
sustainable solutions for ending hunger and poverty

Supported by the CGIAR

RESEARCH REPORT

AbSTRACT154

Market Opportunities for African Agriculture
A General Equilibrium Examination of Demand-Side Constraints  
on Agricultural Growth in East and Southern Africa

Xinshen Diao, Paul Dorosh, and Shaikh Mahfuzur Rahman

In today’s more integrated world economy, agricultural 
growth in the countries of East and Southern Africa 

depends crucially on increasing their competitiveness 
in the world agricultural market and expanding market 
opportunities. This report focuses on demand-side con-
straints on agricultural growth and their implications for 
three broad agricultural development strategies: promot-
ing traditional exports, developing nontraditional exports, 
and increasing food-staple growth.

The report addresses three major questions: (1) What 
demand constraints exist in each of these sectors, and is 
demand sufficient for agriculture to grow enough to reduce 
poverty and hunger significantly? (2) Provided supply can be 
increased, which agricultural subsectors offer the greatest 
potential for raising real incomes and increasing food con-
sumption? (3) Can reducing marketing costs and stimulating 
growth linkages with nonagricultural sectors significantly 
increase market demand for agricultural products?

DEMAND-SIDE CONSTRAINTS  
ON AGRICULTURE
Despite agricultural reforms in many countries, tradi-
tional African exports such as cocoa, cotton, tea, tobacco, 
and particularly coffee fared badly through the 1990s. 
Even where the volume of exports increased, traditional 
exports’ share of the value of world exports declined, 
largely because world coffee prices fell as yields increased 
dramatically in Asia and Brazil. That world prices for roast 
coffee, a nontraditional export, are twice those for green 
coffee indicates that African coffee-growing countries 
should consider increasing roast coffee exports. Replacing 
50 percent of green coffee exports with roast coffee could 
increase export revenues 10 to 15 percent. While African 
countries have been competitive in other traditional 
exports, such as cotton, tea, and tobacco, cotton subsidies 
in a few wealthy countries have put them at a disadvantage.

Since the scope for increasing traditional exports is 
limited, many policymakers and researchers see expansion 
of nontraditional exports as a viable means of diversify-

ing agriculture, generating rural employment, and increas-
ing foreign exchange earnings. This research examines the 
potential of two groups of products: horticultural (flowers, 
foliage, fruits, and vegetables) and fishery-related products 
(fish and shellfish). While world demand for these prod-
ucts is growing, African exports to developed countries are 
constrained by nontariff barriers such as sanitary measures 
and complicated supply chains. Although African countries 
enjoy many comparative advantages in these products, their 
success in capturing a larger share of the market depends 
on whether they can achieve quality and consistency.

Turning to the staple-food sector, cereals (mainly 
maize and sorghum) account for 40 to 50 percent of area 
cultivated, but demand far exceeds supply in total cereals. 
Most countries in East and Southern Africa import food 
now, and demand is projected to grow even more. Much 
consideration has been given to promoting intraregional 
trade in food staples, but such trade has been limited by 
the inability to compete with subsidized low-cost food 
imports from wealthy exporting countries. In addition, 
low productivity, high transportation and marketing costs, 
trade restrictions, and domestic pricing policies in African 
countries are major constraints to intraregional trade.

RESULTS OF THE GENERAL 
EQUILIbRIUM ANALYSIS
For the analysis, the report applies a general equilibrium 
framework, focusing on seven East and Southern African 
countries—Madagascar, Malawi, Mozambique, Tanzania, 
Uganda, Zambia, and Zimbabwe. It finds that an export-led 
agricultural growth strategy is unlikely to generate sub-
stantial overall income growth in these countries. Despite 
significant market reform initiatives, future growth pros-
pects for traditional agricultural exports in many countries 
in the two regions do not appear promising, even if lost 
market shares could be recovered through improvements 
in productivity, product quality and variety, and marketing 
conditions. A simulation shows that a return of traditional 
exports to historical highs would result in only an additional 



0.08–0.15 percent annual growth in per capita real GDP 
for the seven countries studied. The impact of an increase 
in traditional exports is limited because they account for 
only a small portion of the GDP and production is only 
weakly linked to other sectors of the domestic economy.

The report suggests that demand is not a constraint to 
rapid growth in nontraditional exports. Given the current 
minimal levels of production and their minute share of world 
trade, nontraditional agricultural exports offer perhaps the 
most promising opportunities for growth. To a large extent, 
nontraditional exports consist of numerous products that 
are targeted to niche markets. The model simulation analysis 
shows that even under optimistic assumptions (for example, 
10–24 percent annual export growth in the sample coun-
tries), acceleration of growth in this sector alone will have 
only a very limited effect on real GDP growth.

Increasing production of staple foods would seem to 
offer a promising avenue for agricultural growth, given 
that Africa’s own demand is already large ($18 billion per 
year for East Africa and $12 billion per year for Southern 
Africa) and that the supply of many staple commodities is 
not sufficient to meet the current demand. Moreover, the 
total demand for food in Africa is projected to increase 
(for example, cereal demand will be 60 percent higher 
than the current level by 2015). However, an economy-
wide model simulation analysis shows that increasing 
productivity in the grain sector alone would cause a shift 
in domestic terms of trade that would have a negative 
impact on agriculture as domestic market prices fall, which 
would cancel out the benefit accruing to farmers from the 

improvement in productivity. Increased substitution of 
domestic agricultural products for imported commodities 
and promotion of exports through government interven-
tion in grain markets could mitigate these adverse trends 
in terms of trade for farmers. Simultaneous increase 
in livestock productivity might also increase farmers’ 
incomes and spur demand for food and feed, which would 
make it more effective for boosting farm incomes than an 
increase in crop productivity alone.

Nonetheless, the model simulations suggest that changes 
outside the farm sector itself—reduced marketing costs 
and more rapid growth in the nonfarm economy—are 
required to provide sufficient market demand to support 
rapid agricultural growth. A sharp reduction in marketing 
costs through investments in marketing infrastructure (for 
example, roads and bridges, ports, storage facilities, electric-
ity) and development of market institutions, combined with 
agricultural productivity growth, would raise per capita GDP 
growth by about 2 percent per year in the sample countries. 
Productivity growth in agriculture (again combined with 
nonagricultural productivity growth) results in per capita 
annual agricultural real income growth of 3.0–4.4 percent.

Thus, agriculture, particularly productivity increases in 
foodcrops and livestock, can serve as an engine of growth, 
but without economywide growth, total demand for 
crops and livestock will not be sufficient to prevent terms-
of-trade declines. A second major engine of growth—
increased productivity growth outside the agricultural 
sector—is a necessary condition for rapid economywide 
growth and poverty reduction.
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