The Value Chain Approach
to Economic Development and Poverty Reduction

Taking a value chain approach to economic development and poverty reduction involves addressing
the major constraints and opportunities faced by farmers and producers, processors, traders and
other businesses at multiple levels and points along a given value chain. This will inevitably include a
wide range of activities such as ensuring access to the full range of necessary inputs, facilitating
access to cheaper or better inputs, strengthening the delivery of business and financial services,
enabling the flow of information, facilitating improved market access, or increasing access to higher-
value markets or value-added products.

What is a Value Chain?

A value chain links the steps a product takes from the farmer to the consumer. It includes research
and development, input suppliers and finance. The farmer combines these resources with land,
labour and capital to produce commaodities.

In the traditional selling system farmers produce commodities that are "pushed" into the
marketplace. Farmers are isolated from the end-consumer and have little control over input costs or
of the funds received for their goods.

In a value chain marketing system, farmers are linked to consumers' needs, working closely with
suppliers and processors to produce the specific goods consumers demand. Similarly, through flows
of information and products, consumers are linked to the needs of farmers. Under this approach,
and through continuous innovation, the returns to farmers can be increased and livelihoods
enhanced. Rather than focusing profits on one or two links, players at all levels of the value chain
can benefit.

An integral component of the value chain is the agricultural supply chain, and in the literature these
terms value chain and supply chain may at times be used interchangeably, or are at least closely
related.

Elements of the value chain concept are also incorporated within the Innovation Systems Approach
adopted by RIU. This involves the use, adoption, uptake, or commercialization of existing knowledge.
Successful innovation requires not appropriate research outputs, but also relies on a supportive
policy and institutional environment, the availability of credit and technical support, and the
existence of healthy markets and functioning infrastructure. It is also likely to involve a wide range of
key actors from farmers through to policy makers, private-sector companies, entrepreneurs, as well
as journalists.

Value Chain Analysis

Value chain analysis facilitates an improved understanding of competitive challenges, helps in the
identification of relationships and coordination mechanisms, and assists in understanding how chain
actors deal with powers and who governs or influences the chain. Developing value chains is often
about improving access to markets and ensuring a more efficient product flow while ensuring that all
actors in that chain benefit. Changing agricultural contexts, rural to urban migration, and resulting
changes for rural employment, the need for pro-poor development, as well as a changing
international scene (not least the increase in oil prices) all indicate the importance of value-chain
analysis.
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Figure 1. An overview of a conceptual Value Chain

Adapted from World Report Fall 2006: The Value Chain Approach; Strengthening Value Chains to Promote Economic Opportunities.
ACDO/VOCA. http://www.acdivoca.org/852571DC00681414/1D/resources worldreportfall06
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Traditional Selling Systems compared with a
Value Chain marketing System

In the traditional selling system (Figure 2), farmers produce commodities that are "pushed" into the
marketplace. Farmers are generally isolated from a majority of end-consumer and have little control
over input costs or process received for their goods. The primary exception is where local farmers
sell produce in local markets and where there is a direct link from farmer to consumer. In most
traditional selling systems formers/producers tend to receive minimal profit. Any integration up or
down the value chain can help.
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In a Value Chain marketing system (Figure 3), farmers are linked to the needs of consumers, working
closely with suppliers and processors to produce the specific goods required by consumers. Using
this approach, and through continuous innovation and feedback between different stages along the
value chain, the farmer's market power and profitability can be enhanced. Rather than focusing
profits on one or two links, players at all levels of the value chain can benefit. Well functioning value
chains are said to be more efficient in bringing products to consumers and therefore all actors,
including small-scale producers and poor consumers, should benefit from value chain development.
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The market “Pull” is based on
integrated transactions and
information. Consumers
purchase products that are
produced according to their
preferences. The farmer
becomes the core link in
producing the products that the
consumers desire.

Research and development,
whilst including techniques
targeted at increased
production, is also focused on
consumer needs, and attempts
to take account of all of the
links, and dependencies in the
value chain, e.g. processing,
environmental and social costs
or considerations, as well
factors such as health impacts,
education and learning.

Communication is in both
directions. It is important that
both consumers and processors
are made aware of factors
limiting production, just as
much as farmers and other
producers are made aware of
consumer requirements.
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