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EXECUTIVE SUMMARY

Introduction

The dairy sector is one of the critical sectors in COMESA and EAC, with high potential
for improving food security and welfare. Recent analysis provides clear evidence of
increasing demand for dairy products (and other foods of animal origin) in Sub Saharan
Africa (SSA) and other developing regions of the world as a result of rapid population
growth, urbanization and increasing purchasing power. The analysis estimated that
between 1993 and 2020, the annual demand for milk and dairy products in developing
countries would grow at between 3.2% and 3.5% annually, implying that the demand
will more than double over the period, from 168 million tonnes in 1993 to about 400
million tonnes in 2020. This poses a formidable challenge to these countries; especially
because milk production is presently estimated at only 200 million MT. Presently milk
production in COMESA and EAC is estimated at only 12million MT tonnes against a
demand of 14million metric tonnes'.

Demand for milk is also expected to increase in the COMESA and EAC region, from
the current average per capita consumption of 36 litres per year to at least the level that
the highest milk consuming country (Mauritius) has attained, i.e 90 litres per year
(implying an overall regional milk demand of 36 million metric tonnes). If one was to
use the WHO recommended per capita consumption of milk, which is 200 litres per
year, the projected demand would be even more phenomenal.

This projected growth in demand provides market opportunities and benefits for dairy
industries in this region. The benefits include income-generating opportunities for
producer households and rural and urban market intermediaries, through their
participation in processing and marketing.

In addition, rising world prices for internationally traded dairy products and prospects
for the reduction, or even the removal, of export subsidies by industrialized countries
will contribute to increased prices for producers in the region. These increasing market
opportunities for dairy production represent exciting challenges and opportunities for
improving food security, income generation and employment in COMESA and EAC.

In order to stimulate development of the dairy sector in the region, specific priority
issues that need addressing were identified in consultation with COMESA, EAC, ILRI
and [FPRI such as: improving market efficiency through reduction of marketing costs
and improvement of marketing institutions; improving delivery of dairy farming
services; and, understanding the nature and determinants of comparative advantage in
dairy farming in order to maximise benefits from it. Removing barriers to intra-
regional trade dairy products and inputs (e.g., feeds and genetics) is considered an
important mechanism of overcoming some of the underlying constraints in dairy
farming.

A pre-requisite for increasing intra-regional trade is rationalization of policies,
procedures, regulations, rules, standards and grades that govern the diary sub-sectors in
individual countries and their harmonization between the countries. The process of

! Estimated using the region’s average milk consumption of 36 litres per year.



rationalisation and harmonization will contribute to creating an enabling institutional
environment for dairy markets in the region.

The challenge of rationalization and harmonization of policies therefore requires a
critical look at both the relevant technical and economic issues by informed
stakeholders at all levels, and a keen awareness that optimal outcomes must be based
on tradeoffs between the technical issues and the economic interests of stakeholders. In
addition, an important underlying consideration is the ability of individual countries to
effectively implement/enforce the agreed on standards.

Purpose and objectives of the study

Purpose

The general purpose of this study is to assess policy and regulatory constraints to trade
in dairy products in the COMESA and EAC region. Accordingly, the design of the
study is set to scope SPS issues, quality standards, tariffs and non-tariff charges,
customs clearance documentation and procedures as they relate to trade in dairy
products. In addition, the study explores strategies for integrating informal trade in
dairy products into the formal value chain; as well as strategies for promoting private
sector alliance in the region for purposes of exploiting potential in the dairy products’
trade in COMESA and EAC. The primary output of the study is a proposed regional
dairy trade policy platform in form of a set of recommendations to address the
identified policy and regulatory constraints to intra/extra regional trade in dairy
products.

Objectives
To achieve the purpose of this study, the following specific objectives were pursued
through country level baseline studies as well as the regional policy paper: -

1. In-depth analysis of the structure of the dairy sector in terms of the size of the dairy
farming industry and production of raw milk; types of processed dairy products and
installed capacities of the processing industries; source of primary raw material for
the processing industries (distinguishing between regional and extra regional
sources); production in volume and value of the processed products for the period
1997-2003.

2. Dairy sector value chain highlighting volume and prices along the chain and
creating a ready to use inventory of processors, distributors and producers of dairy
products.

3. Quantification of formal imports and exports of dairy products by type (as defined
in the tariff book); sources and destinations for the period 1998-2003.

4. Trade policies and regulations governing trade in dairy products, encompassing
tariffs, sanitary requirements, and quality and safety standards.

5. Constraints faced in accessing regional market (policy and regulatory provisions in
destination or source country and other forms of constraints).

6. Identification of specific policies, procedures, regulations, rules, standards and
grades for national rationalisation and/or harmonization.

7. In consultation with stakeholders in the regional, propose a regional dairy trade
policy and regulatory framework.
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Scope and methodology

The study covered the following countries: Ethiopia, Kenya, Malawi, Mauritius,
Tanzania, Rwanda, Uganda and Zambia, which strand the COMESA and EAC region.
These countries accounted for 46% of total milk production over the period 1997-2003
and over 60% of regional trade in dairy products. In each of the eight countries baseline
studies were conducted by National Resource Persons and national workshops were
held to deliberate on the findings before synthesis of the national reports into the
regional policy paper.

Potential for regional trade in dairy products

Using extra regional imports and intra regional exports as a proxy for the regional
market size, the EAC and COMESA market for dairy products is about US$120 million
per year. If we were to factor market growth dynamics in the form of prospects for
increased per capita income and possible increase of the per capita milk consumption
from the current average level of 36 litres per year to the WHO recommended level of
200 litres per day, the future market for dairy products in the region looks bright!
Presently, over 95% of the COMESA and EAC market of dairy products is serviced by
extra regional imports. Of this, 80% of are sourced from Denmark, South Africa,
Canada, USA, France, New Zealand, Australia, the Netherlands and Poland.

Proposed Recommendations for enhancing trade in dairy products

Import controls/restrictions

a) Abolish import export authorization system
The import authorization system, which is not for purposes of enforcing SPS and
Food Safety standards, should be abolished. By so doing the role of domestic
market protection will be relegated to introductions of tariffs on dairy products.
This is the practise recognized under the GATTS.

b) Devise a regional mechanism for detecting cases of dumping and subsidies
There is need to develop a regional mechanism for detecting cases of subsidized
and dumped milk products. This will address the reasons behind protective system
for import authorisation.

¢) Define import restriction trigger threshold
To introduce objectivity for countries pressing to retain policy on domestic
industry, a threshold pegged to perceived injury on domestic industry needs to be
defined and agreed upon by the COMESA and EAC member States. Such a
threshold, whose information should be shared among the member States, should be
used as a trigger for imposition of import restrictions/controls on regionally sourced
products.

Tariff and non-tariff charges
a) Reduce import duty on intra-regional trade in dairy products to zero

COMESA countries, which are not yet members of the FTA, should consider fast
tracking reduction of duty on intra-regionally sourced dairy products to zero. For
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b)

EAC, Uganda and Tanzania may need to re-categorize dairy and dairy products to
Category A so that duty on imports from Kenya may be reduced to zero on the
launch of the customs union implementation program in 2005.

Regional dairy trade development policy

A regional dairy trade development policy, taking cognizance of the regional
market potential and installed capacities which are underutilized, needs to be
developed. This policy should act as a guide to the region’s decision on introduction
of a Common External Tariff, which upholds the ideals of such a policy.

Regional policy on non-tariff charges on dairy products

To address the market distortion effects on non-tariff charges, which vary across the
region, there is need to come up with a harmonized schedule of non-tariff charges.
Such charges should be limited to the ones allowable under the WTO General
Agreement on Trade and Tariffs (GATT) and should be kept very low.

Product quality standards

a)

b)

¢)

d)

Develop quality standards for all dairy products which are being produced in
the region.

Standards for all dairy products currently being produced in the region need to be
developed irrespective of whether one or only two countries are the only ones
producing such products.

Harmonize quality standards on dairy products and testing methods.
For commodities where quality standards are in place across the countries, there is
need to harmonize them in order to address the divergences observed in this study.

Rationalization of the role of bureaus of standards and ministries of health on
matters pertaining to milk and milk products quality and safety standards.

The region needs to develop a trade facilitation program, clearly spelling out the
role of bureaus of standards and ministries of health on matters pertaining to
product quality and food safety.

Capacity building geared towards efficiency in trade facilitation among the
institutions involved in enforcement of product quality and food safety
standards.

A regional capacity building program should be introduced, targeting institutions
involved in enforcement of product quality and food safety standards. The design of
such a program will need to address infrastructural requirements by these
institutions (equipment/laboratory facilities etc), human resource, country outreach
through establishment of branches or sharing same offices among countries at the
border areas, etc.

Regional mark of quality.

In recognition of institutional limitations, which are manifested by lack of staff at
border points and testing facilities, the region needs to develop an accreditation
system which should come up with a regionally recognized mark of quality for
dairy products.
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b)

c)

d)

b)

Sanitary requirements and Food Safety Standards

Establish a system for facilitating cooperation between Veterinary Services on

the following areas: -

e Sharing of information on disease and disease control systems

e Joint animal disease control system, especially along common borders

e Joint regional information dissemination targeting traders on regulatory
requirements

Harmonization of sanitary requirements and implementation procedures
There is need to harmonize sanitary requirements (animal disease and public health
attestation requirements) in the region. The role of the following institutions will
also need to be rationalized: Veterinary Services, Ministries of Health, Bureaus of
Standards and Local Authorities in the region.

Capacity building geared towards efficiency in trade facilitation among the
institutions involved in enforcement of sanitary requirements

A regional capacity building program should be introduced, targeting institutions
involved in enforcement of sanitary requirements. The design of such a program
will need to address infrastructural requirements by these institutions
(equipment/laboratory facilities etc), human resources, country outreach through
establishment of branches or sharing same offices among countries at the border
areas, etc.

Establish a mechanism for settlement of disputes on SPS issues
A regional mechanism for facilitating reporting and settlement of cases of SPS
disputes needs to be established.

Customs documentations and procedures

The COMESA Simplified Single Entry Document and Certificate of origin, which
are currently under review, need to be completed in order to facilitate cross border
trade of dairy products by small and medium traders. Dairy products should
therefore be among the commodities to qualify for clearance through this document.
Requirements for customs documents to be lodged by licensed clearing agents
should be reviewed, with the aim of making the requirement optional for
agricultural consignments that are less than US$5000. This policy change should be
backed by extensive education of customs entry documents and procedures.
Pre-shipment inspection should be eliminated for regionally sourced dairy products.
Along with this policy measure, the requirement for IDF and IDF fees should also
be phased out for regionally sourced dairy products, because IDF is merely a record
of intention to import. Actual imports are captured through customs statistics.

All trade regulatory institutions, which have to inspect dairy products (as in deed all
other commodities) before release, should carry out inspection at the same time to
avoid delays.

For the few countries that are still enforcing foreign exchange controls, mandatory
requirement of irrevocable LC before issuance of an export permit for regionally
destined exports of dairy products should be dropped. Other less punitive trade
finance instruments, such as Cash Against Documents (CAD), should be applied.



Proposed strategies for integrating the informal milk trade to the formal milk
market value chain

A regional program designed for adaptation at national level would play a catalytic role
in the process. The program should include an implementation time frame and an
implementation peer review process would serve as vital stimulant to adaptation of the
regional program at national level, including facilitating change of legislation to
accommodate the features of the program. It is therefore recommended that a regional
program be drawn to encompass the following strategies: -

a) Hygienic handling of milk products by informal traders

Introduce packaging regulations which encourage use of metal instead of plastic
containers among informal traders for milk destined for the market through informal
channels.

b) Training of informal traders on safety and quality of milk

Design a regional training program on safety and quality of milk targeting informal
traders. The training manual should be easy for designated institutions and programs to
apply at national level.

) Certification of milk handled by trained informal traders

A certification system will need to be put in place for milk handled by informal traders.
This will call for a definition of parameters to guide the certification process.

d) Business Development Services as a vector for integrating informal milk
traders to formal milk market value chain

It is proposed that the strategy to address milk quality concerns and transforming the
informal milk markets be based on the concept of business development services
(BDS), and be supervised by national regulatory authorities.

