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INTRODUCTION

A: Background

The African Union Assembly decided in 2012 during its 18" Ordinary Session to boost intra-African trade
and to fast track the Continental Free Trade Area (CFTA). This CFTA is expected to boost intra-African
trade expansion, stimulate sustained economic growth and foster inclusive development. The CFTA is
more than a free trade agreement. It is perceived as a platform that would facilitate a process of inclusive
structural transformation of African countries, contributing to meeting Africa's 2063 Vision. In this process,
the CFTA would also help Africa to make progress in implementing the 2030 Agenda and Sustainable
Development Goals.

The present study aims to enhance knowledge among policy-makers, experts and private sector on
requisite policies and measures for fostering the development and strengthening of regional supply and
value chains in agricultural commodities and processed food products. This would contribute to the
development of intra-African trade in agricultural and food products including through the setting up and
strengthening of regional agro-food supply chains.

B: Focus on regional value chains in agricultural commodities and processed food products

The focus on regional value chains in agricultural commodities and processed food products comes at a
crossroads between different focus of the development community positively impacting the role of
agriculture in the African economy. Agriculture has been highlighted as an effective means to fight
poverty'. This is particularly noticeable in 2014, which was observed as the International Year of Family
Farming by the UN2 It is also celebrated as the Year of Agriculture and Food Security by the African
Union. For the regional organization, it is the opportunity to emphasize the central role of agriculture in
Africa’s economic growth?.

Such renewed focus comes with an increased awareness of the benefits and drawbacks of the sector for
the development of Africa. If agriculture is a unique vector for development, as an economic activity, as a
livelihood and as a provider of environmental services*, the heavy dependence of many African countries
to a restricted number of agricultural commodities and products® has to be taken into account. For many
decades, African countries had been planning to diversify from commaodities; now they have come again at
the centre of economic preoccupations, because of their socio-economic importance, illustrated inter alia
by the relevance of the sector for food security.

Nonetheless, according to regional institutions, Africa’s agriculture is characterized by low input, low
output and low value added, and ample opportunities exist for increased value addition in agriculture and
regional trade in Africa®. This is one of the reasons why agriculture and agri-food products are considered
under the prism of linkages development and upgrading, and against the paradigm of value chain
development. It is expected that, by moving up the value chain and developing backward and forward
linkages to the commodity sector, African countries can maximize direct and indirect effects, such as job
creation, environmental sustainability and social progress’.

The value chain concept has gained significant interest in the recent years, and is now broadly used as a
synonym of sector analysis and development®. The notion of “Global Value Chains” — GVC - has recently
served as a focus of some flagship events and publications in the trade and development community,
being the core issue of the Organization for Economic Cooperation and Development (OECD) and World
Trade Organization (WTO) Aid for Trade Review in 2013° and the central topic of the World Investment
Report of UNCTAD that same year'®. However, for an improved and accelerated continental development,
it is now largely accepted that developing regional value chains for strategic agricultural commodities is
essential'". Developing regional value chains could exploit scale economies, lower production and
marketing costs, and help removing non-tariff barriers’? . As most countries export primary commodities,
some of them selling packaged and processed goods and other involved in marketing and branding'®,
there seems to be room to develop synergies and ultimately stimulate intra-African trade.

The subject of agricultural regional value chains in Africa is thus at the turning point of the renewed focus
on agriculture, the concept of value chains and the relevance of the regional approach. Furthermore, it is
backed up by the existence of continental frameworks supporting agri-food development.



C: Continental mechanisms linked to agriculture development

Many regional frameworks exist on regional coordination in agriculture and development in Africa. In 2003,
member States of the African Union committed to the Maputo Declaration. They pledged to engage 10%
of their national budgets to agriculture and reach a 6% annual agricultural growth by 2008™. In the
aftermath of the meeting, the Comprehensive Africa Agricultural Development Program (CAADP) was
created. It is a programme of the New Partnership for Africa’s Development (NEPAD) and it provides a
vehicle for implementing the Maputo commitments through country-owned agricultural development
programs involving multiple stakeholders (i.e. technical experts, farmer organizations, agribusiness
companies, and governments)'®. In December 2013, forty countries were involved in the programme’®.

In 2006, the African Union Abuja Food Security Summit validated the selection of twelve commodities,
identified as vital for enhancing food production at continental and sub-regional levels'. In 2007, the
Conference of African Ministers of Industry endorsed the Action Plan for Accelerated Industrial
Development of Africa (AIDA). The Plan and its strategy for implementation adopted in 2008 has an impact
on agriculture, as it recognizes the scope for increased participation by Africa in commodity-based GVCs
and proposes tracks for improvement'®. In 2012, the African Union Summit decided to fast track the
establishment of the CFTA by the indicative date of 2017, which would include liberalizing trade in
agriculture and commodities. These visionary and policy documents set the scene for the underlying focus
of the influence of the CFTA on the development of agriculture in Africa.

D: Experience in regional free trade areas impacting agriculture

Intra-regional trade flows among African countries remain low: between 6 and 12% according to sources.
When narrowing the focus on the sub-Saharan Africa agricultural market, figures amount from 1 to 6%°.
For the African Union, one of the main reasons lies in the slow progress by the Regional Economic
Communities (RECs) in becoming customs unions®. In this regard, the experience gained by the Common
Market for Eastern and Southern Africa (COMESA), the East African Community (EAC) and the Southern
African Development Community (SADC) is particularly interesting. They set up a Tripartite Free Trade
Agreement (FTA) which could pave the way for an Africa-wide elimination of trade barriers. Since
agriculture represents a large share of the three REC’s GDP, the experience can be of particular relevance
to assess the impact of a regional free trade area on agricultural commodities and processed goods, with
the objective of scaling it up to the continental level.

E: Objectives and methodology of the report

The report aims at presenting key modalities for fostering or adding value in regional supply chains in
agricultural commodities and processed food products, in relation to helping to establish the CFTA and
boosting intra-African trade. The target audience is African policy-makers, experts of the African Union
Commission, the regional economic communities and AU member States. It is intended to propose
guidelines on establishing regional value chains in agricultural commodities and processed food products.
The focus of this report is as follows:

- To provide a literature review on the many methodologies on value chain analysis and
development, particularly in the sector of agri-food products and in the African region, recapping
the definitions of the concepts used in the value chain paradigm (Chapter 1)

- To give an overview of the regional agriculture value chains of specific commodities existing at the
regional level, including mapping, presentation of actors and focus on special issues such as
trade barriers (Chapter 2)

- To suggest methods for prioritization of regional agricultural value chains to be further developed,
and to test this approach with the analysis of two priority commodities, the potential development
of regional value chains in these sectors, with a view on value addition (Chapter 3)

- To draw conclusions and policy recommendations for fostering and establishing regional value
chains in agricultural commodities and processed food products in Africa (Conclusion chapter).

The report is based on analysis of existing documentation (including books, reports, best practices, etc.)
and consultation of trade databases. The study was made out of secondary data review. No “fresh” data —
e.g. through interviews of stakeholders — was collected for this assignment. Furthermore, the fixed length
of the report (forty pages plus annexes) contained the scope. The study cannot be considered as an
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exhaustive value chain analysis of determined agricultural sectors in Africa. It is aimed at examining the
concept of regional value chains, applied to agricultural commodities in Africa, for policy-makers willing to
quickly grasp the issues at stake and to understand the main features of value chain prioritization.



CHAPTER 1

LITERATURE REVIEW OF REGIONAL VALUE CHAINS IN AGRICULTURAL COMMODITIES AND
PROCESSED FOOD PRODUCTS IN AFRICA

Prior to entering into a recapitulation of publications, reports and other documents concerning value
chains in agriculture, it is helpful to provide a brief review of the concepts considered in this study and
their relative importance in recent economic analysis.

A: SOME KEY NOTIONS
1. Defining the value chain concept

The recent growing interest for “chains” and the multiplication of publications on the matter highlights the
need for this study to set up a clear definition of the kind of chains that it will be scrutinize. Indeed, the
literature often talks about productive chains, value chains, marketing chains, supply chains, distribution
chains?!, without giving the boundaries existing between these different approaches. It appears that in the
end, all these concepts tend to describe the same reality.

A value chain can be defined as the full range of activities which are required to bring a product or a service
from conception to delivery to final consumer and final disposal after use through different phases of
production?. It therefore includes primary production, transformation, marketing and final consumption.

A value chain does not necessarily mean that activities are constrained within one country. The trends in
global economy from the 1960’s, with globalization leading to an increasing fragmentation of production
processes, has led to an international dispersion of production activities that have seen the emergence of
borderless production systems®:. When at least two countries are involved into production networks, this
characterises a global value chain® (GVC).When placing the scope on agriculture, an agricultural value
chain can be defined as the set of actors and activities that bring a basic agricultural product from the field
to final consumption, and add value at each stage of the production process®. Here lies a fundamental
difference between the value chain concept and other well-known notion: a value chain focuses on how
value is created and added along the way, while a supply chain, for instance, highlights logistics and
procedures in order to maximize efficiency?. The ultimate goal of a value chain would be to analyse and
understand how incremental value can be created and distributed in the different segments of a
production chain, involving different actors and, in the case of a transnational chain, different countries.
Thus, the concept of value chain brings along other notions such as value addition, participation, linkages,
competitive advantage, and upgrading.

2. Key notions in the value chain approach

When considering transnational chains, value can be added at the domestic level or in another country.
Foreign value added measures the share of inputs that have been produced in other countries, and which
does not add to the country’s GDP. Domestic value added is the part of exports created in-country,
contributing to its GDP?. The role that countries or regions play in international production networks is
called GVC participation. Even if it is often considered by policy-makers as less important than domestic
value added, it is a useful indicator of how the exports of a country are integrated in the global economy.

It is underlying in the value chain approach that the concept of value chain is all about relations,
interactions and links. Here the notion of linkages is useful, as it is broadly used in the value chain
literature. Linkages can be defined as proactive approaches to connect producers (often it is implied that
they are smallholders) to consumers?,

The notion of competitive advantage is first a concept to use at company level. The competitive advantage
can be defined as the elements a company uses to provide customers with a product of equivalent value
compared with competitors, but a lower cost (strategy of cost reduction) or for which customers are willing
to pay a higher price (strategy of differentiation)?®. At country level, the competitive advantage in a given
commodity is a result of interrelationships among activities involved in the production and delivery of the
product®.



Such concepts are useful when coming to the end objective of a value chain: the allocation of incremental
value all along the process. In the end, analysing a value chain is made to achieve a desirable
development outcome. It will allow identifying gaps, shortages and actors experiencing difficulties; all of
these leading to a less important domestic value added, and to a lesser contribution to GDP. It will
eventually segment the chain and highlight the most sustainable segments, where most countries want to
stay because they generate higher value added. This process is called upgrading®', or moving up.
Countries want to move up in the value chain, because capturing value added can mean gains for
producers (wages), for asset owners (return on investment), for consumers (better quality), and for
governments (tax revenues).

Upgrading relies on the combination of several factors: a policy component (trade policies to improve
productivity and quality); and a “progressive” component (testing the approach by selling final products
with higher value added to developing countries, before trying to comply with Northern markets’
requirements)®?. This is where the regional approach in value chains can be of particular interest.

3. Applications at the regional level

(a) Regional value chains in agriculture

Recent GVC research has identified the growing importance of value chains organized at the regional,
rather than global, level®. Value chains are qualified as regional when their activities are spread beyond
national borders®, in the same region or, in the case of Africa, in the same continent. Regional value
chains (RVC) can cover two realities:

- when production is regional, and intended for regional consumption
- When production is regional, and supplies global markets®.

The latter is quite close to the global value chain concept.

In recent literature, despite their being relatively less numerous than global value chains, regional value
chains have been praised as the source of many benefits, especially for least developed and developing
countries. In agricultural commodities, they build on the competitive advantages offered by two or more
countries in a given agro-economic zone. Thus they could compensate the drawbacks of raw products
(perishability, bulkiness, quality variability and seasonality)®®. They could enhance productivity and
competitiveness, inter alia, by fostering innovation and allowing economies of scale®. Then, they could
help countries to expand markets, through investment (considered as more viable at regional level®) and
regain power towards transnational corporations (TNC), which coordinate most of the GVC and are said to
be involved in 80% of global trade®. Ultimately, they could lead to an increase in value added, thereby
resulting in a growth of GDP. In a continent like Africa, benefitting from a great variety of conditions and
geographic basins, having unified regional governance with the African Union, it becomes particularly
relevant to analyse the mechanisms to stimulate the establishment of RVC.

