Developing
sustainable
food value chains

Guiding principles



FOOD AND AGRICULTURE ORGANIZATION
OF THE UNITED NATIONS

Rome, 2014




RECOMMENDED CITATION
FAO. 2014. Developing sustainable food value chains — Guiding principles. Rome

Cover photos (from top)

Women work the rice fields in Vietnam and most developing countries. Lothar Wedekind/IAEA

A worker at the Valdafrique Processing Plant. ©FAO/Seyllou Diallo

Employee canning artichoke hearts at the AgroMantaro processing plant in Junin, Peru. ©FAO/David Neven
Women buying fish from the wholesaler. ©FAO/Antonello Proto

A little girl eats a freshly-made roti. S. Mojumder/Drik/CIMMYT

The designations employed and the presentation of material in this information
product do not imply the expression of any opinion whatsoever on the part of the
Food and Agriculture Organization of the United Nations (FAO) concerning the legal
or development status of any country, territory, city or area or of its authorities, or
concerning the delimitation of its frontiers or boundaries. The mention of specific
companies or products of manufacturers, whether or not these have been patented,
does not imply that these have been endorsed or recommended by FAQ in preference
to others of a similar nature that are not mentioned.

The views expressed in this information product are those of the author(s) and do not
necessarily reflect the views or policies of FAO.

ISBN 978-92-5-108481-6 (print)
E-ISBN 978-92-5-108482-3 (PDF)

© FAO, 2014

FAO encourages the use, reproduction and dissemination of material in this information
product. Except where otherwise indicated, material may be copied, downloaded and
printed for private study, research and teaching purposes, or for use in non-commercial
products or services, provided that appropriate acknowledgement of FAO as the source
and copyright holder is given and that FAO's endorsement of users’ views, products or
services is not implied in any way.

All requests for translation and adaptation rights, and for resale and other commercial
use rights should be made via wwwv.fao.org/contact-us/licence-request or addressed to
copyright@fao.org.

FAQ information products are available on the FAO website (www.fao.org/publications)
and can be purchased through publications-sales@fao.org.



N

Contents

Foreword
Acknowledgements
Executive summary
Abstract

About the author
Acronyms

Chapter 1
Introduction

Chapter 2
Concept and framework
2.1 » Defining the concept
2.2 » Related concepts
2.3 » The sustainable food value chain framework

Chapter 3
The sustainable food value chain development paradigm

3.1 » Return on assets: farming as a business and development
of small and medium-sized agro-enterprises

3.2 » Salary income: creating decent work opportunities

3.3 » Taxes: ecosocial progress

3.4 » Food chain fallacies

3.5 » The sustainable food value chain development paradigm: conclusion

Chapter 4
Ten principles in sustainable food value chain development
4.1 » Measuring performance of food value chains -
sustainability principles
4.2 » Understanding food value chain performance -
analytical principles
4.3 » Improving food value chain performance -
design principles

Chapter 5
Potential and limitations

Chapter 6
Conclusions

References

Annex
Concepts related to the value-chain concept

Vi
vii

Xi
xii

o oo o

13
14
16
16

17
20

21

23

35

46

59

63
65

71



Figures

A breakdown of the concept of value added

The sustainable food-value-chain framework

The sustainable food-value-chain development paradigm
Principles of sustainable food-value-chain development
Sustainability in food-value-chain development

Positive feedback loop driving sustained growth

Examples of constraints and leverage points in value chains

Nowuhswn =

Boxes

Illustration of Principle 1: The potato value chain in India
Illustration of Principle 2: The pineapple value chain in Ghana
Illustration of Principle 3: The beef value chain in Namibia
Illustration of Principle 4: The vegetables value chain in the Philippines
Illustration of Principle 5: The tea value chain in Kenya

Illustration of Principle 6: The rice value chain in Senegal
Illustration of Principle 7: The coffee value chain in Central America
Illustration of Principle 8: The ndagala value chain in Burundi
Illustration of Principle 9: The dairy value chain in Afghanistan
Illustration of Principle 10: The salmon value chain in Chile

1
15
23
24
27
37

28
31
34
38
41
45
49
51
53
56



N -

Foreword

The development of sustainable food value chains can offer important pathways out
of poverty for the millions of poor households in developing countries. Food value
chains are complex systems. The real causes for their observed underperformance
may not always be obvious. Typically, multiple challenges have to be tackled simul-
taneously in order to truly break poverty cycles. This in turn implies the need for
collaboration among the various stakeholders in a value chain, including farmers,
agribusinesses, governments and civil society. Further compounding the challenge,
improvements to the value chain must be economically, socially and environmentally
sustainable: the so-called triple bottom line of profit, people and planet.

Around the world, development practitioners in public, private and non-governmen-
tal organizations are constantly designing and implementing innovative solutions to
address these challenges. These practitioners facilitate the upgrading of products,
technologies, business models, policy environments and so on. Some of these solu-
tions fail to have a lasting impact, while others succeed in improving the system at
scale and in a sustainable manner. Either way, valuable lessons are learned.

In its role as a global knowledge broker aiming to enable the development of inclusive
and efficient agricultural and food systems, the Food and Agriculture Organization
of the United Nations (FAO) has initiated a new set of handbooks to capture and
disseminate the lessons learned from these experiences. This handbook is the first in
the set and it contributes to the achievement of FAO’s Strategic Objective Four: Enable
inclusive and efficient agricultural and food systems. It sets out the overall framework
and a set of principles to guide sustainable food value chain development in practice.
Subsequent handbooks on this core theme will focus on particular aspects of the
approach, taking a systems perspective to present both the main challenges and some
of the most promising ways to resolve them.

It is expected that this new handbook, and the ones which will follow, will facilitate the
spread among practitioners of new ideas and knowledge related to the development
of sustainable food value chains. If successful, it is hoped that this will lead to greater,
faster and more lasting impacts in terms of growth in profitability of agribusiness and
farming, creation of decent employment, generation of public revenue, strengthening
of the food supply and improvement in the natural environment.

Director
Rural Infrastructure and Agro-Industries Division,
FAO, Rome
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Executive summary

Over the last decade, the value chain (VC) has established itself as one of the main
paradigms in development thinking and practice. This is why the Food and Agricul-
ture Organization of the United Nations (FAO) has launched this new set of hand-
books on sustainable food value chain development (SFVCD), and this is the first in
the set. These handbooks aim to provide practical guidance on SFVCD by facilitating
the spread of innovative solutions emerging from the field to a target audience of
policy-makers, project designers and field practitioners.

This first handbook provides a solid conceptual foundation on which to build the
subsequent handbooks. It (1) clearly defines the concept of a sustainable food value
chain; (2) presents and discusses a development paradigm that integrates the multi-
dimensional concepts of sustainability and value added; (3) presents, discusses and
illustrates ten principles that underlie SFVCD; and (4) discusses the potential and
limitations of using the VC concept in food systems development.

DEFINING A SUSTAINABLE FOOD VALUE CHAIN
For the purposes of this publication, a sustainable food value chain (SFVC) is defined as:

the full range of farms and firms and their successive coordinated value-adding
activities that produce particular raw agricultural materials and transform them
into particular food products that are sold to final consumers and disposed of
after use, in a manner that is profitable throughout, has broad-based benefits for
society, and does not permanently deplete natural resources.

Unlike related concepts, such as the filiére and the supply chain, the SFVC concept
simultaneously stresses the importance of three elements. First, it recognizes that VCs
are dynamic, market-driven systems in which vertical coordination (governance)
is the central dimension. Second, the concept is applied in a broad way, typically
covering a country’s entire product subsector (e.g. beef, maize or salmon). Third,
value added and sustainability are explicit, multidimensional performance measures,
assessed at the aggregated level.

THE SUSTAINABLE FOOD VALUE CHAIN DEVELOPMENT PARADIGM

The SFVCD paradigm starts from the premise that food insecurity is foremost a
symptom of poverty. Households that have sufficient financial resources at all times
create the effective demand that drives the supply of food. On the supply side, com-
petitive improvements in the food system will reduce the costs of food products to
consumers or increase their benefits.



- /

VCs, as engines of growth, create added value that has five components:

1] salaries for workers;

2] areturn on assets (profits) to entrepreneurs and asset owners;
3] tax revenues to the government;

4] abetter food supply to consumers; and

5] anet impact on the environment, positive or negative.

This value added sets in motion three growth loops that relate to economic, social
and environmental sustainability, and directly impacts poverty and hunger. The three
growth loops are: (1) an investment loop, driven by reinvested profits and savings;
(2) a multiplier loop, driven by the spending of increased worker income; and (3) a
progress loop, driven by public expenditure on the societal and natural environments.

Beyond commercial and fiscal viability, the sustainability element of SFVCD involves
a shift to institutional mechanisms that lead to a more equitable distribution of
the increased value added and to a reduced use of and impact on non-renewable
resources. The three sustainability dimensions are closely related: social and environ-
mental sustainability increasingly become issues that determine market access and
competitiveness.

Initially, SFVCD focuses mostly on efficiency improvements that reduce food prices
and increase food availability and thus allow households to buy more food. However,
as their incomes increase, households tend to spend more money on higher-value
food (i.e. food with improved nutritional value, greater convenience, health benefits
or better image) rather than increase the amount of food they consume. In turn, this
evolution of consumer demand becomes a core driver for innovation and value crea-
tion at each level of the food chain, leading to continuous improvement in the food
supply and increasing benefits to consumers.

This paradigm exposes a number of fallacies relating to food chain development, such
as: smallholder farming should be preserved; “value chain development can only help
a small minority of farmers; and the problem of food insecurity can be solved within
the food system.

PRINCIPLES OF SUSTAINABLE FOOD VALUE CHAIN DEVELOPMENT

SEVCD calls for a particular approach to analysing the situation, to developing sup-
port strategies and plans, and to assessing developmental impact. This is captured in
this publication by ten interrelated principles.

The approach is not about simply developing long lists of often well-known constraints
and then recommending that they be tackled one by one. Rather, SFVCD takes a
holistic approach that identifies the interlinked root causes of why value-chain actors
do not take advantage of existing end-market opportunities.

The ten principles are grouped in three phases of a continuous development cycle.
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In the first phase, measuring performance, the VC is assessed in terms of the eco-
nomic, social and environmental outcomes it delivers today relative to a vision of
what it could deliver in the future (Principles 1, 2, and 3). SFVCD programmes should
target VCs with the greatest gap between actual and potential performance.

In the second phase, understanding performance, the core drivers of performance (or
the root causes of underperformance) are exposed by taking three key aspects into
account: how VC stakeholders and their activities are linked to each other and to their
economic, social and natural environments (Principle 4); what drives the behaviour
of individual stakeholders in their business interactions (Principle 5); and how value
is determined in end markets (Principle 6).

The third phase, improving performance, follows a logical sequence of actions:
developing based on the analysis conducted in phase 2, a specific and realistic vision
and an associated core VC development strategy that stakeholders have agreed upon
(Principle 7), and selecting the upgrading activities and multilateral partnerships that
support the strategy and that can realistically achieve the scale of impact envisioned
(Principle 8, 9, and 10).

CONCLUSIONS

SFVCD provides a flexible framework to effectively address many challenges facing
food-system development. In practice, a misunderstanding of its fundamental nature
can easily result in limited or non-sustainable impact. Even if practitioners under-
stand and rigorously apply the principles of SFVCD, this approach cannot solve all
problems in the food system. Food VCs cannot provide incomes for everyone, cannot
incorporate trade-offs at the food-system level and cannot entirely avoid negative
environmental impacts. Public programmes and national development strategies are
needed to address these limitations. However, such programmes and strategies are
largely financed through tax revenues generated in value chains, thus placing VC
development in general, and SFVCD in particular, at the heart of any strategy aimed
at reducing poverty and hunger in the long run.



Abstract

Using sustainable food value chain development (SFVCD) approaches to reduce
poverty presents both great opportunities and daunting challenges. SFVCD requires
a systems approach to identifying root problems, innovative thinking to find effec-
tive solutions and broad-based partnerships to implement programmes that have an
impact at scale. In practice, however, a misunderstanding of its fundamental nature
can easily result in value-chain projects having limited or non-sustainable impact.
Furthermore, development practitioners around the world are learning valuable les-
sons from both failures and successes, but many of these are not well disseminated.
This new set of handbooks aims to address these gaps by providing practical guidance
on SFVCD to a target audience of policy-makers, project designers and field practi-
tioners. This first handbook provides a solid conceptual foundation on which to build
the subsequent handbooks. It (1) clearly defines the concept of a sustainable food
value chain; (2) presents and discusses a development paradigm that integrates the
multidimensional concepts of sustainability and value added; (3) presents, discusses
and illustrates ten principles that underlie SFVCD; and (4) discusses the potential and
limitations of using the value-chain concept in food-systems development. By doing
so, the handbook makes a strong case for placing SFVCD at the heart of any strategy
aimed at reducing poverty and hunger in the long run.
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DEVELOPING SUSTAINABLE FOOD VALUE CHAINS - GUIDING PRINCIPLES

Over the last decade, the value chain (VC) has established itself as one of the
main paradigms in development thinking and practice. This has been accompa-
nied by rapid increase in literature dedicated to all aspects of VCs. Value-chain
analysis in particular received much attention, and many general and specific
guides were developed.” Other VC publications focused on particular aspects
of the approach, such as VC selection, strategy development, implementation
plans and tools for analysing the enabling environment.

Introduction

The sheer volume of literature on VCs, and the many variations on definitions
~ and approaches, has made it difficult to see the big picture. Although rapidly
emerging as a key theme in more recent VC publications, the triple-bottom-line

- approach to sustainability - combining economic, social and environmental as-
- pects — has not yet received a thorough systematic treatment in the literature.
K Furthermore, much practice-based learning on VC development, including on
= its potential and limitations, remains restricted to small audiences. At the same
<

time, the VC framework has largely remained in the toolkit of development
practitioners and as such is not well grounded in science.?

Against this background, the Food and Agriculture Organization of the United
Nations (FAO) has initiated a new set of handbooks on sustainable food value
chain development (SFVCD),* and this publication is the first in the set. The
handbooks aim to provide practical guidance on SFVCD by facilitating the
dissemination of innovative solutions that emerged from the field to a target
audience of policy-makers, project designers and field practitioners. Given the
public-sector nature of the target audience, the handbooks adopt a mostly devel-
opment-oriented perspective, addressing the question of how the VC approach
can be used to reduce poverty and eradicate hunger at scale.

The objective of this handbook is to provide a common understanding of the
SEVCD concept that will underpin the subsequent handbooks. Specifically, this
first handbook aims to achieve four objectives: (1) to clearly define the concept
of a sustainable food VC; (2) to present and discuss a development paradigm
that integrates the multidimensional concepts of sustainability and value added;
(3) to present, discuss and illustrate ten principles that underlie SFVCD; and (4)
to discuss the potential and limitations of using the VC concept in food systems
development.

This publication is thus not another “how to” VC analysis manual. Rather, it aims
at providing a solid conceptual foundation on which to build the practical guid-
ance that the rest of the handbooks will provide. It intends to simultaneously
operationalize the insights emerging from academic discourse and to codify the
lessons learned by practitioners. Drawing from best international practice, the

See, for example, Donovan et al. (2013) for a comparative review and da Silva and de Souza Filho
(2007) for a specific example from FAO.

Gomez et al. (2011) present a framework for giving a better scientific grounding to assessments of
the performance of food VCs.

For clarity, this term refers to the development of food value chains that are sustainable.
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handbooks discuss particular aspects of SFVCD, such as input supply systems,
inclusive business models, producer organizations, post-harvest technology, in-
vestment promotion, territorial development, the greening of VCs and a variety
of other topics.

The particular focus of this set of handbooks is on food VCs that connect farmers
or fisherfolk to the final food consumers. While the general principles of sustain-
able VC development do not differ much across different products, food VCs do
have four unique characteristics that distinguish them from other VCs in their
specifics:

1] All of us are part of the food VC; we are all consumers whose well-being is
directly affected by the food we eat. How food, through its nutritional val-
ue and its ability to carry pathogens, affects our health is a societal concern

that necessitates rigorous supervision by the public sector. The consumer’s THE VALUE

residential location, concerns, habits and preferences related to food have a Egﬁ'c'\‘E:,ST‘I\NK%E

strong impact on the nature of the VC. DEVELOPMENT
2] In most developing countries, agriculture and food represent a large, if not goFgll)J SSTY’L\SIPE'L\MB;'E

the largest, part of the economy, especially in terms of the number of peo-
ple deriving an income from it. Food VCs are particularly important for the
poor and impact food security directly. As such, food VCs are of strategic
importance in national (and global) politics, which in turn often directly im-
pacts the business environment in which VC actors operate.

3] Food production is closely tied to the natural environment (soils, water bod-
ies, air, genetics) and the life cycle of plants and animals. It is thus influenced
by factors that are, to a varying degree, beyond the control of producers (cli-
mate, diseases) and has social and environmental impacts that are increas-
ingly moving from externalities* to internalized production costs.

4] Associated with the previous points, the quality of food products is difficult
to control both in terms of uniformity (mostly at the farming stage) and in
terms of preservation over time (perishability). This necessitates institution-
al, organizational and technological upgrading throughout the food VC (e.g.
certified seed, good agricultural practices, contracts, standards, cold chains,
information and communication technology [ICT]).

This handbook is structured as follows.

Chapter 2 introduces the concept of a sustainable food VC, contrasts it with re-
lated but distinct concepts and places it in a sustainable VC development frame-
work. It stresses the importance of VCs as dynamic, market-driven systems in
which vertical coordination (governance) is the central dimension.

