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Abstract

Madagascar has a tradition of agricultural tradéfée, vanilla, cloves). In the 90s, the counteyrtetd developing
non-traditional exports, such as lychees, to theoggan Union (EU), thereby generating substantsdhc
revenues for small producers. In 2005, accessdadEth market became more difficult, due to morengent
guality requirements and to the growing use ofphieate retailer standard GlobalGAP. Whereas thpikcal
literature on private standards presents Global@/ifer as a success story or a threat for smatlymers, the
case of Madagascar exhibits a specific dynamid¢sr &boming in 2007, GlobalGAP is actually collaysi The
aim of this article is to disentangle the mechasigifithis evolution and to draw some conclusiorgarging
market access enhancement through private standergswork is based on semi-structured intervieagied
out with all stakeholders of the export chain, gomeent agencies and programs supporting lycheeuptio
and on weekly data on lychee trade flows (2001-20W8ing a global value chain approach, we firsivgthe
importance of the chain structure: importers asniified as lead-firms (conversely to most studiealing with
private certification) in an environment charaaed by low competition at the international levale then
evaluate the role of donors and trade facilitaswsactors of the chain. After giving evidence fog tollapse of
GlobalGAP, we assess what is left of the GlobalGpiecurement system once it has been abandoned:
stabilization of the relationship between exportansl producers and thus enhanced traceability,adpyy of
private marketing infrastructures, improved managemnaiscipline. We conclude that in the Madaga$gzree
chain, although GlobalGAP had little impact on ner&ccess.
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Introduction: Standards, trade actors and international donors

Since the 90s, recurring food safety faildreave raised consumer awareness and concerns
about food safety in industrialized countries (Henand Caswell, 1999). As a consequence,
public and private standards regulating the pradaocprocess and handling of food were
adopted to reduce risks at the consumer levelhigrdontext, flows of fresh products from
developing to developed countries are under clostisy since they are viewed as riskier
than local production due to weak domestic legmtatand monitoring of food safety
(Unnevehr, 2000). Alongside public regulations tligal with this problem by setting
standards for imported products, private standasel® also created to mitigate reputational
and commercial risks of the private sector (Henand Reardon, 2005). Moreover, under
strict liability rules, food handling firms are like for injuries caused by defective products,
regardless of where the food safety problem origithaAs a result of being asked to prove
that they have taken all reasonable precautiorensure food safety, they impose specific
standards on their suppliers, behaviors and tradgathoader and Hobbs, 1999). Finally,
private standards were shown to transpose perfaenatandards (e.g. maximum residues
limits) into process standards (Henson and Humph28y0) that set a practical guide of
conduct, thereby increasing the probability of alljumeeting the performance standards.

However, the literature shows that the impactstafidards are ambiguous. On the one hand,
standards are supposed to increase the competiisent exporting countries by reducing
transaction costs and to enhance consumer conéddaffee and Henson, 2004). Moreover,
standards may be seen as codified behaviors thafdw operators align their requirements
with international ones, and thus alleviate infotiora asymmetries regarding food quality.
On the other hand, standards are increasingly dedaby some as a potential obstacle to
trade, as fixed and recurring costs of complianeg omdermine long term competitiveness.
Indeed, several studies emphasize the difficufaesd by developing countries in complying
with the food safety standards set by industridlizeuntries (Reardon and Timmer, 2007).
Compliance costsare partly viewed as insurmountable barriersader especially for small
producers (Graffam et al., 2007).

As a consequence, considerable donor attentian (@SAID, GTZ, DFID) has been directed
at building export capacity, both within the puldicd private sectors (Humphrey and Navas-
Aleman, 2010). Such interventions aim at reducimyepty by improving the access of
smallholders to global markets. In this respectititwlture is an important sector that
generates high expected revenues per unit of lfeinperger and Lumpkin, 2007) and is
very labor intensive.

