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EXECUTIVE SUMMARY

The 2008 global food crisis underscored the urgent need for governments and development partners to
strengthen the resiliency of countries’ food and agricultural systems. Efficient and effective administration
of the legal and regulatory framework makes it easier to do business in the agricultural sector and increases
the sector’s resiliency in the face of shocks.Yet to date, no cross-country comparable data on the efficiency
or effectiveness of government administration have been available for policymakers to use as part of their
agricultural sector reform efforts.To meet this need, USAID commissioned the development of the
Agribusiness Regulation and Institutions (AGRI) Index, a tool to provide clear and easy-to-understand metrics
on the ease of doing business in the agricultural sector across countries and over time.This tool is intended
to guide policymakers in improving elements of the legal, regulatory, and institutional system in critical
areas of the agricultural economy, such as access to land, seed, fertilizer, finance, and international trade.

The AGRI Index is the first cross-country benchmarking tool to quantify the legal, regulatory, and institutional
barriers faced by agribusinesses in a consistent manner, allowing for comparisons to be drawn between countries
and within a country over time.

KEY TOPICS ABOUT THE AGRI INDEX
The AGRI Index uses a small and carefully selected set of indicators to

I. Trading Agricultural Goods measure the time and cost associated with the regulations and administrative
2. Obtaining Seed procedures that affect the startup and growth of agribusinesses. The AGRI
3. Obtaining Fertilizer Index is comprised of seven key topic areas that capture crucial stages in the
4. Accessing Rural Land lifecycle of an agribusiness and span a range of actors along the value chain,
5. Accessing Finance from input providers to agricultural exporters. This effort is funded by the
6. Starting and Operating a Farm US Agency for International Development (USAID) and implemented by
7. Enabling Contract Farming Fintrac Inc,, through the Enabling Agricultural Trade (EAT) project.

The AGRI Index draws upon a considerable body of empirical evidence demonstrating that government regulation is an important
determinant of economic growth,' affecting rates of entrepreneurship,? trade,® and investment.* Drawing inspiration from the
World Bank Group’s Doing Business report, the AGRI Index focuses on identifying barriers to doing business in the agricultural
sector that can be addressed through discrete legal, regulatory, or administrative change. In most of the countries surveyed,
this is the first time such an inventory has been attempted, a critical milestone in its own right.’

WHY AGRIBUSINESS?

The 2008 global food crisis highlighted the challenges of ensuring adequate, affordable, and accessible food for all people at all
times. Looking to the future, governments and global leaders are faced with the prospect of feeding a growing and more-affluent
global population that is expected to increase to 9 billion people by 2050. Meeting these needs will mean connecting farmers to
local and international markets, and scaling up the use of key technologies to increase agricultural production while reducing
waste and losses. The role of government in this process is central to the AGRI Index.

See for example: Antonio Ciccone and Elias Papaioannou,“Red tape and delayed entry,” European Central Bank Working Paper Series 758 (2007).

2 Silvia Ardagna and Annamaria Lusardi, “Explaining International Differences in Entrepreneurship:The Role of Individual Characteristics and Regulatory Constraints,”

National Bureau of Economic Research Working Paper 14012 (2009).

* Andrei Levchenko, “Institutional Quality and International Trade,” International Monetary Fund Working Paper 04/23 1 (2006).

* Jamal Ibrahim Haidar, “Investor protections and economic growth,” Economics Letters 103.1 (2009).

° More information on the AGRI Index development and methodology is included in Annex |.
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Unique among industries, agriculture employs a large percentage of the work force in developing nations and produces the food,
fuel, and fiber that sustain human life. Because of the sheer necessity of these goods, governments treat the regulation of food
and agriculture differently than any other sector This report explores ways that agribusiness regulation can be improved to help
reach equilibrium between producer and consumer needs, and between the public good of regulatory control versus the private
costs of compliance. Recognizing the fundamental role that agricultural commodities play in everyday life underscores the
importance of enabling innovation, technology, and trade in the food and agricultural sector.

Agriculture is different than other industries, and that difference matters when discussing the regulatory and administrative
framework that governs agricultural businesses of all sizes. The AGRI Index identifies key issues that must be addressed in local
legal, regulatory, and institutional environments to promote agriculture that is economically productive, contributes to
environmental sustainability, and ensures a safe and reliable food supply for all.

