












































Financing Value Chain Development, Risks and Rewards in the Feed-to-food Value
Chain

Albert Vernooij, Rabobank International

Rabobank has the largest bank active in the agriculture sector

worldwide. Rabobank’s approach to value chain financing focuses on

risks and rewards. It conducts a risk assessment, by looking at the

position of the firm relative to peers, as well as relative to suppliers,

buyers and market share. The model that Rabobank uses focuses on the

cost structure of each link in the value chain, the impact of volatility,

effects on costs and margins for each link, how much value is added per

link, and how prices are transferred over the chain. Out of this model

comes the cost competitiveness of each link, including the division of

profitability over the chain, fairness of this division based on costs and

margins, and the long-term sustainability of each link in the chain

(including the quality of management). Rabobank uses value chain analysis for evaluating commercial
customers in the food and agriculture sector. Looking at the characteristics of the feed-to-food value
chain, the cost price structure, the value added and effect of volatility on margin is examined over the
chain, from feed to farming to processing.

The Value Chain Diagnostic Tool for UNIDO should provide insight into the cost structures of each link
in the chain, the relative weights of different production areas, and the division of costs and margins
over the chain. Data inputs needed for the Tool are the reference prices of the main products, and the
main components of cost structure. It can be a tool for UNIDO to manage risk, determine the
sustainability of value chains, and gain insight into how to increase the competitiveness of the whole
value chain.

Monitoring and Evaluation for Value Chain Diagnostics

Ade Freeman, Independent Evaluation Group (IEG), The World Bank
Group

It is very important for UNIDO to decide the type of monitoring and
evaluation framework it wants to use upfront — is it traditional
(focusing on inputs, activities, outputs), or results-based (focusing on
outcomes and impacts)? A framework for Result Based Monitoring and
Evaluation should cover several areas. The first is to consider a project
impact pathway. This specifies a cause-effect relationship, i.e. how a
project investment is expected to lead to the desired results. The key
assumptions about the linkages between outputs-outcome-impact
should also be discussed and specified at the diagnostic stage.

The second area to cover is an agreement with clients and key stakeholders on outcomes to monitor
and evaluate. Outcomes are results that eventually produce benefits — these are not directly
measured, but are reported on. These outcomes should be translated into a set of key indicators.

Thirdly, key indicators must be selected to monitor outcomes, in order to indicate progress (or lack
thereof) towards a specific target. These indicators help to answer two fundamental questions: How
will we know success or achievement when we see it? Are we moving toward achieving the desired
project outcomes? Indicators may comprise quantitative or qualitative variables, and must be SMART
(specific, measurable, attainable, realistic and time-bound). At the diagnostic stage, after agreement
on the outcomes and selection of indicators, the effort can focus on collecting data on indicator
variables that already exist and can be used in a rapid analysis of baseline conditions.



The fourth area to cover is to set baselines, which should be derived from the outcomes and indicators
agreed upon and selected. These provide a basis for comparison, and a starting point or guide to
monitor future performance. The fifth area is selection of realistic targets that can be used to plan for
improvement — preferably there should be a single target

Table 6: Evaluation design options
for each indicator. Mr. Freeman stressed that at least a

Type of Basis of Adequate . .

comparison  comparison notional sense of expected results and targets is necessary

Before/After  Changes over + for the diagnostic tool. Several government and donor
(ilrate o el strategy and policy documents such as poverty reduction

e strategy papers and country assistance strategies provide

With/Without ~ Changes . .
i/ANitog e ++ desired improvements and targets for sectors and sub-
etween project . ) )
area and non- sectors. This information must be collected at the
project area diagnostic stage as they provide useful insights into current
Combine Difference of +++ policy thinking on the desired improvements performance
Before/After changes over . . . . . i
and time & project that is expected in achieving the desired results in specific
With/Without  area sectors, sub-sectors, or supply chains.