4 Externalities are costs or benefits that are not transmitted through prices. They are incurred by
parties who are not a buyer or seller of the goods or services that cause the cost or benefit. Thus,
for example, a factory may not have to pay for cleaning its polluted waste water, but pollution it
causes can represent a cost to nearby fishermen.
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Chapter 3 presents the SFVCD paradigm. Connecting FAO’s overall goal of
eradicating hunger to the VC concept, this presentation largely revolves around
the central theme of integrating the various dimensions of sustainability and
value into a single paradigm. The chapter concludes with a discussion of several
development fallacies related to SFVCD.

Introduction

o~ In Chapter 4, the handbook systematically works through ten illustrated prin-
ciples that underpin a continuous performance improvement in three phases of

- the VC development cycle:

- » The first phase, measuring performance, assesses a VC in terms of the eco-
- nomic, social and environmental outcomes it delivers relative to its potential
© (Principles 1, 2 and 3).

o » The second phase, understanding performance, exposes the root causes of
- underperformance by taking into account how VC stakeholders and their ac-
< tivities are linked to each other and to their economic, social and natural en-

vironment in a system (Principle 4); how these linkages drive the behaviour
of individual stakeholders in terms of their commercial behaviour (Principle
5); and how value determination in end markets drives the dynamics of the
system (Principle 6).

» The third phase, improving performance, follows a logical sequence of de-
riving a core VC development strategy based on the analysis conducted in
phase two and the vision stakeholders have agreed on (Principle 7) and se-
lecting upgrading activities and multilateral partnerships that can realistical-
ly achieve the scale of impact envisioned (Principles 8, 9 and 10).

Chapter 5 briefly discusses the potential and limitations of food VC develop-
ment and Chapter 6 draws conclusions.
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2.1 »DEFINING THE CONCEPT

There are many definitions of the VC concept in the literature. These fall into
two main categories: descriptive/structural (what a VC is) and normative/stra-
tegic (how a VC should be). This publication uses a strategic definition, because
= this corresponds best to the central question of the practitioner: which policy/
project/programme strategies should be adopted to develop a particular VC in

Conceptand particular country?

framework

For the purposes of this publication, a sustainable food VC is defined as:

the full range of farms and firms and their successive coordinated

- value-adding activities that produce particular raw agricultural

~ materials and transform them into particular food products that

. are sold to final consumers and disposed of after use, in a manner
that is profitable throughout, has broad-based benefits for society

: and does not permanently deplete natural resources.

o

< The “full range of farms and firms” refers to both VC actors who take direct

ownership of the product and various business service providers (e.g. banks,
transporters, extension agents, input dealers and processors who charge a fee).
Their behaviour and performance is strongly influenced by the particular busi-
ness environment in which they operate.

The term “coordinated” here means that in VCs the governance structure moves
beyond a series of traditional spot-market transactions, with some level of
non-adversarial vertical coordination in at least some part of the chain (follow-
ing Hobbs, Cooney and Fulton 2000). This also implies that competition in-
creasingly takes place between entire chains (or networks), rather than between
individual firms. Increased coordination is part of the modernization of food
VCsled by large processors and supermarket chains, but is equally important for
developing VCs for staple foods that are currently traded informally.®

The concept of value added is central in both the definition used in this publi-
cation and the development model the author presents. Value can be added to
an intermediate agrifood product not only by processing it, but also by storing
it (value increasing over time) and transporting it (value increasing over space).
For the VC stakeholders,” value added is here more formally defined as the dif-
ference between the non-labour costs incurred to produce and deliver a food
product and the maximum price the consumer is willing to pay for it. Non-la-

The definition here is mainly a variation on and expansion of the definition by Kaplinsky and
Morris (2000).

See, for example, Reardon et al. (2012) for a discussion on VC development for staple foods in Asia.
Value-chain stakeholders are all those who have a stake in the performance of the value chain,
including farmers, other agribusinesses, for-profit and not-for-profit service providers, consumers
and the government.
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bour costs are all costs other than salaries paid to casual or permanent employ-
ees. As such, the value that is created in a VC is captured in five ways:

1] salaries for employees;

2] net profits for asset owners;

3] tax revenues, including illegal forms of “taxation” associated with corruption
and extortion;

4] consumer surplus, which is the difference between what the consumer is
willing to pay for the product and the actual market price paid for it;

5] externalities, which represent a fifth dimension of value added. The activities
taking place inside the VC will inevitably affect the wider environment, broad-
ly defined. Externalities include negative effects (cost to society) such as air
pollution caused by an economic actor but not paid for by them and positive
effects (value to society) that farms and agribusinesses have on the environ-

THE VALUE
ment but are not getting paid for, such as increased biodiversity in farming CREATED IN
areas or effects of inputs used in one VC that spill over to another VC. The val- E?igPN\éAIEUE

ue added to society takes these broader environmental impacts into account. ﬁ\f';lT\}jER\fv?\YS

Figure 1 illustrates this breakdown of the concept of value added.

FIGURE 1
A breakdown of the concept of value added
Consumer
Non-labour Value added Market willingness
cost to society  price to pay

pp——

1

Salaries/ Net Taxes Consumer
income profits surplus

Value added to
VC stakeholders

Source: author.
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Concept and
framework

Commercially, the main objective of VCs is to maximize profits not only by
eliminating inefficiencies but also by maximizing aggregate revenues for all ac-
tors in a particular VC by creating products that consumers are willing to pay
more for or buy more of. In other words, the main objective of a VC is to ef-
ficiently capture value in end markets in order to generate greater profits and
create mutually acceptable outcomes for all farms and firms involved in the VC
from production to consumption and disposal. Furthermore, it should be noted
that value can be added or lost at each stage, e.g. post-harvest losses may occur
during storage and packing.

Aspects of social impact, most notably equitable distribution of the value added
along the chain and of the environmental footprint of the chain, are increas-
ingly intertwined with the core aspect of competitiveness in the VC in at least
two ways. First, trade-offs may need to be made, such as adoption of greener
operations that may result in a less-competitive price. Second, social and envi-
ronmental sustainability are themselves becoming sources of value creation and
competitiveness. For example, a greener product image may represent a higher
value to consumers and (positively) differentiate the product in the market.

VCs are meso-level structures, falling between the macro-level of the national
economy and the micro-level of the individual actor. As such they can be inter-
preted in a narrow sense (the firms and functions leading to a particular product
on the shelf; e.g. a 500 g pack of brand Z minced beef in supermarket Y in town
X) or in a broad sense (all the firms and functions involved in production of a
broad category of related food products; e.g. the bovine products from country
Z in a range of markets where they typically compete with competitive products
from other countries). This handbook, which looks at the overall developmental
impact of VC growth, mostly refers to VCs in the broad sense.

2.2» RELATED CONCEPTS

There are several concepts that are related to the VC concept, such as the filiére
(commodity chain) and the supply chain. However, although these terms are of-
ten used interchangeably, they represent distinct notions. These concepts have
developed over time to address the limitations of older concepts, with newer con-
cepts superseding older ones. Seven of these concepts - filiére, supply chain, sub-
sector, Porter’s VC, global commodity chain, net-chain, inclusive business model,
food system and landscape system - are discussed briefly here and are presented
in more detail in the Annex, Concepts related to the value chain concept.

The filiére approach (also referred to as the commodity chain approach) is the ear-
liest of these concepts, dating from the 1950s. Initially, this approach focused on
optimizing physical product flows and conversion ratios related to the large-scale
processing of commodities, mostly export crops such as cocoa. Over time the
concept has been broadened and today it largely coincides with the VC concept.

The 1980s were a rich period in terms of concept development, seeing the paral-
lel emergence of the concepts of the subsector, the supply chain and Porter’s VC,
each of which expanded on the filiére approach in various ways.
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Driven by rapid technological developments and industrialization, the sup-
ply-chain concept added elements from business school economics such as fi-
nance, information, knowledge and strategic interfirm collaboration to the fil-
iére concept. Nevertheless, the supply-chain concept remains mostly concerned
with the optimization of the flow of products and services through the chain,
i.e. logistics.

The subsector approach added mapping of the flow of a particular raw com-
modity through various distinct, competing channels to a range of consumer
markets, as well as introducing the notion that such subsectors are dynamic sys-
tems that change over time.

Porter’s VC concept introduced “value chain” as a new term. It put forward the
notion of value addition in competitive markets as the core element in the pro-
duction-to-consumption chain of activities. However, Porter’s VC concept deals THE VALUE

essentially with firm-level strategy and not with broader economic development. gHISL}ISI\H\SICT
CONCEPT

A turning point came with the introduction of the global commodity chain
concept (Gerefhi and Korzeniewicz 1994), from which the VC concept as it is
understood in economic development today is largely derived. The global com-
modity chain concept combined elements from its predecessors and added the
notion of chain governance, i.e. how various firms across the entire chain are co-
ordinated (or strategically linked) in order to be more competitive and add more
value. It also emphasized how this coordination is increasingly determined by
large global buyers such as retailers and brand marketers. As such, the concept
highlights that VCs are driven by two interrelated elements: the nature of final
consumer markets and the process of globalization.

Variations on the VC concept have emerged since 2000 in response to perceived
limitations of the original VC concept.

The net-chain concept brought horizontal linkages (networks) and the inter-
action between horizontal and vertical coordination, e.g. farmer groups having
more market opportunities, more explicitly into the model.

The inclusive business model (IBM) addressed the particular challenge of inte-
grating the poor in VCs, either as producers or as consumers. The IBM concept
has the added benefit that its focus on a particular part of the VC, e.g. smallhold-
er farmers linking directly to a processor, makes it more manageable than the
broader and more complex VC concept. On the other hand, the very nature of
the business-model approach, i.e. its more narrow focus, makes the challenge of
how to achieve impact at scale more immediate.

The sustainable food VC concept presented in this publication fits in this con-
text as well, as it more formally adds broadly defined dimensions of sustainabil-
ity to the VC concept and applies it to the specific nature of food production,
processing and distribution.

Looking to the future, concepts that are even more holistic will no doubt come
to the forefront to address the limitations associated with the single-commodity
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focus of the VC concept. Food VCs, for example, are not separated from each
other: farmers typically handle multiple agricultural, livestock or fisheries prod-
ucts and have to make interrelated decisions on them (i.e. farming systems); and
business services, infrastructure and policies are often not specific to a single
commodity (e.g. finance, markets and land policy).

Such broader concepts include the food system, which integrates all food VCs
in a particular country into a single concept, and the landscape system, which
integrates all interacting systems (economic, social and natural) in a particular
geographic location into one concept.

These broader concepts allow for an assessment of the relative importance of
one VC versus another, how various VCs interact with each other and with the
wider environment and which changes in the enabling environment will likely
have the greatest overall developmental impact.

Ultimately, however, the focus of the practitioner has to return to the VC con-
cept being applied to particular food products. It is therefore expected that these
new concepts will complement rather than replace the VC concept. The poten-
tial and limitations of the VC approach to the development of agrifood chains
are discussed further in Chapter 5, Potentials and limitations.

2.3»THE SUSTAINABLE FOOD VALUE CHAIN FRAMEWORK

The framework presented in Figure 2 builds on the many VC frameworks that
can be found in the literature. In essence, it presents a system in which the be-
haviour and performance of farms and other agrifood enterprises are deter-
mined by a complex environment.

The framework is built around the core VC, which relates to the VC actors, i.e.
those who produce or procure from the upstream level, add value to the product
and then sell it on to the next level. Value-chain actors are mostly private-sector
enterprises, but may include public-sector organizations such as institutional
buyers (e.g. food-reserve agencies, emergency food buyers such as the World
Food Programme, and the military). Actors at a given level of the chain are het-
erogeneous, with types of actors that are distinct in terms of size, technology,
goals etc. linking through different channels to a variety of end markets.

Four core functions (links) are distinguished in the chain: production (e.g.
farming or fishing), aggregation, processing and distribution (wholesale and
retail). The aggregation step is especially relevant for food VCs in developing
countries; efficiently aggregating and storing the small volumes of produce
from widely dispersed smallholder producers is often a major challenge in these
countries. The aggregation function can be taken on by producer groups, by
intermediaries specialized in aggregation, by food processors or, less commonly,
by food distributors (wholesalers or retailers).

A critical element of the core VC is its governance structure. “Governance”
refers to the nature of the linkages both between actors at particular stages in the
chain (horizontal linkages) and within the overall chain (vertical linkages). It re-
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fers to elements such as information exchange, price determination, standards,
payment mechanisms, contracts with or without embedded services, market
power, lead firms, wholesale market systems and so on.

Value-chain actors are supported by business development support providers;
these do not take ownership of the product, but play an essential role in facilitat-
ing the value-creation process. Along with the VC actors, these support provid-
ers represent the extended VC.

Three main types of support provider can be distinguished:

1] providers of physical inputs, such as seeds at the production level or pack-
aging materials at the processing level;

2] providers of non-financial services, such as field spraying, storage, transport,
laboratory testing, management training, market research and processing;

UNDERSTANDING

3] providers of financial services. These are separated from other services be- VALUE CHAINS
cause of the fundamental role played by working capital and investment cap- 5%%%§5ETSANDIN e
ital in getting the VC on a path of sustained growth. THEIR COMPLEX

ENVIRONMENT

FIGURE 2

The sustainable food value chain framework
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The three types of support can in practice be delivered as a package by a single
provider (e.g. seed and fertilizer, insured and on credit, with built in extension
services). These support providers can be private-sector, public-sector or civ-
il-society organizations and they can be directly part of the governance structure
(e.g. services embedded in outgrower contracts).

Ultimately, value is determined by the consumer’s choice of which food items to
purchase on national and international markets (their so-called “dollar vote”).
The effects of this flow down to the production, processing and support-provid-
er levels.

Value-chain actors and support providers operate in a particular enabling en-
vironment in which societal and natural environmental elements can be distin-

guished.

Societal elements are human constructs that make up a society. These can be
grouped into four types:

1] informal sociocultural elements, e.g. consumer preferences and religious
requirements;

2] formal institutional elements, e.g. regulations, laws and policies;

3] organizational elements, e.g. national interprofessional associations and re-
search and educational facilities;

4] infrastructural elements, e.g. roads, ports, communication networks and
energy grids.

Natural elements include soils, air, water, biodiversity and other natural resources.

Within the enabling environment, we can further differentiate between the
national environment (e.g. a country’s food-safety laws) and the international
environment (e.g. international food-safety standards such as the CODEX Ali-
mentarius).

The sustainability of the VC plays out simultaneously along three dimensions:
economic, social and environmental. On the economic dimension, an existing
or proposed upgraded VC is considered sustainable if the required activities at
the level of each actor or support provider are commercially viable (profitable
for commercial services) or fiscally viable (for public services). On the social
dimension, sustainability refers to socially and culturally acceptable outcomes in
terms of the distribution of the benefits and costs associated with the increased
value creation. On the environmental dimension, sustainability is determined
largely by the ability of VC actors to show little or no negative impact on the nat-
ural environment from their value-adding activities; where possible, they should
show a positive impact.

By definition, sustainability is a dynamic concept in that it is cyclical and path-de-
pendent, i.e. the performance in one period strongly influences the performance
in the next one. The sustainability concept is discussed in greater detail in
Chapter 3, The sustainable food value chain development paradigm.
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The SFVCD paradigm starts from the premise that food insecurity is a symp-
tom of poverty. If households always have sufficient financial resources (income,
wealth and support) to meet their needs, they create the effective demand that
drives the supply of food.® On the supply side, improvements in the food system
driven by competition can reduce the cost of food to the consumer or increase
its nutritional value without increasing its price.

Reducing the cost of food will have a strong effect on poverty when food ac-
counts for a large portion of household expenditure for a large part of the pop-
ulation, as is the case in most developing countries. Addressing hunger sustain-
ably and in the long term thus implies addressing both an underperforming
economic system and an underperforming food system. SFVCD plays a central
role in this process, but needs to be accompanied by the development of sustain-
able non-food VCs and by programmes that improve the enabling environment,
facilitate self-employment and strengthen social protection.

As illustrated in Figure 1, the value added by VCs has five components:

1] salaries for workers;

2] areturn on assets (profits) to entrepreneurs and asset owners;

3] tax revenues to the government;

4] abetter food supply to consumers (consumer surplus); and

5] anet impact on the environment (externalities), which may be positive
or negative.

This value added sets in motion three growth loops - the investment loop, the
multiplier loop and the progress loop. These loops influence economic, social
and environmental sustainability and directly impact poverty and hunger (Fig-
ure 3). While infinite growth on a finite planet is not realistic, technological
breakthroughs coupled with institutional strengthening will allow us to keep
producing more food or higher-quality food with fewer resources for quite some
time. At any rate, growth combined with equitable distribution of the associated
value added is necessary to lift the poor out of poverty. The three growth loops
are discussed in the context of SFVCD in the sections 3.1-3.3.

3.1»RETURN ON ASSETS: FARMING AS A BUSINESS
AND DEVELOPMENT OF SMALL AND MEDIUM-SIZED
AGRO-ENTERPRISES

Net income from labour has to be in line with the value of output created by that

labour, i.e. labour productivity (the value of the goods or services produced per
hour worked). In order to increase labour productivity, labour needs to be paired

8 FAO (2006) defines food security as having four dimensions: access (having the means to secure
food), availability (food supplied in sufficient quality and quantity), utilization (healthy living
through diet, sanitation, and access to clean water and health care) and stability (continuous ac-
cess, availability and use). The point being made here is that, in long-term development, the driv-
ing dimension is access, in that having the money to buy food (or being entitled to food through
social protection) will drive a supply response that addresses the other dimensions of food security.
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FIGURE 3
The sustainable food value chain development paradigm
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with higher levels of capitalization (e.g. agricultural mechanization), which in
turn requires increased investment and working capital. This capital can be de-
rived from retained profits or, more commonly, from lending by a growing finan-
cial sector driven by accrual of domestic wealth (investment loop in Figure 3).

