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There is growing business interest in investing in agriculture
in low and middle-income countries, just as several
governments are looking to attract foreign investment

to promote economic development. Concerns that
investments might displace small-scale producers have
raised questions about how to structure businesses in
inclusive ways so as to promote equitable and sustainable
development in rural areas.

While ‘inclusive business’ is often conceived of in terms
of smallholder involvement in commercial agriculture, any
gains for smallholders, employees and other affected people
depend on the process and terms of inclusion. Clear criteria
are therefore needed to assess inclusiveness in business
relations. Yet there is no global policy instrument that
embodies international consensus on those criteria.

This report reviews the state of the global debate on
inclusiveness in agricultural investments and analyses what
‘inclusiveness’ means to different value chain actors. We
gathered a broad cross-section of opinion and found fairly
widespread agreement on some key features of inclusiveness
that require progress, but also significant divergence on what
those features mean in practice, on levels of ambition and on
how to deliver change.

We distilled the areas of agreement into ‘five pillars
of inclusive business’ and tested them against three
crop-specific case studies to evaluate the inclusiveness
of existing value chains for each pillar. Based on
this analysis, we set out how governments, producer
organisations, businesses and development agencies can
take action to improve inclusiveness.

Five pillars emerged from stakeholder perspectives on
the meaning of inclusive business in agriculture:

1. Effective arrangements for voice and representation

2. Inclusive and fair value chain relations

3. Respect for land rights and inclusive tenure
arrangements

4. Employment creation and respect for labour rights

5. Contribution to food security

These pillars reflect the type of relationships agribusinesses
forge with value chain actors and other impacted people.
This is not to suggest that there is widespread consensus on
the importance and meaning of each pillar, as some groups
favoured some pillars over others (most notably, a strong
emphasis on Pillars 1 to 3, but not Pillar 4, among regional
farmers’ federations) and significant variations were found in
what they mean to different stakeholders.
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Use of the identified pillars to evaluate evidence on the
inclusiveness of selected value chains led to a few key lessons.

There is a tendency to focus on business models when
researching or evaluating inclusiveness, often contrasting
collaborative arrangements between small-scale producers
and agribusinesses to the risks inherent to large-scale
plantations. Yet business practices can vary greatly within
the same model and lead to very different outcomes. Ill-
designed collaborative models may establish unfair relations,
involve coerced participation, create dependence on one
buyer, or push disproportionate risk onto smallholders.

A cross-cutting approach that looks at the key features of
value chain relationships (around the five pillars of inclusive
business) enables the evaluation of inclusiveness within each
business, and allows for more nuanced recommendations on
how to enhance inclusiveness.

Good procedures are the foundation of any inclusive
business, but success should not be benchmarked against
processes alone. Effective consultations before an
investment, for example, are widely considered an essential
precondition of inclusive business. But they do not guarantee
that communities are better off after an investment — for
example, that their land rights are upheld and their food
security is improved (Pillars 3 and 5). Therefore, rigorous
assessments of inclusiveness would need to consider the
five pillars in both their process and outcome dimensions.
Business arrangements can also produce different outcomes
for different social groups and undermine livelihoods for
some or exacerbate inequality. For example, a set-up that
works for commercially oriented smallholders may not
be inclusive of poorer farmers. Standards of inclusiveness
and their assessment should therefore include outcome
indicators, identify whether those outcomes are positive or
negative, and for whom.



The five pillars of inclusive business
benchmark inclusiveness against a sliding
scale of ambition, but may involve certain
trade-offs.

The five pillars provide a framework for assessing and
enhancing inclusiveness. However, trade-offs can arise
between the different pillars. For example, large plantations
may offer the potential to generate jobs in the formal sector,
but can pose high risks for land rights and food security.

As such, progress against Pillar 4 on labour rights (i.e.

job creation and quality) may come at the cost of crucial
dimensions of Pillars 3 and 4. Depending on how they are
managed, these trade-offs can undermine inclusiveness.
There is widespread support for the notion that, in
assessing inclusiveness, employment creation alone cannot
make ‘inclusive’ a business established through land
rights violations.

The traits of each crop and crop-specific
market dynamics affect the structure of
value chains and the most effective routes to
inclusiveness.

There are inherent opportunities and challenges for
enhancing inclusiveness in different value chains due to the
characteristics of the crop and wider market trends. For
example, labour-intensive crops that are hard to mechanise
present greater incentives for agribusiness firms to engage
smallholders and workers (Pillars 2 and 4), yet the quality
of that engagement is highly variable and the trend towards

ever-greater production and processing efficiencies has
undermined historical gains in inclusiveness in some cases.

In addition, market restructuring has raised the bar for
smallholder participation. Any interventions to enhance
inclusiveness would need to address the real-world structural
factors that influence value chain relations. Without an
understanding of how crop and value chain traits and market
trends shape opportunities and constraints, it is difficult to
advance inclusiveness in practice or develop effective public
policy and programming.

At the same time, evidence shows that effective public
action can make a considerable difference in promoting
inclusiveness in a given commodity sector and geographic
context. This compounds the case for public policies that can
help to push entire industries in a more inclusive direction.

Land governance is as a key factor in shaping
how businesses are structured, impacting the
degree of inclusiveness across all five pillars.

Land governance is central to inclusiveness — control over
land has a bearing on each of the five pillars of inclusive
business. Where rural people have secure control over
land and resources, businesses have greater incentives to
work with them. Supporting value chain relations in which
small-scale rural producers retain control over land is an
important part of strategies to promote inclusiveness that
relies less on the goodwill of individual companies, and
more on institutional frameworks that make inclusiveness
the preferable business choice.
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Fluctuating commodity prices and growing concern about
global food and energy security have intensified private
sector interest in agricultural investments in low and
middle-income countries. This resonates with the 2030
Agenda for Sustainable Development, which emphasises
the role of private investment.! But it also compounds the
challenge of securing rural people’s land rights and ensuring
that investments respond to local development needs. In this
context, how can private investment in agriculture not only
respect human rights and the environment, but also promote
inclusive rural development??

‘Inclusive business” approaches that more equitably share
value with low-income groups have become a key concept in
efforts to leverage private investment for rural development.
Businesses committed to contributing to development goals
have explored new ways of working with low-income
groups, development agencies have supported new forms of
public-private partnerships to promote inclusive agricultural
value chains, and regional farmers’ federations are working
to strengthen local value capture by supporting favorable
contracts with buyers for strategically chosen crops.?

Yet there is little agreement on what ‘inclusive business’
means in agriculture and how to promote it in practice.

Views differ on how far inclusiveness extends, the roles and
responsibilities of key actors, and even what agricultural
development looks like and how to achieve it. There is also
no consensus on what inclusiveness means in relation to
land governance — can a business be considered inclusive if

it acquires land, or is continued smallholder or pastoralist
control over land a precondition for inclusive business?

As promoting inclusiveness often requires collaboration
between diverse actors, from rural producer organisations and
businesses to policymakers and development agencies, this
lack of agreement can undermine efforts to explore solutions
for policy and practice.

This report aims to address gaps in existing research and
guidance on inclusive business in agriculture. It seeks to
contribute conceptual clarity and strategic direction to the
conversation, outlining next steps in policy and practice to
promote inclusive business models. The report takes stock of
the global debate, exploring how diverse stakeholders perceive
inclusive business, and highlights areas of disagreement and
emerging consensus. It also explores the factors that influence
inclusiveness in business relations, focusing on opportunities
and constraints in different types of value chains. Selected
case studies are used to illustrate and assess concepts using
real-life situations. Due to the close connection between

land governance and inclusive investment in agriculture, the
report pays particular attention to ways forward for the land
governance agenda.

The Voluntary Guidelines on the Responsible Governance

of Tenure of Land, Fisheries and Forests in the Context of
National Food Security (VGGT) call on states to ‘support
investments by smallholders as well as public and private
smallholder-sensitive investments’. The guidelines also include
procedural safeguards on participation, consultation, and
transparency, which can help promote more inclusive business
relations. Similarly, the Principles for Responsible Investment
in Agriculture and Food Systems (CFS-RAI) refer to ‘inclusive
economic development’ as a key parameter of responsible
investment, over and above traditional concerns about ‘doing
no harm’.

Beyond these general pointers, there is no global policy
instrument that embodies international consensus on
inclusive business in comprehensive terms. However, a
vast and growing body of evidence is shedding light on
important dimensions of inclusive business in agriculture.
Amidst a wave of large-scale agribusiness deals in low
and middle-income countries,* research has pointed to
the wider range of models investments could take and

1 https://www.un.org/sustainabledevelopment/globalpartnerships See also NEPAD, 2001; UN, 2015.

2 SNV and WBCSD, 2008; Vorley and Proctor, 2008; Vermeulen and Cotula 2010; Cotula and Leonard, 2010; Porter and Kramer, 2011; Kelly et al., 2015;
Woodhill / GDPRD, 2016; Rappoldt et al., 2017; Chamberlain and Anseeuw, 2017.

3 Thorpe and Maestre, 2015; Rankin et al., 2016.
4 Anseeuw et al., 2012a and b.
5 Vermeulen and Cotula 2010.
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has called for the assessment of inclusiveness against core
business features (control of assets, influence in decision
making, distribution of risks and returns), rather than
corporate philanthropy at the fringes.’

Analysis of different types of business models
(defined here as the way in which businesses create and
capture value within a market network of producers,
suppliers and consumers)® provides important insights
on inclusiveness in value chains. Empirical research
has assessed the socio-economic outcomes of contract
farming schemes,” partnerships that include smallholders
as shareholders in joint ventures,® and a wide range of
market access arrangements.” Many studies highlight
how investments in large-scale plantations, alone or
in combination with outgrower schemes, affect local
livelihoods,'* and empirical research has started to
compare alternative models of commercial agriculture in
more systemic terms.!!

