TECHNICAL INTERVENTION NOTE 3.1: OVERVIEW

ECONOMIC STRENGTHENING FOR VULNERABLE POPULATIONS

Promotion: Value Chains

KEY POINTS

- A value chain (VC) is the process, including
all of the players, services and activities, by
which an initial idea or raw material reaches
its final customer.

- VCs encompass entire market systems and
affect multiple producers and businesses.
VC development is fundamentally about
first identifying the weakest links in the
chain and strengthening them—aligning
business interests that attract and
keep all players engaged in productive
collaboration to compete more effectively
in local and global markets.

- Some VC interventions focus on vertical
linkages while others focus on horizontal
relationships to ensure that each link in the
chain is performing its function and that
support services flow smoothly through
these relationships.

- Evidence shows that VC interventions are
most successful when they are demand-
driven, participatory and incorporate
the private sector. There is still a gap in
the evidence on the benefits of the VC
approach to vulnerable populations—most
projects have yet to disaggregate their
monitoring data to identify the extent to
which vulnerable populations directly and
indirectly participate and benefit.!
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INTRODUCTION

Household enterprises are the fastest growing segment of the economy in terms of numbers,
especially in Sub-Saharan Africa, contributing to aggregate employment, production and economic
growth. Self-employment for low-income and vulnerable households matters, especially because as
consumers or producers, they sell their labor and products in formal and informal markets to meet
their needs for food and essential services. Most low-income households live in areas with limited
government support and are more socially and geographically isolated. Yet they have to rely on self-
employment—usually in traditional industries such as agriculture, handicrafts or tourism—to generate
income. Better engagement in value chains (VCs) can help low-income households get the most
from their entrepreneurial efforts by facilitating higher quality and more equitable linkages with their
suppliers and buyers.

WHAT IS THE VALUE CHAIN APPROACH?

A value chain includes all of the players, services and activities involved in bringing a product from
an initial idea or raw material (e.g., growing grain) to its final customer (e.g., buying bread in the
supermarket). Applying a VC approach requires a careful analysis of the entire market system and
the firms that operate within a particular industry, from input suppliers to end buyers; support
markets that provide practical, commercial and financial advice to that industry; and the business
and regulatory environment that affects that industry. Better engagement in the VC can provide
enterprises:

Access to stable, growing and/or high value services and markets;

More reliable vertical relationships working with the private sector;

Beneficial horizontal relationships through producerto-producer linkages;

Opportunities to upgrade their process, product, function or linkages;

Improved access to technology, practical knowledge, inputs, buyers and infrastructure; and
Increased incomes and smoother cash flows while improving economic security.

Through the VC lens we can better understand how a product moves from producer to
customer, examine the commercial and socioeconomic relationships, and identify ways to
increase productivity and add value.
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MAIN FEATURES OF VALUE
CHAIN PROGRAMS

Market Systems Approach: Integrating low-
income entrepreneurs into VCs require a thorough
understanding of the whole system, how
entrepreneurs and their families see the world,
relate to others, gather information about product
specifications and manage risk with potential
rewards.

Relationships: Vertical relationships (e.g., linking
buyers and sellers) are key to moving knowledge
and benefits up and down the chain. Horizontal
relationships (e.g., between very poor producers
and their peer groups) allow for information
sharing, collective bargaining, increased economies
of scale, resource aggregation and skill-building
among similar VC participants.

Incentives: VC interventions include incentives to
affect sustainable behavior changes, adopt new
technologies or techniques, or encourage producers
to connect with others in the market—all activities
that might otherwise be seen as too risky or without
benefit. One example is embedded services, a
package of support services that is paid for by the
buyer or supplier, such as a processor providing
training to farmer groups on improved harvesting
techniques. These can be especially useful for low
income producers who might not otherwise have
access to training opportunities, as well as the
processor who will ultimately get a better product
in return.

Trust: Encourage trust and the adoption of
transparent and fair systems from program onset.
Start with low-risk, early return activities which
demonstrate that each side is willing to follow
through on commitments. Recognize that low-
income producers need to make quick returns that
meet their needs to stay involved.

Upgrading Strategies: Include process, product,
function and chain upgrading. It is recommended
thatVCs approach upgrading in this order, although
in practice these often overlap.

Social Impacts: Economic constraints often highlight
other social challenges within a household. Poor
access to resources, for example, is a major
contributor to food insecurity and to sickness and
mortality from HIV and AIDS. VC interventions
should strengthen both the breadth and depth of
social relationships to increase social capital and
opportunities for reciprocity.

Sustainability: The focus of the VC approach on
relationships and incentives supports the creation
of self-sustaining systems that meet the business
needs of all stakeholders and contribute to poverty
reduction. When such systems are not created,
results can rarely be sustained long term.
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WHO CAN BENEFIT MOST FROM VALUE CHAINS?

Running a business or enterprise (including informal ones) requires assets both tangible
and intangible. Thus VC interventions are not recommended to families living in destitution
or struggling to save; they are most appropriate for households and individuals who:

Have assets to invest and want to increase and diversify their income;

Are willing to engage in activities that might be deemed risky because they are new
and require upfront investment but are ultimately higher return activities ; and

Are willing to learn new skills, access new technology, make new market linkages,
and grow their enterprises.

CHARACTERISTICS OF VALUE CHAIN DEVELOPMENT PROGRAMS
Successful VC programs strive to follow these key principles:

Systemic: Tackle big and recurring obstacles. Identify issues that affect multiple clients
and businesses, such as the access to or quality of input supplies, weak infrastructure,
poor government regulations, etc.

High-Impact: Ensure that households earn significant income from stable, profitable and
growing enterprises.

Demand-Driven: Decisions are made based on an understanding of what the market
needs.

Strengthens Enterprise Capacity: Build on and build up clients’ existing expertise and
assets, including personal and business networks.

Tailored: Respond to the specific and expressed needs of clients and market actors.

Sustainable at Multiple Levels: Build responses that will sustain benefits at client, group,
enterprise, and market levels. Stimulate a culture and a capacity to pay for assistance.
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This publication is part of a practitioner oriented technical note

series featuring economic strengthening interventions. It provides

an overview of savings groups for consumption smoothing in the
household vulnerability continuum of provision-protection-promotion.
Additional value chain development briefs address implementation
and M&E. LIFT Il matches beneficiaries with appropriate household
economic strengthening (HES) activities based on three categories of
vulnerability.



