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Abstract

The development of agricultural value chains isuassd to support pro-poor rural develop-
ment, especially where smallholder farmers partitgp Therefore, development agencies,
governments and private sector have invested toeptethe exclusion of smallholders from
global markets and to integrate them in agriculiuvalue chains over the past decade. But
what are the social and economic impacts?

This research states that even though chain integgrdor African smallholder farmers has
been subject to a vivid debate, a comprehensivéysisaof poverty impacts of agricultural
value chain development is hard to find. The authscusses the reasons why poverty impact
assessments are so difficult, why they are rarafjeataken and what could be done about it.
It is proposed to develop an innovative methodalaigapproach by combining monitoring
data from value chain development with poverty dyina. Empirical evidence is provided
with panel data from 1,275 rural households in Ken$tandard quantitative panel analysis
Is combined with qualitative in-depth interviewldwing the g-squared paradigm.
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1. Background: Agricultural Value Chains in International Development Cooperation
1.1 International Market and Development Trends

Over the past 15 years, African economies are asongly confronted with changing global
food and commodity markets, due to globalisatiod eespective worldwide increase of de-
mand for food products, due to domestic econontierdlisation and urbanisation. Subse-
quently, trade patterns, domestic market structares consumer preferences have changed
the face of African agriculture. This poses new apmities but also challenges to small-
scale producers, traders and processors alongudgrad value chains. The integration of Af-
rican farmers into agricultural value chains isr@asingly seen as an important development
framework, whereby rural economic development imgslthe transformation of agricultural
based economies into more urban industrial andcgebased economies. This changes the
flow of resources and the trade of goods, servikeswledge and information whereby
(globally) coordinated and integrated value chaaié gain increasing importance (Hum-
phrey, 2005). Particularly the increase in globaindnd for fresh vegetables and for fish has
changed the export patterns for developing cowstiiggher value fresh produce have substi-
tuted traditional tropical export crops — which yides African countries with new challenges
and opportunities. Despite successful examplestefjrating small-scale farmers into global
value chains (a prominent one being Kenyan exportidulture producers, see for instance
voor den Dag, 2003; Muendo et al. 2004), the sbaeveloping country smallholder pro-
ducers in global supply chains is still small ahd potential exclusion of especially African
producers from global agricultural value chainsspgiem in a general disadvantageous posi-
tion (van der Meer et al. 2006).

Meanwhile, the international development debaterbfcused some attention to agricultural
and rural development, particularly in Africa digithe past decade. There is broad consensus
that for instance the UN Millennium Development Ga@DGs) can only be reached if mas-
sive pro-poor rural growth is promoted. After twecddes of almost neglecting the role of
agriculture and rural development for overall eqoiwperformance in agriculture-based Af-
rican economies, the MDG debate, as well as theganee of Poverty Reduction Strategies
(PRS) and subsequent re-focussing from economistironly to poverty reduction in the
late 1990ies, have contributed to a fresh lookratoting the agricultural sectors in develop-
ing countries. An additional factor might have beéle@ economic success of export agricul-
ture in some pioneer countries (such as Kenyanchtitire or South-East Asian Aquacul-
ture). A certain enthusiasm developed around a cmatibn of private sector promotion for
economic growth and of fostering agricultural aitiés for rural development and reducing
rural poverty. This change of perception of anduate towards the agricultural sector by in-
ternational aid institutions is manifested in mamuplications, perhaps most prominently in
the World Development Report 2008 (World Bank 2007)

1.2 Institutional Failures of African Food Markets

In many African countries, agricultural value chaare facing numerous challenges namely:
market failures (including monopolies, asymmetnformation and inadequate infrastruc-
ture), policy failures (including lack of appropedegal and regulatory frameworks, of incen-
tive mechanisms and of favourable business enviemtyrand more than often, massive ca-
pacity problems (of farmers and farmer organisatidhe private and public sector actors)
(Ruben et al., 2006). Whilst traditional cash cropmany countries seem to have established
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fairly organized supply chains, many still suffesrh excessive government intervention, (de-
pending on the degree of market liberalisation)wlyeemerging export crops on the other
hand are often driven by foreign private compamied have managed to develop fairly inte-
grated chain structures that sometimes tend taud&cpoorer smallholder farmers (e.g. cut
flowers). As for domestic food crops, they are tgebe taken seriously since they are pro-
jected to constitute the biggest future marketfsrcan agricultural producers due to increas-
ing population and urbanisation (Ayieko et a005).

But other problems abound: markets for farm inmiften fail and the further away a farm is
from an urban centre, the less likely is adequatess, availability or affordability of farm
inputs; scattered smallholder farms, limited sterdacilities and poor infrastructure affect
quality and marketable quantities of produce; tteekat value of most products is subject to
very limited negotiation, given that many farmarmii themselves to price-takers while sell-
ing individually to middlemen at the farm gate; thiesence of quality standards, regulation
and competition for some products increases thenpiat for fraud and results in significant
mistrust between farmers and traders; food markedsl often turn out to be rather chaotic
spot markets characterised by terrifying hygiersaditions, which account for significant
post-harvest losses. In essence, competitiveneswny African agricultural value chain ac-
tors is low (Hoeffler 2006). However, integratiarta global chains has proven to deliver to
some extent the necessary increase in chain eftigie

1.3 Value Chain Promotion as Development Approach

Taking into account the above mentioned internatisrends and prevailing failures, the de-
velopment of agricultural markets and the promotdnts involved actors (i.e. the predomi-
nantly rural and presumably poor producing farmpagulation) is seen as a promising de-
velopment path. In the line of rural economic depetent and poverty reduction, the devel-
opment of agricultural value chains gained promigeas a development approach by many
agencies in the beginning of the®2dentury. Currently, most African countries anceini-
tional donors apply a twofold approach to ruralelepment: a) a strong promotion of private
sector activities in agriculture to support prodwuctand marketing and ultimately rural
growth and b) a rural livelihoods approach to take account a set of rural cross-sectoral
social factors and safety nets for poverty reductiéxperiences in a number of countries
show that a key success factor lies in the re-defimof roles of public and private sector ac-
tors along the value chain. At a minimum, the pubkkctor should provide an enabling rural
business environment (legal, political, and ecom)tur the private sector to undertake (agri)
business activities; whereas the private sectodsé@ improve its efficiency and competi-
tiveness. Farmers need to strengthen their tedhmigganizational and collective action ca-
pacities so as to actively and profitably integiate (domestic and global) agricultural value
chains. To achieve rural growth, public, privatel anvil society actors need to jointly de-
velop an economically efficient, socially equitalaled environmentally sustainable agricul-
tural sector. The value chain development conceptiges one framework for facilitating
this public-private-farmer (and others) collabarator partnership (Ruben et al. 2006; Mer-
lin, 2005).