Strategies for exploitation of the regional market potential

a) Contract Packing
Processing and packing of products for a client under his own label and recipe

b) Franchising
Where one processor allows the other the use of his brand at a rental cost

c) Cooperative Branding
Processors in same or different markets agree to sell under one label

d) Reciprocal Representation
Two or more companies agree to carry the other’s products in home countries or
regions

e) Private Labels

Key retailer, distributor or wholesaler develops own brand then contracts out the
manufacture to a processor
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g)

Supply Networks
Two or more companies agree to supply each other or regular or on need basis

Forward Trading

Getting customers to commit themselves to purchase given quantities of
products ahead of time

vii



1.0 BACKGROUND

1.1 Rationale

Dairy farming is one of the critical sectors with high potential for improving food
security and welfare in the Eastern, Central and Southern Africa region. Hence it was
identified as a priority area for research at the inception of Eastern and Central Africa
Programme for Agricultural Policy Analysis (ECAPAPA). The sector is also of great
importance to both COMESA and EAC in the quest for enhancing intra-regional trade
in agricultural produce.

The livestock sector accounts for about 18% of agricultural GDP in sub-Saharan Africa
(SSA), with milk contributing 20% to 25% of this output. The recent analysis by
Delgado et al (1999) provides clear evidence of increasing demand for dairy products
(and other foods of animal origin) in Sub Saharan Africa (SSA) and other developing
regions of the world as a result of rapid population growth, urbanization and increasing
purchasing power. The analysis estimated that between 1993 and 2020, the annual
demand for milk and dairy products in developing countries would grow between 3.2%
and 3.5% annually, implying that the demand will more than double over the period
from 168 million tonnes in 1993 to about 400 million tonnes in 2020. This poses a
formidable challenge to these countries, especially because milk production is presently
estimated at only 200 million MT. Milk production in COMESA and EAC is estimated
at only 12million MT tonnes against a demand of 14million metric tonnes”. Demand for
milk is also expected to increase in the COMESA and EAC region, from the current
average per capita consumption of 36 litres per year to at least the level that the highest
milk consuming country (Mauritius) has attained, i.e. 90 litres per year (implying an
overall regional milk demand of 36 million metric tonnes). If one was to use the WHO
recommended per capita consumption of milk of 200 litres per year, the projected
demand would be even more phenomenal.

This projected growth in demand provides market opportunities and benefits for dairy
industries in the region. The benefits include income generation opportunities for
producer households and for rural and urban market intermediaries through their
participation in processing and marketing.

In addition, rising world prices for internationally traded dairy products and prospects
for the reduction, or even the removal, of export subsidies by industrialized countries
will contribute to increased prices for producers in the region.

These increasing market opportunities for dairying represent exciting challenges and
opportunities for improving food security, income generation and employment in
COMESA and EAC.

In order to stimulate development of the dairy sector in the region, specific priority
issues that need addressing were identified in consultation with COMESA, EAC, ILRI
and IFPRI including: improving market efficiency through reduction of marketing costs
and improvement of marketing institutions; improving delivery of dairy farming
services; and, understanding the nature and determinants of comparative advantage in

% Estimated using the region’s average milk consumption of 36 litres per year.
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dairy farming in order to maximise benefits from it. Removing barriers to intra-
regional trade dairy products and inputs (e.g., feeds and genetics) is considered an
important mechanism of overcoming some of the underlying constraints in dairying.
This will contribute to greater access to inputs and evening out of milk supply in deficit
and surplus pockets that co-exist in the region, thereby increasing benefits to producers,
market intermediaries and consumers.

A pre-requisite for increasing intra-regional trade is rationalization of policies,
procedures, regulations, rules, standards and grades that govern the diary sub-sectors in
individual countries and their harmonization between the countries. The process of
rationalisation and harmonization will contribute to creating an enabling institutional
environment for dairy markets in the region.

Many regulations that adversely affect domestic, cross-border and international trade in
milk and milk products hinge on the need to protect the public from health risks that
may arise from milk-borne hazards like zoonoses, and national regulators increasingly
rely on international food safety standards to meet the need. The tendency to rely on
international food safety standards is increasing with globalization but without proper
examination of the suitability of the standards for domestic markets. Reliance on the
strict international standards often relegates a large proportion of the domestic market
to operating informally and without policy support. The trend suggests that either the
countries do not have the capacity to set more appropriate local standards or they fail to
appreciate the fact that the international standards are based on bottom line risk
thresholds that are often higher than the national requirements of many countries,
including developed countries. The Sanitary and Phyto-Sanitary (SPS) Agreement
under WTO explicitly permits governments to choose not to use the international
standards. Indeed the SPS Agreement itself encourages governments to establish
national, bilateral or regional SPS measures consistent with, but not necessarily the
same as international standards, guidelines and recommendations. The SPS therefore
allows for bilateral or regional agreements. Therefore, an important issue for the dairy
markets in COMESA and EAC region is to commonly adopt standards that do not
unnecessarily hurt domestic and regional markets, especially where there are
insignificant exports outside a region and/or where sanitary conditions are similar.

Related to the SPS is the Agreement on the Technical Barriers to Trade (TBT) that
covers all technical regulations, voluntary standards and conformity assessment
procedures. It seeks to ensure that technical regulations and standards, including
packaging, marking and labelling requirements and procedures for assessing
conformity with technical regulations and standards do not create unnecessary obstacles
to international trade. The main difference between the two agreements is that the TBT
is defined according to the kind of measure it covers while the SPS is defined according
to the objective of the measure.

The challenge of rationalization and harmonization of policies therefore requires a
critical look at both the relevant technical and economic issues by informed
stakeholders at all levels, and a keen awareness that optimal outcomes must be based
on tradeoffs between the technical issues and the economic interests of stakeholders. In
addition, an important underlying consideration is the ability of individual countries to
effectively implement/enforce the agreed on standards.



1.2 Purpose and objectives of the study

Purpose

The general purpose of this study is to assess policy and regulatory constraints to trade
in dairy products in COMESA and EAC region. Accordingly, the design of the study is
set to scope SPS issues, quality standards, tariffs and non-tariff charges, customs
clearance documentation and procedures as they relate to trade in dairy products. In
addition, the study explores strategies for integrating informal trade in dairy products
into the formal value chain; as well as strategies for promoting private sector alliance in
the region for purposes of exploiting potential in the dairy products’ trade in COMESA
and EAC. The primary output of the study is a proposed regional dairy trade policy
platform in form of a set of recommendations to address the identified policy and
regulatory constraints to intra/extra regional trade in dairy products.

Objectives
To achieve the purpose of this study, the following specific objectives were pursued
through country level baseline studies as well as the regional policy paper: -

1. In-depth analysis of the structure of the dairy sector in terms of the size of the dairy
farming industry and production of raw milk; types of processed dairy products and
installed capacities of the processing industries; source of primary raw material for the
processing industries (distinguishing between regional and extra regional sources);
production in volume and value of the processed products for the period 1997-2003.

2. Dairy sector value chain highlighting volume and prices along the chain and creating
a ready to use inventory of processors, distributors and producers of dairy products.

3. Quantification of formal imports and exports of dairy products by type (as defined in
the tariff book); sources and destinations for the period 1998-2003.

4. Trade policies and regulations governing trade in dairy products, encompassing
tariffs, sanitary requirements, and quality and safety standards.

5. Constraints faced in accessing regional market (policy and regulatory provisions in
destination or source country and other forms of constraints).

6. Identification of specific policies, procedures, regulations, rules, standards and
grades for national rationalisation and/or harmonization.

7. In consultation with stakeholders in the regional, propose a regional dairy trade
policy and regulatory framework.

1.3 Scope and methodology

The following COMESA/EAC countries were sampled for the study: Ethiopia, Kenya,
Malawi, Mauritius, Tanzania, Rwanda, Uganda and Zambia. These countries accounted
for 46% of total milk production over the period 1997-2003 and over 60% of regional
trade in dairy products.

In each of the eight countries baseline studies were conducted by National Resource
Persons and national workshops were held to deliberate on the findings before synthesis
of the national reports into the regional policy paper. The only countries where national
workshops had not been held by the time of writing this report were Rwanda, Ethiopia
and Mauritius. The inputs of these countries to the process of developing a regional



dairy trade and regulatory policy framework will be obtained through pre-conference
consultations, which are to be conducted in all countries ahead of the Regional
COMESA/EAC regional dairy trade policy conference.

The national studies applied a value chain analysis framework by carefully identifying
relevant input and output products; marketing channels; key participants and
institutions including: transporters, traders, certification agents, regulation enforcement
institutions and consumers. The process which guided the national studies and the
regional policy paper is the ‘policy change cycle from data collection, analysis,
dialogue and action. This process leads to the development of the regional policy
platform through consultations at the regional conference where the output of the
studies will be discussed and recommendations formulated through stakeholder
consultations.

1.4 The structure of the report

The rest of this paper is organized as follows: Section 2.0 discusses the structure of the
dairy industry (production and processing), Section 3.0 covers trade (exports and
imports) in dairy products, highlighting the surplus/deficit situation, estimating the
potential of trade in dairy products in the COMESA and EAC region; and the role of
international trade in bridging this gap, Section 4.0 is on dairy products trade policy and
regulations, Section 5.0 provides a detail presentation of strategies for integrating the
informal trade in COMESA and EAC into the regional dairy sector value chain; Section
6.0 covers proposed strategies for creating linkages among traders in dairy products in
the region. Section 7.0 gives a summary of all the proposed recommendations in the
report.



2.0 STRUCTURE OF THE DAIRY INDUSTRY IN THE COMESA
AND EAC REGION

21  Milk production

According to the FAO Data (FAOSTAT 2004) production of fresh cow milk in
COMESA and EAC countries stood at 12 million metric tons in 2003 (see annex 1 for
complete list of COMESA and EAC countries’ production of fresh milk for the period
1997-2003). This was an increase of 20% from 10million metric tonnes in 1997. As
evidenced in the chart below, this was a steady growth over the entire period.

Total Milk Production (COMESA & EAC)
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The key producing countries are Sudan, Kenya, Egypt, Ethiopia, Tanzania, Uganda,
Madagascar and Zimbabwe. These countries account for 97% of the region’s total milk
production.

Table 1: Principal milk producing countries in COMESA and EAC (including
countries sampled for the current study despite their low milk production level)

2003 1997-2003 Total % of total
Angola 195,000 1,336,000 1.72
Egypt 1,900,000 11,581,536 14.94
Ethiopia 1,450,000 8,492,820 10.96
Kenya 2,700,000 16,909,500 21.81
Madagascar 535,000 3,715,000 4.79
Malawi 35,000 240,000 0.31
Mauritius 4,000 33,200 0.04
Sudan 3,264,000 21,768,000 28.08
Rwanda 97,981 437,971 0.56
Tanzania, United Rep of 835,000 5,151,000 6.64
Uganda 700,000 3,893,400 5.02
Zambia 64,200 433,800 0.56
Zimbabwe 280,000 2,050,000 2.64
Others 218,910 1,480,140 1.91
Grand Total 12,279,091 77,522,367 100.00

Source: FAOSTAT Data Base (2004)



The following country briefs illustrate the processes behind milk production and the
development of the sector in each of the sample countries. One of the major findings is
that on average over 80% of milk in the region is produced by the smallholder farmers
and that there has been effort through reforms of the sector to adapt to new farming
systems. This trend is also a reflection of the dairy sector development initiatives or
programs aimed at promoting milk production and consumption as well as policy
reforms being undertaken in various countries to meet the ever-increasing milk
demand. For example, the dairy sector in Zambia has seen an increase in milk
production from small holders due to projects sponsored by Zambia Agricultural
Technical Assistance Centre (ZATAC), FAO, Plan Zambia, Land O’Lakes and GTZ. In
Ethiopia, the growth of the sector has partly been attributed to improved policy
environment and a shift from command to market economy. The latter has created
opportunities for private sector investment in the sector (e.g. processing industries). The
growth in milk production is also a reflection of milk production potential that exists in
these countries if they focus on a strong dairy development push and improved
marketing efficiency.