While the choice of method usually comes after the
evaluation questions have been specified and agreed upon, it is useful to start a discussion of
evaluation design options at the diagnostic stage to get an early sense of possible evaluation
approaches and data collection strategies (e.g. assessing changes over time in project areas, or
changes in between project and non-project areas, or both) (see Table 6).

Operationalizing monitoring and evaluation at the diagnostics stage requires engagement with clients
and stakeholders to agree on key outcomes that can be translated into monitorable indicators,
collecting baseline data on key indicators and targets from secondary sources, and exploratory
analysis on alternative evaluation design, strategies and methods for data collection, management,
and analysis.



10. Wrap-up Session

Synthesis of the Working Group Results

Amit Kapoor, Institute for Competitiveness, and Management
Development

Mr. Kapoor reflected his first impressions and thus sought to
convey the direction for a deeper understanding of the Value Chain
Diagnostic Tool.

The most interesting exercises of the three days were the
discussions on the dimensions.

In terms of getting to a quick-to-use diagnostic tool, there needs to
be a smaller number of indicators, and the Tool should make use of
existing indicators and easy available data.

Figure 15: The analytical pillars and dimensions
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Issues that remain to be resolved
are overlaps in the suggested
indicators areas. The dimensions
used during this Expert Group
Meeting  were useful for
structuring the discussion, and
probably later the value chain
analysis, but a decision on
whether to collapse the
dimensions or keep them as good
grounds for analysis, has to be
made.

The emerging tool can be used for
monitoring, priority setting, and
getting an initial grip on the
situation.

Finally, although there were inputs of many practitioners and experts in this meeting, the exercise is
still hugely embedded in theory — the challenge is now to build it up and to implement it in a practical

way, and to get the right set of indicators.

Towards an Outline of the Tool

Frank Hartwich, Swiss College of Agriculture

Mr. Hartwich summarized the results of the workshop regarding
the structure of the industrial Value Chain Diagnostic Tool to
develop. It must be linked to UNIDO’s mandate and the definition
of sustainable industrial development. In such a way it is clear on
what the Tool seeks to achieve and now further definition of
priorities in value chain development need to be performed at
that stage. The main objective of the Tool would be to identify a
broadest range of bottlenecks and opportunities to value chain
development.

The discussions had shown that the dimensions can be

GETTING RID OF THE BOXES

Dimensions

Choices of
Indicators

Analytical Headings/Pillars

reorganized to present four “pillars”, namely, Economic, Environmental, Social and Governance and
Linkages. Some indicators can be linked to more than one pillar, thus making the analytical structure



less hierarchical and more holistic. Mr. Hartwich then proposed elements of an outline of the Tool
including objectives of the Tool, scope of its application, process of chain selection, overview of the
framework, data collection methodology, documentation guideline, and consideration to the further
process.

Finally he emphasized that the Tool is intended as a rapid (that could mean anything from two weeks
to two months) but holistic assessment tool covering all aspects of value chain development at an
early stage before defining which development interventions to carry further. Stakeholder
participation may need to be important during the conduct of the diagnostics but more so after its use
when project interventions are prioritized, planned and implemented.

Next Steps, Timeline and Closing

Patrick Kormawa, Coordinator, International Financial Institutions
Partnership Unit and Advisor to the Director-General, UNIDO

The Value Chain Diagnostic Tool will be a holistic and cost effective tool; it is
not intended as a “Quick and Dirty” tool, as it will be built from a well
thought-out conceptual basis and operational applications. It will be a tool
designed by researchers and development experts and has a
multidisciplinary input, using the experiences of other tools.

The Value Chain Diagnostic Tool is not prescriptive, but descriptive. It can be
applied for different purposes, like policy advice, priority setting or project
identification, depending on the objective of the user.

The process for designing the Value Chain Diagnostic Tool has proven to be very useful; it provided an
opportunity for sharing knowledge between UNIDO and external experts. We received input from
external experts, as well as a validation of our ideas. During this Expert Group Meeting UNIDO has
learned from the experiences of the participants and acquired a huge amount of information relevant
to the development of the Industrial Value Chain Diagnostic Tool. Now choices have to be made,
related to scope, scale and resources.

