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SYNTHESIS OF THE FOURTH VCRD DEBATE CYCLE (JUNE 2005)
The main area of debate was * Val ue chains and poverty reduction’

Whilethe first two cycles focused on specific ‘how to do— questions’ (* how to analyse value chains’; and * how to identify
interventions and leverage points') and the third cycle had a specific interest in actions of development agencies (‘ donor in-
terventionsin value chains'), this fourth debate cycle concentrated on a broader issue: value chainsin the poverty allevia-
tion context. This cycle wasinitiated with a set of complementary and sometimes contradicting hypotheses. Thispaper is
based on these hypotheses and intends to synthesise all contributions made.

Hypothesis 1: Change agents. Donors should concentrate on most promising change agents for VC development. This
means, start with the ‘winning horse’, collaborate with the private sector and ensure pro-poor mechanisms.

Hypothesis 2: Inclusion. Market approaches often lead to different kinds of exclusions. Donors should care about the in-
clusion of most marginalized people (market standards must be achieved by the poorest producers).

Hypothesis 3: Improved market access. All production (excluding subsistence farming) is directed to markets. Different
markets have different needs; V C actors must be prepared to meet these demands.

Hypothesis4: Pro-poor donor interventions. Donor interventionsin V Cs should enhance a pro-poor focusin market
oriented businesses. A real cooperation with the private sector seemsto be most promising for thisaim.

Hypothesis5: L everage. Donors should concentrate on projects with biggest leverage effects based on cost / benefit
analyses, ‘likelihood of success' and sustainability of the effort.

Hypothesis 6: VC Governance. Vertical cooperation along V Cs highly depends on trust among V C operators, common
visions and information sharing as key success factors for efficient formal / informal V C relationships.

Hypothesis 7: Information. (a) Accessto relevant information and (b) functioning two-way (up-stream / downstream) in-
formation flows are main factors for functioning VCs.

Hypothesis 8: VCRD and project cycles. Project periods are often too short for effective VC support. Donors should
change their result-based project-cycle-thinking and search for more adequate investment mechanisms.

Information Box: Rural Business | ncubation Tank. A draft from the VCRD discussion.

This synthesisis structured around the different hypotheses that were rai sed and discussed during the debate cycle in June
2005. Resuming in a few words the main insights:  the importance of local markets; donors do not (know how to) react
like entrepreneurs; » real collaboration with the private sector is needed; ¢ transparency, access to information, trust and
leverage effects are important for VC development; » and projects should start with the ‘winning horse’.

1. Hypothesis: Change agents Main points from the debate:

The poorest or most marginalized people are not We (donors, NGOs, consultants) need to work on our skills in order
the engine of VC development. VC development is | to understand how to intervenein VCsfor the benefit of the enter-
usually done through entrepreneurs, businesscom- | prising poor.

panies or associations. Therefore, donors should Support rural business development servicesrendered by public or
concentrate on most promising (non-poor) change | prjvate providers. For example, rural business incubation centers
agents for VC development. With other words:. could seek out ideas and support innovative ideas; they provide a
VCRD only for poor people with an enterprising space and meeting point for rural entrepreneurs(please find morein-
mind. formation in the information box at the end of this paper).

Start intervening withthe winning hor se or the one most likely to
win, the change effects will follow.

Work with private entrepreneurs: Donors could leave the VC de-
velopment to private entrepreneurs. If thereis apublic interest for a
functioning V C (i.e. with apro-poor focus), so the public entity
should contract a private entrepreneur who is familiar with this busi-
ness situation. Donors can be part of the board and bring ideas on
how to ensure their goals, but let the ‘business' run the show.

Donors should explore new and mor e effective ways of public-
private development partnerships.

Conclusions by the moderator:

We agree with hypothesis 1 (Change agents). But
we need to consider the comments and remarks, as
well as hypothesis 2 (Inclusion).




Page2/5

2. Hypothesis: Inclusion

Main points from the debate:

Value chain approaches and other market-oriented
approaches lead to different kinds of EXCLU-
SIONS (from production, market access, and con-
sumption). Donors should care about INCLUSION
of the most marginalized people. Donors should
therefore diversify their portfolio of clients and not
only interact with innovative change agents, but
also support the poorest towards inclusionin aVC.

No specific comments or remarks were made on thisthesis; please
find in ‘4. Hypothesis: Pro-poor donor interventions' some conclu-
sions about how to support the idea of ‘inclusion’.