Ethiopia

In Ethiopia, milk production from cows is estimated at 1.5 million tonnes per year. It is
produced from the indigenous cattle kept in small-holdings for traction. Essentially,
they are located in villages or single farms spread out in the rural areas with very poor
communication infrastructure. Utilization may be home consumption or processing to
obtain butter and other products for sales at primary markets for family cash needs.
Bulk of the milk is processed into butter, as this is the most popular dairy product in
Ethiopia. Ninety five percent (95%) of the national milk is market through informal
channels and is unprocessed.

Tanzania

The Tanzania dairy industry is still in its infancy. The bulk of the milk produced in the
country originates from the traditional cattle herd and is consumed at the household
level with very little reaching the commercial market. The traditional and commercial
dairy sector has approximately 17.5 millions and 435,000 dairy cattle producing 600
millions and 400 millions litres of milk per year respectively. Over the last two
decades, total milk production has increased at the rate of about 2.8% per annum
largely due to increases in cattle population rather than increases in productivity.

The supply of milk and milk products is inadequate to meet demand, particularly in
urban areas. In an attempt to meet the demand for milk the country imports
considerable quantities of dairy products to partially bridge the gap; notably Dry
Skimmed Milk Powder (DSMP) and Butter Oil (BO). Most of these have been
donations from the World Food Programme (WFP) and the European Economic
Community (EEC).

Kenya

Dairy production in Kenya is predominantly smallholding. Market-oriented dairy
farming based on exotic cattle dates back to the early years of 20" century (the first
decade of the 20™ century), when European settlers introduced dairy cattle breeds and
other exotic forms of agriculture.

Improved dairy cattle production by indigenous Kenyans was not until after the
Swynnerton Plan of 1954, which allowed them to engage in commercial agriculture



(Conelly, 1998). By 1963, when Kenya attained independence, the dairy herd had
increased to about 400,000 exotic cattle largely in the hands of the settlers (Omore, et
al. 1999).

The development of Kenya’s dairy sector has been steered by a number of legislations,
complete with the implementing agencies and regulatory bodies, which together
constitute the regulatory framework (Waithaka et al., 2003), other than the direct policy
pronouncements.

Several factors, which include the presence of significant dairy cattle populations, the
historical importance of milk in the diets of most Kenyan communities, a suitable
climate for dairy cattle and a conducive policy and institutional environment, have been
contributory factors to the success of dairy production by smallholders in Kenya
(Conelly, 1998; Thorpe et al. 2000).

Small-scale producers (the smallholders) dominate dairy production, owning over 80
percent of the 3.3 million dairy cattle, producing 56 percent of the total milk production
and contributing 80 percent of the marketed milk (Peeler and Omore 1997). The major
types of cattle reared for milk production are the improved exotic breeds and their
crosses (collectively called ‘dairy cattle’) and the indigenous (zebu) cattle, which
provide milk for communities in the drier parts of the country.

On-farm consumption (non-marketed milk) accounts for about 45 percent of total milk
production while the remaining 55 percent is marketed through various channels. About
15 percent of marketed milk flows through milk processors (Muriuki et al. 2001), who
include Brookside, Spin Knit, Premier, KCC and other smaller private processors.

Zambia

Zambia’s dairy sector is characterized by three categories of milk producers;
commercial farmers, traditional/smallholder dairy farmers and emergent dairy farmers,
with a cattle population of 2.5million in 2003. Smallholder dairy farmers’ contribution
is about 40% of the all marketed milk and large-scale commercial and emergent
farmers supply 70%. In total, all these farmers produce approximately 190° million
litres of milk per year compared to the country’s total milk requirement of 253 million
litres of milk per year. This yields a milk deficit, which renders Zambia to import about
25% of its milk requirement.

Malawi

The total cattle herd of Malawi is estimated at around 800,000 mostly Malawi Zebu for
beef production. The dairy herd only comprises an estimated 12,000 head. Currently,
there are an estimated 4,000 smallholder dairy farmers in the formal sector and around
5 medium or large-scale producers. Total formal milk production is estimated at
6,500metric tons, based on information from the processors and the Milk Bulking
Groups (MBGs). Around 80% of this is produced in the Blantyre milk shed area
(MSA) in the Southern Region

Intensive smallholder dairy production in Malawi commenced in 1969. Processing
plants were installed in Blantyre (1969), Lilongwe (1973) and Mzuzu (1974) to collect
and process milk and meet growing urban demand. This activity was organised by

3 This figure is far much higher than the FAOSTAT figure in table 1, an issue which Zambia should take
up with the FAO so that country data is well represented.
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Government under Malawi Milk Marketing (MMM). Farmers were organised into
milk producer groups (MPG’s) to operate collection and checking centres. In 1985
under a structural adjustment programme MMM was reorganised and a statutory body
Malawi Dairy Industries (MDI) took over the three MMM dairy plants and three dairy
farms and given the mandate to operate on commercial lines. MDI served as a treasury
fund with the overall purpose of improving and multiplication of livestock for the
production of milk and the manufacturing, processing and distribution of milk products.
In 1997 the three MDI factories and farms were privatised, representing a significant
change from Government to private sector control of the dairy industry. Since that time
two new private investors started up in the dairy industry. In the meantime, various
other small dairy plants have commenced operation as well.

Mauritius

As of September 2003, the cattle population was 6,963. Dairy farming is predominantly
smallholder, where it is done as a part time activity, to augment income from cane
farming or other economic activities. Annual milk produce is estimated at 4,000 metric
tonnes per year.

Milk production has been on the decline in the past 3 three decades leading to the
present situation where the country’s milk production is only 5% of its requirement.
Among the factors behind the decline is competition from reconstituted milk from
imported milk powder. As a result, imported dairy products ended up being far much
cheaper than domestic products.

The liberalization of dairy products and removal of customs tariffs on almost all dairy
products caused an additional upsurge in the importation of these products. Australia
and New Zealand are the main suppliers of dairy products to Mauritius. Australia holds
over 60% of the country’s market share. Other countries such as South Africa, United
Kingdom and France are also significant suppliers of dairy products to Mauritius.

Uganda

Milk production in Uganda is estimated at about 1 million metric tones per year.
Smallholder farmers account for about 90% of production with animals ranging
between 1 to 40 in number. The national herd, which is estimated to be 6.3million
cattle, is predominantly indigenous cattle with some cross and exotic breeds forming
5% of the total herd population.

Dairy production takes place under any of the following four categories of farming

systems

e Communal grazing (i.e. pastoral grazing on communal land owned by the clan);

e Free range grazing (i.e. grazing of cattle by moving them all over the farm);

o Fenced grazing (i.e. grazing of cattle in paddocks or/and feeding them with
concentrates);

e Zero grazing (i.e. the cow is fed exclusively on concentrates; no grazing).

Rwanda

Livestock production is one of the major agricultural activities and livestock plays a
very important role in the socio-economic activities of the country. It contributed 5.3 %
of the country’s GDP in 1997 and serves as source of animal protein in the form of
milk and other dairy products, meat for humans, manure, income, savings and has other
non-monetary but important social functions especially for cattle including prestige and
payment of bride price.



Smallholder milk producer’s mainly keeping traditional and crossbred -cattle
collectively own 95 % of the cattle in Rwanda. The rest comprise exotic breeds on
commercial dairy farms in and around Kigali City. Most traditional cattle are found in
Umutara province while Gitarama province has the highest concentration of crossbred
cattle.

According to the available information, Rwanda produces about 56,000 tons of milk
from cattle, which satisfies only 17 % of the population’s needs (MINAGRI, 2002). On
the other hand the estimated total milk requirements for the country are 500,000 tons
per annum. There is therefore a deficit of 444,000 tons per year. This shortfall was up
to 1999 covered by importation of raw and processed milk from Uganda (400,000
tons). In addition substantial amounts of milk powder are also imported into the
country. In more recent years the Government took measures to prohibit the
importation of raw milk at the same time encouraging importation of improved breeds
of cattle from Europe and recently South Africa. Although statistics are not available,
these measures have led to an increase in milk volume on the market. However, the
volume of imported powder milk and other milk products is still high and may hinder
the development of the nascent dairy industry in Rwanda if appropriate measures are
not taken to control its wide importation.

The future of the region’s trade development very much relies on the production of
milk. The constraints that face this level value chain have a direct bearing on future
prospects for export development. This paper does not go deep into issues on
production constraints and strategies that would help mitigate these constraints; it
merely presents a summary of the constraints for purposes of appreciating the
challenges of milk production in the region. This summary is presented in table 2.

Table 2: Summary of challenges in milk production

Country Constraints

Ethiopia a) Under-developed infrastructures facilities like road, telecommunication
services, cold chain, water supply and energy.

b) Difficulty in accessing bank credit

c) Difficulty in acquiring land.

d) The need for the establishment of a stake-holder based organization for
the coordination, regulation and control of the dairy industry.

Kenya a) Poor quality of feeds and feeding regimes;
b) Seasonal fluctuations in forage availability;

¢) Inadequate access to Al services resulting to increased use of bulls (of
unknown genetic potential);

d) Inadequate enforcement of regulations on livestock movement;
e) Inadequate and high cost of animal health care;
f) Poor rural infrastructure;

g) Inadequate and inefficient dairy cooperatives and other marketing groups
and channels; and

h) Inadequate access to markets

Malawi a) Low smallholder productivity and slow herd growth, thereby limiting
returns. Insecurity through theft has also been a threat to investment in
dairy farming. At farm level, apart from mortality, long calving intervals




Country

Constraints

b)

¢)

d)

e)

and reduced conception rates have further reduced increases in the
number of dairy stock.

Limited smallholder access to knowledge that constrains improvements in
yields and supply.

Limited access to capital. Lending conditionalities plus high real interest
rates (in excess of 35% in 2002-03) have prohibited small-scale dairy
farmers access to credit from financial institutions.

Critical inputs to smallholders, such as quality feeds and Al, are not
consistently available. Artificial insemination service delivery has been
inefficient due to a lack of transport by Al technicians, lack of resources
such as liquid nitrogen, lack of operational resources, insufficient
government Al technicians, etc.

Feed problems associated with inadequate pastures and high cost of
concentrate feeds.

Tanzania

b)

©)
d)

111 equipped private sector to deliver animal health care services in the
vast pastoral regions within the country.

Erratic supply of veterinary drugs because of illegal veterinary drugs.
The Al service is unreliable and costly

Importation of high-grade animals is only afforded by few institutions,
specifically HPI and Ministry of Water and Livestock Development. The
cost of importation is as high as TSh 5,000,000 (USD 5,000) per animal.

Zambia

a)
b)

d)

Pressure on feed supply, especially after periodic droughts

The increasing density of dairy units around the urban areas may create
risks of the spread of disease between herds;

Further advances in the spread of tsetse fly could confront dairy producers
with a trypanosomiasis threat which would make milk production difficult
or even impossible in some areas;

zoonotic disease in the form of brucellosis and tuberculosis, currently a
minor problem in the commercial herd but present at high rates in the
surrounding traditional cattle population, could cause serious production
losses if it becomes established and may result in those producers selling
raw milk to lose their market; and

The establishment of a relatively free market for milk has led to producers
facing an increasing threat from more efficient producers particularly
from Zimbabwe and South Africa.

Mauritius

a)
b)
¢)
d)
e)

k)

Increasing cost of production

Ageing of cow breeders

Non availability of adequate family labour

Decrease in the quality of milk

Poor competitiveness with the quality and price of imported milk powder
and milk products

Limited land availability for cultivating pastures
Seasonal scarcity of fodder and grass

Insufficient and inefficient marketing facilities scheme
Stricter Environmental regulations

Poor Veterinary backup services

Inefficient Artificial Insemination service

Rwanda

The dairy sub-sector is constrained by tremendous pressures created by both
reduced availability of land per capita and inputs like feeds and animals with
good genetic base for milk production.
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2.2

Dairy processing industry

The dairy processing industry in the region is fairly developed. The industry produces
the following products: Milk Powder, UHT Milk, Pasteurized Milk, Cheese, Butter,
Yoghurt, Ghee, Cream, Ice Cream, Milk Ice, Ice Confection, Flavoured Milk,
Chocolate Milk, Fermented skim milk and Sterilized Milk. The table below provides
details on the processed products across the sample countries. Kenya, Zambia, Uganda
and Tanzania have most products.

