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Abstract
This paper examines the main issues affecting producers of export crops in Malawi that
could compromise the attainment of the National Export Strategy (NES) 2013-2018 targets.
The analysis assesses the level of policy support to the major export crops (cotton,
groundnuts, sugar, tea and tobacco) for the period 2005-2013. This is done by calculating
the Nominal Rate of Protection (NRP), the Nominal Rate of Assistance (NRA) and the
Market Development Gap (MDG) indicators for producers and by analysing public
expenditure targeting the aforementioned commodities. The results show that trade and
market policies resulted in disincentives of -15 percent on average for cash crop producers
mainly due to poor infrastructure, lack of competition, weak enforcement and/or inefficiency
of producer price policies, and limited budgetary support to cash crops value chain
development.
The analysis offers further evidence to guide the prioritization of policies and investments in
view of fully attaining the NES objectives. These include the facilitation of farmers’ access
to markets through development of post-production infrastructure and marketing services,
the promotion of a more competitive environment for agri-business, and the development of
a transparent market information system.

Keywords: export crops; Malawi; price incentives; trade policy.
JEL codes: Q02; Q17; Q18.
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1 Introduction
The key priority for the Malawian government is to continue reducing poverty through
sustainable economic growth, food security and infrastructure development as stated in the
Malawi Growth and Development Strategy II 2011-2016 (MGDS II). Among the various
national policy frameworks, the National Export Strategy 2013-2018 (NES) is designed to
contribute to this objective by enhancing export competitiveness and developing agriculture
and agribusiness through diversification of production and increased domestic value
addition.1
There are two main challenges that became the driving motivations for the development of
the NES: (i) Malawian exports have grown at a much slower pace than imports over the last
decade (GoM and UNDP, 2012), resulting in an increasing and unsustainable trade deficit
(Figure 1), and (ii) the country’s economy relies heavily on export of raw tobacco, accounting
for 50 percent of total export revenues (WITS, 2017). Tobacco revenues are unstable and
vulnerable to weather and international price variability. The NES therefore aims at
consolidating export potential by supporting production, productivity and marketing of a more
diversified range of agricultural commodities that have potential for value addition, export
expansion and generation of economic spill-over effects.
This paper provides a review of the policy environment surrounding key export crops, namely
groundnuts, cotton, sugar, tea and tobacco over the period 2005-2013 and estimates the
effects of policy and market performance through the computation of a set of indicators that
assess the level of support or taxation that farmers received during the same period, in terms
of price incentives and disincentives.2 As such, the analysis helps identify the main policy
and market constraints at farm gate level that prevailed before the implementation of the
NES and could still present an obstacle for the strategy’s efficacy and the overall economic
aspirations of the country.

Export-led growth may represent an increase in demand for the country’s output and thus serves to
increase real output; it may promote specialization in the production of export goods, which in turn may
boost the productivity level. An outward oriented trade policy can also offer access to advanced
technologies, eliminate controls that result in an overvaluation of the domestic currency and loosen foreign
exchange constraints (Giles and Williams, 2000).
2
Detailed price incentives analysis for each commodity is available in the commodity-specific technical
notes produced in the context of MAFAP in Malawi, including groundnuts, tobacco, cotton, sugar and tea
(FAO, 2014a; FAO 2014b; FAO 2015a; FAO 2015b; FAO 2015c).
1

1

2 Trade and production patterns for Malawi’s export commodities
Despite a doubling in the share of exports on GDP, Malawi has harboured an unsustainable
structural trade deficit over the last decade that has left the country vulnerable to aid
fluctuations, foreign exchange shocks and adverse weather events. Agricultural exports
however, have continually surpassed agricultural imports (Figure 1).
Figure 1 Malawi total and agricultural trade balance (million US$)

Source: FAOSTAT, 2014 and MIT, 2017.

Agricultural products constitute more than three quarters of Malawian export revenues.
Although staples such as maize, cassava, and potatoes account for more than half of
agricultural production, cash crops account for the bulk of agricultural export revenues.
Unmanufactured tobacco, sugar and tea together accounted for more than 80 percent of the
country’s total agricultural export value between 2005 and 2011 (FAOSTAT, 2014). Over the
period 2005-2012 prior to the NES formulation, the overall agricultural exports growth has
been driven by the annual 10 percent export growth of tobacco (accounting for over 50
percent of export revenues) and cotton, mainly determined by favourable international prices
for both commodities. Groundnuts were also increasingly exported during the same period
(Figure 2) with an annual growth rate of 44 percent.3 Export values of tea and sugar
progressed at a slower pace than other commodities, primarily due to their nature as estate
crops with limited possibilities to expand the cultivated area, as well as the declining world
prices, in particular for sugar, coupled with increasing cost of energy and inputs (Table 1).4

3

Despite this significant growth, lack of confidence in the quality of Malawian groundnuts and high level of
aflatoxin contamination may jeopardize formal exports. The share of export going to high-enforcement
destinations (countries with strict regulations on aflatoxin levels such as South Africa and European Union)
decreased from 21 percent during the 2004-2009 period to 7 percent for the 2010-2014 period, while an
increasing share of export was directed to none or low-enforcement destinations such as Kenya, Tanzania,
Zimbabwe and Zambia. (Emmott, 2013; Edelman and Aberman, 2015)
4
The compound growth rate for the European CIF price of sugar is negative (-3 percent for the period 20052012) (IMF, 2015)

2

Figure 2 Composition of Malawian agricultural export (in value, thousand US$)

Source: NSO, 2014 (tobacco, cotton, groundnuts); TAML, 2014 (tea); Illovo, 2014 (raw and refined sugar);
FAOSTAT, 2014 (others - data for 2012 not available).5

Table 1

Annual average growth rate of the value of major export commodities
(2005–2012)
Tobacco
Sugar
Tea
Cotton
Groundnuts
Others

10%
4%
6%
11%
44%
25%

Source: Authors’ calculation based on NSO, 2014 (tobacco, cotton, groundnuts); TAML, 2014 (tea); Illovo, 2014
(sugar); FAOSTAT, 2014 (others - data for 2012 not available).

