\\\

d.;

-b"' o

.~

Wy,
BFAP % S
dee Y, MwAPATA

INSIGHT IFPRI Z/INSTITUTE

PPVC Deep-Dive

Malawi - Soybeans

Stakeholder Engagement
28 May 2024



Malawi soybean industry: Towards an ideal state ;5 :(B%F {4 o of
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Largest challenges observed in the marketing & trading of soybean products

Opportunity ° Througha market-led lens, more sustainable production targets for Malawi can be developed.
Development of the Malawian feed market through targeted reforms aimed at transforming the local poultry industry.
* Import replacement and export growth of soybean primary- and secondary products:
a. Malawi is a net importer of soybean pieces (texturized vegetable protein (TVP)) products. Malawi is cost competitive in supplying

soybean pieces to both regional- and international markets (e.g. South Africa & Philippines).
Malawi is a net importer of soybean oil which can be replaced if increasing volumes of soybeans can be processed locally.
Significant expansion in processing capacity over the past decade has occurred, but lack of volumes - prohibiting optimal utilization.

d. Export growth potential of non-GMO soybeans and oil cake to regional- and international markets (e.g. Zimbabwe, India and Pakistan)

with the potential to receive price premiums.

Opportunity to improve smallholder yields and incomes.

o T

* Soybean gross margins at farm-level highest of all actors but lack competitiveness against competing industries such as tobacco.
* Poverty and associated purchasing power by Malawian consumers have limited market space for further expansion of the feed sector.

* Existing marketing- and trading mechanisms together with availability of accurate market information are not conducive for price

Challenges

discovery, transmission and transparency (buying permits, minimum price setting, export restrictions, high transportation costs & complex
export protocols / regulations).

Significant investment in processing capacity also occurred in the region which limits regional market potential (e.g. Zambia & South Africa).
Low soybean productivity with limited opportunity for area expansion.

Existing government production targets has the potential to create a market failure event.

PFODOSEd Local feed market development & export promotion of soybean pieces (targeted poultry reforms & efficient export licensing & market access)
Solutions * Reform targeted to improve marketing- & trading of soybean products: Revoke buying permits, setting of minimum prices, export restrictions
& create a supply- and demand industry forum to promote transparency.

Public- and private sector partnership for export promotion with productivity gains to create additional volumes for exports.




Soybean Industry Overview in Malawi

Global trend: Soybean growth underpinned by rising demand for animal feed & vegetablé"a'ils

Soybean Production
2021
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International:

Expansion underpinned by growth in intensive livestock sectors & biofuels
Extraction rate of oil: soybean vs. sunflower; sunflower more conducive to replace edible oil imports

Malawi industry dynamics:

Source: Nyirenda, Z. et al., 2021., Finmark Trust. 2021., ReNAPRI, 2018., Corley, W., 2019., GoM, 2014., AICC, 2016.

Total area in 2023: 297,000 hectares with growth rate of 9% per annum over past decade.

Production in 2023: 235,500 tons, increasing at 10% per annum over past decade. Production
concentrated in central regions.

Average national yields between 0.8-1.2 t/ha, lower compared to key global producers. Yield growth since
2010 = 0.8% per annum.

Malawi has become a consistent net exporter of soybean seed and cake but remains a net importer of
soybean oil and small volumes of soybean pieces.

Significant investment has occurred in Malawi’s soybean value chain in recent years, expanding the
installed crush capacity to more than 600 thousand tons.

Estimated that significant surplus crushing capacity is available. With surplus seed and import demand for
edible oil, there is scope to expand crush volumes.

Export of soybean cake: Might suggests that demand from the animal feed sector, where intensification
has been slow, has not kept pace with the rate of development of the soybean value chain.

Substantial share of the total soybean market is attributed to direct human consumption (soybean pieces).