Over time, increasing productivity of farm labour will commonly be accompa-
nied by an increase in farm size, with resources, including land, shifting from
less-competitive farms to more-competitive farms and a displacement of family
labour by wage labour.

The shift of resources does not necessarily mean a shift in ownership (e.g. land
can be rented out, providing an income to the owner). The growing farm busi-
nesses will increasingly depend on specialized enterprises both for their farming
operations (e.g. input providers and land preparation services) and for market-
ing their output (e.g. facilitators and processors). This presents many opportuni-
ties for the development of small and medium-sized agro-enterprises (SMAE).

This shift reflects the fact that smallholder farmers are a heterogeneous group,
ranging from those for whom farming is a business that they seek to expand
through investment, to those who are net food buyers and subsistence farmers
for whom farming is part of a survival or livelihoods strategy, i.e. a transitional
strategy toward a more specialized and reliable income.

It has to be recognized that commercial farming is a form of entrepreneurship
and that only a fraction of smallholder farmers (perhaps 10-30 percent) can be
expected to succeed as entrepreneurs in competitive food chains.
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3.2»SALARY INCOME: CREATING DECENT WORK OPPORTUNITIES

Wages in the food VC can increase as productivity of farm labour increases and as
more value is added to raw agricultural materials further downstream, but at the
same time less labour will be required to produce more food (in relative terms).’
The majority of current smallholder farmers (perhaps 70-90 percent) ultimately
will have to escape poverty by securing decent work outside the farm sector.*’

This will release farming labour, which will have to be captured by job growth
elsewhere:

» with support providers;

» further downstream in the food VC, where most value is added;
» in non-food VCs; and

» self-employment.

While many of these jobs will emerge in rural areas where the commercial farms
and SMAEs are located, most of these new jobs will be in urban areas (in large
agribusinesses, food wholesalers and retailers and non-food industries). In both
locations, but especially in rural locations, entrepreneurs in VCs and the work-
ers they hire will spend their rising incomes on products and services, many of
which will be provided by the self-employed (multiplier loop in Figure 3). As
much as possible, this massive shift from agriculture to other industries should
be managed as a steady, gradual process in which education (especially voca-
tional training), mobility and urban development are indispensable elements.

3.3»TAXES: ECOSOCIAL PROGRESS

As VCs develop, they become larger, more profitable and more formal. This in-
creases the tax base and thus makes improvements in the enabling environment,
including education and urban infrastructure, more fiscally sustainable. Since
tax revenues are largely derived from value added in VCs, value-chain develop-
ment also contributes significantly to financing safety nets for those who lose
their source of livelihood or are hit by natural or human-induced disasters (so-
cial support).

Driven by political will and entrepreneurship, the development of the private
and the public sector go hand in hand, with public-private partnerships (PPPs)
providing both efficient solutions and effective coordinating mechanisms.

° This goes to the heart of the division of labour as a source of economic growth. Food is the one
product we cannot live without even in the short term and therefore its supply is essential. Only if,
through improvements in food productivity, one person is able to produce food for greater num-
bers of people can others specialize in other products, in services or in the governance of a state.

19 The International Labour Organization (ILO) defines decent work as productive work for women and

men in conditions of freedom, equity, security and human dignity. It involves work opportunities
that: are productive and deliver a fair income; provide security in the workplace and social protec-
tion for workers and their families; offer prospects for personal development and encourage social
integration; give people the freedom to express their concerns, to organize and to participate in deci-
sions that affect their lives; and guarantee equal opportunities and equal treatment for all (ILO 2007).
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In addition to commercial and fiscal viability, the sustainability of food VCs de-
pends on the implementation of institutional mechanisms that lead to a more
equitable distribution of the net income (or value added) arising from the VC
and to a reduction in the use of and impact on non-renewable resources.

Mechanisms to achieve equitable distribution of the benefits of VCs include pol-
icies on, for example, wage labour and asset registration (e.g. land titles). Institu-
tions to reduce impact on non-renewable resources include the introduction of
environmental standards, tax incentives and markets for environmental goods
(e.g. the carbon credits market).

As incomes go up, the social and environmental impacts of the food system
become more important to consumers and governments, and they are subse-
quently increasingly incorporated in business models and food production costs

(progress loop in Figure 3). THE SFVCD

PARADIGM LINKS
Ultimately, in a developed economy, all households should be able to derive net VALUE CHAIN
incomes from jobs or entrepreneurial activities that not only allow them to be TDSY:%ng MENT
food secure but also provide them with incomes that allow them to live com- SECURITY

fortably, send their children to school, pay for housing and medical needs and
handle food price spikes without going hungry.

Initially, SFVCD will mostly focus on efficiency improvements that lead to lower
food prices and greater food availability and thus allow households to buy more
food. However, as household incomes increase, households will tend to spend
more money on higher-value food (i.e. improved nutritional value, greater con-
venience or image) rather than increase the amount of food they consume.

In turn, this changing consumer demand becomes a core driver for innovation
and value creation at each level of the food chain, leading to continuous im-
provement in the food supply and increasing benefits to consumers.

3.4»FOOD CHAIN FALLACIES

The SFVCD paradigm exposes a number of fallacies relating to development of
food VCs.

Fallacy 1

Small is beautiful; urbanization is a problem;

smallholder farming should be preserved

Most food in developing countries is produced by smallholder farmers (e.g. it
is estimated that 90 percent of Africa’s food is produced by smallholders). The
inverse relationship between farm size and land productivity is overwhelmingly
supported by numerous studies (e.g. Berry and Cline 1979; Cornia 1985; Carter
1984; Heltberg 1998).

Smallholder farmers use land for multiple purposes simultaneously (e.g. mul-
tiple crops and small livestock). This increases and diversifies the benefits per
unit of land while simultaneously reducing pressure on natural resources rela-
tive to large-scale monocropping. Cash-poor smallholder farmers also use fewer
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chemicals, more natural farm inputs and more labour than large-scale commer-
cial farmers, which helps keep their environmental footprint small.

Smallholder farmers are numerous and among the poorest of the poor; many
migrate in desperation to urban areas in search of a better life, putting a strain
on services and amenities. These facts seem to suggest that improving small-
holder farming could contribute greatly to poverty reduction.

However, this conclusion is flawed by its lack of qualification and its blending of
development and social objectives.

First, smallholders consume a large portion of the food they produced, reflect-
ing dire economic circumstance, not economic opportunity. Even in countries
where smallholders produce the bulk of the food, only a small portion of the
food marketed is produced by smallholders.

Second, neither small nor large farms are always the commercially better option.
Rather, there is a range of optimal farm size that depends on the nature of the
crop, the natural environment and the structure of the agrifood system. Further-
more, and most importantly in terms of poverty reduction, it is not land efficien-
cy that is the key performance measure here, but labour productivity in terms
of value of output per unit of labour. Value of output is not only determined by
volume, but also by the ability to sell at a good price. For smallholder produc-
ers, this ability is undermined by high transaction costs, low market power and
limited access to finance, services and infrastructure. While these small-farm
disadvantages can be partly overcome through collective action, there is a mini-
mum scale of operations, which varies by commodity, below which commercial
viability is unrealistic. Many smallholder farmers in developing countries today
fall below this threshold size.

Third, the informality of most smallholder farming makes the enforcement
of environmental standards near impossible, thus undermining the perceived
greener image of small-scale farming. This green image is typically earned at
the cost of lower labour productivity, and thus lower income and higher levels
of poverty.

Fourth, urban areas can offer more job opportunities and greater efficiencies
in the provision of public services (e.g. education, health care, utilities) than
rural areas. Opportunities for poor households in rural areas to escape poverty
are limited, even if farm growth and spillover effects create new and more-re-
warding jobs. Thus, development efforts and poverty-reduction programmes
should invest in faster and smarter urban development that creates rewarding
jobs in urban areas and combine this with investments that help the rural poor
to secure these jobs.'" Where they can be competitive, agro-industries should be
developed in rural areas or in or near new or existing urban centres (through

" This echoes recommendations from the 2009 and 2013 World Development Reports (World Bank
2009, 2013).
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the development of food parks, for example) as this simultaneously creates jobs
in rural and/or urban areas and increases demand for agricultural raw materials.

Ultimately, traditional smallholder farming will not be able to achieve high levels
of labour productivity because it is characterized by undercapitalization and de-
rives its competitiveness from low-cost family labour. While smallholder farmers
are part of the solution in the early stages of development (and for the foreseea-
ble future), the ultimate objective is not to assure their survival but to facilitate
the transition of some of them to become sufficiently large, commercially viable
farming operations and help others to transition out of agriculture altogether.

The percentage distribution among these two groups will vary by location, by stage
of development and by commodity. However, trying, under some “no farmer left
behind” strategy, to keep all smallholder farmers, or even worse the poorest farm-

ers, in farming and in rural areas may actually hinder large-scale poverty reduc- THE SEVCD
tion and thus the sustainable eradication of hunger. There is a fine line between PARADIGM
helping smallholder farmers to survive in the short term and prolonging their F\l)l(JI;\jl)gE; SF
misery in the long term. The objective of SEVCD is not to preserve smallholder IE/(\)I?L?\ ccllél,élN

farming, it is about broad-based job creation, income growth, and wealth accrual.

Fallacy 2

The development of food value chains can help only a small minority
of farmers, therefore we need to look beyond value chain development
Two misconceptions on the nature of VC development are at the basis of this
fallacy:

1] The food-VC concept does not apply only to high-value agrifood products
for export markets or supermarkets that set demanding standards. Rather, it
applies to any agrifood product and any market. Informal markets for sta-
ple foods, which involve large numbers of smallholder farmers, are exposed
to the same environmental pressures (e.g. costs and consumer demands) as
formal markets and thus will, like VCs for higher-value foods, have to derive
market-based upgrading strategies.

2] The added value that is created in food VCs does not accrue to current small-
holder farmers only as farmers but also, for example, as downstream entre-
preneurs, job seekers, consumers and beneficiaries of tax-funded support
programmes. For many smallholder farmers, especially subsistence farmers,
and certainly for the landless rural poor, these other pathways out of poverty
are more important and sustainable than farming their own farm.

Although the development of food VCs cannot include all or even the majority of
the current (smallholder) farmers in a given country, it still represents the main
long-term sustainable solution for alleviating poverty among this target group.

This is not to say that VC development can solve all issues. Complementary
development programmes focusing on areas other than VCs are needed, for
example to spur investment in job-generating “spillover enterprises” (e.g. con-
sumer services catering to those with greater incomes), to assist the poorest of
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the poor or to address environmental challenges. The main premise is that food
VC development programmes are specifically geared toward facilitating com-
mercially and fiscally viable improvements of the food system. The absence of
such viability implies a social support strategy that is not sustainable and that
is appropriate only during temporary transition phases (e.g. during a protected
“infant industry” stage) or in emergency situations.

Fallacy 3

The problem of food insecurity can be solved within the food system
Given that hunger is essentially an economic problem, solving it requires that
the net incomes of the poor increase. This is near impossible to achieve through
farming and food processing alone. If all farmers were to significantly increase
their production and market their produce, supply would likely outstrip effec-
tive demand, resulting in dramatic price decreases and food losses.

Possible (temporary) exceptions to this include products that can be readily ex-
ported or for which new and/or rapidly growing markets exist (e.g. higher-val-
ue-added products catering to a rapidly growing middle class). If farmers pro-
duce only for their own food needs and do not market their produce, they will
not receive the additional income they need to fund the investments needed to
increase their productivity.

The development of food VCs thus has to go hand in hand with the develop-
ment of other VCs that have clearly indentified market-growth opportunities
and that can create large numbers of decent jobs. Nevertheless, the development
of the post-harvest section of food VCs (between harvest and consumption), if
sufficiently inclusive, can in the initial stages have the broadest impact, given
its direct impact on demand for raw agricultural materials and the number of
households involved in farming.

3.5»THE SUSTAINABLE FOOD VALUE CHAIN
DEVELOPMENT PARADIGM: CONCLUSION

The generic development model presented in this section identifies two key
challenges. The first is the need to understand the root problems, key leverage
points and approaches that will have the greatest impact for a specific VC in a
specific country. The second is how to combine the capacities of the public sec-
tor, the private sector and civil society into an effective partnership (a “golden
triangle”) that will, ultimately, put money in the pockets of the rural poor and
food on their tables.

Chapter 4 presents ten core principles for addressing these challenges in SFVCD.
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The VC development paradigm presented in Chapter 3, The sustainable food
value chain development paradigm, calls for a particular approach to analysing
the existing situation on the food VC, to developing support strategies and plans
and to assessing developmental impact.

This approach is not about simply developing long lists of often well-known
constraints that are then recommended to be tackled one by one. Rather, the
approach consists of developing a stakeholder vision for the VC, identifying and
prioritizing the most relevant set of interrelated constraints, and then develop-
ing integrated upgrading strategies and practical development plans that create
synergies and that can realistically realize the stakeholder vision for the VC."

The analysis of the VC is guided by the holistic SFVCD framework presented
- in section 2.3, The sustainable food value chain framework. Measurement of
VC performance before and after upgrading is based on the multidimensional
concepts of value added and sustainability.

Although each food VC is unique, with particular characteristics and requiring
Tenprinciples  ypgrading strategies tailored to those characteristics, ten interrelated principles

in sustainable - :
food value chain underpin all SFVCD efforts (Figure 4).

development  The first phase of SEVCD is “measuring performance.” This phase assesses a VC

in terms of the economic, social and environmental outcomes it actually delivers
relative to an initial vision of what it could deliver in the future (Principles 1, 2

- and 3). SFVCD efforts should target VCs with the greatest gap between actual
~0 and potential performance.

& The second phase of SFVCD is “understanding performance” This identifies
g the core drivers of performance (or the root causes of underperformance) by

taking into account three key aspects: how VC stakeholders and their activi-
ties are linked to each other and to their economic, social and natural environ-
ment (Principle 4); what drives the behaviour of individual stakeholders in their
business interactions (Principle 5); and how value is determined in end markets
(Principle 6).

The third phase of SFVCD is “improving performance.” This phase follows a log-
ical sequence of actions: developing, based on the analysis conducted in phase 2,
a specific and realistic vision and an associated core VC development strategy
that stakeholders agree on (Principle 7); and selecting the upgrading activities
and multilateral partnerships that support the strategy and that can realistically
achieve the scale of impact envisioned (Principles 8, 9 and 10).

The cycle is then repeated, starting with an assessment of the impact of the ef-
forts to improve performance.

12 For an example of this approach applied to economic policy reforms, see Hausman, Rodrik and
Velasco (2005).
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FIGURE 4
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The following sections discuss these ten principles in some detail, illustrating
each of them using a case example. The cases were selected to maximize variety
and address ten commodities, including examples from livestock, fisheries and
crop agriculture, from ten countries across three continents. Although not all
qualify fully as cases of sustainable food VCs because one or more of the sus-

tainability dimensions may not yet have been fully addressed, each was selected
because it illustrates a particular principle particularly well.

4.1 » MEASURING PERFORMANCE OF FOOD VALUE CHAINS -
SUSTAINABILITY PRINCIPLES

The first three principles underpinning SFVCD relate to measuring VC per-
formance from the perspective of the triple bottom line: economic, social and

environmental sustainability.”® These are three distinct dimensions that have a
natural order in terms of timing and priority:

3 The term “principles of sustainable food value chains”is not new; see, for example, lkerd (2011).
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FIGURE 5
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1] In terms of economic sustainability (competitiveness, commercial viability,
growth), the upgraded VC model should provide greater (or at least not re-
duced) profits or incomes relative to the status quo for each stakeholder, and
these should be sustained over time. Unless all stakeholders along the VC
benefit, the model will not be sustainable even in the short term.

2] In terms of social sustainability (inclusiveness, equitability, social norms, so-
cial institutions and organizations), the upgraded VC model should gener-
ate additional value (additional profits and wage incomes in particular) that
benefits sufficiently large numbers of poor households, is equitably distrib-
uted along the chain (in proportion to the added value created) and has no
impacts that would be socially unacceptable. That is to say, every stakeholder
(farmers and processors, young and old, women and men etc.) should feel
they receive their fair share (win-win),' and there are no socially objection-

% The process toward an improved outcome may not always follow a straight line for every VC stake-
holder, but go through an initial dip associated with investment and learning, before taking off.
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able practices such as unhealthy work conditions, child labour, mistreatment
of animals or violations of strong cultural traditions. Unless this is the case,
the model will not be sustainable in the medium term.

3] In terms of environmental sustainability, the upgraded VC model should
create additional value without permanently depleting natural resources
(water, soil, air, flora, fauna etc.). If this is not the case, the model will not be
sustainable in the long term.

Although these three sustainability dimensions are treated individually here for
clarity, in practice they overlap and in some cases there will be a need for trade-
offs between them (Figure 5). For example, evolving market standards, and their
measurement, often have economic, social and environmental dimensions: un-
less all three aspects (as specified in the standard) are addressed simultaneously
right from the start, the VC actors may not even be able to enter the market. In
practice, some green technologies (such as perhaps conservation agriculture)
may be more profitable than less environmentally friendly technologies, while
others may reduce profits (e.g. the use of alternative energy sources).

Furthermore, improving social and environmental sustainability is increasingly
becoming a strategic objective for agrifood firms because it determines market
access (standards compliance) and may increase competitiveness (market differ-
entiation). As such, increased social and environmental sustainability can lead
to new ways to increase value creation in the food VC.

