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David C. Wilcock 

"j 	 lhe I 9't0s arc witt~ssing a boom in agribusi-
ness projects funded by hi lateral donors. 
parlictlaly I .S. and West IEurolpean aid 

agencies. This trend is now stroig, sl in North 
Africa, tlhe Middle last, Inld 5aIith Asia, but follows 

a pattern first seen in Latin America beginning in the
1970s. The i'iij)CtRIs f0r these projects conies from a 
combination of factrs: 

* 	Disappointment inimany countries wi h the results 
of traditional de4vclopiieiit projects that funded 
agricultural research, extension, and marketing, 
largely implemented through state agencies; 

" Streng political motivatior to engage in private 
sector development projects in orderto encourage 

private growth and take advantage of liberalized 
economic environinents stemming froin Ihe shutic-
tural and sectoral adjuist iient programs of the 
1980s; and 

* Increased opportunities for bilateral donors to 
pronlote agribusiness partnerships between host 
country firms and those in the donor country.
Several European countries, and the European 
Community itself, have set up special promo­
tional ard guarantee funds to fostc the develop-
ment of bilateral private partnerships. 

Vi, 
Many in this new generation of agribusiness 

projects are similar in that they: 

* 	Proillote high-value agricuttural products for cx-

port, particularly horticultural products; 


* 	Focus on increasing penetration of the same 
markets, such as the European Commtnity, the 
high-income areas o the Pacific Rim, or North 
America; and 
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• 	 Face inplementaiion pitfalls that come from ig­
noring the lessons of the last generation of 
agribusiness promotional efforts (in the 19 50s 
and 1960s) or fron general weaknesses in project 
design and implementation. 

The thesis of this article-ased on several years 
of iivolvcrnent by the author ia the design, imple­
mental iol, andl(! evaluaion ofagribsi ness proJects in 
Africa and Asia-is that the use of a systematic 
descriplive and diagiiostic method-the commodity 
subsector approach-can increase the chances for 
success in the current generation of agribusiness 

projects. As a project design tool, the commodity
subs,.ctor approach helps reveal the constraints, as 
well as the potential, of a particular subsector. Ti7he 
approach isolates options for cost-effective changes in 
tile subsector that call be introduced through tihe 
vehicle of a development project. It also helps avoid 
common weaknesses in agribusiness projects, includ­
ing confused objectives, imprccisc implementaticii
aiulhods, ignorance ofsocioeconomic consequences, 

and failure to look at the project performance record. 

Commoti Weaknesses in Agribusiness Projects 

The objectives of agribusiness projects are often 
not as clearly defined as those of projects in more 
familiar sectors, such as infrastructure, social ser­
vices, ortranspoitation, becauseagribusiness projects 
are relative newcomers to the project portfolios of 
most donors. Even where objectives are well defined 
at the macro level (for example, increasing rural 
incomes or increasing nontraditional agricultural 
exports), project designers often are confused about 
the way the application of project resources at the 
micro and field level will bring about progress 
toward more macro-level objectives, even if all 
design assumptions hold. 

Part of this fogginess in objectives and how they 

may 	 be accomplished may be due simply to 	notlooking at the record of phst projects. That record 
would reveal that production increases in aparticular 
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industry are usually promoted through one or more 
of the following actions, most of which aie heavily 
subsidized during the life of the irojec: 

* 	General or sectoral policy reform that will create 
an environment wvlhere the pent-up forces of 
private business will blossom; 

" Introduction of (or rcsearch oi)new production or 
processing tech nologie,,v 

* 	Special credit pr;ograls; 

* 	Specialized trainial, programls in production. pro-
cessing, or im'keting; 

" 	Market prospecting and advertising; and 

* 	"Incubiling" of new local firms or promoting 
partrerships h ctween outside and local firms (so 
the priv'ate sector it -elf will undertake many ofthe 
above functions). 

When any ofthese areas of potential project action 
is examined ina country context, it is evident that 
there are often only a small number of practical 
pathways that can lie followed in imlplementing these 
actions. Most of these Iave been tried and tested in 

the past generation of agribusiness promotion 
projects, and the results, both positive and negative, 
are generally well known. 

Both the historical record and current experience 
in project evaluation and design lead to seveial 
additional observations: 

There are limits to what a public sector project to 
promote privale agribusiness can do. For ex­
ample, the regulations of the U.S. Agen~cy for 
International )evelopment make it virtually im­
possible [Or that agency to make business-devel­
opnlient grants "with no strings attaclhed- to 
individual private companies. Although other 
bilateral donors ae more fleyible than A.I.I)., 
most do have rules that restrict the nature of 
business development Vc!tio n,, tley caln undertake. 

