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1. Executive Summary

Triple Line was contracted by TechnoServe (TNS) to quantify the long term impact of Phase One of
the East Africa Coffee Initiative (2008-11) which was conducted in Rwanda, Kenya, Tanzania and
Ethiopia with the objective of enabling smallholder farmers to improve their productivity and increase
their household incomes. The overall conclusion of the evaluation is that four years after the
completion of the programme, evidence of the gains in yield from the agronomy programme and the
gains in price from the wet mill and coffee service provider model reported at the endline in 2012
have been maintained during the last four years.

The primary objective of the evaluation is to assess the extent to which the financial gains to
smallholder farmers as a result of the agronomy and wet mill programme have been sustained since
the completion of the programme. The evaluation assesses the extent to which the agronomy
changes made by the programme in terms of farm productivity and yields have continued after the
period of support and whether the changes made under the wet mill programme continue to serve
farmers and enable the achievement of a quality price premium.

The analysis of wet mill programme results has been based on a desk review of TechnoServe
data for all their supported wet mills in Ethiopia and data collected as part of the International Growth
Centre (IGC) study on coffee competitiveness in Rwanda by Morjaria and Macchiavello. A site visit
was undertaken in December 1-8 2015 to Rwanda and in January 2016 in Ethiopia to a total of 10
co-ops/mills.

In Rwanda, the TechnoServe model has contributed to a significant change from farm-produced
semi-washed parchment coffee to the farmer selling coffee cherry to the Co-op owned wet mills to
produce higher quality fully washed parchment coffee. There has been a rapid growth in the
proportion of coffee that is going through the wet mills, increasing from virtually nil in 2004 to over
40% in 2014. TNS supported mills account for around 17% of the wet mill capacity in Rwanda.

The price premium for TechnoServe s upport ed washed cof fvashedaoffeer 6or
at the end of the programme in 2012 was calculated as $0.99 per kg green coffee (USD$ 3.91

compared to US$ 2.92)! or 34%. This premium has broadly been maintained up to 2015 and a

farm-gate price premium of 25% over and above what would have been achieved from semi-washed

coffee has been sustained since the completion of the TNS programme. There are a number of

factors in play, including the increasing proportion of quality washed Arabica being produced which

is reducing its scarcity value as well as the cost and farmer payment structure of the wet mills.

In Ethiopia, TNS supported the creation of 89 mills accounting for 26,500 bags of green coffee in
2014/5. Whilst this is a relatively small proportion of total coffee exports (approx. 1%), it represents
a very significant proportion of the total washed coffee production from the regions supported. For
example, there were 119 wet mills in the Jimma/lllubabor region at the start of the programme and
there are now 188, of which TechnoServe has supported 69.

The step change in the price received by the farmer has been very significant. The overall conclusion
from the data is that the gains recorded at the end line survey by TechnoServe have been maintained
over the last three seasons.The premium for TechnoServe supported washed coffee over unwashed
coffee at the end of the programme in 2012 was calculated as $0.82 per kg green coffee (USD$ 4.16
compared to US$ 3.34) or 25%. This premium has increased by 31% to an average of $1.08 per kg
green coffee over the past three seasons, representing a farm-gate price premium of 45%. There is

! The East Africa Coffee Initiative :Innovations, Lessons Learned and Results from TechnoServe (Dec 2013)
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also a general trend towards a gradual increase in the profitability of the mills over the past four years
although there is a large range in the performance of the mills.

In Rwanda, the Coffee Service Provider model has enabled farmers to have the potential for better
access to markets and connection with exporters with improved market price transparency. The
exporters can in some cases have traceability back to the origin and Co-op/mill, which is an important
feature for some specialty coffees. In essence, the CSP model has worked and has solved the
problems that it was intending to solve. There is good evidence of a major systemic change in the
way the coffee market works for the benefit of smallholder coffee growers.

A survey of the agronomy programme was conducted in Rwanda. A structured sample of 765
unique households that had received TNS training was drawn, with a useable sample of 620 drawn
from 3 of the 10 cooperatives in Rwanda that had undertaken Agronomy training during 2010-2011.

The survey results showed that although best practice adoption has fallen since the agronomy
programme ended, it remains considerably higher than at the pre-intervention baseline. Pre-
i ntervent i on , ?foundthat anly 45% of Sarmers wedeyegularly using at least half of the
best practices taught by TechnoServe, which increased to 97% after training (2012 survey). The
equivalent figure today for TechnoServe-trained farmers is 78%, demonstrating the extent to which
best practice adoption has been maintained.

Importantly, there were clear disparities in the adoption rates between different best practices,
suggesting that some best practices were adopted much more readily than others. For example,
only 4% of farmers were still keeping accurate records of yields, income and inputs, compared to
88% in 2012, as record cards distributed by TechnoServe did not have space for multiple years. In
comparison, 92% were still practicing some form of erosion control. Statistical analysis of the
relationship between attendance data and best practice adoption reinforced this point; some best
practices had a much stronger relationship with attendance data than others, implying a variation in
the effectiveness of training by best practice.

Farmers who adopted at | d@ agticultirad bekt practicesTwere more® Ser v e
positive about their yield, suggesting that the best practices did have a positive impact. This finding
reinforced Lateriteo6s pyell datadaupsovedhatdherg wais a statistically c h  u s
significant relationship between yield and best practice adoption. Adopters of best practices were

also more likely to want to increase the area of land growing coffee, indicating that they were more

positive about the potential of coffee to provide a good income for their family.

While it was not technically feasible to undertake a statistically significant measurement of yield, the
survey also confirmed a number of qualitative perceptions on key trends supporting the relationship
between BP and yield: 91% of BP adopters reported an increase in yield and 35% reported what
they perceived to be a large increase in vyield. All indicators of increased wealth and asset
accumulation were positively associated with best practice adoption.