SETTING THE AGENDA FORACTION
AGRI COUNTRIES The AGRI Index identifies concrete steps that can be taken to reduce the
time and cost of regulatory compliance and improve the competitiveness of

» Bangladesh the agricultural sector AGRI data highlight common issues of administrative
» Ghana inefficiency, high compliance costs, lack of adequate legal protections, and

» Kenya ineffective application of the law. Importantly, AGRI data provide governments
» Mali and donors with the opportunity to learn how similar processes are

» Nepal regulated in other economies, creating a unique platform to share good

» Netherlands practices between governments. This data is also intended to fill USAID’s

» Senegal immediate need for comparable metrics on the enabling environment

» Thailand for agriculture in order to support global program design and monitoring
» Uganda and evaluation, complementing efforts to monitor global investments such
» Zambia as those under the US Government’s New Alliance for Food Security

and Nutrition.

The AGRI Index provides data that can be used for a wide range of purposes by a variety of key audiences. First, policymakers
and other donors can use AGRI data to identify priorities for reforming the agribusiness enabling environment and to engage
stakeholders in the reform process. Policymakers and practitioners can apply lessons learned from other countries to their own
country’s legal, regulatory, and institutional system. Investors and agribusinesses can also use the data to navigate the complex—
and at times opaque—web of regulatory requirements that apply to their business. Finally, researchers can use AGRI data to
explore a wide array of questions on the relationship between the enabling environment and agricultural growth.

Positive reforms in the areas measured by the AGRI Index are expected to make starting and operating an agribusiness easier
and more profitable, thereby contributing to lower production costs, deeper input markets, streamlined trade processes, and
reduced regulatory compliance costs. These factors will contribute to higher rural household incomes, improved food security,
and ultimately, greater economic growth.
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KEY FINDINGS

I. COMPLEX AND UNPREDICTABLE REGULATORY REQUIREMENTS INCREASE

COSTS AND REDUCE INCENTIVES FOR AGRIBUSINESSES TO BECOME LEGITIMATE,
COMPETITIVE ENTERPRISES.

There is an immediate need for simpler and more efficient regulations governing the agricultural sector. Reducing the time, cost,
and complexity of regulatory requirements allow agribusinesses to focus on their core activities and provides greater incentive to
invest in the sectorYet too often, requirements are costly or take weeks or even months to complete, becoming unnecessary—
or disproportionate—elements of agribusiness cost structures. For instance, licenses for fertilizer suppliers in the bottom half of
AGRI countries took nearly 20 times longer to obtain than in the top half, and cost nearly 10 times more on average.

Opaque and unpredictable requirements add to the regulatory

Farmers often find it difficult to identify the full set of burden. In 6 of 10 AGRI countries, farmers seeking to formalize
regulatory requirements and government authorities their business in order to grow and access new markets find it

that regulate farm operations due to the difficult to identify the full spectrum of regulatory requirements and
involvement of multiple government agencies. to navigate the bureaucracy, due to the involvement of many

A Ministry of Agriculture official in Zambia described different government agencies at both the national and local levels.
the challenge well:“[Even I] have a difficult time Consistent and streamlined regulatory procedures, in contrast,
figuring out all the licenses required” by the Ministry enable agribusinesses to operate more efficiently. In benchmark

of Agriculture, much less the array of requirements countries such as the Netherlands, for instance, regulatory

imposed by other national and local agencies. requirements for seed and fertilizer suppliers are robust but are

also straightforward, clear; and limited in number; an approach that
minimizes the burden for agribusinesses while satisfying overarching public policy objectives. In all cases, the public interest in
regulating firms' activities must be weighed against the costs imposed on agribusinesses, which may not be well understood.

2. POORLY DELINEATED LEGAL AUTHORITY AND LACK OF COORDINATION BETWEEN
AGENCIES CREATES UNCERTAINTY AND INCREASES THE COMPLIANCE BURDEN

FOR AGRIBUSINESSES.

Overlapping roles among regulatory authorities lead to confusion, extraneous requirements, and a waste of resources. In Kenya, the
AGRI team identified eight agencies involved in overseeing international trade of agricuttural goods. Many of those agencies have
overlapping responsibilities during the clearance process, which substantially increases the time and cost required to trade agricultural
products across national borders. Specific delegations of regulatory authority tend to appreciably reduce the regulatory burden for
businesses operating in the agricultural sector: Ghana provides a useful example of this: a new seed and fertilizer law clearly assigns
regulatory oversight of seed and fertilizer, removing previously overlapping mandates involving two separate offices within the
Ministry of Agriculture. As a result, all procedures related to seed and fertilizer in Ghana are implemented by the same office and the
number of procedures for suppliers of those products has been reduced to only two—the fewest among AGRI countries.

