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Value Chain Key Concepts 



Main Streams in the VC Literature 

• The filière approach 

• The conceptual framework elaborated by 
Porter  

• The global approach proposed by (Kaplinsky, 
Gereffi et. al) 



 
Stream 1: Filière 

 
• Filière means thread or chain 
• The filière concept used to map the flow of 

commodities and to identify actors and activities.  
• The rationale of the filière is similar to the broader 

concept of value chain. However, the filière mainly 
focused on issues of physical and quantitative technical 
relationships, summarized in flow-charts of 
commodities and mapping of transformation 
relationship.  

• Two strands of filière: the economic and financial 
evaluation of filières and the strategy-focused analysis 
of filière 



Stream 2: Porter’s Framework  
on Competitiveness 

• Porter has used the framework of value chains to assess how a firm should 
position itself in the market and in the relationship with suppliers, buyers 
and competitors.  

  
• In Porter’s framework the value chain provides a tool that firms can use to 

determine their source (current or potential) of competitive advantage.  
 

• Porter argued that the sources of competitive advantage cannot be 
detected by looking at the firm as a whole. Rather, the firm should be 
separated into a series of activities and competitive advantage found in 
one (or more) of such activities.  
 

• Porter distinguishes between primary activities, which directly contribute 
to add value to the production of the product or services and support 
activities, which have an indirect effect on the final value of the product.  
 



Figure 1. Porter’s Value Chain 

 

Source: Porter, 1985 



Figure 2. The Roots of Competitive Advantage 



Figure 3. Generic Building Blocks of Competitive 

Advantage 
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Table 1. Features of Competitive Advantage Strategy   
 

Cost Leadership 

 

 Efficient scale 

 Standardization 

 Design for low production cost 

 Control of overheads and R&D  

 Avoid marginal customers 

Differentiation 

 

 Quality 

 Innovation 

 Design 

 Credibility 

 Brand name 

 Reputation 

 Environmental posture  

 Customer service 

 Integrated services   



Figure 4. Porter Five Forces of  
Industry Competitiveness 

 

Source: Porter, 1979 



Stream 3: The Global Approach 

• This approach is used to examine the ways in 
which firms and countries are globally integrated 
and to assess the determinants of global income 
distribution. 

 
• A key contribution of this tradition is a well-

developed theory of governance of globally 
integrated production systems that is relevant to 
the power of lead firms to set standards that 
define the terms on which producers participate 
in these systems.  
 



Table 2. The Value Chain Concept Timeline 

Source: Silva and Souza Filho, 2007 



The Value Chain Approach 

• A value chain is not the same as a supply chain. A 
value chain is about linkages generating value for 
the consumer. A supply chain is about processes 
of moving and transforming commodities into 
products from producers to consumers.  

 

• While a value chain is about generating value for 
the consumer, a supply chain is about logistics. 

 



Figure 5. Supply Chain vs Value Chain 



Key Concepts in Value Chain Analysis 

• The value chain organizes business linkages by getting stakeholders to work together. 
• For different actors in a value chain to work together requires effective coordination of 

decisions and exchange. 
• The rules regulating the coordination within a value chain constitute the governance of 

the chain. 
• In order to increase value, the value chain needs to meet consumer demand. 
• To meet consumer demand is not enough; the actors in the value chain need to meet 

consumer demand better than actors outside of the value chain—the value chain actors 
have to be competitive 

• In order to keep competitiveness, the value chain needs to innovate continuously; 
otherwise, their initial gains in competitiveness will be eroded over time. 

• In order for the chain to establish effective linkages, the chain needs to distribute 
benefits that provide incentives to the participants. If only one party in the value chain 
appropriates all the benefit, the chain will not be sustainable in a market system. 

 
        Source: Goletti, F. 2004. Commercialization, Value Chains, and Poverty Reduction, Markets for the Poor Phase 1. Agrifood Consulting 

International, Inc. 
 



Feature of an Effective Value Chain 

• Differentiate products; 
• Continuously innovate—i.e., products, technologies, 

management, marketing, distribution; 
• Create higher value; 
• Use a variety of organizational mechanisms to achieve 

efficiency; 
• Form alliances and achieve coordination; 
• Go beyond spot market transactions and include contracts, 

vertical integration, networks, supply chains; and 
• Introduce practices to meet environmental and social 

responsibility concerns. 
 
    Source: ADB (2000) 

 



Figure 6. Types of Governance Structure 

Source: Gereffi, 2005 



Value Chain Tools 



Figure 7. Five Drivers of Value Chain 
Development 

Source: ILO, 2009 



Table 3. Points of Entry in the Value Chain 
Research 



Figure 8. Generic Value Chain Analysis 

Source: UNIDO, 2009 



Tools for Analyzing Various Dimension of 
the Value Chain 



Table 4. Tools for Analyzing Various 
Dimension of the Value Chain 

 



Tools for Analyzing Various Dimension of 
the Value Chain 



Figure 9. Tools for Analyzing Various 
Dimension of the Value Chain 



Figure 10. Holistic Approach to Value Chain 
Analysis 

Source: UNIDO, 2008 



Figure 11. Enabling Environment 



Improving Agricultural 
Competitiveness in Indonesia: 

Strengthening Value Chains  



• Primary production areas for highly perishable types of highland vegetables 
have traditionally  been in close proximity to the main local population 
centers. 