Table 3:

Dairy Products Production Diversification in Selected Countries

Kenya

Uganda | Tanzania

Ethiopia | Malawi

Zambia

~.. 4
Mauritius

Milk Powder

UHT Milk

Pasteurized Milk

Cheese

Butter

Yoghurt

Ghee

2|2 |2 |2 |2 |2

Cream

< 2| (2|2 | <

Ice Cream

2|l |2 |2 |2 |2 |2 (<L

< |2 |2 |2 |2 |2 |<2|<

Milk Ice

Ice Confection

Flavoured Milk

2|2 (2|2 |2 |||l |2 |2 (2 [2

Chocolate Milk

Fermented Skim Milk

< |2 (<

Sterilized Milk

\/

\/

Installed processing capacity in the EAC and select COMESA countries stands at 3.5
million litres per day. Out of this, only 1.01million litres per day are utilized, with the
rest remaining idle. This renders the per-unit cost of production to be unnecessarily

high.

Table 4: Processing Capacity Utilization in the Region

Installed Utilized Capacity | Excess Capacity % of Utilized
Capacity (million | (million litres per | (million litres per Capacity
litres per day) day) day)
Kenya 2 0.5 1.5 30
Uganda’ 0.33 0.12 0.21 35
Tanzania 0.51 0.15 0.36 29
Ethiopia® 0.13 0.02 0.11 25
Malawi 0.126 0.035 0.09 28
Zambia 0.347 0.113 0.234 33
Mauritius 0.05 0.049 0.001 95
Rwanda 0.023 0.01 0.13 50%

* Mauritius produces yoghurt, ice-cream, sterilized milk and flavoured milk using imported raw

materials.

> Capacity caters for pasteurised and UHT milk only
8 Utilized capacity quoted is for one firm — data on capacity utilization not available on the second firm.
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Installed Utilized Capacity | Excess Capacity % of Utilized
Capacity (million | (million litres per | (million litres per Capacity
litres per day) day) day)
Total 3.523 1.01 2.5

Source: Country Reports

Kenya’s processing capacity accounts for 57% of this capacity, followed by Tanzania,
Zambia and Uganda. With exception of Mauritius where capacity utilization is at 95%,
in all the other countries, capacity utilization is rather low, ranging between 25% and
35%. In Kenya, capacity utilization of the enormous investment is only 30%! The table
below provides a summary of causes for under capacity utilisation across the sample

countries.

Table 5: Reasons for Capacity Under-Utilization in the Region

Keny | Ugand
a a

Tanzani

Ethiopi
a

Malaw

Zambia
7

Rwand

Mauritius

Supply
fluctuations
occasioned by
seasonality in
production

| v

N

Inadequate
volumes of raw
milk

Poor quality of
milk

Lack of cold
chain

High
preference for
liquid milk
(narrow
product mix
which limits
value adding
opportunities)

Low and
decreasing per
capita
consumption
(low demand
base)

Low and
decreasing
per capita
consumptio
n (low
demand
base)

Factor costs are
high (e.g.
electricity)

High
processing
costs (are large
and negatively
affect prices of
milk products
and hence
consumer
prices)

Lack of
competitivenes

VN

7 No reasons given for capacity under-utilization.
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Keny

Ugand

Tanzani
a

Ethiopi
a

Malaw

Zambia
7

Rwand

Mauritius

s (due to
relatively high
cost of
production /
inefficiency in
processing)

Use of obsolete
technologies

Poor access to
key inputs such
as machinery
and packaging
materials
(supplied by
monopolies)

High and
unstable
interest rates
that discourage
new
investments
(processing
require high
capital outlays
for plant
installations)

Competition
from imports
for some

product lines

Frequent
changes and
prevalence of
high taxes
(VAT and
duties on
packaging
material)

Short Supply of
Specialist skills

Poor
infrastructure
that hinders
milk collection

Stiff
competition
from informal
milk vendors
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3.0 TRADE IN DAIRY PRODUCTS AND REGIONAL MARKET
POTENTIAL

3.1 Production versus Consumption of milk

Over the period 1997-2003, milk consumption in the sample countries of COMESA
and EAC averaged 6million metric tons per year compared to average production level
of Smillion. This yielded an average deficit of 1million metric tons per year. As
evidenced in the line graph below, milk production remained lower than consumption
through out the review period, with the gap narrowing between 2000 and 2003. These
latter years’ developments could be attributed to initiatives geared towards promotion
of production of dairy products, as alluded to earlier in the report.

Milk Production and Consumption in select COMESA and EAC (1997-2003)
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It is worth noting that the milk deficit situation has been persistent despite the average
per capita milk consumption level in this countries being only 36 litres per year as
compared to the WHO recommended level of 200 litres per person per year. Mauritius
per capita milk consumption of 90litres per year was the highest followed by Kenya,
whose per capita consumption was reported as 74 litres per year.

A country-by-country analysis of the deficit/surplus situation for the period 1997-2003

showed Kenya as the only country to have reported a tradable surplus. The bar chart
below demonstrates this scenario.
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Milk Deficit/Surplus situation in select COMESA&EAC countries (Aggregate
1997-2003)
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An annual comparison, using year 2003 statistics does not change the situation much,
as only Ethiopia showed some tradable surplus in addition to Kenya (see the chart). In
Rwanda, the deficit in 2003 was 222,257 metric tonnes.

Milk Deficit situation in select EAC/COMESA countries in 2003
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There is high preference for liquid milk in all the countries except Mauritius where
consumers prefer powder milk and Ethiopia where bulk of the milk is processed into
butter. In Kenya and Uganda, bulk of the milk is consumed in raw form (up to 80% of
the marketed milk for Uganda) because it’s far cheaper than processed milk. This is
expected in countries where per capita incomes are decreasing, as is the case with most
of the countries under review.
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The bulk of the milk produced in the region reaches the consumer through the informal
vending channels. It is clear that the informal market commands the largest share of the

milk market. This has implications on the growth of the dairy processing industry and
the available product mix.

3.2 Imports of dairy products

Milk deficit has been serviced through extra regional imports of dairy products, which
for the select EAC and COMESA countries average US$25 million per year. This is
evidenced in the line graph, which shows extra-regional imports being far much higher
than intra-regional imports, through out the review period.

Imports of dairy products by select COMESA and EAC countries
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The bar chart shows the significance of the dairy products’ market in the EAC and
select COMESA countries, which over the period 1997-2003 imported from outside the
region dairy products amounting to US$175millions. Over the same period, imports
from within the region amounted to a mere US$20 million.
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Imports of Dairy Products by EAC & Select COMESA countries (1997-2003)
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The above scenario also applies to the entire COMESA and EAC region, which has an
estimated market size of over US$120million. Over 90% of this market is serviced
from extra-regional imports. The line graph shows predominance of extra-regional
imports of dairy products in the region.

Imports of Dairy Products by COMESA & EAC Countries
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The imports of dairy products are dominated by milk powder, which accounts for 55%
of total imports, followed by butter, cheese and liquid milk, which account for 27% and
6% respectively. The bar chart illustrates the composition of dairy products’ imports by
COMESA and EAC region for the period 1997 to 2003.

COMESA & EAC Imports of dairy products (product by product) 1997-2003
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33 Exports

Exports of the dairy products by the EAC and select COMESA countries have been
very low, averaging US$1 million per year over the review period. Given the milk
deficit situation as analyzed in section 3.1, these results are not surprising. As can be
seen in the chart, a noteworthy development between 1999 and 2003 has been increase
in exports by 193%. The countries behind this growth were Kenya, Zambia, Mauritius
and Zambia (annex 2 for full table on COMESA and EAC extra and intra-regional
exports). Regional market has been the key stimulant, as can be seen in the chart, intra-
regional exports of dairy products increased from US$0.716million in 1999 to
US$2.1million in 2003 as compared with extra regional exports which rose from
US$0.4million in 1999 to US$0.7million in 2003. The exports to the region are
reflective of the launch of the COMESA FTA in 2000, which rendered regional exports
rather cheaper than extra-regionally sourced dairy products. Thus, if production of fresh
milk and processed products were to be increased, there is a ready market for dairy
products in the region.
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Exports of dairy products by EAC and select COMESA countries for the period 1997-2003
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Analysis of the composition of the exports of dairy products showed milk powder and

liquid milk (UHT) to be in the lead followed by butter and yogurt. This is illustrated in
the chart.

Exports of Dairy Products by COMESA and EAC Countries (1997-
2003)
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34 Regional market potential for dairy products

Using extra regional imports and intra regional exports as a proxy for the regional
market size, the EAC and COMESA market for dairy products is about US$120million
per year. If we were to factor market growth dynamics inform of prospects for
increased per capita income and possible increase of the per capita milk consumption
from the current average level of 36litres per year to the WHO recommended level of
200 litres per day, the future market for dairy products in the region looks bright!

COMESA and EAC market size of dairy products and share of regional
exports, 1997-2003
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Presently, over 95% of the COMESA and EAC market of dairy products is serviced by
extra regional imports. The bar chart, which plots an aggregate position over the review
period (1997-2003), illustrates this scenario.

Further, over 80% of extra regional imports of dairy products are sourced from
Denmark, South Africa, Canada, USA, France, New Zealand, Australia, the
Netherlands and Poland. This raises critical questions on competitiveness of regionally
produced dairy products and the extent to which extra-regionally sourced dairy
products are subsidized in the source countries. These questions will need to be
answered in the course of seeking to develop regional dairy sector.
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4.0 TRADE POLICY AND REGULATORY ENVIRONMENT

4.1 COMESA and EAC trade regimes

Both COMESA and EAC member States have agreed upon the trade regime under which
dairy products and indeed all other commodities should be traded. According to the trade
regimes, member countries have committed themselves to applying preferential tariffs on
goods originating from the region. The levels of preferential tariff expressed as a
percentage of tariff rebates on Most Favored Nations (MFN) tariffs or tariffs charged on
all non COMESA or EAC countries is given as follows: -

In COMESA, eleven countries, which have already ratified the Free Trade Area (FTA)
protocol, are levying zero duty on goods from the region. These countries include:
Kenya, Malawi, Zambia, Zimbabwe, Egypt, Djibouti, Madagascar, Mauritius, Rwanda,
Burundi and Sudan. Tariff reduction commitment for Non FTA COMESA countries is
as follows: -

o Comoros, Eritrea and Uganda 80% reduction
e DR Congo 70% reduction
e FEthiopia 10% reduction

Under the EAC trade regime, Kenya grants market access to commodities imported
from Uganda and Tanzania a 90% tax reduction on the MFN rate. Tanzania and
Uganda on the other hand grant an 80% tariff reduction on goods originating from
Kenya. This scenario is due to change immediately implementation of the EAC Customs
Union commences in early 2005.

Preferential duties are allowed only after proof that commodities meet the Rules of
Origin criteria as provided under Article 4(1)(e) of the COMESA Treaty and under the
provisions of the EAC Rules of Origin.

The COMESA and EAC Rules of Origin are therefore the basis for according market
access to COMESA or EAC originating products. The Rules of Origin thus serve as a
determinant of where a product is made and the minimum percentage of inputs
contained therein from member States.

There are five Rules of Origin and at least one of them must be complied with for any
goods to qualify for COMESA tariff treatment.

The rules are:

1. Goods wholly produced or obtained in a member state (that is no material outside
the common market has been used).

2. Goods produced in the member states and the C.I.F value of any foreign materials
used (that is non-COMESA/EAC) does not exceed 60% of the total cost of all
materials used in their production.

3. Goods produced in member states whose value added resulting from the process of
production accounts for at least 35% of the factory cost of the goods.

4. Goods produced in member states and are classified or become classified under a
tariff heading under which they were imported.
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5. Goods of particular importance to the economic development of the member states
and containing not less than 25% value added not withstanding the provision in 3.

Dairy products, being among the most frequently traded agricultural commodities in
COMESA and EAC® conforms to the first rule since they are wholly produced within
the region. It is however worthy noting that reconstituted liquid milk from milk powder
imported from outside the region does not qualify as originating from within the region
and does not therefore trade at preferential tariff.

