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bo drive
rural developmenb

Pobcy makers requently assosiate rural devalopment with haw 'valuie chairs’ wotk, A value chain ls the <8 of activilies whereby a company takes
raw materials and fums them inlo finished products by adding vaiue at each step, PETER JACOBS and STEWART NGANDU raview how value

chains can contribule 1o improving the living standards of rural communities, using examples like arganic food, tourism and craft value chains.

ndsr apartheld. the siate used an ar
ray of pobcies (o direct tha geographic
spreal of key economic activities and
sectors. Polides foslared a highly skewnd
geographic concaniraiion of economic sac:
tars, with high value-adding Industries in a lim-
ied number of cilies. Rural homelands largely
functioned as labour reserves

Smce 1994, the government has besn
searching for workabie and lasting strategles
1o pull rural areas oul of underdovelopment.

The Compreharsive Rural Developmert
Programma (CROP}, launched in 2009, for in-
slance, seaks lo pool resouices from mulfipke
slate departmants o uplifl the most downitrod-
den rural locations, s emphasks is on ‘partit-
palary development’ and sultes of projacts In
fasldrack the delvery of much-nesded rural
infrastructure and services

The New Growth Path also spefls oul far-
reaching goals. || ams lo increase employ.
menl in agnculiure, despile onguing job
shadding in the farming sector. It also wants
\& expand the number of smallholdar famers
and help them 1o effecively parficipate In agr-
culftural value chains,

WHAT I5 VALUE-CHAIN ANALYSIS?

Al its most basic level, a value chan rafess
lex the movement or ifespan of goods and ser-
wees through production, trade and consumip-
tion stages. Consumers form the downstream
end of the chaln, whareas the inftial prochucers
make up the upsiream baginning, Batween
these exireme points of the chain are many
other sagments. markets and actors

Value-chain anafyss bagins with a detailed
map of the full sconomiz value of & product
or sepioe 3l each slage in il production and
distibution process, Bul it embraces & wider
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domakn as Il also seeks [ diagnose pro-poor
impacts in supply chains

Timothy Sturgeon and his colleagues al the
Mrssachysetts Insfilute of Technolagy - lead-
ars in This field - proposed the following cora
alements 10 guide such & step-by-slep inter-
tegation

-+ geographic: spread and characler of link-
Bges between {agks, or siages. in the chain of
value-added achvities,

-+ distribution and axestionh of power amang
firms and othar aciors in the chain, and;

= rohes of institufions in structuring busi-
ness relationships and industial localion,

With any systematic application of these
guidefines |t oughl to be possible to pinpaint
‘who gets whal' or how benefils are distiibuted
atong the value chain. Enabling poorer pro-
ducars lo move into higher-vallie segments in
2 value chain is broadly callsd ‘Upgrading I
I a eritical mechanism Lo redisiribute bensfils
fowards low-value upsiream acloms

Functional upgrading refers to the progres-
sively expanding mix of velue-adding tasks
tevolved to marginahsed producers, thus en-
abling tham to capture a larger share of vaie-
added retums

Since 2003 there has
been a remarkable

expansion in South
Africa’s demand for
organic foods.

Ressarchers who use lhesa concepis and
principles 1 examing the development poten-
tial of specific commadites usually raly on th
followang list of questons:

= Who benefils?

= How should Ine benefits be calculated?

-+ fAre The gains agqually spread between
the paricipants?

+ Mg firms being upgraded or downgrad-
ed in the process? Upgrading s an essenilal
aspect of enalrng a suslainable trajectory of
economic develapment,

- V¥hal drives upgrading through the value
chain? (upgrading nf products, processes and
functional upgrading)

EXAMPLES OF HOW VALUE CHAINS WORK

To demonstrale the policy relavance of
value-chain analysis, we summanise insights
from thres value chalns: organic foods, lour.
ism, and crafts. Each case highfights the
mechanisms hrough which fhe ru=l poar
gtand lo benefit — especially in the fong-run,

Organic foods: Since 2003 there has bean
a mmarkable axpansion i South Africa's de-
mard lor onganic foods

Tolal sales revanue from omanie ex
peats and local consumption Increased fom
REmiion in 2003 to RA00million by 2008
Two major domesfic retallers have baen driv-
ing this growth: Woolwarths and Pick n Pay,
Avallable estimates suggest that formal retel-
ars might contral 90% of all organic sales in
the domestic markat.