Figure 3 and Figure 4 consider production volumes and values of export crops. Although
groundnuts contribute relatively little to export revenues, it is clearly an important crop in
volume and value terms owing to the fact that it is consumed widely by Malawian households
with 60 percent of the production consumed or sold directly into the local market (AICC,
2010). Production values and volumes of tea and cotton are relatively small compared to that
of the other major export crops. With the exception of tea and sugar, production levels for
most export crops fluctuated considerably during the analysis period. While in 2005 drought
affected production (FAO/WFP, 2005), in other years, output variability can be attributed to a
combination of policy interventions and market conditions.

5

Information from TAML was obtained through email correspondences with Thindwa, C., Chief Executive
Officer of the Tea Association of Malawi. (05/07/2014).
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Figure 3 Production volume per commodity
analyzed (tonnes)

Figure 4 Share of production value per
product analyzed (average 2005–2013)

Source: Agricultural Market Information System
(unmanufactured tobacco, seed cotton, groundnuts with
shell); TAM (tea); Illovo (raw and refined sugar), 2014.

Source: Authors’ calculations based on the volume
of production as indicated in Figure 3 and the
producer prices as indicated in Annex 2.

Malawi has a long tradition of tobacco cultivation that currently accounts for about 25 percent
of total African tobacco production and 50 percent of Malawi’s total agricultural export value
(FAOSTAT, 2014). Tobacco production increased steadily during the last decade until 2009,
when owing to the interruption of input support combined with low domestic prices, farmers
shifted to more profitable crops, leading to a decline in production (FEWSNET, 2012).
After tobacco, raw sugar is the most important foreign exchange earner for Malawi,
accounting for 9 percent of total export revenues and 20 percent of the total national exports
to the European Union through an Economic Partnership Agreement (EPA) (GoM and
UNDP, 2012).6 As a primarily estate crop, harvested area does not vary considerably: sugar
cane output remained constant at an average of 2.6 million tonnes between 2005 and 2013
since irrigation ensures more stable output over time (Figure 3).
Malawi is the second largest African tea producer after Kenya, producing about 10 percent of
African tea and 3 percent of global tea exports, which account for about 8 percent of the
export earnings of the country. Tea production was quite stable over the analyzed period
(Figure 3) since tea plants are perennial and take several years to mature before they can be
harvested, which means switching land use is not easy or affordable because of the high
sunk cost. In particular, production has not increased since estates are not able to expand
cultivation area further because of land constraints, and smallholders face high start-up
costs.
Production of cotton lint (and more recently carded cotton) supports the livelihoods of more
than 80 000 households in Malawi, mainly smallholders (GoM and UNDP, 2012). Exported
volumes increased annually by 11 percent over the 2005-2012 period (FAOSTAT, 2014).
After declining until 2010, cotton production picked up in 2012 (Figure 3), supported by high
6

EPAs are trade and development partnerships being negotiated between the EU and the 78 African,
Caribbean and Pacific (ACP) countries and regions. The EU Sugar Protocol guarantees high prices for
specific quantities of sugar to ACP sugar cane producing countries and preferential export quotas to Least
Developed Countries such as Malawi.

4

international prices and the provision of input subsidies for cotton through the Farm Input
Subsidy Programme (FISP) during the 2011/12 cropping season.
Groundnut is the most important legume produced in Malawi, with yields increasing by 12
percent on average from 2005 to 2013, partially attributable to the introduction of improved
adapted varieties and recommended practices, also through the FISP (Longwe-Ngwira et al,
2012). In comparison, cotton and tobacco yields increased by only 4 percent (despite also
being targeted by the FISP for some years), while yields for tea and sugar remained
constant.7 Since approximately 40 percent of total groundnuts production is processed and
marketed, the product is both a source of food and income for smallholder households in
Malawi. About 15-20 percent of the production is exported as shelled groundnuts (CYE
Consult, 2009).

7

Annual growth rates for yields are calculated using data from AMIS (tobacco, groundnuts and cotton), TAM
(tea) and FAOSTAT (sugar). The average growth rate covers the period 2005-2013, expect for tea and
groundnuts for which the period 2005-2012 is considered.
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3 Policies in support of agricultural exports in Malawi
3.1

Evolution of agricultural export strategies and frameworks

Agriculture is identified as the key sector to foster economic development and poverty
reduction in Malawi. The sector investment framework, called the Agriculture Sector-Wide
Approach (ASWAp) 2011-2015, provides the strategic guidelines for allocating investments
across government programmes and specific initiatives, such as the Farm Input Subsidy
Programme (FISP) and the Green Belt Initiative. The three so-called focus areas of ASWAp
include: (i) food security and risk management; (ii) commercial agriculture and market
development; and (iii) sustainable agricultural land and water management.
Although export crops have always been an important component of Malawi’s agricultural
policy, the NES, finalized in 2012, is the first instance of a coherent and integrated policy
framework for the entire export sector. It provides a prioritised road map for developing the
productive base of the economy to allow for both export competitiveness and economic
empowerment of the youths, women, smallholder farmers, job seekers and the poor.8
The strategy targets the development of three priority export clusters that are potentially the
most competitive, create value addition and economic spill-overs, and are characterized by
strong and growing demand. These clusters are: (1) oilseed products, prioritising products
based on sunflower, groundnuts, soya and cotton; (2) sugar cane products; and (3)
manufactures, through four sub-clusters - beverages, agro-processing, plastics and
packaging, and assembly. It also details the support plans for the other five existing export
clusters: tobacco, mining, tea, tourism and services, which are considered economically
important; but for varying reasons require less support and resources than the three priority
clusters.
While the NES offers a holistic approach to develop the export sector, the policy strategies
targeting individual commodities focus on maximizing the existing strengths and capacities of
each value chain. For example, the existing Cotton Strategic Plan, being already under
formulation, gained immediate support in the NES and was launched in 2013 as the five-year
plan for the sector (GoM and UNDP, 2012). The Plan included the revised Cotton Act
(endorsed in 2013) that regulates input supply, marketing, processing and storage, and
financing and institutional arrangements for the sector. The Cotton Council - established by
the Act - supports research and training for seed generation and multiplication. The potential
for the cotton sector is envisioned in the oil seed cluster of the NES due to the limited
capacity to develop a garment and textiles industry in the country.
After export volumes of groundnuts declined substantially in recent decades owing to the
neglect in addressing quality issues (i.e. high aflatoxin levels), the groundnut value chain is
now identified as a key sector for investment given the increasing global demand, the ease of
scalability and potential for value addition through oil processing. A sugar cane products
strategy has also been formulated within the NES: the aim is for sugar cane products to
account for 15 percent of exports by 2027 (GoM and UNDP, 2012). Tea and tobacco are not
top priority clusters under the NES but remain important export earners for the country.
8

NES focus areas and main objectives are: (1) the development of export clusters that have the potential to
complement tobacco and drive exports through value addition; (2) the creation of an environment conducive
to economic competitiveness and economic empowerment of youth, women, farmers and micro, small and
medium enterprises; (3) investments in supportive economic institutions; and (4) in competencies, skills and
knowledge.