Many development agencies such as the UK Departdmentnternational Development
(DfiD), the United States Agency for Internatiori2dvelopment(USAID), German Agency
for Technical Cooperation (GTZ), Swiss Developm@nbperation (SDC), World Bank, In-
ternational Fund for Agricultural Development (IFADave designed projects and pro-
grammes for value chain development, which wasrdeghas innovative by offering a more
holistic development approach and its market-driglearacteristics. These projects were of-
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ten accompanied by national and international rebet® assess risks, benefits and impacts.
All these development agencies as well as reseastitutions, such as the Institute for De-
velopment Studies, Sussex (IDS) and Wageningendusity and Research Centre (WUR),
have documented their experiences with value cheamotion in a number of agricultural
and economic development projects. In Africa, Asia Latin America value chain develop-
ment projects are implemented, most of them deakiitly food commodities. Many of the
projects are organised in networks of researchedeactitioners and have entered a stage of
intensive exchange of experiences with value cpaimotion and capacity buildihgFur-
thermore, a series of international conferencesiged the room for international exchange
of lessons learned and experiences rhade

2. Problem: The Absence of Quantitative Poverty Impct Assessment

All international conferences and expert meetingsntiwned above generally assess agricul-
tural value chain promotion as a successful devedrp approach. However, all meetings had
the aspect of poverty impacts of chain developmamte or less explicitly on the agenda and
most concept papers and handbooks on value chamgbion mention the “poverty orienta-
tion” of the approach'The value chain approach contributes to reducingerty if it (...)
concentrates on targeting the poverty problem. Qften, it is necessary to combine value
chain promotion with a livelihoods perspective,hatitcal economic development or with vo-
cational training so as to enable the poor to er@nd stay in) commercial markets. How-
ever, we need much better monitoring tools to gpmepoor value chain promotion.GTZ
(2007). This illustrates the existing unease amibregcommunity of practitioners, that eco-
nomically successful agricultural value chain petgedidn’t seem to specifically target “the
poor” (e.g. poor smallholder farmers). Remarkalitke) close to nothing, has been published
about how to identify the poor or how to measumarthoverty, i.e. their moving out of pov-
erty or lifting above the poverty line in the caoxit@f agricultural value chain integration in
development projects. A common justification isagivby a general increase in rural eco-
nomic activities and trust in further trickle dowffects such as rural employment creation.
Yet interestingly, in projects where poorer ruralget groups were involved, a number of
similar difficulties seem to prevail, such as laikhorizontal coordination of farmers, mis-
trust among different chain actors and non-compganith quality standards.

Direct impacts of agricultural value chain projeate usually monitored by the project im-
plementers — yet, what exactly is regarded as gradmor outcome or result and how to
measure success varies widely. Existing projectitoong data often focuses on participating
actors only - and follows the logic of the objeesvand the reporting line of the respective

! see e.g. IDS Sussex’ Global Value Chain Initiafivip://www.globalvaluechains.oygAgro-food Chains and
Networks for Development of University of Wageningdattp://library.wur.nl/frontis/agro-
food_chains/index.htrjlthe Donor Committee for Enterprise Developméitipl//www.value-
chains.org/dyn/valuechains/bdssearch.home?p_lahgRergoverning Markets Initiative
(http://www.regoverningmarkets.grgSTZ sector networksftp://www.gtz.de/en/weltweit/afrika/fachliche-
netzwerke/9850.htnDfiD sponsored Making Markets Work for the Pdmitiative (MMWA4P)
http://www.mmw4p.ory and Swiss Community of Practidgt://www.sdc-valuechains.thk just to name a
few of existing internet fora and platforms.

Z see e.g. “Berlin June 2007: Value Chains for brbasked Developmenthftp://value-links.dl Cape town
April 2007, “Making Markets work for the Poor in &arn and Southern Africa” (see Johnson 2007 and
http://www.commark.org/pages/Default.asp?Sectiodl83 and Gerzensee, January 2007, "Making Value
Chains Work for the Poor: Current thinking and fetaollaboration" (see Tanburn 2007 and
http://www.deza.admin.ch/en/Home/Themes/Employrmeemd the economy/Employment Income/E_1_Conf
erence_and_Workshop_2008/SED_Workshop_20R77?!)
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implementing agency. A lot of data can be typicédiynd on how many farmers are involved
in a given chain promotion, how much they prodwatewhat prices they sell to how many
middlemen or transporters or processors or exmded so on. Detailed breakdowns of mar-
gins for the product of choice are already hardefind — and almost absent are impacts on
household income and welfare and more aggregataddahe performance of the product or
sub-sector of choice and its strategic importaocdhfe rural economy. Whereby many single
projects seem to be quite successful in linkinguenlmer of smallholder farmers into rather
complex supply chains even for export markets, \igttg is reported about effective poverty
impacts or a more comprehensive assessments wiuallpachanged for the respective re-
gions or country in terms of pro-poor rural growtiral poverty reduction, growth of invest-
ment or increase in competitiveness (see Illusinati).

lllustration 1: What is typically monitored in Valu e Chain Projects (and what not

* Farming system » Breakdown of « Income of target
and production margins along group over time
system data the value chain alongside

