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Glossary?

This glossary includes definitions of terms frequently used in the ValuelLinks manual and
trainings. It is meant to help understanding and facilitate the communication between the users
of the methodology.

Business linkage

Value chain operators relate to each other both horizontally, among similar enterprises at the
same stage of the value chain, as well as vertically between suppliers and buyers at different
stages. Vertical business linkages are the market transactions between operators. They range
from once-off transactions in a traditional street market (so called arms-length relationship) to
order contracts and the vertical coordination. In a value chain map, vertical business linkages
are visualized by arrows. Service provision and subcontracting are business linkages as well,
but differ from the vertical business linkages along the value chain because service providers
and subcontractors do not become owners of the product that defines the value chain. Hori-
zontal business linkages range from informal networks of entrepreneurs to formal cooperative
enterprises.

Business model

The business model is the combination of product/markets, internal business operations and
organization, technology employed, supply and marketing links that an enterprise uses to run
its business, and to succeed and grow. The types of value chain operators shown in the value
chain map use a similar business model.

Business operations

Business operations are the activities performed by enterprises to run the business. They com-
prise of technical processes, such as harvesting, milling or packaging, and commercial activi-
ties. They are grouped together in particular business models (also see value chain stage).

Cluster / economic cluster

An economic cluster is a geographic concentration of enterprises which are closely connected
to one another in a particular production region. An example is the value chain actors of the
cut flower export business settling close to buyers and an international airport. A straight-for-
ward definition is: A cluster is a value chain that is concentrated at a particular location.

Commodity

Commadities are bulky, natural resource-based products that are traded internationally either
in raw form or after having gone through basic industrial processing. Important agricultural
commodities include grains (rice, wheat), soybeans, green coffee, cocoa, palm oil, cotton and
white sugar (see global value chain).

Competitiveness

At the micro level, the competitiveness of a value chain is determined by hard comparative
advantages, such as the location, the availability of primary resources and the labour costs as
well as by soft conditions, such as the entrepreneurial competence. At the meso and macro
levels, competitiveness is a function of value chain coordination and governance, the existence
of support service providers and the business enabling environment. The latter can be sum-
marized as the systemic competitiveness of the value chain.

! For financial terms see the glossary in volume 2 of the ValueLinks manual
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Development partnership with the private sector

A development partnership with the private sector is a joint venture of a company with a gov-
ernment body to implement development activities, in this case value chain development, in
which both sides contribute resources. The public partner defines the criteria that need to be
fulfilled before engaging in the partnership, such as a clear contribution to development policy
objectives, mobilization of private funds that otherwise would not be invested and the long-
term commitment of the company to the development of the value chain at stake. The concept
differs from conventional public-private partnerships (PPP), which do not necessarily address
the sustainable development agenda.

Embedded service

In an embedded service arrangement, operational services are delivered in combination with
a basic business transaction, i.e. the sale of a product or a loan contract. The basic idea is to
pay for the service as part of the business linkage. An example is the combination of technical
advice with the sale of machinery or inputs. Embedded service arrangements between busi-
ness partners can include third parties, such as professional service providers.

Environmental impact, type 1

Type 1 environmental impacts are the negative impacts of a value chain on the environment,
such as water pollution, emissions, deforestation or unsustainable extraction of biological ma-
terial from ecosystems

Environmental impact, type 2

Type 2 environmental impacts are the negative impacts of degradation, increasing scarcity of
natural resources and climate change on a value chain.

Global value chain

This is the value chain of a globally traded good. Production, trade and consumption span
several countries. All value chains of agricultural commodities essentially are global value
chains, even though they serve domestic markets at the same time.

Governance

Governance is the setting, monitoring and enforcing of norms and rules with which the stake-
holders in a collectivity manage their common affairs. The collectivity can be a value chain
(thus value chain governance) or a local, national or global community of people interested in
resolving a common problem or promoting a common goal. Basic types of governance include
markets, networks and hierarchies.

Lead actors in value chain development

ValueLinks distinguishes between three types of lead actors who engage in value chain devel-
opment: private (lead) companies, government bodies and (UN or bilateral) development
agencies. The motivation to enter into value chain development activities varies for each type.
Each uses different program or project formats.

Lead company

Enterprises that have a powerful position in the value chain can be lead companies. This
means that they not only buy and sell products but also set rules and influence the way other
operators pursue their business.

ValuelLinks 2.0 Glossary Xi



Macro level

The macro level of the value chain includes the relevant government institutions, major provid-
ers of public utilities, such as water supply, and the judiciary that determine policies, and reg-
ulate the conditions for doing business in a country together. Only part of these institutions are
specific to a particular value chain.

Market

In ValueLinks, the end market (or final market) is the group of customers that buys and con-
sumes the end product that defines the value chain. The end market can be segmented into a
series of markets by differentiating the types of consumers. In many value chains, there are
intermediary markets for raw or semi-finished products. In such cases, different types of oper-
ators together constitute a group of customers i the intermediary market.

The term market is also used to describe a particular type of governance. Market transactions
can take different forms depending on the character of the goods traded (e.g. commodities,
perishable products, investment goods or services) each connected to particular rules of ex-
change. Market transactions not only comprise the act of buying and selling but also the ex-
change of information (also see business linkages).

Market failure

Generally speaking, market failures occur, when market transactions lead to undesirable re-
sults, dond work properly or do not come about altogether although both sides would benefit.
Referring to value chains, market failures are the result of a lack of value chain coordination,
business linkages characterized by asymmetric information, lack of transparency, lack of trust
and the absence of shared rules and quality standards.

Meso level

Within a value chain, the meso level includes the specific private and public actors providing
regular support services or representing the common interest of the value chain, such as busi-
ness associations.

Micro level

Within a value chain, the micro level comprises of the value chain operators and the operational
service providers.

Operational service / operational service provider

Operational services are those services that either directly perform value chain operations on
behalf of the value chain operators or are closely connected to them. Many operational ser-
vices are not specific to the value chain but generic in nature, such as transport, maintenance
or accounting services. Operational service providers entertain business linkages with value
chain operators but dond become owners of the product themselves. In the value chain map
the service relation is distinguished from the vertical business linkages between operators by
using a different type of arrow.

Operator
See value chain operator.
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Scoping of value chains

Before engaging in value chain studies or value chain development activities, lead actors have
to define the boundaries of the system to be addressed. In the absence of a generally accepted
classification of sectors, subsectors and value chains, this is a design task. The scope of a
value chain development activity can reach from entire economic sectors to small end market
segments. Starting from a sector, scoping means differentiating specific products and end
markets. For example, the horticulture sector can be differentiated into flowers, plants, vege-
tables and fruits. Each category may be broken down further. The result of scoping is a deci-
sion on a specific product and its market(s) that define a value chain.

Sector / subsector

An economy can be divided into sectors following different criteria. For ValueLinks, we define
sector along broad product categories, such as the agri-food sector, forestry sector, the ap-
parel sector and the tourism sector. Sectors can be further broken down into subsectors and
value chains. The reach of a value chain development program is determined by a scoping
exercise.

Services

Services are immaterial products delivered by a service provider to a client. Services differ
from physical products because delivery and consumption of services are closely intercon-
nected. One important distinction is between private services delivered to private clients, and
public benefit services delivered to groups of people in their collective interest. In value chains,
it is necessary to distinguish between operational services and support services. Another cat-
egory is membership services provided to insiders of an organization, e.g. a cooperative or
association.

Standard / standard system
The International Social and Environmental Accreditation and Labelling Alliance (ISEAL) de-

fines a standard as a Adocument t teaues,pgudelines d e s ,
or characteristics for products or related processes and production methods, with which com-
pliance is not mandatory. o6 Standards refer to

p

standard system i s At heespomsibléferthe activides iavblvedinthea ni s at i

implementation of a standard, including standard-setting, capacity building, assurance, label-
l ing and monitoring.o

Strategic options for value chain development

ValueLinks suggests a series of pathways for transforming a value chain. They are structured
according to the economic, environmental and social development goals of value chain devel-
opment. Most value chain development strategies are a combination of several strategic op-
tions.

Supply chain / supply chain management

The basic concept of a supply chain is similar to that of a value chain. The difference is that
the supply chain refers to the (upstream) sourcing and (downstream) marketing linkages of an
individual enterprise. Therefore, supply chain management is a tool for business planning and
logistics rather than a development concept. However, the supply chain strategy of a lead
company can have significance for the value chain as a whole.

2 www.isealalliance.org
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Support service / support service provider

Contrary to operational services, support services do not directly support (or perform) basic
functions in a value chain. Instead, they refer to general investment and preparatory activities
benefitting all or at least several value chain operators simultaneously. Support services there-
fore provide a collective good shared by the value chain actors. Typical examples are the
setting of professional standards, provision of information, trade fairs and export marketing,
research on generally applicable technical solutions, vocational training or political advocacy.
Support services are often provided by business associations, chambers or by specialized
public institutions. They belong to the meso level of the value chain.

Transaction cost

Apart from the cost of production and marketing at each stage of the value chain, the business
linkages between suppliers and buyers engender transaction costs. These include the costs
of search for business partners, for seeking information and screening the market, and for
negotiating, monitoring and enforcing contracts. High transaction costs are often a result of
market failure and overall inefficiencies, such as weak infrastructure and low market transpar-
ency.

Upgrading / value chain upgrading

The term upgrading denotes the economic development path of a value chain. In the ValueL-
inks terminology, upgrading is one of several value chain development strategies. Upgrading
improves the overall efficiency and competitiveness of the value chain. Conventionally, product
upgrading means the innovation, diversification or improvement of the end product. Process
upgrading is the improvement of production and distribution technology and logistics. Func-
tional upgrading means the shifting of value chain functions from one value chain operator to
another, for example shifting primary processing to farmers. All forms of upgrading have a
direct bearing on the business models of the operators.

Value added

Value added is a measure for the economic value created in an economy. It is equivalent to
the total value generated by the operators in the chain (chain revenue = final sales price *
volume sold). The value added per unit of product is the difference between the price obtained
by a value chain operator and the price that the operator has paid for the inputs delivered by
operators of the preceding stage of the value chain and the intermediate goods bought from
suppliers of inputs and services who are not regarded part of the value chain. Thus, only part
of the value added remains in the chain (= value captured), another part is captured by suppli-
ers external to the chain.

Value captured

This is the part of value added that remains within the value chain and is cashed in by value
chain operators.

Value chain
A value chain is

1 A sequence of related business operations (functions) from the provision of
specific inputs for a particular product to primary production, transformation,
marketing, and up to the final sale of the particular product to consumers. This is
the functional view on a value chain.

1 A set of enterprises (operators) performing these operations i.e. producers,
processors, traders and distributors of a particular product. Enterprises are linked
by a series of business transactions in which the product is passed on from
primary producers to end consumers.
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According to the sequence of functions and operators, value chains consist of a series of value
chain stages.

Value chain actor

This is the general term for all individuals, enterprises and public agencies related to a value
chain, in particular the value chain operators, providers of operational services and the provid-
ers of support services. In a wider sense, certain government agencies at the macro level can
also be seen as value chain actors if they perform crucial functions for the governance of a
particular value chain.

Value chain development

Value chain development is the active promotion of a value chain supporting its development
and gradual transformation towards a sustainable (green and inclusive) economy. It is the lead
actors who take on the role of promoting and facilitating value chain development.

Value chain development strategy

The value chain development strategy refers to the value chain as a whole. It describes the
aspired changes in the value chain to be realized within a couple of years, and that are needed
to reach development objectives (also called vision). Very often, several programs and projects
contribute to the development of a value chain in parallel, each focusing on specific strategic
options for value chain development and on specific value chain solutions. Most value chain
development projects thus pursue partial strategies only.

Value chain function

This is a higher level term that refers to the functional definition of the value chain. Value chain
functions include the sequence of business operations and of value chain stages.

Value chain governance

For one, value chain governance refers to the way business linkages are structured along the
value chain. Following the terminology defined by Gary Gereffi, we distinguish between market
governance, modular value chains, captive relationships and vertical integration. Market gov-
ernance means that products change hands in a once-off interaction. In a modular value chain
an independent supplier makes products according to buyer specifications. Captive relations
and vertical integration are forms of governance, in which small suppliers depend on a much
larger lead company.

Value chain governance also refers to norms and rules addressing common concerns for sus-
tainability. Sustainability governance of value chains is achieved by standard systems often in
conjunction with public policies. When value chains coordinate the setting and enforcing of
rules with local or national communities to address an issue of common interest (e.g. natural
resource management), we speak of co-governance. In this case, both governance systems
address the same issue.

Value chain map

The value chain map is a chart visualizing the micro and meso levels of the value chain. Fol-
lowing the definition of value chain it consists of a functional map showing the value chain
stages combined with a map of the value chain actors and their relations. ValueLinks defines
specific symbols for the value chain stages, end markets, value chain operators, business
linkages, subcontracting relations, operational and support service linkages and the support
service providers. Value chain mapping can, but does not necessarily, include the macro level
of a value chain.
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Value chain operator

The enterprises performing the core functions within a value chain are called value chain op-
erators. Typical operators include farmers, small and medium enterprises, industrial compa-
nies, exporters, wholesalers and retailers. They have in common that they become owners of
the (raw, semi-processed or finished) product at some stage of the value chain. There is a
difference between operators and operational service providers, the latter being subcontrac-
tors of the value chain operators.

Value chain solution

To achieve a value chain development strategy, different elements of a value chain have to be
altered. Solutions refer to improved business models of operators, business linkages, service
provision, financing arrangements, to quality and sustainability standards and to improved pol-
icies. ValueLinks modules 5 to 10 contain possible solutions for the changes to be made in the
value chain (see the second volume of the Value-Links 2.0 manual).

Value chain stage

Connected business operations are summarized into value chain stages (or chain links). For
example, the sequence of land preparation, field management, harvesting and post-harvest
handling is conventionally taken together as the stage of primary agricultural production. The
specific separation of value chain stages differs between value chains and follows from the
classification of value chain operators and their business models. Processing of raw material
may be differentiated into several separate (e.g. primary and secondary) processing stages.
Value chain stages are indicated by hollow arrows in the value chain map.