6

Current strategies aim towards implementation of branding initiatives such as Fair Trade for
tea and diversification and value addition for tobacco.

3.2

Policy decisions in support of cash crops

Production support policies
The FISP was introduced in Malawi during the 2005/06 crop season to tackle some of the
key constraints faced by smallholder farmers including low yields and high costs of inputs.
Although the main focus of the FISP was the subsidization of seeds and fertilizer for maize,
with maize attracting 69 percent of public expenditure in support of agriculture (Figure 5),
other crops were included at certain times over the years such as tobacco, cotton and
groundnuts (Chirwa and Dorward, 2013). However, these crops together received only 5
percent of the total public expenditure in support of agriculture during the period 2006-2013;
tobacco and cotton through the FISP, cotton and sugar through other programmes and
projects (FAO, 2014d).9 Expenditures exclusively allocated to groundnuts in the framework of
the FISP could not be identified.
From 2005/06 to 2008/09, fertilizer subsidies for tobacco production under the FISP
represented 7 percent of public expenditure in support of agriculture, accounting for about
MWK 1 500 million per year on average (Figure 5 and Figure 6) and benefiting approximately
100 000 small-scale tobacco farmers (Chirwa, 2011). Tobacco farmers are generally
grouped in clubs under the Tobacco Control Commission (TCC) that provides them with
credit, extension services and transportation to auction floors.

Figure 5 Public expenditure (PE)
allocated to support production of
single commodities10 (Million MWK)

Figure 6 PE allocated to support
production of all single commodities
except maize (Million MWK)

Source: FAO, 2015d.

Source: FAO, 2015d.

9

Information on public expenditures in support of agriculture is extracted from the MAFAP database and the
technical note “Public Expenditure in support of food and agriculture in Malawi” (FAO, 2014d).
10
“Other” includes macadamia, poultry, wheat and cassava.
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Cotton seeds and chemicals were included in the FISP during the 2007/08, 2008/09 and
2011/12 cropping season. For example, in the 2008/09 season around 200 000 cotton
farmers benefited from this intervention (Chirwa and Doward, 2013).11 Cotton was also
supported by the Promotion of Cotton Production programme from 2007 to 2013 and the
Cotton Strengthening Project from 2011 to 2013. However, support to cotton production
remained low in terms of public spending, accounting for only 1 percent of public expenditure
in support of agriculture during the period 2008-2013. Unlike tobacco, total support to cotton
production was diversified, with 71 percent of the cotton budget support allocated to
extension and transfer of technologies, 22 percent to training, 5 to marketing activities,
1 percent to inspection services and 1 percent to general value chain support (FAO, 2015d).
Tea farmers were not supported by budgetary transfers during the period analysed here, but
are targeted under ASWAp for the provision of clonal tea bushes for smallholders to enhance
quality (varieties and grading) and increase bush density to help boost export volumes.
Otherwise, most of the support for small-scale tea growers, including provisioning of inputs
and extension services, is provided by estates under out-grower contracts.
The sugar value chain was supported from 2007 to 2009 through a major programme, the
“Smallholder Out-grower Sugar Cane” project, that provided variable inputs (seeds and
fertilizers), on and off-farm irrigation, and training (FAO, 2015b). Complementary to this, the
National Adaptation Strategy (NAS) to the EU Sugar Reform identifies support to sugar cane
out-growers as the most crucial step, along with increasing factory capacity, for boosting the
sector over the next ten years.12
Domestic trade and market regulation
Despite the liberalization wave during the structural adjustment period in the 1990s,
agricultural markets in Malawi are still subject to relevant regulations and controls. The
tobacco market, for example, is regulated by the TCC, and all agents - smallholder clubs,
buyers and auction operators - need licenses to operate (Chirwa, 2011).13 On the other hand,
the tea market is unregulated but well organized and supervised by the Tea Association of
Malawi (TAML), composed of the main tea estate companies which are the main providers of
inputs, seedlings and extension support services to farmers. TAML has developed a series of
standards and practices relating to hired labour, out-grower contracts and tea pricing (FTF,
2010).
Three of the five export commodities were subject to price control at least for some years in
the last decade. Minimum prices were set in 2006/07 for raw tobacco to counteract the price
depreciation at auction; however, the policy was lifted in the middle of the marketing season
because companies had reverted to other countries offering cheaper tobacco (Chirwa, 2011).
Since the formation of the Cotton Development Trust (CDT) in 2008, the government has
mandated minimum buying prices for seed cotton (WTO, 2010).14 The price of green leaf
The “cotton voucher package” allowed for subsidized procurement of 5 kg of treated cotton seed as well
as 300 ml of chemicals.
12
The NAS has been designed in response to changes in the EU sugar regime, namely the reduced price
of sugar exported to preferentially priced EU markets. The primary aim of the strategy is to enhance the
competitiveness of the sugar sector.
13
The TCC operates as a semi-autonomous organ of the Ministry of Agriculture and is funded through a
cess levy of US$0.1 on every kilogram of tobacco sold, a classification levy of US$0.35, and revenues from
licensing and registration.
14
The price is determined using a pricing model and inputs from all key chain players in cotton and takes
into account the international price of lint (Cotlook Index A), the price of seed, the processing and transport
costs. Whether or not production costs are considered is unclear.
11
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tea (non-negotiable) is set by TAML in consultation with the government and includes
production costs (mainly labour) plus a bonus based on the auction price.
Regulatory frameworks and competition policies
Despite the creation of the Competition and Fair Trading Commission (CFTC) in 2005, with
the mandate of investigating and prohibiting anti-competitive and unfair trading practices
(WTO, 2010), the majority of export crop producers in Malawi are functioning in a highly
uncompetitive environment at the farm gate, wholesale and export level.
Trade policies and regulation
Tariffs are low or non-existent and no export restrictions were applied to the export
commodities analysed here. However, Malawi faces delays in the clearance of goods at the
border and in acquiring export licences for agricultural commodities other than tobacco
(AEO, 2013). Reforms are underway to ease trade flows, such as the implementation of onestop border posts, the simplification of the trade regime for small traders, and the creation of
a national single window to facilitate transport procedures (AEO, 2013).
Dedicated authorities, such as the Malawi Bureau of Standards and the newly established
Cotton Council, are in charge of testing and certifying the quality of products to be exported,
but relevant issues remain at the production side, where smallholders lack capacity,
knowledge and proper incentives to increase product quality. A new price setting mechanism
is being developed by TAML to incentivize tea smallholder farmers to produce higher quality
tea (Pound, 2013). For groundnuts, there is no clear policy targeting the reduction of aflatoxin
levels to regain the confidence of world markets in Malawian groundnuts.
Fiscal policy
The 7 percent withholding tax on gross proceeds of tobacco sales was lowered in 2010 but
currently applies not only to medium size farmers and estate growers, but also to smallholder
clubs that were previously exempted. In 2010, withholding tax on tobacco amounted to
US$10.8 million, about 8 percent of total domestic revenues budgeted (Chirwa, 2011). Other
levies are retained in tobacco value chain such as the research levy (1 percent of value
processed) and the Tobacco Control Commission levy (US$0.1 per kg of tobacco
processed).
Foreign exchange policy
The main macroeconomic policy affecting the agricultural sector in Malawi has been the
government control over the foreign exchange rates. The exchange rate, supposedly free
since 1994, was subject to market interventions by the Reserve Bank of Malawi to contain
fluctuations and keep the kwacha pegged to the US dollar. In 2008, the government
tightened controls, moving almost to a fixed rate regime. Prior to the devaluation in May
2012, when the government decided to allow the currency to float freely against the US
dollar, the currency was estimated to be significantly overvalued. Despite the negative shortterm impacts, especially with regard to the inflationary pressures severely affecting the
poorest, the devaluation is expected to help boost Malawian exports and attract international
donor funds that were conditional on exchange rate policy reforms.