Imposition of arbitrary measures, such as import restrictions to prevent market access,
is prohibited under the COMESA trade regime, unless such action is approved by the
council of ministers under the safeguard clause of the Treaty. In EAC a similar
provision is contained in the EAC Customs Union Protocol, which is due for
enforcement in year 2005.

The above trade regimes have mainly addressed tariff applicable on regionally sourced
products. This leaves out a host of other trade policies and regulations that are equally
important in ensuring free movement of dairy products across COMESA and EAC such
as export and import restrictions through mandatory permits, quality standards, sanitary
requirements, and enforcement of preferential tariffs, non-tariff charges and customs
clearance regulations. In the following section each of these regulations are discussed
in detail; the section also analyzes the implications of these regulations on cross border
trade and proposed recommendations obtained through national consultative processes.

4.2 Dairy trade policies and regulations in EAC and COMESA countries

A review of the trade policy and regulatory environment that governs trade in dairy
products in the COMESA and EAC region includes the following policies/regulations
as the most important based on their implication on intra/extra regional exports of these
commodities.

e Import controls

Tariffs and non tariff charges

Sanitary Requirements

Quality and Food Safety Standards

Customs Clearance Procedures

4.2.1 Exports/imports controls/restrictions

Export/Import controls or restrictions are normally applied by countries as a measure of
protecting domestic industries. A key characteristic of the import/export regulatory
framework is the ad-hoc import/export bans/quotas in anticipation of poor harvests or
deficits (in the case of export bans) and gluts (in the case of import bans/restriction).

Out of the eight countries, only three countries had import controls on import of dairy
products; namely Kenya, Mauritius and Malawi. The nature of import controls is as
detailed in the table. The motivation behind the control is protection of the domestic
industry.

§ Other most frequently traded agricultural produce includes sugar, rice, wheat flour and livestock and
livestock products

22



Table 6: Import controls on imports of dairy products.

Country

Import
controls/
restriction

Nature

Mauritius

In place on
UHT milk

The Ministry of Commerce is responsible for the control of
importation of dairy products. Import permits for UHT
milk require first clearance from the Agricultural Marketing
Board. This permit was put in force at one point in time
with a view to protect the local milk producers from
competition with imported packed liquid fresh milk.
However, since the local milk production can’t keep pace
with the increasing demand for fresh milk from the
consumers, the AMB is not stringent in issuing this permit.
In fact according to the AMB there are no specific
requirements which importers need to fulfil before getting
this clearance.

Kenya

In place
on all dairy
products

A no objection import authorisation is required before
importation of dairy products. This is despite the fact that
the livestock products are specified in the schedule of
goods subject only to meeting technical, sanitary and
environmental standards on their arrival in the country
(Legal Notice No. 135 of 1993).

The import authorisation is meant to protect domestic
industry whenever the authorising offices (Kenya Dairy
Board and Department of Livestock) determine that there is
enough domestic supply of similar product. This criterion is
subjective, especially because information on domestic
supply of dairy produce, is only privy to the authorising
offices and processors who may have an interest in having
the domestic dairy industry protected are the source of this
information.

For one to obtain authorisation, the procedure is that the
importer is to first complete the Import declaration form
(IDF) including personal details, country of origin and the
seller details. The completed IDF is then attached to the
Ministry of Livestock and Fisheries authorisation
authorisations form depending on what is to be to be
imported.

Malawi

In place on
all processed
dairy
products

For processed products an importer is required to apply for
an import license from the Ministry of Commerce &
Industry. Based on the information the Ministry has about
the current status of the milk supply in the country, the
Ministry decides whether to issue a license or not. This will
happen within 7 days after applying, without any costs. The
aim is to protect the local dairy industry.

Rwanda

In place

for raw and
unprocessed
milk

Raw milk restrictions are premised on the need to protect
the domestic fresh milk producing industry (farming
community).
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In Kenya, exports of dairy products are also subjected to similar system of controls as
imports, in that before exports are made, export authorisation has to be granted by four
government offices as follows: Kenya Dairy Board, Livestock Production and
Department of Veterinary Services and the Permanent Secretary, Ministry of Livestock
Development.

Box 1
Licensing of Establishments for Processing Dairy Products for Exports
The Kenyan Case:
...Milk exporters are required to process milk from an establishment approved for purposes of
processing milk and milk products intended for exports. Such establishments have to be under constant
supervision of the Veterinary Department. The aim of this regulation is to give the Veterinary
Certifica,e, which is usually a mandatory requirement for all dairy products exports recognition in the
importing countries.

The certificate is a certification that ‘the product was manufactured in an establishment duly
registered/licensed by the Government (Veterinary Department) and that it is kept under continuous
supervision and that the product was inspected prior to shipment and found to be free from dioxin,
hormonous and chemical residuals’.

Observations

Although the Veterinary Department has determined the standard,s which exporters must meet for their
establishments to be certified as qualifying for processing dairy products, these standards are yet to be
published and thus are not in the public domain. This denies investors an opportunity to prospect in the
dairy processing; it also denies other competent Authorities in the region vital information which they
require in order to grant Kenya’s dairy products’ market access in the region.

Recommendations

a) Abolish import export authorization system
Import authorization system, which is not for purposes of enforcing SPS and Food
Safety standards should be abolished. By so doing the role of domestic market
protection will be relegated to introduction of tariffs on dairy products. This is the
practise, which is recognized under the GATTS.

b) Devise a regional mechanism for detecting cases of dumping and subsidies
There is need to develop a regional mechanism for detecting cases of subsidized
and dumped milk products. This will address the reasons behind protective system
for import authorisation.

¢) To introduce objectivity for countries which still presses to retain policy on
domestic industry, a threshold pegged to perceived injury on domestic industry
needs to be defined and agreed upon by the COMESA and EAC member States.
Such a threshold, whose information should be shared among the member States,
should be used as a trigger for imposition of import restrictions/controls on
regionally sourced products.
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4.2.2 Tariff and non-tariff charges

Tariffs

Intra-Regional trade in dairy products among the eight sample countries ranges
between 0% for COMESA FTA countries to 10%. Import duty on dairy products from
third countries ranges between 0% in Mauritius and 60% in Kenya, with all the other
countries charging varying duties within this range. Product-by-product tariff charges
are as detailed in the table.

Table 7: Import Tariff on imports of dairy products from COMESA, EAC, SADC
and other countries

| Kenya | Uganda | Tanzania | Ethiopia | Malawi | Rwanda

| Zambia | Mauritius

04.01: Milk and cream, not concentrated nor containing sugar or other

sweetening matter

COMESA Exempt 6% 25% 27% 3% 5% 0% 0%
EAC 15% 0% 5% na na na na na
SADC na na 25% na 10% 25 0%
%
Other 60% or KES
Countries 63/kg 15 25% 30% na 18% 25 0%
% %
04.02: Milk and cream, concentrated or containing sugar or other sweetening matter
COMESA Exempt | 6% 25% 18% 1% 18% 0% 0%
EAC 15% 0% 5% na na na na | na
SADC na na na na 10% 25 0%
%
Other 60% or na
Countries KES 3/kg | 15 25% 20% 30% 25 0%
% %

04.03: Buttermilk, curdled milk cream, yoghurt, Kephir and other ferm

ented or acidified milk and cream,

Whether or not containing added sugar or other sweetening matter or flavoured, or containing added

fruit, nuts or cocoa

COMESA Exempt 6% 25% 27% 5% 18% 0% 0%
EAC 15% 0% 5% na na na na na
SADC na na na na 25% 25 0%
%
Other 60% or KES 25
Countries 63/kg 15 25% 30% 30% % 55%
%
04.04: Whey, whether or not concentrated ....
COMESA Exempt 6% 25% 27% 6% 15% 0% 0%
EAC 15% 0% 5% na na | na na na
SADC na na na na 10% na 25 0%
%
Other 60% or KES na
Countries 63/kg 15 25% 30% 18% 25 15%
% %
04.05: Butter and other fats and oils derived from milk; dairy spreads
COMESA Exempt 6% 25% 27% 5% 18% 0% 0%
EAC 15% 0% 5%
SADC na na na na 25% 25 0%
%
or
K8

%It is 6% for Of fat content, by weight, exceeding 6%

' Duty exempt for powder milk of fat content not exceeding 1.5%.
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Kenya | Uganda | Tanzania | Ethiopia | Malawi | Rwanda | Zambia | Mauritius
50/
kg
Other 60% or KES na 25
Countries 63/kg 15 25% 30% 30% % 15%"!
% or
K8
50/
kg
4.06: Cheese and Curd
COMESA Exempt 6% 25% 27% 5% 18% 0% 0%
EAC 15% 0% 5% na na na na na
SADC na na na na 25% na 25 0%
%
Other 60% or KES na
Countries 63/kg 15 25% 30% 30% 25 0%
% %

Lack of harmonized tariff on intra-regional trade in dairy products is quite evident.
Similarly lacking is a common policy on how the region relates with third countries in
regard to imports of dairy products. There is disparity in external tariff policy, a
phenomenon, which creates opportunity for trade diversion from the regional countries
to the third countries. A common external tariff policy stimulated by the need to
promote regional dairy sector is needed.

Tariff reforms on dairy products under EAC Customs Union

The EAC block is already in the process of addressing the concern about regional
disparity in intra-regional trade tariff and extra-regional trade tariff through the
provisions of the Customs Union Protocol. Under the EAC Customs Union Protocol,
Kenya is to grant imports from Tanzania and Uganda a duty free status immediately
implementation of the EAC Customs Union is launched (around January 2005).

Uganda and Tanzania are to apply duty on Kenya’s imports starting with 10% and 25%
upon the start of implementation of the Customs union, and progressively reduced this
to zero by the six year of implementation.

Table 8: Tariff on Kenya’s exports of dairy products to Tanzania under the EAC
Customs Union

Tariff Item Ist Year [2nd 3rd Year 4th Year|Sth Year 6th Year
Year
04.01 Milk 25% 20% 15% 10% 5% 0%
04.02 Milk Powder[25% 20% 15% 10% 5% 0%
04.03 Yogurt 25% 20% 15% 10% 5% 0%
04.04 Whey 25% 20% 15% 10% 5% 0%
04.05 Butter 25% 20% 15% 10% 5% 0%
04.06 Cheese 25% 20% 15% 10% 5% 0%

Table 9: Tariff on Kenya’s exports of dairy products to Uganda under the EAC
Customs Union

' 0% for pure cow ghee (040590).
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Tariff Item Ist Year [2nd 3rd Year 4th Year [Sth Year|6th Year
Heading Y ear

04.01 Milk 10% 8% 6% 4% 2% 0%
04.02 Milk Powder |10% 8% 6% 4% 2% 0%
04.03 Yogurt 10% 8% 6% 4% 2% 0%
04.04 Whey 10% 8% 6% 4% 2% 0%
04.05 Butter 10% 8% 6% 4% 2% 0%
04.06 Cheese 10% 8% 6% 4% 2% 0%

Common External Tariff

It is 25% for Yogurt, Whey, Butter and Cheese. Milk and Milk Powder is however
classified as sensitive products and therefore attracts a duty of 60% in all the three EAC
countries as illustrated in table 10.