3.IMPLEMENTING INSTITUTIONS LACK CAPACITY TO ENFORCE

REGULATORY REQUIREMENTS.

Government institutions tasked with administering specific elements of the legal and regulatory framework for the agricultural
sector are hamstrung by a lack of internal capacity to do so.This increases the time and cost required for agribusinesses to
comply with regulatory requirements.® For example, contributors in Zambia reported that the land registry lacks sufficient
information technology (IT) infrastructure and trained staff, leading to delays of up to two months to obtain a new land title,
even after all administrative steps to complete the transfer have been completed.

¢ There are various types of organizational “capacities,” including competence (staff with sufficient technical knowledge and appropriate skillsets); capability (ability to
deploy competencies effectively and utilize new technologies); and capacity (adequate number of staff, office locations, facilities, equipment, and resources). Elements of
limitations in each of these institutional capacity areas were observed and reported by contributors during the course of the AGRI assessments. Source:Vincent, 2008.
""Differentiating Competence, Capability and Capacity.” http://www.innovationsthatwork.com/images/pdf/jJune08newsiltrpdf.
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For any country, the hallmarks of a successful legal and regulatory framework include institutions with sufficient numbers of
well-trained staff, adequate facilities and equipment, and appropriate systems and practices that allow real-time information sharing
and efficient service delivery. In the Netherlands, for instance, land registry records are fully electronic and are online; as a result,
many of the requirements for transferring title to rural land can be completed in a matter of minutes.

At the same time, a country's legal and regulatory framework is often designed without pragmatically evaluating the government’s
capacity to actually and fully implement and administer such a system.Where governments do not have that capacity, the regulation
needs to be changed lest it become an impediment to doing business. For example, a common constraint to registering a new
seed variety in AGRI countries is that the body responsible for approving new seed (the national seed committee) rarely meets
because it has no budget. The repercussions of an inadequate administrative system include (a) unpredictable delays for businesses
seeking to complete routine administrative procedures; (b) undermining the government’s reputation for enforcing rules; and

(c) creating a culture of mistrust between the government and private sector.

Thailand provides a success story. Reforms to streamline the business registration process were coupled with the creation of
“one-stop shops” for handling all required procedures.

4.ABSENCE OF A FUNCTIONING LEGAL AND REGULATORY FRAMEWORK MAY LOWER
THETIME AND COST OF OPERATING AN AGRIBUSINESS INTHE SHORT RUN, BUT
CREATES OPERATIONAL UNCERTAINTY INTHE LONG RUN.

In countries that have no legal framework, or lack regulations or executive directives to assign enforcement responsibilities to
specific government institutions, the time and cost measured by AGRI may appear to be lower than in countries with functional
and efficient regulatory schemes. But this is misleading; shortfalls in regulatory schemes constrain agribusinesses by introducing
significant uncertainty about the scope and applicability of regulatory requirements—and thus deterring long-term investment
and growth.

A recent example from Mali illustrates this problem. Mali acceded to a regional seed agreement in 2009 and has since introduced
new business licenses for seed suppliers. The licensing requirements are simple and require minimal time and cost to complete.
However, AGRI contributors report that the new licenses do not correspond to any enforcement or control of seed quality.

In this case, AGRI results reflect the nascent, incomplete development of Mali's legal and regulatory framework.

By design, AGRI data provide comparative results from other countries that identify similar regulatory shortfalls, and suggest
examples of effective systems and approaches that could be adopted.
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INTRODUCTION

The AGRI Index provides objective metrics for assessing the quality of a nation’s agribusiness enabling
environment (AgBEE) and its impact on agricultural growth.This effort is funded by USAID and implemented
by Fintrac Inc. under the USAID-EAT project.The AGRI Index uses a small and carefully selected set of
indicators that measure the time and cost associated with the regulations and administrative procedures
involved in starting up and operating an agribusinesses.The scope of the AGRI Index is based on a considerable
body of evidence on the effects of regulatory and administrative performance on agribusiness operations
and economic growth.The USAID-EAT project created the AGRI Index based on the hypothesis that a
well-designed legal and regulatory framework, supported by efficient administrative procedures, is a necessary
precursor to a productive agricultural sector.Taken together, AGRI indicators provide a snapshot of the
AgBEE in a given country at a given time, and provide a clear and consistent basis for comparing countries.

Government policies, laws, regulations, and institutions heavily influence agribusinesses’ ability to do business.
Governments that can achieve policy objectives while minimizing the cost of private sector compliance can help
create a competitive business environment and a dynamic agricultural sector.