9

4 Factors driving disincentives to production of export products
Determining the effects of policies and market performance on price incentives for producers
facilitates the identification of the policy constraints and gaps that could hinder the
development of the export value chains in Malawi and therefore the achievement of the NES
objectives. These effects are estimated by calculating a set of indicators that measure the
level of price incentives or disincentives to production and the excessive or inefficient access
costs within the value chains.

4.1

Methodology

The Nominal Rate of Protection (NRP) (1) and Nominal Rate of Assistance (NRA) (2) are
well-established indicators on price effects of policies (Krueger et al., 1988; Monke and
Pearson, 1989). The NRP measures the level of price incentives or disincentives to
production and thus assess the effects of the policies affecting the output market of each
value chain. The NRA, in addition to measuring the effects of policies affecting the output
market, measures the effects of budgetary transfers allocated to single commodity on
producer price incentives. Therefore, such indicators are suitable to assess the effects of the
numerous policy measures implemented in Malawi in recent years. They allow us to
determine the level of policy support or taxation perceived by farmers.
In the case of Malawi, these indicators have been computed in the framework of the
Monitoring and Analysing Food and Agriculture Policies (MAFAP) programme of the Food
and Agriculture Organization (FAO) for the period 2005-2013. MAFAP’s methodology is
adapted from the Organisation for Economic Co-operation and Development (OECD)’s
Producer Support Estimate (PSE).
It should be noted that the lack of price information has proved to be a key constraint in
analysing the effects of policies and market performance on price incentives for producers.
Producer prices for some commodities are not systematically collected in the framework of
the national Agricultural Market Information System (AMIS) within the Ministry of Agriculture,
Irrigation and Water Development which is the sole systematic and institutionalized data
collection initiative at national level. Therefore, in some cases (i.e. tobacco and tea), specific
price series were derived based on value chains studies or surveys.

10

Annex 3 provides a summary of data sources used in this analysis, while Annex 2 present
data series for each commodity.
In order to compute the indicators, reference prices at farm gate (RPofg ) are calculated from
an international benchmark price of the commodity analysed, which is assumed to be free of
domestic policy and market distortions to which access costs are deducted. Access costs
refer to the costs incurred to bring the commodity from the farm to the border (e.g. transport
cost, margins, handling, processing). The reference prices are compared with the observed
prices in order to derive a price gap at farm-gate (PGofg ). The observed NRP at farm-gate
(NRPofg ) is then calculated by dividing the price gap by its corresponding reference price and
is expressed as a ratio. The NRP equation is presented below:
𝑁𝑅𝑃𝑜𝑓𝑔 =

𝑃𝐺𝑜𝑓𝑔
𝑅𝑃𝑜𝑓𝑔

(1)

If the NRP is positive, this means that policies and market distortions result in a net
protection of producers and therefore incentives to production; if the NRP is negative, this
reveals implicit “taxation” of producers and thus disincentives to production.
The NRA is generated by adding the public expenditure allocated to the commodity (PEcsp) to
the price gap at farm gate. While the NRP measures the effect of policies affecting the
downstream segment of the value chain, the computation of the NRA allows us to measure
the effect on the upstream segment (e.g. input subsidy policy). It summarizes the incentives
due to policies, market performance and budgetary transfers. The NRA equation is
presented below:
𝑁𝑅𝐴 =

𝑃𝐺𝑜𝑓𝑔 + 𝑃𝐸𝑐𝑠𝑝
𝑅𝑃𝑜𝑓𝑔

(2)

In order to estimate the effects of inefficiencies in the value chain, two types of access costs
are calculated: the observed access costs and the adjusted access costs. The observed
access costs are those observed in the value chain, while the adjusted access cost take into
account the excessive access costs or inefficiencies and the exchange rate misalignment,
hence reflect the highest level of efficiency that could be achieved. 15 The difference between
observed and adjusted access costs is the access cost gap which is used to construct an
additional indicator, the Market Development Gap (MDG) (3). The MDG at farm gate (MDGfg )
is derived by calculating the ratio between the adjusted access costs and the observed
reference price at farm gate as follows:
𝑀𝐷𝐺𝑓𝑔 =

𝐴𝐶𝐺
𝑅𝑃𝑜𝑓𝑔

(3)

where ACG is the access cost gap and RPofg the observed reference price at farm gate.

