks for the

Project Plan Strengths

How do | use these
strengths to take
advantage of these

opportunities?

Opportunities

Weaknesses

How do | overcome the
weaknesses thar prevent
me taking advantage of
these opportunities?

How do | use my strengths

| to reduce the likelihood

How do | overcome the
weaknesses that will make
these threats a reality?




SWOT analysis, Ctd...

I S | | Hegative |
rTechnological skills FAbSENcE of importart skils
*Leading Brands Weak brands
*Diztributicn charnneis *Paoor access to distrvbution
rCustomer Loyalty / Relations hip FLow customer retenticn
*Procuctan gquality mUnrelable product [ SErVSE
FScalm Sub-scale
= Managemernt = Management

QOOOrTinilins | Thieass |
*Changing customer tastes * Shanging customer mstes
FLiberaimation af geagraphic markets FClesing of geographic markets
rTechnciogical advances Technalogical agvances
FChanges im government poltics *Changes m government polfics
*Lower persanal axoes ¥ Tax increases
* Change in populaion Rge-strschine *Change in papulaticn age-strichire
rHew distribution chanmels =New distribubhon chanmneis




Visualizing Constraints and opportunity (E.g)

Box 3.8 - Case: Furniture chain map indicating constraints and opportunities, Peru

Timber Transport& VWood trade Fumiture Fumlture
harvestin Processing making trade

ok FSC certfiers
h . High demand for F
Certifiable forest ‘Sustainable extraction|  certified fumniture in
* area is available * tuinology available overseas (US) markets

Local i ‘ . ..ol Smalfiomedium| . Fumiture Export
Cooperaiives : Savwmilis % P Wood paders » cabinet-makers :der Market

s

No price premium paid No classification of
For certified wood certified wood

S

Local & regional authorities

Vision
Developing the US
market for outdoor
furniture made in Peru
of FSC certified
tropical wood

=
National Instituie of Natural resources

4
Forest concessions not

supervised ad equately

Source: based on a case developed in the ValuelLinks Training Course, Quito, Ecuador, Marcl;.ﬁDéG
N



Visualizing Constraints and opportunity (E.g)

1)Both the chain map as well as the analysis
of opportunities and constraints is simplified

vT

his Is a diversification strategy to creating

value and capturing a good share of the
value in Peru

vT

opportunities (if marked with a star and
placed above the sequence of operators.

vT

-

vvvvvvvvvvvv

oad.
[ ]

he red cards stand for constraints or

ne constraint analysis shows that th
jor bottleneck Is the supply of certif




Visualizing Constraints and opportunity (E.g)

Box 3.9 - Case: SWOT analysis integrated into cinnamon value chain map, Sri Lanka

Strengths and Opportunities

Long tradition
in the
country, good
soil & climatic
conditions

Weaknesses and Threats

traditional
systerns,
farmers lack
awareness é
interest in
innovating

Unused
capacity

Market links not
arganized,
shortage of

gualified people

Procedures to
assure quality In

=

Exporters offer
good quality,
established
agencies to
handle export

Long-standing | Growing market

relations demand for Sri
established Lanka
cinnamaon

|
1
1
1
1
1
1
Se |
1
1
1
1
1
1

Small ‘ Cinnamon | Local I |
farmers Peelers Dealers Exporters

market -

Importers Retailers
Final sales

W"aue : relym
collectors| | (forwarders
5
Highworking |
capital needs, | High costof
lack of market | @irfreight
fransparency, | Charges

Inconsistency in
supply

Difficulties
ohtaining
information on
supply

Source: adapted from Richter 2005, GTZ-Integration, Sri Lanka




Visualizing Constraints and opportunity (E.g)

2)Linking the chain map with SWOT analysis
the: principal stages of the value chain In the
middle row, complemented with results of a
SWOT analysis above and below, thus linking
operators at different value chain stages to
weaknesses/ bottlenecks and strengths/
opportunities identified in a SWOT analysis.

3)The results of the SWOT analysis can in turn
be combined with the identification of potent

@a@gg@s



Visualizing Constraints and opportunity (E.g)

Box 3.70 Case: SWOT analysis and strategies to upgrade fish sub sector, Kenya

Associations representing
the Value Chain

- National Fisheries Federation
(NFF) & member associations:
- Inshore Fisheries Association,
- National Inland Canoe Fisher-
men Council,

- Cooperative Fishermen
Association

Strengths

Associations exist,
representing the fishermen

clear objectives & commit-
ment of NFF Executive Council

potentially high lobbying
power due to 5% share in GDP

service offers available for
entire value chain

increasing investment in
processing and marketing

Weaknesses

limited human/ financial
capacities

weak buyer-seller linkages

knowledge on quality is limited,
despite training

out-dated technology of artisan
and industrial vessels

lobbying power not fully
exploited

insufficient access to finance

Opportunities

Access to EU market

new products (e.g. deep sea
fresh fish, value addition,
aquaculture)

new technologies for improved
fishing (fibreglass vessels)

new technologies for improved
processing and waste reduction

Short term strategy

Raising awareness on
opportunities

improving post-harvest
handling

simple system to facilitate
information flow between the
chain links

joint procurement and
marketing ventures

Medium term strategy

strategy to better exploit
lobbying power

improving information and
training on quality, hygiene, waste
reduction etc.

