|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

Poverty Alleviation in the Horticulture Sector:

Insights from Uganda and Vietnam

Thom Achterboscét, Amanda Allbrittor, Dang Viet Quany Derek Eatoh André de
Jager, Gerdien Meijerink Evelyn Njué Robinah SsonRp Marcel Stallef, Sigrid
Wertheim-Heck Siebe van Wifk

Poster paper for 106th EAAE Seminar "Pro-poor dgwelent in low income
countries: Food, agriculture, trade, and envirorith&b-27 October 2007,
Montpellier, France

!Agricultural Economics Research Institute (LEI) €THague, The Netherlands

2 Private consultant, Hanoi, Vietnathlanoi Agricultural University, Centre for
Agricultural Research and Ecological Studies (CARE®noi, Vietnanf ETC East
Africa, Kenya, Nairob? Makerere University, Faculty of Agriculture, Crops
Department, Kampala, Ugan@Bresh Studio Innovations, Hanoi, Vietnam

* corresponding author: Thom Achterbosch, LEI, FBOx 29703, 2502 LS The
Hague, The Netherlands,thom.achterbosch@wur.nl

Financial support for this research was kindly ¢ggdrunder EC-PREP, a programme
of the UK Department for International Developm@dEID) (www.ec-prep.orly

with additional support from the Netherlands' Minysof Agriculture, Nature and
Food Quality, under the research program Internati€ooperation

Copyright 2007 by authors. All rights reserved. tRega may make verbatim copies of this documentéorcommercial 1
purposes by any means, provided that this copyrigtite appears on all such copies.



Poverty Alleviation in the Horticulture Sector:

Insights from Uganda and Vietham

Abstract

This paper examines whether poor and vulnerablepgro society share in the
benefits of a foreseen economic expansion in theade for fruit, vegetables and
flowers from consumers at home and abroad. Primianyey data is collected on the
differentiated position of low-income householdslifierent supply structures (with
varying levels of vertical coordination) and maskgtational, regional and
international markets).

The data support the following hypotheses: (i) fany resource-poor agents,
horticulture-related activities make substantiaitabutions to their livelihood
security — certainly in the short term. (ii) Farigntrading services, small-scale retalil,
and farm labour are activities to which membersegsburce-poor and economically
vulnerable households have the best access giearetidowments. (iii) A move
from food production for home consumption towardstccrops or off-farm labour is
supported when there are sufficient options to cedivelihood risk in the household.
(iv) Both value creation and the generation of oppaties for (self-) employment in
domestic marketing channels are substantial, assilpy outweigh the economic
impact of overseas export marketing.

Policy support is best tailored to specific comtis and specific actors to
achieve a maximum impact on poverty alleviatiorr. that purpose, a three-tiered
grouping of marketing channels for livelihood deyehent is proposed.

1 Introduction
There is increasing insight into how household piyvi@ rural and peri-urban areas is
affected by developments in the markets for fngggetables and flowers. This study
extends the knowledge, and feeds into the debatgocultural growth policies. In
addition, our data and analyses reflect on the pypatleviating impact of
development assistance and trade policies of thepgan Community/Union.

This study provides a positive outlook on the groaf horticultural
production and distribution and marketing in th& income countries of Uganda and
Vietnam. Will poor and vulnerable groups in socisfyare in the benefits of the
foreseen economic expansion? The data collectes 8tad, for many resource-poor
agents, these activities make substantial contabsito their livelihood security,
certainly in the short term. Little evidence waarid that alternative job positions or
entrepreneurial activity provide better opportwestior poverty alleviation in the rural
and peri-urban areas.

Uganda and Vietnam were selected as study cosnBah are low-income

countries, and neighbours of countries (Kenya amaildnd, respectively) that are



more specialised in horticulture. We explore whatditions must be fulfilled at an

early stage of sector growth to maximise povergvadtion in the longer run, along

two central themes: poverty alleviation via exgustticulture vis-a-vis domestic
markets, and types of marketing arrangement (gplgwghain) in relation to poverty
alleviation.

The current study provides a potential contributio ongoing policy debates
on the question of what type of rural developmempp®rts poverty alleviation. More
specifically, the research project tries to anstwer research questions:

- Given the current revival of agriculture as an imaot engine for growth, and the
identified potential for horticulture, should emgisabe placed on small farmers
(family agriculture) or on larger more commercigtiaulture enterprises from the
viewpoint of poverty alleviation,?

- What are the constraints to be overcome, or oppibies to be created, by means
of institutional developmehin order to achieve the potential for poverty

alleviation and economic growth in rural areas?

2 Background: Horticulture and Development
Over the past decades, the impact of several driechange has been evident in the
agricultural sector in developing countries, anth& economies of the countries more
generally. The most significant of these driversizdinge have been globalisation and
liberalisation, which have gone hand in hand.