PRINCIPLE 1
Sustainable food value chain development D
is economically sustainable

Ensuring the sustainability in food value chain development starts
with the identification of sizeable opportunities to add economic value

Efforts to ensure economic sustainability focus on the added value that is cre-
ated throughout the VC. This added value (additional profits, incomes, taxes
and consumer surplus) has to be positive for each agent in the extended VC
whose behaviour is expected to change in order to create the additional value.
A possible exception to this is public-sector and civil-society organizations that
participate as actors and service providers in some extended food VCs. Given
their social role, these organizations may facilitate upgrading in the VC without
capturing part of the value added. This can be considered sustainable if govern-
ment funds are available indefinitely, i.e. they represent a recurring component
of a fiscally viable annual public budget. Where public resources cannot be com-
mitted indefinitely, any upgrade that depends on public funding is clearly not
sustainable and may in fact even have a negative impact as it undermines the
actors’ faith in opportunities for growth.

¢
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Since value is determined in the competitive setting of the end market (con-
sumer market), value can be derived from any aspect the consumer is willing to
pay for, such as better quality, flavour, brands, packaging, a particular origin or
organic production.

At the same time, additional value can be derived from producing a food prod-
uct more efficiently, e.g. through reduced physical losses, improved equipment
and larger production volumes, and selling it at the same price as prior to the in-
crease in efficiency. Such efficiency improvements can support the production of
lower-priced food products that target more price-sensitive, poorer consumers.

Depending on the level of competition in the market, consumers will directly
capture part of the added value, as market prices may well be lower than the
prices consumers are willing to pay in upgraded food VCs (consumer surplus).

As noted in section 2.1, Defining the concept, VC stakeholders capture value
added in four ways:

1] as increased profits by firms, or more broadly as returns to asset owners,
including returns on savings and rents from leasing land;

2] as increased worker wages through more productive jobs;

3] as increased tax revenues for the government; and

4] as increased value for money for consumers buying food.

The fifth dimension of value added, i.e. the positive or negative impacts on the
environment (externalities), relates mostly to social and environmental dimen-
sions but has economic dimensions as well, e.g. income effects on households or
individuals outside the VC.

Sustainability in food VCs is a dynamic concept. The generation of added value
is not a one-off shift to an equilibrium at a higher level, but rather sets in motion
or speeds up a process of growth and structural transformation. Increased in-
comes, higher product quality and lower prices fuel the demand for food prod-
ucts. Sustainability thus has to be assessed in a dynamic way, i.e. not only in
terms of what the VC is today or at the end of a support programme but also in
terms of its capacity to adapt and grow.

Increased tax revenues from a growing tax base allow governments to improve
the business-enabling environment in fiscally sustainable fashion. Increased
profits, if reinvested carefully, set in motion a positive feedback loop that is at
the heart of economic sustainability.

If profits from investments by international firms are largely repatriated through
intrafirm transfers rather than being reinvested in the country of investment, the
growth cycle will spin at a far slower pace. On the other hand, setting restrictions
on the repatriation of profits may divert job-generating investment elsewhere,
which is why investment-promotion policies typically set no such restrictions.
It is a balancing act.
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There is no such thing as a sustainable competitive advantage in business. One
competitive advantage merely creates the window of opportunity to develop the
next one. Adaptability to a rapidly changing business environment is the core
competitive advantage.

Figure 6 illustrates how, at the firm level, economic growth can be modelled
as the outcome of a positive feedback loop from performance (customer value
creation) to governance structure (e.g. a contract) to profits (and other benefits)
to upgrading (profit reinvestment) and back to performance.

Micro and small agribusinesses in developing countries, including commercial
smallholder farmers, typically do not keep records and financial literacy levels
are often low. For the greater part, these small agribusinesses have only a vague
idea of their profitability. This complicates the assessment of their profitability
and the sustainability of any investment in boosting their productivity.

In VC development programmes, profitability assessments are frequently either
left out or executed faultily, commonly by setting the value of family labour and
land costs far below market prices (often at zero cost). However, profitability is
essential. It is the basic but often not fully assessed requirement for economic
development: growth requires profits.'

> It should be noted, however, that profits may not materialize immediately, as investment costs and
the time taken to learn new processes may initially have a negative effect (learning curve).
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@ ILLUSTRATION OF PRINCIPLE 1
4 The potato value chain in India

In India’s traditional potato value chain, typically there is no premium for qual-
ity and farmers are consequently not motivated to increase quality. When Pep-
siCo’s Frito-Lay wanted to buy potatoes that met its strict quality requirements
for the production of crisps, it faced a challenge. To meet Frito-Lay’s quality re-
quirements, farmers had to adopt a new potato cultivar (‘Atlanta’) that is suita-
ble for processing into crisps, adopt new farming practices based on a different
and more costly input mix and adopt new post-harvest practices, specifically in
terms of handling, grading and sorting, storage and transport.

Clearly, farmers would adopt these upgrading activities only if they resulted
in a commercially viable business. A study in West Bengal found that growing
potatoes for Frito-Lay resulted in a 20 percent increase in costs relative to oper-
ating in the traditional potato chain, but that this was offset by higher revenues
and resulted in gross margins 10-50 percent higher than those in the tradition-
al chain, depending on yields and market prices.

Moreover, the financial incentive was supplemented by capacity-enhancing
and risk-reducing elements under a contract growing scheme, a business mod-
el that PepsiCo has pioneered in India since 2001. These elements included:
free technical extension services; free crop monitoring (i.e. early disease de-
tection); guaranteed markets and prices; on-credit access to quality seed po-
tatoes and other inputs; and weather-based insurance. The model is facilitated
by vendors, local people hired by PepsiCo to act as a readily accessible liaison
between the farmers and the firm.

This combination of economic incentives drove a rapid growth of the
scheme, from 1 800 farmers producing 12 000 tonnes of potatoes in 2008 to
13 000 farmers producing 70 000 tonnes of potatoes in 2013. Interestingly, over
time the profit motive became less important than the risk-reduction motive.
Although the price of ‘Atlanta’at times fell to as little as half that of the tradition-
al cultivar, Jyoti’ (e.g. in 2012), farmers continued to shift to ‘Atlanta’ because
its yields are higher and more stable, and because its prices also more stable,
resulting in more-reliable returns. The potatoes that fail to meet PepsiCo’s qual-
ity standard (commonly 10-20 percent) can easily be sold by the farmer in the
traditional market.

There are clear signals that the traditional potato channel is also modern-
izing, likely in part as the result of a spillover effect from the development of
schemes such as PepsiCo’s. This modernization includes the growth of afforda-
ble cold-storage technology (linked to extension of the electricity grid), access
to price information through cell phones and adoption of improved cultivars.

Sources:
FAO (2009); Reardon et al. (2012); The Hindu Business Line (2012).
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Policy and project recommendations

» Assess the profitability impact of proposed upgrading strategy for all
key actors in the VC, including a financial risk analysis (sensitivity to
changes in key assumptions) and make sure they are in line with the Q Phase2:

. . Understanding
expected levels of behavioural change and poverty reduction.

O Phase 1:
Measuring
performance

performance
» Assess if the impact of the upgrading strategy in terms of net number of > Phase 3:
jobs (salary income) created, net tax income generated, and consumer Improving
performance

benefits provided is in line with expectations.

PRINCIPLE 2

. A ' Principle 2:
Sustainable food value chain development é SUSTAINABLE
is socially sustainable A
The development of sustainable food value chains requires oty
that the value added by upgrading has broad-based benefits SUSTAINABLE

for society and results in no socially unacceptable costs

The second dimension of SFVCD, social sustainability, refers to the critical aspect
of inclusiveness. Although inclusiveness refers to equitable access to resources and
markets and to having a voice in decision-making, ultimately it relates to equitable
distribution of the value added relative to the investments made and risks taken.
This is not only socially desirable but also amplifies the growth process through
multiplier effects. The exclusion of large groups within the overall population can
lead to social unrest, which undermines the sustainability of the upgraded VC.

Linked to the four economic impacts listed earlier under principle 1 (profits, in-
comes/jobs, food value for consumers, taxes), four dimensions of inclusiveness
can be distinguished.

1] The first dimension is the number of smallholder producers and SMAEs
that benefit from the upgrading strategy, i.e. that see their profits increase.
Recognizing that not all smallholder producers and SMAEs can handle the
upgrading proposed, the number involved should nevertheless be as great as
possible, starting with the most commercial smallholders and SMAEs. Par-
ticipation can be encouraged by either targeting support or by improving the
enabling environment so that a process of self-selection occurs.

2] The second dimension is the number and quality of jobs that are created as a
result of the upgrading strategy. These jobs include not only wage labour on
farms that have upgraded but also jobs further downstream (where much of
the value is added: post-harvest handling, processing, logistics etc.) and even
jobs in those non-agrifood industries that benefit most from the spillover
effects of increased income (e.g. local construction, small retail businesses
and consumer services).
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In VC development, jobs are the main path to escape poverty for the urban
and especially the rural poor (e.g. subsistence farmers, landless poor).

Creating a large number of jobs and creating high-quality jobs are somewhat
conflicting objectives. For example, one full-time job could replace several
part-time jobs, while one job at a higher wage (based on higher labour pro-
ductivity) could replace several low-paying jobs. In a normal development
pattern, the number of jobs in a particular economic activity declines (at
least in relative terms) while the quality of jobs improves.

3] Thethird dimension relates to the improved functionality of the food VC. High-
er efficiency and better distribution could bring larger volumes of lower-priced
food closer and on a more-reliable basis to poor consumers, including the
many smallholder producers who are net buyers of food. These upgrades re-

o~ duce the likelihood of price spikes for staple foods that have often led to social

unrest in the past (e.g. the 2009 rice price crisis). For the higher-income seg-

o™
— ment of the market, improved standards and adding more value through, for
Ten principles example, processing could bring a broader variety of more convenient foods
in sustainable N : iddle class. C talli level 1d benefit fi
food value chain o0 a growing middle class. Consumers at all income levels would benefit from
development safer and more nutritious food products. On the consumption side therefore,

food-VC development can lead to significant and broad-based benefits.

4] The fourth dimension, less direct in nature, refers to the use for social ob-

- jectives of the additional tax income generated by the upgraded VC. Tax
- revenues can be used to fund or subsidize transition-support programmes
= to assist those households that are excluded from commercial food VCs or
= remain stuck in low-paying or part-time jobs. By focusing on capacity-build-

ing elements such as education, access to loans and information, facilitation
of mobility and networking opportunities, such public programmes can fa-
cilitate a transition to more-rewarding employment opportunities. In addi-
tion, the additional tax revenues can support a social protection floor."

In all four dimensions, it is not just the number of beneficiaries that matters
for inclusiveness but also their distribution in terms of characteristics such as
gender, income, age, location (e.g. rural or urban) and educational level. The
more disadvantaged groups can benefit, the more socially acceptable and thus
the more socially sustainable the outcome is.

It is also important to assess the net overall impact. For example, if certain farm-
ers or SMAE entrepreneurs benefit from a particular programme or policy, this
may come at a cost to other VC stakeholders (workers, farmers, entrepreneurs
and consumers). Such costs are difficult to avoid in the context of developing

' The ILO defines the concept of a social protection floor as a social security guarantee that ensures
that over the human life cycle all have basic income security and can access affordable social ser-
vices in the areas of health, water and sanitation, education, food security and housing (ILO 2011).
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O ILLUSTRATION OF PRINCIPLE 2
4 The pineapple value chain in Ghana

Blue Skies Inc’s contribution to the development of Ghana'’s pineapple value
chain (VC) is a particularly successful example of social sustainability in food-VC
development. Blue Skies, a fruit processor, was established in 1998 by a foreign
direct investor with strong ties to supermarkets in Europe. Over the years the
company has grown, in part by scaling up its Ghanaian activities and in part by
replicating them in other countries (Brazil, Egypt and South Africa). In 2010, the
firm sold 3 800 tonnes of processed fruit (pineapple and other fruits) and gen-
erated sales revenues of US$24 million from its Ghana operations. Although
Blue Skies is not a social enterprise, it has promoted inclusiveness in the VC
without undermining its competitiveness. Value is captured by farmers, work-
ers, consumers and government, while negative externalities are minimized.

The supplier base of the firm is a relatively small group of around 200 com-
mercially oriented small-scale farmers. Although not based on an outgrower
scheme, and with the firm buying produce only after it has been graded at
the factory gate or collection point, Blue Skies is one of the few cases in which
smallholder farmers remained strongly involved after the 2004-2009 crisis in
the Ghanaian pineapple VC. At that time, in order to remain competitive with
South and Central American producers, Ghana switched to the new pineapple
variety that markets wanted. This switch was accompanied by a shift to large
plantation operations. Blue Skies continued to work with small-scale farmers,
providing free training, free technical support and interest-free loans for inputs
and equipment. Producers are paid without fail two weeks after delivery, at
an annually agreed upon price that is higher than the cost of production, is
adjusted for inflation and captures premiums associated with Fairtrade and
Ethical Trade Organic certification. All financial costs for certification are carried
by Blue Skies.

Blue Skies employs around 1 500 staff in its packing plant in Ghana, around
60 percent of whom are in permanent positions. In its recruitment, the pro-
cessor implements what it calls a pro-diversity strategy, as a result of which 40
percent of the management team (including the general manager) are women.
With salaries that are almost four times the minimum wage, a safe and healthy
work environment and extensive staff amenities, these jobs easily meet the
United Nation’s definition of decent work.

At the same, value is captured by consumers and government. Consumers
benefit from a high-quality, healthy, safe and ethically produced fresh product.
Blue Skies mainly produces fresh-cut fruit pre-packed for supermarkets in Eu-
rope, where the air-freighted product arrives on the shelves within 48 hours
from harvest. More recently, the processor started producing fresh juices for
the local market. As Blue Skies is a formal business, it pays 32 percent tax on its
net profits, which generates revenues for the Ghanaian government that help
finance the running cost of, and improvements in, the enabling environment.

Finally, Blue Skies has a strong environmental component to its operations,
thus reducing the societal loss of value added due to externalities. Around 50
percent of the pineapple production is certified organic. In addition, the pine-
apples are processed near the production area, which not only reduces the en-

)

) Phase 1:
Measuring
performance

) Phase 2:
Understanding
performance

) Phase 3:
Improving
performance

Principle 2:
SUSTAINABLE
FOOD VALUE
CHAIN
DEVELOPMENT
IS SOCIALLY

SUSTAINABLE




Lo

An Re 6

l ¢ DEVELOPING SUSTAINABLE FOOD VALUE CHAINS - GUIDING PRINCIPLES

Ten principles
in sustainable
food value chain
development

O ILLUSTRATION OF PRINCIPLE 2 (continued)
4 The pineapple value chain in Ghana

vironmental impact of transport but also reduces waste, because Blue Skies
recycles all of its food waste as compost that is returned to farmers. Similarly,
Blue Skies tracks its water and energy use per kilogram of output and constant-
ly aims to reduce its overall environmental footprint. Blue Skies has even paid
for an improvement of local roads, which benefits other kinds of economic and
social activity.

Sources:
Webber (2007); Blue Skies (2010, 2012); GIZ (2011); Wiggins and Keats (2013).

.

a particular VC, but they do necessitate complementary programmes to assist
those who do not benefit from other sustainable economic opportunities or
transitional measures that help such people avoid a “hard landing”

Also falling under social sustainability is the need to avoid socially unacceptable
outcomes beyond those associated with a possible non-equitable distribution
of costs and benefits. This relates to the institutions, i.e. the “rules of the game”
(business practices, policies, regulations and laws) such as, for example, those
relating to the working conditions on farms and in food processing plants, the
safety and nutritional value of the food and the treatment of animals during
production or slaughter. They also include broader sociocultural norms and
practices such as religion (e.g. halal or kosher processing or beef in India) or
preferences for freshness (e.g. live fish and poultry). These norms and practices
are increasingly codified in food product and process standards that determine
market access and competitiveness.

Policy and project recommendations

» Assess to make sure that the various benefits from SFVCD, i.e. profits,
jobs and food value, are equitably distributed across the VC, gender, age
groups, income class and society as a whole.

» Assess and minimize the likelihood of occurrence of socially unaccept-
able outcomes related to social institutions, cultural norms, safety and
well-being.
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PRINCIPLE 3
Sustainable food value chain development "
is environmentally sustainable q

Sustainability in food chains depends on minimizing
negative impacts on the non-renewable natural resources
on which the agrifood system critically depends

Perhaps more than any other type of VC, food VCs critically depend on and af-
fect the natural environment, especially at the production stage. In recent times,
this dependency has been highlighted by increases in climate variability and nat-
ural resource scarcity. A distinction should be made between critical environ-
mental dependencies that threaten the survival of the VC and thus need to be
tackled as soon as possible (e.g. overfishing leading to rapidly depleting stocks,
or the use of banned chemicals leading to market exclusion) and environmental
impacts that do not pose an immediate threat to the survival of the chain but
that should ideally be addressed gradually over time (e.g. carbon emissions be-
low the legal standard).

Reducing the risks of dependency and minimizing the environmental footprint
requires greater operational control throughout the VC. This can be achieved
by adopting improved practices (e.g. conservation agriculture) and through
various forms of upgrading (e.g. irrigation, greenhouses, contract farming and
public infrastructure).