Market structure: Supply- and demand S0
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Malawi is a net exporter of soybean grain- & cake; imports oil & pieces
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Soybeans have the potential to further grow il A4 ok
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FOREX earnings for Malawi through exports
2018-2022 average: more than 60.2 million US$ of FOREX generated
Net trade of soybean products - Volumes Net trade of soybean products - Value
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Value chain structure & product flow:

Current state (2023)
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Value chain structure &

Current state (2023)

Value Chain Challenges

oroduct flow:

Value Chain

Opportunity
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Soybeans remain uncompetitive compared to othercrops :a:
But have potential to become more competitive if productivity growth canimprove

4,500 Farm-level gross margins of competing crops in Malawi

4,000 Tobacco producers receive a high
3,500 level of support through input
supply, finance & extension support.

3,000
© 2,500
a 2,000 Increasing productivity of
B soybeans could improve its

1,500 relative competitiveness against
alternative crops.
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The agricultural sector remains dominated by maize and tobacco as the main staple
food and source of export revenue, respectively. Maize is planted on about 50
percent of the total land cultivated while legumes only occupy about 14 percent,
and the remainder is taken by the remaining crops. Tobacco alone accounted for
54.9 percent of the country’s export value (Government of Malawi 2021).
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Malawi’s soybean yield competitiveness
against key global producers

Key drivers affecting yields:

Seed & inoculant, use of

specialised fertiliser, use of

chemical products to counter

pest / disease & extension
| services.

Brazil Argentina USA  Ukraine Malawi

Commercial [N

Small-scale




Opportunity for yield growth in Malawi | 3

Current yields not competitive & lower than potential k NS [FPR| siNsTiTuTE
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Soybean yield potential Current yield performance
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Soybean value chain gross margins Generally, margins in Kwacha to improve towards
800.000 Soybean farmer margins: 2030 Baseline due to weaker exchange rate.
Highest across the value chain
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Marketing & trading regulations affecting growth prospects for the soybean industry;..%" '+ | BEAP 2
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Previous literature states that export restrictions (e.g. export bans) can create a 56% loss for the industry

Key challenges:

1. Buying permits and the role of “buyer competition” in producing regions. Increased competition could stimulate higher farmgate
prices.

2. Minimum price determination; although the mechanism is introduced to promote higher farmgate prices, evidence suggests that
this is not the case with processors paying higher than market-related prices for soybean grain and traders ultimately benefitting.

3. Export restrictions / bans which create investment uncertainty and market distortion. Reductions in export volumes trigger lower
prices, which in turn influences producer and consumer decisions

4. Complex & lengthy export regulations together with high cost of transportation are affecting export competitiveness.

5. Lack of reliable supply and demand estimates has the potential to create fear in the market in deficit seasons.

The process to obtain an export license for one consignment could take up to 56 days and requires 15 office visits / procedures and 17 documents

. Procedures / Institutions .

Step Cost (MWK) Time (Days) Office Visits Documents Involved Mapping Export Procedures High Transport Costs
Agricultural Permit 10,000 10 3 4 MoAFS | B Export documents * Landlocked country. Nearest ports: Beira in
Export Permit 0 28 3 3 MOAFS, MolT e Fans v oapes ey O + Trandh thiough Mozambiaue, Zimbabuwe o reach
Currency Declaration Form 9,500 7 3 3 bank, RBM B C;rfi:‘l:ii:"aiZ21[":;r_i;:IE!E:L::E::;::::‘:::::EMUIiw (MAFS) + g-rncggsr;nﬁéfrlca. Two customs posts at every border
Phyto-sanitary Certificate 2,000 7 2 0 PPS ™ — Certificate of SADC Origin ~ Chamber of Commerce * several f;gg Ge il at every border, waiting for
SADC Certificate of Origin 5,000 1 1 1 CoC : :Zt?n;a;';aw certificate ~ MAFS.— Plant Protection Serv. . I:SE;trrci:;S conditions and long distances to reach other
WEIghbrldgE Certificate 1,000 1 1 2 NFRA — Commercial Invoice * Bicycles a-re main means to move produce to market.
Customs Declaration 20,000 2 2 4 MRA | ComrencyDecaration form, Cot form - Benk accessbic by motor vemdies.
Total 47’500 56 15 17 8 + Restrictions on the movement of goods. Roadblocks.