• 	Significant differences ill ideological or political 
orientation between some dono ts and recipient 
countries as well as the nature of the relationship 
between the state and the private sector in pat ticu­
lar countries place limits oIl the acceptability of 
certain types of business promotion projects. 

* Some lessons of past agribusiness promotion 
projects have not been widely documented and 
disseminated. As a r~sult, there are few how-to­
do-it business promotion recipes available for 
study and experimewation. 



Business development practitioners at I)AI and 
elsewhere have fourd a partial solution to the last 
problem by using the commodity subsector ap-
proach for project design and implermentation. 

Commodity Subsetlor Approach 

The commodity subs;ecto: approach is a nethod-
oklgy that has been employed successfully inirecent 
years to improve the performrance otf marketing and 
information systcrns toragricultrral commodities in 
the Ulnited States. More recently, the approach has 
been used in working with small-scale enterprises in 
developing cont rics. It draws on applied industrial 
organization work with large-scale, nonagricultural 
industries that first began in the United States in tie 
1930s. The appl ication of lie approach to agribusi nes,draws on the,mor-e rce t,overlap~pin~gcont,ibution: 

made in agricurltural marketing ard small and rile-
diurn enterprise dcvelopment Projects.' 

The commodity subseetor approach pr-ovides a 
simple, action-oriented fram+ework for rneeting in-
formation neds orr the structure and functions of 
industries (subsectors) that transform raw materials 
into finished products. The subsector approach 
provides guidance for the effective use of project 
resources, first, by providing a simple method for 
describing the subsector and, second, by i,,:ntifying 
optimal points for leveraged intervenion. 

'Two papers that detail the subsector method applied 
to agricultural marketing and small and medium 
enterprise development efforts are: John Holtzman, 
"Rapid Reconnaissance Guidelines for Agricultural 
Marketing and Food System Research in Develop-
ing Countries," Working Paper No. 30, AISUhnter-
nlationaIlDeveh-qonctPapers,East LIansing, Miclii-
gan, 1986; and James Boomgard et al., "ASubsector 
Approach to Small Enterprise Development and 
Research," Working iaper No. 10, GEAIN! Pro!ject 
Papers, DAI, Bethesda, Maryland, 1991. 
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,he approach does not rely on a single investiga­
tive or analytic method. Rather, experience in the 
use of the approach has resulted in the accumulation 
of a variable set of flexible tools that have proved
their descriptive and analytic worth and their cost­
effectiveress. 

Definitions ri(! Basic Principles 

A sursector is a vertical grouling o 'enterprises 
involved in tie i'rodUCiori and marketing of one 
well -defined product or several closely related prod­
ucts. Commodity subsectors disaggregate an(d cut 
across the large divisions of an economy. These arc 
corn ricorily referrcd to as sectors (such as agriculture 
and industry9. 
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The core activity of the commodity subsector 
approach is a diagnostic study of a particular 
subsector.' The study airis at producing a thorough 

Technically, the use of the term "subsector" can be 
confusing becausc tire vertical flow of a product
from producer to consumer crosses the boundaries 
of "sectors," as defined in national income account­
ing7 For example, processed cornichon pickles 
involve industries in agriculture (prodt,,:tion), trans­
potation (marketing), industry (processing), and 
retailing (wholesale and retail trade in the finished 
product). 

'The diagnostic study is norrmally carried out using 
rapid reconnaissance survey riretliods similar to those 
used in the initial stages of C'arming systems research 
and extension work in developing countries. 
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description ofthe structures and functions of vertical 
production and marketing systems in the subsector. 
The study is then used to locate those places in the 
subsector where change (in rules, technology, pric-
ing, information, vertical integration, and the like) 
can increase output, improve perforiwunce, or lower 
costs. 

In most commodity subsectors, there arc several 
competing vertical Imarketing chanaels For the prod-
uct in question, with each channel usually represent-
ing a different set of production or processing 
technologies. In developing countries, one market-
ing channel may center on small-scale or traditional 
processing technologies, whereas another may in-
volve large-scale, industrial technologies. Selection 
of one marketing channel over another requires an 
understanding of the trade-offs between potential 
benefits and costs. fIxamples of these trade-offs 
include employment generation, foreign exchange 
used for acquiring inputs, . d foreign exchange 
earnings from exports. 