The Malagasy export lychee chain exhibits in tlsfpect interesting characteristics: exports
towards the European Union (thereafter EU) havenbdeveloping rapidly since the
beginning of the 1990s. . In 2005, access to thertatket became more difficult, due to more
stringent quality requirements and to the growirnge wf the private retailer standard
GlobalGAP. As soon as 2006, a small part of theoebe produce was GlobalGAP certified;
the peak is observed in 2007, followed by a cobaipsthe volumes of certified produce as

! Recent food-borne disease outbreaks linked td ffest and vegetables include E. Coli outbreaksleafy
greens in the US in the 1990s, and on bean spiro@srmany in 2011.

2 Such costs include: costs of initial investmentsjrecific physical assets, costs of sustainingcige of
conduct, costs of increased labor supervision, rigqp and specific agricultural practices (Graffha2007),
certification costs.



well as in the number of certified producers. Thilution contrasts with that of other
countries. In Kenya (Dolan and Humphrey, 2000) an&enegal (Maertens and Swinnen,
2009), the dynamics of GlobalGap exhibits a deer@ashe number of producers involved in
the scheme. However, the consolidation of prodactiae to its integration by exporters
induces allows to stabilize the volumes of the GIGAP certified produce directed to the
exports. In Uganda, even though promoted by nunsedmnors, GlobalGAP certification
never turned out to be successful (either in tevfrroducers or of production) (Diaz Rios et
al., 2009). Madagascar presents a very specifiamyjcs for the case of lychee exports: a
scattered production organization increases thés aafssupervision and the difficulties of
organizing the procurement for exporters therefl@ereasing the advantage of GlobalGAP as
to access markets, especially when the interndticorapetition is low. In the rest of this
article, we depict the evolution of GlobalGAP in dégascar and the role of donor
intervention in it. The unexpected withdrawal ohdes in 2009 due to the undemocratic coup
represents an opportunity to assess the importainpeograms in GlobalGAP development:
we evaluate which is the role of the donors andtughieft from their intervention.

We first depict the lychee production and expastthe EU. Second, we highlight the role of
importers as the drivers of the chain, managersarketing. However, we then focus on the
intervention of international donors and its impadant particular regarding the adoption of
GlobalGAP. After analyzing the overall collapseGdbalGAP in Madagascar, we document
what is left from this experience in terms of chsiructure.

1. Lychee production and exports from Madagascar: aescription

1.1 The importance of lychees for Madagascar

In 2000-2004, Madagascar’'s agricultural sector aotad for almost 30% of the GDP and
provided livelihood for over 70% of the populatigBandri et al., 2007). Moreover, the
agriculture and processed food sector represersteduah as 60% of all export earnings for
the same period. However, while the share of afjuiin GDP grew over time (from 20%

in 1965), the proportion of exports generated hycafjure declined (90% in 1965).

This evolution can be related to different trendsaiet, 2007):

- the liberalization and stabilization prograhesiopted in the 1980s sounded the death-
knell for the marketing agency in charge of setting prices of the main cash crops
(vanilla, coffee and cloves). This led to a reductof Madagascar’s bargaining power
on world markets after 1993 (Cadot et al., 2008)e €nd of state regulation led in
1996 to the collapse of the parastatal UCOFRUITigbmles Coopératives Fruitieres)
in charge of marketing fresh fruit and vegetables dxports, namely lychees and
bananas (CITE, 2008);

- the promotion of export-oriented industries hasnbef&ong since 1989, with the
emergence of export processing zones where erdgespenjoy a large variety of tax
exemptions. This has led to the development ofosgatther than agriculture (e.qg.
textile, Razafindrakoto and Roubaud, 2002). Over ldst decade, vanilla, coffee,
cloves, pepper and cocoa represented respectiQéty 20%, 14%, 6% and 5% of the
total value of agricultural exports (Maret, 200Rgcently, the country benefited from
the development of non-traditional exports suckrasnch beans (Minten et al., 2009),
and from the development of European outlets in8g0s.

3 Structural Adjustment Programs were launched B519



With an average volume of 20,000 tons exported gaeln since 2004 (graph 1), lychee is
one of the major fresh crops exported by Madaga#icapresents on average 7% of the total
value of agricultural tradeflows between 2005 and 2010, and ranks each yeang the top
five export crops, after vanilla and cloves andobefcocoa, coffee and green béans
(INSTAT, 20115.