(b) Current situation in the African region

Africa is composed of 54 countries. The Regional Strategic Analysis and Knowledge Support System
(ReSAKSS)* provides a convenient classification of countries, according to income groups (mineral-rich
countries (LI-1), countries with more favourable agricultural conditions (LI-2), countries with less favourable
agricultural conditions (LI-3), and middle-income countries (Ml)) and Regional Economic Communities, 8 of
them being recognized by the African Union*'. Africa can also be divided into five geographic regions:
Central, Eastern, Northern, Southern, and Western.

There are other distinctions qualifying African countries, and potentially giving them special benefits or
programmes, such as the UN-led classification of Least Developed Countries (LDC), Landlocked
Developing Countries (LLDC) and Small Islands Developing States (SIDS)*.

The following table recapitulates the different memberships, geographical and policy classifications of the
54 countries of the African continent.



Table 1: Countries and geographic regions, income groups, AU-recognized REC, UN classification, and other inter-governmental organizations in Africa
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This table shows the existing mechanisms and inter-relations between countries of the continent, and
highlights the potential of setting up the CFTA. Realizing the potential of intra-African trade requires
overcoming a number of challenges*, including overlapping memberships*; but if the continent could
eliminate barriers and constraints to regional trade, by setting up real RVCs, regional markets might be
instrumental in exploiting economies of scale and in selling the intermediate and final goods that have
value added locally and regionally.

4. Limitations of the value chain concept

The value chain approach is broadly accepted by the development community as an approach to
promoting development. It is the cornerstone of this study. Yet it has certain limitations. Hence it is useful
to keep in mind that developing value chains is not the only way to boost trade, development and
productive capacities in a given country or region.

One major limitation of the value chain approach concerns its methodology: it is said to be quite donor and
agency-led, with few tools to foster ownership. It is linked to another drawback, which is the lack of
unification of the concept: for instance, UN agencies — which are strong promoters of the concept — do not
have clear and unique definitions of the various notions, which would be largely communicated internally
or with partner institutions*. No international task force is working on VC*, to develop a coherent set of
concepts to be used by the development community and allow effective comparisons. As a result, there
are different methodologies to analyse a value chain or prioritize sectors®.

Another disadvantage lies in the fact that a value chain analysis is a snapshot*® of a certain sector, at a
given time; and it cannot capture the variation of one sector overtime. It is sector-specific and does not
take into account, to a certain extent, the influences that other segments of the economy can have over
the chain. Furthermore, to prepare a fully-fledged value chain analysis, the authors need time, relevant and
up-to-date documentation, field visits and sustained contacts with all the chain stakeholders, including
with government authorities. These features are often incompatible with the work of the development
agencies, constrained with time and financial limits. Therefore, many times agencies commissioning VC
analysis often find that such analyses cannot be used as a guide to make informed decisions*.

B: LITERATURE REVIEW

To prepare this study, a number of publications have been consulted. They can be classified into several
categories:

- General literature about the value chain approach and its methodologies, including in the
agricultural sector;

- Value chains in Africa; and

- Continental integration in Africa.

The most important are briefly described below®°.

1. The value chain approaches

MA4P (2008) Making Value Chains Work Better for the Poor: A Toolbook for Practitioners of Value Chain
Analysis, Version 3. Making Markets Work Better for the Poor (M4P) Project, UK Department for
International Development (DFID). Agricultural Development International. Phnom Penh.

The M4P tool book is a useful and practical guide, clearly written and with a number of figures and tables
to facilitate the understanding of sometimes complex economic concepts, aimed at clarifying the main
concepts of the value chain approach and providing clear tools to undertake an analysis of determined
value chains. It has a determined pro-poor bias, oriented towards smallholders but mainly towards
analysing the contribution to value chains of the poorest actors. It places a strong focus on stakeholders
and governance mechanisms.



ITC (2008). Sector Analysis for Value Chain Development. Geneva, June.

The International Trade Centre (ITC) methodology is addressed to national consultants assigned to collect
data for a value chain analysis. Thus it gives pertinent indications on the sort of information needed to
prepare a comprehensive report. It also provides a structure for value chain analysis, and illustrates with
examples the economic indicators that should be included in such a report.

Springer-Heinze, Andreas and Eiligmann, Alfons (2009). Value links: training seminar.

The ValueLinks methodology is used by the German Development Agency (GlZ). The ValuelLinks
manual provides definition of the main concepts and details the main tools for value chain analysis,
especially on mapping, segmenting, chain design, partnerships and impact. It describes the
mechanisms of chain governance as well.

UNIDO (2009). Agro-value chain analysis and development. The UNIDO Approach. A staff working paper.
Vienna.

The working paper provides a hands-on approach to agricultural value chain. It gives to policy-makers and
value chain practitioners' quick tools for the prioritization of agricultural sectors, including assessment
score sheets. It considers the various components of sustainable development, including the impact of
value chain development on poverty reduction and employment in rural areas. It provides figures on
agricultural development and examples on value chain prioritization.

Webber, C. Martin (2010). Agriculture and Rural Development: Building Competitiveness in Africa's
Agriculture: A Guide to Value Chain Concepts and Applications. World Bank Publications. Washington DC

The report gives a progressive and comprehensive overview of key concepts of the value chain. It gives a
methodology with tools essential to value chain analysis, development and upgrading. Furthermore, it
gives pertinent indications, steps and case studies to design prioritization methods for value chain
interventions. It provides concrete cases on agricultural sectors in different countries to illustrate the value
chain tools.

UNCTAD (2013). World Investment Report. Geneva.

The UNCTAD report focuses on Global Value Chains and provides data on international trade. Its interest
for this study lies in its review of crucial concepts — value added, GVC participation, etc. — and its analysis
of the allocation of incremental value added following policy interventions and economic interactions.

OECD, World Trade Organization (2013). Aid For Trade 2013: Connecting to value chains.

The background report of the this AidForTrade review is mainly based on a large survey addressed to
trade partners: policy-makers, entrepreneurs, etc. As a result, it highlights concerns and preoccupations of
different stakeholders facing the many challenges of developing value chains in all sectors. It thus gives a
reliable image of the reality of value chains today.

FAO (2014). Developing sustainable food value chains — Guiding principles. Rome.

This publication focus on food sectors and designs a hands-on and convenient method to choose and
develop value chains. It functions as a cycle, with three stages and ten steps — guiding principles, based
on sustainable development. All the interactions and segments of value chains are covered: economic,
social and environmental impacts, systems, governance and market orientation, vision, upgrading
mechanisms, scale and multilateral interventions.



Table 2: Recap of the main features of principal VC methodologies

FAO 2014 Yes No Yes Yes

Source: Author, based on: M4P (2008) Making Value Chains Work Better for the Poor: A Toolbook for
Practitioners of Value Chain Analysis, Version 3. Making Markets Work Better for the Poor (M4P) Project,
UK Department for International Development (DFID). Agricultural Development International. Phnom Penh;
ITC (2008). Sector Analysis for Value Chain Development. Geneva, June; Springer-Heinze, Andreas and
Eiligmann, Alfons (2009). Value links: training seminar; Webber, C. Martin (2010). Agriculture and Rural
Development : Building Competitiveness in Africa's Agriculture : A Guide to Value Chain Concepts and
Applications. World Bank Publications. Washington DC; FAO (2014). Developing sustainable food value
chains — Guiding principles. Rome.

2. Value chains in Africa

Economic Commission for Africa and African Union (2009). Economic Report on Africa 2009. Developing
African Agriculture Through Regional Value Chains. Addis Ababa.

The Economic Commission for Africa (ECA) and AU annual report in 2009, fully develops the concepts of
agricultural value chains in Africa. It puts into perspective the different steps of regional integration in
agriculture, such as the Abuja Food Security Summit (2006). It analyses the different gaps that countries
have to face to develop RVCs, like tariff, trade facilitation and ICT low coverage. It reviews major
constraints to VC development and provides a number of relevant policy recommendations.

Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions. Technical Centre
for Agricultural and Rural Cooperation (ACP-EU).

The CTA (Technical Centre for Agriculture and Rural Cooperation between African, Caribbean and Pacific
Countries (ACP) and the European Union (EU)) provides many reports on agriculture development. This
report provides an overview of the state of the art on value chain development, including the limitations of
the VCA approach, and it evaluates the situation in each of the main geographical regions. It provides
indications on policy orientations by the regional economic communities, data on intra-regional trade, and
policy recommendations differentiated for each area. It if of interest for all the stakeholders directly and
indirectly involved in VC development — Parliamentarians, research institutes, business associations.

Technical Centre for Agricultural and Rural Cooperation (ACP—EU) (2013). Executives briefs

The CTA publishes these briefs focussing on one sector and analysing the most recent trends and figures.
Even if they are not in principle region-specific, the analysis of a region depends on the sectors; for
instance, the brief on the tea sector is oriented towards eastern Africa and the role of Kenya and
neighbouring countries.
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3. Database: ITC Trade Map

Trade Map is a database developed by ITC to provide users with indicators and data of export
performance. It aims at facilitating strategic market research, reveal comparative and competitive
advantage and enabling identification of products with potential. It is based on trade data communicated
by countries. It uses the Harmonized System (HS), the international product classification protocol used by
customs officials which serves as a foundation for the international import and export classification
systems. The consequence is that the correspondence is not total between the agricultural products
chosen by policy-makers and the results in Trade Map (HS codes often more specific, or sometimes
overlapping). Furthermore, trade data are never complete, mirror data is sometimes used, and the
phenomenon of double counting (countries counting re-exports in export statistics, though only domestic
VA contributes to GDP) cannot be avoided.

4. Websites

The ReSAKSS website, along with 8 AU-recognized REC websites, are instrumental in giving policy
background, trends and figures. However, sometimes, they are not the most up-to-date.

5. Continental integration in Africa

African Union Commission and Economic Commission for Africa (2012). Boosting Intra-African Trade.
Issues Affecting Intra-African Trade, Proposed Action Plan for boosting Intra-African Trade and Framework
for the fast tracking of a Continental Free Trade Area. Addis Ababa.

The report comes back on the different steps to set up a CFTA, including since the Abuja Treaty in 1991,
and draws on the experience of the Tripartite Free Trade Area to formulate policy recommendations. It
highlights the roles and responsibilities of the African REC in the slow process of the CFTA establishment.
It details the functions of the different bodies proposed to monitor the CFTA implementation, such as the
High Level African Trade Committee or the African Business Council.

Economic Commission for Africa and African Union (2013). Economic Report on Africa 2013. Making the
Most of Africa’s Commodities: Industrializing for Growth, Jobs and Economic Transformation. Addis
Ababa.

The annual report 2013, insists on the creation of forward and backward linkages between developing,
commodity-exporting countries. It provides agricultural case studies (cocoa, coffee) and illustrates the
barriers to trade with national examples. It presents regional initiatives on commodities, derived from the
twelve products selected in 2006 by the Abuja Summit. It gives strong justification to the establishment of
the CFTA.

Economic Commission for Africa, African Union and African Development Bank (2012). Assessing Regional
Integration in Africa (ARIA V): Towards an African Continental Free Trade Area. Addis Ababa.

The ARIA V publication gives the case for the establishment of the CFTA, in terms of economic impact,
movements of goods, current initiatives of the REC and regional financial integration. It analyses the
implications of the CFTA, its potential gains and losses, while raising awareness on the possible
inequalities in the distribution of these gains.

As a conclusion, it has to be noted that the literature specific to regional value chains in agriculture and
processed food — especially when it comes to developing “new” value chains” — in Africa is scarce. The
field of agricultural RVC in Africa is vast, every publishing entity (international or regional organizations,
technical cooperation bodies, etc.) has its own focus. Information has to be collected from different
sources, policy reports, technical briefs, etc., and is sometimes hard to compare.
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CHAPTER 2

EXISTING AGRICULTURAL REGIONAL VALUE CHAINS IN AFRICA

This chapter presents the existing value chains in agricultural commodities and processed food products.
As the scope is large, it will be narrowed based on the priorities identified by the African regional
institutions. The chapter starts, firstly, with an introduction on the methodology and the selected value
chains; secondly, some main elements for the value chain analysis of agriculture in Africa are discussed;
and finally, a review is provided of the structures of the value chain in the selected sectors.