The various elements of a food VC’s environmental footprint include:

1] its carbon footprint, e.g. carbon emissions from energy used in the manufac-
ture of fertilizer and for transport;

2] its water footprint, i.e. how much water is being used in the production and
processing of food;

3] its impact on soil conservation, e.g. the depletion of nutrients and the limited
availability of arable land;

4] its impact on biodiversity, e.g. loss of natural habitats and the risks associated
with large-scale monoculture;

5] food waste and losses, and the associated complex links to profitability, con-
sumer preference and packaging; and

6] release of toxins into the environment, i.e. poisonous materials released in
air, soil or water bodies at any stage in the food chain.

Both the public sector and the private sector increasingly need to track their en-
vironmental impacts and demonstrate progress on this front. This has increased
the importance of developing and tracking increasingly detailed environmental
standards. In turn, this implies the need to develop indicators that are, in practical
terms, quantifiable and meaningful. As the environmental footprint of a VC, or a
particular actor in the VC, becomes more measurable, it will become increasingly
feasible and mainstream practice to incorporate “greenness” as a production cost
that can at the same time create value and improve competitiveness.
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O ILLUSTRATION OF PRINCIPLE 3
4 The beef value chain in Namibia

With an exported volume of around 12 000 tonnes (2010), Namibia is a relative-
ly small player on the global beef market. As a result, it cannot compete purely
on price. Its unique production landscape, where cattle production takes place
in a delicate natural environment, made a differentiation strategy based on en-
vironmental sustainability a logical choice for increasing competitiveness.

Namibia’s dynamic and market-driven stakeholders in the beef value chain
(VC) collaborate through the Meat Board of Namibia, a public—private part-
nership. Through meetings, market research and technical support, the board
facilitates synergies at the VC level. It is in part through this board that the
Farm Assured Namibian Meat (FAN Meat) scheme was established. FAN Meat
markets free-range, hormone-free beef with guaranteed animal welfare stand-
ards. It combines good agricultural practices (GAP), good transport practices,
good veterinary practices and good manufacturing practices. GAP guarantees
customers that at least 70 percent of the animals’ diet is based on grazing. To
ensure that this grazing does not destroy Namibia's fragile ecological environ-
ment, e.g. through bush encroachment, or reduce alternate economic opportu-
nities, e.g. through loss of wildlife, the board promoted new community-based
pasture-management practices and individual ranch-management practices
through training and changes in the legal framework. A key element in this was
that the reduced pressure on natural resources was not fundamentally based on
reducing herds, but rather on better managing them (e.g. through the so-called
holistic management approach, which focuses on restricted movement of the
entire herd as opposed to the traditional approach of allowing the animals to
roam freely). This approach both increased the amount of meat produced per
hectare and reduced the environmental footprint of beef production.

The national strategy is embodied in the marketing strategy of Meatco, Na-
mibia’s largest beef processor. The firm launched its “Nature’s Reserve” brand in
September 2008, and shifted from selling wholesale to selling directly to high-
end retailers or food-service providers. The brand allows quality-conscious con-
sumers to distinguish Namibian beef from other supplies.

The success of this strategy is revealed by comparing the performance of
the Namibian beef sector to that of its neighbour, Botswana, which has similar
comparative advantages but has not adopted the same environment-based
product-differentiation strategy. Namibia’s exports have grown faster than Bot-
swana’s, especially in terms of volume. Namibia also exports more higher-value
fresh-chilled boneless cuts, sells more into high-end markets and sells at prices
that are 20-40 percent higher than those received for Botswana beef. With a
larger share of the total kill sold as “quality differentiated” Namibian beef cuts,
branded and packaged for retail, exporters have been able to pay their farmers
premiums of US$28 million per year above the prices received by comparable
South African farmers.

Sources:
van Engelen et al. (2012); FAO (2013a).
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Policy and project recommendations

» Assess in quantitative and qualitative terms to what degree the upgrad-
ing strategy reduces the environmental footprint of the food VC relative
to set goals and best practice benchmarks, and adjust the strategy till
these goals or benchmarks are achieved, subject to other (social and
economic) goals and constraints.

4.2 » UNDERSTANDING FOOD VALUE CHAIN PERFORMANCE -
ANALYTICAL PRINCIPLES

Unlike many other development approaches, VC development takes a holistic
perspective that allows the identification of the interlinked root causes of why
end-market opportunities are not being taken advantage of. The identification of
these root causes essentially implies a particularly broad and dynamic interpre-
tation of the structure-conduct-performance (SCP) paradigm (Bain 1956). This
paradigm calls for an in-depth understanding of the structure of the system, of
how this structure influences the conduct of the various stakeholders and of how
this results in an overall performance that changes the system’s structure over time.

Principles 4, 5 and 6 underpin the analytical stage of food-VC development.

PRINCIPLE 4

Sustainable food value chain development is "
a dynamic, systems-based process ‘
Only by identifying and addressing the root causes of v

underperformance in the system can truly sustainable
food value chains be realized at scale

Value chain development starts from the premise that a VC is a system in which
everything —every activity, every actor — is directly or indirectly linked. VC map-
ping is typically an essential part of the analysis of VC performance because we
must understand the VC holistically in order to understand its performance.
The VC does not operate in isolation; it is actually a subsystem that is linked to
other subsystems in an overall system. An agrifood VC is linked to and influ-
enced by market systems, the political system, the natural environment, farming
systems, infrastructural systems, legal and regulatory systems, the financial sys-
tem, global trade systems, social systems and many other subsystems.

As a consequence, the greatest opportunities for improving the performance of a
particular VC (i.e. addressing the root causes of core problems, the real reason why
something that appears to be a good idea is not happening) may lie in one of these
linked subsystems rather than in the chain itself. This interdependence can take
on intricate forms with cause—effect relations not always being straightforward.
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Several observations follow from this.

» First, in order to achieve impact at a certain point in the system, it may be
more effective to facilitate change at another entry point rather than directly
at the point where the impact is to be generated. For example, to increase
the market participation of farmers, it may be better to work with a bank to
provide finance or with a processor to set up contract growing than to work
directly with the farmers.

» Second, addressing an issue at a certain point may not have any effect on the
overall system if issues at other entry points are not addressed at the same
time. For example, training farmers in the use of a new piece of equipment
will not result in change if farmers have no access to working capital and

_ repair services. In other words, there is a need for integrated solutions, not
solutions to individual problems.

- This point is illustrated in Figure 7, which represents the flow of product (e.g.
™ raw farm products to finished food). In Figure 7(A), resolving bottleneck 1
Ten principles has little or no effect unless bottleneck 2 is addressed at the same time. For

in sustainable example, boosting farm productivity by providing higher-quality inputs will

food value chain have little impact if high transaction costs or low product quality hinder the

development marketing of the increased volume."” In fact, the impact may be negative:

the increased volumes may lead to the collapse of local market prices, which
may benefit rural consumers in the short term but discourages farmers from

Lo

becoming more commercially oriented in the medium term (Barrett 2008).
~o » Third, VC development focuses on those constraints that would have the
" greatest impact if resolved. Typically, these are points of leverage or binding
- constraints in the system where the impact of a change is greatest. The associ-
<

ated implication is that constraints must be tackled in the order in which they
become binding, i.e. a logical sequencing of activities is critical (Demont and
Rizzotto 2012). Thus, in Figure 7(B) point 3 is the leverage point as it constrains
the greater “flow” channel, whereas in Figure 7(A) point 2 is the binding con-
straint as it has the greatest impact on “flow” through the VC. For example, it is
costly and difficult to assist smallholder farmers and SMAEs individually, but
many small-scale actors in the VC can be reached simultaneously through lev-
erage points such as policies, service providers, market places and associations.
In Figure 7(C), point 6, an absent link, is the leverage point because it cuts
the VC off from a larger market. For example, linking smallholder farmers to
new, more remote urban markets that have greater absorptive capacity and
better prices may results in greater development opportunities than linking
them to smaller local rural markets, even if the constraint that needs to be
addressed is more challenging.

7 Demont (2013), for example, shows how the impact of national rice development strategies is un-
dermined by not investing sufficient resources in postproduction links and stages (value-adding
and marketing).
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FIGURE 7
Examples of constraints and leverage points in value chains
PRODUCTION AGGREGATION PROCESSING DISTRIBUTION CONSUMPTION

[B]

LOCAL
MARKET

BN |
i ® | i

[c]

GLOBAL
MARKET

Source: author.

The key point is that by starting from an understanding of the system as a whole,
more-effective and more-efficient support strategies can be developed.

The VC is a dynamic system and it is essential to understand its dynamics (how
the system evolves over time) and the factors that drive and (can) influence
them. There are positive and negative feedback loops that push the system in
particular directions. These can be desirable (e.g. cluster growth) or undesirable
(e.g. eroding competitiveness). It is possible to influence or even reverse some of
them (e.g. through government policies), while others have to be largely accept-
ed as waves that need to be ridden (e.g. changing consumer behaviour).

The primary factors influencing the dynamics of the VC include changes in mar-
ket demand, technology, available services, profitability, risk, barriers to entry,
large-firm behaviour, input supply and policy. The dynamic nature of VCs and
the environment in which they operate requires that VC development projects,
programmes or policies must be designed to be flexible and, like the VC actors
they support, able to adapt to changing circumstances.

Adaptability is the ultimate core competence for achieving great performance in
the VC. Furthermore, as change does not stop when a project stops, a case can
be made to take a continuous partnership approach rather than a fixed-duration
project or programme approach in addressing underperformance in a the VC.
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O ILLUSTRATION OF PRINCIPLE 4
4 The vegetables value chain in the Philippines

This case illustrates, at the level of a more narrowly defined value chain (VC),
how taking a dynamic systems perspective allowed the stakeholders to find
the most critical bottlenecks and leverage points at each successive stage of
the development of the VC.

As in many other countries, rapidly expanding supermarkets have been a
key driver of change in vegetable value chains in the Philippines. The Northern
Mindanao Vegetable Producers Association, or NorMinVeggies, is a new type
of market facilitator that functioned as a leverage point for sustainably link-
ing smallholder growers to these new retailers and other demanding markets.
With the assistance of the United States Agency for International Development
(USAID) and FAQ, it has done so by identifying and addressing sets of critical
constraints as they emerged.

1] Aggregation, capital and knowledge constraints: NorMinVeggies was set
up in 1999 by a group of determined famers. The unique feature of the as-
sociation is that it consists of two distinct but well-integrated types of farm:
tiny family-operated farms with little capital investment and (mostly still)
small-scale farms operated by independent part-time growers with some
access to capital and technology. Combining both types of farm in crop-
based marketing clusters for at least 12 different vegetables allowed family
farmers to learn from independent farmers and the latter to benefit from
increased aggregated volumes.

2] Quality constraint: Over the years, to meet the increasingly demanding
requirements of buyers, NorMinVeggies introduced quality assurance
schemes, production schedules and traceability systems. These are rigor-
ously followed by all members, with designated lead farmers act as coach-
es and quality managers. The system is transparent and the responsibility
for delivering quality and the benefits derived from this are shared equally
among members. Individually, small family farms would not have been able
to meet market requirements and post-harvest losses would have been far
greater (up to 25 percent).

3] Logistics constraints: In 2006, NorMinVeggies established a consolidation
centre to improve its efficiency. This centre created a leverage point not just
for marketing but also for the procurement of inputs and services. The same
year also saw a shift from bags to plastic crates for handling the produce,
forcing other traders to follow suit. The cost of the overall system, i.e. the op-
erational and managerial cost for the delivery of these various services to its
members, is entirely covered by the value-based fees (of 2-5 percent) that
members are charged, thus making the model commercially viable.

4] Market constraints: To avoid market dependencies, NorMinVeggies leveraged
its larger volumes and reliable quality to bypass various layers of traditional
middlemen and engage directly with a range of markets, including super-
markets, hotels, fast food chains and export, as well as traditional local and
wholesale markets. Each of these markets has different requirements, neces-
sitating constant adaptation to a changing market environment, but also al-
lowing NorMinVeggies to sell a range of quality grades to a range of markets.
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@ ILLUSTRATION OF PRINCIPLE 4 (continued) O Phase 1:
4 The vegetables value chain in the Philippines Measuring
performance
Over time, NorMinVeggies expanded its membership, output and range of Q Phase 2:
markets. Its membership gradually increased from 15 in 1999 to 178 in 2011 U:ﬂiﬂg’:‘igg
and now includes individual farmers, cooperatives, foundations and growers’ P
associations. Overall, a total of some 5 000 farmers are involved in the scheme. ? Phase 3:
The system’s efficiency allowed for both higher farmgate prices and lower retail ggﬁgm;% .
prices, thus creating additional net income for farmers and increased benefits
for consumers.
Sources:
Concepcion, Digal and Uy (2007); Sun Star (2011a, 2011b); author’s interview
with Michael Ignacio, Executive Director of NorMinVeggies (2007). Princlple 5:
\ SUSTAINABLE
FOOD VALUE

CHAIN
DEVELOPMENT

IS CENTRED ON

%I Policy and project recommendations GOVERNANCE

» Invest in high-quality VC studies that use primary data to identify the
root causes of observed underperformance. These studies should not
be rushed and should employ skilled and experienced analysts.

» Map the VC, indicating the main channels, types of actors, leverage
points and product flows in sufficient detail for strategic decision-mak-
ing, while avoiding distracting overcomplication.

» ldentify the dynamics of the VC system and discuss their strategic im-

plications.
PRINCIPLE 5
Sustainable food value chain development "
is centred on governance ‘
Strategies that take behavioural assumptions and governance b'

mechanisms, and the factors that influence them, into account
are more likely to result in high levels of impact

Achieving impact by improving the performance of a VC requires behavioural
change by the VC actors. Specific economic behaviour results from a specific set
of interconnected economic, social and environmental elements. These causal re-
lationships must be understood in sufficient detail and threshold values for bind-
ing constraints must be exceeded if a VC development programme is to change
VC actors’ behaviour. For example, training will not result in behavioural change
(and thus will have no impact) if the topic of the training is not the (only) binding
constraint or if the training is inadequate in terms of content or delivery.
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To put this another way, how actors in a VC behave (operate internally and in-
teract externally) depends on their incentives (prices of inputs and outputs, ele-
ments of risk, culture, personal preferences, attitudes and transaction costs) and
their capacities (financial, human, physical, social, informational, etc.). These
incentives and capacities will differ for different types of actor (e.g. small farms
versus larger farms, agribusinesses or food distributors; women versus men, old
versus young, rural versus urban; and so forth). Therefore, VC development
programmes must recognize the heterogeneity of actors involved in the VC.

For example, farmers will not adopt a new technology, even if it improves tech-
nical performance, if the risks are too high or its effect on profit is too small.
To illustrate further, increased fertilizer use may increase yields under normal
conditions but exposes a smallholder farmer to a greater risk. They will lose their
scarce cash if crops fail or if the increased harvest does increase revenue suffi-
ciently to offset the increased costs. In this situation, purchasing fertilizer would
represent an economically irrational decision on the part of the farmer.

Furthermore, recognizing insights from the farming systems literature, farm-
ers have to decide how to allocate scarce resources to a variety of farming and
non-farming expenditures and this must be taken into account in developing the
VC for a particular commodity. For example, a farmer may decide that payment
of school fees should take precedence over purchasing fertilizer. Thus, overcom-
ing all the root causes of low fertilizer use may require a combination of input
insurance, extension advice on efficient fertilizer use (e.g. in conservation farm-
ing), improved market linkages (e.g. contracts) and even loans for school fees.

In a VC context, incentives and capacities are in large part determined by the
nature of the vertical and horizontal linkages between the actors. Actors can
be linked to each other vertically through governance mechanisms that range
along a continuum from pure spot-market transactions, over contract mecha-
nisms and partnerships to vertical integration, where multiple links in the VC
fall within the boundaries of a single firm.

As the governance mechanism is a key determinant of how much benefit a VC
actor extracts from a transaction, it is essential that it represents win—-win solu-
tions for all parties in the transaction, thus aligning incentives along the VC and
facilitating behavioural change.

The nature of the governance mechanism is linked to the structure of the VC,
with firms at various links in the chain varying in terms of their size, financial
strength, network connections and access to information. In other words, actors
differ in terms of market power. Greater market power is typically associated
with firms that have the most influence over the VC (lead firms and channel
captains); these are often essential partners in any development strategy.

Collective action (or horizontal coordination) by smaller VC actors (e.g. small-
holder farmers or SMAEs) can both reduce differences in market power among VC
actors and lower transaction costs. The nature of business service providers (e.g.
inputs, finance, information and transport) and the broader enabling environment
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O ILLUSTRATION OF PRINCIPLE 5
4 The tea value chain in Kenya

The tea value chain (VC) in Kenya is one of the most successful cases of small-
holder farmer inclusion in a VC, both in terms of the number of farmers in-
volved and the degree to which they are included. This success is largely due to
the unique governance structure of the chain.

Climatic conditions make Kenya well-suited for tea production and its black
teas are a high-quality ingredient in the large-volume segment of the tea mar-
ket. About 60 percent of all tea grown in Kenya is produced by smallholder farm-
ers. Although smallholder yields are lower than estate yields (mainly because
of less intensive effort on the part of smallholders), small-scale tea producers
generate a good income from their tea because of its high quality and, mainly,
because they capture a larger part of the value added further downstream.

Smallholder tea growers bring their tea to buying centres, from where it is
transported to one of the 63 tea factories in the country. Each factory has about
60 buying centres (functioning as quality control points). Each buying centre
has five committee members elected from the farmers who deliver tea to that
buying centre. Six members of the factory board are elected from among the
buying-centre committee members, with the factory board supervising a pro-
fessional factory management team. The buying centre keeps a record of the
exact number of plants each farmer has and thus knows how much tea each
farmer is expected to deliver. Each tea factory is supplied by an average of
7 000 smallholder growers, each of whom has between 0.5 and 3 acres of tea.
Each tea factory is a separate company that is fully owned by some but not
all of the farmers that supply it. This is the result of a farsighted privatization
scheme. There are about 450 000 smallholder tea growers in Kenya, 150 000 of
whom are the exclusive shareholders of the factories.