“Excessive” access costs may result from factors such as poor infrastructure, high processing costs due
to obsolete technology, government taxes and fees (excluding fees for services), high profit margins
captured by various marketing agents, bribes and other non-tariff barriers.
15
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4.2

Results

The results presented and analysed in this section are also available in the MAFAP technical
notes for cotton, groundnuts, sugar, tea and tobacco for which yearly indicators are
presented in Annex 1, along with the data used to compute them in Annex 2.16 The
aggregate NRP for export crops indicates that the trade and market policies and overall
market performance resulted in net taxation of -15 percent on average between 2005 and
2013.17 This suggests that the policy and market environment did not provide support to the
production of export commodities. However, the NRPs for individual commodities vary
significantly (Figure 7). These differences can be explained by the unique structure of each
value chain and the disparate policy support that each commodity received, as described in
the Section 3 above.

Figure 7 Nominal Rate of Protection and Nominal Rate of Assistance18 at farm gate
level for export commodities, average 2005–2013
8

Tobacco
-40
-40

Tea
-29
-28

Sugar

-31

Groundnuts
Cotton

-45

11

-35

-25

Nominal Rate of Protection

-15

-5

NA
-6
-2

5

15

Nominal Rate of Assistance

Source: Author’s calculation.

Inconsistent policy and market signals received by tobacco producers
Tobacco was the only export commodity protected by the policy environment, with an NRP of
8 percent on average during 2005-2013. However, it should be noted that the average
positive NRP was partly driven by the exceptionally high NRP in 2012, when producer prices
increased due to a production slowdown (Figure 3). Positive NRPs in 2007, 2008 and 2012
were the result of: (i) the introduction of a floor price for producers in 2007, a policy
abandoned later in the season19; (ii) a misleading production forecast in 2008 (Chirwa, 2011);
and (iii) low production combined with the implementation of the floating exchange rate in
mid-2012, leading to currency devaluation and depressed export prices in US$ terms (NSO,
16

For more detailed information on each commodity price incentives analysis see FAO, 2014a; FAO 2014b;
FAO 2015a; FAO 2015b; FAO 2015c.
17
The average NRP for the export sector reflects the average NRP for each crop, weighted by their value of
production.
18
To estimate the NRA, data on budgetary transfer allocated to production support to single commodities as
presented in Figure 5 and Figure 6 were used.
19
However, it is likely that the price policy resulted in low demand of buyers, leading to a situation of
oversupply, and mitigating the price increase expected by introducing the price policy.
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2014). Overall, regardless of the level and trend of domestic price incentives, auction and
producer prices were poorly connected with international tobacco prices. This limited price
transmission is attributable to the uncompetitive environment (Chirwa, 2011), namely the
monopoly of transport services and the oligopsony of buyers at auction that permit collusion.
The direct budgetary support received in the framework of the FISP from 2006 to 2009
increased incentives to producers by 3 percent as measured by the NRA and resulted in
cumulative incentives of 11 percent (average 2005-2013).
Atomistic market environment transmits international price to cotton farmers
The average NRP for cotton producers was close to zero (-6 percent) for the period 20052013, indicating reasonable price transmission from the international market to the farm gate.
The reinforced regulatory role of the government during the period analysed, as described
above, contributed to the formation of an atomistic market environment (Peltzer and Rottger,
2013). However, because of exceptional circumstances that interfered with price
transmission, the NRP deviated farther from zero in three years; positive in 2008 (60 percent)
and 2009 (47 percent) owing to the implementation of the minimum price policy that was not
systematically applied or respected in the following years. In 2011, the international price
peaked while producer prices remained steady, creating disincentives to production. This
illustrates that the price transmission between the international and national markets
remained somewhat precarious. Cotton received budget support through two national
programmes that targeted both the upstream and downstream segments of the value chain
during the period of our study. This increased incentives to producers by 4 percent, resulting
in an NRA of -2 percent on average from 2005 to 2013.20
New groundnut market structure may inhibit price transmission
For groundnut farmers, the average NRP was close to zero (-2 percent) from 2005 to 2011
since prices offered by the National Smallholder Farmer Association of Malawi (NASFAM)
were aligned with the reference international prices. Conversely, after the creation of Afri-nut
in 201121 and substantial devaluation of the national currency in 2012, the NRP progressively
decreased, falling to -68 percent in 2013 since high border prices were not transmitted to the
farm gate. Price transmission may have been higher under the more integrated NASFAM
value chain, considering that all costs incurred between the farm gate and export market
were controlled (NASFAM, 2014) and trade and negotiation conditions were likely more
favourable given the more transparent price information.22 The NRA was not calculated due
to difficulty in estimating direct budgetary transfers to the groundnut value chain.
Monopsony in the sugar value chain led to disincentives at farm gate
The average NRP for sugar producers was negative (-29 percent), with steady price
disincentives throughout the period except in 2012, when the international price of sugar
plummeted while domestic prices remained firm. The poor price transmission between the
international and the domestic markets was related to the monopsony on sugar cane
purchase that makes producers price takers. Thus, under the cane supply agreement, a high
share of the processing costs (40 percent of farmers’ gross revenues) is being transferred to
20

The budgetary support provided in the framework of the FISP was not considered owing to the difficulty to
accurately estimate the share of FISP expenditures allocated exclusively to cotton production.
21
A brand launched by NASFAM in collaboration with the fair trade initiative Twin.
22
The various access costs between the production area and the export market are detailed in the MAFAP
technical note for groundnuts (FAO, 2014).
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farmers (Corporate Citizenship, 2014). Policy support under the NAS could not offset this
price taxation situation, as budget allocations to the sugar value chain increased incentives
by only 1 percent (average NRA stood at -28 percent.).
Low base price of green leaf tea and high processing costs penalize farmers
Among the main export commodities, tea production was the most heavily taxed, with an
average NRP reaching -40 percent. The main driver of these high disincentives was the low
base price of green leaf as fixed through the price model. The base price is the cost of
production for tea farmers and is mainly composed of the cost of labour, paid at just above
minimum wage, which in Malawi is very low. The bonus mechanism allowed price
transmission between the domestic and the auction but not the international market since the
majority of tea was sold outside the auction. Although this has worked in favour of producers
because auction prices were higher than direct sales, the bonus was often a minor
component of the final price to producers due to high processing costs of estates. The tea
value chain did not receive any direct budget support during the period 2005-2013 (FAO,
2015d).
Additional disincentives for export crops due to market inefficiencies and exchange
rate misalignment
The computation of the MDG allows the measurement of the potential gain or cost saving
that could be achieved if adequate investments were made and policy measures taken to
reduce value chains inefficiencies. The average cost of inefficiencies in the domestic value
chain of the five export crops analysed reached -6 percent of the producer prices. These
inefficiencies were mainly caused by the high transport and export costs owing to
underdeveloped infrastructure, lack of marketing services and, in the case of tobacco, the
excessive margins and taxes. As mentioned in the Section 3.2, the fixed exchange rate
policy resulted in an exchange rate misalignment23 that severely affected producers,
depressing farm gate prices by 23 percent on average from 2005 to 2011.