The Expert Group Meeting produced a wide range of results: there is now a consensus on the
usefulness of the Tool. It should be generic, rapid and holistic. We reached consensus on the
dimensions. We gathered an extraordinary amount of valuable inputs to define dimensions and a long
list of issues/indicators. We also received ideas for methods and sources of information.

And finally, a worldwide network of experts on value chain analysis has been established. UNIDO will
set up an online discussion forum, where all the participants will be invited to contribute further to the
discussion.

There are several remaining tasks to do. The definition of the dimension of the Tool has to be made.
Related to that it should be decided which themes should go into the Tool, which indicators and how
detailed indicators will be needed. The complicated matter of crosscutting issues
(Gender/Environment/Sustainable Production/Poverty alleviation) has to be cleared. The place of the
Tool in the project cycle has to be defined. Then there is the drafting/testing/adjustment and
developing of a manual needed. For these activities the following time schedule is drafted:

Table 7: Time frame

Network established 3 to 4 weeks
Synthesize inputs and produce a report 5 to 8 weeks
Detailed draft outline /version — 00) 4 to 5 weeks
1st draft diagnostic tool 4th Quarter ‘09
Test tool 1st Quarter ‘10
2nd draft diagnostic tool 2nd quarter ‘10
Revision and publication 3rd quarter ‘10

Dissemination



Closing of the Meeting

Jebamalai Vinanchiarachi, Principal Advisor to the Director-General, UNIDO

“On behalf of the Director-General of UNIDO, | would like to thank
all participants for spending their valuable time and taking active
part in the proceedings of the Expert Group Meeting. It was also
good to see a large number of UNIDO staff interacting actively in
group meetings and general discussion. The organizers deserve a
word of appreciation for making the event a grand success. The
ideas that transpired during the Expert Group Meeting certainly
created inspirations and aspirations for translating innovative
thoughts into deeds for using a set of value chain tools as an
effective means of fostering sustainable industrial development.

Thank you."
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Expert Group Meeting

Developing a Value Chain Diagnostics Tool for Common Practice at UNIDO

FO704, Vienna International Centre,
Wagramer Strasse 5, A-1400 Vienna, Austria
23-25 September 2009

Wednesday 23rd September

8.00 - 8.45 Registration of participants and Welcome Coffee/Tea (FO704)
Session1: Opening
8:45 Introduction to the EGM
Dmitri Piskounov, UNIDO
¢ Introduction to the workshop methodology
Thomas Becker, Facilitator
¢ Value chain analysis for industry development
Philippe Scholtes, UNIDO
¢ Objectives and expected outcome of the meeting
Patrick Kormawa, UNIDO
¢ Introduction to the framework and working paper
Frank Hartwich, Swiss College of Agriculture
¢ Clarifications and suggestions
10:35 Coffee/tea break
Session 2:  Approaches & parameters for value chain diagnostics tool for:
(a) Governance Structures
(b) Linkages, Partnerships and Networks
(c) Costs, Margins and Competitiveness
10:45 (a) Governance Structures
Jeff Readman, Centre for Research in Innovation Management, University of Brighton
Lizbeth Navas-Alemdn, Institute of Development Studies, Sussex University
-- Discussion --
(b) Linkages, Partnerships and Networks
Alexandra Rottger, FAO
Alison Griffith, Practical Action

-- Discussion --
13:05 Family Photo - Lunch VIC restaurant
14:25 (c) Costs, Margins and Competitiveness

Evgeni Evgeniev, The World Bank, Europe and Central Asia Region
V. Padmanand, Independent Consulting