Some changes reflect general trends, such asdbal grocess of increased
international trade and investment, and the strattthanges in the global food
markets. Some changes are specific to countrieb, asithe liberalisation of the trade
and investment regimes in developing countrieslieypoeforms which often
accompany privatisation and domestic price refgf@veinnen and Maertens, 2006;
Lamb, 2005). Trade liberalisation has caused n@janges in trade of agri-food
products, increasing the participation of develgpountries in world agricultural
trade. The liberalisation of the investment regifnas induced foreign investments in
agribusiness, food industry, and further down tha&irt, with major implications for
farmers (Dries and Swinnen, 2004).

! With institutional development we mean the develept in formal and informal rules that impact on
institutional arrangements such as agreementsamidacts within a value chain or organizations such
as producers organizations.



In addition to an increasing volume of global agtiural trade, also the
structure of this trade changed considerably dutiegpast decades. There has been
an increase in the share of high-value productsinlgnfish and fishery products, and
fruits and vegetables in world agricultural traBiggure 1 shows how fruit and

vegetable exports boomed in Africa and Asia.

Figure 1: Export value of vegetables and fruitd\iinica and Asia, 1961-2004 (million
US dollars)
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Associated with these changes is the spread iwB{prand public) food
standards. Consumers are increasingly demandirmifispguality attributes of
processed and fresh food products and are incgggsiware of food safety issues.
Food standards are increasingly stringent, espedalfresh food products such as
fruits, vegetables, meat, dairy products, fish seafood products, which are prone to
food safety risks. Moreover, urbanisation, whictr@ases the scope for economies of
scale in food marketing and distribution, has ed temarkable increase in the
volume of food marketing handled by supermarketd,ta substantial organisational
and institutional changes throughout the food-miamgechain (Pingali, Khwaja and
Meijer, 2005).

Further, companies and property rights have begatgsed in many
developing countries. In the past, the state playemnportant role in agricultural
production and marketing in most developing coestriGovernments were often
heavily involved in agricultural marketing and fopbcessing through the creation of
parastatals (marketing boards, government-conttal®peratives and parastatal

processing units). The withdrawal of the staterofieoduced a vacuum — the private



sector that was expected to fill that vacuum ditlartse, or only slowly. The
dismantling of state-controlled vertical coordinatigenerally led to the decline of
input and credit supply to farms.

Yet, recently, new forms of vertical coordinafidrave emerged, through
private vertical coordination systems. These aosvigrg rapidly in response to
consumer demand for food quality and safety, orotteehand, and the problems that
(small) farms face to supply such products reliabbnsistently and timely, on the
other. . Underlying causes for these problemsiaem€ial constraints (deficient credit
markets), as well as difficulties in input marke®gecifically for high-standard
products, farmers may lack the expertise and hawecnoess to crucial inputs such as
improved seeds. There are therefore major ingditaticonstraints: the importance of
vertical coordination in developing countries igttfier explained by the lack of
efficient institutions and infrastructure to assooasistent, reliable, quality and
timely supply through spot market arrangements i@8em and Maertens, 2006).
Vertical coordination can therefore be seen asvaferinstitutional response to the
above described market constraints.

The liberalisation of the 1990s and greater opsmi@trade has led to a
reduction in the economic potential of the ruraltse With rapid global technical
change and increasingly integrated markets, pfalefaster than yields rise, so rural
incomes fall despite increased productivity. Thegnation of rural with urban areas
means that many healthy young people move outridudture, head to town, leaving
behind the old, the sick and the dependent. Theased sophistication of
agricultural markets (and value chains) excludaditional smallholders, who are
poorly equipped to meet the demanding product pations and timeliness of
delivery required by expanding supermarkets. Moeeowhe natural resource base on
which agriculture depends is poor and deterioratimgany places. Productivity
growth is therefore increasingly more difficultaohieve.

2 Vertical coordination can take various forms, whi@n be thought of as institutional arrangements
varying between the two extremes of spot markethamxges (no coordination) to full ownership
integration (full coordination). Within these exties, there is a large variety of different forms of
coordination; an equally vast literature has ttie¢lassify these various forms. A useful distiontis
between marketing and production contracts. Mamgetontracts are agreements between a contractor
and a grower that specify some form of a pricet&y$ and outlet. Production contracts are more
extensive forms of coordination and include dethjjeoduction practices, extension services, inputs,
quality and quantity of a commodity and a price.