South Afnca still has to frmilals 3 coher-
ent sel of laws governing standards for or-
ganic produce Consequently, the retaliers
that dominale fhis indusiry currently define the
‘quality dynamics' through standards and certi-



fication. Cerlified organic food is predominant- |
ly consumid In metropalitan areas. Organic
fresh produce sells al a considerabie price
premium. Experts say thal omanic produce
might e healthier for consumers {particularly
cerified products) and organic farmers pride
themselves on their envienmentally friandhy
famming mathods.

Consumars who understand the haalth ahd
environmental banafits of prganic produce are
prepared to pay the price premivm for organ-
Ics, if they can afford tham

There is no precise figure on the total num-
ber of organic farmers and producers in South
Alrica. Eslimates from the most recent re-
search sugges! that there are 250 to 300 cer-
fifiedd arganic farmers in South Alrica farming
on appromately 45000ha, Cost 5 arguably
the main barrier lo the spread of ohganlc famm-
ing): organic farming might be 20 to 30% more
expensive than Industrial farming models
Howevar, organic farming l2nds Io lake place
an smaller plots of land, which epens oppor-
tunities for smaliholder farmers, besides other
sociaf and esvironmental banefits,

Other determinants of success in this lucra-
tive vaslie chain include: posi-harvest handiing
practices, such as storage; transporation,
coslly and erermus cerfificalion to comply with |

Non-managerial workers
tend to earn very low
wages, increasing

their dependency on
generous bul
precarious tipping.

standards, for axampte. This contex] requires
more proecfive approaches in suppoding
small-scale farmirs’ market atoess — beyond
theiir reflance un non-governmental organisa.
tions, Policy needs {o address (he poientially
exclusionary dynamics of the quality trends

Tourism: Natural resource-based and cul-
tural lounsm offers sustainable livelihood op-
potunities for commumibes i mangmaksed
rural arsas, But the potential benafits that flow
Io fha poor from such toursm valie chains
depend on many factdrs, such as matkel seg-
ments targeted, direct employmant in the sec-
tor, and Inter-segioral Inkages,

The direct impact of employment is ciosely
related lo wage levals in @ paricular segmeant
of he tounsm markal and the dagree of [abalr-
Interisity i Ipcabions whare ieurists spend thelr
mangy. Non-managerial workers tend lo gam
very low wages, incregsing their dependency
on generous bt precarsous fipping.

Yl direct flows to the poor from lourism de-
pend on thew abiiity to find a job In the sactor
(hotel and restaurant workers, taxd drivers and
guides), especitlly dunng the peak inurism
SEEEINE.

Such direct Nows usually account for over
hall of all pro-poor benefit Nows. Indirect link-
ages, through dewnstream crmfts and local
agricullural speriding, could alse account for
sizeable pro-poor benefil fows. The strength
ol the relalionship between the tourism and
non-teursm economy 1§ & crudsl determinant
of the developmental spillover along this value
chain

Crafis: Globally and in South Africa, the
size of the creathve ars indusiry 8 relatively
farge gnd the demand for crafls is prolecled
o grow &l above average growth raes in tha
near fulure. Howeves, rural craft makers tend
1o s8ll their creatve artifacts in local markets
Connaching these rur enlerprises (e self-
employed, oo-ops) info particularty high-value
axlamal markets s a challenge

In order lo market crafts as niche produats,
special gfitention mus! be paid to produc! de-
sign, developmenl and brainding, In addition o
pricing, fair rade-and sistalnahle crall surce
matarial,

Swiiching from informal and ad hoc seller-
buyer lransactions Io cullivating dursble rela-
fronships in a highly compelitve supply chain
will be another challenge, Moreaver, suraval
in the mche retall secior s fough for both retai
&5 and producers. as they largat a more: al-
Muznt but sraller segment of the markel - <

This is a summary of 3 background report
Spatial dymamics of agricultural and non-agn-
Cuttersl valus chams, completed for the 2011
Diagnostic Report of the Nabonal Planning
Commissian (NPC)

AUTHORS: Dr Peter Jacobs, chief re-
search spacilist, and Stewsrt: Ngan
du, chief tecearchar, Econcmic Par-
lormanca snd Davelapmerit ressarch
programma, HSRC
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