A: METHODOLOGY AND SELECTION OF SECTORS

1. Outline of the value chain analysis

In most of the cases, an exhaustive value chain analysis for a given sector requires the constitution of a
team to collect first-hand information, organize field visits and interviews, gather the relevant literature and
set up a plan to prepare the report. It is a work of several months and the result — often amounting to more
than 100 pages — has to be discussed with the concerned stakeholders, to draw conclusions and policy
interventions. The requests for value chain analysis addressed to international organizations are submitted
by member States, partner institutions or donor agencies®', but they are generally broadly accepted and
backed-up by the stakeholders at the national level (if the VC is national).

Preparing a proper value chain analysis for each regional value chain existing on the African continent
would not have been possible in this report. Nonetheless, the value chain approach as defined in the first
chapter has been followed in its main features. Based on the main methodologies presented in the first
chapter®® and on the requirements, a framework for the value chain overview has been defined.
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Table 3: Outline of the analysis of the agricultural sector
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The table above shows a perfect image of information that would be required in order to present a fully-
fledged value chain analysis. The following parts of the study will display information corresponding to
most of the sections of the table; in some occasions, secondary data could not be obtained.

2. Existing value chains

In Africa, agriculture accounts for approximately 25% of GDP and more or less 70% of the labour force®,
depending on various sources. The sector could be worth 313 billion USD in 2013%. Regional value chains
exist in the sense that demand exist in some African countries that can be satisfied by supply existing in
other African countries.

In 2006 during the African Union Food Security Summit in Abuja, twelve commodities were recognized as
vital for enhancing food production at continental and sub regional levels®®. Nine of them were considered
as continental. They are:

Rice
Legumes
Maize
Cotton
Palm oil
Beef
Dairy
Poultry
Fisheries.

Three of them were considered as regional. They are:

= (Cassava
= Sorghum
= Millet.

The table below provides data on trade in the nine continental commodities in terms of intra-African trade
and global trade covering both exports and imports. It shows the existence of exchanges (supply and
demand) and potential for growth in intra-African trade. As the commodities selected by the Abuja Summit
cover often a bunch of different products, the collection of data was made out of specific Harmonized
System (HS) codes at four or two digits®®.

14



Table 4: Overview of intra-African and worldwide trade flows for the nine (9) Abuja commodities




Source: Trade Map, accessed on 27 November 2014
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It also presents the first ten African suppliers or importers for each commodity. For the beef sector, many
HS codes were potentially matching. In order to keep the same criteria than the other sectors (one single
HS code), the HS code corresponding to frozen beef has been chosen, as it was the most important in
terms of value. Units are in thousands of US dollars (USD).

The following remarks can be highlighted:

- 10 countries out of 54 never appear in the importers or suppliers of commodities. It can be an
indication of the size or structure of their economy (resource-based or service-oriented), or of
their lesser participation in commodity GVCs. They are: Cape Verde, Central African Republic,
Chad, Comoros, Eritrea, Gambia, Guinea, Sao Tomé and Principe, Sierra Leone and Somalia;
and

- There is continental demand in all of these sectors, and a continental supply base exists.
Therefore, it is logical that these sectors are analysed as regional value chains.

B: AGRICULTURE IN AFRICA: OVERVIEW OF THE VALUE CHAIN
1. Macroeconomic profile

(@) Macroeconomic indicators

Figures vary from one report to another, but remain in the same gross proportion. In terms of contribution
to GDP, agriculture is said to be worth 25% in most countries®. It can amount to 35% in some countries
and great variations are seen in the different RECs: for instance in SADC, the share of agriculture in
countries’ GDP is between 4 to 27%°%. The share of total agricultural GDP per region is as follows: 36.4%
for Western Africa, 5.3% for Central Africa, 23.6% for Eastern Africa, 26.7% for Northern Africa and 8% for
Southern Africa®.

As for export value, figures vary. It is estimated to amount to approximately 68 billion USD annually® (to be
compared to the total value of Africa’s exports to the world of 581,8 billion USD in 2013%"), and was
considered to be 2% of the global agricultural exports in 2006%. The phenomenon of double counting
exist — as we can see in table 4, some countries are importers and exporters for the same product,
meaning for instance that they have imported a product, processed it and re-exported it. It is though less
important than in other countries, because many countries export natural resources or commodities with
little foreign input®.

Agricultural African exports go mainly to Europe and the Americas. The main importers of African agri-food
products are South Africa, Libya, Democratic Republic of Congo, Zimbabwe, Botswana, Namibia,
Mozambique, Angola, Lesotho and Mauritius.

In terms of value added, it is quite challenging to obtain an absolute value or a proportion. Authors
generally agree on the fact that VA in agriculture in Africa is low®, and has contracted or marginally
increased in most of the countries®. Although two thirds of agricultural value is added in developing
countries, it is worth 4.5 times less than value added in industrialized countries. Another striking figure is
that developing countries process only 38% of their agricultural products, compared to 98% in developed
countries®®. However, measuring value added is a key indicator of the performance of a value chain®.
Efforts have to be put on measuring VA and on preparing strategies for higher VA products. Most reports
highlight that more VA can be obtained by more processing®; and that space exist for more processing
since a large share of agricultural exports in Africa are primary products and raw material.

(b) Socioeconomic indicators

Agriculture provides jobs to approximately 70% of the labour force in most countries®, and a continental
average gives the figure of 60% of the total workforce employed in the sector’®. As for the level of
employment of the rural workforce, it is evaluated between 75% and 90%". The proportion of women in
this workforce is high; they are said to produce more than 70% of food in most countries, and they are
generally considered as the dominant producers, traders and nutrition providers™.

Calculating income generation without having access to producers is arduous. Sources converge on the
fact that 70% to 80%7 of population living in rural areas, depends on agriculture for food, employment
and income.

The skills level of agri-food producers in general in Africa is assessed as low. One of the main challenges is
the lack of market information and marketing skills. Other shortages concern management tools and a bias
towards production techniques™. Training in fields such as certification, SPS regulations, production
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techniques, is needed. Awareness around these issues has risen in the recent years. The development
community and partner countries are willing to raise the profile of agricultural workers, and the
development of skills to increase productivity is now embedded in most of the development initiatives in
agriculture’.

2. Gross mapping of the agricultural value chain

The products sold by African suppliers are diversified. Apart from the nine commodities identified during
the Abuja 2006 Summit, which will be scrutinized in the next section, the main agricultural commodities
and agri-food products exported by Africa to the world and to Africa are described in the following tables.

Table 5: List of the first ten agricultural products exported by Africa

Source: Trade Map, accessed on 23 November 2014

Table 6: List of the first ten agricultural products exported by Africa to Africa

Source: Trade Map, accessed on 23 November 2014

There are some variations between regions: for instance, in COMESA starchy staples, pulses, fresh fruits
and vegetables, meat, fish and dairy products account for nearly 75% of the value of all regional
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agricultural production; and in general, domestic markets for food staples dominate agricultural markets in
Africa’.

To produce these stocks, several functions are needed. They can be divided into several occupations:

- Input suppliers (seeds, fertilizers, etc.)
- Farmers

- Processing industries

- Service providers

- Traders

- Retailers

- Etc.

Generally, it is considered that a local supply base (such as pesticide manufacturers or seedling suppliers)
contributes to secure access to inputs for exporting firms’”. Thus it is crucial, for an agricultural sector
willing to be export-oriented, to have an easy access to such segments of the VC. It is usually mentioned
that most of African agriculture is characterized by low input.

No detailed description of each segment will be made in this section; however, a common assertion about
the processing segment, in the specialized literature, says that African manufacturers mainly concentrate
on light consumer goods and agro-processing, generally with a limited size and scope, though, according
to OECD the industries and services linked to agriculture in value chains often account for more than 30%
of GDP in emerging and urbanized countries’™. African agro-processors are said to be vulnerable to the
end or erosion of trade preferences as trade liberalization goes further™.

The farming segment of the agriculture VC is one of the most studied parts. Generic figures concerning
arable land in Africa, turn around 733 million hectares®, with Sub-Saharan Africa accounting for 12% of
the world arable land®'. Authors usually agree on the fact that the surface of arable land is enough to feed
the African population, if efficiently farmed?®.

It is underlying in many of the publications, that most of the stakeholders - at least for the farming
segment — are smallholders, most of them with poor vertical or horizontal linkages to other segments of
the VC. This aspect will be further explained in the specific description of the commodities.

Concerning cross-sector issues linked to the different segments — such the effects of climate change -
there is a broad bunch of aspects to be covered; they will just be mentioned here. Climate change is an
issue; it may cause losses of 25% of agricultural output in Africa®, but forecasts by 2100 predict a loss of
6 to 47% of agricultural revenue in Africa® because of climate change. As the sector heavily depends on
rain-fed production, especially in Eastern and Southern Africa®®, the question is particularly striking.
Agriculture as a sector is not exempt of criticism, as it is the larger user of water (70% of the world
consumption) and one of the main contributors to greenhouse gas emissions (30%). But the awareness on
environmental issues is growing; and today, trends in agro ecology and agro-forestry seek to enhance
yield, quality of production and soil regeneration®. It has to be mentioned as well that the sector is also a
provider of environmental services — which is generally unrecognized, and non-remunerated sequestering
carbon, managing watersheds, and preserving biodiversity®’.

3. Competitiveness

(a) Production costs

Production costs are major aspects to deal with in agricultural value chain. They are the main decision
factors for sourcing and investing in value chains, as they represent a comparative advantage. Figures
vary, but in general there is agreement around the fact that agricultural productivity in Africa is inferior to
the world average. More details will be provided in the sections on specific commodities. Some authors
advance the fact that agricultural productivity is the lowest of the world, with 335 USD of VA per worker®®,
Labour productivity highly depends on education, and access to education has increased in rural areas
thanks - inter alia — to the context of the Millennium Development Goals®. Therefore a movement in labour
productivity is expected in the near future.

There is growth in yield — 6 to 9% on average — but at a slower path than for other regions of the world,
and for some sectors, prospects of yield growth are negative because of climate change®. Minor
variations between RECs exist in yield growth. Yield enhancing practices are still rare, especially in Sub-
Saharan Africa®’.

Labour costs are challenging to calculate. The circulation of workers remains an issue, as the free mobility
of persons in Africa is not attained yet, except for some groups in some RECs. Most of the RECs - at least
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CEMAC, CEN-SAD, COMESA, EAC, ECCAS, ECOWAS, SACD, UEMOA and UMA have protocols and
regulations on the free movement of people, labour, services, right of establishment and right of
residence®. There are variations among on the concrete implementation of mobility of workers: in general,
protocols on FTAs often allow for the temporary entry of business people into the territory of the trading
partners and they also permit movement of labour to take up work®. However, a large share of labour
migrations in agriculture is informal and non-declared.

Exchange rates variability is a crucial factor to take into account, as multiple and different national
currencies almost all of which are non-convertible also raise trade costs®. Some RECs are already
monetary unions (UEMOA, CEMAC). Others are making progress to address currency convertibility in their
regions, such as COMESA and ECOWAS®

(b) Access to facilities

A common assertion when tackling the issue of agriculture in Africa — especially in Sub-Saharan Africa — is
to point out the lack of infrastructure, especially when it comes to transportation. In Sub-Saharan Africa,
the lowest coverage in road density is 31 km for 1000 km2, though the average road density is 137 km for
1000 km2°%¢. Furthermore, unpaved road are impassable during the wet season or violent rain episodes.
Bad transport conditions are major explanations for food waste: they can result in inadequate storage,
rupture of the cold chain and increase maintenance costs for trucks and transports companies.
Inadequate infrastructure, especially for road, is often quoted by donor countries and partner countries as
a major barrier for firms®. A project exists for a trans-African road network, connecting cities of more than
500000 inhabitants®.