Graph 1: Exported volumes, lychee, 1983-2010 (tons)
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Source: Eurostat, Coméxt

Over the period 2000-2009, lychees from Madagaaceounted in average for roughly 70%
of the total annual volume of lychees marketedhm European Union, varying according to
the years from 60% to 80% (Eurostat, Comext). Tkegomalternative origins are: South
Africa (12% of the total market on average betw26A0 and 2007); Thailand (6%); Israel
(3%) and, with a small but recently growing buttaibée share, India and Pakistan (1% each).
Around 80% of the Malagasy produce is handled bgnéhn operators (Gerbeaud, 2010).
South Africa is Madagascar's major competitor, @lih most of South Africa’s exports go
the United Kingdom.

1.2 Quality requirements for lychee exports

Madagascar enjoys duty and quota-free access t&uhgpean Union under theverything
but Arms (EBA) agreement. However, non-tariff measures eah as barriers to trade,
especially private certification which is less easycontrol than public regulation (Henson
and Reardon, 2005). Since the mid 2000s, the Earopegulatory system has evolved
towards tighter conditions under which produce &kated on European markets:

* According to the World Trade Organization (WTOfixigion.

® The relative weights of the export revenues faheerop, lychee as a reference, are on averagés{20100):
vanilla, 3; cloves, 2.2; lychee: 1; cocoa: 0.9feef 0.75; green beans: 0.45.

® http://www.instat.mg/doc/export_ppaux_mada st accessed August 2011)

" HS 08109030 “tamarinds, cashew apples, jackfitdhis and sapodillo plums”. But for the marketiwindow
considered (November to February), the quasi-iatkimes concern lychees. Note that, in this gréphfigures
are not reported for the civil years but for therkeéing seasons.




- Regulation (EC) No. 178/2002, implemented in 2088ts food and feed safety
requirements and establishes the responsibilityba$iness operators. Statutory
instruments implementing and enforcing this regofatin domestic laws vary
according to the countries. In the British Food (@wacted in 1990), the responsibility
falls upon the retailer, whereas the French regojatramework stipulates that the
importer is legally responsible for the safety lo¢ produce he markets. Downstream
operators adapted their behavior to secure theocysement, and translated the safety
requirements up the chain (Fulponi, 2006).

- Regulation (EC) No. 854/2004, implemented on Jana&r 2006 sets obligations in
terms of hygiene and requires the application & HACCP principles (Hazard
Analysis Critical Control Point) along the marketichannel.

- Regulation No. 882/2004 oofficial controls performed to ensure the verifioat of
compliance with feed and food law specifies that @higin country should be able to
give information on the structure and functioningits overall domestic food safety
regulatory and enforcement system.

EurepGAP (renamed GlobalGAP in 2007) is a collecpuvate standard for the certification
of the production process. It was established @718y European food retailers as a response
to the concerns of European consumers, followingersg food safety outbreaks. Export
growers must be certified, either individually (@pt 1) or as a group (option 2). Certification
is obtained when passing an on-farm inspectionpayihg a fee that must be renewed every
year. Quality management systems must be develtpezhsure safe pesticide use, and
compliance with handling and hygiene standardst, Lesporters must be able to trace
production back to a specific farm from which it svarocured in order to ensure the
compliance of the product with the standard. Coamae with the standard involves fixed
costs €.g.the construction of sheds and of latrines withning water) and recurring costs
(e.g.record keeping of all farm activities related te production of the certified crop, both at
the individual and the group level, monitoring &st

The organization of lychee marketing was heavifg@gd by trade liberalization programs,

and the business opportunities attracted many mewsoperators that built their strategies
on volumes rather than on quality. The limits ammh-sustainability of this system were

highlighted by the monitoring agencies involvedagriculture and rural development (since
CTHT, 1998/1999 until CTHT, 2006/2007; MAEP, 200Bgyond the difficulties to meet the

norms in terms of fruit size and color, sulphuridass due to postharvest treatment for
conservation reasons were identified as the majorce of concern. Moreover, the question
of traceability is a major difficulty since Madagas's lychee chain exhibits a low level of

coordination which renders traceability difficults a result, the campaigns of 2004/05 and
2005/06 were reported as “difficult” (CTHT, 2006)J0&xporters received low prices and

shipped low quality produce damaging the reputatérMalagasy lychees on European
markets. As soon as February 2006, German andsiBritetailers began to require

GlobalGAP certified produce from their importers. In thisntext (stringent standards, low

coordination, large number of occasional operatdr® role of intermediaries is of major

importance.

