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¥ SHFRIQWWEHV RM FR Q RPR.EHRUW D UH H @H ¢ F ERWPISHD\A HV @R UFR Z H U IXPYWH W WIKPI X O H V
of the game’ in the value chain, and how this constrains their choices.

F Has economic viability and commercial sustainability at its core because of its market focus.

¥ ,VDSRZHWXDJQ MRRIEM WQG H QRAULLIW. VVDEBIME O R F N CRIHS/H FWPHDRUIBIRVXSIVQ SUR Y L. G H
a framework for interventions to change the circumstances of the resource poor.

f GHQWL¢{HV WKH FRUH UHQWY DQG EDUULHUVY WR HQWU\ WKDW GHWHUPLQ

T Is inherently scalable: even if the initial focus of a value chain development exercise is a single producer group or
(UP WKH VDPH ORJLF FDQ EH DSSOLHG WR D FOXVWHU RI ¢UPV D UHJLRQ

¥ VWWHODWDOKEBHEH\RQBRQFAUWRPSHWLWLQY® RHH ¥ VL HRQWWKRK D+ DR P S D B H\@\KK H
baggage and assumptions one has to accept when taking on some other theoretical stances.

t Can provide a policy and restructuring tool to counter both market and state failures.

of localities to reducing poverty. They are used for the 5. That poor people engage with value chains at a
simple reason that they help focus attention on the number of different nodes of the chain, as workers
right questions and provide practical answers to them. and consumers as well as producers.

VCA normally shows the build-up of costs along a spe
FLC'FFRPPRGZLM/D\IZQLP\DQI—FRPSOHPE{QWﬁI%‘JUDGLQJ VWUDWHILHYV IRU WK
DQ GHQWL R KHXFR/Q QHMIWI BT RY LG ® @lgrading means acquiring the technological, institu-

what are considered to be the main determining fac- tional and market capabilities that allow resource-poor

tors in the external policy environment. rural communities to improve their competitiveness

Value chain analysis is well suited to understanding and move into higher-value activities. In short, upgrad -

how poor people in rural areas of developing countries ing is the process of trading up.
can engage, or improve their terms of engagement Over the past few years, development studies have

with, domestic, regional or international trade. Box 1  been developing a language, approach and experience
O L WWEAH Q HR M/KIIRWUR ID Q D O YWKLLVKKA OVSRo support poor people in rural areas to upgrade their
explain why value chain analysis has had such a pro position in viable value chains. A ‘traditional’ upgrad-
found impact on development studies in recent years. ing sequence has emerged: that of process upgrading

moving into product upgrading and on into functional
7KHPHV HPHUJLQJ IURP WKH & Z%G%ntgr—\év\gneubdﬂaying. This categorisation is rele-

Five studies, commissioned by COPLA in Latin America, YDQRVVB D QXIDFWXPNVN@QKHHZDO GXVWULL

examined a range of ‘traditional’ and ‘non-traditional’ countries of Southeast Asia seeking global markets, but

agricultural commodities: Brazil nuts in Bolivia, bananas it needs adjustment if it is to be relevant to the pressing

in Peru, trout in Peru, wood furniture in Nicaragua and task of upgrading some of the poorest and most disad -
Honduras and rural community-based tourism in Guate- vantaged, including agricultural producers and export-
mala and Nicaragua. The studies all adopted elements ers, into viable value chains.
RI9&$7KHFRQ¢PRFRIZKDXHN Q RZO U H D @he Overseas Development Institute (ODI) has been

about how the poor engage with trade, and how ef - ZR UNEZQWWKK ) W H U Q DNWLHRM@ADS® H\XDM\D U F

forts to link poor producers with international markets &HQW, U3 DQ&BL WKW UR@HDMNMHIXBVUR V\

through larger producer/exporters may succeed or fail.  Africa and Asia for the past three years to explore dif-

Five important themes emerged from the studies: ferent ways that the rural poor can engage successfully