Communicating success stories
to promote membership in
associations

measures to build trust between
chain actors

Threats

rising fuel prices

artisan fishermen poverty
stricken

insufficient storage and port
infrastructure

overfishing

increasingly ambitious
standards of buyer markets

deficiencies of the vocational
and higher education system

inadequate legal provisions
(e.g. restrictions on excluding
non-members from service offer
of cooperatives)

NMedium term strategy

System with templates for
arant applications by fishermen
associations

joint processing / marketing
ventures (priority: ice storage)

design of industry self-control
system for quality,
environmental and social
standards (code of practice,
internal control, certification)

Long term strategy

strengthening organizational
structures of associations

development/ improvement of
service offer of associations

internal conflict management/
arbitration procedures to manage
conflicts of interests along the
value chain

implementation of industry
quality-control system along the
value chain

enforcement of standards

capacity-building for training of
artisan and industrial fishermen

Source: GTZ-MOAP, Kenya, adapted by M. VWill




4.2.PESTEC Model

JAIim: group existing knowledge to make
analysis easier

JAThrough: Logical thinking

Concerns aspects and/or perspectives:
v Political
v Economical
v'Social
v Environmental
4= Technological

A UNIVERSITY of
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PESTEC Model, Ctd...

JPolitical aspects: Legislation, government
interference(at local, national and international level)

(JEconomic aspects: financial/economic resources,
product, market, logistics, competition (product
chain)

JTechnological aspects: machines, tools, instrument,
hardware elts

JEnvironmental aspects: climate, weather, natur
resources, etc.

@;y‘}:cyral aspects: religion, gender, values, norm



PESTEC Model, Ctd...

JHow?

v'Write information: problem and
opportunities

v Group them according
toPESTEC

Y
A UNIVERSITY of
H RWANDA
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Design of a VC development

VC development (upgrading) strategies

Building on the VC mapping, the desigh team
should develop a strategy — often called a “VC
upgrading strategy”

There are many ways of formulating a VC
upgrading strategy

The underlying principle is that the strategy
should reflect a vision of the VC in the future

that is shared by all key VC players rather than
the. point of view of only one actor or group

RWANDA

e.g. small-scale farmers).



Design of a VC development

* Essential elements of the strategy are:

* i) identification of opportunities for and
constraints to VC upgrading, based on the
mapping exercise and analysis of target

groups;
* i) establishment of objectives and actions

that respond to the opportunities, constraints

and risks.

UNIVERSITY of
RWANDA
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Design of a VC development

A general framework can facilitate the
formulation of specific VC upgrading strategies
for each case

Such a framework includes three dimensions:
i) process/product upgrading;
ii) functional upgrading;

iii) upgrading of coordination and business
models

UNIVERSITY of
RWANDA



Design of a VC development

* Process/product upgrading aims at “doing things better
and/or bigger”.

* This may include enhancing the efficiency of production
processes such as by using better inputs or reducing
costs

* This can lead to greater margins or more productivity
(e.g. higher yields) and, hence, larger volumes of produce
sold.

* Upgrading can also encompass product quality

®

development to comply with buyer requirements for
quality(certification, food safety, traceability, packaging,
etc.

UNIVERSITY of
RWANDA




Design of a VC development

* Functional upgrading

e A particular actor (e.g. a producers’
organization) decides to move up the VC by
taking on new value-adding functions such as
bulking, transporting, grading, processing and
marketing

* |t implies a careful assessment of additional
costs and risks, as well as potential rewards.

* Partnerships with other VC actors already

®

Jperforming these functions could be explor

RWANDA

as part of the upgrading strategy




Design of a VC development

* Upgrading of coordination and business models

e Starts with a good understanding of existing business
relationships throughout the VC and looks for ways of
making these as mutually beneficial as possible for VC
partners

* [t often implies helping to formalize and make more
transparent (through contracts)

* For horizontal relationships among actors in the same VC

®

segment (e.g. different groups of farmers selling to the
same cooperative) and vertical relationships between
actors in different VC segments

UNIVERSITY of
RWANDA




Level of vertical integration

Producer has
several functions in
value chain

Ny

links to other
chain actors

o Non participation

Producer with Producer with
market-type ﬁ increased

Producer co-
coordinates

several nodes

contractualisation

Level of contractualisation

-




Value chain Upgrading
strategies

dFormulating strategy to develop a value chain has
always two dimensions:

v The first dimension concerns what the actors in a
value chain must do to become more competitive and
to generate more added value In the future (Value
Chain upgrading)

v'The second concerns the role of external facilitators
(government or donors agencies). No direc
participation in chain upgrading but rather facilita
@rading and provide assistance without becomi

in,actors themselves (chain promotion)

RWANDA




5.1.Formulating Value chain
Upgrading strategies, Ctd

dThe upgrading vision describes the aspired change
of the value chain answering the question: How
should the value chain at stake look five years from
now?

dThe upgrading vision refers to the overall goal of
chain development in the interest of operators. Thus,
the vision always refers to:

v Improving chain revenue (value creation), i.e.
generating a higher sales volume and/or achievin
better prices, and

@The Income of chain operators (value capturin

UNIVERSITY of
RWANDA



Formulating Value chain Upgrading
strategies, Ctd

dThe potential for value creation Is
determined by the conditions of the target
market on one side, and on the competitive
position of the value chain vis-a-vis that
market on the other.