Yet there have been few attempts to ground debates in the
perceptions, concerns and aspirations of those most directly
affected by investments — particularly smallholders, their
organisations and private sector operators. There has also
been little analysis of the factors that affect opportunities
and constraints in making business relations more inclusive.
Moreover, while the business model concept captures how
a business is organised, an exclusive focus on models risks
glossing over the great diversity of arrangements that exist
within each model. It can also obscure real-life factors that
shape opportunities and constraints and result in unrealistic
dichotomies between models labelled as either inclusive
or exclusionary. Interrogating the core pillars of inclusive
business relations would enable the assessment of key
characteristics within and across business models, while
also providing a deeper understanding of how features of
specific value chains influence opportunities and constraints
to greater inclusiveness.

The report rests on a two-fold approach. Firstly, it aims
to reflect diverse voices in public debates about inclusive
business in agriculture. To this end, an analysis of
stakeholder perspectives was carried out to understand
how diverse actors active in agricultural development
policy and practice understand the concept. This work
involved reviewing websites and publications of selected

actors from the private sector, non-governmental
organisations, multilateral agencies, international financial
institutions and donor agencies, and — given the more
limited amount of published material — personalised
exchanges (emails, interviews) with staff from regional
federations of rural producer organisations.

Time constraints limited the number of perspectives that
could be considered. Priority was given to organisations
that have been particularly active in the debate. The
analysis was primarily conducted in early 2017 and reflects
sources available at the time. The perspectives reviewed
are not necessarily representative of all views within the
organisations covered, or of the wider stakeholder groups
the organisations can be said to belong to. However, efforts
were made to ensure the research captured the existing
diversity in the overall set of perspectives.

Secondly, a literature review distilled evidence on
crop and market characteristics that influence the
current structuring of value chains, their implications
for inclusiveness, and options for promoting greater
inclusiveness for selected types of value chain. Interviews
with industry practitioners and independent analysts
provided complementary insights. This work aimed
to ground the conceptual discussion in the real-life
challenges that affect the inclusiveness of business
relations in agriculture.

The value chain types were selected to ensure
diversity in key variables capable of influencing business
configurations. These variables are discussed further below.
In general terms, they include: crop features (agronomy,
perishability, labour intensiveness), technology (scope for
mechanisation), investment (structure of capital injections)
and market (domestic/export, quality standards, chain of
custody requirements). Due to space limitations, staple
crops were not included in the final report. As such, the
value chain analysis primarily focuses on prospects for
enhancing inclusiveness in agribusiness-led value chains.

Throughout the analysis, the question of inclusiveness is
treated as a matter of degree, rather than a binary yes/no
outcome. In addition, the report recognises the importance
of understanding social differentiation, in line with the
growing evidence that any business arrangement is likely
to produce differentiated outcomes for different groups. In
this context, the question of whether a business is inclusive
needs to be reframed as ‘inclusive for whom, and in what
ways?’ It also requires due attention to those who may not

Vorley et al., 2008.

N o N N

Vorley, 2013; Wiggins and Keats, 2013.

German 2011; Glover and Kusterer, 1990; Little and Watts, 1994; Eaton and Shepherd, 2001; Guo et al., 2007; Oya, 2012; Prowse, 2012.
Cooke et al. 2011; de Koning and de Steenhuijsen Piters, 2009; Lahiff et al., 2012; Mujenja and Wonani, 2012.

10 Hermann and Grote 2015; Obidzinski et al. 2011; Potter 2015; Schoneveld et al., 2011.

11 Hall et al., 2017.
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benefit from, or may in fact be disadvantaged by, value
chain relations.

Finally, the report recognises the role of smallholder
farming systems in underpinning a host of local-to-global
social, economic and environmental values. As such,
its examining inclusiveness in value chain relations
that involve agribusiness investments does not reflect a
choice about the most effective or desirable agricultural
development pathways. An analysis of ways to support
farmer ownership in value chains is also sorely needed,
and should form part of the global discussion on inclusive
business as advocated for by regional farmer federations.
Similarly, this report acknowledges — but does not directly
engage with — the extensive and complex debates about the
opportunities and risks inherent in cash crop- and export-
oriented strategies. Instead, it focuses on the key aspects
of business relationships that determine the distribution of
influence, risks and returns between companies, smallholders
and other stakeholders for different types of value chain.

10 Land governance and inclusive business in agriculture: advancing the debate

The remainder of the report is structured in three main
sections:

e Section 2 summarises stakeholder perspectives on
inclusive business in agriculture, identifying the
principal areas of agreement and disagreement on what
makes a business more or less inclusive.

e Section 3 presents findings from the value chain analysis

and three crop case studies, drawing out the constraints

and opportunities for achieving key pillars of inclusive
business in practice.

Section 4 distils lessons and their implications for key

leverage points and possible ways forward, setting out a
framework of aspirations for promoting more inclusive
business in agriculture.



2. Stakeholder perspectives
on inclusive business in

agriculture

This section analyses of how diverse stakeholders discuss and
view inclusive business in agriculture. Unlike many existing
studies that take different business models as their main entry
point, this report reviews stakeholder perspectives on key
pillars that make different types of investments more or less
inclusive. Broadly speaking, these pillars concern the type
of relations businesses create with different but potentially
overlapping stakeholder groups, such as local tenure rights
holders; suppliers including smallholders; employees; and
affected communities. The analysis identifies areas of cross-
stakeholder agreement, disagreement and varying emphasis in
relation to these pillars.

Based on stakeholder perspectives, we identified five key
pillars of inclusive business:

1. Effective arrangements for voice and representation: the
extent to which rural actors are effectively represented
and heard at different stages of the investment process.
Inclusive and fair value chain relations: the inclusion of
smallholders in the value chain, and the fairness of the
terms of inclusion.

Respect for land rights and inclusive tenure arrangements:
respect for local and customary tenure rights and the active
promotion of equity in tenure arrangements and/or fair
partnerships with tenure rights holders.

Employment creation and respect for labour rights:

the quality and quantity of employment opportunities
created by the business, including respect for labour
rights in the businesss and throughout the value chain.
Contribution to food security: the impacts of business
activities on food security within affected communities.

N

»

b

b

Many of the sources reviewed also stressed the need
for businesses to respect human rights, comply with
national and international law and standards, and identify
and mitigate the negative social and environmental
impacts associated with business activity. However,
this report considers these attributes part and parcel of
standard (ethical) business practice rather than a defining
characteristic of inclusive business per se.

Stakeholders also highlighted features of the wider legal,
governance and market context, stressing the importance of an
‘enabling environment’ for businesses to operate in inclusive
ways or to tilt the playing field in favor of smallholders. While
such contextual factors can enable or constrain inclusive
businesses and have been central to historical progress, they are
not a central focus of this analysis.

2.1 Pillar 1: Effective arrangements for voice
and representation

There appears to be broad-based agreement among
stakeholders on the need for local participation,
representation and voice at the different stages of
investment. Most of the sources reviewed recognise that
rural actors — variously identified as local communities,
local and customary rights holders, employees, and
smallholders — should have a strong voice in relations with
agribusiness companies; that part of this process should
involve informing and negotiating with local stakeholders
about the key features of the proposed investment; and
that these processes and its results should be accountable
to less empowered actors. There was also broad agreement
on the need for equitable distribution of voice and power
along the value chain, and gender equity in representation
and voice.

LEGEND State of the Debate Report 2018 11



Areas of differential emphasis or disagreement included
the following;:

¢ The relative emphasis on specific steps or procedures
that advance voice and representation,'? as opposed
to the outcomes that should be achieved through
such processes, such as decisions reflecting the rights,
needs and aspirations of those affected, or effective
information assimilation, negotiation or independent
oversight (a strong focus of NGOs and rural producer
organisations, but also of some private sector actors).

e Whether Free, Prior, and Informed Consent (FPIC),
or looser consultation arrangements, should be the
mechanism for ensuring local representation and
voice; and whether FPIC should apply to all affected
stakeholders or to indigenous people only, in line with
international law.

e The relative emphasis on gender and social
differentiation (with greater emphasis overall on the
former), including women’s empowerment within family
businesses,'* a gendered approach to consultations,'*
and gender-equitable social safety nets and grievance
mechanisms.!'

e The stages of investment and types of decisions where
voice and representation should be considered, including
the conditions under which investments are approved;
participation in investment design and monitoring;'®
and the management and conduct of the business itself,
whether in community-investor partnerships or in value
chain relations.'”

To illustrate this final point, producer organisations such
as the Asian Farmers’ Association for Sustainable Rural
Development (AFA) and the Eastern Africa Farmers
Federation (EAFF) stress the participation of men and
women farmers not only at investment approval stage but
also in the enterprise’s key decisions, including “contract
formulation, setting the prices of agricultural produce,
and in managing and overseeing the operations of the
enterprise.”!® These organisations also see smallholder

ownership and control over land and production assets as
a core feature of inclusive business."

Summary:

1. There was a high degree of consensus on the need for
businesses to ensure that local stakeholders have a voice
in business processes. Perspectives on the degree and
stages of participation range from consultative processes
at approval stage, with basic project information
disclosed, to more rigorous FPIC exercises or complete
involvement in key business decisions throughout the
project lifecycle.

2. Considerable divergence was found on the scope and
duration of arrangements for voice and representation
(e.g. investment approval versus business relationships);
key features of those arrangements (e.g. FPIC versus
meaningful consultation); and whether inclusiveness
should be measured not just by procedures but also by
the outcomes achieved through them.

All the sources reviewed placed a strong emphasis on the
need for inclusiveness in value chain relations. Among the
many value chain actors, smallholders and local communities
were of primary concern to the stakeholders reviewed, who
emphasised support for smallholders to overcome constraints,
increase productivity, enhance market access, and/or become
economically viable business partners.?

The analysis revealed varying emphasis on practical
dimensions:

e There was a spectrum of opinion on leadership and
ownership in value chains. At one end was the view that
agribusinesses are the lead actors in making business
inclusive;?! at the other was the definition of inclusive
business as farmer owned, initiated or led.??

e Several NGOs and producer organisations (SNV,
Oxfam, AFA) placed particular emphasis on the
distribution of risks and rewards among value chain

12 World Bank 2014a, 2014b.

13 SNV 2015.

14 SNV 2015.

15 Interlaken Group and RRI 2015.
16 FAO 2015.

17 AFA 2013; EAFF pers. comm.
18 AFA 2013: 5.

19 AFA 2013; EAFF pers. comm.
20 AFA n.d.; FAO 2015; Olam 20155 SNV 2015; WBCSD 2016.
21 WBCSD 2016.

22 AFA 2013; EAFF pers. comm.
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actors, with inclusive relations hinging on fair and
transparent pricing arrangements, as well as effective
collaboration, communication and transparency along
the value chain.