» Number of * Income of target gtaat’éiostniils[}wem
target group group over time onal

d other value national poverty
aﬂ . + Income of target lines
chain o 2
roup vis-a-vis
stakeholders Jroip » Asset base of

control groups ot
» Producer and arget group

L » Poverty-options over time
consumer prices in value addition
. or alternative * Poverty Impact

activities assessment for
target group
» Value chain's
relevance for
economic sub-

sedtor

Often monitored Sometimes monitored Rarely monitored

Source: own illustration

In most project monitoring systems, no referencallais made to national poverty levels or
similar quantitative measures of wellbeing. Thisklaf any aggregated poverty impact as-
sessment of agricultural value chain integratiod\fsican smallholders is ever more surpris-
ing, since most practitioners are intuitively awafets importance, since they have to report
to agencies which are obliged to the overarchingl gb poverty reduction in MDG 1. And
these practitioners all know that engaging in ari®ss activity such as e.g. an increase in ex-
port horticulture production in Central Kenya conaésng with decision making, opportunity
costs and changes in production patters and liwvetls. These changes are positive as well as
negative, they occur naturally in the dynamics evelopment. Some are anticipated, some
expectations fail and some impacts are totally t@mded. Thus, monitoring results and im-

% There is room for deeper analysis of that. Onddcthink of a survey among projects and programorgan-
ised in one or the other network (as mentioneaairfotes 1 and 2) in order to establish exactlytvanajects
monitor. Alternatively, a sample of project docursecould be screened to assess the monitoring data.
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pacts is a very important and interesting, yetrofteglected task. Why neglected? Because
such monitoring requires resources, and even wiesacial resources are available, often
the staff lacks the skills to undertake or comnoeissuch monitoring exercises. Whenever in-
depths attempts are made, the observations seém fairly interesting, and worthwhile re-
garding (see e.g. the surprising relation betwegramding horticultural activities in Central
Kenya and increasing witchcraft leading to mixesutes for female household as described
by Dolan 2001).

However, during the same time that the value chpproach became popular, particularly for
agricultural development scene, macroeconomic deveént efforts greatly improved na-
tional statistics in many developing countriespoesling to the need of monitoring the PRSs.
Furthermore, an entire new research field emergeduantitative and qualitative poverty
analysis amid the pro-poor growth debate (e.g. é1a2004, Lopez 2004). Most African
countries, supported by the World Bank and otheage undertaken large welfare monitoring
surveys and have produced rich national sets oénpyp\statistics. Yet, data and knowledge
gained by national poverty assessments hasn't bigeth for measuring the poverty impact of
sectoral development efforts like value chain ireéign of smallholder farmers.

Thus, the problem remains for practitioners in digwament cooperation: How to address the
described unease about not reaching the poor oreaching the poor in adequate numbers
(outreach) by agricultural value chain integratien@d the only way out is not only to moni-
tor in a narrow context the immediate results gfpgut to a segment in a given chain, but to
use more aggregated data for measuring welfar¢éakélsolders, performance and competi-
tiveness of the respective sub-sector and indssttieir growth and their trickle-down ef-
fects. Ultimately, any development effort can obé/named successful, if its direct and indi-
rect impacts on poverty are eventually reflecteduantitative and qualitative poverty meas-
ures, such as national poverty statistics or ppeiory poverty assessments.

3. Objective of Research

The objective of this research is threefold:

a) to develop a clearer picture about poverty irtgpa€ agricultural value chain develop-
ment;

b) to create a better understanding of how to ggeegated panel data for monitoring sec-
toral growth performance and sectoral potentiateduce poverty and thereby to de-
velop new ways of assessing more accurately thadtef food chain integration on
rural poverty; and

c) to contribute to the theoretical debate aboatgmor rural growth by adding to the em-
pirical evidence base.

This will be done by using rural household panghdeom Kenya. Kenya has gained more
than ten years of well-documented experiences rticgzating in the global value chain of
export horticulture, as well as in developing doticeagricultural value chains such as dairy
or maize. However, what is usually referred to asiecess story has not yet been subject to
analysis as to whether the participating househblige either sustainably improved their
household incomes or their asset base. More erapmesearch on poverty impacts of value
chain promotion is needed to inform the debaterorppor rural growth in Africa.
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Working Hypotheses are:

= Agricultural value Chain Development largely ignemmodern poverty research by
e.g. not taking poverty lines into account whegeéting stakeholders.

= Agricultural value Chain Development doesn’t measits poverty impacts at aggre-
gated level

= Agricultural value Chain Development promises pomymess, where it is highly
unlikely to reach the poor directly or to achiexngacts that either over-proportionally
benefit the poor or reduce the inequality gap (titady speaking: the approach as a
market-driven approach is not entitled to calllft§ero-poor”).

Results from the case study are expected to helweaing the following questions:
a) What is it that agricultural value chain devehgmt realistically contributes to pro-poor
rural growth?
b) How can this contribution be monitored?
c) How can agricultural value chain developmentobee part of sustainable rural poverty
reduction?

4. Theory: Poverty Analysis for Monitoring Agricult ural Value Chain Development

The current debate on pro-poor rural growth andepggweduction is dominated by isolated
perspectives: the rather narrow focus of agricaltpractitioners promoting selected agricul-
tural value chains on micro level and the measun¢mienational poverty by large household
surveys undertaken by macroeconomist at nationatio) level. Both levels and schools of
thought could largely benefit from each other bypsmlidating and synthesising data for sys-
tematic sectoral impact assessment.

lllustration 2: The Missing Middle in Sector Monitoring

inistries o Bureaus of
Finance and -
MACRO ational Planning Statistics
LEVEL

Welfare Monitoring Surveys, Integrated Budget Housshold
Surveys, Food Security Monitoring, Budget Reviews, etc,

< < <

Ministry for Agriculture

SECTOR Institutions are particularly
LEVEL weak in maonitoring sector

performance and in link-
ing the other levels: il Sk
Missing Middle Organisations ?