Tools to determine strategies to identify and
address the potential combining both aspects:
v'Michael Porter’s “generic strategies matrix”
v Ansoff’s “product/market matrix”
Porter’'s “diamond’(see course of mark




Formulating Value chain Upgrading
strategies, Ctd

Michael Porter: “generic strategies matrix

Strengths based on...

Uniqueness Low cost
Broad g s .
Market Differentiation Cost leadership
scope Strategy Sirategy
zz:::: Segmeniation Sitrategy
scope
fwith a differenfialion or cost focus)

dPorter’'s matrix distinguishes two broad strategic
orientations according to the relative competitive

trengths of a firm or sub sector, either the uniqueness
e product or a cost advantage




Formulating Value chain Upgrading
strategies, Ctd

vThe strategic vision refers to product
differentiation (quality improvement and/or product
Innovation) or to cost reduction (better operational
efficiency).

v'A third type of strategy/ vision turns around the
specialization on market segments focusing on the
needs of particular market niches.

»In this case, increasing competitiveness requires
product Innovation as well as an adequate
operational efficiency

®

UNIVERSITY of
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Formulating Value chain Upgrading
strategies, Ctd

Ilgor Ansoff: “product / market matrix”

Current Products New Products

AMarkeit Product
S Lant Penetration Development
Markets

Sirategy Sirategy
- AMarkeit Diversificalion

ov

development Sirategy

Markets Strategy

Ansoff's matrix combines the market dimension wit
Ee business opportunities that are within reach

UNIVERSITY of
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Formulating Value chain Upgrading
strategies, Ctd

The iIssue Is to assess which combination of
current or new products and markets stands
the best chance of succeeding

In order to select a strategy, analysts have to
assess the competitiveness of the value
chain In relation to the opportunity: What Is
the production cost compared to those of




Formulating Value chain Upgrading
strategies, Ctd

These visions and strategies roughly
correspond to the generic options

iIntroduced above:
v'A product development or quality strategy
v'A cost reduction / market penetration or
market development strategy

v'A (foreign) investment strategy (mainly for
market penetration)

value redistribution strategy

IIIIIIIIIIII
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Formulating Value chain Upgrading
strategies, Ctd

Template: Product development / Quality upgrading strategy

Volume4

Providers of
specific
inpints

Prlmary L-yistlc
=P prouscers cenfres,
lndustry

,m\@
4

Traders

S

¢

Iimproved quality
management,
process

innovation

New
markets

P Retailers
{e.g. organic or

Trade >
\ counter-season)

Better product /
new product

(quality, varieties
etc)




Formulating Value chain Upgrading
strategies, Ctd

Cost reduction / Market penetration strategy

-

Volume+4

Providers .f Pmnaty L.ylstlc Traders
specific P prodiscers centres, P Retailers
inputs lmtustry

New
outlets,
markets

greater production
volume



Formulating Value chain Upgrading
strategies, Ctd

Investment / Market penetration strategy

New Jobs ¢ Additional Jobs ¢ Volume 4

as a result of a loal as a result of a growing
outsourcing market and diversification

Traders
Retailers

outlets,
Indush"ill mlrkets

investment




Formulating Value chain Upgrading

strategies, Ctd
Redistribution strategy

Bigger share of
chain income

Primary Producers Logistics Trader Final
cenfres, P Retailers e
Indurstry

Building mproving
Associations Terms of contract
>Product>> ;2 >Pr° : > >commerce
SSSSSSSSSS ng 2
Uptake of processing functions
{functional upgrading)




Formulating Value chain Upgrading
strategies, Ctd

dThe last template operationalizes an explicit
poverty reduction vision, in this case a “bigger
share of the chain income® for primary
producers, e.g. in agriculture.

dThree potential objectives are derived, e.g.
puilding associations; Improved terms of
contract and the uptake of (part of) the
processing functions. Here, the strategy
concentrates exclusively on value capturing by

rimary producers.
@MH'Gther templates focus on value creati




5.2. Upgrading a Value Chain

5.2.1.The conditions of success facilitating chain upgrading

The point of departure is the comprehension of a value
chain as a social system, placing the human being -
the attitudes and behavior of chain actors

Conditions of success
Clear roles All chain actors understand and assume their roles effectively
Leadership Certain actors (change agents) take the lead - others follow
Ownership Operators act upon their own interest, individually and collectively.
Chain actors assume responsibility from the start.
Win-win situation All actors benefit from upgrading, leaving others part of the gains
@iﬁ fo advance Positive and negative experience is taken as a basis for progrgss




Upgrading a Value Chain, Ctd....
5.2.2.Roles of actors in value chain upgrading
dValue chain operators are the private enterprises
performing the productive, processing, logistic and
commercial activities. They occupy the key role in the
value chain assuming the risks and generating the
economic value. The viability of their business in the long
term is the basic condition for the success of chain
promotion. The efficiency of the commercial activities is
the sole responsibility of the operators.