-- Discussion --

15:35 ¢ Instruction to the group work
Thomas Becker, Facilitator

15:50 e Group work — Breakout session

Output: agreed variables and a short report/presentation
(a) Governance Structures (F0817)
(b) Linkages, Partnerships and Networks (F0814)
(c) Costs, Margins and Competitiveness (FO704)
Coffee/tea will be served in each room
17.15 ¢  Wrap-up of the day
17:30-19.30  Welcome cocktail



Thursday 24th September

Session 2 continued:

8:45
Session 3:

9:45

10:55
11:05

12:15
13:35

17:25

Reporting from previous day’s sessions

Approaches & parameters for value chain diagnostics tool for:

(d) Markets, Marketing Options and Standards

(e) Constraints to Cleaner Production and Options for Environmental
Sustainability

(f) Income Distribution, Employment and Livelihoods

(d) Markets, Marketing Options and Standards

Ben Bennett, Natural Resources Institute, University of Greenwich

Michiel Arnoldus, KIT (Royal Tropical Institute)

-- Discussion --

Coffee/tea break

(e) Constraints to Cleaner Production and Options for Environmental Sustainability

Jan Grenz, Swiss College of Agriculture

Burcu Tuncer, UNEP/Wuppertal Institute Collaborating Centre on Sustainable Consumption

and Production (CSCP)

-- Discussion --

Lunch

(f) Income Distribution, Employment and Livelihoods

Marten Sievers, ILO

Chakib Janane, UNIDO

-- Discussion --

¢ Instruction to the group work

Thomas Becker, Facilitator

e Group work — Breakout session
Output: agreed variables and a short report/presentation

(d) Markets, Marketing Options and Standards (F0817)

(e) Constraints to Cleaner Production and Options for Environmental Sustainability
(FO814)

(f) Income Distribution, Employment and Livelihoods (FO704)
Coffee/tea will be served in each room

* Reporting

¢ Wrap-up of the day

Friday 25th September

Session 4:
8:30

Session 5:
10:00

Implementation of tool
*  From diagnostics to value chain development
Philippe Scholtes, UNIDO
¢ Financing value chain development
Albert Vernooij, Rabobank International
¢ Monitoring and impact of value chain Development
Ade Freeman, IEG Independent Evaluation Group, The World Bank Group
-- Discussion --
Coffee/tea break
Wrap-up session
¢ Synthesis of working group results
Amit Kapoor, Management Development Institute& Institute for Competitiveness
¢ Towards an outline
Frank Hartwich, Swiss College of Agriculture
* Next Steps
Patrick Kormawa, UNIDO
* Feedback to the meeting
¢ Closing
Jabamalai Vinanchiarachi, UNIDO



List of abbreviations and acronyms

CSCP UNEP/Wuppertal Institute Collaborating Centre on Sustainable Consumption and
Production

CSD Commission on Sustainable Development

DCED Donor Committee for Enterprise Development

DRC Domestic Resource Cost

EMAS Eco-Management and Audit Scheme

FAO Food and Agriculture Organization

IAF International Accreditation Forum

IEG Independent Evaluation Group

IFC International Finance Corporation

ILO International Labour Organization

ISO International Organization for Standardization

KIT Royal Tropical Institute

LCA Life Cycle Assessment

M&E Monitoring and Evaluation

OECD Organisation for Economic Co-operation and Development

RCA Revealed Comparative Advantage

R&D Research and Development

RISE Response-Inducing Sustainability Evaluation

SMEs small and medium enterprises

SWOT Strengths, Weaknesses, Opportunities and Threats

UK United Kingdom

UNEP United Nations Environment Programme

UNIDO United Nations Industrial Development Organization

For further information, please contact:

Mr. Patrick M. KORMAWA
Coordinator, International Financial Institutions Partnership Unit and Adviser to the Director-General

United Nations Industrial Development Organization

Room D1970, Vienna International Centre
P.O. Box 300, A-1400, Vienna, AUSTRIA
Tel: +43-(0)1-26026-3011

Fax: +43-(0)1-26026-6853

E-mail: P. Kormawa@unido.org
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