8 EurepGAP was renamed GlobalGAP in 2007. For caevey reason, we only keep the latter brand in the
text.



1.3 Lychee procurement from the EU

Our analysis is based on: (1) the extensive arsmbyfsthe Lychee LettelL g lettre du litch)
edited by the CTHT entre Technique Horticole de Tamatpaad the reports summarizing
each campaign (see Appendix 1 for the descriptfdhesources). The information gathered
in this technical literature comprises: weekly Closturance Fret (CIF) prices reported by the
French lychee importers for 9 commercial seasomgkly minimum and maximum prices;
weekly boat procurements by the European marketniog dates of the cultural season in
Madagascar; departure and arrival dates of each qugaplying lychee to the European
market; and some data on the coalitions of impsrter each year. (2) Semi-structured in-
depth interviews carried out in 2010 with stakekotdat each level of the export chain
(producer-exporter-importer) and interviews with vgmment agencies and programs
supporting lychee production.

Using a global value chain approach, we first siibe importance of the chain structure:
importers are identified as lead-firms (convers&y most studies dealing with private
certification) in an environment characterized twy lcompetition at the international level.

1.3.1 Lychee production

Lychee productionn Madagascar is estimated at 100,000 tons perpmeauced by around
30,000 households (Gerbeaud, 2008). Due to agmatt reasons, the production stretches
southbound along the Eastern coast of the islamd 800 km, from an area located to the
North of Toamasina (Tamatave). More often than hahee trees are wild trees grown on
cultivated plots or in forests. Family farming repents 95% of total production, with 15% of
total production coming from organized orchardse Témaining 5% are grown on industrial
farms (CITE, 2008). Households own only a few treesch of them producing on average
100 kg of lychees — the major part of their agtieal activity consists in cultivating rice. The
location of the region where lychees are dedictdeekport is dictated by the infrastructure.
All lychees shipped to the EU leave from the hartiomoamasina (Tamatave). Considering
that the sulphur treatment is done best when testyress are lower (evening, night) and that
lychees must be harvested early in the morning,ptieeurement area extends southward
towards Manohoro and northward towards Soanieraoaglo. Most lychees come from the
region of Brickaville and Fenoarivo (see Appendifo2a map).

The opening of the harvesting period is proposethatprovincial levél by commissions
composed of producers, exporters, and represeegat¥ public authorities (institutions in
charge with food safety and law enforcement). Téesion is then set by a provincial decree.
In addition to climatic conditions and the degrédroit maturity, social and political events
are taken into accoung.g. elections). The boats are loaded as soon as thedg have been
treated, and the first boat leaves the harbor thweur days after the beginning of the
campaign. The ability to rapidly harvest and tramsghe lychees to the treatment plants
located in Toamasina is highly strategic. As a ltestollecting services proposed by
intermediaries increase dramatically during thevésiing period, thereby expanding the
agricultural labor market. Actually, many peoplegaged in other sectors of the economy —
including urbanites from as far as the capital @hainarivo), located over 350 km from the
production zone — are attracted to the area duihi@dparvesting season.

The role of rural brokers is essential in supplyihg exporters with produce. They buy the
fruits at the farm gate in sometimes remote rureds, and deliver them to a treatment plant
where they sell them to the exporter. They facerigieof the produce being rejected by the

° As for litchi production, 3 provinces are conca&m@oamasina, Fianorantsoa and Toliara (from Naooth
South)



exporter because it does not match the qualityireaents (ripeness or size, mostly); or that
the price eventually paid by the exporter do notecdhe transportation cost and farm gate
prices. The clustering of exporters in a small yeaerates opportunities for the brokers: the
produce rejected by one exporter can rapidly (xedbt to the number of brokers queuing at
the plant gate) be proposed to another exporteorédfchees are spoiled. Competition
among exporters is reported to be low. A singleliplybknown price prevails and does not
allow brokers to get any price premium. Indeed,pbups sufficiently large and regular to
allow all the exporters use efficiently their tn@&int plant; moreover, information on the
prices paid by each plant circulates rapidly; andlly, there is no differentiation of products.
Payments are made at the delivery. If advance palym@as made by the exporter, a
negotiation on the part of the total amount to &enbursed at each transaction takes place,
and this part is deduced from the total due bybtio&er, at the daily price.