2l ndependent Assessment of TechnoSer ve fLateri@att, P83. Agronor

Evaluation of East Africa Coffee Initiative 2
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2. Introduction

2.1. Overview

Triple Line was contracted by TechnoServe (TNS) to quantify the long term impact of Phase 1 of the
East Africa Coffee Initiative (2008-11) which was conducted in Rwanda, Kenya, Tanzania and
Ethiopia with the objective of enabling small holder farmers to participate in and benefit from
improving their incomes.

In November 2007, the Bill & Melinda Gates Foundation
awarded TechnoServe a four-year, $473-million grant to
Rwanda, Kenya, Tanzania, formally launch the Coffee Initiative, a region-wide effort to
Ethiopia boost the incomes of 195,000 smallholder coffee farmers
through three specific and integrated strategies.

East Africa Coffee Programme

285 Wet Mills Supported

195,408 Farmers supported () Agronomy Programme

SRR FarTes (et A farmer training programme known asfi Far m Caowas e g e
_ _ established, educating smallholder coffee farmers on

22% Increase in coffee income sustainable agronomic practices to increase their yields. The

Source: TechnoServe agronomy programme worked to increase coffee tree

productivity by building far mer ¢
sustainable and yield-increasing agricultural practices through a two-year training programme. Over

36,000 women and men patrticipated in the programme, attending monthly training sessions in small

groups consisting of approximately 30 farmers. Participating farmers experienced an average yield
improvement of 42% by end of project. The programme expected yields to increase with time as

coffee farmers adopted best practices, reaching its optimum level four years after completing the

agronomy training.

(i)  Wet Mill Programme

The Wet Mill Programme assisted farmer co-operatives in establishing or upgrading low-cost rural
coffee processing stations or wet mills, and provide them with business support to improve the
quality of their Arabica*® coffees. In Rwanda the coffee was classified as semi-washed, with the
cherry pulped and fermented on the farm using simple pulping and buckets for fermentation and
sun-dried cherries or Jenfel in Ethiopia. These coffees were not sold at prices comparable to those
of fully washed Arabica coffees from Central America.

The programme supported coffee farmers to set-up and/or efficiently operate 285 coffee processing
wet-mills or washing stations that process, aggregate and sell higher quality, fully washed coffee.
The businesses served 195,408 farmers, and produced 15,960 metric tons of fully-washed specialty-
grade Arabica coffee over the lifespan of the initiative in the four East African Countries. As a result
of the improved quality and enhanced supply-chain efficiencies, these businesses exported coffee
at a premium of US$0.96 per kilo over the benchmark New York commodity price, and farmers
earned US$0.50 per kilo farm gate premiums.

(i) Coffee Service Provider Model

3 The programme is now in its second phase and the grant extended to USD$65 mn with the aim of reaching
220,500 farmers.

4 Coffee varieties are divided into two main categories with Arabica being the higher quality than Robusta,
grown at lower altitudes.-

Evaluation of East Africa Coffee Initiative 3
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It is unsurprising that coffee production in East Africa is highly politicised given the very large number
of people involved in the production and the importance of coffee exports to the national economies
of the region. Governments have played a major direct or regulatory role in East Africa and the
process of market liberalisation in Rwanda/ Ethiopia has occurred only in the last two decades. The
coffee services provider model had to work within this context with a view to strengthening the
position of the smallholder on the value chain and encouraging greater ownership and value added
for the smallholder.

The coffee service provider model (CSP) model worked with private export companies who
provided wet mills with fee-based services. These include: investment finance to support wet mill
improvements, working capital financing to purchase cherries, price risk management, export
logistics and linkages to international coffee buyers. In exchange for these services, the CSP takes
a percentage of the sales of the co-operative, typically between 5% and 7%, and also deducts costs
paid on behalf of the co-operative.

The model is essentially about building transparency and trust between the farmers and co-ops and
the exporters and enabling the farmers to have a much better understanding of the operation of the
international coffee market.

The aim is that the Co-operatives move up the value chain, selling higher quality washed coffee and
for a price premium, the benefit of which is passed back to the farmer. The purpose of the model is
to reach a position where private exporters are competing for the business of the co-operatives.

TechnoServe pioneered this model with two CSPs providing services to five co-operatives in 2007.
By the end of the Coffee Initiative Phase One, 50 co-operatives were receiving CSP services from
four coffee exporters who have since expanded these services to more than 100 co-operative and
private wet mill businesses providing more than $5 million in annual working capital financing.

In December 2010, the success of the CSP model prompted the Rwanda coffee regulatory authority
to formalize the position of CSPs in a new set of coffee regulations.

2.2.0bjectives of the Evaluation

Phase 1 (2008-11) of the East Africa Coffee Initiative focused on Ethiopia, Tanzania, Kenya and
Rwanda. Phase 2 continued the programme but had Ethiopia as its main focus. It is now five years
since the Coffee Initiative ended and there is much to be gained from understanding the sustainability
and impact of the original investment. The test of a robust development programme is to assess not
just what it achieved during the period of implementation but what it left behind for the longer term.

The research was undertaken in Rwanda and Ethiopia. As the agronomy programme started in
Ethiopia in 2012, its impact was only be evaluated in Rwanda.

The primary objective of the evaluation is to assess the extent to which the financial gains to
smallholder farmers as a result of the agronomy and wet mill programme have been sustained since
the completion of the programme. Importantly, the evaluation assesses the extent to which the
agronomy changes made by the programme in terms of farm productivity and yields have continued
after the period of support and whether the changes made under the wet mill programme continue
to serve farmers and enable the achievement of a quality price premium.