Africa produces approximately 3% of the world electricity®™. Power outages are frequent and are a threat
to the development of a modern agriculture. But developments are under implementation in the energy
sector: RECs have evolved towards establishing regional power pools, interconnected electricity grids,
formulating master plans for regional power development, and developing environmentally benign power
sources. SADC, UEMOA, ECOWAS and EAC have launched pools'®. Other transnational electricity supply
initiatives exist, not necessarily involving the RECs; but efforts on the development of a coherent, efficient
energy supply have to be boosted.

As for the access to research, technology, innovation and generic information, the lack of ambition and
thus investment in research and development (R&D) is a subject of concern. Worldwide, developing
countries have usually a higher percentage of total agriculture spending in research than developed
countries: 2.5% versus 1%. In Africa, this figure is 0.7%. If analysed as a share gross national product,
R&D expenditures amount to 0.28% in Sub-Saharan Africa, compared to 0.39% on average in developing
countries, and 0.72% in Asia'®'. Furthermore, the private sector is not committed enough to R&D,
amounting for only 2% of total agricultural research'®. R&D investments are necessary to maintain and
expand the presence of a country in global markets', and are vital to enhance yield. Geographical areas
facing this limited access to technology are mainly Western, Eastern and Southern Africa'®. However, it
does not impede some interesting initiatives to be implemented, especially in soil (interactions soil / plant)
and production systems in the context of agro ecology'®. There are a number of research centres on
agriculture operating in Africa, some Africa-originated, others from a global origin.
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Table 7: List of research centres and institutes on agriculture

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU); IRD (2013). Sciences au Sud. 72.
Novembre — Décembre.

As for market information, progress has been boosted by the implementation of the CAADP, and systems
are being implemented in the context of development projects, regional initiatives or private sector
opportunities.
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Table 8: A sample of market information systems in agriculture in Africa

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU); http://www.sadc.int ;
http://www.comesa.int ; https://esoko.com ; http://www.eac.int ; http://www.resimao.net ;
http://www.resakss.org

4. Investment and finance

In 2012, for the first time ever, developing economies absorbed more Foreign Direct Investment (FDI) than
developed countries'®. This can be an opportunity for agricultural VCs. However, Africa is by far the area
with less FDI: around 60 billion of USD, "*’stagnating in 2011 — 2012. Both domestic investment and FDI in
agriculture are considered as low'®, and the inability to attract foreign investment is seen as a critical
issue. As risks and thus income uncertainty is a major hurdle to investment — harder to overcome in
agriculture, multilateral initiatives have been taken on agricultural risk management. Other initiatives to
boost investment in agriculture thanks to easier connections have been launched, through platforms.

It is expected that some of these platforms foster investments. It is also expected that incentives will be
developed'® by countries willing to multiply FDI in their territory.



Table 9: Sample of regional-scale partnerships

Source: OECD, World Trade Organization (2013). Aid for Trade and Value Chains in Agrifood.
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5. Market access

Measuring market access consists in examining potential barriers to the entry in a specific market: tariffs
barriers, non-tariff measures ''° including certification and standards, sanitary and phyto-sanitary
measures. Trade facilitation (i.e. export procedures such as custom delays) will also be tackled in this
section.

According to regional institutions, intra-African trade in agriculture faces a higher rate of protection than
non-agricultural sectors. It means that, on average, African countries impose higher tariffs to agricultural
products supplied by African countries than to agricultural products supplied by other countries in the
world'".

The tariffs applied by African countries to agricultural products are by no means unified. On average, they
apply higher tariffs to agricultural products than to other kinds of products.

Table 10: Average tariffs on agricultural products applied by the first ten African importers of
agricultural products

Source: Market Access Map, accessed on 27 November 2014

Generally, import tariffs increase according to the degree of processing: this is called tariff escalation.
Tariff escalation dissuades countries from moving up in the commodity value chains''?. Furthermore, tariffs
applied by African countries to have been growing in the recent years

Non-tariff measures (NTMs) are a major impediment to international trade and can prevent market
access. They can be defined as policy measures, other than custom tariffs and including technical
regulations, product standards and customs procedures, that may have an impact on international
trade®.

It is challenging to obtain information about NTM faced by individual countries in Africa, especially in the
agri-food. The International Trade Centre’s Market Access Map''* compiles data (based on what is
reported by countries) and runs surveys among exporting companies. Since 2012, the organization has
published monographs on company perspectives for Burkina Faso, Morocco, Peru, Malawi, Madagascar,
Mauritius, Rwanda, Kenya, Senegal, Céte d’lvoire and Tunisia'®. Other African countries, such as Egypt,
Guinea or Tanzania, have been or are being surveyed. Figures show that a large number of African
exporting companies are facing NTMs: from 38% of companies in Egypt, up to 95% in Guinea. There is a
wide variation of NTMs according to the sector, but of them are technical measures including certification
requirements and technical regulations. Internal barriers exist, such as national impediments (export-
related measures within the exporting countries) and barriers applied to trade within regional trade
agreements’'e.
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Figure 1: NTMs faced by Burkina Faso and Kenya’'s exporters (percentage)

Burkina Faso

B Technical regulations

@ Certification requirements

OPre-shipment inspections
and other formalities

ETaxes and other charges

D Rules of origin

O Export-related measures
(applied by the exporting
country)

Kenya

B Technical regulations
@ Conformity assessment

OPre-shipment inspections and other
formalities

ECharges, taxes and other para-tariff
measures

D Rules of origin

DO Export-related measures (applied by the
exporting country)
O Quantity control measures

OPrice control measures

OAnti-competitive measures

Source: International Trade Centre, http://www.intracen.org/itc/market-info-tools/non-tariff-measures/

UNCTAD also provides NTMs through its database on TRAINS NTMs. These cover official measures as
reported by government authorities.

Certifications and standards are a major impediment to agri-food trade. It is often quoted by developing
countries, and especially LDCs, as a barrier to enter high-end markets - for instance, Botswana unable to
enter the EU beef market, or Namibia the grape market'”. But it is also crucial in intra-African trade. In
general, 60% of firms cite quality and safety standards compliance as the main factor influencing sourcing
and investment decisions''®. To meet standards and to be certified, products need to be tested in
laboratories: often such structures do not exist in LDC, and products must be sent to a country where a
certifying structure exist, before being shipped to the end market'*®.

In addition to compliance to mandatory regulations, voluntary sustainability standards exist, that can be an
asset for sustainable production and trade. According the ITC’s Standards Map, at least 49 standards
exist for agriculture products supplied by African countries to African importers'.

Trade facilitation is a very important in cross-border trade. Trade facilitation practices, like customs
procedures and delays, are cumbersome and slow, and have a great impact on the final price of the
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product, by increasing the cost of moving the raw, semi-finished or finished agrifood product'™' .
Obviously, it also has an impact on the perishability of the item. For 60% of lead firms in importing
agricultural products from developing countries, customs delays are the main trade problem when dealing
with developing country suppliers'®. Delays at customs amount to 12 days in Sub-Saharan Africa,
compared with 7 days in Latin America and 6 days in Central and East Asia'®.

The problem has been identified and tackled by many institutions. The World Bank has been working on
public-private partnerships to facilitate goods clearance. UNCTAD has developed the ASYCUDA ™4
system, a computerised customs management system covering foreign trade procedures showing
impressive efficiency gains: in Cambodia for instance, at the checkpoints served by ASYCUDA, more than
90% of import and export goods are cleared from customs within 24 hours after the presentation of
customs declaration'®. African RECs, particularly COMESA, ECOWAS, EAC and SADC, together with
partners, are working on harmonizing, simplifying and automating customs procedures and
documentation'?. Other kinds of partnerships, like African Alliance for E-Commerce (AAEC), are facilitating
exchange of information and experiences on trade facilitation, and promoting a “single window”
concept'?’.

6. Regional business environment

The business environment around the agriculture sector in Africa is generally described as not favourable.
The regional and continental integration is weak'?. There are sector actors working on regional issues,
including regional business associations, but they often lack of recognition, support and funding.

Professional networks and associations representing actors of the commodities value chains can be
classified into several categories:

- Sector-specific bodies

Table 11 : Some sector associations

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU).

Table 12: A list of sector-specific bodies

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU).

- Producers’ associations
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Table 13: A list of some farmers’ associations

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU).

- Other actors intervening in agriculture in Africa

Table 14: A sample of other actors working on agriculture

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU).

The role of Parliamentarians has recently been highlighted by several actors and initiatives.
Parliamentarians are responsible for drafting, voting and assessing trade policies conducive to a better
and more integrated continental agriculture. They have to be knowledgeable of the particular issues of
agriculture. Regional Parliaments exist, and are mobilized in support of sustainable agricultural sector.
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Table 15 : Parliamentarians’ associations and regional Parliaments interested in the development of
agriculture in Africa

Parliaments
AWEPA Association of European Parliamentarians with Africa
EALA East African Legislative Assembly
SADC-PF Southern African Development Community Parliamentary Forum
PF-ICGLR Parliamentary Forum of the International Conference on the Great Lakes Region (ICGLR)
PAP Pan-African Parliament
CEMAC-P Parliament of the Economic and Monetary Community of Central Africa
ECOWAS-P Parliament of the Economic Community of West African States

Source: Proctor, F., Lucchesi, V. (2012). Mapping Study on Value Chain Initiatives in ACP regions.
Technical Centre for Agricultural and Rural Cooperation (ACP-EU).

When it comes to competition framework and intellectual property rights, most RECs do not have regional
frameworks to comply with. Some countries have not established independent competition authorities and
do not possess a corpus of legislation on the matter. On the contrary, some RECs have their department
on competition and in most cases, a regional competition policy, such as COMESA, CEMAC, SADC or
WAEMU.

Though the general regional policy environment is described as unfavourable by regional institutions'®, it
is true that such environment has been positively evolving, with continent-wide initiatives to boost the
sector, and with the marked political will towards the establishment of the CFTA. However, the region will
be evaluated on results. For the moment, only 9 out of 54 countries'® have complied with the Maputo rule,
edited in 2003, and has invested at least 10% of their national budget in agriculture. This is a good
indicator of the long road remaining for regional institutions to encourage the development of agriculture
as a part of regional policies.

7. Summary of the main features of agriculture and regional trade in Africa

Many issues have been tackled in this chapter. Precisions about the sectors defined by the Abuja Summit
in 2006 will be given in the following section, mainly on export values and competitiveness issues. A table
recapping the figures and trends examined in this section is useful.
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Table 16: A summary of the agriculture sector in Africa

Around 25%
68 billion USD

South Africa, Libya, Democratic Republic of Congo, Zimbabwe, Botswana,
Namibia, Mozambique, Angola, Lesotho and Mauritius

Low; approx. 38% of agricultural commodities are processed

70% of the total workforce, 75 to 90% of the rural workforce, most of them
smallholders

At least 70%

Low

Tobacco, sugar, essential oils, beverages, coffee / tea, cereals, animal and vegetal
fats and oils, fish and crustaceans, milling products, dairy products

Input suppliers (seeds, fertilizers, etc.), Farmers, Processing industries, Service
providers, Traders, Retailers, Etc.

733 million ha, 12% of the world arable land

Losses because of climate change: 25% on the short term, 6 to 47% on the long
term

335 USD of VA per worker. Growth in yield: 6-9%

Problems in mobility of workers

Variability: some RECs are monetary unions

137 km for 1000 km2 on average in Sub-Saharan Africa
3% of the world electricity production

0.28% of the GDPs are invested in R&D. Market information systems existing

Partnerships to boost investment

Platforms on agricultural risk management

from 0 to 26.34% for preferential treatments in the first ten African importers

Prevalent, especially technical regulations

Influencing sourcing and investment

Delays at customs: 12 days in Sub-Saharan Africa

Sector-specific bodies, producers' associations, Parliamentarians associations

Some regional competition framework existing: COMESA, CEMAC, SADC or
WAEMU



C: OVERVIEW OF THE VALUE CHAINS OF COMMODITIES HIGHLIGHTED BY THE ABUJA
FOOD SUMMIT

Carlos Lopes, Executive Secretary of the United Nations Economic Commission for Africa (UNECA), had
declared: “Africa can feed Africa”®'. This assertion could be the rationale behind the selection of nine
“continental” commodities and three “regional” ones, most of them being of paramount importance for
RVCs. Following on the presentation of the main features of agriculture in Africa in the former chapter, this
section provides a rapid overview on RVCs for these 9 + 3 commodities'®. It is mainly an illustration of the
general characteristics described earlier.

