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KEY MESSAGES

1. Although the majority of Malawi’s
economy depends on agriculture, there
are limited crops that are currently
suitable for export to neighboring
countries.

2. Two barriers preventing the export of
regionally demanded crops are the long-
standing export ban on maize, and poor
quality-control standards and regulations
for groundnuts.

. Removing the maize export ban would
create wealth worth about 1% of GDP
per year. While maize prices would
increase for consumers, and mostly
impact those who only consume and
not produce maize, the net benefits from
exports and increased production value
for farmers are so large that winners
could compensate losers, via taxation
and redistribution, with all members of
society better off.

4. Teaching farmers how to produce more
premium grade groundnuts for export,
improving  the Malawi Bureau of
Standards, and building a test facility
would increase farmer income from
groundnuts by MKW 6.3 billion annually
(0.1% of GDP). The initial cost associated
with training, institutional capacity to
export premium groundnuts and reduce
aflatoxin contamination could be as high
as MKW 45.7 billion (assuming US$75
per farmer), however the result is a net
wealth creation even under moderate
groundnut export assumptions.

Agriculture is the backbone of Malawi’s economy; it accounts for almost 80
percent of employment, and 80 percent of the country's total exports (World
Bank, 2020). However, Malawi remains highly reliant on tobacco, and has
been slow to diversify into other crops.

As Malawi is shifting its dependence on tobacco as a major foreign currency
eamer for the economy, it is imperative to look into policy solutions for other
traditional cash crops. Improved production and commercialization of other
crops would help to atfain a main objective of Vision 2063 of generating
inclusive wealth for all in Malawi. Thus one important question in Malawi
Priorities’ research agenda is “Which high-value crops are suitable to be grown
in Malawi and are demanded by countries with relatively low-cost transport
links2”

Some of the key barriers that have limited Malawi's ability to export high-value
crops include ad hoc export bans on key commodities and/or lack of coherent
policy framework, low quality of agricultural products (including aflatoxin
contamination), low farm productivity, insufficient processing capacity in-
country, high storage, processing and transportation costs, poorly coordinated
supply chains to address problems of aggregation, quality, and safety and
consistency of supply.

These issues affect several different agricultural supply chains, including maize,
soya beans, groundnuts, and timber. Other supply chains, such as tobacco, teq,
sugar, and coffee are better established and more organized, though they also
face unique barriers, such as low productivity and declining export prices. The
following policy solutions for maize and groundnuts demonstrate the greatest
potential for export growth and alignment with national priorities.

| Intervention 1: Remove the export ban on maize and

create an MKW 538 billion surplus for farmers per year,
where MKW 61 billion per year is net wealth creation

The social and economic benefits of removing the export ban on maize
outweigh the costs by 13%. The benefit-cost ratio (BCR] is 1.13, a small rafio, but
since maize is the backbone of the agricultural economy the economic benefits
for maize producers sum up to over MKW 538 billion per year. The economic
benefits are created by an increase of maize prices to the levels of neighboring



2

countries and an increase in production in response to the higher
prices.

Although maize prices increase significantly for consumers, about
60% of consumers are also producers, so this group would likely
have positive net welfare outcomes. The loss for the consumers is
only 89% of the gain for producers. Specific groups, for example,
landless and urban poor could be compensated in more efficient
ways than an export ban.

The link between wealth creation and maize price fluctuations

Infernational maize prices are subject to fluctuations which can
impact the results of the intervention. The base assumption is an
average price of 0.4 USD/KG. A 25% higher price would increase
the BCR 1o 1.3 and generate wealth of MWK 290 billion per year.
A lower price lower than {less than 0.3USD /KG) would result in no
exportfs due fo transportation cosfs.

Domestic prices in Malawi have, and will continue 1o fluctuate. The
average price in Malawi over the past 10 years was 0.24 USD/
KG, with a standard deviation of 0.07. The more deviation between
local and international prices (in this case associated with lower
prices domestically) the greater the BCR and associated wealth
creation. This is again because the producer surplus and consumer
surplus are more affected by greater changes in prices.

The consumers’ and producers’ response to price fluctuations will

also impact the magnitude of the wealth creation. However major
shifts are unlikely for a staple grain such as maize.

Intervention 2: Teach farmers how to store
and grade groundnuts, improve the Malawi
Bureau of Standards, and build a test facility
to increase farmer income by MKW 6.3 billion
annually

Groundnuts are an important crop in Malawi, but for smallholder
farmers to be able to compete in international markets, quality
certification is necessary. Grading and separating the premium
grade groundnuts for sale in larger formal markets (ESA and EU)
would increase the value of farm output.

The presence of poisonous aflatoxin produced by certain molds
when crops are improperly stored is another crucial factor which
not only prohibits exports but also has negative health effects.
Testing facilities and farmer training would reduce the aflatoxin
contamination in groundnuts sold in domestic markets too, reducing
exposure and consumption of contaminated groundnuts. The
improved health as a result of the intervention translates to avoiding

10.8 deaths per year (MKW 0.19 billion per year).