Evaluation of East Africa Coffee Initiative 4
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The following evaluation questions have been framed by TechnoServe and were reviewed during
the inception phase.

Evaluation Questions
1. What is the long term impact of the Agronomy programme on farm productivity?

2. How resilient are new wet mills set up during Phase 1? Do these businesses continue
to deliver value in the form of premium prices and market access, generating incomes for
local communities without direct support from TechnoServe?

3. Have farmers been able to sustain the price premium and volume-sales gains achieved
during the programme?

4. How sustainable is the Coffee Service Provider model? Will Coffee Service Providers
continue to support and serve wet mill clients without direct technical support and risk
mitigation from TechnoServe?

Scope

The evaluation needs to focus on quantifying the sustainability of the programme and assessing the
extent to which the attributable financial gains made have been sustained. It also captures more
gualitative aspects including the acquisition of skills and best practices by the farmers, improved
livelihoods and their resilience and ability to cope with shocks as well as their perceptions of the
effectiveness of the programme.

Methodologicathallenges

Measurement of productivity gain is riddled with methodological difficulties not least caused by the
vicissitudes of a commodity market such as coffee, regional and micro climatic conditions, outbreaks

of pests and fungal diseases and other factors. This research also needs to be cognisant of other

coffee programmes and government actions when identifying the attributable gains from the TNS
programme. In reviewing the productivity gains, analysis is also required of how improvements may,

or may not have been translated into increased living standards, gender equality and womenoés
empowerment.

Areas of focus

Following a discussion with the TNS team in Addis Ababa in December 2015, it was agreed to focus
on depth rather than breadth i.e. to identify whether productivity gains have been sustained for one
cohort of farmers supported in (2010) by comparing their status with a second cohort as a de-facto
control group. This approach is a practical deeper dive into understanding one cohort of farmers
from one specific year of assistance, rather than an attempt to measure the results across a wider
group of growers over subsequent years. It is felt that more can be inferred from an in-depth study
where there are fewer variables to take into consideration i not least seasonality and climate. There
is trade-off between measuring across a larger data set and leaving some doubt on the validity of
the attributable gains, or having a more in-depth analysis by following one cohort across a number
of different microclimatic zones and conditions. We are proposing the latter approach.

A field visit was undertaken in Rwanda (1-8 December 2015) and Ethiopia to the Jimma/Oromia
region (5-15 January 2016). 5 wet mills in each country were visited and the key findings are set out
in section 3.3 and Annex 2.

Evaluation of East Africa Coffee Initiative 5
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3. Context: Coffee Production in Rwanda and Ethiopia
3.1. Production

Coffee provides livelihoods for some five million households in East Africa, the majority of whom live
on less than USD 1.25 per day®. The region offers some of the best climatic and soil conditions for
the production of high quality washed Arabica coffee comparable with Central America.

In the south-western Oromia region of Ethiopia, which is the origin and cradle of coffee production,
it is still gr own alklorewgenkrdly, coffee i lame madstof East Affice is
characterized by low input smallholder production with farmers typically having less than one hectare
of coffee trees and operating minimal agricultural practices with limited purchased inputs. Production
is well below potential with yields in some areas that average about 300 kilograms of green coffee
per hectare against a potential on training demonstration plots average 1,800 kilograms®. East
African coffee production at 13.2 million bags per year in 2014/5" is well below its potential: it is just
9.3% of world production or less than one third of the total productionof Br azi | , t he
producer. As Figure 1 shows, Ethiopia is by far the largest producer of coffee in the region, but
unlike the other countries, Ethiopia also has a very large domestic market as shown in Figure 3.

Given the low incomes of the majority of farmers, the potential livelihood impact from improving farm
yields is considerable. Farmer awareness and expertise on basic agronomic best practice from the
application of fertilizer, to stumping, pruning or rejuvenation of coffee trees is limited and typically
communicated informally or passed down from one generation to the next or from neighbour to
neighbour.

Figure 1East Africa Coffee Productid@14

335

3,800

6,625

252

@ Ethiopia = Kenyas Burundi » Rwanda= Tanzania- Uganda~ Congo, Dem. Rep. of

®00 bags of coffee. Source: International Coffee Organisation

5 Source: TechnoServe
6 TechnoServe survey of 18 demonstration plots in Kenya, 2015
71 bag= 60kg. Source International Coffee Organisation
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Figure2: International Coffee Price
Cts/lb; 20072014
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The international price of coffee has traditionally been very volatile and market movement on the key
market (New York futures exchange) can follow an erratic pattern with rapid daily or monthly
movements as shown in Figure 2. These movements can be caused by real supply/demand factors
such as a frost in Brazil, but markets can also move on rumours or anticipation of production
changes.

Export contracts for Rwanda and Ethiopia broadly follow the price indicator shown with the specific
key indicator being the New York Futurei C6 contract whi ch r el aArabgka
coffee produced in East Africa. During the final year of the Coffee Initiative Phase One, there was a
substantial (doubling) of the international price. The impact of the market price onf a r magromsohy
practices and supply response is complex and does necessarily result in greater investment by
farmers in East Africa. For example, farmers are reluctant to rejuvenate/stump their coffee trees
during periods of high prices as they are reluctant to forego the short-term profit in lieu of higher
future returns. High international commodity prices also result in a reduction in the specialty premium
as specialty buyers tend to pay high premiums when the commodity market is low but are unable to
maintain such high premiums when the commodity market goes well above the normal range of

$1.00to $1.50 perpound. Thi s phenomena results in the coffee

bad f or Theimpdctioftthe harket price on farmers will be explored with the research activity
in June 2016.