Source: USAID, 2013




Tra nsport costs are expenswe

Product prices for exports declineto such an extentthatitis not economlcallyfea5|ble
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Soybean grain price comparison & dynamics
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Reducing the processor purchase price, will reduce grain traders’ margin, but the overall value chain will
better off, letting the industry thrive such that on absolute terms grain traders are also better off
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Soybean Grain Prices (2023)

Not feasible for processors to
import raw material to close
crushing capacity gap
Non-gm soybeans can fetch
roughly 9% price premium
compared to gm soybeans

Producer price
competitivein global
and regional market,

but minimum or
processor price not

Transport costs &
low FOB Beira price
not incentivising
more exports
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Price dynamics in soybean products
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Reforms should promote more competitive pricing, especially to compéte in "™

export markets
Soybean Cake and Pieces Prices (2023) Crude Oil Prices (2023)

1,600,000 3,500,000 Domestically produced is
competitive compared to
imported palm oil
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Soybean Grain Market Potential -

Regional Market Size (Imported Volumes)

£ 300
o
-E; South Africa was the largest soybean grain importers (importing
® 250 30 300t), followed by Zimbabwe (25 500t), Kenya (10 300t),
z Mozambique (16 000t), Rwanda (9 000t) and Tanzania (7 300t).
F 200
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Soybean Grain Unit Values (2023)
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Global Market Size (Imported Volumes)
160 The largest global soybean importers are China, Argentina,
Mexico, Netherlands and Germany. Largest non-gm market:
China, Japan and Europe
140
China imports gm soybeans and produces non-gm
soybeans locally for human consumption.
120
100 I I I
80 I I I
60 I
All soy producedin the EU is Non-GM, and
roughly covers 40-50% of the EU’s Non-GM
40 demand. Brazil currently supplies EU with
their non-gm deficit.
| | In the mid-term, land use shifts from cereals
20 to soy are expected within the EU arable
crop sector. This trend is partly supported by
a growing demand for plant proteins.
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Soybean cake exports will face increasing competition in the g

regional market, but opportunities remain hy

Major investments in soya crushing facilities have also occurred in the region over the past decade.
(SA = 2.3mil tons, Tanzania 300 000 tons) and will compete for the same market feed markets.

Kenya Potential = o « °

e Export ,;:Aoar:k'et S Thg total export market for soya meal in the region is

T RISPKEE 16,800 ton o LN estimated at 360 000 tons

M N * BUT neighbouring countries with excess crushing
capacity are also driving higher production levels, which
could reduce the opportunity for Malawi regional
exports.

e Several countries in the region are non-GM soybean
producers and only allow non-GM soybean and soymeal
imports. These countries include Tanzania, Kenya,
Rwanda, and Uganda. Zimbabwe is a non-GM producer
but has allowed GM imports for several years.

E;?gftbh‘ﬁvaerfecﬁenﬁa' Mozambique a non-GM producer but uncertain if they

130,000 ton will allow GM imports. Malawi is already competing
with South African GM imports in Zimbabwe.

* India and Pakistan are alternative markets for non-GM

soyabean exports.

Source: BFAP Afrlca Sector Model, Commodity Insight Africa, BFAP Industry Survey 15-19 April 2024
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Soybean Pieces (TVP) Market Potential
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Regional Market Size (Imported Volumes)

The global soybean piece demand (total imported volumes) has increased by 8%

from 2018 to 2023, while Malawi’s neighbouringcountries’ imports increased
by 11%.

Malawi has mainly exported pieces to neighbouring countries

South Africa is the largest regional soybean piece importers (importing 10500
tonnes), followed by Eswatini (5000 tonnes), Zambia, Zimbabwe and Democratic
Republic of Congo (each importing 1400 tonnes).