Nonally a vertical subsector is composed of 
recognizable "industries" at different horizontal or 
functional !evels, often involving a change in own-
ership as products pass fronl one fuctional level to 
the next. For example, the wheat subsector can be 
seen as comiprising linked horizontal laycrs: a wheat 
1)rlodnctionl ildustry (farrns), a nirarketiug and slor-
age industry, a rillinrg ilidtlustry, a baking industry, 
a pasta industry, ald a retail store inldustry. When 
there are few competing channels ina subsecor or 
when there is substantial vertical integration, the 
predominant industry or company niay overlap with 
the boundaries of 0h subsector. 

Elements of tie Approach 

The subsector apl)roach is concerned With tire 
analysis ofstructural aid frirctional relationships ill 
the vertical flow of well-defined products ina 
larticular industry and with the information needed 
to irmprove the coordinrlion of that flow, particu­

larly as products change ownership. The approach 
aims at organizing information in the same manner 
as do private sector companies in the business of 
selling well-defined products in specific markets 
within the vertical channels that define the subsector. 

In agribusiness subsectors, it is critical to under­
stand how agricultural products move from tile farm 
through transformation arn( packaging to the con­
sunrer. Inestablished markets, mechanisms by which 
products move from producer on up the chain 
include, forexample, contracting, market exchanges, 
or auction systems, Manufacturers of new products 
may use the channels and exchange mechanisms 
aheady established for similarproducts, orthey may 
develop new channels and exchange nechanisms. 
The idlentification of appropriate exchange niecha­
nisirs often helps locate tie places where changes in 
procedures or standards can have substantial impact 
on large numbers of firms. 

Once alternative production ani(marketing chan­
nels for the same product are identified (in Madagas­
car, for example, artisarial clove-leaf essence from 
small-scale producers competing with oil produced 
in iarger factories), it is important to evaluate the 
evolution and dynamics of competition among the 
vertical charnels. (In a sense. this brings a horizon­
tal dimension into the diagnosis.) It is here that 
development projects often riust mAkechoices about 
where to direct their resources. A.I.D. projects 
frequently channel assistance to small and medium 
elitc rpnisCs because it is believed that this approach 
'nay iniaxiirize desiralledistrilttion oreruployient 
effects 

Ir using the coniiodity subsector approach, one 
must understand the dynamics of change in tie 
sulbsector. What clannels are growing most rapidly? 
What are the forces and constraints responsible for 
this differential growth or stagnation? What are the 
fiche markets that constitute promising outlets for 
the agricultural production of' a country? 

4'
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The principal outcome ofthecommodity subsector The figure also illustrates the miap's use of several 
approach is tie identification of those places in tire symbols that represent functions, types ofsales, and 
subsector where project-related leverage and oppor- so forth. One symbol depicts competiticn between 
tunities for chaige converge. Possible changes that vertically integrated firms and firms that rely on 
might be identified through tile use of the commodity market exchanges for the transfer of products. The 
subsector approach include those that affect product idea is to capture key rehltionships and poinrts of 
grading and standards, pricing, timing of deliveries, exchange as understanding of the structure and 
processing technology, and buying !practices. Ill- functions of the sulbsector evolves. 
ducing these changes may require a policy study, 
training in a new technology, negotiating with Initially, the map may be confusing with a criss­
different parties o)n a legally binding contracting crossing tangle of lines. Later, with greater knowl­
mechanisii, or design of a new advertising strategy edge, it should be possible to pruie out the less 
or a direct marketing campaign-any or all of which important relationships and focus oil the main mar­
may be undertaken through the vehicle ofa develop- ket channels. As knowledge grows, it should also be 
merit project jr other types of third-parly services, possihle to add overlays ofadditional information to 

the subsector nmap. For example, common overlays
The Subseetor Map may include the unmber of firms of each type in the 

map and eiplloynent figures that correspond to tie 
A handy device that can be used to facilitate various boxes. 

understanding of the outcome of a diagnostic study 
is a subsector map. This type of map summarizes the A Useful Framework 
diagnostic team's uinderstandiorg of the structure and 
functions of tie subsector. The niap identifies the The commodity subsector apprnach provides a 
subsector's competinrg channels .int] traces the Irans- useful framework for designing an agribusiness 
formations aproduct undergoe: as it moves upward project. The approach genei-ates a precise descrip­
through Ire comp..'ting channels. Although the lion of the structure and Functions ofa subsector and 
subsector map is a simple idea, it can be a powerful Iprovides ideas on1what miight be done to improve 
pedagogic and analytic tool, particularly if key sribsectot ierformance. The approach is partly de­
decision makers agree to the schemalic presentation scriptive (industry structrre, types of production 
of' its key features. processes usei , marketing channels) arid partly 

analytical anid prescriptive in indicating areas in 
The figure on tie next page presents a generic which change can have nmaxiinum efect on subsector 