Evaluation of East Africa Coffee Initiative 7
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Figure3: CoffeeExportsRwanda
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Figure 2 shows that coffee exports in Rwanda have been relatively stable over the period of the TNS
support. However, coffee traders in Rwanda estimated during the period of 2000 to 2010 that up to
one third of Rwandabds exports weThs tradelas éappged
substantially in recent years due to higher taxation in Rwanda so the stable exports over the past
four years may actually represent a higher level of production in Rwanda than in previous years. At
independence, in 1962, coffee represented 55% of Rwanda's exports against minerals (37%),
pyrethrum (3%) and tea (2%). There was a gradual decline following the demise of the International
Coffee Agreement in 1989 followed by the virtual collapse of coffee production during the 1993/1994
genocide. Rwanda has a very small domestic market and coffee exports still account for almost
30% of R walexertd, produced by approximately 400,000 small holder farmers.

Some of the factors that have explained the stagnant coffee and exports from Rwanda include:

= Declining soil fertility and lack of access to fertilizer and other inputs - in particular the
periodic intervention of the Government fertiliser distribution programme by the National
Agricultural Export Development Board (NAEB). The co-ops are reporting that the overall
production potential of smallholder coffee production has been well below potential and
planned delivery of fertiliser and other inputs have not been made available or adequately
distributed.

Other factors include pressure on land and demand for food crops and population
growth in Rwanda

Evaluation of East Africa Coffee Initiative 8
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= Ageing of tree stock: there has been some recent distribution of new seedlings and
nursery stock including by exporters, but this would suggest that this may reflect
inadequate agronomic practices including pruning.

3.2. Ethiopia: Key Trends in Coffee Production, Exports and Farm Returns

Figured: Coffee Production in Ethiopia
Y n hags (60kp
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Source: International Coffee Organisation

Coffee is a key commodity in Ethiopia supporting over one million households and accounts for over
30% of annual exports. While Ethiopia is undergoing very rapid economic growth and
industrialisation, the importance of coffee to the macro economy as well as the rural political
economy remains.

Unlike Rwanda, there is a large domestic market for coffee in Ethiopia. Coffee production is
increasing although this is driven by new planting of large plantations rather than improved
productivity of smallholder farms. There has been a significant increase in the proportion of fully
washed coffee exported with TNS having supported over 4,555 tonnes of green coffee annually
(76,000 bags) which has switched from the sun-dried 6 j e roffudly wiashed, representing 2% of
exports by volume.

As highlighted above, coffee production in the Oromia/Jimma area of Ethiopia is characterised by
very favourable climatic conditionswiths o me nat ur ally growing fiforest

Evaluation of East Africa Coffee Initiative 9
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More generally, the climatic and soil conditions for the growing of coffee at altitudes over 1,500
metres is ideal for a low input based smallholder coffee with no use of inorganic fertiliser, pesticides
or fungicides.

4. Analysis of th&Vet Mill Programme

This initial analysis has been based on a desk review of TechnoServe data for all their supported
washing stations in Ethiopia and data collected as part of the International Growth Centre (IGC)
study on coffee competitiveness in Rwanda by Morjaria and Macchiavello. A site visit was
undertaken in December 1-8 2015 to Rwanda and in January 2016 in Ethiopia to a total of 10 co-
ops/mills.

4.1. Overview of Coffee Value ChainwaRda and Ethiopia
4.1.1. Sun Dried, Semi Washed and Fully Washed Coffee

East Africa has produced high-quality coffee for decades. However, with the exception of Kenya,
most farmers traditionally processed their coffee on their farms using home processed 6 s e
washedd o r tdilyieg ofschenry® techniques. The coffee was categorized on the international
markets as semi-washed and did not enjoy the price premiums of the fully-washed mild Arabicas
from Central America. Before the TechnoServe programme there were few washing stations in
Rwanda or in the western Oromia region of Ethiopia.

Also referred to as coffee washing stations, wet mills are typically the place where coffee cherry is
pulped (the outer skin is removed) and the beans are fermented to break down a sticky mucilage
layer. The bean is then washed in water, sorted and dried on raised tables under full sunlight for up
to two weeks until they reach an ideal moisture level. Coffee is then at the parchment stage and
transported to the dry mills for hulling, sorting and grading into green bean coffee ready for export.
In Rwanda these dry mills are owned by private exporters in Kigali, and in Addis they are either
owned by coffee unions or increasingly by a growing number of private exporters.

A typical wet mill has an intensive period of 3 months during the coffee harvest and is a relatively
simple operation with a permanent staff of no more than 2-3 permanent staff appointed by the Co-
op (typically the engineer/manager and accountant) and then seasonal workers are engaged for
cherry purchasing and managing the pulpers, drying tables, parchment storage and security. As set
out in Table 2 the investment cost in a mill is low requiring a fixed investment in a pulper starting
from US$15,000.

4.1.2. TechnoServe Wéill Assistance

The Coffee Initiative supported farmers to install 145 new wet mills and improve 140 existing wet
mills between 2008 and 2011 in the four programme countries as set out in Figure 5. The assistance
has been undertaken in close collaboration with Government bodies and following articulated
Government strategies of encouraging quality improvement towards fully washed coffee®.
Importantly, the role has been advisory and providing technical assistance and facilitating the
provision of investment by third parties. The starting point was to work with groups of farmers that

8 Known as Jenfel in Ethiopia
°E.g the National Coffee Conference of Feb 2015 and NAEB http://www.naeb.gov.rw/index.php?id=49
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were either part of an underperforming co-op; or as in most cases, facilitating the formation and
introduction of governance structures and operations for new co-ops.