JAmong the chain operators, lead firms take it on to
organize the coordination along the value chain — in their
own interest, and in the interest of the collecti
ystemic”) competitiveness of all operators b

UNIVERSITY of

rdiffated. This is a private function as well.




Upgrading a Value Chain, Ctd....

5.2.2.Roles of actors in value chain upgrading
Chain supporters perform services of common interest
and provide collective goods for groups of chain operators
or for the entire chain or sub sector, such as joint
marketing or joint research for technical solutions.

These may be private business membership organizations
or semi-public organizations such as chambers and
technology institutes.

Similarly, professional organizations of economic operato
assume service functions for their members.

®
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Upgrading a Value Chain, Ctd....

Roles of actors in value chain upgrading, Ctd...
Chain enablers comprise governmental institutions,

such as line ministries and departments and regional
governments active in economic development.

Their role is to create favorable conditions for economic
development in the interest of job creation and a larger
tax base, e.g. facilitating the organization of a particular
sub sector, regulating the legal framework of the chai
and providing infrastructure (roads, market places etc.

®
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Upgrading a Value Chain, Ctd...

Roles of actors in value chain upgrading, Ctd...

JProfessional organizations of economic operators
(producers, trade, transport) and inter-professional
organizations constitute a specific case. According to their
scope, they can assume economic(Processing, Packing),
supporting (market information) or enabling
functions(participating in policy dialogue).

JWhere significant general public interests are at stake,
such as consumer safety, environmental protection, or
economic stability, national government has the role t
orient or regulate production, offering additional pu

@vices and taking over the role of a facilitator of

UNIVERSITY of
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Upgrading a Value Chain, Ctd...

Roles of actors in value chain upgrading, Ctd...

Donors and development agencies or external to
the value chain system. Their main role is to
facilitate upgrading and provide support to the
upgrading action undertaken by the Value Chain
actors - in the international public interest (poverty
alleviation, protection of resources of international
interest).

At times, they also provide financial support
stments.

RWANDA




Chain upgrading objectives/actions(E.g)

Case 1: Palm oil in Southern Thailand
Vision: Greater competitiveness by reducing costs at the
primary production stage
Objectives: (a) to increase average oil yields by improving
the fresh fruit bunch (FFB) yield and the oil extraction rate
(OER) in oil mills - to match benchmarks of Malaysian
plantations;
(b) to enhance oil extraction profitability by generating
electric power (as well as biofuel) using biomass residues.
Main actions: (a) introduce energy policy providin
attractive feed-in tariffs for local sources of electric pow
create business links between oil mill owners
@\iﬁdﬁﬁ“bf power generation technology; (c) i

ntation manacement bractices: (d)




Chain upgrading objectives/actions(E.g)

Maize in Xayabouri Province, Laos
Vision: Expansion of maize production and sales
Objectives: (a) to introduce more contract
farming arrangements with buying companies;

(b) to qualify maize farmers associations to
become contract partners

Main actions (a) regulate current contract
problems with the publicly owned RD Ltd.
Company (b) grant market access for privat
@mpanies interested in contract farming;

wivd association of maize growers in 2 distki



Chapter 6. Value Chain development

dThe first and very fundamental point for
olanners intending to engage in value chain
oromotion Is to verify the basic premise of pro-
noor growth: To what extent will it be possible to
achieve the double objectives of economic
growth and poverty alleviation in the given
development situation?

dValue chain promotion fosters economic
growth — as a necessary precondition for
Incomes to rise — by making sure that th
@o’litional Income generated actually ben

UNIVE{SITY of
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Value Chain development, ctd...

dHence there Is strong necessity for to
strengthening the way that commercial
product markets relevant for the poor function,
by Improving their access to these markets,
and/or by Influencing the distributive outcome
of market processes.

dThe PPG concept buillds on the basic
premise that only economic growth and the
market success of poor people are capable of
providing a sustainable solution to the proble
poverty.

@ IVERSITY o
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6.1. Pro-poor growth

The relative concept of pro-poor growth
Economic growth Is considered to be pro-poor
If the incomes of the poor grow faster than
those of the non-poor (so that the inequality
between the poor and non-poor narrows).

The absolute concept of pro-poor growth
Economic growth Is considered to be pro-poor
If poor people increase their incomes above
the poverty line, even If their share in th

@gonal Income does not Improve (l.e.