4.3

Factors driving price disincentives for farmers

To synthetize the policy gaps and inefficiencies undermining the development of the export
sector during the period 2005-2013, factors have been grouped under four dimensions that
impact export performance, as defined by the Work Bank. These are: hard infrastructure,
namely (i) physical infrastructure and (ii) information and communication technology; and soft
infrastructure, including (iii) border and transport efficiency and (iv) business and regulatory
environment (Portugal-Perez and Wilson, 2010).
Dimensions referring to (i) physical infrastructure and (iii) border and transport efficiency are
considered together owing to the difficulties in disentangling the effects of each dimension on
access costs and prices. High expenditures were allocated to the development of rural roads,
namely 23 percent of public expenditures in support of food and agriculture (average 20062013), representing 4 percent of total government spending (FAO, 2015d). However, this
was primarily for the trunk road network as opposed to rural feeder roads, the quality of
which had a significant bearing on transport costs (Lall et al., 2009). Furthermore, the effect
of border and transport inefficiencies on price incentives to production was calculated using

23

As calculated in IMF, 2012.
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the Logistic Performance Index (LPI)24 developed by the World Bank. If transport and export
services in Malawi were on par with those in South Africa, selected as a benchmark for the
analysis, incentives to production for groundnuts, for example, would have increased by 13
percent (FAO, 2014a).25 The cost paid to the export agents in charge of bringing the
commodity to the port are particularly high and represented 24 percent of the farm gate price
in 2008 (NASFAM, 2014). Additional analyses would be required to accurately identify the
lever for political action in promotion of border and transport efficiency.
With regards to (ii) the development of information and communication technology, the
absence of a market information system, in particular for producer prices, is a major
constraint for the development of the export sector. The strong market and price information
asymmetry limits price transmission from the international to the domestic market, without
which, agents cannot set prices that are reflective of international and domestic market
dynamics. The 2011 change in the export groundnut value chain, with Afrinut taking over
processing and export, followed by the devaluation of the kwacha in 2012, impeded price
transmission between the border and farm gate. Since 2011, the farm gate price for export
groundnuts has been increasing significantly in absolute terms but, relative to the high
international prices, they have not increased enough to minimise disincentives.26
Weak market information also represented a constraint for commodity boards in the design
and implementation of price policies for tea, cotton and tobacco. For example, the analysis of
the cotton value chain reveals that the set minimum price did not systematically reflect
international market dynamics and hence was not fully respected by buyers.
In several cases, negative NRPs were driven by the fact that the business and regulatory
environment (dimension iv) was not supportive to production. One of the key problems is the
lack of competition between buyers but also among service providers. For instance, the
monopsony in the sugar value chain resulted in taxation for producers. A similar situation is
observed for both tea and tobacco, where the oligopsony of buyers permits collusive
practices that penalize farmers. Uncompetitive behaviour is also observed in auction and
transport services for tobacco as well as brokerage for tea: there is only one service provider
in the tobacco auction and only two brokers who handle all tea sales. The lack of competition
in transportation services decreased tobacco producer prices by 3 percent (calculation based
on the data previously described for tobacco). The regulatory role of the government is
challenged since the Competition and Fair Trading Commission activities are constrained by
lack of resources and independence (Chirwa, 2011).
24

The LPI assesses the level of performance of various dimensions in numerous countries. It includes 6
dimensions: (1) efficiency of the clearance process by border control agencies, including customs; (2)
quality of trade and transport related infrastructure; (3) ease of arranging competitively price shipment; (4)
competence and quality logistic services; (5) ability to track and trace consignments; and (6) timeliness of
shipments in reaching destination within schedules or expected time delivery.
25
The disincentives for producers exclusively caused by the poor physical infrastructure could not be
estimated.
26
Several market failures, such as imperfect competition and asymmetric information, interfere with price
transmission from the international to the domestic market; hence, the domestic market may take more time
in adjusting to major macroeconomic shifts. The change in the foreign exchange regime in Malawi (May
2012) resulted in a devaluation of the currency and subsequent high inflation that almost doubled the price
of groundnuts (in kwacha terms) at the border between 2011 and 2012, despite a lower export price in US
dollars. In 2013, the export price increased in dollar terms and, coupled with the high inflation, more than
doubled that of 2012 in kwacha terms. The incomplete and delayed response of the farm gate price to
border price changes might be partially due to such market failures. Moreover, there could be inter-temporal
inconsistencies in the data given by the intra-annual seasonality of the producer price versus the exchange
rate fluctuations.
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Fiscal policies in the tobacco value chain have also contributed to generate disincentives for
farmers: if the withholding tax (which did not target smallholder producers before 2010) had
been removed, producer prices would have increased by 9 percent during the period 20102013.
Besides the inefficiencies in hard and soft infrastructure, the macro-economic policies did not
favour production of exports crops. Until 2011, the misalignment of the exchange rate, due to
the implementation of the fixed exchange rate policy, severely depressed producer prices in
comparison to their international equivalent price.
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5 Conclusions
Many of the policy issues and policy gaps identified through our analysis here are already
addressed in the NES, but may require further consideration in terms of prioritization or
implementation.27 In particular, our findings highlight the need for policy makers to tackle the
issue of low prices at the producer level in order to offer proper incentives to cash crop
production and drive the export capacity on such a scale that the overall trade deficit can be
narrowed. One of the top priorities stated in the NES is the need to ensure affordable access
to markets through investments in post-production infrastructure and trade facilitation
measures, including the ease of licensing procedures, affordable transportation and reduced
costs for quality and standards certification. Our analysis highlights that farmers in Malawi
bear the cost of value chain inefficiencies and poor access to domestic and international
markets caused by inadequate infrastructure, especially in rural areas, and the lack of
competitiveness in transport and export services. Rightly, the NES envisions massive efforts
in terms of investments and institutional coordination to better connect farmers, in particular
smallholders, to processors and markets and to develop cost-effective transport by limiting
unfair competition practices in the transport sector. Indeed, fair competition is underlined as
another key enabler of the productive economy under the NES: the reinforcement of the role
of the Fair Trading & Competition Commission would help farmers to cut their marketing
costs and become more competitive.
The analysis stresses the need to improve the dissemination of price information to agents of
the value chain to enhance their bargaining power and ability to set prices that reflect
domestic and international market dynamics. In the case of perennial crops that are also
highly perishable raw commodities such as sugar cane and tea, the contractual relationships
with processors become extremely relevant since growers are more vulnerable. In these
cases, access to information and supportive economic institutions are essential to ensure
that out-grower contracts and producer price mechanisms are fair, transparent and clear to
all involved stakeholders. The lack of a comprehensive and reliable market information
system contributes to inadequately or entirely misinformed decisions by private and public
actors and may induce excessive political interference as well as collusive and uncompetitive
behaviour by upstream market players. Timely and reliable market information can support
policy makers in designing and implementing appropriate policy decisions and monitoring
their effects on price dynamics.
In order to ensure the development of a sustainable, conducive environment to agricultural
exports, macroeconomic prudence and stability are crucial. Producers of export crops were
not receiving prices representative of the actual international equivalent value, in part,
because of the overvalued exchange rate until 2012. The devaluation of the exchange rate
created an immediate inflationary effect, doubling import/export prices in kwacha terms, but
these higher prices were not fully transmitted to the farmers due to several market failures
such as asymmetric information and imperfect competition.28
Finally, the NES also recognizes the importance of the coherence and comprehensiveness
of the diverse policies affecting the export sector, including foreign exchange policies to
27