The 63 factories in turn own the Kenya Tea Development Agency (KTDA).
All smallholder producers, including the 300 000 who do not own shares in the
factories, are required by law to sell through KTDA. KTDA has been a private
company since 2000. It provides inputs to farmers, provides human resource
services (management and secretarial staff) for the factories and markets the
tea. Most of the tea is sold at auction in Mombasa, but increasingly it is sold
directly to tea packers, including a growing contingent of Kenyan firms. One of
these Kenyan firms, Kenya Tea Packers (KETEPA), has KTDA as its majority share-
holder, so farmers even capture part of the value added at the packing level.

Since most of the profits made from the sale of smallholder tea flows back
to the smallholder tea growers, Kenyan tea farmers make far more money from
their tea than do their counterparts in neighbouring countries. For example,
not only are factory-gate prices for“made tea” (the processed tea in bulk) 10-40
percent lower in Rwanda, Uganda, and Tanzania than in Kenya, tea growers in
those countries capture around only 25 percent of this price, whereas Kenyan
tea growers capture 75 percent.

The governance system is not flawless. Although farmers are the legal
owners of the KTDA factories, decision-making at the factories is largely in the
hands of KTDA management. Rather than receive a regular shareholder divi-
dend, smallholders are paid a fixed amount at the time of delivery to the buying
centre and receive a bonus after the tea has been sold and the processing/mar-
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O ILLUSTRATION OF PRINCIPLE 5 (continued)
4 The tea value chain in Kenya

keting costs and KTDA management fees have been deducted. Dissatisfaction
(or impatience) with this payment structure, in part resulting from non-trans-
parent communication between KTDA and the farmers, has resulted in farmers
selling their green leaves not to KTDA but via hawkers to private companies
that pay them more at the time of delivery. It also resulted in the emergence
of the Kenya Union of Small-scale Tea Owners (KUSTO). Furthermore, KTDA's
business strategy, which is based on heavy reliance on a limited set of buyers
and little value addition (through their own packing), also exposes the overall
structure to considerable market risk.

Sources:
CPDA (2008); Knopp and Foster (2010); FAO (2013b);
KTDA website (http://www.ktdateas.com).
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(e.g. policies, programmes and public infrastructure) greatly influence the vertical
and horizontal interactions between actors in the VC. Thus, SFVCD efforts may
need to change also the behaviour of business service providers and public officials.

Trust, in the behaviour of other VC actors and in the effectiveness of the ena-
bling environment, is an overarching, precious asset driving the performance of
the VC. Lack of trust will hinder the performance of the VC. Corruption and
extortion, which drain off some of the value added in the VC, undermine the
emergence of trust. On the other hand, VC-wide collaboration in pre-competi-
tive space'® (e.g. through industry associations) can be instrumental in building
trust throughout the VC.

Policy and project recommendations

» Analyse in detail how value chain actors of different typology transact
vertically and how they collaborate horizontally.

» Identify the root causes for observed behaviour in terms of how farmers
and agribusiness entrepreneurs operate their businesses and how they
link to their suppliers and buyers (i.e. keep asking and answering the
“why” questions).

'8 pre-competitive space refers to an area where public and private stakeholders collaborate without
affecting their competitive position vis-a-vis each other. For example, various competing firms and
public-sector organizations may collaborate on a research and development project or on the
development of a national product image that all parties involved benefit from.
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PRINCIPLE 6
Sustainable food value chain development "
is driven by the end market ‘

Value is ultimately determined in the end market, and a"
therefore any upgrading strategy has to be directly
and clearly linked to end-market opportunities

Whether involving multinationals and global markets or SMAEs and local mar-
kets, the performance of the VC is ultimately determined by its performance in
an end market, where the value of the food item is determined by the consumer’s
purchase decision. Given that the VC should be geared toward specific end-mar-
ket opportunities, the identification and quantification of such opportunities is
the starting point for every successful strategy aimed at improving the perfor-
mance of a VC.

Consumers will base their decision on whether or not to purchase a product
on the intrinsic qualities (e.g. physical appearance, nutritional value, taste, con-
venience, brand, image, packaging and country-of-origin) and the price of the
product. Increasingly, however, consumers will also base their purchase decision
on the process by which the food item is produced and delivered at the point of
final purchase. Thus, considerations related to the environmental footprint and
social impacts (negative or positive) enter into the consumer’s decision process.

End markets for food are not homogenous. Different consumers have different
preferences. There are price- and quality-driven segments in the mass market,
and various segments in numerous niche markets. There are segments in lo-
cal, national, regional and global markets. There are segments in food retail and
food services (restaurant) markets, most notably modern (supermarkets) and
traditional segments. Size, growth, prices, competitiveness and critical success
factors (CSFs) vary widely across these various end-market segments. How a
VC’s (potential) strengths and (difficult to address) weaknesses align with the
various segments’ key success factors and how they measure up against compet-
ing offers (benchmarking) will point to its most promising opportunities.

By their very nature, markets are competitive environments that induce a Dar-
winian process in which, in the absence of market distortions (e.g. protective
policies), only the “fittest” farms and firms survive. In this context, it is impor-
tant to realize that all markets are global, in that competition with food products
from other countries is only as far away as the (often shrinking) cost of bringing
them into the domestic market, even though protective tariff and non-tariff bar-
riers may keep that cost artificially high.

In the modern VCs that increasingly dominate the food system, it is typically
the large processors and retailers that translate consumer demand into specific
requirements for suppliers. These requirements are increasingly captured in the
ever-changing and ever-more-demanding product and process standards em-
bedded in supply contracts and often associated with traceability requirements.
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However, although meeting these standards is necessary to gain access to a giv-
en market it does not guarantee successful market entry. A VC will be able to
enter the market successfully only if it has a unique selling proposition (USP).
Moreover, it will grow its market share and/or revenues only if it continuously
improves its USP. The USP, captured and signalled through branding, can be as-
sociated with the uniqueness of the product (e.g. geographic denominations), its
price, its high intrinsic quality, its high extrinsic quality (image), its availability
(seasonality or volume) and so on, or any combination of such characteristics.
As the USP is the outcome of all the activities along the VC chain-wide collabo-
ration is a critical factor in achieving competitiveness.

Finally, segments grow or shrink in long-term trends or sudden shifts, and the
CSFs in them change over time. For example:

» Changes in lifestyles caused by urbanization, income growth and technologi-
cal change, for example, result in changes in consumer preferences (typically
involving higher value and more convenient food products).

» Changes in market and trade policy (national, regional, global trade policies
and agreements) can greatly alter market opportunities.

» Natural shocks (e.g. droughts, floods and outbreaks of animal or plant dis-
eases) can suddenly change market conditions, e.g. by removing a key com-
petitor from the market or increasing demand for a substitute product.

» Changes in institutional food procurement and distribution (food purchased
and distributed through national or international organizations) can create
both threats and opportunities in the market.

» Changes in storage, transport or processing technology (e.g. processing cas-
sava for beer), changes in standards or the adoption of a particular standard
by a large player (e.g. a large retailer stocking only organic or Fairtrade pro-
duce in a particular product category) can cause sudden changes in food
market opportunities.

VC actors must thus target several market segments simultaneously (i.e. have a
sufficiently broad market portfolio) to reduce dependency risks. They must also
constantly track the evolution of the market so as to be ready to adapt to chang-
es, leave markets that are no longer of interest or enter new or emerging markets
to sustain VC performance.

Policy and project recommendations

» Identify and quantify specific market opportunities that can be realisti-
cally taken advantage of, ideally based on committed demand by par-
ticular processors or distributors.

» Indentify the critical success factors that underpin competitiveness in
the identified target market segments as well as the relevant competi-
tive advantages of the value chain to be upgraded.
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@ ILLUSTRATION OF PRINCIPLE 6
4 Therice value chain in Senegal

Rice is Senegal’s staple food. The country has a high potential for rice produc-
tion in the Senegal River valley but imports 60 percent of the 1 million tonnes of
rice consumed each year. There is thus a strong potential to develop a domestic
rice value chain (VC) that can take advantage of the clear end-market oppor-
tunity. While many Senegalese consumers consider local rice from the Senegal
River valley to be inferior in quality to imported rice, they also associate brands
with quality, as they are used to branded rice of superior quality imported from
Asia. Furthermore, recent market studies revealed that urban consumers were
willing to pay a premium of 17 percent for their preferred rice brands. Given
that 45 percent of buyers choose rice based on the bag it comes in rather than
on a close visual and sensory examination of the grain quality, branding and
brand recognition play a very important part in any marketing effort.

The main challenges in creating a competitive local rice VC are thus first
to improve the quality of the rice produced, second to aggregate production
and third to implement a well-designed marketing strategy. Critically, this has
to be achieved on a solid, commercially viable footing. Several initiatives have
been tried, with varying success. One such initiative that shows early promise
is Terral rice.

Terral is a new rice brand, owned by Durabilis, a Belgium-based impact in-
vestor, i.e. a company that invests in and manages businesses with the aim of
stimulating sustainable development in low-income countries. In 2006, Dura-
bilis started by producing drinking water, for which it established a distribution
system. This distribution system was subsequently used for distributing small
retail packs of rice under the Terral brand. The company is engaged through-
out the VC, in the production, processing, distribution and marketing of rice to
Dakar and other urban markets throughout West Africa. As such, it tackles the
challenges of quality, volume, financing and marketing directly.

The initial results are promising, with both suppliers and buyers eager to
engage with Durabilis. In 2011, Durabilis conducted a small trial by buying 200
tonnes of rice from a traditional market, subcontracting a miller to process it
and then packaging and marketing the rice to lower-income segments in the
Dakar market through its own facility. The milling involved installing a small
new mill, the most advanced in the region, which delivered cleaned rice equal
in quality to imported rice. In terms of branding, Durabilis chose a combination
of a local brand name (Terral means “welcome” in the local language) with an
international symbol inspired by India. This hybrid strategy allowed Durabilis
to target both the market segment that is sensitive to rice brands that are per-
ceived as being “local” and market segments that are sensitive to rice brands
that are perceived as being “foreign”. The trial generated US$100 000 in rev-
enue. In 2012, Durabilis followed up the trial by setting up a contract-farm-
ing scheme with 450 rice growers in 15 groups for two production cycles. It
processed the paddy rice through a subcontracted miller and marketed 626
tonnes of white rice. This resulted in sales of US$360 000. At the same time, 25
new jobs were created in operating and managing Durabilis’ rice operations.
Farmers are paid higher prices than in the traditional spot market and are paid
cash on delivery. Durabilis secured a loan from two non-profit social invest-
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O ILLUSTRATION OF PRINCIPLE 6 (continued)
4 Therice value chain in Senegal

ment funds (Root Capital and Alterfin) to cover the interval between paying
farmers and receiving payment from buyers.

Whether or not this model will be sustainable in the long run remains to be
determined. The main reason why this model might succeed where others have
failed is that the driver behind the VC development is an integral part of the
VC, not a temporary facilitator. Furthermore, realizing that economies of scale
are crucial in the low-margin rice market, Durabilis has ambitious plans and a
long-term development horizon. Plans to strengthen the supply base through
a corporate nucleus farm, to develop higher-value-added products such as for-
tified rice, and to set up its own milling facility all have the potential to increase
commercial viability and reduce the exposure to production and market risk.

Sources:
USAID (2009); Demont and Rizzotto (2012); Costello, Demont
and Ndour (2013); Durabilis website (http://www.durabilis.eu).

.

4.3 » IMPROVING FOOD VALUE CHAIN PERFORMANCE -
DESIGN PRINCIPLES

The first six principles describe VC performance largely in general terms. The
next four principles guide the process by which a clear and detailed understand-
ing of the current performance of the food chain can be translated into effective
and efficient programmes that support or facilitate VC development. This pro-
cess is arranged in three phases:

1] setting clear goals (vision) and developing an approach to achieving the goal
(core competitiveness strategy);

2] developing an action plan for technical, institutional and/or organizational
upgrading of the VC that can achieve results at scale; and

3] designing and implementing a monitoring and evaluation system that con-
tinuously tracks performance against the vision and that allows for adapta-
tions where and when necessary.
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PRINCIPLE 7
Sustainable food value chain development "
is driven by vision and strategy ‘

Only by carefully targeting realistic development goals v‘"
and targeting particular points and stakeholders

in the value chain can SFVCD be effective

A core strategy links analysis to implementation in SEVCD. A core strategy
indicates the main strategic thrust, i.e. a compelling theme that knits together
otherwise independent activities and focuses the energies of the various stake-
holders on the complementary strategic actions needed to realize a shared vi-
sion. In practice, complexity can hinder success. It is therefore important that
the chosen strategy and associated development plans are kept as simple as
possible even though the analytical stage will have highlighted the complexity
of the VC and its environment. Careful targeting of the strategy is essential to
achieve this simplicity.

The strategy must be targeted in three ways.

1] First, the strategy has to be built around a vision. This vision describes the
objectives of the VC development strategy and should be realistic, quanti-
fied as much as possible and acceptable, even inspiring, to stakeholders. The
vision must encompass the triple bottom line of economic, social and envi-
ronmental objectives (likely reflecting trade-offs), align with national devel-
opment plans and other ongoing support activities and be realistic, based on
an in-depth understanding of the VC system and the resources available for
support programmes.

Delivering the vision will require broad-based buy-in by stakeholders, polit-
ical will and entrepreneurial drive. Individual efforts and commitment from
political, community and business leaders often make the difference between
success and failure in VC development. SEVCD programmes must recognize
the realities of both the politics of government and the market power of large
firms in the agrifood subsector, and align these realities with the VC vision.

2] Second, the strategy has to be targeted at the right stakeholders. The ultimate
objective, from the public-sector perspective, is to address poverty and elim-
inate the associated problem of hunger, not just temporarily but sustainably.
This implies that VC development has to be inclusive of the poor. Inclusive,
however, does not imply a “no farmer left behind” strategy, nor does it mean
a direct focus on the poorest of the poor. Rather, the opposite should be
the case. Development efforts should focus on the most capable, driven and
commercially oriented of the smallholder farmers and SMAEs. Assisting
such farmers, e.g. in establishing marketing cooperatives, maximizes the im-
pact of each dollar invested in terms of sustainable growth.
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3]

Perhaps as many as half of all smallholder producers are subsistence oriented
(see, for example, Seville, Buxton and Vorley 2011). Such farmers are in ag-
riculture not by choice, but because it is their survival strategy. Such farmers
would benefit most from improvements in the enabling environment that fa-
cilitate their transitioning out of farming to other, more promising economic
activities, including wage-earning jobs, rather than from efforts to improve
their farming activities. Many of these activities and jobs can be created by
upgrading and expanding food VCs (e.g. in agro-industry).

Targeting the right stakeholders also implies working with larger agribusiness
or service providers, not as direct project beneficiaries but as key partners in
development. Channel captains, such as large-scale commercial farms, large-
scale food processors and supermarket chains, and key service providers,
such as commercial banks and input manufacturers, can provide the leverage
points to reach many smallholder producers or SMAEs.

Alternatively, development programmes can create an enabling environment
without targeting particular stakeholders. However, in practice this means
that an elite will capture the direct advantage. This is not necessarily a prob-
lem if that elite represents the most commercial smallholder farmers and
their facilitated growth creates many decent jobs and strengthens the food
supply, i.e. capture by the elite is merit-based, not political. Where the im-
proved enabling environment includes better-functioning markets for land
(e.g. through clear land titles and land investment regulations), subsistence
smallholder farmers may derive more income from renting out their land
than from farming it. Ultimately, whether directly targeted or self-selected,
a core of more-entrepreneurial farmers and agribusiness service providers
must be present to make SEVCD feasible.

Third, the strategy must target a set of upgrading activities in those parts of
the VC where the largest impact in terms of growth, poverty reduction and
greenness can be achieved (leverage points or root causes). Upgrading is dis-
cussed further under principle eight.

Policy and project recommendations

» Do not go from analysis to planning without first developing a realistic
vision for the value chain and a core strategy for realizing that vision that
(most) stakeholders in the value chain can buy into.

» Use careful targeting to ensure that value chain development strategies
and plans are as uncomplicated as possible; too much complexity can
hinder operational success.

» Target the stakeholders and points in the value chain or in the enabling
environment that would result in the greatest impact on competitive-
ness and sustainability.
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@ ILLUSTRATION OF PRINCIPLE 7
& The coffee value chain in Central America

This case illustrates how a project funded by the Inter-American Development
Bank used a well-targeted approach to sustainably strengthen the coffee value
chain in Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua after the
international coffee price crisis in the early 2000s. The model implemented had
three core components: access to markets, access to training and coordination
and building collaboration.

The project aimed to realize a vision of sustainably integrating small- and
medium-scale coffee producers into the specialty coffee market in the United
States. A group of coffee buyers in the United States was identified and these
firms became direct participants in the project.

The project selectively targeted cooperatives of smallholder producers who
grow coffee more than 1 200 metres above sea level (a requirement for spe-
cialty coffee) that already export at least 10 percent of their production, have
sound infrastructure for year-round operations, have an annual production
capacity of 150 tonnes or more, are financially stable and have access to wa-
ter and electricity. The coffee buyers in the United States were involved in the
producer selection process and committed themselves to purchase specified
amounts of coffee beans from these selected farmers as long as the set quality
standard was met. By targeting a smaller and more “elite” group of small- and
medium-scale producers, the project was more likely to succeed in persuading
farmers to produce high-value specialty coffee.