Finally, HIV/AIDS has had a major impact on manyal areas in developing
countries and is affecting agricultural productiblvV/AIDS has become mostly a

rural issue in many developing countries (FAO, 2006

3 Resear ch design

To examine the impact on livelihood developmenthefpoor rather than sectoral
growth, one needs to go beyond export earningpandttention to the creation of
opportunities for employment and for income generatvithin product supply
chains. For this, we develop a basic framework $patifies marketing channels for
livelihood development according to the amountalfie added created in the supply
chain, and the scale on which the fruit and vedesadnd flowers are cultivated. A
marketing channel describes all activities that enaproduct from the producer to
the consumer. A marketing channel comprises magtyigual marketing chains that
link actors together and through which producte/ffoom producer to consumer.
Value creation is generally lower in supply chdmsdomestic outlets. However, the
potential impact on local (national) economic depehent is related to the absolute
share of value that accrues to actors in this claom this perspective, export
horticulture will require scrutiny of the shareprbfits that remain within the country;
with domestic horticulture it should be tested vieetthere is sufficient value creation
for livelihood development of the growers, and &dand retailers involved.

There is a well-documented trend in horticulturéirica towards tightening
the linkages in supply chains and reducing numbgssippliers (Dolan and
Humphrey, 200D These changampact on the involvement of the poor, basically in
terms of increased opportunities for involvemena agage worker, or contract farmer
in an outgrower scheme. The position of independeralholder farmers and small-
scale traders (assembling and retail) weakens fdumg large-scale competitors,
unless small-scale actors unite within effectivgamisations.

Uganda

Our case study of Uganda explored value creatidmaganisation structure in
several horticultural supply chains, and examihesvalidity of a three-tiered
grouping of marketing channels for livelihood demhent:

* high-value horticulture in a large commercial sgjfioften involving exports of

produce sourced from large farms, and with few dgiroectors involved,;



» the marketing of high-value horticultural produpsgduced by smallholder
farmers, involving domestic traders who operatetimais export markets, but also
domestically through emerging supermarket retail,

» domestic marketing of produce of limited value, yeblving a large smallholder
supply base and many small-scale entrepreneurada aind retail.

The Uganda case study adopted a participatoryepsogpproach in executing
the various activities planned. The study aimedescribe and interpret the
contribution of selected horticultural commoditypply chains to poverty alleviation
and reduction in Uganda. Six horticultural commieditvere selected for the study:
hot pepper, onions, pineapples, passion fruit,Ilaand cut flowers. These
commodities were selected on the basis of theionapce (in terms of value and/or
volume) to the horticultural sector; the numbepefsons involved in their production
and marketing; and their actual or potential céition to poverty alleviation.

Field data was collected in the central regioKafmpala and surrounding
districts and in the district of Kasese on the wesborder, between July and
December 2004. Several methodologies were appliedtesentative enterprises were
visited for a survey of manageménkhe survey covered three retailers including one
supermarket (Uchumi), several plants of one largegssing company (RECO), and
six exporting companies. The subset of the sunatg dn growers, traders and farm
workers that was analysed with quantitative tecesgcomprised 25 growers, 14

assemblers and wholesalers, and 14 workers onfflfanas.

Vietnam
The second case study focused on the poverty inagagss a variety of marketing
channels for roses in North Vietnam (Me Linh comeumVinh Phuc province and
Sapa commune in Lao Cai Province). In this studyanedyse the current status of the
marketings channel in Northern Vietnam for the sy roses to Hanoi and explore
the effectiveness of its chains in sustaining Ihabds and their impact on the poor.
The marketing channel for the supply of rosesdodi is pictured in figure 2.
This study analysed six of the marketing chainsupgzl within the channel, three
beginning with producers in Me Linh (close to Hgramd three with producers in

Sapa (remote from Hanoi). All channels end withstomers in Hanoi City. Although

% None of the workers were interviewed



not all locations supplying Hanoi have been analyse believe that our choice of
marketing chains in this analysis was represergathall types of chains in North

Vietnam supplying Hanoi.

Figure 2: Rose marketing channel supplying conssrireHanoi

Location Chain Description
of Farmers
1A Flower shops
1B Farmers Wholesalers Flower SeTl Consumers
1C Mobile hawkers
Me Linh 1D Supermarkets
2A Flower shops
2B Farmers Flower stalls Consumers
2C Mobile hawkers
3 Farmers Consumers
4A Flower shops
4B - Flower stalls
el Wholesalers : Consumers
4C large Mobile hawkers
4D Supermarkets
5A Flower shops
Sapa
5B Farmers - Flower stalls
I Wholesalers - Consumers
5C sma Mobile hawkers
5D Supermarkets
6 Workers Lenge e Wholesalers | Flower shops Consumers
company

Data were obtained by interviewing representativ@® three groups
involved in the marketing channel of roses: prodsice&holesalers and traders, and
retailers. In the Me Linh (specifically Hoi, LieuiTand Duong hamlets) and in the
Sapa commune Pro-poor researchers held semi-seddhierviews with rose
producers and key informants and held group inéevsiwith individuals involved in
rose production and individuals who were not (Dslirgg Quang et al., 2004; Van
Wijk et al., 2004). 14 wholesalers and one assenmbiine Quang Ba wholesale
market were interviewed to gather information alibetr marketing activities .
Additional information about this group of actoraswgathered through group
interviews with wholesalers (World Union of Wholes#arkets, 2004; Dang Viet
Quang and Pham Thi Mai Huong 2005). The remaindeyr obtained through semi-
structured interviews of producers and retailersdfoain flows) and from key

informants in Me Linh and Sapa (on the percentdgeaduction destined for Hanoi).




