
Agricultural Value Chains for Development
Designing projects and programs supporting the engagement of smallholder farmers and 
agribusinesses in increasingly dynamic, but complex agricultural value chains is becoming 
more challenging as market requirements and lifestyles change, and government policies 
shift. Yet, rising demand for safe, high-value, and diff erentiated agricultural products is 
creating unprecedented opportunities for them to participate in value chains to reduce 
costs, increase revenue and bargaining power, and improve access to technology, 
information, and capital.

Government interest in the potential for value chains to develop agriculture and contribute 
to food security has been rising since 2008’s global food crisis. Agricultural value chains, when 
the poor and other marginal groups participate in them, also hold considerable promise for 
helping reduce poverty and promoting inclusive growth. But under the right conditions, value 
chains can move smallholder farmers from subsistence into commercial agriculture.

Amid the emerging importance of value chains and the Asian Development Bank’s (ADB) 
renewed focus on agriculture, an evaluation study was undertaken to assess ADB’s support 
for commercial agriculture during 2001–2009 (IED 2012). In the period reviewed, ADB 
approved $5.4 billion for 86 loan operations for agriculture and natural resources; 53 had 
components supporting commercial agriculture. The evaluation includes four country case 
studies: Bangladesh, the People’s Republic of China, the Lao People’s Democratic Republic 
(Lao PDR), and Nepal.

A key objective of the evaluation was to generate fi ndings, lessons, and recommendations for 
ADB’s future support for agricultural value chains, particularly on improving project designs 
and removing barriers to the participation of the poor. This Learning Lessons focuses on 
crucial lessons for eff ective value chains based on ADB’s support and experience in this area.
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Enabling Environment
An enabling environment through 
national policies, regulations, and 
supporting institutions is a prerequisite 
for developing agricultural value chains. 
Policy reforms relevant to the value chain 
approach focused on increasing private 
sector participation, the quality and 
safety standards of agricultural products, 
privatization, and improving institutional 
and fi nancial frameworks. For ADB and its 
developing member countries, progress 
has been made in promoting national 
policies that support the agriculture sector 
by reducing barriers to inputs, increasing 
access to fi nance, improving governance, 
and providing incentives such as through 
the creation of export processing zones 
(IED 2012). In particular, in the Agriculture 

Sector Development Program and the 
Tonle Sap Poverty Reduction Program 
in Cambodia, policy support has been 
provided to remove supply-side constraints. 
The Pakistan Agribusiness Project also used 
more involved approaches which include 
adjusting the regulatory framework to 
improve coordination between diff erent 
government agencies in developing a 
“single window” export system. 

Credit and Financial Support
Access to credit is a pivotal requirement 
for all value chain stakeholders, 
including small-scale processors and 
retailers, storage operators, and traders. 
Access to credit enables them, for instance, 
to buy processing or packaging equipment, 
develop storage facilities, and diff erentiate 

products. In the Community Livestock 
Development Project in Nepal, credit 
allocation has been tied up in increasing 
production through inputs such as fertilizer, 
agrichemicals, cultivation equipment, 
seeds and increasing livestock herds. The 
use of credit in the Nepal Livestock Project 
went some way toward advancing the 
value chain approach by providing credit 
for postproduction facilities such as milk-
processing plants, milk-chilling centers, and 
abattoirs. 

Established business models for the 
delivery of credit can support or diversify 
value-adding activities in the chain. A key 
issue to be addressed in developing these 
models is the perception of risk associated 
with the transient activities of entrepreneurs, 
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such as traders and retailers. One method 
of dealing with risk is to link lending to end 
markets, which proved to be a successful 
model in some contract farming examples. 

The use of processors as conduits for 
credit delivery is one approach to link 
production credit to market and value-
addition opportunities. Credit support 
for farmers in the Henan Sustainable 
Agriculture Project in the People’s 
Republic of China is provided through 
the processors, and, although largely 
production orientated, has the potential to 
allow processors to direct how credit may 
be used. For example, the use of credit to 
buy fi eld bins would reduce damage to 
apples, reduce handling costs, and improve 
transit times. 

Infrastructure 
Rural roads focused on linking areas 
with a competitive advantage to 
markets can help form competitive 
value chains. This approach relates to a 
key aspect of promoting value chains by 
linking high-value crop production areas 
to strategic commercial markets. Here, the 
aim is to reduce transit time and ensure 
continuity of supply of both inputs and 
outputs. Other supporting infrastructure, 
such as storage facilities and transport 
logistics, would also increase selling options 
and contribute to benefi ts that accrue from 
rural roads. 

Supporting infrastructure needs to be 
speci� c to the needs of the value chain. 
For example, the Lao PDR Smallholder 
Project is constructing market structures 
that will serve spot markets for traders and 
retailers. While these markets primarily 
serve the domestic market, opportunities 
are provided to locate them close to border 
crossings. This will assist in promoting 
trading with Thailand and provide more 
direct impetus for the development of 
competitive value chains that would be 
controlled by local producer groups. 