Remarks from the moderator:
We agree on this statement.

3. Hypothesis: | mproved market access

Main points from the debate:

V C approaches are not very promising in contexts
where the market access of resource poor farmers
should be improved, unless positive spill-over ef-
fects are obtained, indirectly. These farmers, who
tend to be excluded from such market-oriented ap-
proaches might rather need interventions that tend
to improve the access to production factors (access
to land, water, knowledge, food etc.) that later are
essential to foster market access.

Conclusions by the moderator:
The hypothesis has to be reformulated:

VC approaches are also promising in contexts
wher e the market access of resource poor farmers
should be improved. Asall production (excluding
subsistence farming) is directed to markets. Do-
nors can support farmersto produce different sup-
pliesfor different markets. Farmers can therefore
benefit fromimproved access to latent and emerg-
ing (local and regional) markets.

We (donors, NGOs, private entrepreneurs) can intervenein value
chainsin such away that opensthe accessto VCsfor the poor .
However these are not the poorest of the poor, but poor people with
some marketable assets (i.e. land, skills, local knowledge).

Apart from direct VC interventions, donors can enhance VC sur-
roundingsthat foster indirectly the participation of excluded
farmers: introduce savings and credit groupsto create additional as-
sets; or facilitate market research for the company and assist with or-
ganic certification, this could open an entry point for new farmers.

The perspective that all production (excluding subsistence farming)
isdirected to a market isvery important. Different markets demand
different supplies. Donors can support farmers to meet these de-
mands. Without loosing the market-oriented perspective, some — es-
pecially resource poor — farmers need specific interventions for i m-
proving their production factors (land management, skills, credits,
etc.); with other words: improving production.

Dueto changing agri-food markets (growing market shares by
trans-nationa supermarkets) producers will have to respond to much
higher quality requirements for local and regional markets too, not
only for high-quality international markets. This can be an opportu-
nity for small farmers, but they most likely will need some concrete
support from devel opment agencies. The aim must be business ori-
ented: Supermar kets do not need public money; they do not care
about business centers. But they like good products at reasonable
prices from local and regional suppliers.

4. Hypothesis: Pro-poor donor interventions

Main points from the debate:

Donor interventionsin VCs should enhance the
pro-poor focus in market-oriented businesses. Do-
nors should concentrate on including mechanisms
that foster the profit of the poorest in VCs— like
fair-trade schemes, labour standards, corporate so-
cial responsibility, etc.

Conclusions by the moderator:

There seems a general agreement that Donor in-
terventionsin VCs should enhance the pro-poor
focus in market-oriented businesses. This focus has
to consider business relevant issues and should
foster win-win situations. Enhanced and creative
cooper ation with the private sector is needed.
Transparency issues and information systems are
two appropriate fields for donor initiatives.

Donors have aroleto play for supporting pro-poor mechanisms.
This can be done through supporting farmers directly (organization,
collection systems) or advocacy (for afair pricing system that |eads
to awin-win situation) or through supporting an bigger company
(manufacturer; exporter; outgrower-schemes).

Donors should not interfere in viable businesses. For exanple, the
donors do not need to support the farmersto get organised. This
could be done by acompany: A big trader or buyer interested in bet-
ter quality and quantities could help to organise the farmers (as ent+
bedded services). Donors could therefore support the companies (fi-
nancial and technical assistance) so they organise the farmers.

The principles of many production, trade or social systems(i.e. or-
ganic farming, fair trade, CSR, etc.) are on achieving win-win situa-
tions (on economic, ecological and social issues), creating lasting re-
lations and with ‘reasonable gains for all sides'. But, enforce im-
proved labour conditions or CSR can create undesired or unsustain-
able solutions; it can even put people out of business. Donors should
help to establish afruitful interaction and a balanced negotiation be-
tween the partners.

Donors should no longer ‘condemn’ the private sector, but envis-
age new and creative partnerships, and create room for corporation:
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let both do what they are best at, but with combined efforts.

Donors can support tofind a fair balance between economic sus-
tainable business and fair working conditions. Thisincludes not only
price or salaries, but also terms of payment (direct, in cash, in kind,
guarantees), access to inputs (equipment, seeds, etc.), accessto cred-
its (lower costs, in kind), and access to expertise (applicability with
other crops) that make win-win situations.