Vertical coordination / vertical integration

Vertical coordination means formalizing business linkages through written agreements and
contracts. A case in point is contract production in which suppliers and buyers closely coordi-
nate their business operations. In extreme cases, one party is entirely controlled the other (also
see value chain governance).
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Introduction into ValueLinks 2.0

Value chains - a key perspective on development

Sustainable development is about transforming t o d a yastesul, mequitable economies to
more sustainable and inclusive societies. The current consumption and production patterns
waste talent by keeping the poor and young from taking economic opportunities. They discard
resources by pursuing inefficient practices in mobility, housing, energy use and nutrition, and
they damage the ecological foundations by overexploiting natural resources and polluting the
environment. There is a widespread consensus that the current mode of economic develop-
ment involves very high ecological and social risks. Persistent poverty, growing social inequal-
ity and increasing resource scarcity will lead to economic instability and trigger conflict.

To change course, the global community has agreed on the Agenda for Sustainable Develop-
menttur gently calling for fAbold and transfor
bl e and r e3sThd agemdatdealp with & global challenge, not with developing coun-
tries catching up on delays in their economic development. It requires a transition to sustaina-
ble approaches in all countries T creating new ways of organizing production and consumption
patterns worldwide. It is about a fundamental change, not just about mitigating local symptoms
of crises.

The sustainable development goals aim at no less than at transforming our world addressing
the economic, environmental and social dimensions of sustainability simultaneously. The sus-
tainability agenda builds on the understanding that the problems are interlinked and that pro-
gress in one sustainability dimension relies on the achievements in the others. Transformation
means systemic change of production and consumption, which implies the parallel change of
economic processes, technology, social behavior and institutional structures. No single gov-
ernment, company or social organization could bring about the change on its own. Individuals
and organizations react to each other and to the conditions of the socioeconomic system that
they themselves constitute through their interaction. The change thus has to come from within
these systems. It will be the outcome of collective efforts and involve all participants likewise.
In this sense, the sustainability agenda provides a vision but not a design of a sustainable
future. It indicates a direction while it is the inherent momentum of economic systems that
drives their evolution.

Any approach to implementing the agenda for sustainable development has to take a systemic
view shining a light on the intertwined social, economic, technical and institutional factors.
Clarifying the conditions for transformation towards sustainability should help intervening ac-
tors better understand the underlying dynamics and enable them to act.

There are different options to achieve this, depending on the perspective taken. One approach
is located at the level of international agreements and policy programs. It looks for possibilities
to strengthen political coalitions for sustainability. Another focuses on a national or regional
economies, or on spatially defined economic systems, such as urban agglomerations, the uti-
lization of watersheds or fishing grounds.

The manual at hand takes commercial products and markets as its starting point. Value chains
are technical, economic and social systems at the same time. They connect the spheres of
production and consumption, therefore being classic fields of policymaking and regulation.

3 https://sustainabledevelopment.un.org/post2015/transformingourworld
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They encompass highly localized foods systems as well as economic networks spanning in-
ternational borders. On the agenda for sustainable development, there is no way around trans-
forming the value chains that constitute local and national economies and ultimately the global
economy as a whole.

The value chain concept

Very broadly, value chains can be defined as socioeconomic systems that include all enter-
prises cooperating to serve a particular market. The enterprises forming the value chain inter-
act constantly 1 buying and selling products and services, exchanging information and coop-
erating to pursue shared interests. The enterprises are the core of a wider value chain com-
munity that consists of private associations, specialized service providers and industry-specific
public organizations providing support.

Two terms are very close if not synonymous to value chain: industry and economic (sub)sector.
A similar concept, with some qualifications, is the economic cluster. These notions refer to
particular groups of goods and services as well as to the markets for these products, and they
include all economic actors that play a role in the production and consumption of the goods
concerned”.

There is an important difference between value chains and supply chains: In contrast to a value
chain or industry, the supply chain is bound to one particular company and denotes its back-
ward supply linkages. Organizing the supply chain of a company is a managerial task while
improving a value chain builds on the collaboration between partners in the industry at large.
Being composed of enterprises, the value chain includes the supply chains as smaller sub-
systems®. By looking at the entire business community of an industry, value chains include the
meso level of the economy while supply chains refer to individual companies at the micro level.

The definition applies to all types of value chains, from very simple local systems to the most
differentiated global production networks. As soon as operators divide the tasks to make a
consumer good and rely on each other to reach final markets, their cooperation constitutes a
value chain. Thus, value chains come in a wide variety of shapes and sizes. As with all open
social systems, there are no exact limits. The value chain becomes visible as an analyst de-
fines the scope of the system based upon the specific interest and in response to the interac-
tion within the value chain that he/she observes®.

Nevertheless, we can differentiate between types of value chains. One aspect is industry struc-

ture: Value chains based on natural resources and agriculture are often linear in structure,

characterized by one type of raw material and a narrow range of product variants as in the

case of coffee. Value chains of manufacturing industries rather have a network structure as

the final products contain many components and supply linkages branch out accordingly. Ser-

vice industries,such as tourism have yet anothercetdtouctur
in the interaction with customers. Other criteria to classify value chains include the degree of

integration and intensity of interactions along the chain and their location. Value chains within

one country have to be distinguished from global value chains that cross national borders.

4For more on the definition of value chains, see the introduction into module 1. The description of its
systemic characteristics follows in module 2.

5 For definitions and the terminology around value chains, see the ValueLinks glossary.
6 The scoping and selecting of value chains is a subject of module 1.
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Value chains as complex socio-economic systems

Markets and the conditions of doing business are changing constantly. To survive and be suc-
cessful, enterprises have to adapt their business processes, review their relations to partners
and position themselves vis-a-vis competitors. The structure of a value chain is the result of
self-organization in response to a multitude of factors related to the natural environment, trust
and social norms, power relations and the available technology and infrastructure. While these
factors influence the behavior of the value chain actors, the same actors also shape the con-
ditions of value chains by creating new technical solutions and agreeing on rules for coopera-
tion. A value chain thus is a self-organizing socio-economic system. It is not created by a spe-
cific actor but emerges from cooperation. Value chains are open systems because they are
embedded in a wider economy and cultural context. They exchange materials and energy with
the natural environment. Value chains evolved in early economic in parallel with the exchange
of goods and an increasing division of labor.

The systemic nature of value chains is essential. We have to understand why and how a value
chain works before we can think of influencing its development. The idea is to utilize the con-
cept in order to relate to the economic world as it exists and to look for a leverage point to
improve it. Value chain development has to deal with the complexity of an economic system
that is driven by largely uncontrolled market forces.

Value chains in development policy

Market-based development and the involvement of the private sector have been widely de-
bated by international development actors since the UNDP report on making business work
for the poor’ in 2004. The key argument is that markets and economic growth are essential for
alleviating poverty, the creation of jobs and, ultimately, the income of poor people. The pro-
poor growth concept builds on the premise that only economic growth and the market success
of poor people provide a solution to the poverty problem. Economic inclusion of the poor i be
it as producers of food or as workers in labor-intensive manufacturing processes i evokes the
value chain concept: Promoting the growth of markets and value chains provides opportunities
for the poor and can help lifting them out of poverty.

Another line of debate is about the impact of globalization on the socio-economic development
of low-income countries. On one side, the increasing scope and importance of global value
chains have opened up windows of opportunity for marginalized countries that, for the first
time, had a chance to join global production networks as suppliers to multinational companies.
On the other side, globalization has intensified the competition taking it to every corner of the
planet. The question is whether the poor can actually gain from participating in global value
chains or whether they get trapped in the race for cheap labor. In any case, development policy
addresses labor conditions and environmental issues in numerous initiatives that aim at intro-
ducing sustainable practices into global value chains.

The value chain concept also plays a role in addressing environmental degradation and biodi-
versity loss. For one, consumers increasingly judge commercial products by their ecological
footprint which is determined by the processes applied to making the product. Sustainable
consumption is only possible by taking account of the natural resources consumed along the
value chain. At the same time, value chain development offers a perspective for realizing the
economic value of ecosystems: Finding ways to market landscape beauty or collected produce
from the wild attaches additional value to these resources and helps protecting them.

7 See the story in UNDP, 2008, and the website http://growinginclusivemarkets.org
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The role of markets and private sector involvement was confirmed by the UN resolution Trans-
forming our world: the 2030 Agenda for Sustainable Development of September 20158. It de-
fines 17 Sustainable Development Goals (SDGs) to be achieved by the world community by
2030. In the descriptionsof SDG1 ( i Not ypoo)v,ert he UN st ates that #fth
engine of economic growth, has a major role to play in determining whether the growth it cre-

atesisinclusive and hencecontribut es t o poverty reduction. o As it
enterprises are part of value chains. The economic success of the poor presupposes their
integration into markets. SDG9 (ABui l d resilient infrastructure.
ization and foster innovationo) ex pdcascofsmblly r ef er
scale industrial and other enterprises, in particular in developing countries, to financial services
including affordable credit, and their integrat

i nclusive and sust ai nebbjeetiveeotSOD@ & Btonomigdevelapméntd i s
along value chains alsohas aroleinSDG12 (AEnsure sustainable consu
tion patternso).

Independent of the question whether or not the term value chain itself appears in the develop-
ment agenda, the concept is useful to operationalize the reference to markets and the role of
the private sector. Because of its versatility and systemic nature, the value chain concept helps
addressing the interactions between economic development and social inclusion, as well as
the interactions between economic growth and the environment.

Value chain development methodologies

In the early 2000s, the term value chain started to show up in the vocabulary of the international
development community and has been used widely ever since. The value chain concept is not
a fad. Its importance lies in the fact that it describes the economic reality in a way that allows
handling the complexity of development. It is a methodology to guide policymaking and the
design of development programs.

Over time, development agencies and academia have presented a variety of market-based
approaches building on the value chain concept. Widely quoted terms related to value chain
development include:

Value chain (or subsector) development
Linking farmers to markets

Making markets work

Public-private development partnerships
Inclusive business

Standard initiatives for global commodities

E R I E ]

In fact, the value chain approach is utilized in very different ways. It can be the guiding principle
of an entire development program or policy, or simply represent the concern for economic
viability of (any) development strategy. Programs may be organized around specific value
chains or take a value chain perspective by including a reference to markets in a design that
focuses on regional development or natural resources otherwise.

The main contributors to the value chain development paradigm are UN organizations and
major development agencies. ILO, UNIDO, World Bank, FAO have published manuals and
technical literature, just as the US Agency for International Development USAID, the Swiss

8 ResolutionoftheUni t ed Nations General Ass ethel203p Agéndafarnsf or mi n
Sustainable Developmentoadopted on 25 September, 2015
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Agency for Development and Cooperation and the Dutch SNV. The German Agency for Tech-
nical Cooperation GTZ (now German Agency for Technical Cooperation International GlZ)
published the first edition of the ValueLinks manual in 2007. A collection of documents of these
agencies is available on the internet platform www.value-chains.org®. Several authors have pre-
sented comparative studies on different value chain methodologies™®.

Today, the value chain approach is well established. Nevertheless, despite its success * or
maybe as a consequence ' there are critical voices challenging its strategic importance. On
the surface, this has to do with uncertainties about the exact meaning of the concept. Obvi-
ously, the terminology and understanding of the value chain approach diverges in the literature.
More importantly, observers express doubts about the impact of value chain development
work. One point is the question to what extent market development actually contributes to
social and ecological improvements. The other concerns the outreach of value chain develop-
ment, the possibility to get beyond islands of sustainability in an economy that otherwise con-
tinues inflicting ecological damage and exacerbating social inequality.

The philosophy and guiding principles of ValueLinks 2.0

ValueLinks 2.0 responds to these concerns by placing the idea of a green and inclusive econ-
omy in the center and by clarifying what the value chain approach can achieve and where its
boundaries are. The following four paragraphs lay out the basic principles guiding ValueLinks.

Building on the sustainable development agenda

The first principle of ValueLinks 2.0 is its explicit focus on social equity and sustainability. We
understand economic development as the transition to a green and inclusive economy.
ValueLinks 2.0 subscribes to the goals and values of the UN sustainable development agenda
applying them to value chains. It treats the economic, environmental and social dimensions of
sustainable development equally.

Systems thinking

ValueLinks takes off from the fact that value chains are dynamic self-organizing systems. The
complexity of value chains implies that it is virtually impossible to capture the many intervening
factors and establish clear cause-effect relations. Value chain development is the result of
collective action and an open-ended process that never advances smoothly: While every con-
tribution counts, no one is fully in charge. However, the value chain system provides the inter-
vening actors and development programs with a common reference. In view of the knowledge
problem, we have to proceed step by step taking into account the dynamics of development in
which one issue leads to the next. ValuelLinks asks users to analyze the specific conditions for
change and provides options to improve the system gradually. The modular structure allows
switching between different perspectives moving from the ecological analysis (e.g. value chain
and water use) to an economic question (does investment pay off?), to an institutional issue
(enforcement of rules) on to the social side (where are job opportunities?). ValueLinks thus
offers a way of thinking, not recipe-type solutions.

Determining the scope and limits of the value chain approach

The potential impact of promoting a value chain depends on where it stands today. Value chain
development is path-dependent and we have to be realistic how much change is possible in a

° The site www.value-chains.org is run by the Donor Committee for Enterprise Development
10 See Donovan et al., 2013, and Humphrey/Navas-Aleman, 2010
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given time. Therefore, every value chain development initiative has to choose its level of am-
bition carefully. The point is to make the right move in the given situation, even if it is only a
small step and a partial solution. This implies managing the expectations of policy makers
accordingly.

It is also necessary to be clear about the limits of the value chain perspective as such. Sus-
tainability issues have to be addressed by a variety of means. Besides being actors in value
chains, people are also part of other social systems at the same time. Therefore, the value
chain perspective can never address a sustainability problem completely. It is advisable to
combine value chain development with other development concepts that take a different ap-
proachi from natural resource management and regional development to many other themes.
Conversely, ValuelLinks is a source for other development concepts which have to understand
the economic aspects of the particular problem they are addressing. The value chain approach
can thus be a complementary perspective for territorial development programs or policy ad-
vice. ValueLinks 2.0 provides expertise to cover the economic dimension of sustainability in
development programs that do not primarily focus on value chains.