The placement of markets and storage 
facilities is critical for value chain 
development. Storage structures vary 
from simple on-farm storage structures 
to the provision of cold storage at the 
other end of the supply chain. The 
intent in all cases is that storage facilities 
would assist in maintaining quality and 

improving sales potential. The Bangladesh 
Agribusiness Development Project provided 
for investment in storage structures 
to contribute to the development of 
value chains. Similarly, the Commercial 
Agriculture Alliance Project in Nepal 
provides for investment in storage 
facilities. The Lao PDR Smallholder Project 
has incorporated storage facilities into 
rice-processing units, allowing groups to 
maintain quality and sell when market 
conditions are favorable. 

Innovation and Technology
Value chains need continuous inputs 
for innovation and technology to raise 
productivity, reduce costs, and stay 
competitive. There is a distinction between 
innovation and technology in the context 
of value chains. Innovation is a continuous 
process that can involve stakeholders at any 
point in the chain to improve production, 
product quality, and marketing processes. 
Technology, on the other hand, is either 
imported as a turnkey package or is the 
output of research and development. 
Thus developing competitive value chains 
requires a change in focus from technology 
driving the supply-side to demand-driven 
postproduction innovations. This covers a 
range of value-adding activities, including 
quality, processing, packaging, transport, 
storage, information transfer, and branding. 
Innovation requires experimentation, 
incubation, and eventually adaptation to 
develop and maintain competitiveness. 
But these are often diffi  cult within project 
processes, which are better suited for 
introducing known technical solutions.

Research integrated into project designs 
rather than as standalone activities 
can contribute to project objectives. 
The Sri Lanka Plantation Project supported 
research for developing more effi  cient tea 
processing machinery and new products 
to cater to changing consumer demands. 
Programs funded under Viet Nam’s 
Agriculture Sector Development Program 
centered on increasing capacity to develop 
market-led value-addition technologies 
and improving the quality of agro-
based products. The project successfully 
strengthened links between research and 
extension, encouraged more extension 
services from the private sector, and 
ensured the eff ective delivery of agricultural 
extension services in the provinces. 

Markets
Addressing market-information issues 
and support for key market drivers 
such as product di� erentiation will 
enable value chain stakeholders to 
develop products that respond to 
market needs. Product diff erentiation is 
a key value chain element in increasing 
competitiveness. The technical assistance 
on the Lao PDR Marketing Support for 
Organic Produce of Ethnic Minorities 
focused on maintaining product quality 
through packaging and appropriate storage 
and farm-gate to market transport logistics. 
This provided the basis for supporting a 
branding campaign. A similar approach 
was used for fi sh marketing in Sri Lanka in 
which the project supported postharvest 
activities that diff erentiated local fi sh from 
imported products. Branding as a means 
of developing product diff erentiation 
underpinned the one village–one product 
concept in Nepal. The development of 
quality and certifi cation requirements for 
local produce was a feature of the Pakistan 
Agribusiness Project in which specifi cations 
were developed to satisfy international 
standards such as Codex Alimentarius and 
Global Agricultural Practice.

Project designs that promote contract 
farming, particularly between farmers 
and agroprocessors, can improve 
market access. Contract farming 
provides a mechanism for backward 
links to support technology transfer, and 
contractual partnership arrangements 
between farmers and agroprocessors to 
promote agribusiness. Contract farming 
was promoted in Papua New Guinea and 
successfully taken up by Pacifi c Spices for 
the smallholder production of spices for 
oil extraction. The Dryland Sustainable 
Agriculture Project in the People’s Republic 
of China promoted partnerships between 
farmers and agroenterprises to strengthen 
competitiveness in domestic and export 
markets through a farm-to-market, value 
chain approach in which processors pay a 
premium for graded produce.

Improving market access through 
capacity building and training inputs has 
been e� ective in building basic business 
skills. This has usually taken the form of 
the training of entrepreneurs to improve 
the management and operation of small 
and medium enterprises. The training focus 
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has been on fi nancial systems, identifying 
and capitalizing on market opportunities, 
and developing links, such as in Sri 
Lanka Southern Province Rural Economic 
Advancement Project. The range of business 
services for small and medium enterprises 
was extended in the Forests for Livelihoods 
in the Central Highlands Project in Viet Nam 
to include advice on product information, 
packaging, market promotion, market 
analysis, and management of investments. 
Other forms of capacity building include 
attendance at conferences, workshops, and 
trade fairs promoting collaboration between 
producers and agroprocessors, and the 
creation of specifi c links in the supply of raw 
materials and marketing of produce, such 
as in Lao PDR Northern Region Sustainable 
Livelihoods through the Livestock 
Development Project.

Market Information 
Market information must be delivered 
on time for it to be useful. Approaches 
for getting timely price information for 
improving the negotiating position of 
producers with traders and processors 
included developing software for 
automated tea auctions and electronic 
trading in the Sri Lanka Plantation Project, 
and developing a national farming website 
as a source of information for both farmers 
and traders in the Indonesia Poor Farmers’ 
Income Improvement Program. A wider 
range of information is needed, beyond 
prices, in areas such as inventories of 
agribusiness opportunities, and identifying 
markets and technology links for new and 
existing products. 