UNIVERSITY
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6.2.Value chain promotion for

Development
dMaking sure that value chain promotion
actually contributes to poverty alleviation,
we distinguish two tasks:

v Assessing the potential and limits of VC
promotion in the given development
situation.

v'"Combining value chain promotion with
other development approaches.




6.2.1. Assessing the potential and limits of VC
promotion

This Includes verifying whether minimum conditions for the
participation of the poor in commercial markets are fulfilled.

Generic factors limiting the market participation of poor

Business environment and policy
« The business environment implies higher risks and
relatively higher costs of doing business for small enterprises
as compared to large ones.

Access to cross-cutting service markets

« Small farmers and micro enterprises are negatively affected
by the conditions of access to formal financial markets
requiring securities and guarantees.

 Because of the size of their operations, small produc
gularly, face problems of access to input and busi
FViCe markets.




Assessing the potential and limits of VC
promotion, Ctd....

Productive assets and property rights
* Low education and health problems put the poor at
a disadvantage in labour markets.

* Lack of assets and missing property rights on land
and water critically limit investment of farmers.
Conditions of the location

* Poverty Is often concentrated at marginal locations,
where market access Is critically limited — raising
marketing costs and preventing investment

these factors into account

RWANDA
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6.2.2.Combining value Chain promotion with other

development approaches

Promoting pro-poor growth can take different perspectives depending on the
subsystem of the economy that is to be promoted
Perspectives of economic development (bold) and development approaches (italics)

Product markets
- Value Chain Promotion

Perspective
on subsectors

Promotion of S11C, JArsaLs

pro-poor growth Service markets and
by developing the resource markets
market economy - BDS development
_ - Microfinance
Perspective on - Land Management
locations
- Local Economic
Development

Perspective on policies & the business environment
- Improvement of investment climale 156



a) Combining value chain promotion with
regional economic development

Local and regional economic development
LRED is a strategy to promote local and
regional economies.

The main objectives of the LRED approach
are to create conducive framework
conditions for business at a particular
location, removing administrative obstacles,
enhancing the competitiveness of th
@:ation to attract new investors,

UNIVERSIT f
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a) Combining value chain promotion with
regional economic development, Ctd...

JLRED enables the stakeholders of a region
to undertake initiatives to jointly promote
economic development of their region by
establishing linkages between the private and
public sectors and the interest groups of the
civil society.

JLocal development strategies are based on
the region’s economic potential, resource

@d institutional conditions. A related
en more localized concept is “co




a) Combining value chain promotion with
regional economic development, Ctd...

Synergies between spatial and sectoral approaches

A combination of both perspectives may engender

important synergies. This synergy can work both ways
Contributions of a spatial development perspective to value

chain promotion:
v'Adjustment of location factors to comply with the
requirements of value chain development, especially local
infrastructure, local administration and public service
provision

v'"Management of conflicts between competing deman
of different chains on local resources (natural resour

scarce factors of production)
orking on interrelations and comple




a) Combining value chain promotion with
regional economic development, Ctd....
Synergies between spatial and sectoral approaches, Ctd...

Contributions of a value chain perspective to local
economic development:

v'Strengthening the local economy identifying
those sectors of a region that offer the greatest
market and development potential

v'Promoting exports from the location working on
the competitiveness of producers integrated into
national and global value chains

nalyzing the value added generated in

@Hﬁf”énd dewsmg strategies to enhan




a) Combining value chain promotion with
regional economic development, Ctd....

JTo fully exploit the potential synergies,
development programmes have to coordinate the
selection of the regions and of the value chains to
be supported. In fact promoting a regional
economy without using a value chain perspective
to address the local economic potential may not
be very effective.

JObviously, the synergy is greatest wherever the
final market of a value chain is in the region itsel
this case, VC promotion refers to local v

;JQIVIAVNEDRASITY of N . y
@ams or “local economic clusters” co




b) Combining value chain promotion with service
market development

dThe development of demand and supply of services
to enterprises are key elements of value chain
promotion. Although there are many specialized
services for particular value chains, the majority of
business services support generic production and
marketing tasks that cut across subsectors. This is
particularly true for financial services.

JThe development of business services (the
“BDS” approach) and the promotion of

microfinance systems constitute independe

proaches to pro-poor economic
Velopment

I sam P |




Combining value chain promotion with service
market development, Ctd...

Development of service markets for the poor

1) Development of business (BDS) service markets

JThe objective of interventions in Business
Development Services (BDS) is to create a
functioning market with a diverse array of high-
quality services that meet the needs and are
affordable to small and medium enterprises (SME).
Business Development Services are nonfinancial
services critical to the market entry, surviva
oductivity and growth of SME.

ypical ‘generic BDS include business tra|n|

vice marlkatino accictancae anAd infAar




Combining value chain promotion with service

market development, Ctd...
2) Development of microfinance systems

JThe microfinance approach aims at setting up
and developing financial systems for micro and
small enterprises as well as improving the access of
the poor to financial services.

dThis  includes support of microfinance
institutions, of institutions that provide business
services for the microfinance sector as well as
support to the public sector in developing an
@E\plementmg policies in the area of microfinanc

UNIVERSITY
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Combining value chain promotion with service
market development, Ctd...