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

B Mozambique Zimbabwe B Rwanda
M Tanzania, United Republic of B South Africa M Botswana
B Angola B Kenya B Zambia

M Uganda B Namibia W Congo
 Congo, Democratic Republic of the © Lesotho Eswatini

UsS/ton

Source: TradeMap

Soybean Pieces Unit Values (2023)
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Global Market Size (Imported Volumes)

The largest global soybean piece importers are Chile, US, UK,

» 1,000 Netherlands, who have all recorded an import growth above 12%
§ from 2018-2022 (except for the UK), illustrating further demand
T 900 growth.
©
§ The average Southern- & Eastern Asian soybean piece
£ 800 importsare 104 000 tons and increased by 3% (2018-2022).
(Philippines:37 000t)
700 . . .
Further top Europeanimportersinclude Spain,
France, Germany and Belgium, which are
00 countriesthat only import non-gm soybeans.
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Conservative target setting in Malawi required &
Current government target for soybean volumes of 1 million tons by 2029 has

the risk for market failure

{——
(e MINISTRY OF AGRICULTURE
Agriculture Productivity and Commercial
. L] L]
2024 and 2030 Production Projections
2023 Prod. MT 2024 Targets MT 2029 Targets MT
Maize 3,716,479 4,831,423 7,432,958
Rice 136,083 176,908 272,166
Wheat Less 10
Soybean 400,000 600,000 1,000,000 «
Groundnuts 434,762 652,143 869,524
Beans 218,889 306,445 437,778
Pigeon Peas 428,609 600,053 857,218
Cotton 20,666 24,799 41,332
Banana 935,429 1,122,515 1,870,858
Macadamia 11,400 13,680 22,800
Dairy milk 57,000 68,400 114,000
Beef 1,950,000 2,340,000 3,900,000
Goat 11,104,382 13,325,258 22,208,764
| Piggery 9,312,073 11,174,488 18,624,146
Poultry 216,342,218 259,610,662 432,684,436

Source: Ministry of Agriculture, Malawi, 2023
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Government aims to increase production
volumes to 1 million tons by 2029 from
existing levels of around 300,000 tons.

Assuming the following:
* Arearemain constant = yield response
of 4.7 t/ha is required.
* Yield remain constant = area expansion
of 860,000 ha required.

At these production targets:

* Further investmentin processing
capacity will be required.

* Not sufficient local demand to absorb
these volumes.

* Soybean product prices will have to
decrease to shift additional volumes
into the regional- and international
markets.

* Consequently, gross margins of value
chain actors will decrease, for some,
turning negative.

From a market-led lens, more sustaj
targets need to be set.
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impacts of
interventions
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Reforms suggested from deep dive N | MwAPATA

Interventions proposed to upgrade VC to future state

0 Local feed market development & soy-pieces eMarketing & trading regulation reforms
export promotion * Reforms targeted to enhance marketing- & trading of
* Feed market development & export promotion soybean products:
of soybean pieces * Removal of buying permits, setting of minimum
* targeted poultry reforms to absorb more prices, export restrictions (promote open market)
oilcake in domestic animal feed market e Create a supply- and demand industry forum to
* efficient export licensing & market access promote transparency & market information
Objective: Development of local feed market & divert Objective: Create incentive for producers & processors by
exported seedcake into further domestic processing improving farmgate prices and reducing raw material purchase
destined for TVC export market. price by processors to expand production- and exported
volumes.

Soybean & oil cake export promotion
* Public- and private sector partnership for export
promotion with productivity gains to create

additional volumes for exports.
Objective: Improved export efficiency, reduced costs

(including opportunity) and surety to drive up exports
of oil cake and non-GMO raw material. ‘
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Il nodesin the value chainrealise a higher

ross margin, except for grain traders
Significant improvement for producer and processor gross margins

Soybean Value Chain Gross Margin per Node

Higher farmgate price +
productivity gains to boost
farmer margins

Small holder Commercial On-farm consumption Mechanical Crusher
processing
Farmer Seed Traders Processing
M 2030 Baseline 7 2030 Reform 1 - develop local feed market and pieces export