Some sources stressed the need for the business to

be viable, scalable and replicable,?* and highlighted
the importance of making social inclusion part of the
business model, rather than an ancillary activity.?*
Several perspectives highlighted value chain features
most likely to enhance social inclusion, such as the
characteristics of the market (fair, transparent, diverse);
the qualities of the crop/commodity (potential for
smallholder commercialisation); the types of services
provided to smallholders, particularly women;

or trading arrangements that make it easier for
smallholders or enterprises to supply buyers.

Risk reduction was seen as a factor in inclusive value
chains for small-scale actors. This was a particularly
prominent issue for NGOs, the FAO, the World Bank,
farmer federations and the WBCSD, in particular
transparency on risks and mechanisms for minimising
risk to smallholders. The latter included diversified
income streams and market outlets; validation of
business models before engaging smallholders; the
freedom to opt in or out of contractual arrangements;
and mechanisms to reduce farmers’ vulnerability to
drought, debt and price volatility.

While there was broad agreement that smallholders
should be prioritised in efforts to improve inclusiveness
in value chains, perspectives differed on the role of
poorer farmers, including subsistence-oriented farmers,
and the impacts that commercial activities can have
on them. Some stakeholders placed poorer farmers at
the centre of their concerns,?® and others emphasised
inclusion of those with the capacity and potential

to succeed in commercial farming?® while providing
pathways out of agriculture for the rest.”

¢ Some sources considered value chain actors beyond
smallholders, stressing the empowerment of women
entrepreneurs and employees; small- and medium-sized
enterprises throughout the value chain,” or a focusing
on consumers as key beneficiaries through the provision
of affordable, quality goods and services.*°

¢ Several sources gave prominence to gender equity
in value chains, including sharing benefits equitably
among women and men within the business;*! closing
gender gaps;’? and ensuring women are not further
marginalised by value chain activities.>® Approaches to
achieving this ranged from enhancing women’s access
to inputs and tailored extension services, to building
soft skills to transform gender relations in households
and markets** and involving women in agricultural and
business training.3

While most sources emphasised the creation of shared
value, some international agencies and private sector
stakeholders focused on more conventional CSR
approaches as a part of inclusive value chain relations,
for instance contributions to health, education and
infrastructure, and youth, sports, arts and culture.?”

Summary:

1. There was broad agreement that fair value chains are
an important part of inclusive business in agriculture,
and that this is primarily centred on the inclusion of
smallholders and their wider communities.

2. Different perspectives emerged on what inclusiveness
in value chain relations looks like in practice. Positions
varied on who should be included (as a crude
simplification, commercially oriented smallholders
versus poorer households); the key sites of inclusion
in value chains (production only, or also processing,
trade and consumption); how it plays out (e.g. as
CSR or within the core business, for example through

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

FAO 2015; World Bank 2014b.
WBCSD 2016.

Oxfam 2014 and 2015, ILC 2016.
FAO 2015, IFC 2016b.

IFC 2016b.

IFC 2016a; 2016b.

IFC 2016b; Woodhill 2016.

World Bank 2014b; WBCSD 2016.
UNECA 2014.

IFC 2016a & 2016b.

UNECA 2014.

SNV 2015.

IFC 2016b, Olam 2015.

World Bank 2014b; CFS 2014; FAO et al. 2010; Olam 2015.
Sime Darby 2014a, 2014b.
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fair pricing arrangements); and the very structuring
of value chain relations (farmer-owned versus led by
business with some participation or representation of
smallholders).

Stakeholders viewed respect for existing tenure rights
over land, water and natural resources as the foundation
for ensuring agricultural investments do no harm and
generate local benefits, in line with international human
rights law, and guidelines such as the VGGT and the
CFS-RAL This also applies to inclusive business, though
several stakeholders went further to stress the active
promotion of inclusiveness in tenure relations and related
decision-making.

The following variation was found in stakeholder
positions:

¢ Important differences in opinion on what constitutes
respect for land rights: the control of smallholders,
indigenous people, and customary tenure rights holder
over land;®® responsible land transactions as a means
of respecting land rights, including procedures for
consultation, resettlement and compensation;* or
adherance to international guidelines, such as the
VGGT.%

® Another important difference is the relative emphasis
placed on the procedures to be followed during
land acquisitions,*! versus the desired outcomes
— such as ensuring no one ends up worse off,
or that transactions do not lead to excessive land
concentration.*

* A number of organisations (with the notable absence of
the private sector) stressed equal land rights for women,
and in some cases for youth,* as being an essential
feature of inclusive business relations. This issue is again
framed slightly differently by different stakeholders,
from women taking an equal part in decision making

about land,* to equal control over land and the benefits
from land or land-based investments*® and women’s
ability to defend their land rights.*’

The sources reviewed were largely silent on other
arguably relevant questions. In relation to value chain
relations with smallholders, for example, regional farmer
organisations suggested land should be owned and
controlled by the growers,*® but other sources did not
elaborate on the relative merits of outgrower (farmers
cultivating own land) versus ingrower (farmers cultivating
company land) schemes, tenure security for ingrowers, or
gender equity in outgrower and ingrower arrangements.
Other issues such as reserving land for customary
uses alongside new value chain relationships, residual
community rights of access and seasonal use of company
land, and profit sharing or joint ownership arrangements
based on land-for-equity schemes also received limited
attention in the materials reviewed.

Summary:

1. There is broad consensus that all businesses — inclusive
or otherwise — should respect local and customary
tenure rights according to international law and
guidelines.

2. There is agreement that inclusive business goes beyond
merely doing no harm to local rights holders, but
views differ on what this entails. Some stakeholders
see continued control over land by smallholders as
a prerequisite for inclusive business, others advocate
applying FPIC beyond the circumstances envisaged by
international law and guidance (extending it to non-
indigenous communities or beyond land to business
relations), yet others focus on aspects that primairly
relate to fairness in wider land governance.

3. While most of the sources reviewed (with the exception
of regional farmer federations) acknowledge the
possibility of responsible land transactions, the relative
emphasis on the nature of these transactions and ways
to preserve local control over land varies considerably —

38
39
40
41

ILC 2016; Oxfam 2015; AFA 2013; EAFF n.d.

FAO et al. 2010.

Interlaken Group and RRI 2015.

World Bank 2014b; Interlaken Group and RRI 2015.
42 EAFF n.d.
43 Oxfam 2014; ILC 2016.
44 SNV 2015.

45 ILC 2016; UNECA 2014.
46 ILC 2016; UNECA 2014.
47 ILC 2016; UNECA 2014.

48 AFA 2013; EAFF pers. comm.
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suggesting diverse views on what respect for land rights
means.

4. Little attention appears to have been paid to relevant
issues such as tenure security for ingrowers, enabling co-
existence of customary uses alongside new value chain
relationships to cater for multiple livelihood needs, or
residual rights of access to company land.

Employment is one of the oft-cited benefits of private
sector investments in agriculture, and employment
outcomes are often identified as an important measure of
inclusiveness in relation to investments. Many stakeholders
saw employment creation as key to inclusive business,
either in general terms,* or with respect to specific
beneficiary groups, such as women and youth.*®

Certain stakeholders elaborated on these dimensions,
including emphasis on women’s employment at different
stages along the value chain and in non-traditional
occupations,’® and preferential employment for members
of communities directly affected by business activities or
land transactions.’> Some sources highlighted overcoming
barriers to entering the labour force, for example through
support to working parents and mothers (e.g. paid
maternity leave, employer-supported childcare, flexible
working arrangements)*?, or through dedicated training
programmes to assist local communities,** women*® and
youth®® in accessing employment opportunities.

Stakeholders who emphasized labour dimensions
of inclusiveness agreed that inclusive labour relations
necessarily encompass job quality. While some materials
accentuated compliance with national legislation®” and
international conventions,*® others placed emphasis on
additional aspects, such as:

¢ Adequate remuneration and/or living wages for all** or
for vulnerable groups.

e ‘Zero harm’ goals for employee health and safety®
or a gendered approach to occupational health and
safety, such as safe transportation, strict rules on sexual
harrassment, or electronic wage payment systems.®!

® Access to basic health services, and worker-manager
communication and grievance mechanisms®?

e Working conditions that do not increase women’s
vulnerability or labour burden;** support to working
parents and mothers (e.g. paid maternity leave,
employer-supported childcare, flexible working
arrangements);** and support to women’s leadership.®

e Management systems to improve job quality, such as
transparent and merit-based human resource policies
and gender-disaggregated monitoring and reporting
frameworks.*

¢ Extending responsible labour relations to upstream and
smallholder suppliers.”

Employment creation as a pillar of inclusive business
was most explicitly supported by private sector and
international finance stakeholders,®® and did not feature in
the inclusive business perspectives expressed by regional

49 World Bank 2014b.

50 Olam 2016; Oxfam 2015; SNV 2015; UNECA 2014; see also IFC 2016a.

51 IFC 20164, 2016b.

52 Interlaken Group and RRI 2015.

53 IFC 2016a.

54 World Bank 2014b, Sime Darby 2014a, 2014b.
55 TFC 20164, 2016b.

56 SNV 2015.

57 Sime Darby 2014a, 2014b.

58 Olam 2016.

59 CFS 2014; World Bank 2014b.
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63 TFC 2016a; UNECA 2014.

64 IFC 2016a.

65 IFC 2016a; Oxfam 20135; Sime Darby 2014a, 2014b.
66 IFC 2016a.

67 Olam 2016; World Bank 2014a.
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farmer federations. It is important here to note the possible
trade-off between advancing inclusion through job creation
in industrial-scale operations and advancing smallholder
inclusion through fair value chain relations.