The project then supported the selected producers with matching funds for
investments in infrastructure (coffee washing stations) and technical assistance
focused on one central objective: meeting the quality needed to access global
markets for specialty coffee. In the process, links between coffee producers and
foreign buyers were established and strengthened.

This carefully targeted support strategy was successful, bringing about sus-
tainable economic, social and environmental improvements. Starting in 2003,
the project worked with 3 000 carefully selected producers to prove that the
model could work. It then increased the number of participating producers,
rising to 6 000 across ten cooperatives in its last year (2009). All of these produc-
ers were able to improve their productivity and coffee quality, thus securing
premium prices for larger marketed volumes. The project contributed not only
to increased export volumes at the country level but also to an increased share
of specialty coffee in total coffee exports; in Nicaragua, for example, this per-
centage jumped from 30 percent in 2003 to 50 percent in 2011. In turn, this led
to increased family income, job creation, better education for children (since
many of the beneficiaries spent the increased income on their children’s edu-
cation) and a reduced environmental footprint (as coffee waste during the wet
processing stage was reduced).

Source:
Fernandez-Stark and Bamber (2012).
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PRINCIPLE 8

Sustainable food value chain development "

is focused on upgrading

In value chain development, successful translation of a vision and strategy ""
into an effective plan that increases competitiveness requires a realistic and
complete set of carefully assessed and often innovative upgrading activities

Some form of (innovative) upgrading must take place to improve the perfor-
mance (competitiveness) of a VC. This upgrading aims to achieve one or more
of the triple bottom-line objectives: (1) to increase profitability by increasing ef-
ficiency and/or the value created in the end market; (2) to increase social impact
by increasing inclusiveness, broadly defined; and (3) to reduce the environmen-
tal footprint of the overall chain. In today’s end markets, competitiveness is in-
creasingly determined by achieving all three objectives simultaneously. Aiming
to do so increases the need for innovations that reduce the need for trade-offs
between the triple bottom-line components of sustainability.

The various forms of upgrading can be classified in terms of what is being up-
graded or what the upgrade aims to achieve. Classification in terms of what is
being upgraded includes: technology (e.g. improved seed); organization (e.g.
bulk seed purchase by a farmer group); network (e.g. contract farming linking
farmers to input and output markets); and institution (e.g. an improved seed
law). Classification by what the upgrade aims to achieve includes: process (e.g.
introducing a food-safety protocol); product/market (e.g. from traditional mar-
kets to supermarkets); and function (e.g. farmers integrating transport to the
market in their activities).

In practice, an upgrading strategy should be based on an integrated and syner-
gistic set of individual upgrades along the VC and/or in its enabling environ-
ment. This set of upgrades must address all the critical constraints standing in
the way of realizing the vision. If any of the critical factors is not addressed,
the VC development effort will fail. Each individual upgrading proposed must
be carefully assessed ex ante in terms of its anticipated impact on profitability,
society and the natural environment. However, although social impact is used
as an indicator of the performance of the VC, these upgrading activities are not
social support programmes but rather aim to achieve sustainable broad-based
improvements in competitiveness, i.e. there has to a be clear economic incentive
for adopting the upgrade.

Successful upgrading implies the upgrade is adopted by a heterogeneous group
of stakeholders, even if the strategy targets the more capable and commercially
oriented among the smallholder farmers. This will require a flexible and diverse
approach as different VC actors, e.g. young and old farmers, female and male
farmers, remotely located SMAEs and SMAEs in the urban periphery, greatly
differ in terms of their capacities and incentives.

Although technology leapfrogging (i.e. going straight to the latest technology
and bypassing older technology, such as using cell phones to transfer money
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@ ILLUSTRATION OF PRINCIPLE 8 b phase 1:
4 The ndagala value chain in Burundi Measuring
performance
While limited in scale, this case illustrates the sustainability of impact that can ) Phase 2:
be achieved through a simple but efficient technology upgrade. Understanding
The ndagala is a sardine-like fish caught from Lake Tanganyika. The fish is performance

dried and sold locally. It is the most important cured-fish product in Burundi. ? Phase 3:

In 2004, observing that a key bottleneck in the value chain (VC) was the L";rpfg’r‘gr;?]ce
drying of the fish directly on the sand along the beaches, an FAO project in-
troduced raised wire-mesh drying racks and trained producers in how to build
and use them. Drying fish on the sand is unhygienic and slow, leading to sig-

nificant post-harvest losses. Drying fish on the wire-mesh racks reduces drying
time from three days to eight hours, allowing processors to better handle sup-
ply spikes. Because the racks are a metre from the ground, the fish is far less Principle 8:

. . . . . rinciple 8:
likely to be contaminated or eaten by insects and can be more easily covered if SUSTAINABLE
it rains. The technology is also less labour intensive. FOOD VALUE

A review of the VC in 2013, nine years after the brief project ended, found S}ECIIETOPMENT
the upgrade to be sustainable along all dimensions. Rack-dried fish sells for IS FOCUSED
twice as much as sand-dried fish, while post-harvest losses are far lower and ON UPGRADING

the markets that can be reached are far wider. These benefits easily offset the
cost of the racks and significantly increase the incomes of the producers. Pro-
ducers increased the area devoted to rack-based drying from 1 to 5 hectares
between 2004 and 2013, and they continued to manage a rack-drying training
centre independently. New jobs were created in processing and distribution to
handle the new technology and increased volumes of dried fish. The number
of people directly involved in the drying operations, mostly women, increased
from 500 in 2004 to 2 000 in 2013.

At the same time, the fish supplied to consumers improved in terms of
taste, safety, texture, quantity and, because of the product’s longer shelf-life,
geographic reach into inland markets. The increase in fish supply has been
achieved with little increase in amount of fish caught, and consequently little
additional pressure has been placed on the lake’s fish population.

Source:
FAO (2013c).

\.

rather than having to visit bank branches) is often an interesting option, change
typically has to be gradual because too many simultaneous changes or the skip-
ping of critical learning steps may undermine the adoption of the upgrade.

It is thus not only the nature of the upgrade itself but also how it is delivered that
has to take heterogeneity of VC actors into account. This can require the use of
new and innovative ICT tools, finance products, training and educational pro-
grammes, phasing out of voucher programmes, changes in market infrastruc-
ture, information systems, extension models and so on.

The inclusion (targeting) of lead farms and firms that can champion the intro-
duction and spread of innovative upgrades, i.e. that can drive change, is critical.
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For example, if the objective is to upgrade the aggregation function of a VC,
which is critical for smallholder producers, the programme must reassess the
role of middlemen, possibly promoting more-coordinated, IBMs driven by cur-
rent middlemen who adapt to the new situation, by entrepreneurial lead farmers
or by new marketing intermediaries.

Policy and project recommendations

» Develop an upgrading action plan that incorporates a triple bottom-line
sustainability approach but does not mix pure social support with eco-
nomic development objectives.

»  Clearly establish the case for profitability for each proposed upgrade us-
ing realistic assumptions in terms of the likelihood of adoption and the
level of impact.

» Plan enough time and resources to work through the unavoidable learn-
ing processes and make sure there is a clear exit strategy in the case of a
limited duration project-based approach.

PRINCIPLE 9

Sustainable food value chain development
is scalable

Achieving scale, i.e. transformational change,

will require that interventions focus on points of leverage
or put in motion a demonstration and replication process
that is based on realistic assumptions

s '4
""

Value-chain development is not about working with small groups of VC actors
in small geographic areas (“pampered little islands of excellence”), but rather
aims for impact at scale. This implies increasing the profitability of the majority
of the (potentially commercial) actors in the VC; creating thousands of jobs;
and increasing exports or substituting imports by double-digit percentages
(“moving the needle”). In order to achieve this level of impact, facilitation and
support programmes must work either through the levers in the system (e.g.
policy, large-firm behaviour, institutional change or provision of business devel-
opment services) or through the multiplication of a particular upgrade whose
commercial viability has been proven, demonstrated and publicized and that
subsequently spreads through replication. Levers and replication can also be
combined to achieve scale, in that a model proven successful at the (local, small)
firm level can adopted by a national-level organization (e.g. association or large
agribusiness).
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@ ILLUSTRATION OF PRINCIPLE 9
4 The dairy value chain in Afghanistan

The dairy value chain (VC) lends itself particularly well to both scaling up and
replication. Scaling up can be driven by larger volumes of milk flowing into
collection centres as a result of increased numbers of suppliers and of farmers
increasing the number of milking cows they keep, both of which are encour-
aged by the regular cash flows associated with commercial milk production. In
addition, the milk-collection-centre model can be replicated in new areas and
adding value through processing creates additional income-generating op-
portunities. The FAO-assisted integrated-dairy-schemes approach in Afghani-
stan has been particularly successful in this respect.

Following the successful development of integrated dairy schemes in three
areas of Afghanistan (Mazar-i Sharif, Kunduz and Kabul), the scheme was repli-
cated a fourth time in Herat. Funded by the Government of Italy, the scheme es-
tablished an interdependent set of collection points run by farmer cooperatives,
a feed mill and a processing plant in Herat. Small-scale farmers with 1-5 milking
cows organized themselves in village-level cooperatives. These in turn were or-
ganized into a dairy union. The union manages the milk collection system, a
feed mill and a dairy plant as a vertically integrated system that links farmers
directly to consumers. Value addition is the core driver of success in this mod-
el. In this, the farmers were assisted both by an increase in the capacity of the
government and the private sector to deliver business services such as artificial
insemination and extension, and by improved inputs for dairy farming. The final
products coming out of the plant include value-added products such as fresh
pasteurized milk in bottles or bags, yoghurt, cream, buttermilk and cheese.

Over 2 000 farmers, organized in 12 cooperatives, joined the scheme, which
ran from 2007 to 2013. On average, farmers increased the amount of milk they
delivered from 4 to 12 litres per day. The feed mill, which found markets among
union members and non-members, thrived and had by the end of 2012 build
up a cash reserve exceeding US$100 000. Although the completion of the dairy
plant, which is essential to the overall commercial viability of the scheme, was
delayed, it has since steadily increased its intake and was by 2013 operating at
60 percent of capacity (i.e. sufficient for commercial viability). Thanks to superi-
or product quality and a loyal customer base, the scheme even survived a pred-
atory pricing strategy by dairy-product importers, thus further demonstrating
its resilience to market shocks.

Although external support ended in 2013, it is fully expected that the Herat
integrated dairy scheme will follow the success of the other three schemes,
which have continued their operations independently since 2010. From a so-
cial sustainability perspective, the scheme has been particularly beneficial for
women, who receive and control almost 90 percent of the income from raw
milk sales and used the income to pay for food, clothes, health care and educa-
tion for their families.

Source:
FAO (2013d).
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Scale is critical not only because a larger (positive) impact is desirable in and of
itself but also because upgrading is often facilitated by a shift to a larger scale of
operations. Economies of scale, reduced transaction costs and increased market
power greatly enhance both the capacities and incentives that drive various up-
grading processes.

There are vertical and horizontal dimensions to scale. Typically, there is an in-
crease in scale at one level of the chain (e.g. emergence of large supermarket
chains) that subsequently creates both the opportunity and the challenge to
increase scale at other levels (e.g. emergence of farmer cooperatives). The VC
evolves from many players conducting many small-volume transactions to few
players conducting fewer but larger-volume transactions, whereby the larger
scale simultaneously allows for and drives innovations and dynamics.

Policy and project recommendations

» Demonstrate how the VC development programme will achieve impact
at scale along the three dimension of sustainability (and what that scale
likely will be), based on realistic assumptions.

PRINCIPLE 10
Sustainable food value chain development ‘@"
is multilateral

Successful upgrading of a food value chain requires coordinated and ""
collaborative efforts by the private sector, as the driver of the process,
and the public sector, donors and civil society as its facilitators

Given that the overall performance of a VC is dependent on a variety of organi-
zations, a programme to improve its performance will likely be most successful
if it involves a multilateral effort with a clear differentiation in the roles played
by the different stakeholders. Development approaches that expected either the
public sector or the private sector to carry the burden almost unilaterally have
largely failed.

In the 1960s and 1970s, government was expected to be the key driver, com-
monly implementing an import substitution strategy and managing marketing
boards. This approach proved fiscally unsustainable, and in the 1980s structural
adjustments programmes transferred the burden to the private sector.

Following the failure of the private sector to emerge as the driving force to the
degree that was expected, in the 1990s non-governmental organizations came to
the fore in development efforts. When the 2008 grain price crisis showed the per-
sisting vulnerability of staple food VCs, there was a tendency for the public sector
to re-engage directly in VCs and again become the driving force. It is unlikely that
such efforts would be more successful today than they were in the 1960s.
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There is thus a need to explore explicit multilateral approaches to overcome the
deficiencies of these various unilateral approaches. The basic model that likely
holds most potential is one whereby, driven by a joint vision and overall strat-
egy, the private sector and the public sector each take the lead in specific areas.
The private sector should be the driving force in increasing value creation (e.g.
meeting demand for food products, creating decent jobs, increasing shareholder
value and minimizing the VC’s environmental footprint). The public sector, in-
cluding donors and civil society, plays a facilitating and regulating role, focused
on improving the business-enabling environment, e.g. laws and regulations,
public infrastructure, policy, research and development.

This model implies a shift in the development support approach from short-
term publicly funded projects to long-term co-funded partnerships. Rather than
get directly involved in the core VC and/or impose an upgrading from the top
down, the public sector takes on a facilitating role that leaves the private sector
(the entrepreneur) in the driver’ seat.

Facilitation can involve both more or less permanent efforts, such as selected
extension or market-information services, temporary (catalytic) efforts aimed
at “priming the pump,” such as start-up support (e.g. loan guarantees, one-oft
grants and voucher schemes that gradually phase out) or the facilitation of new
linkages within the private sector (neutral broker).

Even though led by the public sector, these facilitation efforts are best delivered
through PPP approaches. Where the public sector is a direct participant in the
VC, e.g. as a food buyer (for ministries, emergency food aid or food reserves),
it can use its procurement power to facilitate upgrading activities that allow tar-
geted actors in the food VC to become more competitive in private food markets
and have a strong impact on economic, social and environmental bottom lines.

Value-chain development takes time and focuses on the creation of long-term
shared value that plays out all along the VC and is expressed in the intangible
characteristics of the final food product. Coordinating the efforts of the various
stakeholders is, therefore, an essentially continuous effort that is greatly facili-
tated through the establishment of PPPs and interprofessional associations. The
latter, also referred to as VC committees or commodity councils, involve stake-
holders all along the VC (actors, service providers and government) cooperating
in pre-competitive space.

These multilateral associations facilitate information exchange and learning re-
lated to the challenges facing all stakeholders, providing a platform for discus-
sion and consensus-building where a joint vision and strategy can be developed
among stakeholders. Established by law and mostly driven by the private sector,
they can take on many additional roles, including, for example, commission-
ing studies, establishing industry codes of practice or standards and conducting
promotional campaigns and advocacy. Advocacy also has a global component,
whereby representatives of the public and private sectors join forces in dealing
with the regional and global governance institutions that affect them, such as
international food standards.
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O ILLUSTRATION OF PRINCIPLE 10
4 The salmon value chain in Chile

The emergence and resilience of Chile’s salmon value chain (VC) is largely the re-
sult of strong collaboration between the public and private sector and their long-
term commitment to a shared vision. However, environmental challenges remain.

Emergence

The emergence of the Chilean salmon VC can be traced back to Fundacion
Chile, a non-profit technological think tank created in 1976 by the Chilean gov-
ernment and the ITT Corporation. Chile’s comparative advantages for salmon
farming (e.g. suitable climate and extensive coastal water resources) induced
Fundacidn Chile in 1982 to establish Salmones Antdrctica as a limited company.
After a long, painstaking process of trial and error, working closely with farm-
ers, government agencies (e.g. on licensing and sanitary standards) and public
research institutes (e.g. on feed formulation), Salmones Antdrctica demonstrat-
ed the commercial viability of salmon farming in Chile. As a result, private-sec-
tor investment grew rapidly and the growth of the salmon VC took off, with im-
pressive results. Chile became the second largest producer of farmed salmon
in the world after Norway. The value of exports grew eightfold, from US$291
million in 1993 to US$2.4 billion in 2008. The ratio of value-added product
(smoked salmon fillets, for example, as opposed to tailless, headless salmon
carcasses) increased from 23 percent to 69 percent of total salmon industry
exports between 1994 and 2004. Even though some traditional capture fishery
jobs were lost as salmon farming expanded, about 45 000 (2006 estimate) new
jobs offering more stable income were created in the extended VC, resulting in
a strong positive impact on poverty.

Resilience

When a major infectious disease outbreak in 2007 exposed serious weaknesses
in the rapidly growing salmon VC’s disease control measures, a rapid response
coordinated jointly by the public and private sectors ensured that such meas-
ures were quickly implemented and enforced, thus reversing the decline in
harvested volumes caused by the disease. At the same time, long-term efforts
involving the government, the industry and the financial sector introduced
new production models, laws and regulations that greatly strengthened oper-
ational control and compliance with process standards in the VC.

Socio-environmental challenges

Whether or not the salmon VC in Chile represents a fully sustainable food VC
is not clear, as environmental issues (impact on marine ecosystems) and social
issues (worker conditions) have not yet been fully assessed. However, several
Chilean fish farms received a Best Aquaculture Practices certification in 2013,
which appears to indicate that these issues are being addressed.