Flower shops, flower stalls and hawkers were satngystematically. Streets and
markets were randomly chosen and then every foatéiler was approached for an

interview in 2005. Additionally, 16 workers at flewshops were interviewed.

4 Findings from the case studies

Uganda

The Uganda case study examined value creatiorggpbrtunities and earnings in
horticultural activities that are accessible by ploer. Table 1 summarises the results.
Four activities were identified for potential invement of the poor: farm work or
contract farming on export farms, growing in smaldler setting, local trade services,
and retail in market stalls and on street markgtsoughout the analysis we
maintained the framework of three marketing chasfl livelihood development
that was introduced above. The combination of @s&/and market channels defines
potential focal points for government or donor itwemnent that aims to support pro-

poor growth.

Table 1: Areas for involvement of the poor, anceptal impact

High-value (exports)  High-value (exports)  Low-value (home),

large scale, smallholder supply, smallholder supply,
few actors many actors many actors
Farm work/ 25% poor n.a. n.a.
contract farming HOPLI = 75%
Small scale n.a. 7% poor 11% poor
growers HOPLI = 53% HOPLI = 45%
Trade services: n.a. GM =9-13 x poverty GM = 2-60 x poverty
assembling, wholesalg line income line income
Retalil: stalls, n.a. n.a. GM = 14-200 x poverty
street markets line income

Notes: HOPLI = Horticulture out of Poverty Livelihdindicator: the share of respondents that are
non-poor due to involvement in horticulture.

GM = Gross Margin. Source: authors’ computations.

n.a.: combination is irrelevant or has not beem@érad.

The horticultural sector supply chain participaauts faced with several challenges at
almost every stage. The smallholder participantse fanost of the challenges,
especially concerning their limitations in providithe resources needed and meeting
the quantities and the quality requirements for #&xport market. The specific
challenges are fourfold.

In the first place, constraints are related togheduction process and include

a lack of improved varieties, the application ofppropriate farm management



practices and skills, poor research and extengonces provision, poor post-harvest
management and quality control mainly due to a latknowledge and facilities,
limited access to information on production and kaeting, poor infrastructure, and
inaccessible financial services. Many of these ltefsom imperfect institutions in
Uganda such as imperfect input and financial markeid lack of well-functioning
information systems (including research).

In the second place, the performance of the sestoaffected by poor
coordination and interaction of the various stakeéus involved in the provision of
various services within the sector. The main chaks are the fragmentation of the
stakeholders and the lack of common approachescdpacity building and the
strengthening of groups and associations. The goardination and fragmentation of
the various stakeholders entail high transactiosts;ovhich means that information
does not flow freely but is costly to share andrdowte.

In the third place, most of the production is mafrout under rain-fed
conditions, which implies that supply during they greriod is very unstable. This
places limitations on commitments to take impoitemsiers running over long
periods. The limitation is affecting the long-teredationship between exporters and
smallholder producers that target export markets lands to a potential danger of
exporters switching from smallholder producers @méfg large producers who
operate under irrigated conditions On the otherdhafter the rainy season, a glut
period may be experienced, and farmers fetch vewy prices. The constraint of
depending on rain-fed agriculture is largely techhi- if small producers would have
the technical means to produce throughout the ybay, could commit to producing
for exporters all year round.

In the fourth place, though there is potential dathin the domestic
market for locally produced fruits and vegetablds organisation and retailing
conditions leave a lot to be desired. This hasistergly hindered significant growth
in quantities that end up in the local markef&he inability for the retailers in the
local markets to operate with economically viabtdumes has led to some of them
giving up. An expansion to supermarket retailing ltaeated competition among
horticultural products retailers in the major maskesuch as Kampala. Their

operations boost the incomes of producers makirggsegment of the poor benefit.

“ Cultural factors such as the fact that each haldehaintains a vegetable garden also limits
opportunities in the domestic market.
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The constraints described in the domestic market again largely institutional.
Apparently, it is difficult to increase the scaleaperations for retailers: buying up
larger quantities from a range of producers ankihgelo a larger number of traders is
not possible. The transaction costs for doing Bolding contacting , contracting a
large number of producers and traders and handiingreat number of small
quantities) may be too high. Transport costs fatance are high. This is addressed
by using the cheapest means of transportation asiticycles and combining loads in
one vehicle. Transport costs also affect exportainity through the costs of air
freight. Limited freight capacity, resulting in &tdrioration of fresh produce, may be
a further threat.