Figureb: Wet Mills Supported blfechnoServe 20e3011

Wet Mills Installed or Improved

Cumulative

|

In the two countries reviewed, the TechnoServe supported wet mills have been a major part of the
development of washed coffee. In Rwanda there has been a rapid growth in the proportion of coffee
that is going through the wet mills, increasing from virtually nil in 2004 to over 40% in 2014. TNS
supported 46 wet mills (35 new wet mills) in Rwanda which account for around 17% of the wet mill
capacity in Rwanda®

Source: TechnoServe

Similarly, in Ethiopia TNS supported 89 mills accounting for 26,500 bags of green coffee in 2014/5.
Whilst this is a relatively small proportion of total coffee exports (approx. 1%), it represents a very
significant proportion of the total washed coffee production from the region supported. For example,
there were only 119 wet mills in the Jimma/lllubabor region at the start of the programme and there
are now 188, of which TechnoServe has supported 69.

10 Macchiavello, R and Morjaria, A (2015) : Policy Brief: Coffee Washing Stations in Rwanda; An Overview of Issues &
Policy Recommendations International Growth Centre
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4.1.3. Key Differences in Coffee Value Chains

In Rwanda the co-ops employ buyers to purchase and collect coffee cherry from the farmers,
whereas in the Ethiopian model, farmers tend to deliver cherry to the wet mill collection sites. There
are some other differences in the production and value chain as set out in Figure 6 below.

Figure6: Value Chain Flow (Rwanda / Ethiopia)
RwandaCoffeeValue Chain Ethiopia Coffee Value Chain

of-arm level
uSells cherry to coffee buyer

uMiddle men A
uBuy cherry and sell to mill/Gop

ofFarm level

uDeliver cherry to wet mill collection sites
J

Cherry collection points

wCooperative wet mill
oProcess cherry and sell parchment

wCooperative wet mill h

oProcess cherry and sells parchment to
Union. Cash advance from banks.

J

oExporters advance working capital )

N
uEXxporters

wDry processing/exporting

: N
wCoffee unions

wGrades parchment through ECX and sells
parchment to exporter or foreign buyer

€€€€<
€C€C€LC

Access to Finance

In Rwanda the co-operatives tend to work with a
concentrated export sector: the three biggest are
Rwacoff, Rwanda Trading Company (RTC) and
Coffee Business Centre (CBC). The exporters
provide financial support (operating capital) to
pre-finance the purchase of cherry- through the
coffee service provider model.

In Ethiopia, TechnoServe has facilitated a risk
sharing facility (see box) between the
commercial banks guaranteed by the IFC that
has enabled the co-ops to invest in wet mills.
This has brought these previously unbanked co-
ops into a relationship with investment finance.

Co-op Membership and Cherry Purchase

In Ethiopia there is a much closer connection
between the co-operatives and their
membership. First, a much greater proportion of

Y,
- A
. ) uExporters/foreign buyers
aroreign buygrs uDry processing export/Green Bean
wGreen bean imported imported
J J

Techncerve led an initiative in 2010 for the
co-ops to access finance by helping to
establish a new relationship between the
International Finance Corporation (IFC) and
bAo LYGSNYFGA2YyLFE .|
largest private commercial banks. A $10
million Ri& Sharing Facility was made
available as a revolving loan facility to 62
coffee co-operatives, representing
approximately 47,000 farmers (up to
$250,000 peco-operative), disbursed agains
OFaK b2g¢g NBIjdANBYSyY(
coffee stocks. Thegweviously unbankeao-
operativeshave been able to export over twa
million pounds of higiguality, washed coffee
to 12 international buyers in Euro@ad the
United States.

the coffee cherry processed through the co-operatives are members (over 73% in 2014/5),
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whereas the co-ops in Rwanda collect cherry from both members and non-member coffee
farmers. In Rwanda only around 35% of coops purchase from members (see Table 2).

In Ethiopia, the farmers tend to deliver the cherry directly to the cooperatives and there are no
middlemen purchasing coffee. This provides a leaner cost structure for the wet mills as a
significant part of the co-op cost in Rwanda relates to cherry purchase. Once processed at the
wet mill, the parchment is graded by the Ethiopia Commodity Exchange (ECX) (ECX quality
certification is based on coffee classes (cup quality), types, and grades. The two processing
classes are washed and sun dried, and types are determined according to regional and sub-
regional origins). Following grading by the ECX, the coffee makes its way to the co-operative
Union who trades with the private exporter or directly with the overseas buyer.

Unions charge 5% of the returns from each of the co-operatives as a management / marketing
fee. The rest returns to the co-operatives for distribution (bonus payments, payment of loans,
reinvestment or kept as reserve cash). Under the Ethiopia co-operative law, co-operatives are
required to retain at least 30% of the profits.

4.2. Key Results of the Wet Mill Programf®Reanda
4.2.1. Wet Mill Support

The TechnoServe model of supporting wet mills with a combined focus on agronomy including
facilitating access to finance is consistent with the (NAEB) Rwandan government strategy for the
coffee industry). TNS has facilitated access to finance for the Co-operative owned wet mills through
the exporters. Farmers have been empowered to have greater direct links with roasters and share
of the export price through the coffee service provider model. There has been an improvement in
the efficiency of the value chain by creating a more transparent price incentive system where
cooperatives receive higher prices for higher quality coffee and changing the relationship between
the coffee exporter and the grower.

The TechnoServe model has contributed to a significant change from farm-produced semi-
washed parchment coffee to the farmer selling coffee cherry to the Co-op owned wet mills to
produce higher quality fully washed parchment coffee. There has been a rapid growth in the
proportion of coffee that is going through the wet mills increasing from virtually nil in 2004 to over
40% in 2014. TNS supported mills account for around 17 % of the wet mill capacity in Rwanda.