At this point, the exporter takes ownership of pheduce. In the plant, the produce is handled
immediately, or as soon as allowed by the planacidy The lychees are sorted to exclude
the fruits that do not meet the European requirésnamd packed. Finally the exporter

proceeds to the sulphur fumigation and transpdrés gallets to the dock, including the

domestic registration of the volumes when enteimthe harbor, where the importer loads
lychees in the boats.

1.3.2. Lychee procurement

In Europe, lychee is a typical Christmas produepahding on the beginning of harvesting in
the production regions and on the logistical caists, lychees arrive in the European
harbors a few weeks before Christmas. Over the p@syears, the first boat delivering
lychees from Madagascar arrived on average 16 defge Christmas. This date is highly
variable from one year to the other, ranging froma9s (in 2003) to 28 days (in 2007). At
this point of the time, Malagasy lychees delivexea airfreight are already sold since on
average two weeks on the European market, butrdesent very small volumes (around
400 tons per year). The price difference betweenaaid seafreight lychees is considerable —
the typical price of the former varies between 8 40 € per kild” that of the later range
from 0.5 and 2.5 € per kilo. Moreover the dynana€she market for lychees carried by air
depends on other countries from the Indian Oceaash as Mauritius. The study will focus on
the market chain of lychees transported by boat.

Finally, lychees are sold to final consumers, nyosttough supermarkets and as loss-leaders.
More often than not, they are handled in bulk anghelves. The segmentation of the product
on the final European market is not significantept for the United Kingdom, where lychees
are sold in smaller packaged quantities (250 or &@0ns). In that respect, lychee has a
specific position in the tropical market (large woles marketed mainly in winter). In general,
the supply and demand of tropical fruits on thedpaean market are highly seasonal (e.qg.
mango, papaya) due to irregularities in the praoer@ and volatility of consumption (FAO,
2008). Due to the tight marketing season of lycl{@ds 11 weeks for Malagasy lychees over
the period 2001-2010) and to the low substitutgbdf this produce with other fruits during
the winter season where it has few competitord)dgcis marketed as a mass consumption
product. Therefore, the main objective of the omegis the regularity of flows and the
adaptation of the volumes to a fluctuating but priadthle demand: with a peak right before
and for Christmas, followed by a smaller increasend) Chinese New yeHr The price of
lychees before Chrismas is on average 45% higlaar that of the after Christmas period

19 All the prices are CIF, when not explicitly saiotro be.
" End of January.



(with an average of 1.71€ before Christmas and€ladr Christmas, different at 5% level) —
see appendix 3 for the graph of the weekly pridéarketing strategies are important: the
intra-annual price (in constant pri¢8svolatility is on average over the period 2001-@01

from 0.40 (standardized, 0.33), with very largeat@ons according to the year: it ranges from
0.21 in 2004-05 (standardized, 0.14) to 0.68 in9200 (standardized, 0.62). This intra-annual
price variability is namely higher than the intemaal price volatility, which is on average

from 0.27 (standardized, 0.21) when we take deflateces into account.

This last observation deeply influences the stmectof the supply chain, and gives to
importers a large weight.

2. The role of private trade actors in the lycheelain

This section aims at presenting the role of imperte structuring the chain. We first define
the concept of chain drivenness. We then showhat wxtent and how importers control the
chain.

2.1 Chain drivenness and drivers

We will present elements that show that they atm@as lead firms in the chain: lead firms
are demonstrating how certain firms set, measucdeeamforce parameters under which the
other firms have to operate (Humphrey and Schn2i@f2). Governance is viewed as the
process of exercising control along the chain: wizat to be produced, when the product has
to be delivered, in what quantity, how it shouldgrseduced, at what price. More often than
not in agricultural and agro-processing sectoesj{&rms are found to be the buyers.