The ability to deal with the constraints describaobve, by small scale
producers and actors in the supply channel dependbeir exposure and resource
endowment while at the same time, the impact otthestraints determines to a large
extent whether the actor remains active in the lsuppain or quits. For instance,
producers face the risk of being excluded to theeg@ap regulations and failure to
have their farms certified because of technicaktramts (e.g. lacking irrigation). The
constraints on the farm (mostly technical) areesber magnitude than those related to
the market (mostly institutional), such as low pg@nd conditions of exporters.

The sector provides many opportunities for incorgeneration and
employment for all actors along the supply chaine arious actors are attracted to
participate in the horticultural supply chain basedobservations of progress made
by those who entered earlier, experience gainedvdrking in companies or firms
active in the sector or after realising the potnti the horticultural sector. The main
factors assessed as attractive by the key actaiside assured markets, the
profitability of enterprises and associated marigtactivities, the opportunity for
diversifying income-generating activities, and mefta source of employment. The
following opportunities for pro-poor developmentgsrovided by the horticultural
chain development:

* Increase in rural per capita income, where theuresopoor engage in production
for the market. If production is done under goodhagement and the input and
output chains are organised better, per capitamecoould increase significantly.

The direct effect of this could be reduced migmafimm rural to urban areas.
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» Growth of domestic, regional and export marketsaaagsult of producing more
attractive products. Population growth leads toeasing demand for horticultural
produce. Changing eating habits also producesiadditdemand for some of the
products, especially fruits and vegetables, indimestic scene.

» Options for organic production and other marketag (such as overseas ethnic
markets). Currently, Ugandan farmers already hdwe &bility to produce
organically grown horticultural products. The malifficulty appears to be the
certification process.

» The availability of cheap labour and surplus lanblies that most smallholder
farmers have adequate opportunities to undertakéichlbural production as
income generating activity. Diversification, andetlsetting up of chains of
enterprises, offers additional prospects.

* Intercropping allows the diversification and intimes use of land for small
landowners. This also facilitates for cost effegtilse of resources. In many cases,
the climate in Uganda allows for at least two hatsén per annum

» Local processing, which adds value to horticultymaduce, is another avenue for
increasing the income from horticulture. Farm lexedue addition — in comparison
to industrial activity — has greater potential iimproving the livelihood conditions
of poor farmers.

Though there is great potential for an involvemathe poor in horticultural
production for income generation and employmemdtare some limitations to entry
at each actor level. All actors are vulnerable xaclesion although the level of
vulnerability decreases as one moves away fromagirproduction to export. The
level of vulnerability is influenced by the abilityo cope with technical and
institutional constraints along the chain.

The smallholders engaged in export production t@ highest risk of
exclusion and the causes of this risk are mostiitutional as smallholders lack the
connections with exporters. They tend to be linteedxporters through assemblers or
training organisations — and these could fail th&tmany time. Smallholders also
depend to a large degree on their organisationbkedding in recognisable groups, as
these are used as entry points for training adipnsof knowledge. Women generally

12



have a higher risk of exclusion since they havétdichaccess to capital and Ianthe
reasons for this are institutional. But some reasare also technical - certain
activities such as spraying are harmful especfallypregnant women.

Distance to markets combined with poor infrastrtetalso increases the
chance of exclusion, as farmers far in the intehave fewer opportunities to
participate in horticultural production for incorgeneration. This applies not only to
output markets but also to input markets, the tH@gilanting materials and associated
high cost of inputs implies a challenge to smallleolproducers to remain active in
the sub-sector. On the other hand, given the palysizcumstances related for
instance to lower pest pressures, the latter groap have certain opportunities, for
instance, in seed supply.

Assemblers and retailers involved in export manketould be excluded if
exporters reject their produce or if they lack gowerpersonal relationships with the
producers and other assemblers. Establishingoakdtips of trust (also termed social
capital) are important factors for success in epuaarkets, besides entrepreneurial
skills. Training of the resource-poor with regaodentrepreneurial skills could place

them in a better position to participate in theg@yghain.