Table 10: Applicable rates for sensitive products

Tariff Heading | Product description
and HS Code Kenya | Tanzania | Uganda
04.01 Milk and cream, not concentrated nor containing

added sugar or other sweetening matter.
0401.11.00 - Of a fat content, by weight, not exceeding1% 60% 60% 60%
0401.20.00 - Of a fat content, by weight, exceeding 1% but not

exceeding 6% 60% 60% 60%
0401.30.00 - Of a fat content, by weight, exceeding 6% 60% 60% 60%

04.02 Milk and cream, concentrated or containing added

sugar or other sweetening matter.
0402.10.00 - In powder, granules or other solid forms, of a fat

content, by weight, not exceeding 1.5%

- In powder, granules or other solid forms, of a fat

content, by weight, exceeding 1.5% :

-- Not containing added sugar or other sweetening

matter 60% 60% 60%
0402.21.10 --- Specially prepared for infants 60% 60% 60%
0402.21.90 --- Other 60% 60% 60%
0402.29.10 --- Specially prepared for infants 60% 60% 60%
0402.29.90 --- Other 60% 60% 60%
0402.91.10 --- Specially prepared for infants 60% 60% 60%
0402.91.90 --- Other 60% 60% 60%

-- Other
0402.99.10 --- Specially prepared for infants 60% 60% 60%
0402.99.90 --- Other 60% 60% 60%

Non-Tariff Charges

In addition to import duties, a host of other non-tariff charges are currently being

applied on imports of dairy products. These charges include Value Added Tax on the

cif value of imports and range between 15% and 17.5% in all the sample countries,

except Uganda and Tanzania. The charges are Import Declaration Form (IDF) fees in

Kenya at 2.75% of the cif value of the imports and Tanzania at US$10 per tonne;
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Standard Bureau Fees of 0.02% and 1% in Kenya and Malawi, Dairy Authority cess of
0.03% in Kenya, Pre-Shipment Inspection Fees of 1.2% and 0.9% to 1% of cif value of
imports in Tanzania and Malawi, respectively; suspended duty of 20% in Tanzania on
imports from EAC countries and excise duty of 10% in Uganda and Zambia. The table
below provides details on these non-tariff charges across the sample countries.
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Table 11: Schedule of non charges on imports of dairy products

Kenya | Uganda Tanzania Ethiopia | Malawi Zambia | Mauritius

VAT 16% | Exempt 0% 15% 17,5% 17.5% 15%
IDF 2.75 NF n.a. 0% -

% cif
Standards 0.02 - NA 1% 0% -
Bureau Fee % cif
Dairy 0.03 - Nil n.a. 0% -
Authority Cess %
Pre-Shipment 1.2% cif Nil 0.9-1%cif | NA" US$70
Suspended 20% on EAC NF 0 NA None
Duty only
Excise duty 10% - Nil 0 10%" None

The effects of the non-tariff charges have been to negate the benefits of low intra-
regional tariff on dairy products. This is an issues raised by traders in the region as
being of gross concern.

The main barrier created by imposing a suspended duty is the unpredictability it
imposes on traders because of the haphazard manner in which it is applied. It often
comes into effect immediately after imposition and therefore could greatly erode the
competitiveness of commodities procured prior to its imposition. Another problem is
that they tend to stay longer than necessary despite being intended for short-term
protection of domestic producers.

Recommendations

a) Reduce import duty on intra-regional trade in dairy products to zero
COMESA countries, which are not yet members of the FTA should consider fast
tracking reduction of duty on intra-regionally sourced dairy products to zero. For
EAC, Uganda and Tanzania may need to re-categorize dairy and dairy products to
Category A so that duty on imports from Kenya may be reduced to zero on the
launch of the customs union implementation program in 2005.

b) Regional dairy trade development policy
A regional dairy trade development policy, taking cognizance of the regional
market potential, installed capacities, which are at the moment underutilized needs
to be developed. This policy should act as a guide to the region’s decision on
introduction of a Common External Tariff, which upholds the ideals of such a

policy.

¢) Regional policy on non-tariff charges on dairy products
To address the market distortion effects on non-tariff charges, which vary across the
region, there is need to come up with a harmonized schedule of non-tariff charges.
Such charges should be limited to the ones allowable under the WTO General
Agreement on Trade and Tariffs (GATT) and should be kept very low.

12 Zambia does not require PSI
1 Charged on value added dairy products
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4.2.3 Dairy products quality standards

The standards used by the sample countries vary widely. Annex 3 provides a detail
presentation of the product standards and highlights specifications in each of the
standards across the sample countries. Each country has its own standards and testing
methods and as such, a certificate issued in any one of the countries may not be valid in
another. The problem is exacerbated by the lack of cooperation among the regulatory
and enforcement agencies in these countries.

Table 12: Summary of product standards for milk and milk products to be found
in the sample countries

Product Standard for milk and
milk products

A
=

UG | Tz ETHI | MAL | ZAM | RWA | MAU

Unprocessed (Whole) milk N N N N

Pasteurised liquid milk

Ultra-Heat Treatment (UHT) milk

Powder milk

2|2 (2|2 | <

Yogurt milk-plain fruit and flavoured

< (< |<
<2 |2
< [<

Butter

< |2 <

Cheese General

2 (2 |2 |2 |2 |2 |2 <
< (< | <
< < < (<2 |2 |2

Cheese — Specific Type (Cottage
Cheese, Cream Cheese, Process
Cheese, Cheese Spread and Cheddar
Cheese)

Reduced fat milk

Skimmed milk

< (<

Evaporated milk

Evaporated skimmed milk

< | <

Sweetened condensed milk

Skimmed sweetened milk

Ghee

< (<

Cream

Ice cream

2|2 (| |2 (2|2 |2 |2 |<

Milk ice

2|2 (2| <

Flavoured milk

Pasteurized milk ~

As illustrated in Table 12, there are numerous cases where some countries have not
developed standards of dairy products that are being produced by other countries in the
region. Therefore, the disparity is not just on specifications and testing methods but
also on the available standards.

The participation and involvement of various institutions in the enforcement of
standards and certification of quality standards of products and services remains one of
the greatest barriers to regional trade. For example, quality and standards assurance in
Kenya is enforced by the Kenya Dairy Board (KDB), the Kenya Bureau of standards
(KEBS), the Ministry of Health (Public Health Department), the Veterinary Department
of the Ministry of Livestock and Fisheries and Local Authorities, each working
independently under different statutes. In Ethiopia, the regulatory framework involves
Quality and Standards Authority, Ministries of Health and Agriculture, customs
authority and the chamber of commerce. In Mauritius the mandate for food inspection
is shared among four Ministries, namely, Health, Agriculture, Industry and Commerce
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and Local Government. The story is the same in the other countries. The process
involves physical examination and laboratory testing/analysis of the goods to verify
their adherence to the required national standards.

As mentioned earlier, lack of coordination among the various enforcement Agencies
complicates matters for traders, who have to go through these Agencies before their
goods can be cleared by the customs. The process is cumbersome and expensive since
every organization has to make independent assessments, thus duplicating efforts in
some cases. There are cases where some offices of these Agencies lack requisite
equipment and facilities for testing, at the border posts. As a result, samples for analysis
have to be transported to laboratories in the capital or provincial headquarters. This
implies delay in clearance of the goods by the customs often at extra costs to the
traders. The traders incur extra cost of warehousing, transport charges, spoilage and
pilferage and other miscellaneous expenses, thus escalating the cost of operation and
reducing profitability.

Inspection certificates from other countries are not usually considered since inspectors
insist on carrying out their own assessments. Cases of intimidation, harassment and
extortion of traders by responsible officials during this exercise are widespread,
especially for perishables such as dairy products.

The regulatory capacity is weak in most of the countries under review to be able to
provide effective monitoring. The Malawi Bureau of Standards (MBS), for example,
lacks dairy-specific knowledge and experience, and its ability to inspect dairy products
and monitor the dairy industry is limited. At production level, the quality checking is
also insufficient and therefore the quality of milk is inconsistent. In Uganda, the bodies
responsible for checking and enforcing the standards (Uganda National Bureau of
Standards-UNBS, the Ministry of Agriculture, Animal Industries and Fisheries —
MAAIF, the Dairy Development Authority and Urban Authorities) are thin on the
ground, poorly facilitated and do not have the basic facilities such as laboratories,
testing equipment for use in the field and inadequate trained manpower. Similar
problems face the regulatory agencies in Zambia. Partly, this is attributable to
inadequate funding advanced to these agencies. The weak regulatory framework has led
to proliferation of informal cross border trade in milk and milk products, which puts the
countries at the risk of animal disease and public health risks.

The administration of quality standards in some countries is too centralized. In
Uganda, the exporters and importers from Mbale (Kenya Border) and Rakai (Tanzania
Border), for example, would be at a disadvantage if they have to come to Kampala for
import permits, sanitary or quality certificates. A lot of un-inspected produce crosses
the borders, often within a few meters of the officials, rendering measures meaningless.
Moreover, a lot more trade takes place at unofficial crossings where these measures
cannot be enforced.
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Box 2
Harmonized Dairy Standards in EAC

The EAC Member States have harmonized quality standards fro the following dairy

products

e UHT Milk

o Yogurt (Sweetened and Flavoured)

o Dried whole milk and skimmed milk powder

o Unprocessed whole milk

o Milk and milk products — methods of microbiological examination Part 1: Total

plate count

o Milk and milk products — methods of microbiological examination Part 2: Coliform
plate count

o Milk and milk products — methods of microbiological examination Part 3: Yeast and
mould

o Milk and milk products — methods of microbiological examination Part 4: Swab test

e Pasteurized liquid milk

o Dairy milk ices and dairy ice cream

e Milk based baby foods

e Butter

o Milk powders

e Condensed milk

The standards are not yet in use. During this study it was established that the private

sector is also unaware of these standards. It is therefore important that private sector

input into the standards be obtained before they are released for application.

Recommendations

a)

b)

d)

Develop quality standards for all dairy products, which are being produced in
the region.

Standards for all dairy products currently being produced in the region needs to be
developed, irrespective of whether one or only two countries are the only ones
producing such products.

Harmonize quality standards on dairy products and testing methods
For commodities where quality standards are in place across the countries, there is
need to harmonize them in order to address the divergences observed in this study.

Rationalization of the role of bureaus of standards and ministries of health on
matters pertaining to milk and milk products quality and safety standards

The region needs to develop a trade facilitation program, clearly spelling out the
role of bureaus of standards and ministries of health on matters pertaining to
product quality and food safety.

Capacity building geared towards efficiency in trade facilitation among the
institutions involved in enforcement of product quality and food safety
standards.

A regional capacity building program should be introduced, targeting institutions
involved in enforcement of enforcement of product quality and food safety
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standards. The design of such a program will need to address infrastructural
requirements by these institutions (equipment/laboratory facilities etc), human
resource, country outreach through establishment of branches or sharing same
offices among countries at the border areas, etc.

e) Regional mark of quality

In recognition of institutional limitations which are manifested by lack of staff at
border points and testing facilities, the region needs to development an accreditation
system which should come up with regionally recognized mark of quality for dairy

products.

4.2.4 Sanitary requirements

4.2.4.1 Animal disease attestation

It is mandatory in all countries that imports of dairy products be accompanied by
Animal Health Certificate issued by a Competent Authority — i.e arms of the
Government responsible provisional of Veterinary Services. Table 14 provides details
of the conditions, which must be certified on the Animal Health Certificate.

Table 14: Sanitary Requirements

Country

Sanitary Requirements

Zambia

The following requirements are applicable to imports of all dairy

products:

(a) Certification — Foot and Mouth Disease, Tuberculosis,
Brucellosis free;

(b) Government Veterinary Officer sealed in exporting country —
seals must be intact when examined by Zambian Government
Veterinary Officer;

(c) Laboratory Tests before disposal

Mauritius

The veterinary services requires that the exporting country is free
from BSE, Foot and Mouth Disease and mad cow disease.

Tanzania

a) Imports must be from countries not under veterinary
restrictions. In addition certification for FMD, and Rinderpest,
needed. This requirement is applied on raw (whole) milk

b) Certification of HACCP for imports of Pasteurized and UHT
milk

Malawi

The following requirements are applicable to imports of all dairy

products:

a) Certification by Competent Authority that there were no cases
of FMD, Rinderpest or any infectious disease of cattle, pigs,
sheep, goats and other domestic animals for the last six
months in the country of origin

b) Certification that milk is processed in Government registered
and licensed factories which are subjected to regular
inspections

Kenya

The following requirements are applicable to imports of all dairy

products:

Imports of milk and milk products must be certified by an official

veterinary surgeon as meeting the following animal health

attestation requirements:

a) The area within a 10km radius of the farms of origin has been
free from any disease to which cattle are susceptible and
which are notified to the Veterinary Authorities of the country
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Country

Sanitary Requirements

of origin within the previous 3 months

b) There has been no Foot and Mouth Disease, Lumpy Skin or
Contagious Bovine Pleuropneumonia within 50km of the
farms of origin within the previous 3 months

c) There has been no Foot and Mouth Disease Types SAT1,
SAT3 or ASIA 1 or Readerpest or Vesicular stomatitis
recorded in the country of origin within the previous four
years. There is no recorded case of Bovine spongiform
encephalopathy in the country of origin

d) That the milk or milk products originate from animals that
have passed the following tests within 30 days prior to the
exports:

» Single comparative intradermal Tuberculin Test for
Tuberculosis applied and interpreted according to the
standards of WHO/OIE/FAO

» Serum Agglutination Test for Brucellosis interpreted
with regard to any previous vaccination according to the
standards of WHO/OIE/FAO

» Complement fixation test for Johnes Disease
(Paratubercullosis).

e) Do not constitute any danger of introducing infectious or
contagious diseases such as vibriosis, leptospirosis,
Trichomoniasis, Brucellosis, the herds have been free for 2
years and in any case of Bovine Leucosis and Johnes Disease
for 5 years. There is no recorded case of Bovine Spongiform
Encephalopathy (BSE) in the country of origin.

f) Having been prepared from raw milk derived from animals,
not showing clinical signs of a disease that can be transmitted
through milk/milk products that the raw milk was produced,
handled and kept hygienically and subjected to preliminary
qualitative tests, including Resazurin test, adulteration tests,
organoleptic test, etc. and found to be of good quality before
processing.