JAs for synergies between service development and
value chain promotion, the value chain perspective
should take precedence, so that service promotion builds
on the real demand derived from business opportunities

Contributions of BDS and microfinance approaches to value chain
promotion:

v'Developing microfinance institutions serving different
value chains at the same time

v'Supporting microfinance services in a systems
perspective including policy

v'Developing generic business services needed by

@cessml@ to SME, such as specialized business trai

d advice




Combining value chain promotion with service
market development, Ctd...

Contributions of a value chain perspective
to BDS and microfinance approaches:
v'Referring service demand to the potential
of end markets for SME and the respective
requirements of value chain development

v’ Providing the analytical framework for
designing embedded service arrangements

A UNIVERSITY of
H RWANDA




Combining value chain promotion with service
market development, Ctd...

Example: Combining BDS and the value chain approach in Bangladesh

ucti Leather goods
Product Pimary  \ \ Industia Marketing \ \Retail& '\ Silk products
development production production ahd trade Consumption Jute products
Ready-made garments

Product
Design
SEMVICES

okills
develop-
rent

hlark et
Aszessment
Information

Enterprise
Information

PROGRESS Programme Component Market Development of Business Services:
Design Services, skills development and enterprise information services




Chapter 7. Chain empowerment

7.1. Value Chain and Millenium Development Goals
Donors support the value chain approach because they

recognize that to reduce poverty and to achieve the
Millennium Development Goals, the livelihood issues of the
world’s rural poor must be addressed. Many donors have
shifted their attention towards private-sector implementation of
programmes, market-based allocation of resources, and

public—private partnerships.
A value chain approach supports several of the Millennium

Development Goals:
MDG 1. Eradicate extreme poverty and hunger
Strengthening the capacity of smallholder farmers to develop
markets increases their share of the value chain and thu
iImproves their livelihoods. Also, it helps them indirectly,

@ﬂﬂing employment and creating wealth Iin ¢

munities and in the larger economy that can trickle d
Very poor.



Value Chain  approach and  Millennium
Development Goals, Ctd...

MDG 3: Promote gender equality and empower women
The majority of farmers are women, though they are typically
under-represented in farmer organizations and are poorly
served by extension and other services. Value chain
Interventions typically mainstream gender issues, or include a
strong gender component.

MDG 4: Reduce child mortality

Reducing child mortality depends on access to nutritious food,
which a value chain strategy can increase.

MDG 7: Ensure environmental sustainability

Rural people are custodians of much of the world’s land an
water resources and biodiversity. They are central to achievi

@ goal.

NIVERSITY of
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Value Chain  approach and  Millennium
Development Goals, Ctd...

MDG 8: Develop a global partnership for
development

Improved market access (especially
iInternational trade In agriculture, which remains
highly protected) depends directly or indirectly
on pro-poor agricultural growth.

A UNIVERSITY of
H RWANDA




7.2. Supply Chain Vs Value Chain

JA supply chain is a set of linkages between actors
where there are no binding or sought-after formal
or informal relationships, except when the goods,
services and financial agreements are actually
transacted.

JA value chain is a specific type of supply chain —
one where the actors actively seek to support each
other so they can increase their efficiency and
competitiveness. They invest time, effort an
@ney, and build relationships with other actor

¢hoa'common goal of

Aticfv/iinog rAanciimor noodce — cn thov




7.2. Challenge for smallholder producers

JThe smallholder producers situation s
“Cochran’s treadmill” (Cochran 1979): more
farmers supply more products into a market where
prices are steadily falling, natural resources are
being degraded and poorly managed farming
systems are spreading into increasingly marginal
difeasaddress this situation, there is a need to
placing more emphasis on enabling farmers to
increase their level of competitiveness, to produc
for an identified market, rather than trying to

@mvxmy have already produced and also se
market opportunities that offer highe




Challenge for smallholder producers, Ctd...

It is a challenge for smallholder farmers, through
their organizations, to understand market demand
and develop their skills and capital requirements to
supply the required volumes of quality product at

I argat tinferofatiom seasgroup finds it easier than
individual farmers to obtain the information that members
need to grow for a particular market. At the same time,
other chain actors find it more attractive to deal with a
group than with numerous small-scale producers.
2)Capital and skills The group can pool their resources,
@ess credit and services to develop the technology an

Is'needed to produce more sophisticated product
oup is more able than an individual to take ri



Challenge for smallholder producers, Ctd...

3)Volume The group can grow enough produce to
meet a buyer’s volume requirements. The buyer can
deal with the group as a whole rather than with
individual farmers.

4)Quality A group can set rules specifying gquality
standards, and can appoint members to enforce
them. The group can access extension and
marketing advice that would be impractical to provide
to individual farmers. And it is worthwhile paying for
certification and inspection procedures so the grou
can sell produce to high-value export markets.

®
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Challenge for smallholder producers, Ctd...

5) Consistency of supply: A group finds it easier
than an individual to ensure a consistent supply of
produce in terms of volume and quality.