In some cases, the private sector has 
been more responsive to farmer–market 
information needs. For example, Nokia Life 
Tools’ SMS-based subscription information 
service in emerging markets provides 
information farmers can act on, and has 
around 50 million users (Business Fights 
Poverty 2012). Nokia responded to farmers’ 
needs for actionable information that is 
locally relevant and storable for future 
reference.  

Organizations
The development of organizations 
that have the critical mass to provide 
structure for governance is pivotal to the 
development of value chains. The World 
Banks’ Agriculture for Development report 

makes the case for organizations of key 
stakeholders in agricultural development 
in general and value chains in particular 
(World Bank 2008). The report argues 
that organizations form a major part of 
institutional reconstruction, and can use 
collective action and links to strengthen the 
position of smallholders in the markets. This 
was the case for the Lao PDR Smallholder 
Project, which formed 137 production and 
marketing groups aimed at improving 
marketing opportunities and service 
delivery effi  ciency. This group also helped 
form contact points for contract farming 
with traders and local rice millers.

Organizations can contribute to value 
chains by strengthening their bargaining 
power to reduce transaction costs, 
and give poor and vulnerable groups 
a voice in the policy process. To do this, 
organizations must be able to act as vehicles 
of change and be able to network through 
well-developed links. They also need some 
form of institutional governance to promote 
member confi dence and solidarity, and 
build capacity for activities such as credit 
management (Bijman and Ton 2008). 

For agricultural value chains to develop, 
the role of the links in meeting market 
demands needs to be clearly de� ned. 
The Bangladesh Second Participatory 
Livestock Project has supported the 
development of strong supply-chain links 
between milk producers and processors. 
But these links are transactional and lack 
value-adding drivers that can assist in 
developing competitive advantages for 
participating stakeholders. The Kyrgyz 
Southern Area Agriculture Development 
Project supported informal groups and 
cooperatives to develop links and networks 
between farmers with agribusinesses. 
Support was also provided to cooperative 
groups to identify, negotiate with, and 
conclude equitable contracts with buyers 
and enterprises associated with collecting, 
preparing, and transporting produce to 
markets. The cooperatives are also used as 
delivery mechanisms for market information 
and technical knowledge.

Private Sector Participation 
Encouraging private sector participation 
requires clarity about the roles of 
government and the private sector. 
Building synergies through public–private 

partnerships requires identifi cation of 
opportunities and the development of 
commercial models for eff ective participation 
of both sectors. For instance, in the Lao 
PDR, the absence of statutes defi ning the 
role of the government and the partnership 
between the private sector and farmers 
prevents private fi rms from making long-
term investment decisions. The Nepal 
Community Livestock Development Project, 
which was led by the private sector with 
the public sector providing assistance in 
technical expertise and social mobilization, 
is an example of a successful application of 
public–private cooperation in the delivery 
of services. Although no partnership was 
formally instituted, both sectors worked 
together and achieved the project’s 
objectives.

Inclusion of the Poor
The agricultural value chain approach 
can provide opportunities for the 
poor. Because the main aim of value 
chains is to generate profi t, the means 
for achieving this can confl ict with the 
inclusion of the poor, who generally lack 
the skills and expertise to produce for 
high-value markets. Even so, this should 
not deter practitioners from harnessing 
the considerable pro-poor potential of 
value chains. It does mean, however, that 
some value chains will provide more pro-
poor opportunities—and development 
institutions should focus on these.

The inclusion of marginal groups in value 
chain development has largely been 
based on support for production. The 
design phase often does not include detailed 
value chain and poverty assessments to 
determine specifi c opportunities and 
needs for linking marginal groups, such 
as smallholder farmers, to value chains. 
Providing marginal groups with access 
to inputs, information, and technology 
can improve their participation. However, 
capacity-building activities are often general 
in nature and not specifi cally geared to 
meeting value chain requirements. The 
Nepal Commercial Agriculture Alliance 
Project is a positive example of overcoming 
these challenges. It introduced a staged 
approach for inclusion, which aimed to 
gradually increase the skills and capacity 
of producers so that they could participate 
in commercial supply chains with the 
possibility that value chains would evolve.



Learning Lessons is a synthesis of key evaluative lessons drawn 
from the experience of ADB operations and non-ADB sources. 
Lessons presented in this brief are not prescriptive, and users are 
advised to carefully review these lessons in the context of country, 
sector, and thematic conditions.
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Conclusion 
When an agriculture value chain approach 
is adopted, a comprehensive approach 
is required to identify key constraints 
and the necessary linkages among the 
key criteria for agriculture value chain 
development. Transportation, markets, 
and other infrastructure need to be linked 
to production and market information to 
achieve better results. Governments need 
to adopt a comprehensive approach to 
policy, regulatory, and institutional reform 
to address key constraints for agricultural 
value chain development. Projects need to 
base value change design on the drivers 
of commercial agriculture, such as market 
demands. Countries and projects need to 
identify infrastructure requirements for 
agricultural value chain development, and 
to develop models for including poor and 
marginalized groups. 
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