• Primary production areas of the less perishable vegetables have been in sites 
with particularly favorable agro-climatic conditions. 

• Agribusiness enterprises are more progressive. 

• Supermarket driven value chains tends to be multiple in nature, vary by 
commodity type and differ in their behavior by location. 

• Difference in the behavior, attitudes, ways of doing things, and approaches to 
business relationship were evident between island groups 

• Vegetable exporters is “the agent of change”. 

 

Key Production and Marketing Pattern 
(Amarta, 2007) 



Challenges for Smallholder Farmers 

• Small producers and processors 

• Long supply chains 

• Lack of capital and skills (low operating capital, lack of access 
to credit, lack of knowledge about modern production and 
farm management techniques) 

• Lack of information, asymmetric (prices, markets, what quality 
consumers want) 

• Limited production capacity 

• Low quality 

• Unable to guarantee continuity and consistency  



Challenges to Smallholder Farmers 

• Lack of appropriate technology 

• Inappropriate packing and packaging 

• Excessive levels of pesticide residues 

• Poor product post harvest management 

• Lack of sophisticated/professional players 

• Lack of integration in the value chain 



 

Figure 12. Framework of Inclusive Value Chains 

Source: Vermeulen et al., 2008 



 
Figure 13. Different Stages of Market Concentration 

Source: Vermeulen et al., 2008 



Contract Farming in Poultry Industry: 
Linking Farmers to Market 



Contract Farming 

• An Agreement between farmers and 
processing and/or marketing firms for the 
production and supply of agricultural products 
under forward agreements, frequently at 
predetermined prices 

 

    Source: FAO; Contract Farming: Partnerships 
for Growth; 2001 



Contract Farming Models 

• The centralized model: Large processors buying from many SHF. 
Use quotas and tight controls.  

• Nucleus estate model: Sponsor is also involved in nucleus farm 

• Multipartite model. Involves statutory bodies and private 
companies jointly participating with farmers 

• Informal model. Individual small companies with production 
contracts with farmers on a seasonal basis. 

• Intermediary model. Large food processing companies purchase 
crops from individual "collectors" or farmer committees, who make 
their own informal arrangements with farmers. 

 



Contract Farming Models of Broilers  
in Indonesia 

• CF generally involving large producer of animal feed and 
breeders of chickens. The chicken breeders raise the chickens 
for the company under contract. 

• Farmers provide land for breeding ground and farm tools and 
hire workers and the company supplies DOCs (day old 
chicken), feed, medicines and managerial advices. 

•  After the chicken reach the age of 35 days they are ready to 
go to the market. The farmers will have their fee or share of 
the revenues after they are sold based on the contract. 



• There are different system of contract.  

• Model 1: a farmer is paid after harvest time Rp xxx per 
chicken raised.  

• Model 2: a farmer will have a certain percentage of the sales 
revenues after being deducted with the capital invested.   

• Model 3: The selling price to be paid by the company is set 
under the contract, therefore, the market price would have no 
effect on the revenue share of the farmers.  

• Model 4: To further motivate the contract farmers,  fees are 
based on their performance and the quality of the chickens 
reared. 

Contract Farming Models of Broilers  
in Indonesia 



 Figure 14. Contract and non-contract broiler marketing chain 

Source: Patrick and Jubb (2008) 



Figure 15. Layer, cull layer and cockerel marketing chain 

Source: Patrick and Jubb (2009) 



Potential Advantages and 
Disadvantages in Contract Farming 



Potential Advantages of CF to Farmers 

• Market Access  
• Increased Income 
• Reduction of production and price risks 
• Credit and financial intermediaries  

interest free credit 
• Timely inputs (chicks, feeds, 

medicines/vaccines) and production market 
• Introduction to new breed and technology 
• Incentives for higher efficient and higher 

market prices 



Potential Advantages of CF for Firms 

• Cost effectiveness to firms 

• Quality consistency 

• Comformation of standard quality 

 



Potential Disadvantages of CF to Farmers 

• Unequal partnership  Monopsony (refusal 
to purchase, lack of transparancy in pricing) 

• Unequal partnership  Oligopoly 

• No mutual trust 

• Excessive dependence leads to indebtedness 

• Loss of flexibility 

• Commercialization versus household food 
insecurity 



Potential Disadvantages of CF for Firms 

• Opportunistic behaviour by farmers 

• High transaction costs of contract 
monitoring and enforcement 

• High cost of distribution of inputs and 
services 

• Misuse or diversion of inputs and credits 
and defaults 



Lessons Learned: Successful CF  

• Mutual trust 
• Guaranteed production and prices 
• Economies of scale  reduction in transaction 

costs 
• Risk sharing 
• Credit and financial intermediaries 
• Provision of inputs, extension services and 

technology 
• Timely inputs and payment 
• Good communication, supervision and 

monitoring 
• Incentives for quality, price and efficiency  
• Long term commitment 
 

 



Value Chain Promotion 
Scheme/Design 



Figure 16. Value Chain Promotion Scheme 



Figure 17. Procedures For VC Diagnostics 

Source: UNIDO, 2008 



 

Figure 18. The Impact of Different 
Institutions along a Value Chain 

Source: Vermeulen et al., 2008 



 

Figure 19. Generalized Theory of Change for 
Dairy Sector Development 

Source: Van der Lee et. al, 

2014 
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