Summary:

1. With the notable exception of regional farmers’
federations, there is fairly widespread support for labour
relations being an important part of inclusive business in
agriculture, including compliance with applicable labour
law. Some stakeholders go beyond legal requirements in
several important respects (e.g. with regard to aspects of
gender sensitivity, or labour relations in value chains).

2. Certain private sector and international financial
stakeholders placed particular emphasis on employment
creation and labour relations as a basis for inclusive
business, relative to other forms of social inclusion.® On
the other hand, regional farmer federations stressed the
need for smallholders to retain control over land, and
they emphasised fair supply chain relations, rather than
employment creation in agribusiness-led operations, as
the preferred avenue to inclusive business.

3. While job quality and labour issues tend to receive
limited attention in public debates on the recent wave of
investments in agriculture, the broad support for labour
rights provides a solid foundation for dialogue and
action to ensure labour rights are upheld in agricultural
value chains — without however conflating the job
quality agenda with support for production models that
solely or primarily rely on employment creation as a
basis for inclusiveness.

Food security has featured prominently in debates on
agricultural investment, both as a driver (rising commodity
prices, food supply problems and uncertainties, and
corresponding expectations surrounding future returns to
agriculture),”® and consequence of investment. Debates on the
consequences have centered on the impacts of different types
of agricultural investment, including the crops grown (e.g.
food versus biofuels); the land uses that are displaced; effects
on food prices; and who is able to access the food grown.”!
Ongoing smallholder access to land they depend on for food
security has been a focus of concern, whether due to the
acquisition of farmland by agribusiness or to the reallocation
of household land in response to new market opportunities.”
Stakeholder perspectives seem to align around the
importance of food security as an element of inclusive
business in agriculture. Common ground seems particularly
evident around some relatively open notions, such
as safeguarding or improving local food security, or
contributing to resilient local and global food systems.”
However, perspectives vary on the details of what this
should mean in practice:

e While some materials focus on mitigating the negative
impacts of agricultural investment on food security,”*
others underline positive contributions to food security
goals. This includes the production of safe, nutritious,
diverse and culturally acceptable food;” the provision
of nutritionally balanced food in the workplace and in
communities surrounding plantations;”® reduced food
waste;”” contributions to the national food security
strategy of host countries;”® access to fortified food and
micronutrients;”” food security and nutrition for the
most vulnerable;*® and adequate, nutritious food being
available to all people at all times.®!
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* Diverse perspectives are also apparent on the routes
to achieving positive food security outcomes. In one
set of perspectives, inclusive business can play a role
in advancing food security by supporting resilient
local farming systems, in which smallholders are
seen to underpin both rural/urban and local/global
food security.®? This set of perspectives also stressed
safeguarding traditional livelihoods, conserving genetic
resources and cultural heritage, and/or the multi-
functionality of land for livelihoods, food security, and
climate and environmental resilience.

* Another set of perspectives stresses agribusiness-driven
productivity increases to feed the world’s growing
population and provide people with the necessary
micronutrients. Attention is paid to the production of
affordable, accessible food for urban populations, and
enhanced access to fortified food and micronutrients.®

Some sources refer to the role of policy, as opposed to
individual businesses, in mitigating any adverse effects on
directly impacted populations.®’ For example, ensuring
‘equivalent access’ to food, expanding opportunities for
outgrower schemes or off-farm employment, and addressing
instability in food supply.

Summary:

1. There is general consensus that inclusive business in
agriculture advances food security, but the perspectives
reviewed reflect nuanced emphases — particularly
on the question of ‘food security for whom?’ (local
communities versus global consumers) and the means
through which investments are expected to contribute to
food security (agribusiness-driven versus smallholder-led
production).

2. Limited attention was paid to the trade-offs involved
(e.g. between advancing local food security, which
may favour smallholder-led production models, and
national and global food security, with commercial-scale
production models prioritised) and ways to manage
them; intra-community distributional food security
effects; and practices to effectively and equitably address
food security risks.

There appears to be considerable agreement on the
importance of each of the five pillars of inclusive business in
agriculture, identified above. Several of these pillars overlap
— voice and representation, for example, is important in
most aspects of business relations. Promoting inclusive
business relations requires addressing issues in all the five

pillars simultaneously, if efforts on one area are not to
undermine others. Yet trade-offs could also arise between
advancing on one pillar or another. For example, business-
led production models often emphasise employment
creation as the main route to inclusiveness, whereas other
dimensions may be best advanced through smallholder-
driven or -centred investments.

Far less agreement or clarity exists on how to translate
these pillars into practice. Stakeholder perspectives differ in
both degree of inclusiveness and the forms of inclusiveness
envisioned. For the former, stakeholder perspectives on
each of the pillars may be seen as existing along a spectrum
running from minimum criteria to a more ambitious and
far-reaching concept of inclusiveness. For example, views
on voice and representation range from consultation to
more stringent FPIC standards, and may be applied from
investment approval and planning (e.g. to accommodate
existing land rights, uses or food security concerns by
restructuring value chain relations) through to the operation
of the project. Views also varied on FPIC’s scope of
application — whether it should apply to indigenous people
only, or to all affected communities.

There was variation in the relative prominence given
to the different pillars and how they should be advanced.
For example, some private sector sources placed particular
emphasis on some pillars (e.g. labour relations) and
were relatively silent on others (such as FPIC and more
ambitious value chain relations), whereas regional farmer
federations (and some civil society) focused on smallholder
integration more than inclusive labour relations. These
differing priorities ultimately belie, at least in part, different
visions for agricultural development — between those who
see farmer-led organisations as the key agent in inclusive
business, and those who emphasise the role of commercial
agribusiness in increasing productivity, improving
market access, and creating job opportunities. Yet other
stakeholders appear to embrace all possibilities, depending
on the context.

This broad-brush overview of stakeholder perspectives
highlights the considerable scope that exists for bridging
divides, while recognising that some differences are likely
to prove difficult to bridge, at least in the short term, due
to the fundamentally different visions they reflect. Respect
for labour and tenure rights and inclusiveness in value
chain relations appear to present more promising scope for
dialogue and agreement on new practices. Yet the trade-offs
embodied in different visions also suggests the need for a
deeper dialogue focused on questions such as ‘what does
respect for land rights involve?”’ (e.g. purely procedural, or
arrangements that secure certain outcomes for local land
users), and “food security for whom?’

83 GDPRD 2016.
84 WBCSD 2016.
85 World Bank 2014b, FAO et al. 2010.
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3.Evidence review:
opportunities and
constraints to inclusiveness

Factors affecting the current structure of value chains

and the wider legal and market context will influence
opportunities and constraints for increasing inclusiveness
in agricultural investment. This section explores these
issues for selected types of value chains. The criteria
identified in Section 1 (features of the crop, technology,
investment characteristics, and market destination and
requirements) were used to develop a simple typology of
value chain types. Crops were first ranked according to key
variables relevant to these four criteria, and then clustered
based on similarity, resulting in seven possible types of
value chains (Table 1).

The review focuses on three value chains, selected both
to reflect a diverse set of conditions but also the sectors
that are most prominent in global debates about inclusive
business in agriculture:

e DPerishables linked to distant markets and requiring
strict quality control (Type 3): high-value horticultural
products for export markets, including fresh flowers,
fruits and vegetables;

¢ Labour-intensive, hard-to-mechanise crops with high
perishability and bulk (Type 5): oil palm;

¢ Labour-intensive crops with high perishability and bulk
which may be fully mechanised (Type 6): sugarcane.

For each value chain, the review focused on specific
regions, getting as much regional coverage as possible
given the available literature. The available evidence also
determined the level of treatment for each of the five pillars
of inclusive business.

Photo: Man tilling with tractor. © Maxpixel.
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In the last 20 years, horticultural exports have more than
tripled in Latin America and quadrupled in Africa and
Asia.? This trend has been driven by consumer demand
linked to European and US markets for year-round,
high-quality fresh produce, favouring locations that have
short transport distances, complementary seasons and low
production costs.?”

3.2.1 Value chain type: perishables, distant markets,
strict quality controls

Despite significant diversity across crops and regions, this
type of value chain is characterised by:

¢ High levels of perishability

e High labour intensity

¢ Medium-to-high levels of capital outlay and technical
sophistication

¢ A focus on international markets, which require strict quality
controls (e.g. for food safety and phytosanitary concerns)

e A smaller spatial footprint than other agricultural
commodities, but high water demand.

This has tended to result in value chains with the
following characteristics:

e Stringent controls over production, processing and
product traceability, governed mainly through sectoral
certifications, such as Global GAP and EurepGAP,®
or by the regulatory standards developed by specific
supermarket chains,® with investments needed by
producers to meet certification requirements and
maintain traceability.

¢ Tight vertical integration in the value chain, where
supermarkets exert significant control over the way
in which produce is grown, harvested, stored and

transported to ensure quality, traceability and just-in-
time delivery.”®

¢ A predominant production model of exporter-owned
farms in which production, processing and exports are
integrated into single companies, often supplemented
through contractual relations with medium-scale
contract growers and smallholder outgrowers.”!

e A relatively high number of skilled and unskilled
workers per hectare, e.g. ranging between four and
seven people per hectare in Kenya.”

¢ High water usage, which peaks during the dry season,
further exacerbating water scarcity.”

3.2.2 Features of inclusiveness

The dominant routes to inclusiveness in horticultural
value chains are employment creation, and opportunities
for smallholders to access foreign markets. These
opportunities are linked to the establishment of exporter-
owned farms, and significantly influenced by national
labour laws and services to smallholders.

3.2.2.1 Inclusive and fair value chain relations

Evidence suggests that smallholders have had significant
livelihood gains from engaging in this type of value chain,’
with income effects often reaching poorer households.”
However, there is a growing challenge to ensuring inclusive
value chain relations as smallholders struggle to meet
increasingly stringent market requirements and quality
control measures, which have progressively restricted the
range of actors that can participate.”