Evaluation of East Africa Coffee Initiative 13
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Figure7: Fullywashed and SemivashedCoffee ProductioRwanda
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Source: Macchiavello and Morjaria (2015) op.cit

There are two key patterns emerging from the trends in the last ten years in Rwanda. First, while
overall coffee production and exports in volume terms is static, there is an increase in the unit value
of coffee as the proportion of fully washed coffee has increased from less than 5% before the start
of TNS programmes in 2007 to over 40% in 2014. While export values will have largely followed
the swings of the international coffee market as set out in Figure 2, Rwanda has undertaken a step
change towards higher quality washed Arabica. TechnoServe has supported 35 out of the 218
washing stations operating in Rwanda in 2015.

4.2.2. The Coffee Service Provider Model

The Coffee Service Provider model has enabled access farmers to have the potential for better
access to markets and connection with exporters with improved market price transparency. The
exporters can in some cases have traceability back to the origin and Co-op/mill which is an
important feature for some specialty coffees. In essence the CSP has worked and has solved the
problems that it was intending to solve:

(i) Access to finance

TechnoServe has facilitated access to capital for the wet mills through the exporters to finance the
working capital to purchase cherry. The exporters and local banks have also financed capital
investments and the co-ops have a good record of repaying investment capital quickly, reflected in
the low level of debt recorded by the co-ops (see Table 2).

(i) Access to Premium Markets

The Coffee Service Provider (CSP) model has also proved to be sustainable with a number of
exporters continuing the model since the completion of the TechnoServe programme. The SMS

Evaluation of East Africa Coffee Initiative 14



IPE| TRIPLELINVES)

Expanding Horizons. Enriching Lives.

recording of weekly cherry purchases and parchment stocks (an initiative launched by
TechnoServe) is enabling a better informed and more orderly market and transparent value chain
to emerge. It has also enabled a few co-ops to export their crop, with certification of origin
movements and branding by Peet& Coffee and Tea in the USA being one of a number of examples.
Whilst the CSP model may not have been widely adopted by all exporters, it is being continued by
the leading exporter RTC.

The TechnoServe programme has thus contributed to opening the opportunity for farmer
engagement and access to origin based premium as well as some access to the higher value
speciality market.

4.3. RwandaNet MillsKey Findings
4.3.1. FarmPricePremium

The primary objective of the TechnoServe programme is to increase returns to smallholder farmers.
This requires a clear understanding of the price benefit from encouraging a move from the home
production of semi-washed parchment coffee to selling cherry to the wet mill. There are two key
issues in making this comparison of the price benefit to farmers. Firstly the farmers, by virtue of
their ownership of the cooperatives have moved up the value chain to become coffee cherry
processors and some have become exporters through the coffee service provider model and
becoming party to export sales. Thus the business status of the farmers has changed and, where
possible, this processing gain should be separated from the gains from coffee production

Secondly a comparison of semi-washed prices with cherry prices needs to recognise that there are
substantial market movements depending on supply/demand both on the Rwandan market and
international market. Demand for semi-washed coffee can be high when the availability on the
domestic market is short and exporters have orders to fill. Exporters in 2015/16 were reporting
strong demand for semi-washed coffee. An opposing factor as the IGC report records is the growth
of demand for cherry as washing station capacity has increased and there is a scramble for cherry.

A simple comparison of the market price for semi-washed coffee in 2015 has been based on a
comparison of the farm gate price for semi-washed coffee with the purchase price paid for coffee
cherry paid by the TNS mills (first and second payment).

Table 1: Calculation of Washed Coffee Prendidbh%
Exchange rate end 2015 1USD= RWF 750

- __uit..___________________|

1 Semi Washed Price average 2015

-Parchment-Kigali RWF/KG| 900
-Parchment-Ex Farnt! RWF/KG| 840
-Greenequivalent RWF/KG| 1126
-Cherry equivalent RWF/KG| 168
-Green equivalent $/kg 1.50
2. Cherry PricePaid toTNS Wet Mill

-Cherry First Payment RWF/Kg | 199.97
-Cherry Second Payment RWF/kg | 10.66

11 Estimated deduction for transport to Kigali from coffee growing regions RWF 60/Kg parchment
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O S

-Total RWF/kg | 210.63

-Green equivalent RWF/kg | 1411.22

Net priceto farmersfor cherry¢ green | $/kg 1.88
equivalentexcludingcost saving

Cash Cost saving 0.00

Total benefit¢ Green equivalent $/kg 0.38 +25%

Source: Rwacoff and IGC

The price premium for TechnoServes upport ed washed cof fwashedooffeer O o
at the end of the programme in 2012 was calculated as US$0.99 per kg green (US$ 3.91 compared

to US$2.92)*2 or 34%. In percentage terms this premium has therefore been maintained in 2015

with a 25% premium over semi-washed, but the absolute premium has fallen to an estimated

US$0.38 per green kg. This narrowing of the absolute premium reflects the lower level of market

prices in 2015, but has been driven in part by the overall stable level of production in the country

and the high number of buyers chasing both semi-washed coffee and cherry*3,

Based on the above data and imputing only a small cash value of the labour cost saved by not
producing parchment!*, the overall assessment is that a net farm-gate price premium that was
achieved at the end of the programme has been sustained in the four years since the completion
of the TNS programme. TechnoServe can claim full attribution for this increase and indeed can
claim significant contribution to the wider development of new coffee washing stations (e.g
including investments made by Root Capital).

4.3.2. Performance of the TNS Washing Stations

Table 2 shows the provisional and confidential results from an IGC/NAEB project to measure the
key performance of Coffee Washing Stations in Rwanda. The Table shows the number of coffee
stations surveyed and the key results comparing the TNS supported washing stations with the
average of all stations.