Seeking compatibility of ValueLinks with other value chain development methodologies

It follows from the preceding statements that ValueLinks delivers one type of contributions to
value chain development alongside others. ValueLinks 2.0 seeks the compatibility with other
value chain methodologies to enable partners to choose among tools from different sources.
In their own interest, investors in value chain development have to collaborate to achieve
change. They should do everything to avoid confusion and not place terminological differences
higher than the need to get active.

An important principle of ValueLinks 2.0 therefore is to seek the compatibility with other man-
uals and guidelines in the field. Users are invited to feed the expertise collected and presented
by ValueLinks into their own work context. At the same time, ValuelLinks is open to receive
other ideas.

Building economic structure

The economic dimension of sustainability is the first to consider. In the broadest sense, the
goal is economic growth T producing more goods and services and making them available to
a large number of people. Affordable market products are the basis of a decent life wherever
people have no access to essential goods or even lack basic food stuffs. At the same time,
growth means increased economic activity which offers opportunities for poor people to earn
money and escape poverty. There is an obvious relation between the economic and the social
dimensions of sustainability as economic growth is a precondition for reducing poverty.

Essentially, the goal of economic development is the strengthening of the capacity to produce
useful goods and services. This productive capacity rests in a combination of factors: Eco-
nomic growth not only depends on the conventional production factors i equipment and infra-
structure capital, land and labor. Growth theory has shown the importance of human capital
skilled people and of the social capital of society i the values and trust-based relations be-
tween economically active people. In addition, economic performance appears to be a function
of the differentiation of the economic structure!! i the fact that products are not created by
individual enterprises but by networks of enterprises with complementary skills that together
possess the right mix of expertise. The combination of factors counts for economic perfor-

11 See Rodrik, 2009
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mance. Economic development therefore has to build an economic system in which the differ-
ent factors fit well together: Products respond to market demand. The technology makes pro-
ductive use of the available resources and the workforce has the set of skills to operate it. The
division of labor allows professional specialization while trustworthy business relations help to
achieve coordination. Financial services facilitate the investment.

The application of this goal to the value chain concept is straight forward. Value chains are
economic systems. However, basic they may seem at present, they always describe one way
of doing business based on a particular set of factors of competitiveness. The value chain
concept brings out the potential and the constraints to higher economic performance by ana-
lyzing value chains as economic structures and thus provides the foundation for additional
economic growth. By making the connection with end markets, the value chain concept is
useful to specify growth opportunities and measure them.

Another important aspect of the economic dimension of sustainability is the need to verify the
financial viability of any innovation, not only in business but also in the non-economic develop-
ment sectors. To be sustainable, social and environmental improvements have to be financially
feasible. Development solutions are incomplete if they lack the economic perspective.

Greening value chains

The second goal dimension of sustainable development is ecological sustainability. Develop-

ment policy needs to find answers to the ongoing depletion of soil fertility, fresh water, ecosys-

tems, biodiversity and other natural resources in many regions, and the mounting carbon emis-
sions and pollution worl dwi de. UNEP calls for
well-being and social equity, while significantly reducing environmental risks and ecological

scar c i .iDevelapment can only advance if economic growth is not achieved at the expense

of its ecological foundations.

We can distinguish two aspects of the goal. One is the protection of essential ecosystems and
biodiversity that are the foundation of the economy and, ultimately, of human societies. The
second aspect is a low-carbon and resource-efficient production decoupling socio-economic
development from resource use and environmental degradation. Whereas the first aspect
points to absolute ecological limits, the second is a matter of minimizing the consumption of
energy, material and water resources, and of greenhouse gas emissions.

It is not difficult to transfer these objectives to the value chain context. The value chain concept
is a framework to calculate the total resource consumption per unit of a marketable product.
The ecological footprint of a product arises along the entire production and marketing chain.
The value chain sequence also helps detecting critical ecosystem limits. Assessing the condi-
tions at every chain link allows to differentiate between unsustainable, 6 d i, ant sustainable
0 c | eradudds.

Ecologically sustainable production means reducing the ecological footprint of a marketable
product while preserving ecosystem stability. Consumers switch to a more sustainable con-
sumption pattern by reducing the sum of footprint values in the average basket of goods they
purchase. Another possibility for operationalizing the ecological sustainability goal in a value
chain context is the promotion of innovative products that help saving materials, water and
energy.

12 UNEP (2010):A Gr een Economy. Devel opi ng Cou,sdethéwebsiteSuccess
http://www.greengrowthknowledge.org/sectors
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Promoting social inclusion

The third dimension of sustainable development deals with social aspects. The SDG 1 is about
ending poverty in all its forms everywhere. Poverty being a multi-dimensional problem, the goal
of inclusive growth refers to a range of issues, including health and nutrition and the question
of income equality!®. Another important question is the economic inclusion of women, and
gender equity in general. Sustainability has a social dimension not only because development
has to generate social improvements but also vice-versa: Poverty and inequality seriously im-
pede economic progress and contribute to resource degradation®?.

Transferred to the value chain context, the main goal is the economic inclusion of poor and
disadvantaged people in a value chain. Inclusive business has always been the core of value
chain development * the one objective that proponents of value chain development had in
mind in the first place: This is expressed in the idea of linking farmers and microentrepreneurs
to markets via inclusive business models and microfinance solutions, and in the promotion of
labor-intensive products.

Improving the income of poor entrepreneurs and making jobs accessible to poor people remain
to be key objectives of chain development. The value chain concept allows addressing the
dynamics and the conditions of economic inclusion vs. exclusion and has tools to locate and
describe poverty groups. Yet, the social dimension of value chains also extends to smaller,
partial benefits. Supporting diverse income opportunities makes sense even if that provides
only partial contributions to the livelihoods of poor households but helps enhancing their resil-
ience to external shocks. Productive food value chains are important for food and nutrition
security. It is very clear that gender equity is an important concern in value chain development
as well.

In summary, the three dimensions of the sustainable development agenda are critically im-
portant for value chain development. The value chain concept helps to operationalize the goals
and brings out the connections between them. Sustainable value chains are an integral part of
the sustainable development agenda, the idea of a green and inclusive economy.

13 OECD, 2015a
14 OECD, 2015b
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Sustainable value chain development

Value chain development is a process through which governments, private companies or de-
velopment agencies seek to promote the transition of the economy to greener and more inclu-
sive industries. The question is how they can achieve this. While the value chain concept helps
to understand the structure and functioning of a chain, it does not necessarily imply that public
policy can actually change the way an industry works. The nature of value chains as social
systems includes that value chains develop in a self-organizing process. In fact, all value
chains are the result of an evolutionary process, not of external design.

Rationale of developing value chains: Impact hypotheses

Which are the conditions for sustainable economic growth and the success of value chain
development? Development theorists have given different answers to this question®.

The liberal position argues that the best policy to foster growth is to get the framework condi-
tions right and leave space for private investment and the creativity of entrepreneurs in the
search of solutions. In this view, public programs should not directly engage in value chain
development but mobilize and encourage private investment by improving the business envi-
ronment = strengthening the rule of law and providing the requisite infrastructure and services,
such as public research. Jobs and better incomes are supposed to emerge indirectly because
of better policies.

A related strand of development thinking places the focus on correcting market failures. This
view takes off from the observation that the market mechanism does not deliver desirable so-
cial and environmental outcomes by itself. The idea is to correct these failures and, more spe-
c i f i makihglmarkefis workd®. By correcting failures of coordination and information asym-
metries along the value chain, economic development is expected to speed up and become
more inclusive. Market failure is also part of the diagnosis underlying the strategies for green-
ing the economy. Greater control on economic development helps avoiding environmental
damage. The strategy is to influence and steer economic behavior towards the common sus-
tainability agenda.

The third hypothesis is that poor people lack the skills and organizational capacity to benefit
from existing economic opportunities. Essentially, the impact hypothesis claims that helping
the weaker market participants overcome their disadvantages will generate pro-poor growth.
This includes organizing small enterprises, improving their access to technology and facilitating
their market participation. It is an active approach linking small enterprises and smallholder
farmers to buyers. Another hypothesis is that many value chain innovations involve parallel
investment of enterprises, which does not happen automatically. The cooperation along a
value chain has to be arranged actively, often by a lead firm.

ValueLinks does not rule out any of these hypotheses. In fact, only few development programs
rely on one hypothesis alone. The position of this manual is that value chain development
should try to harness market forces and the self-organization of value chain actors. To the
extent possible, strategies should rely on the local knowledge and creativity of poor entrepre-
neurs who should be free in their choice of innovative economic solutions. At the same time,

15 see the treatment of economic development theory in Easterly (2001), Lin (2012) and Rodrik (2009)

16 The Springfield Centre (2015): Th& Operational Guide for the Making Markets Work for the Poor
Approacho
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strategies have to define the ecological and social boundaries. Wherever value chain devel-
opment stagnates, strategies have to include incentives for innovation. On the other hand,
governments have to avoid marginalizing weak actors. Maintaining the resource base required
for a stable economic development requires policy interventions as well. The point is to keep
the balance and avoid the trap of detailed economic planning.

Public and private perspectives

Building a green and inclusive economy requires the collaboration between private and public
actors, the coordination of interventions and co-investment. At the same time, both sides have
to benefit for their own interests and needs.

The interest of government and private companies in value chain development

The conventional view is that the interest of governments builds on the sustainable develop-
ment goals, whereas the bottom line of private enterprises is their profitability. However, the
reality is not so clear-cut.

Public policymaking has to seek the balance between the many demands put forward by eco-
nomic interest groups, including private associations and companies. Many of their interests
are going in different directions and therefore cannot be satisfied. The main challenge is to
operationalize the sustainability goals into a set of effective measures, taking into account the
limitations of administrative capability and of government funds. As a result, governments do
not derive coherent policy programs for sustainable economic development but react to chang-
ing coalitions and initiatives. Value chains provide a framework for sorting out the issues and
build agreements on the rules and direction for market development. The state should ffacili-
tate the movement of the economy from a lower level of development to a higher one é ad-
dressing externality and coordination issuesd’.

The interest of the private sector in value chain development is as fragmented as the industry
as a whole. Broadly, we can differentiate between individual company interests and the collec-
tive objectives of a business community. Some private companies have an interest in promot-
ing sustainable production and consumption and may even include sustainability objectives
into corporate strategies. Some multinational companies have started to develop products and
services tailored to poor consumers.

At industry level, the private sector often has a collective interest in value chain development
in terms of improved regulation, shared technology and market development. Strategic alli-
ances linking different enterprises along the chains are therefore gaining importance. Industry
associations engage in value chain development to seek and lobby solutions for the value
chain at large. That value chain solutions do make economic and financial sense is indeed a
key criterion for development. Private financial viability corresponds to the public concern for
economic sustainability and therefore is an important corrective for economic policy.

Public-private co-operation and co-investment

Governments depend on private investment for implementing the sustainable development
agenda. They have to accommodate industry perspectives and the interest of private enter-
prises to find solutions that work. Enterprises operate at the micro level, pursue concrete pro-
jects and are certainly more pragmatic than public administration.

17 Lin, 2012, p.27
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However, the negotiation arena between public and private interests is complicated. Unlike the
generic public goals, private objectives are more diverse and specific. The private sector as
such does not exist in the same way as the public sector. In fact, enterprises often seek par-
ticular business solutions for which there are no counterparts in government.

ValueLinks takes a neutral position between public development actors and private enterprises
serving both of them equally. The decisive issue is to support both sides so that better collab-
oration and partnerships can ensue. The value chain concept can help to enhance the mutual
understanding. Relating to the same knowledge base the different parties i government, pri-
vate enterprises as well as development agencies i can see their connections better and try
to bridge the gap. Using the value chain development language facilitates public planning that
is complementary to private investment.

What can be achieved? The limits of value chain development

Analytical concepts, such as the value chain are intellectual tools that have the function of
reducing the complexity to a level that decision-makers can handle and that facilitates commu-
nication. Reducing complexity implies to select just one perspective to create a model of the
reality. In this case, the perspective is value chain systems.

Value chain is a description of a social system that links enterprises and supporting actors who
work with particular goods and markets. Value chain maps show the interactions and the struc-
tures in which the participants organize themselves to coordinate their economic objectives.
The economic purpose defines the system boundaries and delimits the scope of the value
chain approach.

As an analytical concept, the value chain focuses on internal operations first: the technology,
business models, contracts and cooperation, financial flows, rules and governance. These el-
ements constitute the value chain as a system.

Secondly, the analysis looks at the relations of the value chain with its natural and social envi-
ronment: The technology in use connects the value chain with ecosystems and resources. The
people entrepreneurs and workers involved entertain social relations outside the value chain
and the rules in the value chain refer to the wider regulatory and cultural framework. The con-
cept entails the interactions across the boundaries of the value chain in order to address the
related environmental and social problems * from the value chain perspective. The number
of key issues arising in the environment of the value chain is theoretically unlimited. The anal-
ysis has to take into account any connection that appears as important ©  from the connection
between value chain and local ecosystems to value chains and food security or any other
concern influencing value chain development.

However, the concept always sticks to the value chain as its reference and does not address
the ecological and social conditions in general. For example, the value chain perspective per
se is not sufficient for understanding the poverty problem or malnutrition. It can be used to
clarify the terms under which vulnerable groups of small producers or migrant workers partici-
pate, but it cannot capture the living conditions of poor people in full. Analyzing particular social
groups requires taking another systems perspective that places these groups in the center and
studies the social context in which they live. If the value chain approach is used to specifically
address poverty problems, it has to be complemented by other, additional instruments that
contribute to the regional, sociological and cultural dimensions of poverty.

Conversely, the value chain approach is complementary to other systems perspectives for
which it constitutes the economic environment: For example, the analysis of a watershed man-
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agement system benefits from the value chain concept that helps capturing the economic ac-
tivities of local stakeholders and provides answers to the economic and financial side of natural
resource use. In any case, the value chain perspective makes the trade-offs and conflicts
transparent between the three goal dimensions of sustainability.

Value chain development is about the development of the system. This is the action side of
the value chain approach, the design and implementation of development strategies. The
same considerations apply here as well as in the value chain analysis. Value chain develop-
ment focuses on improving the technology, linkages and rules of the value chain. Any useful
solution has to respond to the conditions in the environment of the value chain 1 the demand
of consumers, civil society, politicians, or the sheer necessity to adapt to increasing resource
scarcity. To the extent that value chain development aims at inclusive, pro-poor growth, the
business solutions have to take particular account of the potential for increasing the skills,
creativity and competitiveness of poor people, and of any potential negative implications of
structural change, especially the risk of squeezing out traditional producers in small-scale in-
dustry and agriculture. Yet, generating additional income for the poor does not automatically
bring solutions to other social problems affecting poor people, from malnutrition to risky health
behavior or gender relations.