Group members can organize among themselves
to grow crops that mature at staggered times, so
ensuring a continuous supply for the buyer. They
can pool their resources (or get credit) to acquire
the technology they need to force flowering or
fruiting, invest in irrigation so they can grow off-
season crops, or to store

@deugem They can also buy produce from o
rmers to cover shortfalls in thei




7.3. Principles of empowering smallholders

Empowerment is vital for sustainability.
v'Sustainability: Successful intervention in a chain
Involves promoting sustainable business models. This
means that the various actors in the chain must all be able
to make a sufficient profit.

Equity: Equity means ensuring that the economic gains in
value chains are fairly distributed among the various
actors. It is necessary to take into consideration aspects
such as return on investments and the bargaining power
of the various actors. Returns should be proportionate to
the level of effort and risk that the actors assume
Smallholder farmers should be treated as ratio
@iness people who require empowerment to be ab

UNJVERSITY of
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Principles of empowering smallholders,ctd...

Inclusion and exclusion: Value chain
development should not be seen as a social
policy to iInclude everyone. It Is targeted at
particular players — those who have the potential
to generate wealth by producing and processing
specific products that the market demands.

Gender responsiveness: There Is a danger that
women and other vulnerable groups are excluded
by default from new, potentially profitable
opportunities.

@cial responsibility: fairtrade

UNIVERSITY of
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7.4. Strategies for chain development with small-scale
farmers

dThe day-to-day work of supporting the integration of small-
scale farmers into supply chains is very practical: it may involve
identifying a buyer, solving a quality problem, or improving
packaging. But behind these practicalities are more strategic
issues. How should the supply chain be designed? Who should
do what task? Who should have what skills and capacities?
Where should the power lie? What should organizational and
institutional arrangements look like?

(ASmall-scale farmers can participate in value chains in many
different ways. These types of participation can be summarized
into two broad dimensions:

e The types of activities that farmers undertake in the chain
he .invoJvement of the farmer in the management

KRWANDA
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7.4.1. Activities farmers undertake in the chain

Farmers may concern themselves only with production: they prepare the land, plant
the seeds, apply fertilizer, control pests and weeds, and harvest the crop when it is
mature. But they may also be involved in other activities — for example, procuring
inputs, drying their crop, sorting and grading, processing, transporting and trading.
These are the chain activities. Being involved in various activities in the chain is

known as vertical integration.

Farmers do many
chain activities Farmers involved in a
wide range of activities
in the chain, including

production

Farmers involved only

Farmers specialized in production
in production

VWhat activities in the chain do the farmers dci?g



7.4.2. Farmers’ involvement in chain management

Farmers may be excluded from any decision making about issues
that affect them — even over what crops they grow or what animals
they raise. Someone else may make these decisions — then inform
the farmers.

Or the farmers may have a high degree of control over management:
they may be able to decide how much they sell, to whom and at
what price. They may control the terms of payment, the definition of
grades and standards, the targeting of consumers, the management

Farmers do Farmers
not participate participate in
in chain Farmers not Farmers chain manage-
management involved in manage many ment
managing the aspects of the
chain value chain

( Who determines the conditions under which these activities are doh89



7.4.3. Chain development matrix

dThe two dimensions refer to the chain: who
does what In the chain, and who determines
how things are done in the chain?

dThe matrix iIs a tool for strategic thinking
about chain development. It is useful for making
sense of reality quickly and sharply.

dThe four quadrants of the matrix are vague,
blurred areas, and a farmer can be locate
anywhere within the large grey rectangle




Chain development matrix, Ctd...

Vertical integration
(activities)

Farmers do many
chain activities

Farmers do Farmers
not partici- participate
pate in chain in chain
manage- manage-
ment ment
— ol
Farmers specialized Horizontal integration

How farmers can improve their position in the chain 182



Chain development matrix, Ctd...

Q A farmer may start off at the bottom left corner of the rectangle.
He begins grading his product. Doing so moves him a little upwards
in the rectangle, so increasing his vertical integration (because he
adds an activity). He also moves a little to the right, reflecting
greater chain management (because he improves quality
management). But he remains within the area of the chain actor (1).
If the same farmer later starts processing and packaging his
product, he may move into the activity integrator segment(2).

JOr he and his neighbors may organize as a group and negotiate
deals with traders, input suppliers and credit agencies, and may
start working with the local research institute to test new
technologies. This would move them into the chain partner
quadrant (3).

A combination of vertical (more activities) and horizontal (m
gement) movements would push the farmers into the

RWANDA
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Chain development matrix, Ctd...

(JOne danger with a matrix like this is that readers
may think that the ideal position for farmers is as a
chain co-owner. This is not always true.

The best chain position for the farmer depends on the
specific situation, and may change over time. As
farmers evolve from chain actors into chain owners,
they add “economic rent” to their business (they
increase their share of benefits), increase their control
over the chain, and protect themselves better from
competition.