The main policy constrains discussed in this analysis are considered in the NES Priority Area 2
Conducive Environment for Productive Economy that identifies ten enablers of the productive economy and
six cross-cutting priorities that are necessary to build Malawi’s productive base.
28 However, inflation is steadily declining from 24.2 at the close of 2014, to 18.2 in the first quarter of 2015
(RBM, 2015).
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maintain a competitive exchange rate, trade policies to ensure viability and competitiveness
of the identified clusters, and fiscal policies to provide adequate funds for public sector
investments, among others. Production diversification is set as diktat for fulfilling the strategy
objectives, but in a scenario dominated by a large input subsidy programme benefiting
almost exclusively maize production and accounting for more than half of all the agricultural
public expenditure of the country, effective policies towards diversification may prove
challenging (FAO, 2015d). Further analysis is required in order to determine whether FISP
does in fact divert resources away from other potentially more productive investments, and if
this turns out to be the case, alternative or complementary policy interventions with broader
and longer-term impacts need to be implemented.
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Annexes
Annex 1

Indicators per year and commodity

Table 2 Nominal Rate of Protection, Nominal Rate of Assistance and Market
Development Gap for export commodities in Malawi (%)

Cotton

Groundnuts

Sugar

Tea

Tobacco

%

2005

2006

2007

2008

2009

2010

2011

2012

2013

NRP

22

-9

-15

60

47

-9

-49

-20

1

NRA

22

-9

-15

62

52

-7

-43

-14

2

MDG

-31

-36

-28

-28

-13

-20

-54

-5

-3

NRP

5

26

-6

-38

2

-2

-13

-38

-68

NRA

NA

NA

NA

NA

NA

NA

NA

NA

NA

MDG

-47

-36

-28

-63

-16

-27

-37

-7

-8

NRP

-27

-57

-31

-42

-31

-34

-24

69

-33

NRA

-27

-57

-31

-42

-31

-34

-24

69

-33

MDG

-41

-47

-24

-59

-11

-27

-45

-2

-2

NRP

-40

-29

-18

-23

-46

-44

-56

-24

-52

NRA

-40

-29

-18

-23

-46

-44

-56

-24

-52

MDG

-29

-25

-16

-36

-6

-23

-57

0

-1

NRP

20

-9

39

21

-9

-10

-31

110

44

NRA

20

1

46

25

-4

-10

-31

110

44

MDG

-21

-20

-12

-23

-16

-24

-43

-11

-11

Source: Authors’ calculation.
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Annex 2

Table 3

Data used to calculate the indicators for export commodities
in Malawi
Data used to calculate the NRP, NRA and MDG for cotton

COTTON

Unit

2005

2006

2007

2008

2009

2010

2011

International
price

US$/
Tonne

1 167

1 206

1 328

1 483

1 324

2 209

3 231

1 869

1 895

Exchange
rate
Ad
exchange
rate
Access
costs
Adjusted
access
costs
Domestic
price at fg

MWK/
US$

118

136

140

141

141

150

157

249

364

MWK/
US$

133

151

150

167

145

164

185

249

364

MWK/
Tonne

28 699

32 717

35 300

38 457

41 614

44 770

48 214

58 259

74 330

MWK/
Tonne

26 215

29 582

31 961

36 435

38 009

42 434

45 355

55 273

74 142

MWK/
Tonne

29 000

27 000

30 000

65 000

42 000

76 000

75 000

100 000

200 000

Budgetary
transfer

MWK/
Tonne

0

0

0

1 064

1 213

1 811

9 014

8 056

2 070

0.38

0.38

0.38

0.38

0.38

0.39

0.39

0.40

0.40

Quantity
conversion
factor

2012

2013

Source: Authors’ calculation based on MAFAP methodology and data from sources reported in Annex 3.

Table 4

Data used to calculate the NRP, NRA and MDG for groundnuts

GROUNDNUTS

Unit

International
price

US$/
Tonne
MWK/
US$
MWK/
US$
MWK/
Tonne
MWK/
Tonne
MWK/
Tonne

Exchange rate
Adjusted
exchange rate
Access costs
Adjusted
access costs
Domestic price
at fg

2005

2006

2007

2008

2009

2010

2011

2012

2013

831

822

1 080

1 390

1 266

1 240

1 818

1 780

2 444

118

136

140

141

141

150

157

249

364

133

151

150

167

145

164

185

249

364

55 031

61 025

64 548

69 598

71 785

74 004

76 658

88 195

102
430

45 724

50 411

53 100

57 101

58 935

60 705

62 874

72 194

83 495

77 990

10869
9

10985
5

18000
0

22000
0

25000
0

45 592

63 926

81 175

Source: Authors’ calculation based on MAFAP methodology and data from sources reported in Annex 3.