The value chain approach has its place wherever the economic dimension of sustainability is
at stake and when the development potential remains unused because of market failures.

Economic inclusion is a condition for moving out of poverty but in itself it is not sufficient to end
poverty. Certain aspects of desirable social and economic change simply are beyond the
scope and reach of value chain development. It is a matter of scientific honesty to be clear
about these limitations. Analysts should not consider them as a deficit but use them to decide
when and where the value chain concept works best.
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Utilizing ValueLinks 2.0

Knowledge is only useful if it reaches the decision-makers and practitioners working on con-
crete solutions. The expertise compiled by ValueLinks has to reach the right people at the right
time.

Who ValuelLinks is for

ValueLinks is an information product intended to be a resource for anyone with responsibilities
in studying, planning and implementing value chain development activities. ValueLinks covers
both agricultural and manufacturing products and is applicable across regions and differing
degrees of economic development. The value chain development instruments are generic in
principle and apply to agricultural and natural resource-based, as well as non-agricultural prod-
ucts.

It is not a fixed methodology and procedure but a collection of tools from which users have to
select the ones that fit best the context of application. In this sense, ValueLinks 2.0 has no
specific type of customer. The earlier edition of ValueLinks was meant to primarily serve de-
velopment agencies but meanwhile it has become all too obvious that value chain development
is a collaborative process in which different public and private actors take the lead. Therefore,
ValueLinks 2.0 explicitly targets government and private companies as users.

This implies that the expertise is applied to very different formats of promoting value chain
development. The classic donor-funded development project is just one option. Governments
engage in public support programs and policies. Companies and business associations con-
duct value chain initiatives, and public agencies and companies collaborate in partnerships.
Providing the knowledge to different types of actors supports building a common understand-
ing of the issues and facilitates the communication between them.

Public and private customers

The formats of value chain development © and thus the specific needs for know-how * de-
pend on the role of lead actors. Public customers of ValueLinks include government ministries,
public administration and service agencies. Decision-makers, planners and service providers
use ValueLinks to serve policy objectives. Typical formats for value chain development in the
public sector are public investment programs, the service provision by specialized public agen-
cies, such as research, training, technical support and subsidy schemes for farmers and small
enterprises. Each case generates specific knowledge needs, ranging from full-scale value
chain analyses to particular value chain solutions.

In the private sector, the value chain approach emerges as an increasingly important concept
as well. This applies to the organized private sector in the first place, which has a natural
interest in developing the subsector. Besides the business associations, individual companies
benefit from the methodology by setting their business strategy into an industry context. En-
trepreneurs and company staff can use ValueLinks to guide the engagement of private com-
panies. An important field of application are supply chain initiatives organizing the backward
linkages of companies to their small-scale suppliers and introducing sustainability standards
into the entire supply chain. The expertise is also useful to guide the private contributions to
public-private partnerships for value chain development.
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The development community

Development policymakers and development agencies staff are probably the biggest group of
users. The structure of ValueLinks mirrors the logic of value chain development projects so
that planners can directly refer to it.

However, the design of most development programs includes the value chain approach only
as a component or uses it as an instrument to conceptualize the economic side of a regional
development or natural resource management project. This depends on the importance of
markets in the respective development strategy. Formats also differ widely according to the
scope of the value chain work, its focus and the available resources. Given the importance of
value chains for development policy in recent years, the number of users is thus potentially
very large. However, for most people in the development community only certain modules and
value chain solutions will be relevant, e.g. business models or linkages. Nevertheless, they
also make use of the generic methodological foundation of ValueLinks, especially value chain
analysis, to connect the development activities with markets and the business world.

Making the knowledge accessible

Essentially, ValueLinks is a method for capacity development and addresses all three levels:
Individuals, the enterprises and organizations they work in, and the value chain at large that
provides the institutional framework. ValueLinks 2.0 has a special chapter on capacity devel-
opment that presents the concept. See ValueLinks Module 4, chapter 4.6.

Here, the question is how the knowledge transfers to the people in charge strengthening their
practical competence. In fact, ValueLinks started as a training program. The manual and ac-
companying materials have been the basis of numerous training courses since 2007. The
ValueLinks website!® provides an update on current training offered.

Given the fact that knowledge needs and interests differ widely between groups of users,
ValueLinks training courses have to select the relevant content. To be as user-friendly as pos-
sible, every seminar should actually look different. However, economic principles apply here
as well. The traditional training seminar setting is the generic Introductory ValueLinks Training
that presents the concept and essential tools.

Other kinds of training adjust the content to serve particular groups of users. Two directions
for the design of advanced and specialized seminars exist. One targets the lead actors in value
chain development, especially policy decision-makers and staff of government agencies. An
example is the introduction of ValueLinks to African leaders implementing the Comprehensive
Africa Agriculture Development Programme (CAADP) investment plans with a value chain per-
spective. ValueLinks training has also been adapted to the interests of field staff in value chain
development projects © combining explanations of methodology with direct application to a
concrete planning task.

The other direction for designing specialist training is a focus on particular commodities. In-
dustry-specific ValueLinks seminars exist for tourism, biodiversity-based products and food
products.

Structure and content

ValueLinks 2.0 has eleven modules grouped in four columns. The structure is shown in the
graphic on page iii, at the beginning of this manual. ValueLinks is a systematic compilation of

18 www.ValueLinks.org
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methodological knowledge, concepts and tools to inform the utilization of the value chain ap-
proach in sustainable development.

Module 1 sets the stage by providing the principles and criteria to define a value chain system
as unit of analysis and area of action. This includes tools for scoping value chains * defining
the system boundaries and for selecting value chains as a promising target for development
activities. It also places the approach into the broader development agenda.

The second column is the core of the methodology *= the analysis of the value chain as a
system in module 2 and the tools to explore strategic options for value chain development in
module 3. Both modules structure the respective expertise according to the sustainability di-
mensions. They look at the value chain from outside, from the viewpoint of a neutral observer.

Module 4 places the responsible actors in the center * private companies, government and
international development agencies. The issue is the internal logic of these actors and the
ways they can become active. Concrete development programs can only make partial contri-
butions to value chain development, confined by the roles of the protagonists and the re-
sources available to them. It is important to note that the strategy question is treated twice
in module 3 for the value chain as a whole and in module 4 for the program design of the lead
actors in value chain development.

The modules 5 to 10 cover the different elements of the value chain system separately, i.e. the
operators, linkages, services and rules. Each module highlights a series of possible innova-
tions and solutions in a different field of change, such as improved business models, cooper-
ative organizations, service arrangements or market regulation. These are all value chain so-
lutions but at the same time, they are thematic areas that encompass a huge body of
knowledge themselves. The approach of modules 5 to 10 is to address the issues from the
perspective of the value chain development strategy presenting considerations and criteria for
the choice of an appropriate value chain solution. The idea is to provide strategic orientation,
not a blueprint for value chain development or detailed descriptions of what stakeholders
should do. ValueLinks connects anyone seeking further information to the pertinent literature
and sources of knowledge.

Module 11 closes the sequence. It offers procedures and tools to determine and quantify the
ongoing change. This includes methods for collecting and processing data to inform analysis
and strategy formation and to formulate impact models and indicators.

It is possible to read the structure of ValueLinks as a sequence of steps * from defining the
subject to analyzing it, from the strategy to the implementation of actions and on to the final
evaluation. However, the rationale of conducting specific value chain development programs
is the subject of modules 1 and 4 and to some extent module 11. All other modules refer to the
value chain system at large.

The contents respond to the fundamental reorientation of ValueLinks towards the sustainable
development agenda. In addition, ValueLinks 2.0 also contains conceptual and technical inno-
vations distinguishing it from the first version of ValueLinks'®. The main ones are the inclusion
of the new module 5 on business models, the restructuring of module 4 taking the perspective
of public and private lead actors.

19GTZ,2007: AV a | u eManualkhe Methodology of Value ChainPr omot i onf
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How to use this manual

Different groups of users need different instruments and pieces of expertise. The modular
structure of ValueLinks allows picking topics and instruments in line with their specific needs.
Readers do not have to go through the complete text but can use it as a reference work.

Nevertheless, users are advised to familiarize themselves with the fundamental terms and
concepts in order to be able to make better use of the tools offered. Module 1, chapter 1.2 on
value chain analysis and the treatment of economic strategy, and module 2, chapter 2.2 are
core elements in terms of the methodology. The explanation of value chain mapping certainly
is essential reading as well. Chapter 4.2 in module 4 discusses the program formats, which is
needed to put acquired knowledge into practice.

All modules always start with an introductory chapter laying out the terminology and main con-
cepts. Certain topics are found easiest by consulting the detailed table of contents for each
module. The table of contents and the glossary also deliver the keywords for searching the
relevant text passages.
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Module 1 The Scope of Value Chain Development

1.1. Introduction: The context of value chain development

Value chains are a key concept in economic development. The value chain concept takes
commercial products and their markets as the starting point. It focuses on enterprises active
in specific markets and thus takes industries as reference rather than the economic actors in
a regions or particular topics of economic policy.

The idea of value chain development is to foster economic growth as a necessary precondition
for incomes to rise while making sure that the additional income benefits poverty groups and
is not gained at the expense of the environment. Value chain development aims at strength-
ening the functioning of markets for the benefit of marginal and poor people, improving their
access to jobs and by influencing the distributive outcome of market processes. It is based on
the triple bottom line of the sustainable development agenda:

1 Importance of economic growth: Economic growth is a necessary condition for
incomes to rise as well as a highly important objective of everyone lacking access to
basic consumption goods.

91 Ecological sustainability: Sustainable economic development means creating value
while using less water and energy and conserving the ecosystems on which the
production activities rely.

9 Social inclusion: Private investment deserves public support to the extent that it
creates decent employment, improves the livelihoods of the poor, reduces the price of
basic products, allows people to move beyond subsistence and benefit from economic
opportunities.

The value chain is a systemic concept that relates to each of these development hypotheses
because it connects commercial products/markets with economic actors (including self-em-
ployed poor and workers) and with the business activities utilizing natural resources. The con-
nection is expressed in the definition of the term value chain (see Box 1.1.1).

Box 1.1.1: Concept 1 Definition of the term value chain

A value chain is defined as:

- The sequence of related business activities from the provision of specific inputs for a
particular product or product range to primary production, transformation and marketing,
up to the final sale of the particular product to the consumer.

- The set of enterprises that perform these business activities, i.e. the producers,
processors, traders and distributors of the particular product. Enterprises are linked by a
series of business transactions by which the product is passed on from primary producers
to consumers in end markets.

By combining the view on markets and economic growth with the analysis of the social and
ecological conditions of producing and marketing, the value chain concept provides a frame-
work for understanding the structural, social and ecological implications of economic growth.
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1.1.1. Introducing the value chain perspective in development
The value chain concept lends itself to conceptualizing development for two reasons:

First, the business community of the value chain constitutes a natural platform for development
action. Value chain actors have several interests in common. They all depend on the same
end markets to be successful; they necessarily have to interact to reach markets and, doing
so, they have to abide by the rules and standards of their business. By their very nature, value
chains are multi-stakeholder systems.

Second, value chains are relevant in different fields of development. Ultimately, employment,
incomes and wages, technical change and ecological efficiency all depend on the conditions
of the market and the functioning of the respective value chain. Without the economic incentive
provided by markets or, more simply, without the possibility of earning money, enterprises will
not hire people or invest in better technology. Thus, apart from being a key term in business
development, the value chain concept is generally applicable to conceptualizing the economic
aspects of development.

Value chain development vs development taking a value chain perspective

The value chain concept is used in different ways. It can be the guiding principle of an entire
development programme or policy, or simply represent the concern for economic viabilty of
any development strategy. Programs are designed according to value chains or may include
value chain development as just one element combined with other development approaches.
Whatever its significance and role in practice, the decisive point is that the value chain
approach introduces a reference to particular products and markets and hence to the ultimate
source of income.

The ValueLinks methodology is thus not limited to the design and implementation of value
chain development projects as such. The ideas are also useful for programs operating in a
regional context or addressing particular groups of people. Besides value chain development
in a narrow sense, ValueLinks offers expertise for development with a value chain perspective.
This means that regional or sectoral development programs include a reference to particular
value chains making sure their strategy builds on information about the relevant markets,
growth potential and the enterprises in the respective value chains. The significance of a value
chain perspective in development is elaborated on in chapter 1.4.

System boundaries of the value chain approach

Using the value chain concept in development bears the question where to draw the system
boundary around a value chain. A value chain is defined by a particular product and its
markets, and the community of value chain operators includes all enterprises adding value to
the product on its way from raw material to the final consumer. The question is how to
categorize, aggregate or disaggregate products and markets so as to define the value chains
to be targeted in each particular case.

Drawing a boundary around the value chain to be promoted implictly determines the scope of
the development effort. After all, the size of a market determines the number of enterprises
serving it and niche markets naturally engage fewer people. Limiting the value chain
development to particular locations or stages of the value chain, such as farmers only can
make sense for pragmatic reasons, but runs the risk of actually losing the value chain
perspective. The delimitation of a value chain for development should always extend to end
markets.
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Value chain development also has to be distinguished from supply chain management. Value
chain development follows a collective or public interest in an entire industry, whereas supply
chain management aims at optimizing the logistics of input sourcing and marketing from the
perspective of one particular company. The latter is a private management instrument and
much more limited in scope than the value chain. The criteria for scoping value chains and
value chain development are taken up in more detail in chapter 1.2.

1.1.2. Potential and limits of value chain development

The value chain approach is an analytical methodology in the first place, a way of describing
economic realities and sorting out possibilities for sustainable development. It elicits opportu-
nities that projects subsequently turn into economic and social progress. The analysis of a
value chain intends to bring out strategic options for inclusive and green growth but it can also
show limitations. The ValueLinks methodology does not provide a particular recipe for sustain-
able economic development. Within a value chain development framework, there are several
ways of reaching the goals.