Vietnam

The horticulture marketing chain is important ieating jobs and income for people
in northern Vietnafh Horticultural producers rely heavily on rose protion as a
source of income. Farmers depend upon rose praduftir 79 per cent (in Me Linh)
and 58-75 per cent (in Sapa) of their income. rifiers in Me Linh would not be able
to produce roses and would switch back to vegetabterice (which they were
producing less than 9 years ago), between 45 aqe68ent would end up below the
poverty expenditure line. At the time of study,yab per cent of the farmers in Me
Linh classified as poor according to the expenditupproach of poverty
measurement. From this we tentatively conclude ¢iatur sample farmers in Me
Linh 30 per cent were lifted out of poverty by sshiing to rose cultivation. Retailers,
on the other hand, were less reliant on the sal@s¥s for their income, but were
dependent on overall flower retailing for an averad 50 per cent of their income,

® Women do often not have land rights and this 8rtfieir access to credit, as land titles are aft=d

a collateral.

® The rose marketing chain supplying roses to Hamosemers generated approximately 17,000 jobs,
US $27.8 million in gross value, and US $7.4 millia net value in 2003-2004.

13



with 5 per cent of retailers being completely degst on flower selling. Five
hawkers, who had the lowest income per capitataflees, relied on roses for 50 per
cent or more of their income, while they relied &8 per cent or higher of total
income on flowers. Our analysis also looked atdfiigiency of actors in producing

net value with their available labour (see figuye 3

Figure 3: Net value added per person (in US$) geic type
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To determine which value chain is most ‘pro-poris important to know
what wholesalers will do with their profit (multipl effect). In all chains, producers
receive only a small share of total net value addaithl farmers in chain 4 obtaining
the highest net value (although this is only 11%atél net value). Farmers get a
higher net value per person when they sell to wdadés, compared with directly
selling to retailers. Value chains 1 and 6 prowe@enings opportunities for the poor
but the hired labourers which are attracted byrcBagenerally do not come from the
poorest households. Interestingly, the workerdhatflower company are innovators
who are there to learn. But when the cultivatiogaagxpands and more people will be
employed, it is expected that also the poorer jwiill.

Developing rose value chains in cooler mountainagas (Sapa), targeting
the hot summer period, has a lot of poverty reductpotential, as they generate

employment in relatively remote rural arao make this option even more

"Wholesalers who sourced from Sapa in the sumneekarLinh inthe winter have the highest value,
US$ 4176 for 10.000 roses because of the high emuiflowers and the relatively small labour input
required to sell the roses.

14



attractive, experiments should be done to seesiptioduction period can be extended
to the colder winter months with the use of chelastr greenhouses. An interesting
option could be to stimulate the company and owtgre scheme model. Attracting

foreign direct investment could speed up develogmamd give access to export
markets.

Although there are many benefits of rose growhwyé are several constraints
too. The high use and especially misuse of pestcid one of the most important
disadvantages of rose growing, especially when higippens at a large scale in
relatively unspoilt and fragile mountainous areabere people still rely on surface
drinking water. More sustainable cultivation aleimes are necessary and can be
developed through applied research with farmers;hwvill need to aim at improving
the technological options but perhaps also at tisitutional environment (with
respect to laws on pesticide use).

Compared with the growing of other cash crops sashvegetables, rose
cultivation requires more capital. Especially thestf year is difficult because
investments have to be made for the purchase efgesdlings and the construction
of a well, if irrigation water is not reliable. Me Linh first year investments are about
4 million VND per sad (US $7485/ha). The poorer farmers can only taiestep if
they have access to credit. The financial marketgleé Linh seem to be functioning
well enough, as farmers have been able to get sitoexedit over the past 10 years
(see Dang Viet Quang et al., 2004). However, cnaidfitht not be available to ethnic
minority farmers in Sapa. Hawkers require littlepital to sell roses and they can
recover their costs quite easily making US $4-5cfach day they work.

In Sapa a barrier to entry could be the need @ malations with traders in
Hanoi, as currently no traders come to Sapa themselOrders are placed by
wholesalers through telephone. Many of the curresé farmers have a background
in rose cultivation in Me Linh and good links withaders. For the largest ethnic
group in Sapa, the H'mong farmers, this might beagier as they do not yet have
these links. But we expect that in the near futtire current rose farmers and
companies in Sapa will start outgrowers schemesy Will provide knowledge and
buy the roses from farmers who do not have dire&sIwith traders in Hanoi. This

constraint is largely institutional — building rataship networks is a crucial element

8 Around 0.035 ha
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of establishing an effective chain. Farmers thatraore remote, such as those in Sapa
have a clear disadvantage in this respect compgaridmers who are close to Hanoi
(i.e. in Me Linh) and have established network$weixporters.

Another constraints is the problem of market sdton. Viethamese farmers
have had bad experiences in the recent past, vileénelager adoption of a new cash
crop led to a rapid reduction of prices (for instncoffee). Unfortunately, no
domestic rose consumption data are available, sestimate can be made of the
growth of the domestic market. According to theu®group discussions with farmers
in Me Linh, profitability per sao has dropped wikier 37% from 1993 to 327 US$
2004 (Dang Viet Quang et al., 2004). Farmers expegitability to decrease further
to 230 US$ in 2010. The main reasons for this dedire the increased problems with
pests and diseases (leading to lower yields andrieg the use of more pesticides),
the increase of input costs and a decline in pficesoses. This decline indicates that
growth in supply has been catching up with the ghow demand.