M 2030 Reform 2 - Marketing & trade regulations 2030 Reform 3 - soybean and cake export promotion
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Smaller price gap between
producerand
minimum/processor price The implementation of reforms 2 + 3 will boost
processor margins & unlock export growth
1| Il I I I I - I I

Solvent Crusher (human
pieces)
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Rest of VC actor’s margins remai
unchanged as reforms are
implemented since on cost plus
model
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Impact of reforms in Malawi soybean industry
Targeted reforms can add 150,000 tons of soybeans above the 2030 baseline

Tonnes

500 000
450 000
400 000
350 000
300 000
250000
200 000
150000
100 000
50 000

Current

2023

M Local Soybean Piece
M Soybean Grain Expo

Soy oil cake + soy
grain exports increase

I
-

Raw Material Market

Export volumes of
pieces increase

i B
H B

Baseline Reform 1 - Reform 2 - Reform 3 -
Local feed  Marketing & Soybean & oil
market trading cake export
development regulation promotion
& soy-pieces reforms
export
promotion
2030
Soybean Cake in Local Feed
rts I Export Soybean Pieces

M Soybean Cake Export
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Product Market

Industry revenue: Implementing all reforms
can add MK173 billion to the total value chain

Current Baseline Reform 1 - Reform 2 - Reform 3 -
Local feed  Marketing & Soybean & oil
market trading cake export
development regulation promotion
& soy-pieces reforms
export
promotion
2023 2030

Soybean Cake in Local Feed

" Soybean Cake Expor,



Soybean Reforms: Economywide Effects & riaramoders

Increase in national GDP

(S mil.)
120
97.1
100
80
60 43.7
40

0 .

Local feed & Marketing Soy-product
soy-pieces liberalization exports

W GDP Soybean VC GDP Rest of economy

* GDP gainsranging from $12 to $97 mil. by 2030
relativeto baseline (in the third reform that
equatesto 0.6% of GDP)

* Soybeanvalue chainincludessoybean farming,
processing (e.g., oil and oilcake), and animal
feeds

* Most gains (98%) concentrated within soybean
value chain under first reform

* Gradually multiplier effects strengthen, e.g.,
under third reform for every $1.00 growth in the
soybean value chain, $0.16 is generatedin the
rest of the economy

Number of jobs created

(1,000s)

40 35.7
35
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25 21.5
20
15 12.6
10

5

0

Local feed & Marketing Soy-product
soy-pieces liberalization exports

Jobs Urban ™ Jobs Rural

Led by IFPRI

Between 12,600 and 35,700 jobs created by

2030 relative to baseline employment of 9.8 mil.

Majority of jobs (~90%) are inrural areasin
soybean farming, even though reforms entail
significant capacity expansionand productivity
gainsin the off-farm components of the chain

People lifted out of poverty

(1,000s)
120 101.7
100
80
60 51.7
40
20.5
|
0

Local feed & Marketing Soy-product
soy-pieces liberalization exports

Poverty Urban M Poverty Rural

* Relativelystrong poverty impacts, with between
20,500 and 101,700 people lifted out of poverty
by 2030 relative to baseline poverty of 9.4 mil.
people.

* Most poverty reductionin rural areas, which is
also where 95% of the poorlivein 2030



https://www.ifpri.org/project/riapa-model
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Industry revenue: Implementing all reformscan 4.2
add 173 billion additional MK to the total value

chain

Total value of absolute gross margins (volume x

600,000

500,000

Million MK

400,000

300,000

200,000

100,000

margin) — Value Chain

173 billion MK

B
Current Reform 1 -
develop
local feed
market and regulations promotion

pieces

export

Baseline

2023 2030

Reform 2 -

119,429

Reform 3 -
Marketing & soybean and
cake export

Million MK

Additional revenue generated by reform
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Total value of absolute gross margins (volume x

400,000
350,000
300,000
250,000
200,000
150,000
100,000

50,000

margin) - Producers

107,298

24,886
Current Baseline Reform 1- Reform2- Reform 3-
develop Marketing & soybean and
local feed trade cake export
market and regulations promotion
pieces
export
2023 2030