1. Macroeconomic indicators

Countries and RECs have different positions towards the 9 + 3 sectors. Most RECs have their own
agricultural strategy and place emphasis on commodities, often belonging to the Abuija list. For instance,
COMESA places strong emphasis on food staples, including starchy staples, pulses, fresh fruits and
vegetables, livestock, fisheries and dairy'3. Such commodities are given special attention, from regional
institutions and international cooperation, however some others are overlooked in spite of their being
essential to food security, like roots and tubers. In WAEMU / UEMOA, five commodities were selected in
2006 to develop a regional approach: rice, maize, livestock and meat, poultry and cotton. Other important
crops for food security and regional trade include millet, sorghum, yam, cassava and pulse crops'-.

The market value of these commodities is high. While Africa was said to produce 6.6% of the global
agricultural output in 2007'%, it could be around 10% today'®®, and obviously these commodities amount
for a large share of this contribution. The total export value of the nine continental commodities is worth
around 15 billion USD (2013)', but out of this sum, 12 billion USD are exported out of Africa. It has also to
be compared with the import value of these commodities, around 31 billion USD in 2013, 10% of which is
supplied by African countries.

A large number of African supplying countries are selling these nine commodities to African countries. The
ten first African countries exporting them to other African countries are South Africa, Namibia, Egypt,
Zambia, Uganda, Morocco, Senegal, Zimbabwe, Céte d’lvoire and Togo'®.

30



Table 17: Supplying countries to African markets for the nine continental commodities

Source: TradeMap, accessed on 27 November 2014 3

Some countries seem very well integrated in RVCs: for instance, countries selling 5 or more continental
commodities on the continent.

The export values in each country vary from a commodity to another.

3
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Table 18: Export value per country for the nine continental commodities

Source: Trade Map, accessed on 27 November 2014




The first ten export destinations for the nine continental commodities supplied by African markets are
South Africa, Libya, Democratic Republic of Congo, Zimbabwe, Botswana, Namibia, Mozambique, Angola,
Lesotho, and Mauritius. Only seven countries source more than five commodities of the Abuja list, or more,
from African counterparts.

Table 19: Importing markets sourcing the nine continental commodities from African suppliers

Source: Trade Map, accessed on 27 November 2014



Value addition is often quoted by authors as a mean to effectively improve gains in commodity value
chains. But most of the value in the nine continental commodities is added elsewhere. For instance, in
Uganda, 80 to 90% of the VA of cotton is added by foreign ginners and textile industries, once the product
exported'. In West Africa, only 10% of the cotton production is locally processed into yarn and textile. In
most of the countries, the industrial capacity for processing is weaker than the production''. The addition
of value depends on the segment of the chain: in the beef sector, more value added can be obtained in
primal cuts, canning and beef sides. There is also an issue about perception of the value added by African
consumers. In Senegal, rice consumers consider the national cereal of lower quality, and prefer to buy
more expensive imported rice from Asia'*?

2: Socioeconomic indicators

The number of workers in the nine agricultural sectors is challenging to calculate and depends on the
commodity: some are more labour-intensive than others. In Kenya for instance, the working population
involved in the livestock sector goes beyond one million persons: at least 500000 pastoralists, 625000
dairy smallholders, 2000 employees in abattoirs, 5000 to 10000 butchers, 4000 to 6000 traders, 1000
employees in hotels and 145000 in catering directly linked with the industry'*.

Most of the workers of the nine continental commodities are smallholders. Family farming — as a system
where the farm unit is owned by a family and passed from generation to generation - is the “backbone” of
Africa, as FAO recently pointed out'. As an illustration, in the livestock sector in SADC, 75% of the cattle
is kept under smallholders traditional farming systems'.

It does not impede RECs to make projections and to assess the number of workers who should be
involved in a sector. For instance, WAEMU / UEMOA was foreseeing in 2003 the creation of 50000 jobs if
25% of the local production was processed in West Africa.

3: Elements about the mapping of the chains

Each commodity is an industry with various components. Cotton can serve for the textile market and for
the vegetable oil market, for instance. Oil palm can be used as such or incorporated into agri-food
products — it is estimated that 80% of the African production of palm oil is used in agribusiness'*, not only
in Africa. France, for instance, incorporates 130000 tons of palm oil into agri-food products each year.

Value chains are decomposed into segments. For cotton, it can be described as cotton fibre, yarn, textile
and clothing. A parallel value chain, with the same segments, can be created with organic cotton. For the
beef and livestock sector, various components exist (bovine meat, sheep meat, goat meat, side products
such as skins, hides and leather apparel).

Figure 2: main outputs of the meat value chain in Eastern Africa (in percentage of exports)

Ebovine meat (veal, boneless,
dried, salted, fresh and chilled)
@Esheep meat

Ogoat meat

@homogenized meat

Omeat extracts and sausages

Source: Economic Commission for Africa and African Union (2009). Economic Report on Africa 2009.
Developing African Agriculture through Regional Value Chains. Addis Ababa.
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The surface used for the nine continental commodities has increased. It is estimated that 93 million
hectares on the continent are dedicated to cereals, out of which 29% serve for maize, 8.4% for rice and
23.7% for sorghum. The surface area for cotton has recently grown, especially in some countries such as
Cameroon where the crop represents 30% of cultivated areas in the North of the country™’. Qil palm
spreads over 7% of the agricultural surface in Africa, and represents 39% of the surface dedicated to
vegetable oil production. For roots and tubers, cassava production is equal to 48.6% of land under root
crops. But according to the specialization of the area, the land can be used for livestock farming, which is
the case for 60% of total land area in SADC'8,

The issues linked to seasonality and climate change vary depending on the commodity. A dominance of
rain-fed production is observed, especially for sectors such as cotton, cultivated in sub-humid and semi-
arid areas'®. Climate change leads to a change in cycles: they are shortened. Oil palm production takes
place in tropical humid zones, and its culture is said to affect rain forests'°.

4: Competitiveness

(a) Production costs

As discussed earlier, productivity has grown in Africa but it is still much weaker than in other parts of the
world. For instance, growth in yield has reached more than 9% for maize, but is equal to 34% of the world
average. Yield in rice is equivalent to 55% of the world average, and 69% for sorghum™’. For oil palm, the
best yield is around 3.8 tons per hectare, while in Asia it amounts to 6 tons in the best farms. Yield growth
in the livestock / meat sector has reached 9%, but there is variation between RECs, especially in SADC
where productivity is considered as low. Productivity in milk production has gained 10%.

In cotton, the increased productivity has recently accelerated. While it was restricted to 0.5% per hectare
between 1998 and 2007, it is now worth 6.6% in Southern Africa, and 1.3 kg per hectare and per year in
Cameroon for instance'?. In Western and Central Africa, in order to improve yields, a "**part of the sector
has decided to turn to organic cotton.

The cost of inputs represents a large share of the incomes and costs in each sector. For instance,
livestock purchasing costs: 65.5 of total chain revenue and costs. When calculating the production costs
for a sector like cotton, the charges for land rent, seeds, fertilizers and chemicals, workforce for harvesting
and ginning, must not be put aside. Seeds and pesticides are often costly, especially because they have to
be bought from abroad.

Exchange rates variations are an interesting parameter to take into account as well'.

(b): Access to facilities and infrastructures

As underlined earlier, the overall development of infrastructures in Africa is weak and it affects the
continental commodities. It is particularly true for transportation: bad road conditions are affecting the
export of products in good shape. Shortages in electricity impede a good deployment of processing
industries, for instance in the cotton sector. But the limited access to post-harvest handling technologies
(cotton) or animal disease control (livestock) is a major problem. Some technical sector actors are working
on more cooperation and sharing of experiences about this, such as the SADC Livestock Technical
Committee for SADC'.

As for the access to services and credit, it is certainly a subject of concern. Regional sector initiatives have
been implemented in order to face the lack of funding through credit. For instance, for the cotton sector, in
Western and Central Africa, advance and recovery of credit, based on single-channel input and seed
supply, is possible'®.

(c) Market access

Market access is generally a major subject of concern for African exporters when planning to export to
other continents, as tariffs (even with the preferential treatment due to LDCs, or special agreements such
as AGOA™ or EBA) remain a barrier and NTMs are common. However, the level of protection from African
importers towards African suppliers, in the nine commodities, is far from being insignificant: in general,
intra-regional exports of the nine commodities face an average tariff of 21.99%"%8,
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This is maybe the aspect where the implementation of the CFTA will have more impact. When the CFTA
will be operational, no tariff barriers in goods will remain. Various scenarios have been projected by
economists to assess the impact of tariff elimination thanks to a CFTA on African exports. It is expected
that intra-African exports in agriculture will increase by at least 10% by 2022 (the CFTA being implemented
as of 2017). This increase is much less important for exports to other destinations (barely positive, or even
negative, for export to other developing countries and developed countries)'®.

The experience of the Tripartite Free Trade Area is pertinent in a perspective of scaling up and paving the
way for the CFTA. COMESA, EAC and SADC decided in 2005 to establish a tripartite structure, aiming,
inter alia, at implementing a single Free Trade Area. This FTA covers 26 African countries, representing
more than half of AU membership, with a combined population of 530 million persons (57% of Africa’s
population) and a total GDP representing 53% of Africa’s total GDP'®. Prospects would expect a boosting
effect of the Tripartite FTA on regional commerce between the 3 RECs. Few data is available on the
matter. According to preliminary findings of pilot experiences separately led on livestock, rice and maize,
in ECOWAS and COMESA, intra-REC export increase of 15% on average in livestock can be expected,
while intra-African exports showed growth of 25%. It seems thus that continental trade is more optimal
than intra-REC trade. This provides an additional incentive to accelerate the implementation of the CFTA,
which should be operational by 2017.

(d) Business environment

Important characteristics of the regional and continental business environment have been provided in the
previous section of this chapter, inter alia concerning business actors in agriculture. Other mechanisms
exist, at the regional level (e.g. for dairy products, with the Eastern and Southern Africa Dairy Association
(ESADA) or at the national level (Meat Board of Namibia).

As seen earlier, competition frameworks are not fully operational in all RECs.

As for marketing, the existence of RECs encourages the creation of formalized or semi-formalized regional
marketing channels. This is particularly true for livestock in SADC™, or to a lesser extent for cotton in
WAEMU / UEMOA. |t is relevant to organize a marketing structure at the regional level, as it provides for
economies of scale, enhanced coherence and elimination of unnecessary competition. Such marketing
channels need funding and institutionalization through regional cooperation to maximize their efficiency.

The regional policy environment for the nine Abuja commodities is generally marked by the upcoming
implementation of the CFTA and its impact on the other aspects of continental integration. The existence
of RECs could be seen as irrelevant with the arrival of the CFTA, but it is not the case. RECs have a
precious knowledge of their regional context and opportunities, which cannot be transferred to a
continental degree, or with costly procedures. For instance, threatened sectors can be supported and
revitalized within the context of a REC: that is the case of the cotton sector in Malawi, United Republic of
Tanzania and Zambia, which experienced a revival thanks to intra-regional opportunities in COMESA'®2,

It is also in the context of the RECs that regional technical cooperation projects, often funded by large
cooperation partners, can take place. Important agriculture partners such as the World Bank, UNIDO, the
Common Fund for Commodities (CFC), the Bill and Melinda Gates Foundation, USAID, or IFAD'®® are
targeting commodities belonging to the Abuja list, whether at the regional or sub-regional levels. They do
not necessarily use the RECs as supporting or implementing partners, but many technical assistance
programmes see the RECs as essential partners for an efficient and result-conducive approach in
agriculture development in Africa.