The consequences of market saturation can baatenby diversifying in
types and colours of roses and moving into thewvatlon of other flowers. In
addition, export markets should be developed. ©heign owned DALAT
HASFARM has shown that this is certainly possibleld from Vietnam. To date,
roses from Northern Vietnam have hardly been ergorinly hesitantly to China.

The cost price per Vietnamese rose is very conmpetibut quality will have to
improve a lot. More emphasis should be on extentlingrase life of the rose. There
is a lot of scope for quality improvement, as farsnantil now have only had very
limited access to research and extension. Throaghty trials, integrated pest
management and developing cheap plastic green $iausé can be done to improve

quality.

5 Conclusions
This paper contributes empirical insight on thatieh between marketing channels
and poverty alleviation. As such it contribute®tmoing policy debates on the
question of what type of rural development supppoigerty alleviation. The analysis
suggests three main conclusions.

Both value creation and the generation of oppdttes for (self-) employment
in domestic marketing channels are substantial, poskibly outweigh the economic
impact of overseas export marketihg North Vietnam, the rose marketing chain,

16



which annually supplies the hub of Hanoi with 0286 million roses, creates about
17 thousand full time jobs, US $34 million of grasdue and US $10 million of net
value per year. In Uganda, for six garden cropsustudy, total annual net value
added is crudely estimated at US $193 million. Withe export sector in Uganda,
the overall economic impact of small-scale fruitl megetable (in terms of value
added) is five times as big as large-scale rosgyaten, but growth rates are much
steeper for the latter.

The data for Uganda allow a comparison of the egoo impact of export
supply vis-a-vis home marketing. The domestic magkaerates 60 per cent of value
added, and exports 40 per cent. Total employmeaition for six garden
commodities in Uganda is indicated at 37 thousatidime units of employment,
excluding hired labour on the farm. The data dopmovide a firm perspective on the
relative employment impact of home marketing vigsaexport marketing. At first
glance, labour absorption appears fairly equalsscexport supply and domestic
supply, which implies that export supply is sometvhare labour-intensive than
home supply. The evidence is shaky, however, éistita on the use of family labour
and casual labour (pervasive in domestic supplinshare weak. The poverty
alleviating impact of export horticulture is largehdirect, via economic growth, or
via raised skills levels that are used in self-eyplent. The employment impact is
strongly related to the extent to which domestdiing services are involved in the
marketing chain.

Farming, trading services, small-scale retail, d@iadm labour are activities to
which members of resource-poor and economicallperable households have the
best access given their endowmerderticultural supply chains provide various
opportunities for workers and entrepreneurs withittd endowments in terms of
education, capital, management level or transpgdowever, a minimum required
level of skills, and access to land and informatioih often deter the opportunities for
the poorest of the poor to take part in the groeththe horticultural sector. The
livelihood options that are best accessible as @e®mo escape from poverty are the
growing of cash crops in the (home) garden, assamblr other trade services, and
hawking or other forms of street retail. Employmasta farm worker on export farms
of flowers in Uganda does not seem to provide cigffit income security to move out
of poverty, but it does provide skills that shotgéduce vulnerability in the longer run.

The incidence of poverty in our sample of hortiatdd growers and workers is far
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below national averages. Based on a comparisorhefetrnings of horticultural
growers to the alternative earnings as a wage wpoitkes concluded that some non-
poor grower households would slide into poverty wheoving into farm work.
However, getting a job in a non-agricultural seatauld probably result in higher
earnings than provided by horticulture. But somealsstale producers will be better
off under alternative livelihood strategies, fostance as a worker on a commercial
farm, or in off-farm employment. While the rise pfantation horticulture and
services generates new livelihood opportunitiesthe rural economy, several
conditions need to be met in order to ensure tbaséholds will be able to harvest
these earnings opportunities. These conditionsudigclaccess to input and output
markets, and training.