Where quality control is handled through certification,
it was reported to have an added exclusionary effect
on smallholders: one study found certification costs to
be eight to ten times greater for smallholders than for
plantations.’” This situation has been exacerbated by high
input costs, risks associated with water shortages and
drought,”® and higher financial risks and lower returns
on investment experienced by smallholders compared
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to large-scale contract growers and plantations.”” These
challenges have been reflected in significant reductions in
smallholder inclusion in Kenya as they struggle to meet the
requirements of new standards and water shortages.!®

3.2.2.2 Employment creation and respect for labour
rights
This value chain offers significant potential to fulfil
the responsible labour relations end of the spectrum
of inclusiveness, mainly through job creation, a
potential which can most effectively be fulfilled through
improvements in job quality.

Job quality can vary substantially according to one’s
position:

® Fresh-cut flowers and fresh vegetables have been found
to provide high levels of employment for women and
unskilled workers.!?! For wage labourers in permanent
positions, income has been shown to be sufficient for
increasing investment in education and housing in
certain study sites.!'*?

¢ Poor labour standards and occupational hazards often
undermine benefits. For example, a study from Kenya
found that low wages, poor working conditions, long
hours, health risks, job insecurity and lack of due notice
were undermining livelihood gains for the 65% of hired
floriculture workers who are unskilled.’® The study
also found that workers faced high levels of exposure
to pesticides and were vulnerable to uncompensated
contract termination in case of illness or injury.!%*

Evidence points to the potential to improve labour
conditions. Following public advocacy, for example,
workers in Colombia gained the right to earn a legally
mandated minimum wage and employee benefits.!% These
jobs are relatively stable and especially sought by women,
who are less attracted to the male-dominated rural labour
market and who prefer the more child-friendly work
schedule associated with the industry.'%

3.2.2.3 Voice and representation, land rights and
food security

There is limited evidence relating to issues of voice and
representation and tenure arrangements — although
impingement of customary water rights (both quality
and quantity) seems to be a major concern in drier areas.
Interventions in water resource management are needed
to rationalise use without placing excess burden on
smallholders and local food production.!®”

There is some evidence that, for smallholders involved in
this value chain, resources could be diverted away from crop
production, potentially undermining food availability,'%
although evidence also pointed to positive contributions
to food access through the development of rural labour
markets and, in places like Colombia which have protective
labour laws, female wage employment.'” Efforts to ensure
land and water availability for food production would
help mitigate negative effects on local communities, while
improvements in job quality would have positive impacts on
food security for employed households.

3.2.3 Summary and conclusions
The greatest opportunities for advancing inclusiveness in
this type of value chain appear to lie in:

e Supporting improvements in wages and working
conditions.

¢ Enhancing social inclusion by supporting smallholders,
including women, in overcoming barriers to market
entry and the context-specific investment constraints
that force them to exit the industry once there.

¢ Intervening in water resource management to rationalise
use without placing excessive burdens on smallholders,
e.g. by mandating water-saving technologies for
exporter-owned farms, subsidising more efficient
irrigation systems for smallholders, strengthening
management of effluent industry-wide, and engaging
in evidence-based spatial planning to ensure new
investments do not tax scarce water resources or
compete with food production.
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Oil palm has been a major driver of the renewed business
interest in agricultural investment, with production expanding
from the ‘mature’ industry of Southeast Asia to new sites

— for example in West and Central Africa, where the crop
originated, and Amazonia. Depending on the situation, oil
palm has lent itself to both small- and large-scale farming
operations, and the industry presents considerable experience
with a wide range of partnership models linking agribusiness
and smallholders. There is also substantial experience with
international certification bodies, particularly the Roundtable
on Sustainable Palm Oil (RSPO).

While oil palm has been traditionally grown and
processed for local consumption in West Africa,
investments to supply global markets have tended to
feature capital-intensive processing infrastructure in close
proximity to mill-owned nucleus plantations to ensure
processing before quality diminishes and reduce the cost
of transport.''? Such investments tend to dominate in
the early stages of industry expansion, and have raised
concerns over the crop’s environmental and social impacts
due to the conversion of tropical forest and peatland and
the impact on indigenous people. Large areas of land
ranging from 4,000 to 20,000 hectares of contiguous
plantations are often brought under a single crop, and land
ownership and/or control is highly centralised (e.g. with
the mill and plantation under single ownership and tight
control over production on smallholder farms).!!

Supply from plantations is at times supplemented
with variable levels and forms of contractual smallholder
engagement (see Box 1), often with a single buyer for their
product. This creates a high level of dependence of growers
on a single company, which tends to reduce smallholder
bargaining power over the terms of engagement. The
central features of the crop and its global value chains also
create barriers to entry for lower income farmers.

3.3.1 Value chain type: labour-intensive, hard to
mechanise, high perishability and bulk

This type of value chain is characterised by high levels

of crop perishability and bulk; and high labour intensity
associated with pest control, weeding and harvesting. Oil
palm in particular is further characterised by:

* Moderate levels of capital outlay and technical
sophistication due to crop responsiveness to fertilizer and
weeding, and delayed returns from planting to harvest.!!?

¢ The crop’s unique suitability to the humid tropical
forest zone.

Box 1. Models of smallholder engagement in Southeast
Asia

There are four main forms of smallholder integration
into oil palm value chains in Indonesia and Malaysia:

1) Nucleus Estate Smallholder (NES) schemes: where
a private company acquires customary land, develops
oil palm plantations on it (plasma), and returns a
portion of the developed land back to smallholders
while retaining the rest as a form of payment for the
investments made on their behalf. The most well-
known example is the NES scheme in Indonesia.

2) Conventional outgrower arrangements: where
farmers retain their land, and a private company
(typically the owner of a mill and surrounding
nucleus estate) provides technical support and
inputs on credit (often through concessional federal
loans) to smallholder farmers and guarantees the
purchase of their harvest. An example of this is the
SALCRA scheme in Malaysia.

3) Smallholders growing oil palm independently,

in the absence of a contract: this situation is most
common in later stages of the industry, among
households with capital to invest, and where the
spatial dimensions of land tenure and use provide
flexibility for new growers to enter the industry and
supply multiple mills.

4) Joint venture arrangements: where smallholders
acquire equity in the oil palm established on their
land based on the rules of the specific scheme.

This experience in Southeast Asia can be contrasted
with models developed elsewhere. In Colombia, for
example, smallholders grow independently for mills
that they own collectively.

3.3.2 Features of inclusiveness

Review findings indicate that it is difficult to make
generalisations about the opportunities and constraints for
inclusiveness as local experiences with oil palm have been
highly variable. Nonetheless, the dominant models of oil palm
production and processing indicate that there is potential for
achieving a moderate level of inclusiveness against the five
pillars identified, primarily due to the high returns from oil
palm relative to other cash or subsistence crops.!3

The literature also suggests that achieving even this
level of inclusive business relations is far from automatic,
due to the large variation in value chain relations and
degrees and forms of smallholder integration, variability

110 McCarthy 2010; World Bank 2010.
111 Sheil et al. 2009.
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Box 2. Case studies on policy and smallholder inclusion
Indonesian oil palm

During Indonesia’s New Order period (1966-1998),
the government used oil revenues to provide credit
to nucleus estates in exchange for extension services
and a guaranteed market for smallholders.* They
also mandated that at least 70% of land in Nucleus
Estate Smallholder (NES) schemes be allocated to
smallholders,’ resulting in demonstrable poverty
alleviation.© Support to smallholders collapsed when
the economy was liberalised in the Reformasi period
(post-1998).¢ New regulations gave plantation
owners greater control over their land and reduced
minimum smallholder participation to 20% of
land.¢ It also enabled plantations to rent land

from smallholders for considerably less than they
could have earned working the land.f Smallholder
entry and expansion was circumscribed by socio-
economic status, and the decreased minimum

area reduced the bargaining power of producer
organisations.

Peruvian oil palm

In Peru, the push to eradicate coca incentivised support
to smallholder oil palm growers and was a major
factor behind the large presence of small and medium-
scale farmers in the sector, representing 60% of
cultivated area.t The UN Office on Drugs and Crime’s
(UNODC) Alternative Development programmes
supported alternative livelihoods for coca growers,
and helped farmers form associations, get credit for

oil palm and install processing mills. There are now

up to six mills across the Peruvian Amazon with
farmer federations as the most important shareholders.
The model of collective factory ownership, in which
services are provided to shareholders, has driven
dramatic improvements in livelihoods — with growers
reportedly buying themselves cars and sending their
children to university.!

a Larson 1996.

b McCarthy 2010; Zen et al. 2008.

¢ Susila 2004; Zen et al. 2005.

d McCarthy and Cramb 2009.

e Potter 2015.

f McCarthy et al. 2012; Potter 2015.

g Oxfam America, pers. comm.; Dammert 2015.

i Oxfam America, pers. comm.

of employment conditions, the different positions that
households occupy with respect to the industry, the forms
that the industry might take at different stages, and
variability in government policy.

3.3.2.1 Inclusive and fair value chain relations

Inclusivenes is impacted both by the model and specific
terms of smallholder engagement. Industrial-scale
plantations, preferred by industry for their production
and processing efficiencies, are the least inclusive on
multiple grounds. While often linked to smallholder
production models, the land area and production volumes
under smallholder control vary considerably — with
greater degrees of smallholder involvement attributable
to proactive government policy rather than internal
investment dynamics (Box 2).

The type of model of smallholder engagement
(Box 1) also influences the balance of costs and benefits
for smallholders, with strong linkages to companies
through the provision of inputs, technical assistance and
marketing channels, weighed against the vulnerabilities
created by high-dependency on a single crop and buyer,
and uneven negotiating power under conditions of
monopsony.

Of the four main models found in Southeast Asia,
NES and joint venture are particularly advantageous
to companies wanting to expand the area under their
direct control to increase production and processing
efficiencies.!''* However, plasma arrangements appear to
carry high livelihood costs for smallholders due to land
loss, difficulty integrating oil palm with other livelihood
activities, and challenges negotiating advantageous forms
of integration.!** Joint venture models in Malaysia have
also fared poorly for smallholders due to low or irregular
dividends, limited financial transparency, limited respect
for land rights, and scheme governance.''* While yields
were reported to be lower under conventional outgrower
arrangements, profit margins for smallholders tend to
remain high due to the lower operating costs.!'” The
model was found to be superior to joint ventures on both
efficiency and equity grounds.!!®

There are trade-offs between the different schemes.
Independent cultivation generally presents more
opportunities for smallholders, yet its spontaneous
emergence appears limited to locations with alternative
market outlets and where land is available. Also, the high

113 Belcher et al. 2004; Feintrenie et al. 2010; Sandker et al. 2007; Sheil et al. 2009.

114 Interview with private sector company, 14 April 2017.

115 Marti 2008; Feintrenie et al. 2010; Rist et al. 2010; World Bank 2010.
116 Cooke et al. 2011.

117 Cooke et al. 2011.

118 Cramb and Ferraro 2010.
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barriers to entry make it unachievable for many in the
absence of industry of government assistance (see Box 2).