PURPOSE OF THE AGRI INDEX

The AGRI Index can be used in numerous ways to help governments and donors increase agricultural sector growth by improving
the legal, regulatory, and institutional environment. AGRI data have the power to build awareness and increase discussion on key
issues, establishing the starting point on the path to reform. AGRI:

. Identifies constraints in the AgBEE in a systematic and quantitative way across countries.

2. Ranks the ease of doing business in the agricultural sector across countries by measuring the time and cost for compliance
with regulatory requirements. Establishes benchmarks for government performance by measuring the same set of indicators
across countries, including two leading agricultural economies, the Netherlands and Thailand. This highlights good practices and
allows policymakers and donors to compare different approaches to governance of the agricultural sector.

3. Points to administrative reforms that benefit small-to-medium sized agribusinesses by making commercialization more
feasible for smallholder farmers.

4. Raises the profile of the enabling environment for agriculture. Generates competition and incentives for reform by highlighting
where countries do well—and where they do poorly—compared with their neighbors and with benchmark countries.

5. Synthesizes technical issues into concrete, quantifiable data that are easy to understand and use by a variety of audiences.
6. Provides a guide to help entrepreneurs and investors navigate a complex landscape. Catalogues each step in the
process to start a farm, for instance, or to obtain all licenses and permissions to operate as a seed company—information that

often does not exist elsewhere in one location.

Ultimately, the AGRI Index is a comprehensive framework for comparing countries’ performance on key elements of the enabling
environment for agriculture, identifying reform priorities for the agricultural sector; and tracking the progress of reforms over time.

USAID — ENABLING AGRICULTURAL TRADE (EAT) PROJECT | 5



SMALLHOLDER FARMERS AND AGRI

Improving the productivity and incomes of smallholder farmers is a key objective of USAID, other donors, and the
governments of the countries included in the AGRI Index. For good reason: improving the lot of smallholder farmers
translates into greater food security, reduced poverty, and increased economic growth.

The AGRI Index directly addresses smallholder farmers’ urgent need for improved access to seed, fertilizer, land, and
finance; constraints which are common across all actors in the agricultural sector. AGRI surveys measure the activities
of small- to medium-sized enterprises (SMEs), which, like smallholder farms, are often family-owned and operated. SMEs
are the smallest comparable unit in each country that interacts with the legal and regulatory framework, permitting
stakeholders to consistently measure the time and cost to complete a regulatory requirement in each country and to
compare the results across countries and over time.

We believe that data on administrative efficiency from the perspective of small- and medium-sized agribusinesses offer
substantial insights for donors and governments interested in making commercialization feasible for smallholder farmers.
USAID, through the Feed the Future initiative, enables smallholder farmers to transition to commercial agriculture.

A critical part of this process is supporting smallholder formalization, which increases access to government services,
land, finance, and contracts.

DEVELOPMENT OF THE AGRI INDEX

The AGRI Index was developed in stages. In 2012, the AGRI team created a data-gathering survey tool and conducted pilot
testing in Bangladesh, Kenya, Nepal, Uganda, and Zambia. USAID selected those five countries from the group of focus countries
in the US Government’s Feed the Future initiative, based on USAID's need for data on the business environment for agriculture
in those countries. A diverse selection of countries also allowed for comparisons across geographic regions and among legal
traditions. Findings were presented in an initial report to USAID in November 2012 that detailed the lessons learned in
designing the AGRI surveys and methodology and shared preliminary data from the five pilot countries.’”

Based on insights and lessons learned from the first phase of surveying and data collection, the AGRI Index indicators were
refined in early 20138 In consultation with USAID, five additional countries were selected to be included in the study: three
Feed the Future countries (Ghana, Mali, and Senegal) and two “benchmark” countries (the Netherlands and Thailand). The added
countries were surveyed in 2013 and 2014.

The Netherlands and Thailand were selected as benchmarks from a pool of countries deemed to have particularly dynamic
agricultural sectors. Thailand was selected based on the competitiveness of its agricultural sector across a wide range of staple
and high value agricultural goods while still facing constraints unique to developing economies.” The Netherlands was selected
based on its superior reputation as an agricultural powerhouse with a sophisticated system for regulating the agricultural
economy.'® These two countries provided the opportunity to assess the applicability of AGRI indicators in countries that are
global leaders in agricultural production and exports while also providing valuable legal, regulatory, and institutional models for
less developed economies. Finally, if the Netherlands and Thailand results on AGRI indicators were found to be superior, the two
countries’ scores could be used to establish benchmarks against which other countries could be measured.