Table2: Coffee Washing Stations in Rwanda

Surveyed in 2015 Non-Surveyed in 2015 Non-Operational in 2015
Non-TN . Non-TNS _ . TN Non-TN .
TNS Coop ° S Private  TNS Coop ° Private S ° S Private
Coop Coop Coop Coop

o _ East 4 10 21 0 4 2 2 0 3
2 Kigali 0 0 1 0 0 0 0 0 0
2 _ North 2 8 11 0 0 1 0 0 2
a South 11 15 28 1 0 4 1 3 11
West 13 20 54 0 1 7 0 0 5
#of CWS 30 53 115 1 5 14 3 3 21

Source: Macchiavello and Morjaria (2015) (Confidential)

2 The East Africa Coffee Initiative :Innovations, Lessons Learned and Results from TechnoServe (Dec 2013)

14 There would be very little cash cost involved as this would involve generally involve family labour. Some
shadow wage value should recognise the cost of pulping and drying to parchment.
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Table3: Key Indicators from Coffee Washing Statiewanda

TNSsupported
new wet mills

National Average
(i.e. other Coop+

Private)

Wet Mill Operations

Wet Mill Key Indicators

-Land Area Ha 1.33 ha 2.88 ha
-Parchmenfprocessed Tonnes | 414 84.9
-Number of Pulpers Units 1.40 1.26
-Fixed capitaRWF RWF 36.6mn 116.2mn
-Loan Outstandingaverage RWF 54.8mn 99.7mn
(No) (7) (73)
Connected to grid % 27% 2%
Average drying capacity M? 1150 2586
No of Farmer&urchased No 535 815

% Ceop Members % 34.7% n/a

Total Costs of Production Parchment | RWF/KG| 1,344 1,433
TNS/Averag % 93.8 100
Cherry Costs/kg Parchment RWF/KG| 999.7 1,068.2
Labour costs/KG Parchment RWF/KG| 84.6 94.6
No ofPermanent Employees No 3.7 5.3
Farmers

% of Farmers with Long Term % 64% 65%
Relationship with Mill

% farmers supported with extension | % 11.8% 31.8%
Average Price of Cherry RWF/Kg | 200.0 214.6
Second Payment RWF/Kg | 17.8 12.6
Total Payment to Farmers RWF/Kg | 217.8 227.2
((Cherry to Parchment ratio 5.44 5.03

Source: Macchiavello and Morjaria (2015) (Confidential)

It should be noted that the Coffee Initiative focused on some of the more challenging areas where
private operators were not interested in setting up wet mills. This included areas of low coffee
density and lower availability of water for wet mill operations. Key findings include:

The TNS supported mills are smaller (roughly half the average size in terms of drying
capacity), with a lower unit cost base (-6.2%) than the average with less capital employed
and significantly lower labour costs.

The TNS supported Co-ops have leaner operating costs and have lower loans outstanding at
RWF 55mn (US$72,000), approximately half the average.

However, whilst an overall profitability analysis has not been undertaken, the private mills
are obtaining higher overall prices for parchment and a greater proportion or higher grade
parchment than the TNS supported mills
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The TNS supported mills are not paying farmers any higher than average prices for cherry
although the second payment is higher. However this payment is below optimum (see
below).

Only 34% of the cherry purchased by co-ops are from co-op members.

It is noted that 10% of the TNS supported co-ops were not operational in 2015 compared to
a higher proportion (-18%)of non-operating private mills.

Relative few co-ops are providing extension support to farmers (12.8%) and lower than
the national average, although a large proportion of farmers have already received training
through T e ¢ h n o S EarnvGolege.

The IGC/NEAB analysis does not include the overall profitability of the mills by ownership type but
focuses on the cost structure and capacity utilisation. The study notes that there is how excess
capacity with the existing washing stations, and the key challenge is not a shortage of cherry for
the wet factories to process i over 50% of Rwandan coffee is semi-washed and by-passing the
wet factories.

The key issue is therefore to align the incentives and ensure that the benefit of the washed coffee
premium is passed back to the grower. Given that overall coffee production in Rwanda is not
increasing, there remains a steady demand for semi-washed coffee and the co-ops therefore need
to ensure that the cherry price and the second payment to the grower incentivises the farmer to
sell cherry to the wet mills. The wet mill option for farmers

should be made more attractive, given that a farmer can | While an obvious policy
receive the payment for semi-washed coffee in one | recommendation to increase
instalment. the percentage of FWC
exports is to increase the
number of CWSs in Rwanda,
we recommend against this
given it might exacerbate the
negative efficiency effects of
competition. An alternative
strategy to increase production

is to increase the capacity
In particular there was a general tendency for the co-op to | ytilisation of each station

reinvest in new pulpers when more adequate maintenance | through programs to improve
would have prolonged the life of the existing plant. The | existing station management
reinvestment as well as in some cases, strengthening | with a particular focus on
additional and diversified facilities. managing relationships

Whilst the TNS supported co-operative mills have low | Petween farmers and stations.
management and operating costs and therefore have the | \jacchiavello, R and Morjaria, A
potential to be more competitive than the privately run mills, | (2015): Policy Brief: Coffee
evidence from the visits indicates that the private mills are | Washing Stations in Rwanda; An
expanding more rapidly and securing a greater proportion of | Overview of Issues & Policy

the coffee crop. The impression given to the evaluators is that | Recommendations International
the co-ops are not being run sufficiently along strict | Growth Centre

business lines, or fully in the interest of the farmer members
as a whole. Many of the co-op presidents are semi-retired farmers who have an interest in building
a community institution and legacy as well as running a wet mill. As a consequence they are not
returning a sufficient proportion of the cherry return to the farmer.