But this brings with it greater risks and responsibiliti

@Lmﬂmg farmers should be able and willing to

RWANDA
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7.4. Intervention strategies

JThe matrix shows that pro-farmer chain
development is a two-dimensional process. To
improve the position of the farmer in the chain, we
can either work on chain activities or on chain
management, or on both at the same time.
JFarmers need support to get integrated into the
chain, to improve as chain actors, or to move onto
another form of chain development — partner,
activity integrator, or co-owner.

JdTherefore intervention strategies includes amo

@;em;m
ertical Integration




7.4.1. Vertical Integration

dThis tries to increase the number of chain
activities the farmer undertakes— from farming
Into processing, transport, and trading.
dVertical integration seems the preferred
strategy of farmers. They like to “shorten the
chain® by cutting out traders or other
iIntermediary agents.

JAdding activities also means adding costs
and risks. More importantly, it requires a new
set of assets and skills. Some of these ar
@chnology Finance, Human resour

UNIVERSA
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Vertical Integration, Ctd...

Technology : Identifying and using appropriate
technologies for the value adding activities (grading,
processing, transport, etc.). These technologies must
be well maintained and be kept updated.
Technological innovation is a permanent concern

Finance: Securing access to (a) credit or investment
In facilities for processing, marketing and distribution,
and (b) working capital to run the operations.
Reserves must be Dbuilt up for future investments.
Profits must be divided in a rational way between th
farmers and the cooperative they are members
ofits should be paid In accordance with
formance or contribution of each member.




Vertical Integration, Ctd...

Human resources: Building up managerial
competence and appropriate human resources
to operate these facilities — for example, a
specialized marketing manager or quality
control staff.

Organization: Making sure that the farmer
organization has the organizational discipline
to get involved In joint value-adding activities.
Farmer-members should adhere to quality,
@ndards, delivery procedures, obligations

Litheirproduce, etc.



7.4.2. Chain management

The return to investments In vertical integration
may be disappointing unless due attention is
also given to the second dimension of chain
development: involving the farmer Iin chain
management.

Some aspects are:

1)Information management:
v'"Record keeping of the use of land and farm input

v'Traceability: keeping records to guarantee the
buyer on the source of products and farm inputs use
v'Market information: about market prices and tre
thermarket so that farmers do bargain with bu




Chain management, Ctd...

2)Quality management : assures that both the product and
the production processes satisfy the consumer. Quality
increases the attractiveness of farmers as business partners,
hence, their bargaining power.

v'Grading : homogeneous quality grades, each with a
different price, each for a different market segment
v Implementation of quality control systems

v Implementation of quality certification scheme
demanded on the market: GAP, HACCP, EUREPGAP

3) Innovation management: formal scientific knowledge
will be combined with practical knowledge from t
und. This will not only boost innovation in the c

UNIVERSITY of
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Chain management, ctd...

4. Chain cooperation: Cooperation with other chain actors
is a skill in itself. It is important to seek cooperation along
the chain.
v'Chain vision: Chain cooperation starts with the
recognition that the chain actors depend on one another
for their business performance. A good chain has
synergetic, complementary relations between specialized
chain segments.
v'Trust building: Once there is recognition of mutual
dependency between two chain segments, then there is
scope for a dialogue around shared interests: tr
ilding, exchanging information and creating sh
@Mi\“ﬂ later on the dialogue may result in join

mlame +A imnravoe the ~ckhain £+ the hoanaoafitr AF




Chain management, ctd...

v'Joint action plans: in dialogue with others, the chain actor
can identify ambitions(e.g new product development, quality
improvement) or identify problems(e.g loss of produce during
transportation) that they may tackle together.

» For such problems or ambitions they can draft a joint action
plan, in which each of the parties undertakes certain actions.
v'Negotiation In such dialogue the parties can also structure
their negotiations about the transaction conditions (price,
quality standards, payment procedures, etc.).

5)Marketing intelligence This involves making sure that the
product finds its way into the market. Production processe
st be tailored to market demands. There must
wiledge -of what the consumer wants. Products sho
duced, designed and packaged to attract the pr




7.4.3. Components of chain interventions

The chain interventions strategies fall into five
components or phases:

1
Chain mapping and
assessment

2
Building
engagement

3
Chain
development

Components of chain interventions




Components of chain interventions,ctd...

(1) Chain assessment
The first thing to do is to analyze the situation and the
goals. This includes:

e Assessing the farmers, their organization, livelihoods,
skills, assets and ambitions.

e Mapping the different actors in the chain, and profiling
each of them.

e Analyzing the market, trends, prices, comparative
advantages, competitors, etc.

e Reviewing the business environment, analyzin
stakeholders and the policy environment
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Components of chain interventions,ctd...

(2) Building engagement
Any intervention requires engagement from and
between farmers, other actors in the chain and the
wider (policy) environment. Some elements are:
v'ldentifying common and conflicting issues.
v'ldentifying chain leaders and facilitators.

v’ Strengthening linkages and building trust among
chain actors.

v'Developing a joint chain strategy.

v'Learning by doing joint projects and throug

Elatform meetings.