A more fundamental question is whether and under which conditions the value chain develop-
ment framework is appropriate for tackling the poverty problem and other social and environ-
mental issues. Before engaging in value chain development, decision-makers need to gauge
the relevance of market-oriented development vis-a-vis other development approaches. The
main point is to explore the tension if not conflict between economic growth and poverty alle-
viation:

1 Under which conditions does economic growth actually translate into social benefits
and the inclusion of the poor?

What can we expect from a strategy that concentrates on the functioning of markets?
How does it compare to alternative approaches of social policy, redistribution and the
direct public regulation of environmental and social matters?

1
1

Of course, there are no easy answers to these fundamental questions of economic policy.
Nevertheless, development planners need criteria to judge the relevance of the value chain
development approach for programs that aim at poverty alleviation.

Supporting poverty groups through market development may not be sufficient by itself as the
economic potential and competitiveness of the poor is often too limited. Box 1.1.2 lists typical
constraints affecting the inclusion of the poor in commercial markets.

Market development has the potential to create negative social effects. One issue concerns
the consequences of structural change: Dynamic competitive markets tend to squeeze out
traditional producers in small-scale industries and agriculture benefiting bigger and more effi-
cient producers. Any investment into productivity improvement in highly competitive food mar-
kets translates into decreasing prices. Building exclusively on low cost and low wages can lead
to market integration but may fail to produce a substantial poverty impact to the terms under
which vulnerable groups (smallholder farmers, migrant and casual labor) participate in the
economy.
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Box 1.1.2: Concept i Factors affecting the market inclusion of the poor

Business environment and policy

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

Access to crosscutting service markets

- Small farmers and micro enterprises are negatively affected by a limited access to
financial markets.

- Because of the size of their operations, small producers regularly face problems of
access to input and business service markets.

Productive assets and property rights

- Low education and health problems put the poor at a disadvantage in labor markets.

- Lack of assets and missing property rights on land and water critically limit investment.

Conditions of the location

- Poverty is often concentrated at marginal locations where market access is critically
limited, thus raising marketing costs and impeding investment.

Designing a value chain intervention has to consider these risks. As they differ between mar-
kets and value chains, planners have to assess the severity of the poverty problem and the
interconnections between the constraints carefully. The strategic choice of a development ap-
proach has three possibilities:

(1) The first option is to utilize a value chain development approach selecting those value
chains offering the greatest opportunities and the least problems for the poor. This
includes making the best of an adverse condition. For example, even if the location
appears marginal, it may offer some local specialty or be attractive for tourists so that
the constraint can turn into an opportunity.

(2) The second possibility is to complement value chain development with separate
interventions, specifically targeting the constraints of poverty groups that cut across
value chains.

(3) Wherever the factors mentioned in Box 1.1.2 become so pervasive that a value chain
development program cannot accommodate them and poverty groups remain
excluded from the benefits of economic growth, the program design should use
another development approach for poverty alleviation. To capture the economic
dimension, the design can still include a value chain perspective.

Wherever value chain development reaches its limits, non-economic topics become important,
such as the regulation of land and water rights, the provision of basic education and health
services and the improvement of social organization or the direct transfer of social benefits.
These interventions improve the general ability of the poor to engage in business activities.
They complement or precede a market-oriented development strategy. Other interventions im-
prove the infrastructure, protection of ecosystems and natural resource management at mar-
ginal locations. Module 3 presents the strategic considerations on how to complement a value
chain development approach with other elements in more detail. See especially chapter 3.6
that deals with the trade-offs and conflicts between different goals.

Most development programs do not rely on value chain development alone but combine dif-
ferent development approaches. Some typical combinations follow in chapter 1.4.
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1.2. The system boundaries of value chains

Utilising the value chain concept implies defining and delimiting the value chains to be
developed. The identification and selection of interesting value chains is one of the most
important decisions in any value chain development endeavour.

Before planners proceed to selecting a value chain, the alternative options must be clear. This
is the idea of scoping ° i .markets doewvhiehramalue thaimg
refers and delimiting its size accordingly. It means setting boundaries around the value chains
considered for promotion.

The second step after establishing the choice of value chains is priority setting and value chain
selection. Chapter 1.3 discusses possible selection criteria.

1.2.1. Classifying value chains

Basically, there are two possibilities of setting boundaries around a value chain. Most important
is the horizontal boundary, that is the types of products and markets served by the value chain,
i . e. the oOoOwidthoé of the value <chain. A s
markets, i.e. the verticalboundar y or 61 engt h 6 Althbughtitmemallyadaahnes
end markets, there are exceptions. For example, it is useful to set a vertical boundary for export
value chains at the national border of the exporting country.

A third aspect is the spatial extension of the chain. Staple food value chains often are spread
out everywhere. A regional development project will be mainly interested in the potential within
its own geographical boundaries. Nevertheless, the spatial delimitation of the value chain
should still build on the existing economic linkages. Planners should locate the major
production zones and consumption centers on a geographical map to define the spatial
extension of the value chain exactly. The identification and selection of economic opportunities
in the context of regional economic development is yet a different process?. In any case,
regional proejcts have to take into considerations the market access conditions and business
linkages outside the project area.

The point of departure for scoping is always the horizontal boundary of a value chain, its width.
The literature on economic structure uses the terms markets, value chains, subsectors and
industries interchangeably. Subsectors include horticulture, handicrafts, furniture or leather

t he

econd

chai

n.

goods ' or O6tourismd as an Therferenedtekinfsofrproductss er vi c e

and customers in these examples is straight forward. Yet, analysts have to be precise which
particular products a category, such as horticulture, contains. If it is not limited to seasonal
vegetables, does it include fruits or flowers?

There is no definite method of subdividing market products or services into categories. The
criteria of classification depend on the interest of the analyst. There are, however, internation-
ally recognized industry and product classification systems which can be used as a starting
point to understand economic classification systems and to get an overview of the respective
economy.

The classification according to the International Standard Industrial Classification of All
Economic Activities (ISIC) represents entire industries, thus the productive activities in an
economy. Thereby, o0an industry ungsenmhagéd pnnady

20 See section 1.4.1 for the combination of value chain development with local and regional economic
development
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in the same or si mil ar?. KheStCservesthe purposé to providwae act i v
tool for international comparison and guidance to countries for developing a national activity
classification structure. The economic activities included in the ISIC are subdivided into a
hierarchical four-level structure of mutually exclusive categories. The categories at the highest
l evel are called sections which are alphabeti c:

forestry and fi shi ngdé to (V) O6Activities of extraterri

classification is then organised into successively more detailed categories which are
numerically coded: two-digit divisions, three-digit groups and, at the greatest level of detail,
four-digit classes?®

Since the value chain perspective starts from the end product and the respective market, it is
also useful to look into product classification systems, such as the Central Product Classifica-
tion (CPC) by the UN Statistics Division.?® While the ISIC targets economic activities and in-
dustries, the CPC takes products and services as a classification variable to describe the econ-
omy.

Box 1.2.1: Concept 1 Classification scheme according to the CPC Ver.2.1

Agriculture, forestry and fishery

products SECTION
Products of agriculture, Live animals & Forestry Fish & other DIVISION
horticulture & market gardening animal products  logging deu:ts fishing products
Cereals  Vegetables Fruits & GROUP
nuts
Root, bulb or Green leguminous  Leafy or steam

tuberous vegetables vegetables ve ;“ e ‘|,|l CLASSES

Carrots & Green SUB-CLASSES

p h Onions
turnips garilc

It is not possible to establish a one to one correspondence between activities and products,
thus both ISIC and CPC have their place in describing economic markets. Each category in
CPC is accompanied by a reference to the ISIC class in which the respective good or service
is mainly produced. This does not imply, however, that all units producing these goods or ser-
vices are classified in the ISIC. In practice, the output of an industry, no matter how narrowly

21 UNDESA, 2008, p.9
22 See UNDESA, 2008 for a detailed description of the ISIC
23 UN Statistics Division: http://unstats.un.org/unsd/cr/reqistry/cpc-21.asp
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defined, will tend to include more than a single product. Correspondence tables are available
online.?*

Box 1.2.2 shows levels of aggregation in their relation to the value chain concept. At the highest
level, there are economic sectors containing many product categories which can be further
divided into subsectors. Every subsector is differentiated into several value chains which in
turn can be broken down into sub-chains or market channels. The following box shows how
products and product categories relate to the definition of subsectors, value chains and chan-
nels.

Box 1.2.2: Concept | Levels of aggregation in consumer markets

Sector Agriculture & Food Tourism Textiles & Clothing
1 - Horticulture - Ecotourism - Clothing
SUBEEEEnS - Meat - Conferences - Carpets
1 - é and oth- € and oth- €& and oth
Value Chains e.g. Horticulture: e.g. Ecotourism: e.g. Clothing:
- French beans - Hiking in national - Cotton apparel
- Tomatoes park - Knitwear
- € and ot h - Animal watching - é and oth
1 - é and oth
Sub-chains/ . ) o ;
e ehEn s according to end prod- | according to individual | according to end prod-
uct services & attractions uct
- e.g.table - e.g. cabin - e.g. brand-name
tomatoes sold in accommodation clothes sold in
supermarkets for hikers/ specialty stores
facilities for
nature
observation

Starting from an economic sector at large, for example the textile and clothing industry, it is
possible to specify smaller categories, such as a subsector (e.g. clothing), a value chain (e.g.
cotton apparel) or specific products, e.g.
d&gyptian cottond Which one to address in a value chain development programmer is a matter
of scoping the value chain for the purpose of program design, which is the subject of the next
section.

1.2.2. Determining the scope of value chains in development

The (dis)aggregation of products and industries generates sets of alternatives from which to
choose one or several value chains to work on. These alternatives should be roughly compa-
rable and correspond to the available resources and time of a planned value chain initiative. It
would not be very useful to produce a set of choices that includes a small local value chain of

24 UN Statistics Division: http://unstats.un.org/unsd/cr/reqistry/isic-4.asp
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minor economic importance along with an export-oriented subsector that stands for an im-
portant share of the national economy.

Box 1.2.3: Case i Textile and garment sector structure in Ethiopia

Product Product
category 1 category 2
Home Cloth
textiles
Decorative
materials
Clothing Knitwear
Uniforms
and work
wear
Dresses

Individual
products

Table cloth

Bedding
(bed sheets)

Curtain cloth

Bags, hangings

Basic T-shirt / polo
shirt

Students, hospital
& office uniforms

Factory work wear
Military and police

uniforms

Traditional
(national) dress

Suits

Arguments in favor or against
supporting the product/value chain

Growing market

Uses local cotton
Technology is available
Does not require high skills

See above
50% of home textile export value

Niche product

Value-adding in Ethiopia
Labor-intensive product for domestic
and export market

Good domestic market
Technology is available
Uses Ethiopian cotton

Good export opportunities
Made to order i cannot easily be
rationalized

Rising demand for fashion products
Is produced by small enterprises
Labor-intensive

Technology is available

Unique product

Narrow market

The list of alternative value chains from which planners would pick the most attractive ones

should:

1 Be at approximately the same level of aggregation, i.e. the set should either comprise

economic sectors, subsectors or value chains.

1 Have a comparable size so that the funds available for value chain development
conform to the outreach and size of the business community.

Decisionmakers in industrial policy would likely go for larger categories than planners of small
value chain projects with few resources. The list of options has to be designed accordingly.

Planners should not go for the smallest categories, sub-chains and market channels though.
There are limits below which a further disaggregation loses sense either because the business

ValueLinks 2.0
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community becomes too small and the value chain promotion inefficient or because product
variants are made by the same operators. Often operators produce, transform and trade dif-
ferent products, such as different kinds of fresh vegetables. Improving the business models or
linkages of producers benefits all product lines at the same time. Similarly, interests of different
operators overlap if they rely on the same sources of raw material as in the case of leather
goods.

Planners have to make sure to address a level of aggregation that is in line with the enterprise
perspective. Box 1.2.3 shows the example of the textile and garment sector in Ethiopia.

Sector experts developed this structure to identify products and value chains that might receive
public support. The box not only shows the options, it also helps to decide where and whether
it would be useful taking on a whole category rather than individual products. This is the case
in the category uniforms and work wear. Students, hospital and office uniforms cannot be
treated separately as all are made by a small group of firms with similar technology and sold
on the domestic market. Although the markets differ, upgrading the respective value chains
most probably includes the same activities. Here, it makes sense to gather different products
in one category. Further ideas on how to differentiate or aggregate products follow in the sec-
tion on market segmentation. See chapter 2.2.2 in module 2.
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1.3. Selecting value chains to promote

The selection of a value chain to work on marks the beginning of any value chain initiative.
This is true for government programmes, development agencies and private companies alike.
Decision-makers have to pick those value chains from a set of alternatives that offer the great-
est potential for achieving the desired impact. They should make an informed decision based
on a transparent method for selecting the most promising value chains identified in the scoping
process.

This chapter presents key criteria for value chain selection organized according to the eco-
nomic, environmental and social dimensions of sustainable development. In addition, the de-
cision-making process uses information on the institutional framework as well as some political
and pragmatic criteria.

The preferences of governments or other interest groups often limit the choice of value chains.
USAID Microlinks specifically warns against the practice of selecting value chains based on
political preferences that are not founded on an informed decision process as it could result in
suboptimal outcomes and eventually in reduced benefits?. Wherever planners of value chain
programs are confronted with a preliminary decision, the value chain of choice still has to un-
dergo an assessment.

The value chain selection process is a series of miniature value chain strategic analyses. The
decision criteria always measure the potential for change. Assessing criteria means formulat-
ing hypotheses about the possible impacts of an intervention. Although the amount of re-
sources dedicated to the selection decision is limited, the assessment of the alternatives thus
can benefit from the methods for value chain analyses and strategy formation presented in
modules 2 and 3. The information gathered during the selection process not only remains
useful for subsequent in-depth value chain analyses. It also is a first approximation of the im-
pact hypotheses of the subsequent development activities.

1.3.1. Decision criteria

The criteria to select a value chain for promotion follow the three dimensions of sustainable

devel opment ' realization of the economic potent
cial benefits.

The economic criteria describing the growth potential of a value chain are considered first. The

value chain needs to have the potenti al to gene
soldorhi gher value products ' bef ®rherincomg. Economic at or ¢

growth therefore is a necessary precondition for sustainable development.