1 1 1

Project and Programme Reviews, Monitoring Studies,
Individual project monitoring systems and units, Housshald
Data for very spedfic purposes

MICRO

LEVEL Value Chain Academic
Projects research

Source: own illustration
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However, the governmental and parastatal instiistidominating the sectoral (meso) level
have a tendency to be weak in monitoring the sgmoiormance and to lack the necessary
skills in either disaggregating macro level datairoextrapolating/aggregating micro level
data. Even though in some cases private sectonisggeons partially fulfil this function of
sector performance via associations, think tankbamks, we can still speak of a “missing
middle” in terms of institutional failure to monit@ectoral poverty and growth trends (see
illustration 2).Theories of impact assessment ssigt impacts can be monitored at differ-
ent aggregation levels. To analyse whether the ¢inglaventuring into an economic activity
as a country has been favourable for rural growtpawerty reduction requires not only data
of participating farm households, but also highggragated data encompassing the entire
economic sub-sector. Theories of poverty analggisnomic growth and of asset-based pov-
erty dynamics have a lot to offer for answering tfmpact question raised by agricultural
value chain practitioners.

4.1 Expected Poverty Impacts of Agricultural Valilein Integration

International attention will keep an even increaf®ulis on the development of African rural
areas, because of their high poverty levels. Tisecensensus that this needs to go along rural
economic development. The importance of a vibraiviage sector for rural development is
widely acknowledged and is today an integral pathe development agenda. To foster rural
economic growth, a mix of regional and commoditgdxhapproaches is favoured: local eco-
nomic development is used to strengthen the systeampetitiveness of rural areas whereby
value chain promotion focuses on vertical and lomtial coordination of specific commodi-
ties, their production and up-and downstream liesay/alue chain development is viewed as
an effective instrument to deliver the intendedlaginess development. Thus, development
of agricultural value chains is currently a widelsed approached in rural economic develop-
ment for Africa.

The underlying hypotheses for the poverty impadtagsicultural value chain development
can be categorised into four types (Asche et &720

1. Integration of poor farmers into new agriculturahlue chains(e.g. high-value agri-
cultural products, horticulture, aquaculture, oigdnod products) and thereby creat-
ing production, income and employment opportunitieghe rural poor.

2. Broadeningexisting agricultural value chainso include poorer and/or more poor
producers and thereby increasing the outreaclhetpdbr.

3. Deepeningexisting agricultural value chainby increasing poor producers’ share in
the overall income generated along the chain.

4. Supporting the poor to move diagonattyhigher valued agricultural value chains, us-
ing knowledge gains for higher qualified productigystems and thereby increasing
income shares.

Agricultural value chain development as an appra#abconomic development comes along
with a set of rather defined interventions suclvalse chain identification, market research,
participatory mapping of the chain, the analysisnairgins, relationships, costs driver, com-
petitiveness, product and process quality standéatse barriers, customer relations, market-
ing arrangements, etc.. This set of instrumentgoddwide implemented with similar direct

interventions, mostly facilitated by private, puabéind donors agents. So far, big opportunities
are that a number of agricultural value commoditas be produced in smallholdings (i.e.

fresh produce horticulture) and thus, fit into tivelihood system of poor small-scale farmers
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in productive areas and can increase their incangeeanployment opportunities. Secondly,
many agricultural value industries are labour iste@ and along the chain, value can be
added within African countries. Thirdly, foreignrelct investment consolidates existing agri-
cultural value chains, knowledge transfers takegknd local capacities are built while value
chains upgrade over time. Big challenges existammying with ever increasing quality
standards and decreasing comparative advantagesatitholder farms, as well as the general
investment climate, low productivity and relativélgh costs of production in rural Africa.

Monitoring the social and economic impacts of agtigal value integrations has mostly fo-
cussed on project-related indicators like numbémaducers integrated, product and process
quality enhancement and economic chain efficiersge (also illustration 1). However, the
impression remains that agricultural value chaimetlgpment does not fulfil its promises on
“pro-poorness” and that the expected poverty ingpéas described by the four hypotheses
above) are not achieved. Despite being successfubny country cases, a subconscious feel-
ing of “being biased” is growing among practitiosier hey experience that commercially or
market-oriented approaches such as agriculturalevehain integration (by tendency) rather
target “winners” than “losers” in rural economigsdblem of adverse selection); or they tar-
get the poor but keep the feeling that the busimagésiot be sustainable (problem of subsi-
dised business promotion). Another point of condgsertihat chain integration typically orien-
tates its interventions along formal market streesu- yet the majority of the poor tends to
act on informal markets, which are rarely targed@ectly (and only indirectly targeted by
upgrading of a chain). This all leads to the impi@s of not reaching the poor at all or not in
adequate numbers (thus not achieving the outrestttetpoor).

4.2 Measuring Poverty and Poverty Dynamics

Development cooperation in the late 1990ies movenh fproject type aid towards broader
concepts of programme-based / sector-wide appreadiveo major developments came out
of these institutional changes for “the way of dp{aid) business”: the emergence of Poverty
Reduction Strategy Papers (PRSPs) as a bargaidefurrelief in the HIPC initiative (G8
summit in Cologne 1999) and, in 2000, the inteoral agreement to support the MDGs with
its prominent first goal to halve poverty by hayf B015. Poverty Reduction became the over-
all credo for bi- and multilateral institutiohsThese two development concepts, PRSPs and
MDGs revived the entire debate about the impa&ocoihomic growth on poverty and, more
recently, on distribution of incomes and equalityorder to operationalise poverty reduction
combined with economic growth, the entire theoryprb-poor growth” evolved ATENBURG
(2005). In order to quantify the set developmergdts, the World Bank started a fresh debate
on how to measure poverty, which was based ondhgentional measures of poverty such
as the Foster-Greer-Thorbecke poverty indicagsARLION & CHEN (2003), Ravallion 2004,
Kraay 2004 and MUGHTON (2007)). Despite a vivid and ongoing debate albowt to define
and ultimately achieve pro-poor groWthhe new international poverty focus demanded more
accurate methods of measuring poverty. Four ream@fequently mentioned when arguing
for accurate poverty measuremeriiirst, to keep the poor on the agenda; if povergyennot

* This was discussed and mentioned by many partitspaf the International Conference “Value Chaios f
Broad-based Development” 30 May — 1 June 2007 e see also GTZ 2007.