SUMMARY

This chapter introduced a simplified methodology for the description of agricultural value chains by
presenting all aspects of regional production, sales and consumption in agriculture. The subject is far too
vast to be captured in a handful of pages, especially when no field investigation is undertaken to collect
first-hand data from stakeholders. However, some relevant remarks can be gathered after this rapid
overview of a sector employing 70 % of the African population:

- Though the share intra-African trade in agricultural products is estimated to less than 10%, there
are regional value chains in agricultural products in Africa: a supply base exists and the
continental demand is growing;

- There are variations in the degree of participation of countries in these chains. Some are well
integrated, as importers and exporters for instance. Some others are less integrated, either
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because of the structure of their economy, or because they tend to source products from other
areas;

- There is space to increase value added in exported products. Opportunities exist to further
develop value chains already existing but with a minimum regional component;

- Political will is needed to accelerate the development of agricultural RVCs, especially through a
rapid implementation of the CFTA in order to eliminate barriers to trade and provide for economies
of scale.

Chapter 3 will set up a simplified method for value chain prioritization, and thereby identifying at least two
commodities, not belonging to the Abuja list, that could be further developed through RVCs in Africa.
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CHAPTER 3

ESTABLISHING NEW REGIONAL VALUE CHAINS TO ENHANCE VALUE ADDED
IN AGRICULTURAL COMMODITIES AND PROCESSED FOOD PRODUCTS:
SOME KEY ELEMENTS

The purpose of this chapter is twofold: first, it will suggest a way to prioritize regional agricultural value
chains to be further developed, based on a review of existing methods and criteria to select promising
sectors in a particular area. Then, it will test this approach by screening several social, economic and
environmental indicators for different commodities already cultivated in Africa (and not belonging to the
list of commodities selected by the Abuja summit) and selecting two of them, while focusing on
developing the addition of value in these sectors.

A: PRIORITIZATION: METHODOLOGIES

The first chapter of this study provided a quick review of publications on, inter alia, value chain analysis
methodologies. It showed that almost each development agency has developed its own methodology to
assess the degree of development of a value chain. Most of these publications assume that the sectors to
be scrutinized are not pre-selected beforehand. Generally, a government or a partner institution submits a
request to a specialized agency with the objective of determining the most promising sectors to be
developed. Then a value chain analysis will study all the aspects of the sector in order to design
interventions aimed at improving it.

Pre-selections should be avoided by governments and programmes'®, in order not to create bias in
favour of a particular sector. But it is costly and time-consuming to analyse a large bunch of sectors.
Generally, a prioritization exercise is undertaken, in order to identify chains with the most promising
prospects for economic growth's, Such exercise can be prepared by desk review and analysis, through
national and international references. However, the ideal way is to organize the exercise with the
participation of broad range of concerned stakeholders, in order to take into consideration all the different
components and possible consequences of the development of a value chain'®®.

Different methods for rapid sector prioritization are presented below. They include the VC methodologies
reviewed in Chapter 1 of this study, and two other publications which provide a list of priority issues when
establishing a value chain.
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Table 20 Main priority criteria for the identification of value chains to be developed




40






Agro-value chain analysis
and devefopmant, UNIDD,

2008

Economic growth

Table 21: Main priority criteria for the identification of value chains to be developed

Econamic Report an Africa
2009, Economic
Commission for Africa and
African Union, 2008

Rationakizing business and
fnancial regufations, inel-
elimmating trade and
inwastment barners

Daveloping sustainable food
value chaing — Guiding
principles, FAD, 2014

6. End-market dreven

Making Valie Chains Work
Borer for the Poor, DFID J
M4p, 2008

Market potential

Connecting local producers in

developing countries to
reglonal and global valie
chains, OECD, 2013

Ease of opening a business and
permming / lcansing

Bulding Competitiveneas in
Africa’s Agriculture : A Guide fo
Value Chain Concepts and
Applications, Word Bank, 2010

Market access

Improving perfformance

Strong domesiic and’or
intemational demand for the
product

Access o finance

Othar requirements

Contnbution to GOP - export
BAMINGS

Smplifying and harmonzing
cross-borders reguldlons and
documentaton

T.Vison - stralagy -driven

Growth potential of certam
products’activities

Trade and investment policy

Domestic capacity and
sconomic impact

Potental for domesiic

Improving reg onal

Capacity (o competir/ely respond

Potential for market negraton
of kacal SMESs

peopla

Mohsntioned- carnand tidatrudhure 8. Upgrading focused Possibilty for scaling up Marke! access Fragpal i R
Patential for leveraging pubiic
Public and prrvate mvestiment | Standamdizing consumer and
5 y b An 5
prospeds Indusirial regulations 8 Scalable invastment with private Impan tarifts alysis of insttuticon
Imrestment
X Iméolves & lamge number of
Long term regional strategy | 10. Mullidateral Expof-impornt procedures Analysis of technology

Cr eating regional institulions
0 progmess ewards common
monetnry nsirumeants

Promotion of palicy changes

Identify and develop cross-
bodar clusters thal have dined
dealings with strategic value
chains

Scaling up potential

Developing a regonal
markaling stralegy

Fragmatic aspects

Other criteria, such as

Border transk times

Analyses of san/ice providerns

Value chain actors have
enrepreneunal capacty 1o
acheEve improsemant

Industry-specific palices

Analyss of polcies

Environmental sustainability

Industry insttutionalizaton

Analyses of production conditions

Within fmmework of national
and regonal strategies

Industry matunty and
coordination

Source: UNIDO (2009). Agro-value chain analysis and development. The UNIDO Approach. A staff working paper. Vienna; Economic Commission for Africa and African Union (2009).
Economic Report on Africa 2009. Developing African Agriculture Through Regional Value Chains. Addis Ababa; FAO (2014). Developing sustainable food value chains — Guiding principles.
Rome; M4P (2008) Making Value Chains Work Better for the Poor: A Toolbook for Practitioners of Value Chain Analysis, Version 3. Making Markets Work Better for the Poor (M4P) Project,
UK Department for International Development (DFID). Agricultural Development International. Phnom Penh; OECD (2013). Connecting local producers in developing countries to regional
and global value chains — update. OECD Trade Policy Paper (160). December. Webber, C. Martin (2010). Agriculture and Rural Development: Building Competitiveness in Africa's
Agriculture: A Guide to Value Chain Concepts and Applications. World Bank Publications. Washington DC
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B: BUILDING A PRIORITISATION SHEET FOR AGRICULTURAL RVCs

The particular purpose of this report, and the fact that none of the methods presented above is exact science
and they can all be expanded or modified to better fit the situation or environment of the analysis'®’, led to a
decision to build a proper list of criteria. The rationale behind the choice of each criterion is explained below.

Table 22: Proposal for a customized assessment sheet to prioritize agricultural RVCs

Source: Author.

1. Economic criteria

Export value and its growth on the continent are basic indicators that can be obtained through databases
such as Comtrade'®® or Trade Map'®. Learning about start-up costs consists in gathering information about
the existence of the commodity chain in the area (is there a strong base? How much would it cost to create
it?), including the availability of resources and inputs, and the mechanisms and efficiency assessment of the
chain. This leads to the evaluation of a competitive advantage, based on the productivity, costs of production,
infrastructure and business environment, if such elements are available at an early stage of analysis. As the
focus of the report is about value addition, there will be a particular emphasis on VA.
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2. Social criteria

Knowing about the workforce — is it a family farming system with smallholders or an extensive farming system
with rural employees — and the potential for income growth can help assessing if it is worth putting resources
in the VC and if it will affect the fight against poverty in the area. Other impacts, such as the prevalence of
women workers and the possibility of skills development (with the existence of training centres or
programmes, for instance), have to be taken into account.

3. Environmental criteria

Most of the prioritization methods put a strong emphasis on the economic and financial aspects, without
considering (or only marginally) the social and environmental impacts'®. As the preservation of the
environment is a key issue in agriculture development — e.g. in the attention given to soil regeneration, etc. — it
seems evident to include environmental criteria in this assessment sheet. Moreover, many sustainable
certifications and standards exist for agri-food products. They are mainly used for high end developed
markets, but as the level of exigency of the African consumers will grow, they will be more and more crucial to
continental trade.

4. Regional integration criteria

Most of the methodologies for prioritization methods are based on a national perspective or the objective of
national integration into a GVC. For the purpose of this report, a degree of adaptation to the regional context —
especially in the situation of the future CFTA - is needed. The choice is put on the synergies between
countries (LDC producer vs. importer, intra-REC trade, etc.) and on the maximization of effects at the regional
level (possibility to foster infrastructures at the regional level, potential to create regional innovation centres,
etc.).

5. Criteria and their respective weight

The UNIDO methodology proposes to assign weight to each criterion, in order for the appraisal to be rapid
and reasoned''. The weight attached to the indicators depends on the importance given to them by the
institution or authority in charge of the prioritization. Each category (economic, social, environmental and
regional) is given a weight. Each line is attributed a score (from 1 - low score — to 5 — high score), then a sub-
total is calculated and changed into a percentage. A total weighted score is calculated at the end.

This methodology seems efficient and quick for a prioritization based on desk review, as it is the case in this

study. The proposed weights are based on the objectives of this study (value addition, regional integration)
and are described in the table below.
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Table 23: Proposed weighted assessment sheet to prioritize agricultural RVCs

Source: Author

C: SELECTION OF PROMISING COMMODITIES FOR RVCS

The approach of this chapter consists in applying the proposed methodology — assessment sheet, to a
number of selected commodities presenting promising prospects for RVC development. Based on their
recognized importance for the African agricultural economy, and on the emphasis put by several key
publications, the following commodities or agricultural products have been chosen for testing the method:
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- floriculture'?

- cashew'”

- pineapples'™

- avocados'’®

- tea‘l 76

- onion/ shallot'”
- potato'®,

Their degree of priority for the development of RVCs is assessed and summarized in the following table. This
this assessment was made out of global desk review; therefore, the information might be missing and
decision bias based on the availability of information might occur. It has to be noted that the following rapid
analysis of two sectors aims at illustrating the methodology and at being part of a set on decision instruments
for policy-makers, and not at being the unique support in the decision to develop a commodity chain.
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Source: Author
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As a result, the following two sectors will be briefly analysed: the tea sector and the potato sector. The
modalities for this analysis will follow the main lines highlighted in the quick value chain analysis as
discussed previously.

1. The tea value chain: an existing RVC with growth potential at the regional and global levels

Macroeconomic profile

Tea production worldwide was worth 8.17 billion USD in 2012, with an average growth of 6% between
2008 and 2012, but at a slower pace between 2011 and 2012 (1%)'°. Kenya is the second largest
exporting country in the world, just behind Sri Lanka, and the first for black tea'. Other regional
producers were in descending order Rwanda, Zimbabwe, Malawi and the United Republic of Tanzania.
Burundi, Madagascar, Uganda, DRC, Mozambique, South Africa and Zimbabwe are involved as well in tea
export'®'. Together, these producers account for more than 15% of the world output.

The domestic market is key, amounting to 10 to 30% of sales'®. Various programmes are trying to boost
consumption in Eastern African countries. As for continental demand, it is extremely important as well,
with Morocco among the world top exporter'®®, but also Sudan, Somalia, Djibouti, Nigeria or Egypt.
Continental demand is said to be worth around 20% of sales of Kenyan tea'®.

Potential to boost value added is high in the tea sector — e.g. most of the tea from Eastern Africa is
exported in bulk shape. Several opportunities exist:

- In packaging, more processing can be done to export smaller, branded retail packages, or
packing into tea bags, instant tea and ready-to-drink beverages

- In product diversification, niche markets can be attained by producing more green tea or
flavoured tea, or tea with health benefits, such as the Zimbabwe’s Makoni or the South Africa’s
Rooibos

- In certification and standards, the interest for organic tea or Fairtrade-labelled tea is growing
among domestic consumers, ready to pay a higher price.

The workforce is mostly composed of smallholders: they are approximately 450000 in Kenya'®. They are
said to be among the small-scale tea farmers that are the highest paid in the world, with a growth in
income having risen by 12.5% in 2012'%. The chain in Kenya is well structured, and is even seen as “one
of the most successful cases of smallholder farmer inclusion in a VC”'®. The farmers sell their tea to
buying centres (around 4000 in total in the country), which are in charge of quality control and
transportation to one of the 63 tea factories in Kenya (around 60 buying centres for each factory).
Committee members of the buying centres are elected from the farmers, and some members of the
factory board are elected from the buying centres committee members. The factories are owned by
farmers: 150000 farmers are shareholders of the Kenyan tea factories.