But the economic dimension can never be the sole criterion as it interconnects with environ-
mental and social criteria. To guarantee the success of a value chain development effort, the
value chain selection process has to be holistic giving equal weight to all three sustainability
dimensions. To this adds the institutional environment as a fourth dimension.

Apart from the key sustainability criteria, planners should also consider pragmatic aspects. The
main questions concern the actual prospects of success and the outreach of a program. The
amount of public investment has to correspond to the size of the value chain and the number
of value chain actors. It is possible to pick a small value chain as long as the investment is

25 USAID Microlinks: Link to the https://www.microlinks.org/good-practice-center/value-chain-wiki/se-
lection-problems
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equally small. In addition, value chain selection depends on the lead actors taking responsibil-
ity and on the type of the intended value chain initiative.

The following |Iist of selection criteriain
which the results of several expert consultations have been published by BMZ/GIZ and ILO in
20152, The criteria presented in the Guidelines are generally applicable. The set of criteria
used in practice needs to be coherent with the specific objectives and the conditions of the
case.

Criteria to assess the economic potential

Decision-makers always start by assessing the economic growth potential of a value chain. It
is determined by the market demand for the products of the value chain on one side, and its
competitiveness on the other.

The issues to consider on the demand side are the current market trends, unmet domestic and
export market demand and changing consumer habits. This information is generated through
market research, analysis of national statistics or websites of business associations.

The second point is the competitive position of the value chain at hand. USAID Microlinks
argues that the competitiveness criterion should receive the highest priority?” and recommends
a set of competitiveness assessment tools?®. Some of these are covered in module 3, chapter
3.2. Regardless of how interesting a product may be for small enterprises, they need to have
a chance of competing successfully.

It goes without saying that the expected economic growth has to provide opportunities for ad-
ditional employment.

Another aspect to consider is market failures affecting the prospects of growth, especially a
lack of coordination and transparency along the value chain. As in the case of the competitive-
ness criterion the question is how severe the problem is and whether it can be solved. The
existence of a constraint can be an argument in favor of selecting the value chain if the value
chain initiative has the time and resources to overcome it. Similarly, deficiencies in the organ-
ization of entrepreneurs and business linkages can be rated pro or contra choosing a value
chain for promotion. These aspects are also covered in the set of institutional criteria.

Some guiding questions as well as indicators for the economic criteria are presented in Box
1.3.1. More information on the measurement of the value-added along the chain and overall
chain efficiency follows in module 2%.

The question where to obtain the data is treated in module 11. One source, among others, is
the United Nations Industrial Development Organization (UNIDO) which provides an extensive
list of websites for useful market and trade data®.

26 Schneemann and Vredeveld, 2015

27 USAID Microlinks: Value chain selection

28 USAID Microlinks: Competitiveness assessment tools

29 Seechapter 2.3 on the economic analysis of value chains
30 UNIDO 2011, p.11
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Box 1.3.1: Tool i Guiding questions and suggested indicators for economic key criteria

Guiding questions

KEY CRITERIA 1: Market demand prospects

(1) What are the prospects for market
growth?

(2) Is there (seasonally) unmet market
demand? Are traders/customers
willing to buy more of the
product/service?

(3) Is there scope for import substitu-
tion?

Suggested indicators

Volume and value of (local and export)
market demand in the last 5 years
Volume of unmet market demand

Price of products (and variations during
the year)

Volume of production and consumption
Share (%) of the value chain/sector in
GDP and export value

KEY CRITERIA 2: Opportunities for employment creation

(4) How many persons (male/female)
are currently (self-)employed in the
value chain (sector)? (estimation)

(5) Has (self-)employment in the sector
in the last 5 years increased, de-
creased or remained the same? And
what are the drivers/causes?

(6) Which are the growth prospects and
opportunities for employment
creation?

Volume and value of (local and export)
market demand in the last 5 years
Volume of unmet market demand

Price of products (and variations during
the year)

Volume of production and consumption
Share (%) of the value chain/sector in
Gross Domestic Production (GDP) and
export value

KEY CRITERIA 3: Comparative advantage of production; level of competitiveness (in com-

parison with competing producers)

(7) What are the production costs per
unit relative to the benchmark? Can
the product be supplied to buyers at
attractive prices?
What are the comparative
(dis)advantages of the product/value
chain in national and export
markets? E.g. product differentiation,
product quality, standards/labelling,
image, proximity to markets.
Which competing imported products
can be found on the markets, for
which price/quality? Can local
products substitute imports? How?
(10) Are infrastructure, qualified labor
force, raw materials and inputs
sufficiently available at a
comparative price and quality?
(11) Do enterprises in the sector have the
management and technical capacity
for upgrading and innovation?

@

©)
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Volume and value of (local and export)
market demand in the last 5 years
Volume of unmet market demand

Price of products (and variations during
the year)

Volume of production and consumption
Share (%) of the value chain/sector in
Gross Domestic Production (GDP) and
export value
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Environmental criteria

When applying environmental criteria to value chain section, planners should refer to the entire
life cycle of a product: Beyond production and trade, the complete life cycle also includes prod-
uct use and waste disposal that also generate environmental impacts. Here again, we recom-
mend to consult the tools for value chain analysis in chapter 2.4 on the environmental analysis
of value chains and the strategic considerations presented in chapter 3.3.

The environmental criteria are organized according to the three different types of interaction
between value chains and the environment (see chapter 2.4) i the environmental impact of
the value chain, its susceptibility to resource degradation and climate change, and the eco-
nomic opportunities offered by green services and green products. The respective criteria are
presented in Box 1.3.2 together with some guiding questions and possible indicators.

To rate the criteria, decision-makes have to assess the importance and severity of the envi-
ronmental impacts identifying the environmental hot-spots along the value chain. For the pur-
pose of chain selection this will have to be a rather cursory assessment. Nevertheless, the
principles of a hot-spot analysis apply, and readers may find it useful to refer to chapter 2.4 for
more details.

The main point is to identify the hot-spots that present the most severe environmental problem.
An excessive consumption of water that cannot be maintained in the longer term, severe soil
erosion and pollution problems or high risks and loss of productive capacity due to climate
change can all be arguments to rule out the respective value chain. Wherever the environmen-
tal cost is unbearable it can be better to shift production or give up on the value chain entirely.
Value chain interventions would have to turn to the regulatory framework.

Another point is to verify whether the intended economic development could create any nega-
tive external effects. Neglecting environmental impacts not only brings high risks but affects
the economic performance as well. This is a complicated valuation issue because economic
development often implies greater energy and resource use. The question is whether the ad-
ditional resource use can be justified on social grounds or not. The rule of thumb is to make
sure that major negative impacts on ecosystems are avoided.

In all other cases of environmental impacts the assessment depends on the objectives and the
available time and resources of the value chain initiative. If the intended program can address
an environmental hot-spot effectively this is an argument in favor of selecting the value chain.
The program could use the potential for strengthening the resilience of the value chain and
support measures for climate change adaptation. Along similar lines, selecting a value chain
with environmental problems allows to take action minimizing negative effects of growth, such
as increased emissions and natural resource degradation. It is clear that the selection of the
value chain on these grounds entails that the program should include an environmental com-
ponent.

Value chains that lend themselves to greening initiatives are particularly interesting. This is
true for biodiversity-based value chains that help protecting natural forests, for organic food
products, and for the value chains of any kind of water or energy saving technology.
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Box 1.3.2: Tool i Guiding questions and indicators for key environmental criteria
Guiding questions Suggested indicators

KEY CRITERIA 4: Impact of the value chain functions on the environment

(1) Which are the environmental hot-spots - Use and origin of raw materials
of the value chain? - Energy (non-renewable) consumption
(2) What is the level of raw material use? levels
(3) What is the type & level of energy - Level of soil or sall fertility loss
use? - Water consumption or pollution
(4) Does the value chain impact on land - Air pollution level
and its future production potential? - GHG emissions level
(5) Which impact has the value chain on - Carbon footprint
water (consumption, pollution, - Impact on biodiversity

gquantity/quality)?

(6) Does the value chain cause (low/high
levels of) air pollution, emissions and
waste?

(7) Does the value chain impact on biodi-
versity?

KEY CRITERIA 5: Impact of the environment on value chain functions; low vulnerability of
the value chain to degraded environment and climate change.

(8) How vulnerable is the value chain to - Level of vulnerability of value chain
climate change and a degraded sections to rising temperatures,
environment? reduced water availability, less

(9) What is the impact of extreme weath- reliable rainfall, etc.
er, high temperature, reduced rainfall - Adaptive capacity of the actors in
on the chain? value chain

(10) To what extent is the value chain able
to cope with impacts of climate
change?

(11) Are the value chain actors able to
adapt?

KEY CRITERIA 6: Green opportunities

(12) What is the potential for products or - List of concrete new products or
services that are conducive for a services with low levels of GHG
green economy? emissions, pollution, waste, resource

(13) What is the potential for products or use; or using the cradle-to-cradle
services that compensate for concept.

greenhouse gas (GHG) emissions?

Criteria to assess potential social benefits

Generally speaking, the potential to generate social benefits will be greater, the more important
a value chain is for smallholders and self-employed micro entrepreneurs and as a source of
livelihoods for the poor. The first criterion turns around the potential of a value chain to create
business opportunities for small and medium enterprises and new jobs for low-skilled laborers.
The question is whether the products and markets and the structure of the value chain enables
the inclusion of poor people. Decision-makers would go for those value chains that offer the
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greatest opportunities. At the least, the value chain should supply products consumed by poor
people and offer the possibility to bring down consumer prices.

Another criterion concerns both the needs and the possibility that value chain development
makes a difference in the conditions under which people are employed. Priority goes to those
industries where public programs are needed to address the question of living wages, worker
rights, health and safety risks at the workplace, as well as social ills, such as child labor or
forced labor. The key social criteria to be observed are listed in Box 1.3.3.

Box 1.3.3: Tool i Guiding questions and suggested indicators for social key criteria

Guiding questions

Suggested indicators

KEY CRITERIA 7: Prospects for inclusion of disadvantaged groups (poor, women, youth, ref-

ugees, minorities,

(1) Do poverty groups have the
potential to become active in the
value chain?

(2) What is the share of poverty groups
that are active/employed in the
value chain?

(3) Do they have the necessary skills
and conditions to participate?

(4) Which assets do they control?

(5) What are the barriers to entry for
poverty groups?

KEY CRITERIA 8: Working conditions

(6) What are the health and safety
risks for entrepreneurs and workers
at the different chain stages?

(7) Is there freedom of association and
how is it regulated?

(8) Is child or forced labor present in
the value chain? If so, at what level
and in which activities?

handicapped, ¢€)

Business opportunities of poverty groups
Position of poverty groups in the chain
Access and control of resources and
assets

Skills requirements vis-a-vis available
skills of poor and disadvantaged groups
Type and level of barriers, and
availability of solutions

Health and safety risks

Worker perceptions of physical and
mental well-being

Existence of freedom of
association/collective bargaining
regulations and laws; actual coverage
Share of child or forced labor

KEY CRITERIA 9: Impact of the value chain on surrounding communities

(9) Are the right to food, right to health,
right to property (land) and right to
water (access and use) of
communities respected?

(10) Any risks of the value chain
causing or being subject to
conflict?

(11) Do individuals, workers or com-
munities have access to a
complaints mechanism?

ValueLinks 2.0

Risks for and type of right violations
(food, land, water, health) in surrounding
communities

Potential conflicts between value chain
actors and communities

Political conflicts impacting the value
chain, such as ethnic tensions and
discrimination of minorities
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The third criterion in the table above concerns the embedding of the value chain in the political
arena. Decision-makers have to be aware of the limits beyond which conflicts affecting value
chain development become unmanageable.

Institutional and pragmatic criteria

The institutional criteria refer to the enabling environment and include favorable policies and a
regulatory environment promoting or hindering green and inclusive development. The institu-
tional dimension of value chain development determines the rules of the game that shape
market outcomes and allows value chain actors to make use of the opportunities offered by
the market®'. The institutional criteria, the corresponding guiding questions as well as sug-
gested indicators are presented in Box 1.3.4

Box 1.3.4.

Box 1.3.4: Tool i Guiding questions and indicators for key institutional criteria

Guiding questions

Suggested indicators

KEY CRITERA 10: Reason(s) and need for public investment

(1) Where are the limits to market gov-

ernance and private investment?

Why is public investment needed?

List of constraints (and type of
constraints) that cannot be solved by the
market itself

KEY CRITERIA 11: Evidence of private sector, government and or donors having plans for

investment in the value chain

(2) Do private sector, donors or

governments have realistic plans to

invest in the value chain?

Relevant value chain support programs
Volume of budget allocated by lead
actors

KEY CRITERIA 12: Sector (promotion) policies and regulations are in place & effective

(3) Policies and regulations in place?

(4) Does the government provide
support or can this be expected?

(5) Do producers have access to
markets? Are there physical,
regulatory or other obstacles to
enter the market?

Government statements and policies
Quality of implementation modality
Ranking in ease of doing business
report; list of most and least important
constraints

Enabling environment for green and
socially inclusive business opportunities

KEY CRITERIA 13: Chain actors/government/donors/supportor g a ni z aetdiness 800
change, to collaborate and to align interventions

(6) Are chain actors open to
cooperation?
(7) What is the potential (win-win) for

increased cooperation between the

value chain actors?

(8)

government objectives relate to
donor interventions?

31 Schneemann and Vredeveld, 2015, p.12
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Do any shared strategies for value
chain development exist? How do

Module 1

Open mind and attitude for exchange
and cooperation

Number and type of value chain
initiatives

Contribution (budget or services) by
donor and value chain support
organizations

Size or volume (budget) of joint initiatives
or actions
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KEY CRITERIA 14: Feasibility of the intervention

(9) Have the intended innovations - Available evidence of tested and
been tested and validated? validated innovation

(10) Is the organizational capacity of - List of services and prices of services
actors sufficient for the tasks - Demand for the services
ahead? - Project budget secured

(11) Are business development services
and other support services
available?

(12) Are sufficient program funds
available?

The institutional criteria have to do with the readiness for change, especially the political will and
preparation of the value chain community. Criteria 14 refers to a pragmatic consideration i the
question whether a lead actor is actually able to move the intended value chain intervention for-
ward. After all, the development potential identified by the preceding criteria still needs to be real-
ized a needs the requisite organizational and financial capacity.