®> This was also strongly supported by the World Deweent Report 2000/2001 (World Bank 2001) and pre-
ceding work under the series “Voices of the Pobvb(ld Bank 2002).

® This refers to two different definitions of whape of income growth qualifies as “pro-poor”; eitliee abso-
lute growth in income of the poor or the relativewgth in income of the poor compared to richer segt® of
the society (see also Kakwani et al. 2000, Krako@6k4, or Besley et al. 2007).
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measured, it would be easy to forget the poor. @#cone needs to be able to identify the
poor if one is to be able to target interventiohattaim to reduce or alleviate poverty. Third,

to monitor and evaluate projects and policy intetvens that are geared towards the poor.
And finally, to evaluate the effectiveness of tngtns whose goal is to help the poor.”

(Houghton 2007).

Led by the World Bank, applied quantitative and |lgative poverty research was initiated
and supported in many African countries. Povertgeéined as pronounced deprivation in
well-being. To measure it, national indicators dlfare such as income or consumption per
capita need to be established. Information on welfa then derived from stratified random
sampling household survey data, e.g. the World Baiakdardised Living Standards Meas-
urement Surveys (LSMS), which are used worldwidest@#ndard overview on using house-
hold surveys for poverty measurement is given bgtde (1997). The conceptual key feature
of poverty measurement is the construction of mafigpoverty lines based on thest of ba-
sic needs approaciThe poor are those whose expenditure (or incdails) below a poverty
line. A number of numeric indices are usually ckted around the poverty line, e.g. the
headcount indexyhich measures the proportion of the population thab@ @nd thepoverty
gap index, whichmeasures the extent to which individuals fall beline poverty line (the
poverty gaps) as a proportion of the poverty lifthe theory of poverty dynamics describes
the development of poverty over time and has furttexyeloped quantitative poverty meas-
urements, mainly driven by leading World Bank reskars and universities in the US, UK
and Germany (see e.g. Carter et al. 2006, Haug?®0, or Krakowski (2004)). This re-
search is rich in quantitative monitoring instrunsefor the so-far unanswered or not suffi-
ciently answered questions of poverty impacts imettgpment cooperation, for example in
tracking individual households over time.

Based on these tools for poverty measurement, po(@r wellbeing) at household level has
been measured in national surveys. To assess Ve®gment of welfare over time, such sur-
veys are repeated and highly expressive time-sparsl data is used for the analysigpo¥-
erty dynamicsOnly such panel data allows measuring how mamgéleolds move into pov-
erty or out of poverty over time as illustrateddvel

lllustration 3: Conceptual Classification of Povery Dynamics

AR

PO\"@I'W [[§ -1 S

Mean expenditure*-,&‘lt/_’.xvmvc.\‘._ ;

Time Time Time Time Time
(Speciic category)  Always poor Usually poor Never poor Churning poor Occasionally poor
(Aggregate category) Chronic poor Non- poor Transient poor

Source: Hulme et al. (2001)

" Many more indices are used, they are usually redeto as the Foster-Greer-Thorbecke (FGT) clag®oérty
measures (based on Foster et al. 1984).
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This type of analysis of household dynamics deeplemsinderstanding on who the poor, the
non-poor, and the transient poor are. These tHessifications can be further specified, de-
pending on the number of rounds of interviews isuaily poor” (who are poor on average,
but occasionally escape poverty for a point in jJinfehuming” or “oscillating” poor (who
oscillate around the poverty line) or “occasionglbor” (who are most of the times non-poor,
but occasionally slip below the poverty line).

Thus, methodological approaches to measure pouadgrwent a certain evolution, which is
depicted in illustration 4. According to Carter &iBett (2006), poverty measurement moved
from static analysis with one point in time crogstonal data (first generation) overt dy-
namic income panel data analysis (second genejdtiofurther developing the analysis of
other poverty-determining variables and other pivienes to measure poverty instead of in-
come or expenditure only; such as households aasdtasset poverty lines (third and fourth
generation according to Carter & Barrett (2006)e(se.g. also Moser & Felton
(2009)).Furthermore, this evolution enabled a mbetier analysis of the existence of “pov-
erty traps”; see e.g. Adato et al. (2006).

lllustration 4: Evolution of Approaches to Poverty Measurement

First Generation: Poor Non-Poor
Static Income [ Expenditure
Poverty
W

. f Mever
Second Generation: Chronic Transitory Poor
Dy namic Income { Expenditure
Poverty
Third Generation: i l *[ l
Static Asset Poverty structural stochastic structural stochastic
Fourth Generation: | 5 nal\'l/nicall
Dynamic Asset Poverty Persistantly poor YMobile ’

Source: Carter & Barrett (2006)

Once the poverty dynamics are established, margr etiriables can be analysed and related
to the households level of wellbeing over time, &fjat socio-economic characteristics they
have, where they are and what economic activihey pursue. Despite problems of survey
design and statistical biases (see e.g. Thorbe2b@4] or Grimm & Klasen (2007) for an
overview), these instruments provide numerous dppdres for deepening the understanding
of poverty.

4.3 Combining Value Chain Analysis and Poverty Dyiga for Impact Assessment
Depending on the survey and questionnaire dedigrngpplicability of the method for poverty

impact monitoring is potentially very high, yetrely undertaken other than on national ag-
gregated level. In fact, poverty researchers doorhprehensively consider sectoral applica-
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tion of the methods yet — thus they are not engbiisearch linkages between macro and mi-
cro level:

“Feedback flows both from micro-to-macro and frontrogo-micro levels, with critical in-
termediation by meso-level institutions rangingiréocal governments to community groups
to resource user associations to markefs.) Efforts to capture the multi-scale spillover ef-
fects within systems — how macro-level phenomedeataheso-level institutions and thereby
micro-level incentives and behaviours, as welltese linkages in reverse — remain in their
infancy. (...). The popular rhetoric of poverty trapss gotten well ahead of the scientific un-
derstanding of the phenomenoriBarrett (2006).