1. That rural poor almost always forge links with lead in viable value chains. On the basis of this practical

¢UPV LQ RUGHU WR DFFHVV LQWékpeQeDdd, Wk prapaserRabneri Bf\aeVen different up-

2. 7TKH GLI¢(¢FXOWLHYV RI VXVWDL QL @radivigidtraeniedsee GigupeNLp J H V

3. Unsustainable interventions (often by external ac- +RUL]RQWDO FR RsUHe prQdedd of Qr@ater

WRUWKLBPKUIHQV X1 ¢ FOHQWHR® UNHW YV intra-nodal organisation, often in the production and

4. The importance of the enabling environment in processing nodes, in some form of collective structure

which value chains operate in determining their sus- (typically a producer group). This form of upgrading is

tainability and distributional impacts. very important for poor people in rural areas because
-2-



coordination with others allows producers to achieve

economies of scale in supplies and to reduce transaction

Shortening the value chain can be achieved by exclud
ing intermediaries and redistributing their functions

FRVWNMW HCR UL]RRRW DG L QWWKEHB QW H Qamong the partners of a newly formed vertical rela -

a sequence of interventions that ultimately result in ac -
cess to the market, and is a prerequisite for other forms
of upgrading. Critical to the success of horizontal coor-
dination strategies are the entry rules to join the group
and the quality of management of the group structure.
SHUWLFDO FRRig @&k QbW laRay from
one-off spot transactions towards longer-term inter-
nodal relations, for instance contract farming, whereby
a processor or exporter will contract horticultural out-
grower farmers. This form of upgrading is important
because it can result in greater certainty about future

tionship. It is very rare for the poor to functionally up -
grade in the absence of other upgrading strategies.
BURFHVV XS JibvDles idroving value chain

Hl¢FLHREQFUHRKVOSRWD X RAMH G X FL G

costs for a unit of output. Examples of this include im -
proving agronomy to enhance yields that result in high -
er sales or own consumption, or both. This may be the
result of improved planting techniques, planting materi -
als or investments, such as irrigation infrastructure.
BURGXFW XS Jaduedo@d increasingly im
portant as the richer economies have become more

UHYHARHBAM SRRD UW L F L GDUDW W HRHMuality conscious and as standards have risen. Some
FDRRRUGL QR WIERMD WO GL | ¢, BXIRWEN ¥tandards are driven by lead buyers (i.e. supermarkets

cause it involves the building of trust relations between
the buyer and the seller (to avoid the common scenar -
io whereby producers break their contractual commit-
ments and sell their produce on the spot market when

requiring traceability of food products), others by statu -
tory hygiene standards in importing countries and oth -
ers, increasingly, in response to fair trade and organic

GHPD@ESYQIFR®QV XPHHHYKD O ORIQWHD Q G

SULFHV DUH KLJKHU WKDQ VSHFL ¢dt6 liesQin \AcKievirgRI@W (tbDaflol¥ market access)

YXQFWLRQDO X@fets b@Haqying the mix
of functions performed by actors in the value chain —
increasing (upgrading) or reducing (downgrading) the

without excluding the poor from the value chain. Proc -
ess and product upgrading are closely related because
improving product quality often involves improvements

QXPERDFWLSBHMLRQMRHGG L Y IDEXEIWE Mo the production process.

For instance, an agricultural producer starting to proc-
ess some of their output to add value to it represents
functional upgrading. Often, horizontally coordinated
institutions are best able to provide these value-adding
activities (such as grading and packaging of produce).

YJLIXUH

Domain of government, development organisa-
tions, private sector membership organisations,

| workers representative organisations through |

Source: Adapted from Herr (2007).
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,QWHU FKDLQ X %JtheDusd. §f skills and
experience developed in one value chain to productively

HQIJDZHWIKQRWK XY XDPRUBUR;WHEO

value chain. Examples of this include the shift from
growing traditional commaodities to high-quality export

$ QHZ WI\SRORJ\ RI XSJUDGLQJ VWUDWHJILHYV

I Upgrading strategies
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horticulture. Inter-chain upgrading often

and how. Poor-quality research can re-

KDVLJQL ¢(FDQWMRUYWRBRWY K H sult in project failure, with disastrous

poor and vulnerable to access the more
lucrative value chain.