The literature distinguishes originally between ttypes of governance in supply chains:
“producer-driven” and “buyer-driven” chains. Thearter where said to be found usually in

sectors with high technological and capital requeeats; the latter generally in more labour-
intensive sectors, where market information, prodigsign, marketing and advertising costs
set entry barriers for potential lead firms (Gareft®94). According to Dolan et al. (1999),

international horticultural supply chains with suparkets as final buyers have been orienting
towards a “buyer-driven” type of governance, denylargely from supermarkets’ increasing

control over information on consumers’ preferencésey coordinate supply chains not

directly, but externalise a wide range of functibepreferred importers-suppliers. However,
the recent literature argues that the analysisldhmove beyond this dichotomy in order to

capture the evolution of governance in the valuareh(Sturgeon, 2009). We investigate the
role of importers.

2.2. The role of importers

Importers are commissioners who do not own theymredbut match sellers (exporters) with
buyers (most of the time, supermarkets), and selbehalf of the exporters. In the case of
lychees, they are in charge of the logistics frordilgascar to the EU. For logistic reasons —
refeers are the cheapest mean of transportatibey-share the boats to optimize the use of
their capacities. According to the yearly (and ahk) alliances that emerge, one to three
groups of importers were observed since 2000. Husans are taken collectively, within
these groups, regarding the departure date of daé (full or not), the route to Europe, the

12\We took into account French inflation rates, &srtiost part of the lychees (80% of the volumes)asketed
in France.



speed of the boat, and the arrival port in thé*EBrom the data (2000-2010), we see that
their margin of maneuver is substantial: for ins&rthe trip to Europe takes 10 to 14 days;
and 1 to 6 boats are used per year. Loading ths ®a strategic decision as well, especially
for the years when importers did not collude: thst fboat is leaving 3 to 5 days after the
opening date of harvest.

All these decisions are made according to the Eeaopnarket conditions and the strategies
of the competing importer groups on other boatgyraer to avoid a transitory saturation of
the European consumption market and subsequenbfifopres.

Concentration of intermediation

European lychee importers are few in number, whepping the non significant flows
seven French importers were identified, who beltmghe so-called “Rungis group”; one
German importer and a smaller Belgian one.

Financing

Controlling the procurement is all the more feasiiblat importers often offer cash in advance
to exporters, for them to support the up-front pagta to be made (around 20 million euros
per year): the price of the produce at the firsicpl— they thus enjoy a market power that
prevent any ex-post renegotiation on who beargrresportation costs; and because, given
their intermediation role, the payment can be madie exporter only when the produce is
sold in Europe. At this point the whole structufeéh® costs is known.

Quiality control

Importers are involved in self-control private volary schemes. They check the quality of
produce at the arrival point. However, studies shioat this initiative is more often than not
directed towards securing their legal defense ef phoduce is found not to meet the public
regulation (Rouviere et al., 2010).

Moreover, German retailers (Lidl) are increasingitlequirements since 2006; the German
market represents 30% of the total volumes marketdgurope. Exporters called then for
international support for certification, in a faabte political environment.

Marketing strategies

As the number of observations is small when stuglyire campaign dynamics (9 campaigns),
we propose a non-parametric correlation study, hathe Spearman rank correlation which
compares the ranks of the observations in two bkesa and concludes that the variables are
dependent if both have a similar structure or fgged order. We choose a non pair-wise
comparison.

The opening of the harvesting period is regulatgdplblic authorities. However, the
marketing decisions of the importers are not tptddpendant on this date. We compared over
the 9 campaigns the correlation of the average (tiee results are identical when tacking the
median price) and the date at which the first lavaved in Europe (rho=0.63, significant at

13 According to the necessary infrastructure andtionain the EU, the most used harbours are: Mdeseil
(France), Savona-Vado and Genova (ltaly); Rotterdawh Vlissingen-Flushing (the Netherlands), Zeebeug
(Belgium).

14 After New year, imports are made by containerscvhallows importers to procure small quantities.



10% level) and is negatively correlated to the déad deviation of the price (rho=-0.56,
significant at 10% level). But the computation loé tsame correlations with the opening date
of the harvest are far from significant. We conelutlerefore that the marketing strategy of
the importers is important and that it obviousiys at sustaining prices. Prices are in fact
decreasing on average across the weeks (see grapt their variability is decreasing.