One might add that this holds true also for theaathe of “pro-poor” or “broad-based” agri-
cultural value chain integration in developmentma@tion.

This research proposes an innovative methodologipptoach to overcome the identified
gaps in poverty impact monitoring of agriculturalwe chain integration by correlating pov-
erty data with value chain activities of farm hduslels for a country case study. Representa-
tive national budget household survey data can fp#ieal and operationalised for rural
growth assessment by employing the theory of pgvéynhamics. For a more accurate as-
sessment of farming system changes, national smtinemic data can be disaggregated over
time by using panel data. National welfare data effer a so far untapped research potential.
Assuming that a sequence of representative natweléhre studies have taken place, regional
sample clusters can be grouped where a particubgr is grown, or where many producers
were involved in an activity linked to the agriautl value chain of concern. It is relatively
easy to sub-sample control groups of similar rlm@iseholds out of the entire survey sam-
pling frame to compare the development of povertynf chain participants to their control
group. By doing this, poverty trends for chain apating farmers (or other actors) can be
analysed.

Given the level of detail that standard questioresatypically cover, a lot of econometric
analysis can be undertaken to find out, which f&ctmrrelate with poverty trends’ Fur-
thermore,poverty mapscan be drawn to depict rural poverty geographycailhich might
guide the selection of agricultural value chainsépromoted according to where the poor
are and which agro-climatic zone they live. Recantk on “Spatial poverty trends and
traps’ (see e.g. Jalan & Ravallion (2002), Ayeertey &Ky (2007), Burke & Jayne (2008),
or Grab & Grimm (2009).

A more in-depth study and understanding of natiemgfare surveys by agricultural practi-
tioners could already help them to identify andyéarthe poor better. Yet, many agricultural
practitioners lack the skills to apply poverty r@sd results. On the other hand, ma-
croeconomists from national bureaus of statistasseh’t bothered yet to “sell” their wealth in
data and to provide sector specialists with usafal relevant applications of poverty assess-
ment methods. Therefore, more user-friendly pubser files need to be created from na-
tional surveys and sector specialists trained inguthem for sector relevant poverty assess-
ments. At least, existing monitoring instrumentsdgricultural value chain projects could be
enriched by such kind of aggregated data. Furthexpspecific agricultural surveys can even
be designed and given they are repeatedly undestak@ be used to answer poverty impact
guestions from many agricultural development irgations and rural economic activities, as
well as policy reforms.
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4.4 Combining Quantitative and Qualitative Povekfyproaches (Q-squared Methods)

A wealth of empirical poverty analysis has fined¢dnthe quantitative methods of poverty
measurement mentioned in section 4.2 (see for arview the Chronic Poverty Reports by
the Chronic Poverty Research Centre CPRC (200FCC2009), Kakwani & Silber (2008)a
and Kakwani & Silber (2008)b. However, most reskagooups that were working on the
topic in the first decade of the new millenniumaiead points where they felt that quantitative
analysis only wouldn’t give enough satisfactory laxations for a number of poverty phe-
nomena. This coincided with a more side-spreadgmtion of the ‘muti-dimensionality of
poverty as it was first prominently addressed by Sen @3hd conceptually followed up by
the World Bank with its double feature “Voices bétPoor” (Narayan et al. (2000) and Nara-
yan & Petesch (2000)).

Since then, many development researchers andtpaets have enrich the quantitative pov-
erty analysis “mainstream” by various qualitativethods and instruments. Within develop-
ing countries, this is often realised by particgpgtpoverty appraisals (PPA); focus group dis-
cussions with respondents of household surveymstruments of individual assessment of
public services, such as citizen report cards. Mme more statistical offices or Ministries of
Planning and Development resort to complementingntjtative surveys with participatory
methods; e.g. the Kenya Integrated Budget HouseBotdey (KNBS (2007)) or Barahona &
Levy (2005).

Within the research arena, mainly the group ardRad Kanbur, the Centre for Chronic Pov-
erty Research in Manchester and the Centre fornat®nal Studies of the University of To-
ronto with their working paper series “Qriggered a lively debate tried to combine quantita
tive approaches with qualitative methods. A gooéreew of this debate is provided by
Kanbur (2003) and subsequently Addison et al. (2009

The design of this research very much follows thpesuared” philosophy and aims at comb-
ing “the best of both worlds” as well as contrilmgtito the third area mentioned by Addison et
al. That would still require applied research tatliar deepen the understanding of poverty
dynamics.

“There are three main fronts on which future resgaprogress must be made if we are to
dramatically deepen the understanding of why pgvedcurs, and significantly improve the

effectiveness of poverty reduction policies; (1yétty Dynamics over life course and across
generations; (2) Multidimensional concepts of poyemeasurement and (3) Cross-

disciplinary research along the Q-squared method@s’.

Addison et al. (1999), Preface.

5. First Results from Kenyan Case study

5.1 Description of Data

During the past 15 years, integration in global@kproduction and national (urban) income
growth has changed food production and consumpaterns in Kenya. Increasing incomes
stimulate the demand for higher value food iterashsas dairy products, meat, fresh fruit and
vegetables (Ayieko et aR005). Yet, many agricultural value chains are $tdgmented,

characterized by little cooperation and integraticartels, high transaction costs, deep mis-

H Hoeffler, Poverty Dynamics of Agricultural Val@&ains in rural Kenya  June 2009 *work in pregs*



14

trust, price inefficiencies and quality losses. Wearal-urban linkages and poor rural infra-
structure additionally contribute to the low comipet¢ness (Hoeffler et al. 2005). Therefore,
agricultural value chain promotion has been highttenagenda of many development agen-
cies and the Kenyan government. Many projects,raragnes and research work are currently
implemented to integrate poor farmers into agrimaltvalue chairfs In Kenya, the develop-
ment of the export horticulture, the dairy or thaire value chain have often been cited as
successful examples for rural growth and pro-paawepty reduction. Numerous interesting
studies have been undertaken to analyse incomdpgment, environmental and gender im-
pacts. However, all these surveys tend to zoompatticular groups of farmers at one point
in time. There doesn’t seem to exist a comprehenanalysis that links specific agricultural
activities to either rural economic growth or rupalverty dynamics. Little evidence is pro-
duced that could justify or contradict the gengradsumed impacts (as described in 4.1).