subsector iap as it mightapply to an export-oricred productivity., 
liocticultural commodity in Morocco. Seven general 
functions arc identified along tlie vertical axis. Three Yet the commodity subsector approach, like any
different marketing channels lie along the horizontal other diagnostic or analytic tool, rhould be comple­
axis. In this particular case, theo destination markets 
are presentel as a ielatively homogeneous "Euro­
peaii rolail" rirarket; in reality, roost products would ' Readers who would like more detail on ihow to 
le more likely to have different ultimate niarkets conduct subseclor diagnostic studies are invited to 
depending on tIe markeling.channel used. Ili addi- consullt /I FieldAeinual.l .,rSubse'lor lro.liioners, 
tion, the Moroccan market for lis particular generic published by GEMINI project at DAI. Tie project 
product is shown as secondary in nature. also is developing a video training module 
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GENERIC SUBSECTOR MAP FOR EXPORT-ORIENTED
 
MOROCCAN HORTICULTURAL COMMODITIES
 

Channel 1 Channel 2 Channel 3 
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Production
 

Function 1: 
!nput Supply 

Legend 

fl-lll fnllterpriSt, boundary I = Function skioped but imlpicly performed 
Divisiont between flinctions vtt/l/n I by ierticallv lnteqratleO firin 

a f(Im T = faAe. sale of goods 
fJ for lFirms using Idenitical tOchnologv A 

= Contract salesa , 



ntcled by tihe use ol'ole[- ools and by contributions 
from ap,ropriale specialists. One linil ofth(le" 
subsector allroach is that1 it is dirccled toward 
imlprovin ll[le pertomiiiancc of existing industries 
but provides lss guidance oil the feasibility of 
de'Clo)i l g iil).,,I-ics 1i1 tilegrotunld 11).' The 
aIproalCh also (Ocs iot pIovide spucitic guiilance on 
exactly 11(W Itoinlrodulce- chalng.es illthe sllCsCor 
)11ce tied alld O[1(1otunitie.s tmicSlati0- ha

beell identitied. Thcse filililatiols underscore 
e 
thie 

need foi close ilnvolvemuenlt .fexperienced technical 
specialists in ill sNtages (f slbs clor developinit 

work. 

A Final servalion is thal designers o 'the current 

gencation of a.i usiness 
l, .i.ts or'1,1n nothave 
given adcquate alletion to the socipe)Conmic C i11-
seqluences of agriuisin.ss gmwh. In main iTird 
Vorld eco,,'inics, gowtlh in expol l-oricnl-d crop 


subseclors m y'hlaiv 
 sigiicait conlsequences such 
as: 

* ('Chalt,es ill fiild scilellielitl and land use pattel,4 

SNligrlilm 
Voilll aeas of dry land subsistence 
f'aliiuing.' to areas crollperi-li b'aii for. irrigated 
Ip'oduction:
 

'This is also true o lmore tIaditiolal ecolonlic 

analyses of colljparative advantiage. such as domles­
lie resource cost (I)R(') analysis. I)RCs calculated 
on tIhe basis of trial pliltinRgs or est shipments ate 
not likely i hol up under the conditious ola itoye 
natule industry. 

0 l)eiases in the nutimlber otself-emplolldyed farlm'ers 
Ill( increases intihe numb"er ol wage laborers, and 

CChanges in the division of' labor by sex. Sonie 
agribusin esses, for exatiple. rlmay increase op­
portinilies for frenale eniployinent. albeit at very 
lo, wage rates, in labor-litensie .jobs such as 
grading. pa.kingo, and processing. 

I'xaliinioi ollfhesc issues reveals lonlg-ermr socio­
ecOllOlic costs and bencits that should he taken into 
account as part orany inv.cstmcnt-ldnilling process. 

In this regard, it should be noted that the types of' 
iulofrinalion rcvcaled in the use of' tile Coiuiiodity 
sulisectolalproach are pallicularly h.lelprl'lin high­
lightig the exp.eed effect ofprolposed pinects on
different inmikeling channels lhat. in turn. of1ten 
ha'e s,,halply dil ering eniployncij ltinllcmleeiela­
lion. and (list riblntion cotlseklil.,lces ()\rla,Vs oil 
subseclor i laps may hlcplic\,makers visiali,e the 
coilscqlicu.nces of a 'ternative policy or regulatory
ineIsuites and the polential ;ocioCe'o..mic henlfits 

ti-loubusiness proluontional error(:;. Nlakiio, tle 
choices llay Iot be any easier. but at lcast a clearer 
picture ot' tlheadvanlages and disadvainlages of 
ditlcfm-ntl oplions will be available to inolin those 
decisions. 
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