FROQVHTXHQFHYV IRU WDUJH
'H¢eQLQJ DSSURSULDWH l

M8SJUDGLQJY RI WKH HQDBROULRIDYVimgprant that the interven -

U R Q P Ha@hatugh not an upgrading strat -

egy in a strict sense, recognises that the
competitiveness of the enabling environ-
ment for value chains is a major contribut -
ing factor in the success of the operations
of a value chain. Improvements to the sup -
port, services, institutional, legal and policy
frameworks in which value chains operate
are often a productive area in which devel -
opment agencies can intervene to improve
the functioning of a chain.

9DOXDEOH OHVVRQV

Emerging from our studies are several
key lessons for policymakers and practk
tioners seeking to assist the entry, par-
ticipation and upgrading of the rural poor

5HVHDUFK &HQW linialue chains. Beyond taking a broader

$ERXW &23/%

Comercio y Pobreza en
Latino América (COPLA,
or Trade and Poverty in

Latin America) is a two-

and-a-half year project

that explores the linkag-

es between trade, pov-

erty and social exclusion
in Latin America.

Find out more on:
http://www.cop-la.net
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view of upgrading strategies, we under-

line the importance of:
&ODULW\

SRVVLEOH

lar, it is important to distinguish wheth -
er the primary aim of an intervention is
to reduce poverty or to simulate growth
in the local economy. Whatever choices
are made regarding the aim of the in -
tervention, it should be accepted that,
as with any sustainable private sector
development project, the non-poor will
necessarily gain from the intervention
as well as the resource poor.
6HOHFWLQJ

tions proposed for value chain develop-

ment spring from, and are constrained
within, the logic of the VCA and the
market development approach.
,GHQWLI\LQJ WKH NH\ UHQW
SRRU SURGXFHUV WR SDUW
IXOO\ DQG VXV WdticiQaildh O \

in markets does not, in itself, provide

for sustainable income growth. The key

goal is to locate rents in the chain that

can be captured by poor people and

that are unlikely to be eroded through

time as a result of competition.
8QGHUVWDQGLQJ DERXW [
H Q WThe trade-off in developing bar -

riers to entry which are not so high that

all the poor are excluded, but which are
VXI¢FLHRIWEBO CBRDAJWLRFNEBD
gain rent, lies at the heart of pro-poor

value chain development.

RQ WKH UDWLRGNBHGIRY REMHVVLQJ DER:
L QW M paftit@ W L RRQKFWLRQ QRGH LQ DJULFX

F KD L ®oor people engage with val

ue chains at all nodes as producers, in-
termediaries, workers and consumers.

It is not necessarily the case that the
largest pro-poor impact should centre

on the production node.

$QDO\WVLQJ WKH HQDEOLQ
PHQW F DU lAlca@f@ analysis of

the operation of value chains will often
identify state failures as well as market

DQ DSSURSU faues It iy popugpsual for the main

FKDLQ WR GHYHORS zLWK impedipentto poas people engaging

PDQG UHTXL U Hméd Ehwiew of
value chain has important implications
for the barriers to entry for the poor and
for the sustainability of the initiative.

with value chains to be the state that
purports to represent them.
7DNLQJ D FpyaRliy the position

of poor people in value chains on a sus-

5LJRXU LQ DSSO\LQJ UH YV Hipinapkigbasigipnkt easy. Itrequires the

R G Value chain analysis and develop
ment requires robust evidence-based
research of the current market sys-
tem and a clear appreciation of which

blockages poor people can overcome

cooperation of many stakeholders in the
chain, an inclusive policy process, which
PXVWQFOWKIHHRGBGPUBQBSUDJ
matic and non-ideological approach to-
wards value chain restructuring.