Uganda

The following requirements are applicable to imports of all dairy
products:

Certification by Competent Authority that there were no cases of
FMD, Rinderpest or any infectious disease of cattle, pigs, sheep,
goats and other domestic animals for the last six months in the
country of origin

Rwanda

The following requirements are applicable to imports of all dairy
products:

Certification by Competent Authority that there were no cases of
FMD, Rinderpest or any infectious disease of cattle, pigs, sheep,
goats and other domestic animals for the last six months in the
country of origin

The procedure for importation

in all countries requires that an importer obtain a no

objection permit from the Veterinary services office. This permit stipulates the above
for certification by the exporting country in the animal health certificate.

Results from national baseline studies indicate that animal health requirements and
enforcement procedures have been single most impediments to trade in dairy products
in COMESA and EAC countries. These impediments have assumed the following

forms: -

» Lack of capacity and requisite infrastructure to monitor processing activities of
licensed establishments for purposes of authenticating exports of dairy products to
the satisfaction of Veterinary Authorities in the importing countries. Lack of
information on the prerequisite for licensing of establishments for processing dairy
products is also an impediment to investments in the sector, especially among small
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and medium enterprises that rely on such public information to initiate investment
ventures. The case of Kenya in box 1 illustrates the significance of this limitation.
Lack of cooperation among veterinary services competent Authorities in the region,
whose actions in enforcement of sanitary requirements is abrupt and unilateral,
often catching traders unaware. Lack of cooperation mechanism means that the
ensuing dispute, may linger for months, despite the problem at the center of the
dispute being a simple clarification of a fact, e.g. disease control measures put in
place by the importing country (see the Zambia/Kenyan case, where Kenya’s
exports to Zambia was halted by the Zambian Authorities on animal disease
question)

Lack of a common strategy to addressing animal disease problem in the region. As
a result, there are instance where milk and milk products are barred from one
country despite the disease which prompts this action being known to be confined
in a specific geographic location within the country.

Case:

Box 3
The Case of

Zambia/Kenya Dairy Trade

Tuzo Long Life(UHT) milk denied market access in Zambia

Why?

“We regret to inform you that after considering the report of the inspection of the dairy industry

in Kenya, a few concerns have arisen with regards to the occurrence and control of certain

livestock diseases and safety of the milk with regards to these diseases. Until more detailed risk

analysis is carried out in this regard we can not authorize the importation of Tuzo Long Life

Milk”.

After clarification, the following provided as a way forward for Kenya Long Life to be allowed

market access in Zambia
e Need map of livestock disease distribution for Kenya
e The progress on the planned Brucellosis survey in Nakuru by the Veterinary Department

e Is Tuberculosis and Brucellosis testing and accreditation of the dairy farms mandatory and if

it is under what legal framework

4.2.4.2 Public health attestation

Public health import permit is mandatory before milk imports into the following
counties: Kenya, Ethiopia, Tanzania, Mauritius, Malawi, Zambia and Rwanda. The
permit stipulates food safety requirements, which the milk product being imported must
comply with. Taking Kenya’s requirements as an illustration, the public health
requirements prescribe the following conditions: -

That milk and milk products: -

1.

2.

Were manufactured in establishments approved for the purposes of processing
milk/milk products intended for export by a competent Health/Veterinary Authority
Were subjected to an initial treatment having an effect at least equivalent to that
achieved by pasteurization at a temperature of at least 72 degrees centigrade for at
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east 15 seconds so as to produce a negative reaction to the phosphatase test,

followed by:

c) asecond heat treatment involving high temperature pasteurization, UHT or
Sterilization, so as to produce a negative reaction to the perozidase test, or

d) in case of milk powder or dry milk based product, a second heat treatment
having an effect at least equivalent to that achieved by the first treatment, so as
to produce a negative reaction to phosphatase test, followed by a drying process,
or

e) an acidification process such that the PH value is lowered and kept at below 6
for at least one hour

Do not contain any harmful additives and is unconditionally passed safe and fit for

human consumption, and are permitted to circulate and be distributed in Kenya.

Do not contain foreign substances including toxins (microbial or otherwise) or

chemical residuals.

Have not been exposed to radioactive contamination and have a radioactivity level

not exceeding 21BQ per kg, calculated on CS 137.

Have been processed, handled, stored and transported or shipped hygienically and

all necessary precautions taken to prevent contamination and that they are sound

prior to dispatch.

Were subjected to necessary quality control including laboratory tests and found to

be of good quality and free from pathogenic organisms, including coliforms,

listeria, etc.

Were manufactured from milk derived from animals reared within the country of

origin,

Is not of inferior quality than otherwise specified under various Kenyan standards.

The areas of concern with regard to public health/food safety issues are as follows: -

a)

b)

Divergences in the public health requirements.

While for all the countries mentioned above the requirements in county reports
were not as elaborate, as the one summarized for Kenya, it is evident that the
requirements vary across the countries. In addition:

Multiplicity of institutions involved in the enforcement of public health
requirements on dairy products.

The following institutions have an aspect of public health requirements which they
are interested in checking before milk imports can be allowed into the country:
Veterinary Services, Ministries of Health, Bureaus of Standards, Local Authorities
(public and animal health sections). There lacks collaboration among these
institutions as a result of statutes, which fail to recognize that there are players in
the inspection process.

Institutional limitations

The capacity to adequately enforce the law and regulations is low mainly due to the
inadequate staffing levels, the lack of suitably trained personnel, and lack of
logistical support to the enforcement staff.
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4.2.4.3 Recommendations

a) Establish a system for facilitating cooperation between Veterinary Services on
the following areas: -
» Share of information on disease and disease control systems
» Joint animal disease control system, especially along common borders
» Joint regional information dissemination targeting traders on regulatory
requirements

b) Harmonization of sanitary requirements and implementation procedures.
There is need to harmonize sanitary requirements (animal disease and public health
attestation requirements) in the region. The role of the following institutions will
also need to be rationalized: Veterinary Services, Ministries of Health, Bureaus of
Standards and Local Authorities in the region will need text missing

¢) Capacity building geared towards efficiency in trade facilitation among the
institutions involved in enforcement of sanitary requirements.
A regional capacity building program should be introduced, targeting institutions
involved in enforcement of sanitary requirements. The design of such a program
will need to address infrastructural requirements by these institutions
(equipment/laboratory facilities etc), human resource, country outreach through
establishment of branches or sharing same offices among countries at the border
areas, etc.

d) Establish a mechanism for settlement of disputes on SPS issues.
A regional mechanism for facilitating reporting and settlement of cases of SPS
disputes need to be established.

4.2.5 Customs requirements and procedures

Trade in dairy products is subjected to customs documentation and procedures which
include declaration of the goods being traded (exports/imports) in the Customs Entry
Document and other mandatory requirements, which traders must fulfil before the
products can be cleared by the customs. A description of these document and
requirements is detailed below.

Customs entry documents

In the eight sample countries, customs clearance procedures have been greatly eased by
the introduction of a single entry document (SED), which replaced numerous customs
forms that were cumbersome and difficult for traders. Although the SEDs have been
adopted from the model COMESA Customs Document (COMESA CD), the level of
details varies across the countries.

While the single entry documents are lauded by the traders of the dairy products as
having eased the burden associated with declaration of goods in numerous customs
forms, the following areas of concerns were noted.

e In some countries details called for in the SED put off cross border traders, who
may not have these details or may shy from giving the details. The examples of
details, which were of concern to the traders include Personal Identification
Number.
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e Lack of knowledge among traders and enforcement customs officers on how to
complete the form and its use, which resulted in rejection of the documents and
consequent delays in customs clearance.

Other Customs requirements in the clearance of dairy products

There are other regulatory requirements, which are mandatory in the process of clearing
goods declared in the SED. The principle behind these requirements is that goods,
which the customs clears, must have been permitted to enter the country on having met
regulations being enforced by other government departments. The regulatory
requirements, which fall under this category are as follows:

a) Sanitary Certificate (Issued by the Department of Veterinary Services)

b) Quality Standards Certificate (Issued by Standards Bureau)

c) Import Health Certificate (Issued by the Ministry of Health)

d) Export Health Certificate (Issued by the Ministry of Health)

e) Import Permit (Ministry of Agriculture/Livestock Develop.)

f) Export Permit (Issued by Ministry of Agriculture/Livestock Develop.)

There is however customs specific regulatory requirements aimed at providing
information to assist the customs officials in valuation of the dairy products and other
products in general. As a results of these requirements, the traders are required to
furnish the customs with the following sets of documents.: -

(a) Import Declaration Form (IDF) obtained from PSI firm

(b) Proforma Invoice to the inspection unit (e.g. PSI Firm)

(c) Original Commercial Invoice (for customs valuation)

(d) Certificate of origin (for dairy products originating from EAC and COMESA)

As evidenced in table 15, these requirements vary across the sample countries. In
Kenya and Tanzania, traders are required to lodge customs documents through licensed
clearing agents (if dairy products and other products in general are for commercial use)

Table 15: Summary of Customs Clearance Requirements for Dairy Products
imports/Exports in the Selected Countries

KE | UG TZ ETH | MAL | ZAM | MAU
1 Import Declaration Form (IDF) obtained from v v NS v
PSI firm
2 Proforma Invoice to the inspection unit (e.g. PSI |
Firm) \/ +
3 Original Commercial Invoice (for customs \ \ J
valuation) N N
4 Bank Permit/Letter of Credit \
5 Pre-shipment Inspection (for Customs Clean
Report of Finding — CCRF) \/ v P \/ v
6 Sanitary Certificate (Issued by the Department
of Veterinary Services) \/ v \/ \/ \
7 Quality Standards Certificate (Issued by \ v
Standards Bureau) \/ v \/
8 Import Health Certificate (Issued by the N \
Ministry of Health) \/

'* Obtained from a commercial bank that later issues a Provisional Classification and Valuation Report,
PCVR. IDF acts as import license.
1% Since July 2004, Tanzania has changed from pre-shipment inspection to destination inspection.
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KE | UG TZ ETH | MAL | ZAM | MAU

9 Export Health Certificate (Issued by the N \/

Ministry of Health) \/
10 | Import Authorization Permit (Ministry of

Agriculture/Livestock Develop.) + v \/ \/ \ \/ v
11 | Export Permit (Issued by Ministry of

Agriculture/Livestock Develop.) + \/ \/ \ \ v
12 | Lodgement of customs documents by licensed

clearing agents (if dairy is for commercial use) \/ \/
13 | Certificate of origin (for dairy products

originating from EAC and COMESA) v \ v v v v y

Where as the significance of the additional requirements can be supported by all trade
facilitating institutions in the sample countries, a number of concerns have been raised
concerning the extent to which these requirements have hindered development of trade
in dairy products as follows: -

Export/Import authorization permit: Subjectivity with which this regulatory
requirement is enforced and the fact that it is issued only at the capital discourages
traders from pursuing the import/export authorisation. Specifically lack of objective
criteria for rejection/approval of an application discourages formal trade in dairy
products. Cross border traders overcome this limitation by opting for informal trade.