Then, the tea factories own the Kenya Tea Development Agency (KTDA), a private company since 2000. All
tea farmers in Kenya are required to sell their output through KTDA. Most of the tea is sold in auction in
Mombasa, but a growing part is sold directly to tea packers, including national ones. One of them, Kenya
Tea Packers (KETEPA), is even indirectly owned by farmers, as it has KTDA as one of its major
shareholders. KTDA is also responsible for providing inputs to farmers and human resources services for
the factories.

As a result, Kenyan tea growers capture around 75% of factory-gate tea price, while farmers in Rwanda,
Uganda and Tanzania obtain only 25% of this price'®. However, the system is not exempt of problems,
with small holders increasingly unsatisfied with the payment structure imposed by KTDA, its non-
transparent communication and its business strategy'®.

The tea sector is therefore quite structured and its governance chain is well installed, at least in Kenya.
Other tea boards exist, such as the Tanzania Tea Board or the Office du Thé in Burundi. The East African
Tea Trade Association is also an actor intervening in the VC. The sector can be said to act already
regional, as Kenya's auction centres market domestic tea and tea from the sub-region (mainly from
Burundi, Rwanda, DRC, Uganda, Madagascar, United Republic of Tanzania, Malawi and Mozambique)'°.

In the tea sector, inputs and raw material are locally or regionally purchased, and there is no known issue
concerning a problematic availability of inputs. However, the cost of inputs is rising'".

The VC segments are quite different between green tea and black tea.
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Figure 3: Differences in processing green and black tea leaves

Source: Economic Commission for Africa and African Union (2013). Economic Report on Africa 2013.
Making the Most of Africa’s Commodities: Industrializing for Growth, Jobs and Economic Transformation.
Addis Ababa.

2. Competitiveness

Production costs have risen in the recent year, to reach a growth of 15% in 2012. This is mainly due to
energy costs, which are estimated to be at least 30% of the production costs. Improving sourcing of
energy to buy a cheaper and more predictable energy (e.g. hydro-energy) would increase the producers’
margins'®2.When exporting to continental destinations, tariffs remain an issue.

Table 25: Tariff applied to tea exports from the 3 main African suppliers by their top 5 African markets

Source: Trade Map, accessed on 30 November 2014

The table shows that African tea exporters are still heavily impacted by tariffs applied by their buyers.
Tariffs in tea can amount to 30% and more. For instance, Morocco, the 14" largest tea importer in the
world with 167.4 million USD in 2012'*® and importing 283,000 USD of black tea from Kenya in 2013,
imposes to Kenyan tea a tariff of 32.5%.
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Table 26: Tariffs applied by Morocco for the product 090240

MFN 32.5
Preferential tariff for AGADIR countries 0
Preferential tariff for Algeria 0
Preferential tariff for LDC 0
Preferential tariff for Libya 0
Preferential tariff for the League of Arab States 0

Source: Market Access Map, accessed on 30 November 2014

3. Potential to develop VA in the tea RVC

The tea RVC is an adequate sector for VA development: it has a strong macroeconomic profile, including a
strong regional and domestic market; a regional production capacity internationally competitive; and a
favourable business environment, with a governance chain well established in the leading country and
replicable in other territories, and the arrival of the CFTA which will foster continental integration.

Current drawbacks are:

- the heavy tariffs imposed by some important continental buyers.

- the rather unstable international demand, which can be compensated by a faster development of
continental sales.

- the high costs of production, especially due to insufficient infrastructures in energy supply.

- the threats posed by climate change, which will soon oblige to redesign the tea growing map in
Eastern Africa'*.

According to the Economic Commission for Africa'®, upgrading trajectories for commodity value chains
can be organized around four blocks:

1- processes: increasing the efficiency of internal processes.

2- products: introducing new products or improving existing ones.

3- functions: changing the mix of activities or moving to different links in the value chain.
4- chains: moving to a new value chain..

An analysis of VA growth potential against these four blocks seems pertinent. It could be'®:

1- Processes: in Kenya, the difficulties linked to the KTDA monopoly and methods should be solved,
through consultations and dialogue supported by the government. However, the system, which
gives an important place to smallholders, could be improved and scaled up at the regional levels:
i.e. by creating or reinforcing national tea institutions and participatory mechanisms, and
strengthening existing regional ones. A clear organizational scheme at the regional level could be
proposed and sustained contacts established. Development cooperation and aid for trade
mechanisms could be instrumental in this regard: aid for trade funds are often used for
institutional strengthening, and examples exist in the tea sector (e.g. a programme by the French
Agency for Development — AFD - to reinforce the trading capacities of the Burundi tea structure,
the Office du Thé du Burundi'). A strong regional institutional mechanism could take the lead in
designing a marketing strategy, oriented towards boosting regional consumption and promoting
the sector at the continental level, e.g. by campaigning for an early eradication of high tariffs in
importing markets.

2- Products: the regional processing of new outputs could be developed. New products could
including ready-made beverages, green tea, flavoured tea and better-packaged or conditioned
teas. Such products should be ahead of the curve in certification and standard requirements, as
transnational corporations have been pushing increasing pressure on tea factories on
sustainability standards in the recent years'®®. Seeking standards and certification opportunities is
relevant at the regional level, as regional cooperation can help identify best practices to allow
economies of scale. Furthermore, regional cooperation, as seen earlier, can be instrumental in the
promotion of regional certification standards targeting the African consumers. It can also support
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the securing of intellectual property rights and trademark protection'® for specialty tea products,
such as teas with particular health benefits.

3- Functions: linkage development can help maximize positive externalities derived from cooperation
between firms and institutions. A linkage development strategy has to be carefully designed, after
a thorough examination of the sector and its segments. At first glance, the tourism sector seems
to be a value chain with which the tea sector could have benefits creating an alliance. The number
of foreign visitors in East Africa has been steadily increasing in the recent years, amounting to
more than 5 million®*®. The total GDP of the travel and tourism sector in Africa reached 75 billion
USD in 2013?°". Tea is already marketed to tourists as a souvenir, but emphasis could be put on
the local production and the sustainability certification. Tours to tea growing communities, visits to
sustainable tea factories, etc., could be potential by-products providing additional income for
farming communities.

4- Chains: the creation of a new VC does not seem relevant here, however, developing organic tea
could be assimilated to setting up a new, parallel VC to traditional tea production.

4. The potato value chain: a promising RVC with food security benefits

Potato is “more than an ordinary food for the poor” and provides solid nutritional benefits®®®. 2008 was
celebrated as the International Year of the Potato, in a context of upheaval in international food markets,
leading to a re-assessment of the crop as a source of food, employment and income?®. The potato
production is rapidly increasing in developing countries, with a growth of cultivated areas of 25% between
1997 and 20072, In Africa, the increase over the same period has reached 50%2%. According to Trade
Map, the total export value of potato production in Africa (exports to world + exports to Africa) reached
369 million USD in 2013, with a relative increase since 2009; while at the same time, imports from world
reached 432 million USD.

African main suppliers are South Africa, Ethiopia, Morocco, Namibia, Tunisia, Kenya, Egypt, Rwanda,
Nigeria and Swaziland. Nonetheless, the potato value chain is often said to be promising in Western Africa,
with production amounting to more than 156,000 tons a year (8% of the total production in SSA) for the
five leading producing countries: Mali, Niger, Guinea, Senegal and Burkina Faso, as well as Mali
accounting for more than 70% of the total production. A Central African country, Cameroon, is also a
leading potato producer®®. Potato is identified as a priority sector in National Agricultural Investment
Programmes by the governments of Mali and Senegal®”. However, it has to be noted that potatoes
cultivated in West Africa are mainly sold on local markets; inter-regional trade is still weak?®

For most of West African producers, potato is a cash crop?®. However, its nutritive value and its
importance for food security are undeniable. Thus some experts highlight the “twin role of potato”, a staple
food crop for household consumption and food security and a cash crop?'. As the population is growing
in the region — probably 450 million persons to feed in Sahel and West Africa by 2030%", cultivation of
efficient staples crops, with potential for additional revenues if sold to other continental markets, is
particularly relevant. Consumption is mainly urban; however, except The Gambia, Mauritania, Senegal,
Cote d’lvoire and Nigeria, consumption is not very well developed?'2.

Women play an important role in the VC. They represent more than a half of the producers in Guinea, and
are the most active in the commercialization process?'3.

The potato sector in West Africa has reached a critical level of output, making processing viable. Hence
the potential for adding value exist:

- In packaging and storing potato production

- In product diversification, since potato can be sold chilled, cut, prepared, or incorporated in food
preparation (frozen or dehydrated potato products; chips — the main use of potato in the
processing sector?™, crisps)

- In certification and standards: according to Market Access Map, 27 voluntary standards could
potentially apply to the cultivation of potato in Africa, exported in Africa.

The potato VC can be decomposed as follows:
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Figure 4 : basic representation of the potato value chain in West Africa

Source: Centre pour le Développement de I'Entreprise (2009). Guide technique de la culture de la pomme
de terre en Afrique de I'Ouest. October; FAO and CFC (2010). Strengthening potato value chains.
Technical and policy options for developing countries. Rome.

5. Competitiveness

Start-up costs are said to be quite important. It is important that the producer carefully assess the market
potential before setting or extending production areas?'. It seems that production costs have been rising
by 5 — 10% per year?'®in the recent period. Seeds represent the main production cost (40 — 60% total
production costs).

Yields in potato production have been growing these last years. One of the main benefits of potato
growing in West Africa is that the crop can be cultivated during the rainy and dry season. Average vyield
reach 22 tons per hectare in West Africa®'’, but some varieties introduced in the sub-region could give up
to 27 - 38 tons per hectare?'®.

Most of the production is based on rain-fed agriculture. However, the irregularity of rain in the Sahel area
remains an issue®'®. Potato is the plant producing the biggest quantity of food per soil occupation day;
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comparatively, it needs less work and less water??®, Nonetheless, often motorized pumps are needed to
pump water from streams and rivers, resulting in an increase in production costs??'.

The weakness and the inadequacy of infrastructure such as storage facilities, remains a problem???; it
leads to bad conservation and quality of sold crops. Transport costs and the need for appropriate handling
remain a major constraint for smallholders.

As it is the case for other commodities, access to credit is problematic. However, there are differences in
prices, depending on the season and the distance for delivery. Prices are highest in August — September
(inter-season), and in December — May (dry season)?%.

As for other commodities, market access is not free of charges. For a country potentially exporting
potatoes, like Mali, protection rates can reach 50% on the continent (by Angola) and are on average
between 20 and 30%.

6. Potential to develop VA in the potato RVC

The potato RVC in West Africa is an interesting sector, because of its interest for food security and as a
compensatory mechanism against volatile cereal prices?*. It draws attention from the development
cooperation sector, with technical cooperation projects being implemented by development partners such
as FAO, the Common Fund for Commodities (CFC) jointly with European Co-operative for Rural
Development (EUCORD), or smaller-scale NGOs. It has not been given special emphasis in the Abuja
selection of commodities, and it has space to develop its potential for value addition.

Current drawbacks encompass:

- the conditions of production, largely depends on rain-fed agriculture.

- the supply of seeds and inputs.

- the technical skills of producers, especially in terms of post-harvest handling and pest
management.

- the development of a regional demand.

- thelack of infrastructures for adequate storage and value-adding processing.

The same four blocks used above for the tea sector will serve as a framework for the analysis of a possible
VA optimization strategy for the potato sector in West Africa.

1- Processes: institutional strengthening in the sector should be sought, by building or reinforcing
potato growers associations and federations. Some of them exist at the local level, for instance,
the Farmer Federation of Fouta-Djallon (FPFD) in Guinea. However, their existence at the national
level should be fortified. Contacts and leakages with the regional structures of producers, like
ROPPA, could be developed. These institutions could potentially lead changes in several
segments of the chain, like fostering policy decisions on developing adequate storing or
processing units, promoting policy coordination, improving transportation conditions, or designing
a regional marketing channel. They should be instrumental in the development of national and
regional markets, like broadcasting promotion campaigns aimed at boosting regional
consumption. If there are surplus, they could provide advice on export procedures towards other
countries of the continent. The regional level is also pertinent to organize training and skills
development among producers and to disseminate the results of research; and research is
particularly active in the potato sector, with the International Potato Centre based in Quito
(Ecuador) and research programs of the Global Agricultural Research Partnership (CGIAR).
Exchange of best practices with other developing countries — for instance, Latin American
countries which have the strongest potato cultivation and consumption culture, or Asia where
consumption is rapidly growing — could be helpful. The development of local seed production and
an increase in yield are also crucial to the sector.