Sources:
UNCTAD (2006); Alvial et al. (2012); Niklitschek et al. (2013);
SeafoodSource.com (accessed July 2013).
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Policy and project recommendations

O Phase 1:
» Recognize the complementary synergy-creating roles played by the Measuring
. . P . . . performance
public sector, the private sector and civil society in the upgrading food
value chains and facilitate the emergence of a joint vision and strategy. Q Phase2:
Understanding
» Facilitate the emergence of continuous partnerships between the pub- performance
lic and private sectors and civil society. O Phase 3:
Improving
performance
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The VC development approach reflects the cumulative and progressive outcome
of development thinking and learning from practice over the past 30 years. It
provides a sufficiently broad and flexible framework to make it relevant for and
adaptable to many economic development challenges. VC development’s focus
on addressing root problems in underperforming systems ensures that the re-
sulting development strategies and plans (policies and support programmes)
have the potential to efficiently address poverty and food security in a significant
and sustainable way.

Given the prevalence of the approach, however, it surprising how little critical
reflection there has been on whether VC development has had a greater impact
than some alternate approaches (e.g. those focused on solving specific prob-
lems outside of a systems context, or those that blend social and developmental
objectives).

Part of the problem is that in VC development it is often difficult to link out-
comes and impacts such as poverty reduction to activities and to assess the scale
= and sustainability of the outcomes. This is due to the inherent complexity of
VCs and to the fact that impact often occurs, and hence can only be measured,
after support programmes end. Measuring impact would thus require further
e funding. This increases the cost and therefore reduces the number of impact as-
sessments performed. For example, in a study of 30 donor-funded VC projects,
Humphrey and Navas-Aleman (2010) found little independent systematic eval-
Potential and uation of impact beyond simple project activity and output verification. Beyond
limitations this, assessing the developmental impact of VC interventions appears to quickly
enter the realm of anecdotal evidence and wishful thinking. This is a weakness

of VC development that has yet to be addressed.

Value-chain development in practice is not without its challenges and limita-

b tions. These include the following:

(O]

D; » First, there is no common understanding of the VC development concept or
< agreement on how to implement it. For example, in a critical review of the

VC approach within the United Nations system, Stamm and von Drachenfels
(2011) find that member agencies do not have clear definitions of the VC
development paradigm that are well-communicated internally. This in turn
undermines external transparency.

As a result of the lack of a universal understanding, many development ef-
forts are fashionably branded with the VC label, yet violate one or more of
the principles of VC development as defined here. They do not, for exam-
ple, address root problems, do not start from a clear market opportunity for
creating added value or do not target farms and agribusiness that have the
potential to be commercially viable (but rather focus on pure subsistence
farming). Such mislabelled efforts often involve much direct intervention by
the public sector or they critically depend on public support without a clear
or realistic exit strategy.
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» Second, the emphasis in VC development is often still on the economic and
financial aspects, with social and environmental impacts being considered
only peripherally if at all. Even though this is now changing, a conscious
effort is required to ensure the sustainability of the upgraded VC in social
and environmental terms. The risk that then could emerge, especially in the
absence of a common understanding, is that VC development is confused
with social support or environmental protection programmes which are of a
fundamentally different nature.

» Third, VC development is complex and time-consuming, and taking short
cuts comes at a price. In practice, however, time and other resources are often
insufficient to holistically assess the complex VC system, resulting in flawed
designs for development projects and programmes. Trust and learning, key
ingredients in VC development, do not emerge overnight.

VALUE CHAIN
. .. . . . . . DEVELOPMENT
Economic activity, especially in the agrifood sector, is a cyclical process that HAS GREAT
takes time and is exposed to external shocks that can lead to setbacks, e.g. ES}E/{\ILTSI(A)\L

drought, social unrest and political change. That development of food VCs LIMITATIONS
is typically supported through rigidly structured, short-duration (3-5 year)
projects worsens the problem at an operational level and points to long-term
partnership approaches as perhaps a better way forward in SEVCD.

» Fourth, VC development is a fragmented, “one-chain-at-a-time” process that
has three well-recognized blind spots:

1] Decision-making by actors: Many development efforts targeting food
VCs do not achieve sustainable impact because they are too narrowly fo-
cused on the commodity at hand. This is especially relevant at the farm
level. Farmers are typically not specialized in a single crop (e.g. because
of crop rotation) or even in crop production (combining it with livestock
or fisheries), and their decisions in one particular VC depend on their
decisions in other VCs. To change a farmer’s behaviour in a particular VC
(e.g. to get them to sell maize into a particular market) there may well be a
need to also promote change in another VC (e.g. to provide a market op-
portunity for soybeans). In other words, there is a need to better integrate
farming systems thinking into efforts to develop food VCs.

2] VC development versus food system development: Achieving broad-
based developmental impact by facilitating growth in a particular VC
requires taking a broader look at interactions of all food VCs at the
food-system level. For example, the mechanization of maize production
may result in more jobs being lost at the farming level than it creates at
other links in the VC. As another example, developing the palm oil VC
to supply bioenergy markets may take land away from food production,
possibly driving up food prices and undermining overall food security.
As these are socially undesirable outcomes, there is a need for careful
selection of VCs to target and for complementary programmes that allow



~0
[J}
o
c
<

DEVELOPING SUSTAINABLE FOOD VALUE CHAINS - GUIDING PRINCIPLES

Potential and
limitations

for the anticipated negative impacts of the development of a particular
food VC to be offset by other simultaneous developments in the food sys-
tem and beyond (development of non-food VCs, self-employment, trade
and so on).

3] Synergies across VCs: Making food VCs perform well from a sustaina-
bility perspective depends in large measure on their interdependencies.
Examples here include: aggregating the demand from various food VCs
may create the critical mass that makes the provision of certain services
or inputs commercially or fiscally viable; linking VCs that produce raw
agricultural commodities at different times of year may provide the year-
round supply of materials to be processed that makes certain types of
processing economically feasible; clustering comparable links of different
food VCs (e.g. in a food processing zone) may stimulate learning and
create an important leverage point for the food system as a whole; and
having markets for by-products from a particular food VC in other (food
or non-food) VCs may greatly affect profitability in the supported VC.
There is a need to create and exploit these synergies as much as possible.

In summary, some issues go beyond the scope of VC concept. These include: as-
sisting those households and SMAEs that cannot be realistically included as the
VC becomes more competitive; the effective and efficient delivery of public goods
and services that are not commodity specific; the role of nutrition in consumer
health; and the management of natural resources and food security at the na-
tional level. These various limitations of the VC development approach highlight
the need for the public sector to engage in broad-based national development
programmes, transitional strategies, safety nets and other social support mecha-
nisms, nutritional awareness campaigns and targeted environmental programmes
that not only complement VC development efforts but even guide them.

FAO’s SFVCD handbooks, of which this booklet is the first being published, aims
to start addressing these challenges. It offers some clarity and practical advice to
facilitate better formulated policies, better designed and implemented projects
and programmes and more and higher-quality assessments of the sustainability
of the impact of SFVCD.
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Conclusions

The ultimate objective of SEVCD is to contribute significantly to a broad-based
improvement in the welfare of a society, for both the current and future gen-
erations. For the specific situation of VCs in the food system, this publication
presents a concept, an analytical framework, a development paradigm and a set
of ten principles that explicitly incorporate the multidimensional nature of the
concepts of value added and sustainability.

The value added in VCs is captured in five ways: returns to asset owners; wage
incomes; benefits to consumers; tax revenues; and impacts on the environment,
broadly defined. This breakdown of the value-added concept allows for perfor-
mance assessments that go beyond competitiveness and inclusion of smallhold-
er farmers. Rather, impact is simultaneously assessed against the three dimen-
sions of sustainability: economic, social and environmental. Broad-based wealth
accumulation, the number and nature of direct and indirect jobs created, an
improved food supply, a strengthened tax base and a lighter environmental foot-
print of food production and distribution all contribute to the performance of
afood VC.

Value chain development cannot solve all problems in the food system. Food
VCs cannot provide incomes for everyone, cannot incorporate trade-offs at the
food-system level and cannot entirely avoid negative environmental impacts.
Public programmes and national development strategies are needed to address
these limitations. However, such programmes and strategies are largely financed
through tax revenues generated by VCs, thus placing VC development in gen-
eral, and SFVCD in particular, at the heart of any strategy aimed at reducing
poverty and hunger in the long run.
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Several concepts that are related to the VC concept are described briefly in this
annex. The years in parentheses indicate when these terms began to be used in
economic development literature. Although these terms are often used inter-
changeably, they represent different notions.

Filiere/commodity chain (1950s)

The filiére (or commodity chain) approach historically focused on linking pro-
duction systems to large-scale processing and final consumption from a mostly
technical perspective. A filiére maps and quantifies physical product flows from
one actor to the next and assesses aspects such as transport and storage logis-
tics and technical conversion ratios in product handling and processing. The
approach has its origins in the former French colonies, where it was used to
improve export chains for commodities such as coffee, cocoa and cotton. Since
the 1980s the approach has been broadened by including generation and distri-
bution of income among actors, as well a behavioural model for actors (incen-
tives and capacities), collective action, market power, overall chain governance,
including sectoral organization and institutions, and spillover effects on the wid-
er economy. As such, the concept has become similar to the VC concept. Key
references are Lauret (1983) and Moustier and Leplaideur (1999).

Subsector (1970s-1980s)

A (food-based) subsector approach usually starts from a particular agricultural
raw material (e.g. maize) and maps out, quantifies and analyses the various com-
peting channels through which this material is transformed into intermediate and
final products that are sold into their various markets. The concept of competing
channels, each defined by particular technologies and trading relationships, al-
lows for a deeper understanding of the competitive changes within the subsector
than is offered by a filiere approach. The subsector is seen as a dynamic system
in which the heterogeneity of economic actors and their position in the various
channels are recognized. By taking a view of the entire subsector, the location
of the actors (especially micro and small enterprises) within the subsector and
™ the relationships between the actors, the approach identifies points of leverage in
order to derive cost-effective and inclusive development strategies. As such, the

- subsector approach is a direct precursor of the VC concept but lacks the latter’s
Lo explicit treatment of the elements of governance, globalization and end-market
» focus. Key references are Haggblade and Gamser (1991) and Staatz (1997).

(O]

= Supply chain (1980s)

&5 Supply chains are multifirm collaborative arrangements designed to create val-
= ue through integrated effort by accomplishing five critical flows: product, ser-
< vice, information, finance and knowledge.” Logistics is the primary conduit of

product and service flows in the supply chain, spanning the domain from the

19 Knowledge here refers to the ability to use information in a practical sense.
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original production of the raw materials to the presentation of the final products
in a retail outlet. It includes aspects such as packaging, information systems,
equipment and facilities capacity, transport, storage, regulations and insurance.
Supply chains can be assessed at the level of the individual firm (procurement,
conversion and distribution) and at the overall chain level (e.g. traceability sys-
tems). The trends of globalization and industrialization have greatly increased
the opportunities and challenges in supply-chain management, which emerged
as a field of practice in the 1980s. Feller, Shunk and Callarman (2006), Blanchard
(2010) and Bowersox et al. (2013) provide good introductions to the concept.

Porter’s value chain (1985)

Unlike the VC concept as presented in this publication, Porter’s VC concept is a
firm-level concept (Porter 1985). In particular, it facilitates the systematic assess-
ment of what unique characteristics a firm has or can develop to create competi-
tive advantages that allow it to profitably sell a similar quality product for less or
to sell a differentiated product for more than its competitors. The increased value
that is created is shared between the firm (profit) and the consumer (satisfaction
or savings). Competitive advantage, and thus value-creation opportunities, can
be found or created through five primary activities (inbound logistics, outbound
logistics, operations, marketing and customer service) and four support activities
(firm infrastructure, human resources management, technology development
and procurement). As such, Porter’s VC is a business strategy tool, the main ob-
jective of which is to help managers decide how to profitably increase the com-
petitiveness of the firm. It does not assess value added at the level of the entire
chain. Porter’s VC concept was recently expanded to incorporate the shared-val-
ue paradigm, which takes a broader and more long-term perspective on creation
of competitive value (Porter and Kramer 2011). Specifically, it incorporates the
value that is created at other points in the VC, and especially for society over-
all, which both strengthens critical supplier-buyer linkages and creates value for
consumers. The shared-value concept brings the two VC concepts closer togeth-
er, especially in terms of sustainability, even though assessment of the compet-
itiveness of the individual firm and facilitating managerial decision-making re-
main the central objectives of Porter’s shared-value concept.

Global commodity chain (1994)

The global-commodity-chain concept combines the concepts of value added
and globalization. It emphasizes the growing importance of global firms (re-
tailers and brand marketers) and how they coordinate the activities of the var-
ious firms in production and distribution networks that stretch across multi-
ple countries (Gerefli and Korzeniewicz 1994). As such, the concept highlights
the importance of understanding final consumer markets as key drivers of VC
dynamics. Governance of a VC is seen as being influenced by three main fac-
tors: (1) the complexity of the information needed to coordinate transactions
along the chain; (2) how easily the transaction information can be codified (e.g.
through standards); and (3) how capable suppliers are of meeting the transac-
tion requirements (Gereffi, Humphrey and Sturgeon 2005).
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Net-chain (2001)

The net-chain concept merges the concepts of the supply chain and the network
of a firm. It is defined as a set of vertically layered networks of horizontal ties
within an industry (Lazzarini, Chaddad and Cook 2001). The main focus is on
interorganizational collaboration and its impact on coordination, quality man-
agement and, ultimately, value creation. As such it relates mainly to the vertical
and horizontal linkages in VCs, with added value derived from an improved
(optimized) architecture along both dimensions: governance along the verti-
cal axis, collective action along the horizontal axis and actor-support-provider
linkages along both axes. Uptake of the concept has been limited in the econom-
ic development field.

(Inclusive) business model (2005)

The business model is a narrower concept than the VC. It is mostly seen at the
level of the individual firm and how it approaches value capture and growth (e.g.
franchising and ownership are two different business models for retail expan-
sion). In economic development, it is used to study the nature of a particular
link in the VC. Most notably in food chains, the focus is on the critical and
often chain-wide weakest link between smallholder producers and their direct
buyers. The ongoing revolution in the food system is pushing for ever-increasing
levels of coordination in chains for both staple food and high-value foods. This
makes working through traditional middlemen who purchase raw agricultural
materials via unplanned spot-market transactions an inadequate business mod-
el. Rather, it calls for the development of new models with greater coordination
capacity in which either traditional middlemen take on new roles or where new
types of marketing intermediaries emerge (e.g. lead farmers, specialized new
entrants and marketing cooperatives). By incorporating new financing, knowl-
edge-sharing, input access and output marketing approaches, these innovative
models may allow for the inclusion of large numbers of smallholder producers,
in which case they are referred to as inclusive business models (IBMs). Another
important link from a development perspective is that between a food processor
and poor consumers, in which innovation in products and distribution model
(e.g. fortified foods and new retailer networks) can bring healthy foods with-
in reach of poor consumers (IBMs of the bottom-of-the-pyramid type). A key
driver behind the growing importance of the business-model approach in both
research and real-world application is that the business model is a much more
manageable and quickly implemented concept than the VC approach, which
includes far more elements (all actors, all channels and all environmental ele-
ments). However, even though the business model focuses on the specific com-
ponents of a specific link in the chain, it will still, as in VC development, search
for root causes of underperformance and for elements of upgrading strategy
wherever they may be located in the VC or its environment. Jackman and Breeze
(2010), Kubzansky, Cooper and Barbary (2011), FAO (2012) and Lundy et al.
(2012) provide good introductions to IBMs.
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Food system (2008)

The food system is a broader concept than the food VC, involving all processes
and infrastructure required to feed a population. It comprises all food VCs that
affect a selected set of food markets (e.g. those in a particular country). As such,
the dimensions it adds are the synergies that are created by developing common
elements across various VCs, be they non-VC-specific service providers (such as
logistics firms), elements of the enabling environment (such as land-title laws)
or links between different food chains (such as a by-product in one chain being
an input in another chain). Food systems can have various subsystems — global
or local, conventional or organic, large-scale or niche and so on. The food sys-
tem also adds an overall societal perspective, including food security, health,
nutrition, employment, research, education, protection of the natural environ-
mental, trade-offs between the multiple objectives of agriculture (food, feed, fuel
and fibre) and so on. It thus has political, economic, social and environmental
dimensions. An analysis of the overall food system is an important step in VC
development, especially in terms of VC selection and maximizing the impact of
public support programmes. More on the food systems concept can be found in
Ericksen (2008) and in Reardon and Timmer (2012).

Landscape system (2010)

The landscape-system approach combines geographical, natural and socio-eco-
nomic elements to tackle economic, social and environmental challenges re-
lated, in particular, to the use of natural resources (ecosystem preservation).
The object is to develop a deep understanding of how multiple uses of natural
resources (land, water, plants and animals, air, etc.) are interrelated in a giv-
en location, based on which strategies can be designed that are more likely
to simultaneously increase food production, improve household welfare and
reduce the environmental footprint. The approach is not new, but is gaining
importance. An elaboration on this approach can be found in Lee et al. (1992)
and Sayer et al. (2013).
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Aimed at policy-makers, project designers and field
practitioners, this publication provides the conceptual
foundation for a new set of FAO handbooks on
sustainable food value chain development. It defines
the concept of a sustainable food value chain,
presents a development paradigm that integrates
the multidimensional concepts of sustainability

and value added, highlights ten guiding principles,
and discusses the potential and limitations of the
approach. By doing so, this handbook makes a
strong case for placing sustainable food value chain
development at the heart of any strategy aimed at
reducing poverty and hunger in the long run.
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