Graph 1: weekly prices and average price (2001-2010

price
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In turn, the date of arrival of the first boat @t worrelated to the number of weeks lychees are
present on the European market, even though wed doaNe thought that the harvesting
season in Madagascar dictates the marketing wirefamporters, for its beginning and for
its end. And, more surprisingly, the date of alriviathe first boat is only weakly correlated to
the proportion of the total volumes that is marlldbefore Christmas (15%). Even though the
first part of the marketing window seems to betstyie (with around the three quarters of the
produce marketed at higher prices), the secondgpdris not marginal. First, the proportion
of the weeks before Christmas in comparison withttital period during which the produce
is marketed is low, 30% on average and always tleas 50%. Second, the shipments of
lychees (in volumes) rapidly slow down during teason. On average, more than 85% of the
total volumes arriving to the EU is shipped durthg first 4 weeks, and 30% of the volumes
in the first week (see appendix 4 for a more peegigph). However, lychees keep then fresh
during three weeks, and the Spearman correlatidexirshows that the timing of lychee
arrival (number of weeks until the procurement hesc90% of the total volumes) is not
correlated to the length of the marketing windows. regards the possibility for importers to
anticipate prices, the tests show that prices mt@yhcorrelated from one period to the other.
When considering the final week (the ninth or tentek for 8 of the campaigns), we observe
price correlation up to 4 weeks before it. Actuallyhen looking at the intertemporal
correlation of prices, it turns out that there israak at week 4/5, and that prices before that
date are not much related to those after that ddeesaw that this point is when the whole
volumes of lychees have arrived in the Europearokinand when importers have to store
them and find outlets for them. The two periodsdraracterized by a higher price in the first
period (1.5€ to 1€, different at 1% level), and@aeér the price variation in the first period but
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the standardized price variation is not differeotf one period to the other. In that regard, we
do not find that the end of the marketing windowiskier than the beginning. When lychees
are in the European Union, they should be, fromekggorter’s point of view, sold at any
price, even very low. However, from the importepsint of view, if the cost of handling
(sorting, grading, storing, transporting) lychegsigher than the commission he expects from
the sale, then lychees are dropped.

3. Donors as actors of the chain

3.1. Taking donors into account in global chain lyses

The empirical literature directly concerning théerof donors in global chains management in
developing countries is scarce. However, concerireggadoption of private standards by
agricultural producers, they are sometimes mentiohefact, stimulating high-value exports

is in fact viewed by some authors (Aksoy and BegBD05; World Bank, 2008; Swinnen et
al, 2008) as a pro-poor development strategy, baseithe promotion of smallholderl5 and

the inclusion of smallholders in high-value globehains is put forward. Therefore,

GlobalGAP is a tool enhancing potential market asce

- The cost of certifications first at stake as the returns to it is delayedparticular,
some analyses emphasize the question of the megucosts (Ashraf et al., 2009;
Asfaw et al, 2010). According to who bears the sast particular, costs can be shared
between producers and exporters (IIED and NRI, Radéors will be willing to pay
for certification.

- In the case of GlobalGAP adoption, Okello and Senn{2007) emphasize the
importance otollective actionespecially under GlobalGAP, option 2, see belang
the role of donors in it. This coordination allowmallholders to overcome their
disadvantage in terms coordination costs to mdurigtt volumes.

- Last, donors target many actors in the chain.pémticular, the export level is viewed
as decisive (Humphrey, 2008; Henson et al., 20d4dq &And Cadot, 2011).

3.2. Intervention, coordination with private act@sd outcomes

This section draws on the annual reports of theodoand trade facilitators (PIP-ColeACP;
Bamex-USAID; MCA; IFC and IFAD, see appendix 3 todescription of the data) and on
the interviews of Malagasy stakeholders involvethiir activities (GEL and the 4 major out-
contracted institutions or individuals).

The intensification of donor intervention took ptam 2006/2007 in a context of political
renewal and business pressure. The national @dlidontext was favorable to attracting
international funding. Indeed, the Madagascar Acitart® was launched by the government
of President M. Ravalomanana in 2005 and targéted/illenim Development Goals (2012),
with a proactive program largely advertised atitiernational level.