As for national poverty statistics, Kenya is relaty “data-rich”. Welfare Monitoring surveys
started to be undertaken in the 1970ies and werduobed in 1975, 1982, 1992, 1994, 1997
and 2008, To improve the evidence base for the agricultseator, the Tegemeo Institute for
Agricultural Economic Research of Egerton UnivgrgiKenya), started undertaking a thor-
ough rural welfare survey by using a sub-sampl¢hef Welfare Monitoring Survey 1997.
This survey sample of 1275 rural households haa begeatedly interviewed in 2000, 2004
and 2007. It was partly funded by USAID und the g&meo Agricultural Monitoring and
Policy Analysis Project” (TAMPA) and scientificallgccompanied by Michigan State Uni-
versity (USA). lllustration 5 depicts the regiomligtribution of the TAMPA households.

lllustration 5: Geographical Distribution of the TA MPA Panel Households in Kenya

e 1,275 rural households
« in 6 Provinces,
23 Districts,
38 Divisions,
107 Villages
« 8 different Agro-
Ecological Zones (AEZ)
! ‘ « Interviews in 1997, 2000,
e 2004, and 2007

al N

Source: own illustration

8 e.g. DFID-Business Services and Market Developreaject, GTZ- Promotion of Private Sector in Aglic
ture, USAID Kenya BDS Programme, EU Livestock Supfrogramme, IFAD Mount Kenya Horticultural
Smallholder Support Programme and Domestic DairykigtaSupport Programme, Danida Agricultural Sector
Support Project and SIDA National Agricultural drdestock Extension Project - just to name a few.

® Unfortunately, the direct comparability of thesev@ys and data sets is very low due to differeming of
survey administration, questionnaire content, sargfrion-sampling errors, general improvement of she
vey instruments and geographical coverage (Gamlba 2004). In the 1990ies, the National Samplev&ur
and Evaluation Programme (NASSEP-III Frame) wasliped to standardise the surveys. In 2003, the Ken
yan Participatory Poverty Impact Monitoring startedhich uses qualitative interviews to assess pgveom
a different perspective. Finally, a newly sampletégrated Budget Household Survey has been unéeriak
2005/06, interviewing more than 10,000 househdid$BS 2007). However, not many publications were-pro
duced from this wealth of data (the most promirmihg the so-called “Inequality Report” (SID 20@4)d the
recent World Bank “Kenya Poverty Assessment Volui&orld Bank (2008).
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Whereby single year survey results were used fterdint research projects and policy analy-
ses, the full panel is now ready to analyse ruoalepty trends. First analyses (Gamba et al
2004) revealed unexpected results on the relatiprisfiween geography, natural resource
endowment and poverty. Surprisingly, there seenisetaery little evidence that poverty lev-
els depend on agro-ecological zones — revealingthigarural poor the rural non-poor live
geographically closer together than expected (Gaenlah 2004). These spatial aspects were
further analysed by Burke & Jayne (2008).

Since the main focus of analysis for Tegemeo leagricultural productivity variables, not
much as been done in poverty and income statistitse panéf’. Table 1 below summarises
some key poverty statistics of the data set.

Table 1: Summary Statistics on Household Income (TMPA Panel 1997-2007)

1997 2000 2004 2007

mean monthly income / hh (KSh) 108,687 159,590 170,613 186,241
mean monthly income / a¥ (KSh) 1,561 1,952 3,285 3,881
mean percentage of ag income / income 57 % 77 % 62 % 60 %
Poverty Headcount Index 0,59 0,5 0,4 0,35
Poverty Gap 0,34 0,24 0,18 0,14
Poverty Squared Gap 0,24 0,15 0,11 0,07

Source: own calculations
5.2 Research Outline and first Results

First results on the poverty dynamics in the paverie presented in September 2008 by Suri
et al. (2008). A new look at the panel from diffgrealue chain perspectives is currently un-
der way with further disaggregating groups of htwades and their poverty dynamics in ac-
cordance with agricultural activities of the houslels are undertaken by myself, together
with D. Kariuki and R. Gitau (forthcoming). Sindeet survey households can be grouped ac-
cording to their main economic activity, househadtigjaged in certain value chain activities
can be singled out in the data set and their hamldekelfare analysed over time, including
changes in their asset base. It is even possibédtibute households to some of the main
value chain promotion projects — and to compare thevelopment to a control group from
the overall sample. This will allow for a more aggated analysis of specific value chain pro-
ducers’ poverty dynamics compared to all otherlrnoaiseholds

In line with the findings of Lay et al. (2007) warc confirm that off-farm income plays an
important role as a source of income, even for lgutgal households (on average 36 % of
the total household income, as depicted in illusine6.

1% various Agricultural production aspects have bessearched intensively with the data; i.e. fertilisse, ac-
cess to land and credit, and the importance ofarfft activities for household welfare. For an ovew of
ongoing research activities, please visit the welpgivw.tegemeo.or@nd check for the Tegemeo conference
in Nairobi in September 2008.

1 qe=adult equivalent
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lllustration 6: Trends in Sources of Income for Toal Household Incomes

10C%
90%
80%
70%
560%
50%
40%
30%
20%
10%
0% T T T T
1997 2000 2004 2007

% crop income (mean) M % Livestock income [mean) % aoff-farm Income (mean)

Source: own calculations

However, we didn’t observe so far a clear decrgasimportance of aggregated agricultural
sources of income; percentages of crop and livksiomomes have remained pretty stable
over the last two panel waves. However, to paytalo other research results on household
livelihood strategies in rural Kenya (see e.g. Bnoat al. (2006) or Barrett et al. (2006)), di-
vided the panel into agricultural and non-agric@tunouseholds; depending on which source
of income had the higher contribution to overatidme and compared their poverty dynamics
(see table 2 below).