1.3.2. Compiling decision criteria and developing a decision matrix

The tables above present the key criteria for value chain selection. They provide the basis for value
chain selection taking into account all three sustainability dimensions as well as the institutional
environment.

Planners have to construct a decision matrix3? to compile the criteria and priorities the value chain
alternatives. The criteria to be included and the matrix have to be defined in an early phase of the
decision-making process. It is important that the decision matrix does not include overlapping cri-
teria and that the criteria are clearly defined to avoid different interpretations by those collecting,
analyzing and comparing the data. To meet resource and time limitations the number of criteria
needs to be kept manageable.

Trade-offs between the sustainability dimensions are a common reality. By assigning different
weights, certain criteria can be emphasized in line with the conditions of the case. To compare and
rank the value chain alternatives, planners have to attach scores to the criteria. Scoring assigns
values, such as low-medium-high or numeric scores ranging from 1 to 5.

Box 1.3.5 shows an example of a decision matrix used for value chain selection by the Economic

Sector Development Programme in Yemen. The complete matrix is presented inthen Gui del i nes
for Val ue Chiaduding $e driterima tanid datador the environmental, social and institu-

tional dimensions®3. The box contains a simplified version that only shows the economic criteria

and serves to illustrate the principle of assigning weights to criteria and scoring them. The matrix

is also available online as an Excel template, including useful instructions3.

The four sustainability dimensions ©  economic, environmental, social and institutional © are each
assigned different weights adding up to 100%. The economic criteria received 35 percent allocated
to the nine criteria of the economic dimension. By multiplying the weight of each criterion with its
score we arrive at a weighted score. The scores differ between 1 and 5, with 5 being very good or

82 Other terms are ranking matrix or scoring matrix
33 Schneemann and Vredeveld, 2015, p.35ff.
34 BMZ/GIZ and ILO (Schneemann and Vredefeld, 2015): Overall scoring matrix
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very high. Adding the different weighted scores leads to the final score of 2.39 for the value chain
under consideration in the Yemen example.

Box 1.3.5: Tool i Overall scoring matrix developed by BMZ/GIZ & ILO (2015)

Weight of
SELECTED KEY & ADDITIONAL CRITERIA criteria of | Value chain / (Sub-)Sector 1
total %

Employment promotion
1 | Opportunities for employment creation 5% 3 0.15 é
Sector growth potential
(Unmet) local or export market demand 4% 3 0.12 é
Prospect for value addition 3% 2 0.06 é
4 Z;;Z[r)terc;ltzrlf(oert growth in demand on local or 3% 3 0.09 é
Competitiveness
Comparative advantage (product differentia-
5 | relaiive to compeiors) with a special focus | 4% | 2 | 008 | ¢
on MSMEs to serve the local market
6 t(f:}zrr;?(zroagi\rﬁa?s;/?ntage of MSMEs to serve 4% 1 0.04 é
Profitability
7 | Level of net profits by SMESs in the sector 5% 3 0.15 é
Scalability
Potential for engaging a large number of pri-
8 | vate sector enterprises at different stages of 4% 2 0.08 e
the value chain
o |Foentalfor epliatnghe nienerionn | gy | 2 | o006 | e
0.83
é é é é é
lll | SOCIAL 25% | Score| Woighed| nderlying
é é é é é
IV | INSTITUTIONAL 15% | Score Wsl%rr‘;ed di?fﬁ"syéﬂ?e
e é é é é
TOTAL (max score = XX points) 2.39
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Some criteria refer to preconditions that have to be fulfilled before a value chain qualifies for selec-
tion. Only after the inclusion or exclusion criteria are fulfilled, the other criteria can be scored®. In
case of unacceptable consequences the decision is a no-go for the value chain under considera-
tion. There are also other examples of decision matrices. A good source is USAID Microlinks®®,

Other tools for value chain selection

Apart from the criteria presented above, other sets of criteria have been developed by USAID
Microlinks®” and by UNIDO®. In addition, there are tools addressing specific issues, such as
conflict or gender. These include, amongst others:

1 The Making Markets Work for the Poor (M4P) Approach3®

1 USAI DO s -sefstivefagproaches to value chain development*?
1 Corporate responsibility to respect Human Rights*

1 Agri ProFocusd Ghans?er in Val ue

Instead of ranking alternative value chains, development agencies can also decide on com-
plete portfolio of value chains to cover. USAID Microlinks recommends to take a Portfolio Ap-
proach® selecting value chains with diverse risk profiles in order to mitigate risks associated
with dynamic and volatile markets. In order to do so, planners rate the levels of different types
of risk associated with a variety of value chains, such as price volatility, susceptibility to adverse
weather, logistical breakdowns and political risks. Eventually, the choice is between different
portfolios of value chains.

1.3.3. The decision-making process

The decision-making process and selection of a value chain to work is the first step in value
chain promotion. The setting up of a value chain development program is the subject of Valu-
eLinks module 4. Chapter 4.5 deals explicitly with the question of managing processes of value
chain development. Therefore, readers should consider the recommendations given in module
4 as an input into shaping the process of value chain selection. However, as value chain se-
lection precedes actual program implementation, a few hints are in order at this stage.

The first concerns the basis of decision-making: Assessing the different value chain alterna-
tives based on hard data and detailed analyses may appear desirable at first glance but meets
with narrow limitations in practice. One is the limited time and funds available for collecting and
processing information; another is the fact that most often quantitative data are simply not
available. Deciding on a value chain is only a seemingly objective decision. In the absence of
a sound basis, decision-makers have to rely on opinions obtained from stakeholder meetings
and interviews with experts. The decision therefore has a political character.

35 For an example, see UNIDO, 2011, p.12

36 USAID Microlinks: Examples of ranking matrices

87 USAID Microlinks: Value chain selection

38 UNIDO, 2011

39 The Springfield Centre, 2015

40 Gilindliz and Klein, 2008

41 UN Office of the United Nations High Commissioner for Human Rights, 2012
42 Senders et al., 2014

43 USAID Microlinks: Portfolio Approach in Value Chain Selection
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Another issue is the sequencing of the decision-making process. The fiGuidelines for Value
Chain Selectionohave recommendations on how to achieve this44. The starting point is always
the clarification of the objectives, mandate and resources of a suggested new value chain
program. This first step is a precondition for screening and scoping a list of value chain alter-
natives. It also helps establishing the set of decision criteria. Next is the development of a
decision matrix followed by the collection of the pertinent information. The actual decision is
taken in a workshop that uses the decision matrix to rank the value chains alternatives. It is
important to keep in mind that value chain selection is a first attempt at formulating value chain
strategies and impact hypotheses. The question what lead actors and partners can expect
from promoting a particular value chain will certainly pop up again once program activities have
started. It is useful to carefully document the rationale behind selecting a particular value chain.
This allows to review and rethink the decision as implementers gain experience and additional
information emerges in the process.

The question who to involve in which step of the process is crucial and deserves special atten-
tion. Involving stakeholders in the selection process has many benefits. It not only allows the
integration of differing perspectives and ideas but also helps creating commitment and owner-
ship from the very beginning. Separate meetings with less powerful stakeholders help to make
sure that all interests are represented. As people understand the reasons behind a new value
chain program they are more likely to follow suit. However, there are drawbacks to keep in
mind.

One is that stakeholder involvement bears the risk of making the process unnecessarily time-
consuming. Building a consensus between parties with different key interests and different
levels of knowledge is tedious. Stakeholders might develop unrealistic expectations. As the
process requires several meetings participants may tire out. A second problem is the fact that
many participants have own interests and therefore are biased. If decisions were to be taken
by actors with special interest in one particular value chain, the decision would be highly bi-
ased. The UNIDO paper points out that stakeholders should represent interests across differ-
ent value chains and have a broad overview on the range of alternatives from which the selec-
tion is made. It also does not have much sense to let different interest groups fight for the
access to funds. Thus, the final decision-making should be left to major stakeholders who are
in a neutral position and able to compare the different value chain alternatives without fear or
favor. For more information on support and facilitation processes, see chapter 4.5.2.

44 Schneemann and Vredeveld, 2015, p.16
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1.4. Value chain development as a program component

ValueLinks is primarily about value chain development in a narrow sense i policies and pro-
gram that target particular products and markets and organize interventions along the entire
value chain. The different program formats for value chain development depend on the type of
lead actor and are the subject of chapter 4.2 in module 4.

However, conventional stand-alone value chain development is only one possibility of using
the approach. Value chains also play a role in other types of economic development programs.
The following chapter looks at the possibility of combining value chain development with pro-
grams that take a fundamentally different approach focusing on a region, a natural resource
system or on particular groups of people. The issue is to introduce the value chain perspective
into regional development, natural resource protection or small farm development projects.

To the extent that such programs pursue economic sustainability, they have to support the
business potential of their clients. This potential is not limited to the confines of the location.
Except for highly localized value chains and economic clusters, value chains extend across
regions in a country and even beyond its national boundaries. Enterprises are not only part of
a local business community but most often entertain linkages to partners in other places. Inte-
gration into value chains thus necessarily implies crossing the limits of the district, province,
ecosystem or watershed.

The different perspectives are not mutually exclusive. In development practice, territorial and
sector approaches are often combined and value chain development is a component within
bigger programs of economic and rural development. The development of a value chain often
needs accompanying measures at regional level to be effective. Conversely, policies and pro-
grams that do not target specific chains still benefit from a value chain perspective.

1.4.1. Value chains and regional development

In contrast to value chain development, territorial development programs target people at par-
ticular locations. Defining the boundary of a territorial program follows administrative units and
builds on the spatial proximity of the actors but not necessarily on their commercial relations.
Programs protecting natural resources focus their activities on ecosystems and watersheds,
and thus have a spatial organization as well. The same is true for most programs aiming at
agricultural development. Planners select their target groups not only according to their social
characteristics but mainly in terms of their location.

Territorial and value chain perspectives overlap where farmers and enterprises belong to a
local community and are operators of a wider value chain at the same time. The question is
how to combine value chain development with territorial approaches in practice.

Synergies of regional development and value chain development

To show the overlap between territorial development and value chain development, planners
first have to define the spatial unit, from villages to entire regions. In rural economic develop-
ment, administrative units, such as counties, districts, municipalities or provinces, often define
a development region. The area has to be large enough to include the players that are im-
portant for the development of the local or regional economy: public administration, business
associations and service providers.

In many development regions, we find multiple value chains at the same time. The economic
structure of these regions i the community of local enterprises and service providers i con-
nects to several chains. From the value chain perspective, in turn, several locations come into
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view as production and marketing often spread across several locations. Certain basic staple
food items, such as maize flour in West Africa, are produced almost everywhere in the country.
The conceptual matrix in Box 1.4.1 below shows how regions and value chains can overlap,
using the example of different types of value chains and economic regions. Wherever enter-
prises of a particular value chain are present in a region, the points of intersections are marked.

The matrix illustrates cases where operators (producers, processors or traders) of value chains
are present in several regions of a country. It has information on the locations of the value
chain as well as on the regional economic structure. For example, staple food (value chain 1)
is produced and consumed in all regions. The high-value product (value chain 3) is only made
in region (a), a high-value coffee that only grows under specific climatic conditions, and mar-
keted by traders in region (d). Region (a) thus is a coffee-producing region apart from the staple
food. Region (d), by contrast, has a focus on trade and consumption. Finally, the fourth column
presents a local specialty product made and consumed in region (c) exclusively.

Box 1.4.1: Concept 1 Matrix showing overlaps of regions and value chains

VC 1 VC 1 VC3 VC3
Staple Other High Local

food food value | specialty
Region (a) X X
farmers farmers

Region (b) X X

farmers farmers

Region (c) X X X
farmers | farmers Vv%hglsea
Region (d) X X X

farmers | traders | exporter

Though the matrix draws a very simplified picture of reality, every intersection provides infor-
mation on the range of value chains present in a region and, at the same time, on the outreach
of the value chains across regions. Sector and spatial perspectives on economic development
thus complement each other.

Starting from a particular region, development planners have to deal with different value
chains. Analyzing their development potential leads to the identification of promising business
opportunities in the respective region. In turn, starting from the top of the matrix allows identi-
fying the locations where the value chain is present. Analyzing the conditions of doing business
in each region brings out the critical factors of location which need to be addressed. Hence, a
combination of both value chain and regional perspectives can engender important synergies.
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The importance of a value chain for regional development depends on the extent to which
regional and value chain business communities overlap. Box 1.4.2 below shows three situa-
tions differing by the value chain stages located in a region. The importance of the value chain
and the share of value captured in the region depend on the number of operators present. If
the product in situation (b) has an important economic value, we speak of an economic cluster.

To arrive at an effective combination of value chain development and regional development,
planners should decide whether to start from a regional or from a value chain perspective.
Apart from situations where a value chain is clearly concentrated in one region, the design
should either focus on value chain development covering several locations or use the regional
economic development concept with a perspective on value chains and markets. This decision
will be the subject of the paragraphs below.

Box 1.4.2: Concept i Presence of value chain stages in aregion

a) Local value chain serving local consumption needs

Raw -
D> ilera P> Producion P> Trade 2

e s

b) Regional product supplied to external market

e > I
Traders
¢) Raw material supplied into national / global VC
>Productior>> Trade >

Industry ~ m=3pt Traders

Connecting regional development to value chains

Rural development as well as local and regional economic development benefit from the value
chain perspective in any of the situations shown in Box 1.4.2. The most interesting contribution
of the value chain approach to regional economic development is the identification of those
products of a local economy that offer the greatest development potential. The analysis starts
by listing the types of value chains in the region distinguishing the situations presented in
Box 1.4.2 1 products consumed locally and raw materials or intermediary products made and
exported to markets beyond the borders.

With the exception of locally consumed products, the value chain analysis has to refer to the
national level. Information gathered from the value chain analyses includes the overall market
demand for the product, buyers and investors from outside the region and the regional market
share. It helps positioning the region in comparison to other places and detecting competitive
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advantages. Local producers benefit from the availability of raw material, the regional labor
force, low production cost, specific technical skills and cultural traditions, the existence of a
local business network, administrative support, and other relevant factors of location.