Favorable conditions for smallholder-driven growth
and collective mill ownership can be induced through
public support, as attested by the 7,000 families cultivating
31,000 hectares of oil palm in Peru,'* and by Indonesia’s
impressive gains in smallholder inclusion during the New
Order period.'?® While these achievements have eroded
under the hands-off policies of the Reformasi period,'?!
each of these cases shows how crucial government can be
in establishing the basis for differing levels of inclusiveness,
affecting particularly the types of models and terms of
engagement for smallholders and the relative levels of
influence and autonomy between plantation companies
and smallholders. '2?

While oil palm business models affect the level and
distribution of benefits and risks, the specific terms of
engagement with value chains within each model also
shape inclusiveness. Opportunities for inclusiveness are
impacted by the circumstances of households transitioning
to market-based livelihoods, including customary
livelihoods, ethnicity and relationships with village-level
social and political processes.'?®

At a more general level, households incorporated into
the expanding oil palm industry tend to lose autonomy and
self-sufficiency and become exposed to fluctuating market
prices and the purchasing practices of oil palm mills.!?*
The role of the government in preserving full or partial
smallholder land ownership and control, and options for
exiting at all stages of industry expansion are also crucial
for smallholder leverage and complementary livelihood
activities to offset the risks of engagement.

3.3.2.2 Respect for land rights and inclusive tenure
arrangements

Conflict between communities and oil palm companies
is still widespread, particularly on the issue of land and
compensation.'?’ In many cases, forest conversion has
violated indigenous land rights, disrupted livelihoods,
and put pressure on traditional shifting cultivation and
foraging systems.!?” The way in which land is made
available for projects is crucial:!?® negative impacts result
largely from poorly implemented transfers of land, in
which households and communities lose all of their
customary land and receive uncertain benefits. While
customary rights holders with land under communal
tenure arrangements have been compensated in Indonesia,
there is scant evidence that this has offset losses — even

126

where affected households received oil palm plots as
additional compensation.!?° 130

While land rights problems occur in different business
models, nucleus estates carry the greatest risks to local
livelihood due to loss of land rights and incompatibility
with customary land uses.'3! Under NES and joint venture
schemes, smallholders retain rights over at least a portion
of their landholdings, but lose direct control over the
terms of engagement and over land use decisions.'*? These
schemes may provide a land title in exchange for entry;
however, this does not equate to respecting land rights if
tenure security is used to strong-arm communities into
participating.!* While independent smallholder cultivation
may also lead to land concentration as wealthier
households capture opportunities in oil palm, smallholders
are also shown to benefit when they can overcome barriers
to market entry.!3

119 Dammert Bello 2017.
120 McCarthy 2010; Zen et al. 2008.
121 McCarthy and Cramb 2009.

122 Evidence from Sumatra, Indonesia, suggests that the stage of industry development can influence the structuring of value chains. In Sumatra, oil palm
expansion has been characterised by two key stages: 1) Externally driven phase of agribusiness expansion into formerly remote rural settings, primarily
via the establishment of commercial plantations and outgrower schemes, and with high levels of dependence of smallholders on a single company. 2)
Smallholder-driven expansion of cultivation by individuals with the capacity to embrace new market opportunities, resulting in participation through
a more open market. In more advanced stages of the industry, and in areas with multiple mills, heterogeneous land ownership and good transport
infrastructure, those with capital (e.g. retired public servants) have greater opportunity to grow oil palm independently for multiple mills. However,
smallholders have also lost land to these small and medium-scale growers in the absence of support to overcome barriers to entry.
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More inclusive tenure arrangements may be advanced by:

¢ Reducing the nucleus estate portion of oil palm
developments at all industry stages.

e Ensuring full or partial land retention outside
contractual arrangements with oil palm companies to
provide freedom of choice in land use.

¢ Preventing coercion in the engagement of smallholder
land by ensuring housholds do not have to participate
in the industry to secure their land rights, access basic
services or provide for their families.

e Supporting local leverage over the forms and terms of
engagement of customary land.

¢ Supporting poorer households in overcoming barriers to

entry and its effects on land loss.!*

3.3.2.3 Employment creation and respect for labour
rights

While o0il palm plantations create many jobs, the quality
of work can differ significantly, affecting the degree of
inclusiveness:

® Permanent positions in refineries tend to offer higher
wages, a more regular income and employer-provided
schools and healthcare, providing opportunities to
improve the livelihoods and social status of workers.!3
* Most employment opportunities on plantations lie
in manual work, where high levels of casual labour,
incomes below minimum and/or liveable wages,
and food insecurity (driven by low wages and land
shortages) undermine the ability of most households to
translate income into positive livelihood changes.'3”

The relatively high barriers to entry for smallholder
participation in the oil palm value chain and for local
access to high-quality jobs means that the ability to benefit
from the potentially high returns of oil palm are often
restricted to those with existing and relevant skills and to

wealthier farmers.!38

3.3.2.4 Contribution to food security

Where they have been measured, the impacts of large-scale
plantations on food security have been largely negative

in the establishment phase.'*® This is due to communities

losing land, which in many cases displaced agricultural
production or foraging without offsetting losses through
alternative livelihoods.

In addition, a cross-country review of the oil
palm industry found negative effects of smallholder
monocultures on food security, linked to the reluctance
of oil palm companies to accommodate mixed cropping,
including food crops, which smallholders were found to
prefer.'*® On the other hand, the long-term impacts of
oil palm on food security are poorly understood. One
study' found food security only improved relative to the
national average in a frontier zone (West Kalimantan),
with the more established oil palm zones of Sumatra
underperforming national averages.

3.3.3 Summary and conclusions
Opportunities for advancing inclusiveness for this type of
value chain include:

¢ Ensuring land is retained to support diversified
livelihoods and produce food for local consumption to
mitigate the effects of market entry and fluctuations.
Where customary land is integrated into oil palm value
chains, this should be done in ways that mitigate risks
and maximise benefits to customary rights holders.

® Regulating the terms of engagement for workers and
outgrowers to avoid coerced entry and exploitative land
and labour relations under conditions of monopsony.

e Supporting the early diversification of market outlets for
smallholders, including via cooperatively owned mills.

¢ Providing low-risk forms of support to enable
smallholders to enter the market as independent
growers (e.g. via public provision of low-risk services to
smallholders, or public-private arrangements favorable
to smallholders).

While family farmers have a long history of growing
sugarcane for home consumption and cottage industries,
the industrialisation of the crop to supply sugar and
ethanol to regional and global markets has led to capital-
intensive investments in processing. This created demand
for a reliable, round-the-clock supply of raw cane to mills

134 Feintrenie et al. 2010; McCarthy 2010.

135 Cooke et al. 2011; Feitrenie et al. 2010; World Bank 2010.

136 Feintrenie et al. 2011; McCarthy and Zen 2010; Obidzinski et al. 2012.
137 Marti 2008; Obidzinski et al. 2012; Pye et al. 2016; Sinaga 2013.

138 Obidzinski et al. 2012; World Bank 2010.

139 Locke and Henley 2016.
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141 Kessler et al. 2007.
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and led to careful planning of the production area required
to supply each mill.

This demand, together with the crop’s perishability and
bulk, has contributed to an intensive spatial footprint of
cane within 15-30 km of mills, while incentivizing close
coordination and/or vertical integration of the production
and processing stages of the value chain. Economies of
scale also result in large mills with a large nucleus estate,
a key feature of all sugarcane investments targeting
regional or global markets.

142

3.4.1 Value chain type: labour-intensive but mecha-
nisable, high perishability and bulk
This type of value chain is characterised by high crop
perishability, high bulk and labour intensity, rapid post-
harvest processing, and the close proximity of processing
facilities to plantations. Although it is associated with
high labour intensity, production can be mechanised,
undermining the potential for employment creation.

For sugarcane in particular, this type of value chain
features:

® Recoverable crystal content that is highly responsive to
climate and soil moisture, production techniques and
post-harvest processing.'*

® High transportation costs, which tend to intensify
the spatial footprint of cane surrounding processing
facilities as compared to Type 5 value chains.

e Particularly high labour intensity associated with
the harvest, but availability of technologies to fully
mechanise the process.

¢ Crop suitability to tropical and subtropical regions
in areas with plentiful water supplied by rainfall or
irrigation.

3.4.2 Features of inclusiveness

Similar to oil palm, the evidence reviewed suggests that

local experiences with sugarcane have been highly variable.

This variability results from the business model and
country in question, which shape the extent of smallholder
participation in value chains; the forms of smallholder
engagement; the performance of producer associations;
and an individual’s social position within the household
and community.

The role of wage labour is also key; the possibility of
fully mechanising the harvest creates trade-offs between
production efficiency and profitability, and employment
generation. In practice, mechanisation depends on a host
of factors, from the level of capitalisation of firms (shaping
the ability to mechanise); the cost of labour (shaping the
benefits of mechanisation); and the importance of wage
labour to local livelihoods (shaping the political costs of
mechanisation, and for more responsible firms, decisions
on whether to mechanise).!*

3.4.2.1 Effective arrangements for voice and
representation

Regarding voice and representation, coerced entry

of smallholder land and labour and limited voice in
contractual arrangements emerge as prominent challenges,
which seem to be strongly linked with negative livelihood
outcomes, such as reduced household incomes, or the
inability to repay loans linked to scheme inputs and
infrastructure.'* While there are some examples of
smallholder associations holding equity stakes in the
plantations they work with, a lack of a majority shares
and the quality concerns of mill owners constrain their
influence over the business and smallholder control over
agronomic tasks.!