22

Table 5

Data used to calculate the NRP, NRA and MDG for sugar

SUGAR
International
price
Exchange rate
Adjusted
exchange rate
Access costs

USD/
Tonne
MWK/
US$
MWK/
US$
MWK/
Tonne

Adjusted
access costs
Domestic
price at fg

MWK/
Tonne

Budgetary
transfer

MWK/
Tonne

2005

2006

2007

2008

2009

2010

2011

2012

2013

429

596

535

648

599

705

716

439

642

118

136

140

141

141

150

157

249

364

133

151

150

167

145

164

185

249

364

26 575

30 611

33 958

37 020

39 480

43 995

48 340

63 489

80 862

25 465

29 347

32 593

35 675

38 173

42 591

47 003

62 080

79 087

17 535

21 794

28 386

31 401

30 993

41 062

48 490

77 642

102 552

846

2 015

2 911

Source: Authors’ calculation based on MAFAP methodology and data from sources reported in Annex 3.

Table 6

Data used to calculate the NRP, NRA and MDG for tea

TEA

2005

2006

2007

2008

2009

2010

2011

2012

2013

1 121

1 123

1 017

1 211

1 654

1 606

1 879

1 532

2 049

118

136

140

141

141

150

157

249

364

MWK/
US$

133

151

150

167

145

164

185

249

364

MWK/
Tonne

38 826

53 899

60 467

54 382

55 915

66 334

73 870

106 631

192 037

38 403

53 418

59 948

53 870

55 418

65 801

73 362

106 095

191 362

56 265

70 378

66 960

89 513

95 652

97 969

96 703

207 692

264 608

International
price
Exchange
rate
Adjusted
exchange
rate
Access
costs
Adjusted
access costs

US$/
Tonne
MWK/
US$

Domestic
price at fg

MWK/
Tonne

Source: Authors’ calculation based on MAFAP methodology and data from sources reported in Annex 3.
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Table 7

Data used to calculate the NRP, NRA and MDG for tobacco

TOBACCO

2005

2006

2007

2008

2009

2010

2011

2012

2013

Internation
al price

US$/
Tonne

2 204

2 508

3 012

4 202

3 945

4 076

3 475

3 457

4 196

Exchange
rate

MWK/
US$

118

136

140

141

141

150

157

249

364

MWK/
US$

133

151

150

167

145

164

185

249

364

US$/
Tonne

695

777

962

1 141

995

1 052

1 025

1 326

1 574

US$/
Tonne

687

769

955

1132

986

1043

1016

1319

1568

US$/
Tonne

1 120

1 050

1 730

2 420

1 870

1 890

1 240

2 230

2 145

MWK/
Tonne

31 585

35 729

41 532

47 743

66 343

71 399

65 028

113
150

152
704

MWK/
Tonne

20 709

31 215

37 050

44 526

43 077

46 844

46 626

65 545

85
227

MWK/
Tonne

101
045

107
086

200
594

292
322

197
639

213
021

129
051

442
357

629
048

0.76

0.76

0.76

0.76

0.76

0.76

0.76

0.76

0.76

Adjusted
exchange
rate
Access
costs from
auction to
border
Adjusted
access
costs from
auction to
border
Price at
auction
Access
costs from
auction to
farm gate
Adjusted
access
costs
Domestic
price at
farm gate
Quantity
conversion
factor

Source: Authors’ calculation based on MAFAP methodology and data from sources reported in Annex 3.
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Annex 3
Table 8

Sources of data used to calculate the indicators
Domestic prices
Data source

Commodity

Wholesale price

Reserve Bank of Malawi/TCC

Tobacco

Farm gate price

NASFAM, 2014 / Great Lakes Cotton Company
Constructed

Groundnuts, Cotton, Tobacco, Tea, Sugar

Note: NASFAM: National Smallholder Farmers’ Association of Malawi; TCC: Tobacco Control Commission.
Source: Authors’ elaboration based on commodity-specific technical notes, 2014.

Table 9

Benchmark price

Option

Data Source

Commodity

Unit export or import value for all
destination (origin) countries of exports
(imports)

MoTI/NSO/UNComtrade/TCC

Tobacco (FOB), Tea (FOB),
Sugar (FOB)

Unit export or import value for one
destination (origin) country of exports
(imports) minus (plus) access costs

MoTI/NSO/ UNComtrade
/Global Trade Atlas

Groundnuts (CIF South Africa)

World Price Indicator (minus access cost)

Cotlook A Index

Cotton

Note: MoIT: Ministry of Industry and Trade; NSO: National Statistics Office of Malawi.
Source: Authors’ elaboration based on commodity-specific technical notes, 2014.

Table 10 Exchange rate
Exchange
rate

Nominal: IMF (2014)

All commodities

Adjusted: Calculated using misalignment as estimated by IMF, 2012

All commodities

Source: Authors’ elaboration based on commodity-specific technical notes, 2014

Table 11 Access costs
Access cost

Data source

Commodities (except cotton)

Transport

WB Transport Study
(surveys conducted:
2008/2013)

Tobacco, Groundnuts, Sugar

Handling

Interview

Groundnuts (NASFAM), Tea (Eastern Produce)

Value Chain Study
Interview
Value Chain Study

Tobacco (2004, 2011)
Groundnuts (NASFAM), Tea (Eastern Produce)
Tobacco (2004)
Groundnuts (NASFAM), Tea (Eastern Produce),
Sugar (Agritrade, 2010)

Margins
Processing

Interview, other
Value Chain Study

Tobacco (2004, 2011)

Interview, other

Groundnuts (NASFAM), Tea (WB, 2014), Sugar
(KCGT)

Taxes and Fees

Cotton

All access costs
for cotton are
derived from the
Malawi Seed
Cotton Pricing
Model for
Buying Season
2008/09 from
the GoM

Note: NASFAM: National Smallholder Farmers’ Association of Malawi; KCGT: Kasinthula Cane Growers Trust.
Source: Authors’ elaboration based on commodity-specific technical notes, 2014.
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Table 12 Quantity conversion factor
Quantity conversion
factor

Malawi Seed Cotton Pricing Model
Value Chain Study (Prowse and Moyer-Lee (2013)

Source: Authors’ elaboration based on commodity-specific technical notes, 2014.
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