Table 2: Poverty Dynamics in Relation to Sources dlousehold Income (1997-2007)

all hh % ag hh %  non-ag hh %
persistent poor 190 14,9 154 16,0 36 11,6
never poor 307 24,1 225 23,3 82 264
poverty exiters 353 27,7 273 28,3 80 257
descending poor 37 2,9 27 2,8 10 3,2
oscillators 388 30,4 285 29,6 103 33,1
Total number of hh 1275 100 964 100 311 100

Source: own calculations

From the descriptive results, almost one quartethefsample is never poor; for ag house-
holds and for non-ag households alike. The largestup of dynamics are the oscillators
(30,4%) and the poverty exiters (27,7%); the bysiaallest group are the descending poor
(2,9%) which is generally good news and goes ie lwith overall national statistics for

Kenya during that time period. In essence, poveztiuction has taken place, but there are
strong suspicions on the existence of poverty tfapshe persistent poor and the oscillators.

H Hoeffler, Poverty Dynamics of Agricultural Val@&ains in rural Kenya  June 2009 *work in pregs*



17

The percentage of the persistent poor is highemgntioee ag households (16%) than for the
non-ag households (11,6%), therefore we disaggedgite agricutlrual households further
into crop households (predominant source of incacngp production); livestock households
(predominant source of income: livestock produgdtion mixed households (with crop and
livestock production contributing almost equallythe total household income.

Table 3: Poverty Dynamics of Various Agricultural Households (1997-2007)

all ag %  crop (%) livest (%) mixed (%)

hh hh hh hh
persistent poor 154 16,0 131 16,9 9 15,0 14 10,9
never poor 225 23,3 183 23,6 12 20,0 30 233
poverty exiters 273 28,3 217 28,0 16 26,7 40 31,0
descending poor 27 2,8 20 2,6 2 3,3 5 3,9
oscillators 285 29,6 224 28,9 21 350 40 31,0
Total number of hh 964 100 775 100 60 100 129 100

Source: own calculations

The results in table 3 suggest that mixed househarel less often persistent poor and slightly
more often exiting poverty than the average ag élooisl — which goes in line with general
observations of risk minimisation and strategiediwgérsification. Livestock households seem
to be more often oscillating around the povertg lihan others.

The future research strategy is to further disaggee households into their specific crop-
livestock components and to compare their poveyhadhics over time. A number of econo-
metric analysis instruments are planned to be aegplfrommultivariate regression analysis
of overall income contributing characteristicsctwrrelation analysiswith value chain activi-
ties.

Since the TAMPA set contains data on householdagnidultural asset@sset-based poverty

lines and asset-based poverty indiege planned to be calculated. The householdsnare i
tended to be disaggregated the same way as unel@ndbme dynamics analysis and com-
pared to them in order to identify similarities divergences of results for specific crop-
livestock activities.

An additional quantitative analysis plannedpi®pensity score matchingy using a sub-
sample from three USAID value chain projects whigre used for project monitoring pur-
poses, but asked the same TAMPA questionnaire804 and 2007. Thus, we have a treated
group of households, whereby the 2004 and 2007 waveAMPA will be used as control
group of non-treated households.

Furthermore, poverty-exiting households will bentiged and grouped according to their
crop-livestock activities (as depicted in illusioat 4). An exercise of re-sampling them is en-
visaged in order to undertake qualitative follow-aperviews and focus group discussions
with household members. The reason for interviewireghouseholds again in 2009 is to con-
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front the households with the results from the ditetive analysis and to check for plausibil-
ity as to whether their improved welfare situatwam is plausible attributed to value chain
activities (or other reasons). The techniques wsdldoorrow from life-history approaches
and open-ended interviews. It is envisaged to ¥ollgp on about 50 poverty exiting house-
holds — i.e. 20% of all poverty-exiting agricultutouseholds and 5% of all panel house-
holds.

lllustration 4: Possible Grouping for Comparison of Poverty Trends

Possible Impact Measures:

households significantly engaged in
particular VC

all other rural households

Household Income/Asset Base

- Tracking the
a poverty level
of x individual
] households
) over time

= I Kenyan Rural
Poverty Line

t1997 tZOOO t2004 t2007

Tegemeo Agricultural Monitoring and Policy Analysis (TAMPA) Data
Source: own illustration

Both, the quantitative and the qualitative analysis expected to deliver at least proxies of
ex-post poverty impact assessments for the Kengenoutural value chain projects. Results
from the quantitative analysis will be ready by @r 2009, qualitative follow-up interviews
are scheduled for November 2009.

6. Conclusions and further Research

This research states that even though the riskbanefits of global chain integration for Af-
rican smallholder farmers have been subject toval viesearch debate, a comprehensive
analysis of social and economic impacts of agniraltvalue chain integration is rarely under-
taken. Reasons are the scarce availability of pdata and lack of skills to analyse it for im-
pact assessment on agricultural value chain |&agn where chain projects are monitored
closely, the scope is often on only a handful atip@ating farm households which makes it
difficult to extrapolate for farming systems or i@gs. Furthermore, time series on farming
systems are almost absent; and where existeny nasell for sub-sectoral or food chain pur-
poses. Due to these shortcomings in data and metset, systematic empirical research is
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still missing. Hence, often articulated statemexfitsut either the “pro-poorness of value chain
integration” or “risks of excluding and further iwyerishing smallholders” should be evalu-
ated with caution due to the lack of empirical evide.

Since national poverty and welfare household sweVewe improved in many countries, there
exist untapped potential to use poverty analyss lesy instrument for impact monitoring. To

further develop this case study methodology, je@fibrts between academia, government,
development agencies and industries are necesdanyo-economist (who conduct national

household data from statistical institutions or igines of Finance or National Planning) and
sector specialists (such as agricultural analysts facademia or administration) need to col-
laborate much more in order to operationalise agggesl national panel data for systematic
poverty impact assessment of agricultural valuenctiavelopment over time.
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