A move from food production for home consumptemwatds cash crops is
supported when there are sufficient options to cedivelihood risk in the household.
Field research has revealed that both in Uganda/atdam households specialise to
varying degrees in the production or trade of acasips. In the production centres of
Me Linh and Sapa, in northern Vietnam, the growdrsoses depend for at least 50
per cent of their household income on rose prodoctRetailers, on the other hand,
are less reliant on roses for their income, billtd#pend heavily on a range of garden
commodities. With the horticultural growers in Udan similar depths of
specialisation on cash crops have been observedalNarm households are in the
position to make the leap to market orientation,tress move towards cash crops
entails a reduction in the level of food productitor home consumption, and
increases risk in terms of food security. If théures to cash crops are modest or
insecure, farm households tend to rely more orr then land to produce their food.
Increased specialisation often raises the prodtctif the land, and it is important to
understand the constraints of making the transfbomaoward cash crop farming.
Much of the risk is caused by imperfect instituicguch as imperfect financial, input
and output markets, involving high transaction s@ well as dependence on rain-
fed agriculture. It seems that the institutionahgtoaints are slightly less in Vietnam
than in Uganda. For instance, food markets areebdtveloped in Vietnam. A vast
area of research has therefore underscored the rtamge of institutional
arrangements that provide opportunities for risduction in the household as

necessary conditions for change.
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6 Policy implications

Based on the discussions above, we come to a gehefal guidelines for support to

pro-poor growth in horticulture:

* most poverty alleviation occurs outside the margtchannels with biggest
economic impact;

» there is substantial untapped potential for holtiical development in Uganda and
Vietnam, also in remote areas where few optionsdigtainable livelihoods exist;

» there is a risk of environmental depletion in reenatreas under horticultural
development;

» trade policies in the EU regarding tropical impottn be improved to support
horticultural growth in the South, especially retjag residue levels for plant
protection chemicals;

* a reduction of trade barriers will have a direatt bmited, poverty alleviating
impact; the indirect effects (through economic gigwcan be substantial,
especially on local levels;

« from a poverty alleviation objective, it may be momportant to support the
development of local markets for horticultural puod;

» several key challenges that lie ahead relate titutisn-building: these are best
addressed in platforms that unite producers, gowent, developmental
organisations, and donor countries;

Both value creation and the structure of the supp&in are important
determinants of the impact of horticulture on poyatleviation and livelihood
development. Policy support should be tailoredptectic conditions and specific
actors to achieve a maximum impact on poverty &ten. This chapter has explored
value creation and organisation structure in sévendicultural supply chains in
Uganda and Vietnam, and proposes a three-tieragpgrg of marketing channels for
livelihood development (see table 2). First, higiee horticulture in a large
commercial setting, often involving the export odguce sourced from large farms,
and with few domestic actors involved (‘channel./ABgcond, high-value horticulture,
marketing of smallholder supply involving domedtaders and post-harvest services,
mostly for export markets and also domesticallptigh emerging supermarket retail

(‘channel B’). Third, domestic marketing of produmfdimited value, yet involving a
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large smallholder supply base and many small-saaiepreneurs in trade and retail
(‘channel C).

The constraints identified mostly relate to capesiand institutions. Other
analysts have identified the policy agenda for poor agricultural growth in terms of
institutional development (Dorward et al. 2004)s8ad on the discussions above, a
program of support initiatives is suggested indéhl
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Table 2: Major areas of intervention

(A)

Export marketing, sourcing from commercial farm®otsourcing,

few actors involved

Farm work, contract farming Support the inflow ofdign direct investment.

Develop adequate institutions to address foodysadgricultural health.

Build coalitions to monitor environmental protectjavorking conditions on
export farms.
Deliver MRL dossiers for developing country chenscal

(B)

Export marketing, smallholder supply,

many actors involved

Small scale growers Support producer organisati@nket orientation.

Bring market orientation into R&D, extension. Diapeseed varieties adjusted
to local conditions for best yield, consistent dfyabnd environmental
protection. Otherwise import improved seeds.

Apply yield improvement technologies: fertilizeiptechnology.

Unlock remote areas; improve road and communicatifsastructure.
Deliver MRL dossiers for developing country chenscal

Support on-farm processing of fresh produce.

Trade services: assembling, Proper storage facilities, and transport equipment.
wholesale
Functioning credit markets, to cover the risk afgucer losses.

Develop a code for assembling practices, for ingtahygiene, administration,
traceability.
Improve infrastructure, reduce the costs of mogogds locally.

(©)

Domestic marketing, smallholder supply,

many actors involved

Small scale growers Support producer organisatiarket orientation.

Bring market orientation into R&D, extension. Dieseed varieties adjusted
to local conditions for best yield, consistent dfyabnd environmental
protection.

Unlock remote areas; improve road and communicatifsastructure.

Risk sharing between producers in order to allosthir specialisation.
Create employment opportunities off the farm.
Trade services: assembling, Functioning credit markets, to cover the risk afgucer losses.
wholesale Address the seasonality of demand for trade sesvice

Retail: stalls, street markets Support for retailer, hawker organisations to cetentt increasing power of
large-scale trade and retail.

Note: Not all actors are shown in each channelcatohg marketing chains where this study finddelit
potential participation or potential involvementhafuseholds living in poverty.
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