The main cost involved is training farmers using a high-end estimate
of US$75 per farmer, adding up to MKW 42 billion for 750,000
farmers over 3 years. A start-up cost of MKW 3.7 billion is
associated with improving the policy, test facilities, and accreditation
process of the Malawi Bureau of standards ([MBS), as well as
developing the capacity of MBS staff. The annual cost of a test
laboratory is MKW 0.3 billion.
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The cost associated with training and
institutional capacity to export premium
groundnuts and reduce aflatoxin contamination

Farmer education on using pre and post-harvest techniques

to reduce aflatoxin contamination is important for grading
improvements. Outreach and training is also crucial in order for

the farmers to access profitable markets. The costs for agricultural
extension activities are estimated using a study by Ksoll et al. (2016),
which factors the use of trained staff rather than village agents
making it an appropriate conservative estimate.

Currently, the MBS does not provide testing services. The intervention
would aim to establish a testing laboratory that can verify the
aflatoxin contamination levels in common crops, such as maize and
groundnuts, as well as assist the MBS to develop policies in line with
the National Quality Policy and develop an accreditation process.

The costs for improving the insfitutional capacity of MBS are
based on the Standardization, Quality Assurance, Accreditation,
Metrology Project (SQUAM), funded by the EU. The project
includes interventions aimed af improving MBS policy framework
and capacity, for verifying grading standards, thereby providing

a reasonable cost estimate. Also included are the annual cost
estimations operations and maintenance of the lab,a consultant to
review and update the policy framework and regulations for MBS.

The link between wealth creation and
proportion of premium quality groundnuts

The proportion of groundnuts that qualify as premium is the main
driver of both benefits examined in the analysis. Based on the
experience of the Mchinji Area Smallholder Farmers Association,
which currently sells premium groundnuts through a fair trade
agreement to the EU, the premium proportion is 9%. The assumption
is that the proportion of groundnuts that qualify as premium would
increase over fime as more farmers are frained in proper pre and
post-harvest methods. This would lead to increased profits for
premium grade products. At 15% premium quality the farmer income
increases by MWK 10.5 billion per year. If only 5% qualify as
premium, then the farmer income increase is only MWK 3.5 billion
per year, and the BCR is 0.7 representing a poor investment where
the costs of this intervention far outweigh the benefits.

Besides, an increased quality groundnut production could lead to
agro-processing opportunities for Malawi in the groundnut value
chain.

Itis important to note that the analysis conducted here is based

on conservative assumptions about the scale of the sector. In both
CBAs, it is assumed that the level of production will remain the same.
However, it is reasonable to assume that the sfability of policies and
the opportunity to sell groundnuts at premium prices can increase
investor confidence for expanding the production of maize and
groundnuts. It can also be argued that more farmers would aim to
improve their post-harvest handling techniques once they realise the
potential for increased revenue from reducing the levels of aflatoxin.

MKW 42 billion MKW 6.3 billion
for training, annual wealth
Training and institutions ]'? 750,000 farmers, MKW 3'_7 l‘)||||on ) creation from
_ Fair for building increased groundnut
for groundnut quality o ; and consumers of L
control (97% economic groundnuts institutional value and exports.
benefits) capacity, then 10.8 deaths avoided
MKW 0.3 annual | per year from reduced
operations aflatoxin
Political cost,
11 and the cost
. of a scheme MKW 61 billion
Fair . .
Remove export ban on o .| Farmers producing to redistribute annual wealth
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maize maize between winners | creation from maize
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resulting maize
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Note: BCRs are based on costs and benefits discounted at 8% (see accompanying technical report). BCR ratings are determined on the following
scale [ ECIERIEERENE Good, BCR5:15; Fair, BCR 1-5; IR 7his traffic light scale was developed by an Eminent Panel including several

Nobel Laureate economists for a previous Copenhagen Consensus project that assessed the Sustainable Development Goals.
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Malawi Priorities: Background

Malawi Priorities is a research-based collaborative project implemented by the National Planning Commission (NPC) with
technical assistance from the African Institute for Development Policy (AFIDEP), and the Copenhagen Consensus Center (CCC) to
identify and promote the most effective interventions that address Malawi’s development challenges and support the attainment
of its development aspirations. The project seeks to provide the government with a systematic process to help prioritize the most
effective policy solutions so as to maximize social, environmental and economic benefits on every kwacha invested. Cost-benefit
analysis is the primary analytical tool adopted by the project. Cost-benefit analysis will be applied to 20-30 research questions of
national importance. Research will take place over the course of 2020 and 2021.

Research questions were drawn from the NPC's existing research agenda, developed in September 2019 after extensive
consultation with academics, think tanks, the private sector and government. This sub-set was then augmented, based on input
from NPC, an Academic Advisory Group (AAG) of leading scholars within Malawi, and existing literature, particularly previous
cost-benefit analyses conducted by the Copenhagen Consensus Center. The research agenda was validated and prioritized by
a Reference Group of 25 prominent, senior stakeholders. The selection of interventions was informed by numerous consultations
across the Malawian policy space, and one academic and two sector experts provide peer review on all analyses.

Cost-benefit analyses in Malawi Priorities consider the social, economic and environmental impacts that accrue to all of
Malawian society. This represents a wider scope than financial cost-benefit analysis, which considers only the flow of money, or
private cost-benefit analysis, which considers the perspective of only one party. All benefit-cost ratios (BCRs) reported within the
Malawi Priorities project are comparable.

The cost-benefit analysis considered in the project is premised on an injection of new money available to decision makers, that can
be spent on expanding existing programs (e.g. new beneficiaries, additional program features) or implementing new programs.
Results should not be interpreted as reflections on past efforts or the benefits of reallocating existing funds.

Inquiries about the research should be directed to Salim Mapila at salim@npc.mw.
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