2- Products: there is space for the development of new potato products in West Africa. First, the
consumption potato (with local varieties for instance) could be developed. Then, the processing
into chips, potato flours, food preparations and other edible products should be developed. In
Eastern Africa, potato chips are the main output of processing industries and their rapid growth is
due to changes in eating habits and growing urbanization and tourism?®®. West Africa is likely to
follow the same trends. Research programmes and households surveys could tell what could be
the outputs of potato processing industries. Furthermore, these products — as well as potato
crops — need packaging; a packaging industry could be further developed, along with an efficient
marketing channel.
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3- Functions: linkages with other agricultural sectors can be found. For instance, the onion sector,
strong in West Africa, could benefit from a stronger packaging industry. A linkage development
strategy should be carefully developed. The tourism sector (Senegal, Cape Verde) and the
expatriate segment (Nigeria) could provide interesting opportunities.

4- Chains: moving to a new value chain does not seem necessary. However, developing a stronger
sustainability certification culture — and therefore, a parallel VC - could be instrumental to tap into
new high-end markets, like the tourism market or the urbanized middle class.

SUMMARY

This third chapter briefly discussed two “new” potential RVCs that could be developed. It is hoped that its
logical and progressive structure will provide policy-makers with mechanisms to better understand the
prioritization of value chains, a process which has to mix research, participatory assessment, field
investigation and political will. The methodology presented here is only an introduction.

This chapter also presented the two potential RVCs as perfect illustrations of the benefits that the CFTA
should provide. For the tea sector, the main gain could be the elimination of tariff barriers at the
continental level, allowing Eastern African countries to freely sell to expanding markets out of their RECs.
For the potato sector, one of the principal advantages lays in the fact that policy coordination and dialogue
will be enhanced through the CFTA, providing for a better strategy towards trade development and food
security. In a nutshell, chains as different as tea and potato will equally benefit from the implementation of
the CFTA.

Eventually, the CFTA will support the strengthening of a coherent continental market potentially able to
fulfil all its needs in food and agri-food products.
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CHAPTER 4

RECOMMENDATIONS FOR FOSTERING AND ESTABLISHING REGIONAL
VALUE CHAINS IN AGRICULTURAL COMMODITIES AND PROCESSED FOOD
FOR AFRICA

This study was intended to provide an overview of existing value chains in agricultural commaodities in
Africa and to select promising ones, with a particular focus on the incremental creation of value linked to
the upcoming implementation of the CFTA. As nine commodities (selected by the AU in 2006 in Abuja)
plus two (prioritized through a new methodology) have been scrutinized, it is logical that the conclusion of
the study provides a digest of potential policy recommendations and guidelines in order to move forward
with the “scaling up” and “moving up” exercises in value chains.

A number of policy recommendations have already been provided in the study, especially in its third
chapter about potential RVCs. Most of them are sector-specific and will not be repeated in this chapter. It
seems useful to prepare a kind of compendium of general recommendations targeted at policy-makers
willing to address the challenges to agricultural development in Africa. This compendium is mostly focused
on the regional and continental levels.

As the value chain approach has been the underlying principle of this study, it is logical to use the VC
methodology to organize the recommendations.

1. Interventions at the “macro” level

A VA optimization strategy in agricultural commodities and agri-food products would require interventions
on a large bunch of categories and sub-categories of the VCs.

A first group of recommendations would concern productive capacities: while productivity and yield-
enhancing techniques should be promoted, the protection of environment should not be ignored. The
issues of degraded land, land property issues, water management and quality of fertilizers should be at the
core of discussion on boosting productivity®®®. A steady supply of inputs, in qualitative and quantitative
terms, should be secured®’.

However this would be possible only if sector actors are strong, aware and capacitated. Therefore — and
particularly in the context of enhanced integration with the establishment of the CFTA - the creation and
strengthening of specialized structures should be developed. It is crucial to create multi stakeholders
structures in sectors where none exist (like some roots and tubers)???, to strengthen farmers’ organisations
and trade associations, but also to involve actors at the policy-making level. This can be done by fostering
or setting up the national agriculture committees in national and regional Parliaments, and by organizing
“value chains sessions” at important continental events a such as meetings of the AU or UNECA??°, As
policy-makers are responsible for the implementation of cross-sector or sector-specific programmes, such
as the AIDA, the programmes for infrastructure development or the Maputo commitments, it is crucial that
they are aware of issues and evolutions, and that they are connected to professional groups. The lobbies
in agriculture are often under-capacitated and in need of skills development; capacity-building activities
exist but should be fostered, maybe at RECs level first, and extended then at the continental level.
Exchange of best practices could be sought with other continents — Asia, and Latin America.

Capacitating professional associations will allow them to better understand policy-making decision
processes, impact of the CFTA and will enhance their role in agricultural policy negotiations. Capacitating
policy-makers will facilitate the comprehension of sector-specific problems and the resolution of
blockages and protests at the national and regional levels.

56



2. Interventions impacting competitiveness

Competitiveness is the largest group of recommendations when the scope is on value chains. For
instance, when asked about the most effective ways in helping developing countries to better participate
in GVCs, business leaders talk about infrastructure development®®, which is an important sub-category of
the competitiveness aspect of value chains. Trade facilitation, barriers to investment and access to
information are other decisive issues in the competitiveness pool.

The costs of production could be monitored by the concerned institutions strengthened at the national,
regional and continental level. By securing a steady access to inputs and encouraging the development of
local inputs (by establishing a fertilizer factory, for instance), governments or professional groups will help
mastering the costs. To control the costs, free movements of goods and workers is crucial. This is where
the involvement at the political level is key, and governments and RECs need now to operationalize the
existing policies or protocols on free movement of people and labour migration®.

Skilled labour migration is relevant if skills are largely recognized. Thus agreements on mutual recognition
of qualifications and competences, oriented towards agriculture, are needed?.

3. Access to facilities and information

Infrastructures are one of the major blocking points in developing trade, whether regionally, continentally
or internationally. Many actions plans and implementation strategies for Africa have been prepared and
agreed on the issue. A Programme for Infrastructure Development in Africa (PIDA) exists. Itis
implementation should be prioritized and operationalized®®. Road infrastructure, energy and water supply
are common constraints to producers and processors; tackling these issues at national, regional and
continental level will incrementally help the addition of value in agricultural VCs.

Information is power. Almost all the actors of the agricultural VC in Africa lack adequate access to
information -- either farmers, with prices or weather information; the processors, with export information;
the professional associations; or the policy-makers. It should be a priority to develop or strengthen and
generalize information systems. Some Market Information Systems exist but should be given attention and
adequate resources (funding, staff, etc.). Alternative systems (by mobile phone, radio, etc.) should be
expanded. Considering these issues at the regional or continental levels could allow economies of scale
and enhanced coherence.

Macro-information on value chains is also key. Often countries and RECs depend on donors to obtain
information about the value chains to be prioritized, the good practices implemented and the ones to be
avoided®“. An endogenous capacity on VC should be created and disseminated. Channels already exist,
with networks and associations. They should be identified and fortified.

Access to information is also about access to research findings. Currently, funding on research is scarce
and should be increased to 2% of agricultural GDP?®. Regional centres of excellence of agricultural
research could be strengthened when existing, and created where there is none*®,

4. Investment and funding

Accessing to funding and investment is currently challenging, especially for smallholders. Investment
should be boosted, but safeguards should be given to investors. Current initiatives on risk information and
management are promising, but more needs to be done, for instance by encouraging investments through
established frameworks for the strengthening of regional and continental complementarities®”.

Tax and investment incentives should be created, but foreign and national investors should be assured
that no non-technical barriers, such as corruption, will interfere with their investment. Tax incentives and
progress towards the transparency of the regulatory environment could be promoted. In fostering large-
scale investments, the promotion of public-private partnerships schemes is pertinent.

Access to credit is often denied to agricultural producers — especially smallholders. Policy-makers and
professional associations should lobby for a better access to credit, to buy inputs or to modernize their
production systems. RECs and governments could be instrumental in establishing finance institutions,
including cross-border ones, to fund micro-credit for producers and exporters?®,
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5. Market access

The main immediate gain of the CFTA implementation will be the abolition of tariffs, allowing for the
effective creation of a continental market. However, special attention should be given to non-tariff barriers
and quantitative restrictions in food products. The creation of an Africa marketplace is feasible, given that
trading interests of countries are not necessarily confined to the borders of their RECs (this was evidenced
by some results of the brief value chain analysis in this report) and that tariffs will soon be part of history.

However, the eradication of tariff is a fear for many economic actors on the continent. For some of them, it
is true that the establishment of the CFTA will have short-term adverse impacts®®. This is the reason why
adjustment mechanisms should be put in place, to address the adjustment costs such as revenue
shortfalls?*® and industry decline.

But market access is not only about tariffs. It is also about trade facilitation and custom procedures, that
will not be automatically abolished by the establishment of the CFTA. Important efforts should be put at
the continental level to harmonize procedures and to reduce delays, by standardizing the nature of the
required documents, for instance, or promoting the use of ICT in this area with online hubs about trade
procedures, transportation and custom documentation®'. The fight against illegal practices, such as road
blockages or illegal fees at customs offices, could be strengthened.

Standards and certifications are part of market access issues. Regional standards, when existing, should
be disseminated, explained and understood by chain stakeholders. New ones should be developed, to
promote inclusiveness in productive processes and sustainability in consumption.

6. Business environment

The improvement of the business climate environment is also quoted by business leaders as one of the
priorities to develop inclusive VCs?%. This can be done by several actions. First, securing contractual
arrangements and business models, will automatically foster investment and improve levels of trust
between different economic actors. But the dialogue between stakeholders, through forums, fairs, events
or other mechanisms (Chambers of Commerce, Chambers of Agriculture) should be dramatically
expanded.

Awareness actions among populations, on the importance of agriculture for local development and the
respective roles of the VC actors, could globally contribute to a better business environment

It is also through joint marketing that the business climate will improve, if it results in an increase of sales.
And the regional and continental levels are particularly relevant for that. Sector marketing strategies could
be developed first at the regional, than at the continental level. Electronic vectors of communication
(Internet campaigns) and traditional means (TV or poster announcements) could serve.

7. The role of international organizations

International organizations, particularly continental ones or trade-oriented ones like UNCTAD, can play an
important role in supporting the African continent for the development of viable and sustainable
agricultural VCs. Many organizations, including UNCTAD, have been a long-standing development partner
of African countries, RECs and the African Union.

The study opened with criticism towards the capacity of development partners, and particularly UN
agencies, to design and promote a single concept of value chain. This is a concrete action that
international organizations could take: organizing rapidly a task force or a committee in order to harmonize
views and methodologies on the VC concept. This does not mean abolishing differences and expertise of
each organization. Every organization has its scope, its experience and its competence. But the growing
interesting for VC calls for an inter-organization standing mechanism to share knowledge, concepts and
experience on the concept. It could also aimed at disseminating VC knowledge, and ensuring that VC
knowledge created within the UN system is turned into concrete and efficient policy interventions®*. If
adequately designed and equipped, it will eventually avoid overlaps and join the voices calling for an
enhanced efficiency of the UN development system.

International organizations could also be instrumental in fostering and mandating research on relevant
topics. As the emergence of regional chains is a relatively new trend®*, a better understanding of their
mechanisms and benefits would require more statistical research and field investigations. This would
eventually feed policy interventions and RVC development.
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This list of possible policy interventions is not exhaustive, and should be customized and adapted to each
commodity, each segment, or each level of focus (national, regional or continental). It however provides a
basis, some food for thought. As the Economic Commission for Africa recently highlighted, developing

regionally integrated VCs and markets is both feasible and important®®, and this study is an attempt to
contribute to the process.
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