7 USAID-EAT project. Agribusiness Regulation and Institutions (AGRI) Index: Pilot Report. November 2012. http://eatproject.org/docs/USAID-EAT2%20AGRI%20Pilot%20Report.pdf.
8 A discussion of revisions to AGRI indicators over the course of the study can be found in Annex |: Methodology and Data Notes.

° Thailand is a major agricultural producer and exporter: In 201 |, Thailand was the world's largest rice exporter (> 10 million MT), the second-largest rubber exporter,
and 24th in the world in seed exports (third among Asian countries). Sources: FAOStat, International Seed Federation.

1% The Netherlands is the second-largest agricultural exporter in the world (by value), second only to the United States.
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METHODOLOGY"

Indicator Selection

The AGRI scope and methodology were inspired by the World

TYPES OF INDICATORS

Bank's global Doing Business report and were specifically adapted

for the agricultural sector: Initial indicators were drawn from
the core topics covered in USAID's Agribusiness Commercial
Legal and Institutional Reform (AgCLIR) diagnostics.'? Indicator
development included extensive input from international
agricultural and legal experts and feedback from hundreds of

Time and Motion: Captures the time, cost, and
procedures for fulfilling regulatory requirements
involved in operating an agribusiness.

Legal Framework: Assesses objective characteristics
of a country’s legal and regulatory framework.

contributors during pilot testing in 2012.

AGRI indicators were developed to meet strict criteria. First, indicators were selected to be highly relevant to the agricultural

sector, focusing on regulatory issues that have the greatest impact on the operations of small and large agribusinesses alike.'®

Second, each indicator was designed to provide information that is simple, discrete, and actionable, giving policymakers and other

stakeholders clear guidance on what actions can best improve their country's score through legal, regulatory, or administrative

reforms. Third, indicators were constructed to produce data that are comparable across countries and that can be scored in a

consistent manner, allowing stakeholders to track the impact of reform over time and to generate pressure for reform by making

comparisons with other countries.

TABLE 1: AGRITOPICS AND INDICATORS'*

TOPIC

INDICATORS

Trading Agricultural
Goods

(1) Process to export a widely-traded agricultural commodity, (2) Process to import hybrid seed,
(3) Index on phytosanitary system, and (4) Index on trade facilitation

Obtaining Seed

(1) Process to register a new staple grain seed variety, and (2) Process to obtain licenses and
permits for a seed supplier

Obtaining Fertilizer

(1) Process to obtain licenses and permits for a fertilizer supplier; and (2) Index on legal
framework for fertilizer industry

Accessing Rural
Land

(1) Process to transfer rights to rural land, (2) Index on access to property registration information,
and (3) Index on legal rights to obtain, register, and utilize a long-term leasehold interest in land

Accessing Finance

(1) Index on types of agricultural collateral permitted by law, (2) Index on access to and
functioning of registries for movable collateral, and (3) Index on legal framework for warehouse
receipts systems

Starting and
Operating a Farm

(1) Process to register a mid-sized staple grain farm and obtain all necessary licenses and permits
required for farm operations and (2) Index on access to business registration information

Enabling Contract
Farming

(1) Index on legal framework for contract farming, (2) Index on grades and standards for
agricultural goods, and (3) Index on alternative and expedited dispute resolution mechanisms

""" More information on the AGRI Index methodology is provided in Annex |: Methodology and Data Notes.

12 USAID's AgCLIR diagnostic assesses the root causes of systemic constraints to agribusiness operations using an analytical framework that focuses on the legal framework,
implementing institutions, supporting institutions, and social and market dynamics.

"> The AGRI team focused on seven core topics that are common constraints to agricultural growth in Feed the Future countries. This scope was not intended to be
comprehensive. Other critical topics to consider in future AgBEE benchmarking efforts include food safety, environment, and livestock.

" This report provides analysis on most, but not all, indicators that make up the AGRI Index.The analysis focuses on the seven “time and motion” indicators that measure
the time, cost, and number of required procedures to complete an administrative process. Analysis of the Accessing Finance and Enabling Contract Farming topics
focuses on strength of legal framework indicators because these two topics do not have time and motion indicators (instead, indicator scores are based on responses to
Yes/No questions about the strength of the legal framework).
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Legal rights indicators

Legal rights indicators contain Yes/No questions about whether a country’s legal, regulatory, and institutional framework is
conducive to agribusiness operations. Most legal rights indicator questions are scored and averaged in a simple, straightforward
manner, where a response of “Yes" is positive and “No’" is negative. However, due to the structure of the survey questions, where
this is not the case, scoring rules were developed.

Limitations

There are several tra