Annex 2 summarises the key findings from the field and it is
noted that out of 5 wet mills visited, many were in need of
some technical assistance and management support to
improve operations. A number lamented the absence of TNS
contact other than from SMS activity. In our view only 1 of the
5 mills visited could be considered fully sustainable without
some support.
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Another common issue was the general problem of spare part availability and the servicing of
pulpers which has led to over-investment in wet mills. Pulpers were being replaced after only 3
y e ar s 0 instead of sewwvieing and maintaining the existing plant. While the lack of maintenance
on some of the wet mills was very evident to the evaluators, a number pointed to the lack of
availability of some key spare parts for the Penagos machines which led co-ops to invest in new
pulpers.

So while there is very positive evidence that the price premium, and therefore income premium to
the smallholder coffee farmer has broadly been maintained for fully washed coffee since the end
of the TNS support in 2012, the wet mills supported are in need of management and technical
support in the long term and there is a clear need for the emergence of a cadre of technical and
maintenance service providers to be available to the sector as well as improvements in the
availability of distributors of replacement parts for coffee pulpers.

The evaluators while recognising the capacity utilisation issue identified by Macchiavello and
Morjaria would suggest that the above practical measures to support the operations and
management of wet mills and realigning the incentives for smallholders to sell cherry and have a
greater stake in the wet mills that they own would be equally effective.

4.4.Key Results of the Wet Mill Pragime Ethiopia

TechnoServe started its wet mill programme in the Oromia region centred around Jimma and

Bonga. This area is at the centre of the former Kaffa Kingdom where coffee originated, and where

in the 500sq kilometres of the Bongo Forest Reserve naturallyg r o wi ng A foo stddeund. c o f f |
In spite of this area being the centre of coffee production with very favourable growing conditions,

when TechnoServe started work here there were very few wet mills in operation. A J i mma ocof f
was thus associated with poor quality.

Unlike Rwanda, where washed coffee production was virtually non-existent at the start of the TNS
programme, there were a substantial humber of washing stations operating in the South of
Ethiopia. However, there were a limited number of washing stations in the Jimma and Agaro areas,
some of which were a legacy of the major EC Coffee Improvement programme in the 1990s. There
were 119 wet mills operating in Jimma/lllubabor at the start of the TNS programme and by 2015
there are 188 operating, of which TNS has supported 69. For most of the 69 co-ops, the farmers
did not previously have access to a wet mill. TNS mobilised the farmers and in the majority of cases
started the co-operatives. In the case of a few co-ops, however, TNS worked with existing
institutions and facil it atThaevadluhtienteam magdé \gsitsrinel?-or m ¢
15 January 2016 to 5 co-ops (2 in the Kaffa Region: Diri and Michiti; and 3 in the Agaro region:
Duromina, Biftu Gudina, and Hunda Oli).

There is a large premium paid for washed coffee compared tothe sun-dr i ed or &6j enf e
Ethiopia. Therefore, unlike Rwanda where there was an incremental premium between semi-

washed coffee and fully washed through the washing station, there was a major step change from

sun-dried to washed coffee in Ethiopia.

As a result of the development of the washing station, farmers started to deliver cherry to the co-

op rather than wait for a blhagbeentacompleteroleangainttie pur c
farming system. In delivering the cherry to the coop there is a clear association with the wet mill as

being owned by the farmers. The mills in Ethiopia not only received greater buy-in from their
members but have also reduced procurement costs.
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The step change in the price received by the farmer has been very significant. Typically in the pre-
TNS period a farmer would receive 3/birr kg Jenfel and some are now receiving as much as
10birr/kg for cherry at the mill.

4.4.1. Analysis of Farm Price Premium

Table 4 shows the price premium received by farmers for washed coffee of over the average sun-
dried coffee (jenfel) for the 49 mills supported under the 2010 programme for the last 4 years, three
of which were after the completion of TechnoServe support. An adjusted added value is calculated
based on the difference between the Ethiopian Coffee Exchange (ECX) price for jenfel and the
value of the washed coffee as received by the mill and returned to the farmer. The table shows
both the arithmetic average i.e. the difference in the average jenfel price and washed price for the
49 mills; and an average price weighted by the volume of sales. The details of the calculation are
shown in Annex 2.

Table 4Farm Gate Premium Ethiopia

Adj value % premium
add ($/kg over farmgate
green) price

Source: TechnoServe/ECX data (see Annex 1)

It should be noted that the weighted average premium is consistently higher than the arithmetic
average, which reflects that a number of the larger mills, notably Duromina, have achieved above
average returns to farmers.

The overall conclusion from the data is that the gains recorded at the end line survey by
TechnoServe have been maintained over the last three seasons and that this premium has
increased substantially on the US$0.82/kg reported at the endline in 2012. The premium for
TechnoServe supported washed coffee over unwashed coffee at the end of the programme in 2012
was calculated as $0.82 per kg green coffee (USD$ 4.16 compared to US$ 3.34) or 25%. This
premium has increased by 31% to an average of $1.08 per kg green coffee over the past three
seasons, representing a farm-gate price premium of 45%. A more detailed analysis is summarised
in Annex 1 which shows a wide range in the price premium between the mills which reflects a range
of the factors including and the performance of the mill, weather factors and the volatility of the
coffee market.
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4.4.2. Andysis of Wet Mill Profitability

TechnoServe collects data on the cost structure and profit and loss for each of the 89 mills
supported. Figure 8 shows that there is a very wide spread of the profitability of the mills with the
data shown for the last two years for each of the four cohorts. The table also shows that there are
few outliers of very poor performing mills regarding large losses (from the 2012 cohort), but in
general there is an interesting positive correlation between the size of the mill and its profitability.

Figure8: Cross Sectional Profitability of the TNS Supported Wet Mills by Cohot2013
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