Animportant role of the donor istocreatetransparency; i.e. to
make the entire process clear to all partners and facilitate the agree-
ment process. A powerful donor intervention could be the set up of a
VC information system- that guarantees transparency along the
chain - and ensure access for all participants to the information sys-
tem.

5. Hypothesis: L everage

Main points from the debate:

(previoustitle: Bigger groups, greater impact)

If there is the choice between (a) VC development
for organic or fair trade markets abroad with the
potential of relatively large benefits for relatively
few poor people and (b) interventionsin local
value chains with the potential of comparatively
little benefits but for large numbers of people, do-
nors should choose case ‘b’, because thisimplies a
bigger contribution to their poverty alleviation
goal.

Conclusions by the moderator:
The hypotheses should include other dimensions:

Besides the economic advantage effects of donor
interventions (cost/benefit analyses), the likelihood
of success and sustainability factor hasto be con-
sidered. Going from small to big can be seen as a
timely sequence.

Thekey issueis"leverage"': How do we use systemic change to af-
fect tens of thousands of people rather than apply direct assistance to
help afew companies? It really comes down to a question of cost
benefit. If strictly calculated with costs as money spent, and benefits
asmoney earned by poor people, then systemic change (using areal
subsector approach) will generally have the most impact if you target
the right nodes that have the most leverage in fairly large sectors.
Interventions (big/small) should depend on a cost/benefit analysis:
intervention costs compared to added value in total and per benefici-
ary and it would be possible to group the type of (poor/rich) benefici-
aries. But, it also has to consider other factors like ‘likelihood of
success’ aswell as sustainability. Traditional / regional markets are
still most important, and much can be done there; i.e. focussing on
small changes for many actors.

Another point to be considered may be the demonstration or learning
effects. Thusto go from smaller to bigger may also be atime se-
quence.

6. Hypothesis. VC Governance

Main points from the debate:

External facilitation and VC support doesnot
change anything in an established VC, aslong as
the ‘ cheating-mentality’ does not change. Donors
should concentrate on transparency, information
systems and control systems.

Conclusions by the moderator:

Cheating can be an important reason for the mal-
functioning or non-functioning of a value chain.
Donors can play a role in dismantling these bad
habits, but it is better solved by the business part-
ners. Further: cheating is an i mportant part of the
story but not THE story.

Vertical cooperation along VCs highly depends on
trust among VC operators, common visions and i n-
formation sharing as key success factors for effi-
cient formal / informal VC relationships.

Concentrate onbuildng trust: with acommon vision and interest
and good interaction; with awell structured market-oriented partici-
patory processinvolving VC actors.

The ‘outsider’ roleisimportant focusing on shared market opportu-
nities. Transparency does not mean to reveal business secrets (mar-
gins, gains, salaries, etc.); inbusiness, there is room for gaps— as
long as the negotiation processis clear and transparent.

Cheating is then often the case when market relations are ‘ not fixed':
both traders and producers cheat as they look for short-termgains
and with reason: there are others to work with next season so why no
grabbing now?

Mistrust can also occur because of alack of transparency and

knowledge (e.g. unclear quality norms and payment procedures); and
not just because on cheaing mentality.

When cheating is ahabit, aprocessis needed to “filter out” cheating
actors. Where mistrust occurs because of lack of transparency, trus
and transparency building mechanism can be supported.




Page4/5

7. Hypothesis: Information

Main points from the debate:

Many rural markets lack appropriate information
systems. Input suppliers, producers, traders, ser-

vice deliverers and buyers would profit fromad-

vanced access to important information. VVC out-
siders — donors, NGOs— should always consider

the issue of access to information and knowledge
management within value chain development as

crucial.

Conclusions by the moderator:

The need of information systemsiswidely ac-
knowledged. The information content and itsfi-
nancing depend much on the different contexts and
should be further discussed.

(a) Accessto relevant information and (b) func-
tioning two-way (up-stream/ downstream) infor-
mation flows are main factors for functioning VCs.

Aninfo system that supports identifying opportunitiesisvital. First
identify the (broad) opportunitiesin an area and then tailor make the
info system to promote these. To obtain real insights (information
that matters) in afew commodity linesis challenging enough, i.e. to
update it with (international) market developments, and let's not wa-
ter down the wine by trying to be too broad.

What kind of information? Only spot market prices are not enough
for sustainable business. Y ou need trend information etc. A problem
isthat the information comes from outsiders, while only insiders
have access to the most important informetion.