Once regional business opportunities have been identified, the value chain approach can
contribute to local and regional economic development by:

1 Connecting local suppliers with buyers outside the region

9 Strengthening the competitiveness of local chain actors in view of their integration into
the value chains

9 Transferring technical and business innovations from other places

1 Any other applicable value chain solution

The greater the overlap between value chain and region and the number of locally active value

chain actors, the greater the significance of the value chain approach to regional development.

Of particular interest are regional products forming a regional economic cluster i value chains

that are concentrated in one place and occupy a share in employment above the national

average. In this case, value chain development refers to local value chains combining location-

specific with market-specific interventions. In such cases, there is a close conceptual relation-

ship and interface with the cluster development approach to economic development*. The

synergy is greatest wherever the final market of a value chain is in the region itself.

In the opposite case, in a region only sharing a small share of the different chains it hosts T in
terms of enterprises, employment, and value captured i regional economic development and
location-specific interventions gain the upper hand. Here, it is more important to improve the
local conditions of doing business first, working across the full range of products that the region
has to offer.

Anchoring value chain development in regions

The link between regions and value chains is also relevant when the starting point is the value
chain. After all, economic efficiency depends on the conditions of location. One example is fine
cocoa, an important export product of Ecuador that has its origin in several well-defined
locations in the country. Promoting fine cocoa makes it necessary to address the technology
and service problems in these regions. Another example is organic honey that presupposes
local regulations of land use banning intensive agriculture in specific places so as to prevent
the contamination of the honey.

It is important to have a clear picture of the locations of enterprises and other value chain
actors. This is covered by the spatial analysis of a value chain, see module 2, chapter 2.2. For
value chain development, value chain solutions have to work in a local context, which means
that the factors of location have to be appropriate. To make value chain solutions work, value
chain development has to address issues such as water supply and road connections. Thus,
rural and regional economic development can make important contributions to value chain
development creating conducive framework conditions for business at a particular location.

In particular, a territorial approach can help improving the factors of location for a specific value
chain by:

9 Providing access roads and other infrastructure
1 Making utilities, such as water and energy supply available
i Paving the way for new investors by removing administrative obstacles

45 See Pietrobelli and Rabellotti, 2004
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1 Establishing linkages between the private sector, public agencies and the local
interest groups of the civil society

Managing the conflicts between competing demands on scarce local resources
Regulating land rights and access to land

Fostering networks, local chambers of commerce and producer associations
Working on the complementarity of different chains in a region

= =4 -4

The different locations of a value chain provide value chain development with an interface to
decentralisation and regional planning. Regional economic development enables the stake-
holders of a region to jointly undertake initiatives for promoting economic development in their
region. However, the contributions of the regional economic development to value chain
development imply a challenge as the value chain innovations actually have to move from one
place to the next. For value chain development to be effective, it should not get stuck in one
region but seek to scale out innovation across all locations of the value chain.

There are two ways to deal with the challenge:

One is to ensure the complementarity of regional development and value chain development
from the start of a new program or policy. A development program would coordinate the selec-
tion of the regions and of the value chains supported. For example, a development program
that works in three regions could go for promising value chains that are present in all of them
to fully exploit the synergy.

A second possibility is to build on the regional representation of large processors and traders
who buy from several regions in parallel. Such firms have an interest in establishing their busi-
ness in several regions and therefore have a voice in questions of location as well.

1.4.2. Value chains and natural resource

The market perspective of the value chain approach also combines well with development

programs in natural resource management and the protection of biodiversity. The development
approaches for sustainable management of natur al
versity and ecosy sotganired sSpatially.i Theespatial uniis are the natural

l andscapes mai nly watersheds and protected ar e
forests. Much of what has been said on the combination of territorial and value chain ap-

proaches in the previous section is applicable here as well. The difference is the focus of nat-

ural resource management on the protection of a valuable natural ecosystem.

The connection with value chain development is the principle of use it or lose it, with regard to

a particular ecosystem resource. Ecosystems and biodiversity can be protected more easily if

they have economic value. The economic utilizationo f r e s o iusrsus&isable extraction

and sale generates income for the people |ivi
economic incentive for managing and protecting them as a source of income. Marketing eco-

system products and services also generates revenues to pay for measures to protect the

resource.

Box 1.4.3 visualizes the interrelation between the biodiversity-based value chain with the man-
agement of local ecosystems from which the raw material is extracted. Natural resource man-
agement is integrated into the value chain.

The use it or lose it principle combines two types of systems thinking: value chain systems on
one side and ecosystems on the other. Both the economic logic and the ecosystem logic have
to be observed. The following two sections look at ways to manage the tension between the
two.
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Box 1.4.3: Concept i Resource management and value chain perspective

Biodiv-based
value chain

Traders

Processors

ey

i =

5.9 N
> t‘) Local Forest Local

.'5 Q authorities communities collectors
e3e L.
mno

Economic utilization of biodiversity-based products

Many national parks and natural resource management programs engage in activities fostering
the economic use of the ecosystem to help protect it. Ecosystems have the potential to deliver
economic value:

1

f
f
f

Forest ecosystems providing in-situ habitats for diverse wild plant and animal species
Forests and wetlands regulating local climatic conditions, supplying fresh water and
protecting watersheds

Carbon binding capacity

Attractiveness of landscapes, scenic beauty and wildlife

The difficulty is that a value chain is defined by a commercial product. The value chain trans-
forms ecosystem elements and properties to fit the commercial market logic. In the case of
food products such fruits the connection is straightforward. Local collectors extract the product
in the forest and sell on to buyers. The situation comes close to agricultural products where
the raw material does not undergo much processing and defines the value chain.
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In many other cases the ecosystem products and properties cannot be taken as defining cri-
terion because the end products are too distant and too diversified. Here is a possible classi-
fication of biodiversity-based value chains:

Collected and cultivated food products, such as fruits, herbs and nuts
Biological materials, such as parts of plants, resins, oils, fibers, aromas and the like
Pharmaceutical products (phytomedicine)

Cosmetics and personal care products

(Agro)chemicals, especially biological control agents

Handicrafts using biological material, such as dried butterflies

Ecotourism services around natural attractions, such as bird watching and
recreational hunting

1 Payment for ecosystem services, such as e.g. carbon sequestration certificates
1 Fresh water

9 Bioprospecting genetic resources of scientific and commercial value

E R I ]

A comparison of the two lists shows the difference of ecosystems and market perspectives.
Typically, natural resource management programs tend to think locally and supply-driven be-
cause they focus on the services of the particular ecosystem, while chain development starts
from the market. It is the traders and industries who determine whether certain natural materi-
als run a chance of being included in their portfolios. This has to do with the fact that many
biodiversity-based products are niche products and the effort going into market development
is high. Companies have to look for new and diversified materials and be extremely innovation-
oriented. In order to increase the chances of success value chain development of biodiversity-
based products cannot easily be limited to one particular raw material from one location only.
Box 1.4.4 shows the case of argan oil from Morocco.

Box 1.4.4: Case i Argan oil from Morocco

The classical example is the protection and economic use of the wild Argania spinosa tree in South
Morocco. This tree stands on around 800, 000 h
gion. Traditionally, fruits are used to obtain the high-value argan oil, a local specialty providing the
livelihood for the rural population. As Argania is extremely slow growing and hard to propagate,

this ecosystem at the fringe of the desert is in danger. Unsustainable utilization and felling of trees
lower the water table and accelerate desertification. As a consequence of an increased out-migra-
tion, the available labor force for argan oil production is reduced.

As a result of the resource protection program some years ago, provincial authorities introduced a
framework for the use of the arganeraie ecosystem in order to halt the degradation process. The
area was declared a UNESCO biosphere reserve. Developing the argan oil value chain is an im-
portant contribution to achieving the protection goal because it helps maintaining the economic
value of the trees.

On the positive side, value chain development benefits from the existence of natural ecosys-
tems as a source of raw materials. Products from nature have consistently high growth rates.
Tropical forests and other habitats offer rare natural products, and are therefore a source of
product innovation.

Protecting and managing ecosystems at the local level

Developing biodiversity-based value chains involves risks and has to confront clear ecological
limitations. The main risk is the overexploitation of the resources taken from the ecosystem
and the degradation caused by the business activities. For the market development of biodi-
versity-based products to be useful, securing the ecological sustainability is paramount.
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This is the reason why the development of a biodiversity-based value chain necessarily has to
include the local actors using or influencing the ecosystems at stake. External buyers are only
one among several stakeholders that determine the fate of a forest. Value chain development
needs to include the spatial dimension: Without an effective local resource governance it can-
not be sustainable. Local natural resource management in support of biodiversity-based value
chains includes:

9 Setting rules and implementing management plans for the local ecosystem to avoid
overexploitation

1 Supporting arrangements for the access and benefit sharing of local communities in
accordance with the Nagoya Protocol, wherever applicable

Local management of natural resources and biodiversity also has a social side. Biodiversity-
based resources and other ecosystem services are typical for marginal regions with a relatively
high poverty i ncidesnoccei.obT od iiw Brazs efeasdtieedsociad
conditions of the communities whose livelihoods are based on a local ecosystem. See Box
1.4.5. The revenues have to be shared fairly between buying enterprises and the local collec-
tors.

Using the value chain perspective to underpin economic sustainability
The value chain perspective contributes to the market success of local natural materials by:

9 Connecting natural resource management with bio-trade markets

1 Showing the commercial logic of the product value chain

1 Employing the full range of market development solutions, business linkages and the
development of business models in particular

1 Making sure the relevant sustainability standards are observed

Box 1.4.5: Case | National Plan to promote6 s odii@di ver sityd value chai

I n 2008, Brazil ds government | aunc h eBibdiversity Proda t
uct Chains i a joint effort by the Ministries of Agricultural Development, of Environment and of So-
ci al Devel opment and other publi doiagenweiress .t ylt
generating income for traditional people from the collection and cultivation of native species. The
economic activity builds on local knowledge and practice, improves the living conditions of local
communities i protecting their environment and respecting their traditional rights.

The four main action areas are the promotion of sustainable extraction activities, development of
industrial processing, organization of markets, and the strengthening of local social and productive
organizations. The key concept is the productive inclusion of poor communities. This concept em-
phasizes the importance of supporting the self-organization of communities and community-based
networks of medicinal herb gatherers, producers and healers, in partnership with public research
institutes and providing a mix of social assistance and productive support, particularly for those
communities located in poor and underserved areas?é. In turn, biodiversity-based value chains
benefit from the local knowledge.

A particular point is the economic sustainability of local enterprises. This is an issue of business
size: As there is an upper limit to the volume of resources that can be taken off the growth
possibilities are naturally limited. This means that most local business operations remain small
scale. The value chain perspective contributes to understanding the viability of local business
models and helps planning investment carefully. Natural resource managers have to look for

46 Lal and Sorte, 2011, p.22
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possibilities to diversify the sources of income. They need business competence beyond the
particular value chain in question. Value chain initiatives can provide advice on the business
models and work to improve the skills of local communities and enterprises.

1.4.3. Value chains and agricultural development

Besides the territorial development approaches, value chain development is also important for
development programs that focus on particular types of enterprises, especially on small farm-
ers and on small and medium-sized enterprises. Agricultural development programs seeking
the integration of small farms into commercial markets have to include a value chain perspec-
tive. At the same time, they need to address the farming systems, resource endowments and
livelihoods of farmers in a much broader sense.

Farmers at the intersection of agriculture and value chains

Agricultural development programs focus on farmers as their target groups, particularly small
family farms. As primary producers, farmers are part of the value chains to which they sell.
Value chain development is the key approach to support their market linkages, the adaptation
to market requirements and the access to farm technology.

Box 1.4.6: Concept 1 Crossing perspectives of value chains and small farms or
farming systems

Value chain

Traders

0\

Processors

Producer of ... as part of the Local
the commodity  farming system communities

Input
providers

However, farms are systems and farmers need to grow a range of different products, manage
crop rotations on their fields and a seasonal calendar in line with labor availability and weather
risk i all to make sure that income and food availability adds up to make a living year round.
Marketing is just one variable to master. At the same time, farmers are embedded in local
communities and often pursue non-agricultural activities as well.
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Box 1.4.6 presents the concept of two crossing perspectives in which the vertical axis shows
the integration of farms into a value chain while the horizontal axis presents the primary pro-
duction activity as being embedded in the farming system and the social networks at the local
level. As a primary producer of a particular crop, the farmer operates at the intersection of two
systems. Value chains connect the farm to the world of markets and competition while the farm
perspective looks at the constraints at the local level.

The value chain context of a farm differs considerably from its local context. Agricultural
development has to address both dimensions.

Value chain development as part of an agricultural development agenda

Contemporary agricultural development policies address a wide range of factors relevant for
sustainable agriculture. Strategies comprise territorial approaches (provision of water, roads
and other physical infrastructure, environmental and soil management), policy interventions
(providing stability and regulating land rights), public services (technology transfer, health and
education and social services, especially for women and vulnerable groups) as well as market
and value chain development*’. They combine the improvement of farming and food security,
adaptation to climate change and rural livelihoods on one side, with the integration of farmers
into value chains on the other.

The question is how value chain development can best fit into an agricultural development
strategy given the fact that value chain development essentially covers one product and market
at a time, taking the vertical perspective shown in Box 1.4.6. Contrary to market development
and value chain development, agricultural development strategies are for the most part public
strategies taken ahead by government, public administration and support service providers
working for the public good, such as rural extension services.

Programs integrating the value chain approach into the broader framework of agricultural de-
velopment have to take the concept in Box 1.4.6 into account, especially if the focus is on
securing ecological sustainability and alleviating poverty in large farming communities. Here is
a series of recommendations on how to address the challenge:

9 Consider the limits of growth:
Value chain solutions have to consider the constraints of farming systems and crop
rotations, such as respecting the limit to expanding the area of a field crop.

1 Adjust the scoping of value chains:
To the extent that buyers handle different agricultural products at the same time, a
wider scope of the value chains targeted may be useful. Value chain development
then targets downstream traders and processors who take different kinds of produce
from farmers.

1 Expand the selection of value chains to correspond to farm systems:
This is only possible where large numbers of farmers follow a similar farming system
so that value chain interventions would not become too localized and selective. For
example, developing export commodities, such as cotton, can easily combine with
support for food crops on the same farms. An example for this approach is Ethiopia
where an agricultural development program explicitly selected two different value
chains. The case is presented in Box 1.4.7, below.
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