3.4.2.2 Inclusive and fair value chain relations

Unlike Brazil, where production is more highly
industrialised, outgrowers linked to nucleus estates have
long been a feature of sugarcane value chains in eastern
and southern Africa.'¥” Some private sector players
attribute this difference to constraints on land access
and the ‘social responsibility’ of companies to offer
employment opportunities in sub-Saharan Africa.!*®
Models for smallholder integration in the region vary
according to climate, government intervention and
availability of public finance (Box 3).

Different forms of smallholder engagement carry trade-
offs between features of inclusiveness: rainfed schemes
offer greater scalability and reduced land conflict, while
irrigated block farms create efficiencies for growers and
buyers while providing greater potential for labour saving
and income benefits. Independent grower arrangements
reduce risks and offer greater benefits than cane supply
agreements, but are dependent on government involvement

142 LMC 2005; Stray et al. 2012.

143 Higgins et al. 1998; Holden and McGuire 2013; Kadwa 2013.
144 Interview with sugar company, 9 March 2017.

145 Wendimu et al. 2016; Herrmann and Grote 2015; Taruvinga 2011.
146 German and Parker 2018.

147 Dubb et al. 2016.

148 Interview with a sugar company, 9 March 2017.
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to overcome the extreme monopsony that tends to
characterize the sector.'*

Not all forms of engagement are viable in every
situation (e.g. due to variable climate), calling for
context-specific arrangements. Returns for smallholders
do not depend solely on the business model, but on the
particular terms of enagement. Terms can vary widely due
to pricing arrangements between smallholders and the
company, the degree of risk transferred to smallholders,
the voluntary nature of scheme entry, and the quality of
management within smallholder associations.™° Positive
accounts of outgrowers earning respectable incomes
have been documented, yet the high variability in scheme
performance suggests the need for independent oversight
to either curtail monopsony or regulate the terms of
engagement. 5!

The recent termination of the EU Sugar Protocol caused
sharp price reductions, which has led to efforts to minimise
costs and expand production,'? and has created challenges
for smallholder debt repayment in countries highly
dependent on the EU market.'>* These reforms are said to
make smallholders particularly vulnerable.!s*

3.4.2.3 Respect for land rights and inclusive tenure
arrangements

Reliance on irrigation for industrial sugarcane production
has enhanced the attractiveness of well-developed sites
near perennial waterways, and led to a preference for

the acquisition of established plantations (often existing
sugarcane plantations with factories) rather than greenfield
sites on customary land.'>> While this has reduced the social
disruption associated with land acquisition, land conflicts
have nevertheless been documented for greenfield sites,

on estates with a long history of informal occupation by
smallholders,'*¢ and in irrigated smallholder block farms.'>”
The sizeable demand for water has also been linked to
livelihood consequences for small-scale fisherfolk reliant on
wetlands for their livelihoods.'*

Recent cane area expansions, where land under
customary tenure was acquired and re-purposed for cane
production by small-scale outgrowers within block farms,
have led to conflict at a more localised scale, often between
members of the same household and community.!*® Land
consolidation happens through exchanges between those

Box 3. Models of smallholder integration in
sugarcane production in eastern and southern
Africa

Three primary forms of smallholder engagement
are identified in eastern and southern Africa:®

1. Irrigated block farm arrangements under
contract: observed in Swaziland, Zambia and
parts of Malawi, where it is too dry to grow
cane without irrigation.® In some of the newer
irrigated smallholder schemes, outgrowers are
more like shareholders, with limited control or
direct involvement in agronomic tasks. Instead,
they are integrated through land contributions
through which they receive a share of overall
profit from the block.© The high cost of irrigation
infrastructure significantly curtails the scalability
of this model, and outgrower integration has
relied heavily on bank loans and public finance.?

2. Rainfed farming under cane supply agreements
with farmers’ associations: observed in Malawi,
Mozambique, Tanzania and South Africa, and
possible in areas with sufficient rainfall. These
schemes have the benefits of scalability given the
lower cost of bringing smallholders on scheme,
and fewer disruptions in tenure relations.

3. Smallholders growing independently for multiple
mills: observed in certain regions of South Africa,
where 14 mills are located in the two primary
cane growing provinces. Here, reliance on a
single mill has declined and smallholders prefer
to grow cane independently in order to negotiate
a better price. This arrangement was reportedly
enabled through public transport subsidies to
enable smallholders to reach more distant mills.

a Interviews with a sugar company, 9 and 22 March 2017.
b Dubb et al. 2016; Matenga 2016; Smalley et al. 2014.
¢ German and Parker 2018; Matenga 2016.

d Dubb et al. 2016; Hermann and Grote 2015; Richardson
2012; Smalley et al. 2014.

e Interview with a sugar company, 9 March 2017.
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holding land on- and off-scheme, to allow families with
landholdings outside designated blocks to enter the scheme,
and to offset losses in staple crops on landholdings that
fall within the scheme. Block farming arrangements disrupt
existing land rights and livelihood systems and at times
lead to intra-household land conflict or displacement of
secondary rights holders.!*°

The growing vulnerability of farm workers and
smallholders under reduced market prices and industry cost-
cutting highlights the importance of smallholder control over
(the terms of engagement of) their land and labour, to provide
the flexibility to shift to alternative livelihoods, if needed.

3.4.2.4 Employment creation and respect for labour
rights
The potential for job creation — and the quality of jobs —
varies significantly across sugar industries depending on the
level of mechanisation and whether jobs lie in processing or
agricultural production. Mills tend to offer full-time, quality
jobs with benefits, available to those with higher skill levels.
By contrast, work on plantations can be relatively labour-
intensive but tends to be migrant, seasonal, poorly paid, and
with detrimental health, safety and employment conditions.!®!
For seasonal and plantation workers, evidence points
to a need to move towards contractualised employment
with benefits, and away from performance-based payment
systems, labour contractors and a largely migrant
workforce.!®? In some situations, integrating part-time casual
work within a diversified income strategy can improve
rural livelihoods — where firms requiring seasonal labour
engage local residents on flexible terms, thereby enabling
them to tend to, and invest wages in, their farms and small
businesses.'®* Such diversification is also helping some
families in Malawi to weather crop failure due to drought.'s*
Hiring a local (rather than migrant) workforce might also
leverage greater benefits from employment by minimising
health risks and strengthening collective bargaining.'®’
Manual sugarcane harvesting is highly labour-intensive,
making it a major contributor to formal employment in

agriculture.'®® However, employment rates vary significantly
based on the level of mechanisation, from 70 job equivalents
per 100 hectare to less than 10.'*” Plans in Brazil to phase
out the pre-harvest burning of sugarcane, which is done

to facilitate manual harvest, are expected to eliminate the
vast majority of the estimated 470,000 to 480,000 cane-
cutter jobs in the country by 2020.'%® While mechanised
harvesting is limited in Africa, some companies are looking
at it on a trial basis, raising the risk of worker retrenchment
in the future. The recent liberalisation of the EU market

has incentivised mechanisation and led to job losses and
growing casualisation of the workforce.'®®

3.4.3 Summary and conclusions
Opportunities for advancing inclusiveness include:

¢ Supporting the diversification of market outlets for
smallholders.

¢ Ensuring entry into contractual schemes is voluntary, and
provides significant discretionary space for shaping the
terms of engagement and reducing risk.

¢ Improving labour conditions for seasonal workers,
including on commercial scale outgrower farms, by
emphasising local over migrant labour, eliminating
performance-based payment systems and use of labour
contractors, and exploring ways to accommodate
complementary livelihood activities within the labour
needs of agribusiness firms.

The review points to varying availability of evidence on
how different value chains perform against the five pillars
of inclusive business. While some dimensions are relatively
well documented (e.g. fair value chain relations), there is
limited evidence on how diverse business configurations
affect different facets of food security, and of voice and
representation. However, the analysis does point to strong
links between the different pillars, with food security linking
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closely to the other four pillars — particularly the way in
which land is made available, the terms of engagement for
smallholders, and the quality of jobs created.

The findings indicate that the traits of each crop and
value chain affect the scope for advancing inclusiveness and
the trade-offs that can arise between advancing the different
features. As a result, choices about business configurations
are partly dictated by features of the crop and the
structure of the value chain. At the same time, ambition on
inclusiveness should not be constrained by such attributes.
Indeed, there is significant variation in experiences and clear
potential to increase inclusiveness through concerted actions
to change business practices.

Experience in Colombia, for example, demonstrates that
the quality of jobs can be improved in labour-intensive value
chains through public pressure and advocacy. Experiences
in Indonesia, South Africa and Peru also demonstrate
that conditions of monopsony, widely understood to
reduce smallholder bargaining power and benefits, can
be addressed by support to market diversification, public
subsidy of smallholder transportation costs, or mill
ownership by smallholder associations. However, growing
international competitiveness in each of the profiled value
chains has meant growing challenges for worker retention
and smallholder entry, retention and benefits — suggesting
that businesses need to show greater creativity, or accept
reductions in efficiency/profit for the sake of employee and
smallholder inclusion.!”

The evidence reviewed also shows that different models
of smallholder integration can be pursued, including for the

same crop at the same location. Contextual factors do affect
the choice of business model, as illustrated by the different
options for promoting smallholder inclusion in rainfed and
irrigated sugarcane farming, and by the greater scope for
independent small-scale cultivation in contexts characterised
by multiple or smallholder-owned mills. But ultimately
company choices (e.g. on integrating farmer associations
into shareholding structures, degree of risk transfer to
small-scale growers), smallholder organising and action, and
public policy all play an important role in influencing shifts
along the spectrum of inclusiveness.

Diverse dimensions of public policy have a bearing on
business inclusiveness. The oil palm sector in Columbia
and Indonesia highlights the significant influence that
determined and sustained sectoral policy action can have
on promoting specific production models and forms of
smallholder inclusion. The role of governments in designing
and enforcing labour laws applicable to the agribusinesses
sector is another case in point. The underlying land tenure
arrangements are also key to promoting inclusiveness: while
the evidence shows how different value chains have disrupted
existing land rights, it also suggests that secure land rights for
smallholders can incentivise businesses to work with them —
particularly where land availability is constrained and scope
for establishing large-scale operations is limited. Another
option pursued by companies experiencing constraints to
land access is to shift from ‘aggressive expansionism’ to the
intensification of existing landholdings'”!
from a land rights perspective.