Independent news service. Independent news service for producers,
processors, transporters etc. involved in different markets. For each
product you gather and distribute market prices, demanded qualities
and even some kind of prognosisfor the next few days. Thisiswhat
many rural producers lack: some information that goes beyond what
the intermediary tells them.

Financing rural information systems (RIS). RIS could be co-financed
by alead-company in the chain— of course with the challenge of
staying independent; or financed through advertisements, or through
sponsoring. Link the system with market players, like supermarkets.

8. Hypothesis: VCRD and pr oject cycles

Main points from the debate:

(2) Project periods are often too short for effective
V C support. (2) Donors should change their result-
based project-cycle-thinking and search for more
adequate investment mechanisms; considering the
needs, changes and complexity of markets.

Conclusions by the moderator:

This hypothesis has not been discussed the way it
is stated now. Further inputs will be gained during
the next VCRD cycles.

Apart from adapting products, technologies, distribution channels
etc. (hardware) to market requirements— donors have to foster MEN-
TALITY CHANGE. Changing mentalities needs time— most likely
more time than adapting the “ hardware”.

Projects need to have enough time (i) to create areal success story
together with change agents (early adopters according to the innov a-
tion theory) and (ii) to spread the message of this success story and
facilitate less innovative people, who would be capable and interested
to follow this example, to copy the success story (early majority).
Projects should be conceived as learning projects, not only for the
partners, but also for the donors and their consultants. Mentality
changeis our biggest concern and challenge!

‘Low input / long time' is much more effective than “high input /
short period’; and that seemsto be the hardest point to get through:
donor think in projects and doing, and not in facilitating and learning.

A further discussion should concentrate on two issues: (1) the way
projects are planned based on expected results (VC interven-

tions require venture capital!), and (2) the time frame of projects
(which may vary from different intervention strategies and reporting
requirements).

Theideaof creating something different then VVC development projects— alocal VC or rural business incubation center —
raised during the first cycle in November 2004. Since then, many participants were involved in re-thinking the idea. Again,
we are posting the latest draft information about such aventurein following information box.
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Information Box: Rural Business I ncubation Tank - a draft from the VCRD discussion

A sketch:

A rural business center operates like an "incubation tank” for rural business ventures that would impact on income through
VCs.

What does it do?

- Hunt for good and even "crazy" ideas among the local populationthat want to earn money, and outsiders inter-
ested in investing money or being specific goods (i.e. money from migrants).

- Get the two together, combine them, interact and build ideas worth testing.

- React immediately on ideas. Coach these ideas to the point where they may be tested. Fast and constructive reac-
tionis essential.

- Fund thetesting of technologies, marketing procedures, information flows with "rural venture capital" to do the
R&D. These must be small projects. Venture capital means, if it works: pay back with interests. If it doesn't work,
the investment islost.

- Build business plans of successful ventures, and then coach the owners of the ideato approach normal finance
sources (credits, investments).

Who operatesit?

- Thismust be operated by people who combine two sets of skills: Hard-nosed enterprising skills, and an intimate
understanding of and skill in interacting with arural population and particularly with the poor and remote peo-
ples.

- Anincubation tank should be operated like acommercial venture.

How to fund it?

The incubation tank operates as a business, but at present such companies don't exist. The reason is that the transaction
costs are far too high due to the typical dilemmaof ‘rurality’, i.e. distance, markets. So this kind of incubation tank com-
pany would have to be financed like this:

- Thecompany itself investsin those ventures that turn out to be successful and thereby recovers some of the ven-
ture capital.

- Donors provide funds for specific efforts aimed at particular sectors of the rural population.

- Topping up by donors for successfully achieved business plans that allow increasing the added value within rural
areas.

- Largetrade companies may invest in the incubation tank because they are interested in getting enough raw or
semi processed products of superior quality.

So theincome streams ar e actually:

- Directly from the successfully incubated ventures. The incubation tank does not own the emerging businesses, it
issimply a shareholder and business-coach.

- Backup funding by Donors, wherever possible tied to the success of the work of the incubation tank.

- Contracting by companies operating on the large markets.

Legal:
- Theincubation tank has acommercial licence.
- It could also operate asafoundation. This may actually be easier for funding agencies to work with, and may be
more consistent with the activities of the tank.
August 2005

Daniel Roduner, LBL
VCRD Moderator




