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Should You Participate in Value-Added Agriculture?

alue-added agriculture has been touted as
Vthe solution to the problems facing farm-

ers and rural residents. People promoting
value-added agriculture claim that it will increase
income and reduce financial stress in the farm sector
and lead to the revitalization of rural communi-
ties. However, for a farm family suffering from low
income and rural communities suffering from the
loss of economic vitality, value-added agriculture
may not be a panacea. So, should you participate
in value-added agriculture or stick with traditional
farming? The following discussion will shed light on
the topic.

Long-range solution

Value-added agriculture’s potential lies in creating
long-term solutions rather than short-term fixes.

It contains the elements for solving many of the
problems facing farmers and rural America over
the coming decades. It allows for an increase in
the amount of income flowing into the pockets of
farmers and rural residents. By doing so, produc-
tion agriculture will rely on market forces and move
away from the annual infusions of money from the
federal government.

It allows you to move away from the “Pac Man”
growth strategy so common in farming in recent
decades. This is a growth strategy where farmers
gobble-up neighboring farms. This results in fewer
farmers and smaller rural communities.

Value-added agriculture provides an alternative
growth strategy that allows you the opportunity to
expand by moving upward in the food chain rather
than expanding horizontally. This opportunity is
available because the food supply chain is becoming
more integrated. By moving aggressively, farmers
have the opportunity to play a role in the develop-
ment of this new integrated system. This opportunity
will provide farmers a greater role in the ownership
and control of the new system.

However, because of its long-range focus, it takes
time to implement. If you are considering any of

the value-added opportunities that are available,

you must remember that it may take a considerable
amount of time before the benefits from these value-
added activities are received. So, if you are expect-
ing value-added agriculture to be a silver bullet that
will provide a quick fix for the problems you are
facing, you will probably be disappointed.

Capital required

A major ingredient for many value-added businesses
is money. This is especially true for value-added
business ventures where farmers commit commodi-
ties (corn, soybeans, hogs) for processing. These
processing facilities are usually capital intensive. Al-
though the potential payoff from these ventures can
be significant, there are many value-added business
ventures where the payoff has been low, and some
that have failed. So, if capital is limited, you must
determine whether your limited capital will yield a
greater return by investing in your farm business,
investing in a value-added business venture or some
of both. This will require a careful risk/reward analy-
sis on your part.

New skills required

New skill sets are required if you are going to partic-
ipate in new value-added business ventures. Whether
it is producing organic foods, growing specialty
grains, or processing agricultural commodities, you
will need to develop a whole new set of skills that
are not commonly used in commaodity agriculture.

New production skills are needed in the production
of value-added crops and livestock. For example,
preserving the identity of crops and livestock, cer-
tifying the quality of crops and livestock (ie. 1ISO
9000) and keeping detailed records on the produc-
tion, handling, storage and marketing of crops and
livestock are practices and procedures in which com-
modity producers usually don’t participate.
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In addition to new production skills, new business
skills are also needed. Creating and operating a
value-added business venture is different than most
farm businesses. For example, marketing a food
product is much different than marketing a commod-
ity. Product marketing involves identifying custom-
ers, designing and implementing a promotional plan,
pricing your product, identifying and analyzing
competitors and a host of other activities. You also
will be involved in conducting feasibility studies and
designing and implementing business plans.

Other skills involve human relationships. As you
move from commaodity production to value-added
activities, relationships with others become more
important. Value-added activities often involve
groups who work together to accomplish business
objectives. Teamwork, communications and conflict
management skills become more important. Working
with customers, employees, producers, distributors,
processors and others are important to your success.

From working with value-added groups, | have as-
sembled the following list of skills that are important
for successful value-added business development:

« Leadership

« Entrepreneurial

« Decision making

* Business management

» Teamwork

» Strategic management
 Negotiation

e Financial and risk management
« Time management

« Marketing/selling

» Communication

« Organization and planning
« Conflict management

e Public relations

* Inter-personal

* Personnel management

* Stress management

Developing and honing these new skills can only
be accomplished gradually over a period of time.
But the payoff can be great. Individuals who de-
velop these skills will have an advantage in creat-
ing and maintaining successful value-added busi-
ness ventures.

The illusion of prosperity

Don’t get caught in the illusion that things are get-
ting better when they are not. Higher prices and/or
yields generated over a broad geographic area are
often capitalized into higher cash rental rates and
land values. Although this rewards the farm owner,
the farm operator is often no better off. For ex-
ample, value-added corn processing that raises the
price of corn in northwest lowa may provide little
long-term benefit for farm operators.

You should focus on value-added business ven-
tures where you not only capture more income but
also retain these income levels over the long-term.
These business opportunities are difficult to iden-
tify and capture. They may require capital, new
skills and commitment. But the long-term rewards
may be great.

... and justice for all

The U.S. Department of Agriculture (USDA) prohibits discrimination in
all its programs and activities on the basis of race, color, national origin,
gender, religion, age, disability, political beliefs, sexual orientation, and
marital or family status. (Not all prohibited bases apply to all programs.)
Many materials can be made available in alternative formats for ADA
clients. To file a complaint of discrimination, write USDA, Office of

Civil Rights, Room 326-W, Whitten Building, 14th and Independence
Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of May 8 and
June 30, 1914, in cooperation with the U.S. Department of Agriculture.
Jack M. Payne, director, Cooperative Extension Service, lowa State
University of Science and Technology, Ames, lowa.