Sanitary/Animal Health, Quality and Food Safety Certificates. As already
mentioned under sections dealing with these regulatory requirements, trade in dairy
products in the region is affected by duplicity of roles among the enforcement
institutions. To require that traders accompany imports of dairy products with these
certificates in order for the products to be cleared by the customs amounts to
discouraging trade. This is especially because, as cited earlier, the requisite services
leading to access of the certificates are not within the reach of traders, in most
instances. Where as one cannot argue for exemption of these requirements in the
process of customs clearance, there is need to address the concerns about down stream
efficiency among the enforcement institutions. Anything short of this reduces the
above customs requirements to superfluous conditions, which the traders avoid through
informal trading or avoiding trade in the dairy products.

Pre-shipment inspection: PSI policy is undesirable and a duplication of duties already
assigned to public bodies, since, more often than not, imports already inspected have to
be re-inspected and re-valued before clearance thereby imposing extra costs to the
trader. PSI therefore contributes to uplifting of the effective rates of duty thus
restricting trade. The policy is unnecessary for agricultural products which are already
subjected to inspection by public health officials and other quality regulatory bodies,
and therefore amounts not only to duplication of duties but also double taxation of
traders.
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Recommendations

i)

iii)

The COMESA Simplified Single Entry Document and Certificate of origin,
which are currently under review needs to be completed in order to facilitate
cross border trade of dairy products by small and medium traders. Dairy
products should therefore be among the commodities to qualify for clearance
through this document.

Requirements for customs documents to be lodged by licensed clearing
agents should be reviewed, with the aim of making the requirement optional for
agricultural consignments that are less than US$5000. This policy change
should however be backed by extensive education of customs entry documents
and procedures.

Pre-shipment inspection should be eliminated for regionally sourced dairy
products. Along with this policy measure, the requirement for IDF and IDF fees
should also be phased out, for regionally sourced dairy products, especially
because IDF is merely a record of intention to import. Actual imports are
captured through customs statistics.

All trade regulatory institutions, which have to inspect dairy products (as in
deed all other commodities) before release should carry out inspection at the
same time to avoid delays.

For the few countries, which are still enforcing foreign exchange controls,
mandatory requirement of irrevocable LC before issuance of export permit for
regionally destined exports of dairy products should be dropped. Other less
punitive trade finance instruments, such as Cash Against Documents (CAD)
should be applied.
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5.0 Integrating the Informal Milk Markets into Domestic and regional
milk supply chains in Eastern and Central Africa

5.1 Overview

A major outcome of the ECAPAPA/RATES/ILRI study has been the documentation of
the important role informal (“raw or traditional””) milk markets play in Eastern and
Central Africa, with industrially processed milk product markets playing only a minor
role. This dominance of informal markets limits the supply of quality milk and reduces
the efficiency in domestic and cross-border milk markets. The informal milk markets
flourish because they are favoured by current trends in production, which is mainly
small-scale, and trends in consumption of dairy products, which is mainly driven by
cost considerations. Most poor consumers are reluctant to pay for “value-adding”,
which may actually mean “cost-adding” in the their mind. Though they dominate and
supply over 80% of marketed milk in the region, the informal small-scale milk markets
are largely neglected or actively discouraged due to perceived quality and safety
concerns.

Since demand of milk is predicted to grow dramatically due to population growth,
urbanization and a modest increase in incomes (Delgado et al., 2001), pro-active steps
should be taken to transform the markets to meet the increasing demand for quality
milk and integrate them into domestic and regional milk supply chains. Such a strategy,
if commonly agreed upon and adopted regionally, would ease the flow of milk across
borders and along the value chains, thus increasing benefits to consumers, traders and
producers. This chapter outlines the importance of the informal milk markets in the
region and the factors behind its dominance, and proposes a strategy for integrating
these markets into overall milk supply in domestic and regional markets.

5.2 The nature of informal milk markets in the region

The term ‘informal’ is open to different interpretations. It was coined to refer to people
operating outside the law including taxation, but now commonly refers to small-scale
traders operating with licenses as well. Therefore, many informal traders are not
necessarily informal in terms of legal status. In dairy markets, industrial processing or
its absence is commonly applied to separate formal from informal milk markets. All
industrial processors are licensed while traders of non-industrially processed milk may
or may not be licensed. Most people enter informal dairy marketing as a survival
strategy, as it often offers an immediate opportunity for income generation, particularly
for those without access to land resources. ‘Informality’ in dairy farming is also
sometimes linked to traditional or indigenous products or practices, which are labeled
informal because they are at variance with accepted international norms that stress
cold-chain pathways and pasteurization.

Informality is frequently viewed as a symptom of underdevelopment, but this can be
looked at differently. Informal businesses have the distinct advantage of demonstrating
more flexibility in responding quickly to new opportunities than does the formal sector.
The informal dairy sector is associated with many benefits: it provides off-farm
employment for a huge number of people, offers higher prices to farmers, and
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convenient delivery and lower process to consumers. The issue is that because the
businesses are informal, they may be risky because they are without regulatory support
or recognition, and so are often vulnerable in terms of incomes, which frequently
fluctuate. They are also vulnerable to exploitation because they are unorganised, have
little voice and lack understanding of business knowledge and technology. But they
have the ability to grow and what is needed is to provide them with some of the
protective benefits that ‘formality’ can offer.

5.3 Role of the informal traders in the milk market value chain

Presently over 70% of milk is reaches the consumers through informal traders.
Common intermediaries in informal milk marketing chains include producer-sellers,
mobile (itinerant) traders, wholesalers, farmer groups and retailers in milk bars, shops,
kiosks and traditional butter processors (mainly in Ethiopia). Aggregate milk flows
through these channels in the region are presented in Figure 1.

It is important to note that these trends are not unique to COMESA and EAC. The
dominance of informal milk markets also applies to other countries in the South e.g.,
Nicaragua (86%) and India (83%).

Figure 1. How milk gets to consumers from farmers in Eastern and Central
Africa, and percentage of raw and processed milk going through the different
market channels
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5.4 Impetus for prevalence of informal milk traders in the value chain

The major factors behind the dominance of informal milk markets are mainly lower
price and traditional taste preferences. Available evidence indicates that formal milk
markets will grow only as household incomes increase. The informal market is thus
likely to predominate for many years to come, as it is driven by demand from mostly
poor consumers. Besides the price advantage, other factors underlying the high demand
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are the income and relatively high value employment (over thrice the minimum wage)
that is generated for the traders. Over 70% of jobs in dairy processing and marketing
are directly generated in the small-scale informal sector.

Milk prices along informal supply chains are less variable compared to processed milk
pathways. It was observed during this study that in some cases where milk is
processed, intermediaries take as much as 100% of the consumer price. On the other
hand, partly because they avoid pasteurizing and packaging costs, informal markets are
able to offer higher prices to farmers and lower retail prices to consumers. Where
intermediaries are involved, they take only 20-50% of the consumer price. The
intermediaries also sometimes get the milk delivered at the doorstep of the consumer
and in variable quantities. The dominance of liquid milk that is highly perishable is also
an important factor favouring shorter milk market channels and limiting the
development of processed milk markets. In addition, poor infrastructure and high costs
of electricity for cooling stifle the growth of the formal sector.

Though informal small-scale milk markets dominate in the region, they are largely
neglected or actively discouraged by policies based on perceived quality and safety
concerns. This discouragement occurs despite the many widely acknowledged benefits.
The quality and safety concerns can however be largely addressed as outlined below.

5.5 Proposed strategies for transforming the informal sector

It is considered that since informal markets will continue to dominate in the foreseeable
future, more attention must be given to resolving the constraints affecting them and
enable them to evolve towards being formal. An example where trade is hindered due
to such concerns is across the Uganda-Rwanda border. This has resulted in marked
differences in prices for raw milk across the border. Recent research has however
shown that the safety and quality concerns can be addressed through hygienic handling
of milk and training of traders on safety and quality standards of milk. A system of
certification of milk handled by the trained traders, observing the recommended
hygienic standards will be a compulsory complement. While these efforts can be
pursued at national level, a regional program designed for adaptation at national level
would play a catalytic role in this process. Besides, if the program would in-build
implementation time frame, implementation peer review process would serve as vital
stimulant to adaptation of the regional program at national level, including facilitating
change of legislations to accommodate the features of the program. It is therefore
recommended that a regional program be drawn to encompass the following strategies:

a) Hygienic handling of milk products by informal traders

Introduce packaging regulations, which encourage use of metal instead of plastic
containers among informal traders for milk destined for the market through informal
channels.

b) Training of informal traders on safety and quality of milk

Design a regional training program on safety and quality of milk targeting informal

traders. The training manual should be such that it is easy for designated institutions
and programs to apply at national level.
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Figure 2 shows the improvements in quality that can be attained through training. The
pilot study conducted in Kenya showed that licensing alone, as is currently the practice,

does not improve the quality of marketed milk, hence the justification for linking
training with certification.

Figure 2. Comparison of quality of milk samples from untrained and trained

traders according to Kenyan national hygiene standards for coliform counts
(50,000 cfu/ml)
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Such a link would facilitate systematic testing of traded raw milk, and present a useful
basis and premise upon which the informal markets can be integrated into domestic and
regional milk supply chains, resulting in enhanced access to raw milk by all
stakeholders at lower prices overall. Cleaner milk would last longer and boost
consumer confidence in the product. The current common consumer practice of boiling
raw milk prior to consumption must continue to be reinforced because milk borne
zoonoses such as brucellosis can only be eliminated through appropriate heat treatment.

c) Certification of milk handled by trained informal traders

A certification system will need to be put in place for milk handled by informal traders.
This will call for definition of parameters to guide the certification process.

d) Business Development Services as a vector for integrating informal milk
traders to formal milk market value chain

It is proposed that the strategy to address milk quality concerns and transforming the
informal milk markets be based on the concept of business development services
(BDS), and be supervised by national regulatory authorities.

The national regulatory authority would accredit private training service providers with
a minimum qualification of a certificate in hygienic milk handling and quality control.
The accredited private training service providers would offer training to traders based
on a regionally certified curriculum on basic hygienic milk handling and quality
control. Existing training/quality assurance materials in milk quality control in various
countries could be synthesised into one generic guideline for adaptation by all
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countries. The traders would then be issued with a certificate of participation at the end
of the training. The certificate of participation would be the basis for issuance of a
trading license when it is presented to the regulatory authority upon payment of some
cess fee. These interactions between the national regulatory authority, accredited
service provider and milk trader are presented in the figure below.

Figure 3. Proposed interactions between milk quality regulator, accredited service
provider and milk trader
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Regulatory Accreditation & monitoring | Private
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For ease of implementation, such a scheme could be undertaken on a pilot basis
initially, and expanded as lessons are learnt. The funding required to initiate such a
pilot could be sourced from national authorities or from international agencies such as
FAOQO, etc.
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6.0 STRATEGIES FOR EXPLOITATION OF THE REGIONAL
MARKET POTENTIAL

6.1 Perspective

As already pointed out earlier in this report, the EAC and COMESA market for dairy
products is over US$120million per year. If we were to factor market growth dynamics
inform of prospects for increased per capita income and possible increase of the per
capita milk consumption from the current average level of 36litres per year to the WHO
recommended level of 200 litres per day, the future market for dairy products in the
region looks brighter.

Over 95% of the COMESA and EAC market of dairy products is serviced by extra
regional imports. Further, over 80% of extra regional imports of dairy products is
sourced from Denmark, South Africa, Canada, USA, France, New Zealand, Australia,
the Netherlands and Poland.

The following factors represent underlying opportunities for increased trade that may
be tapped by dairy businesses in COMESA to expand trade and enhance their long-
term return on investment goals:

Surplus and Deficit Countries

COMESA has a mixed bag of what we may call milk surplus and deficit countries
resulting from years of investment and comparative advantages. With some level of
marketing effort and improved access there should be visible increase in trade between
the milk deficit and surplus countries.

Seasonal Supply Cycles

Like all things agricultural, the weather determines the production levels of milk. In
most African countries milk yields fall by more than 50% during drier periods lasting
up to 6 months per year. Due to limited capacity to process long life dairy products,
many countries experience predictable periods of scarcity and surplus.

Countries to the north, south and east experience different weather patterns making
possible periods of accele