— a positive trend

170 Interviews with a private sector company, April 13 and 18,2017.

171 Interview with a private sector oil palm company, April 18,2017.
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4. Key lessons and ways
forward for the land
overnance agenda

4.1 Assess progress against cross-cutting
features of inclusiveness

Evidence from selected value chains indicates that, while
inclusiveness is often conceived of in terms of smallholder
involvement in commercial agriculture, simple participation
does not guarantee livelihood benefits. Whether inclusion
results in livelihood gains for participating smallholders and
employees, and indirectly for non-participating smallholders
and their wider communities, ultimately depends on the
process and terms of inclusion.

Therefore, the notion of inclusive business requires clear
criteria for assessing the key relations that a firm establishes
with workers, suppliers, land users and other directly or
indirectly impacted people. Observing the unique risks that
large-scale land acquisitions for commercial plantations
can create for local rights and livelihoods, the literature
often equates inclusiveness with the choice of business
model. Indeed, the evidence does point to the diverse set of
advantages and disadvantages that each business model can
have for different supply chain actors, and to the different
outcomes that business model choices can create for
smallholder livelihoods.

But while business models do have a bearing on
inclusiveness, on their own they are insufficient for
evaluating inclusiveness. There is considerable diversity of
arrangements and outcomes within each business model,
and those viewed as more inclusive may also lead to forms
of integration that are disadvantageous to rural people.
Value chain factors also constrain choices on viable business
models. So in addition to evaluating the business model,
clear criteria are needed to effectively assess inclusiveness
across and within models.

In other words, there is value in identifying foundational
pillars of inclusive business that, in cutting across different
models, establish generally applicable parameters of quality.
In this approach, the extent to which a business structured
around a particular model can be said to be inclusive
depends on its position along the spectrum defined by cross-
cutting features of inclusiveness.
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4.2 Target areas of agreement to bridge
differences and build alliances

The stakeholder perspectives gathered broadly coalesced
on various key characteristics of inclusive business in
agriculture, which we distilled into our five headline
pillars: effective arrangements for voice and representation;
inclusive and fair value chain relations; respect for land
rights and inclusive tenure arrangements; employment
creation and respect for labour rights; and contribution to
food security.

However, there was considerable disagreement on
what each pillar entails in practice, and on the relative
importance of different pillars. There were areas of
convergence and divergence between stakeholders
belonging to different groups (e.g. private sector, farmer
organisations, NGOs), and different approaches advanced
by stakeholders within the same group.

Some divides reflect deep-rooted differences in the
underlying visions for agricultural development, such as
whether smallholders or agribusinesses should be at the
forefront of efforts to advance rural development and
food security. This suggests that, while some areas present
scope for bridging differences and — to some extent at
least — developing shared ways forward, in other areas the
assumptions and analyses diverge in more fundamental ways.

4.3 Consider how value chain factors affect
options to advance inclusiveness

Any efforts to promote inclusiveness in business relations
would need to consider how the structure of real-life value
chains shapes opportunities and constraints. For example:

1. The scope for progress on the five pillars varies
for different value chains and business models. For
example, labour-intensive crops present greater potential
for progress on pillars related to meaningful levels of
smallholder involvement in value chain relations —
provided the terms of engagement are equitable.



2. Business arrangements can produce highly differentiated
outcomes for different social groups, possibly
exacerbating social and economic inequality. Questions
of inclusiveness need to be examined in disaggregated
terms, considering both active value chain participants
(e.g. as workers or suppliers), and those that are directly
and indirectly impacted. A set-up that may work for
commercially oriented smallholders is not necessarily
inclusive of poorer, more risk-averse farmers, pastoralists
or landless people. And while recognising that situations
differ, women and poorer households are often less able
to take advantage of opportunities and more likely to be

adversely affected by changes in land use and livelihoods.

Yet with the right forms of support, they have been
proven to engage on par with less marginalised players.
However, the value chains analysed suggest these gains
may come with trade-offs in production and processing
efficiencies for industry players.

3. Trade-offs can arise between advancing different pillars
of inclusiveness. For example, the cut flower and fresh
vegetable industry exhibits potential for the pillars on
fair value chains and labour relations, but competition
for water can have adverse effects on food security.

An exclusive focus on inclusive labour relations may
also impact smallholder inclusion, side-lining the

pillar on fair value chain relations. Trade-offs also
exist for progress within each parameter, for example
emphasising local versus national, or even global, food
security. There are real questions as to whether forms
of production that advance global aims at the expense
of local livelihoods and food security can be deemed to
reflect ‘inclusive business’ practice.

Beyond this complexity, some recurring factors affect
inclusiveness across different settings and value chains.
Unequal or overly one-sided terms of engagement

for smallholders often include coerced participation;
monopsony leading to excessive dependence on one
buyer; and the transfer of significant risk to smallholders.
Many smallholders also face barriers to market entry
and participation, including limited access to key
production factors (land, labour, capital), and the
effects that economies of scale both downstream and
upstream in agricultural value chains can have on their
competitiveness.!”

The evidence indicates that, while commodity and
value chain factors do influence business configurations,
effective action by governments and civil society can make
considerable difference within each commodity sector
and geographic context, raising questions about how to
push entire industries in a more inclusive direction. These
questions interrogate what businesses can do to address
constraints to inclusiveness, but also — importantly — what
measures policymakers, development agencies, civil society
and farmer organisations can take to drive change in a more
systemic way.

One key area involves creating organisational spaces
for smallholders and workers to shape the terms of
their engagement with agricultural value chains, both at
the outset and throughout the lifecycle of any business
relationship. Research also points to the role that public
policy can play in ‘tilting the balance’ in favour of
smallholders — for instance, setting rules of engagement
for private investors to balance the playing field, or direct
provision of public infrastructure, services and finance to
help smallholders overcome barriers to entry and increase
their returns on investment.!”3

Land governance is a foundational element of inclusive
business. Its relevance is particularly evident in the pillar
on tenure arrangements. But control over land can have

a significant bearing on all the elements that stakeholders
identify as the hallmarks of inclusive business — for
example, by influencing space for voice and representation
in decision making, or as a precondition for fair supply
relations and improved food security.

Stakeholder perspectives differ on the land dimensions
of inclusive business — for example, whether or not the
notion of inclusiveness inherently requires land to stay in
the hands of smallholders, at least in part. It is clear that,
for rural people, land is a particularly valuable asset — and
potentially a main source of negotiating power vis-a-vis
incoming businesses — in addition to its other cultural and

172 For example, where large processing facilities can absorb farm produce from vast cultivated areas, and sourcing from large numbers of smallholders

involves significant supply risks and transaction costs.
173 Vorley et al., 2012.

174 Interview with a private sector company, April 17,2017.
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livelihood functions. This is a conclusion that the more
socially responsible companies are now reaching — even in
oil palm, one of the most land-intensive value chains.!”

Supporting value chain relations in which local
communities retain control over land is therefore an
important part of strategies to promote inclusiveness that
rely less on the goodwill of individual companies, and
more on the creation of institutional structures that make
inclusiveness the preferable business choice.

Land governance programming can support proactive
interventions that strengthen the ‘preparedness’ of rural
actors and institutions, including:

e Strengthening the policy, legal and organisational
arrangements to secure local ownership, access and
control over land in the face of outside investment, and
to reduce the scale of land transfers through value chain
relations that support smallholder production under
voluntary arrangements.'”

¢ Promoting public participation and accountability in
land governance, recognising that control over land
depends not only on the distribution of substantive
rights but also on the ability to influence decisions.
Examples include a range of legal or political
empowerment initiatives to promote citizen engagement
on resource governance and improve the public
accountability of local institutions.!”®
Reactive interventions, depending on the context, can

also address issues raised by the entry of external business

actors, including;:

e Putting in place safeguards for ensuring that no coercion
occurs in any land or business transactions.

* Making arrangements for transparency, in-depth and
socially-disaggregated consultation and negotiation and
accountability.

e Efforts to counter monopsony or its negative effects on
smallholders.

¢ Securing ongoing access and uses of land valued by
local men and women, such as ensuring a share of each
household’s land is reserved for customary uses.

¢ Mechanisms to protect household food security.

Various actors can take proactive and reactive steps on
land governance: governments can set and implement
public policies and provide public services — including
those necessary to underpin security of livelihoods and
tenure in rural areas; farmer organisations can make

a difference in helping their members advance their
rights and voice in both policy and commercial arenas;
companies can do much to get their businesses right, even
in the face of unconducive public policy or value chain
factors; and NGOs, donors and multilateral agencies can
sustain these efforts through technical and/or financial
support and advocacy.

The varying roles and responsibilities of these different
actors raise several challenges. One is that they presuppose
that all relevant actors have the necessary skills and
capabilities, whether independently or through access
to external support, to address the issues and engage
with one another in meaningful ways. Depending on the
circumstances, this may require provision of appropriately
targeted mediation focused on balancing the playing field
and technical support e.g. for rural producers, businesses
and trusted intermediary organisations.

In addition, stakeholders have different and potentially
conflicting interests, and apparent agreement on high-level
features belies significant disagreement on what those
features mean in practice. For example, food security is
variously viewed as protecting local food systems or as
increasing global food production. These two different
perspectives of the same pillar could result in radically
different outcomes. Insofar as multi-actor collaboration
can help address land governance challenges and promote
inclusiveness in business relations, divides in stakeholder
perspectives can constrain advances. There is therefore a
need to move beyond agreement on high-level parameters
to deeper conversations about what these mean in practice,
based on a solid understanding of the complexities
and the difficult trade-offs that may arise in advancing
inclusiveness in specific value chains or in specific ways.

175 The difficulty of getting land transfers involving compensation to work for all parties under collective landholding arrangements suggests land transfers

to investors should be the option of last resort in such areas.

176 Cotula and Berger 2017; Franco and Monsalve Sudrez 2017; Knight et al., 2016.
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