Moreover, the degradation of the reputation of Maty lychees on European markets was
harming the sector (in terms of prices paid to éporters and rejected shipments). This

15 A stream of the literature argues that welfarerompment in rural areas can be achieved by thelojevent
of the agricultural labor market with a consolidatiof production (Maertens and Swinnen, 2009).

18 http://www.un.org/esal/coordination/Alliance/MADAG A2 R%20ACTION%20PLAN.htm
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evolution was due to the proliferation of occasloe&porters, who did not grade their

products or invest in quality management procedtoesulphur fumigation. The number of

exporters thus grew from 30 in 1999/2000 to 380632004 (CTHT, 2006/2007). Moreover,

as mentioned in section 2.2, the European regylaygstem tightened the conditions under
which produce is marketed on the European markatally, British and especially German

retailers threatened before the 2006/07 campaigmemoove from their shelves all non

GlobalGAP certified lycheé§ The German market represents about 30 % of tha to
volumes marketed in Europe (Eurostat, Comext) ansdtrmf the produce is sold by retailers
who contract with importers on the basis of back&ck contracts signed in September for
the next marketing season (as opposed to the Fretaiters who rely on spot markets or on
informal day-to-day relationships with the imposlerThis evolution was considered as an
important threat by four importers (one GermangehiFrench) and they required from

exporters GlobalGAP certified produce: they lentheywto the exporters for them to upgrade
the infrastructure, invest in post-harvest equipisieand ensure traceability. The cost of
certification for an exporter is estimated by tlenaors at 121,000 € for the treatment plant,
transportation and other investments (collectiomgscand their equipment), regardless of the
investment made at the production level, for 50th&s of certified lychees (e.g. 200 to 500
small producers) (MCA, 2008, Annex, p. 240). Thagife is consistent with the estimation of
the exporters who engaged in GlobalGAP certificatamd report, in the interviews, an

investment of about 100,000 €. The cost of thafaation only is about 1,500 € per year.

The description and timing of the donors’ intervent(Stabex, French cooperation, FIDA,
BAMEX-USAID, MCA, IFC-World Bank) is reported in @endix 4.

While donors nominally sign to support the MadagasAction Plan designed by the
government, there are no formal central donor doattbn mechanisms such as Sector-Wide
Approaches (SWAps) that encourage joint plannirdy@ooled financing at the sectoral level.
However, several programs exhibit the same gen@nisbsophy and coordinate on similar
activities with regards the promotion of the GI&bAP certification.

3.2.1. The approach: market access, expanding t3aakd the role of GlobalGap

The major goal reported by all the donors and tfad#itators is business oriented. They aim
to expand market penetration in exporting countaied view trade as guaranteeing pro-poor
growth. Therefore, one of their major actions begtie promotion of certification is to link
producers to markets by establishing marketingtutgins in the region of Tamatave.

BAMEX supported the activities of thBusiness Centers Ivohoren@Cls), marketing
structures that were funded by the program ERI42@hd provide producers with business
services and promote technical and administratikélssat the producer level. MCA
developed (since 2006) Agriculture Business CentABCs) as a part of its agribusiness
component plan: however the sectors by BAMEX areddheas covered by the two donors
overlap only partially. Moreover, the PPRR usedoiten marketing structures, the Market
Access Centers (MACs) since 2004 that are buildmg®aged by a union of producers’
organizations and used for storage and processtatu¢ of commercial enterprises): support
for skill improvement and access to credit is pded by a separate body.

These marketing structures prove to be importanGlobalGAP certification: in the case of
BAMEX and MCA, field workers belonging to them support farmerdarming cooperatives
and negotiating agreements with private sectordirds financial institutions they provide the
possibility to secure credit. Asarketing institutions, they allow for traceabilapd storage.

7 GlobalGAP certification is one of the requiremenfsthe Cahier des chargesvhich includes a specific
packaging and MLRs set at 70% of the legal limitvad.
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3.2.2. Business driven: Targeting specific sector

Market exploration was realized by the donors (R)2-2003; FIDA 2005; BAMEX 2004-
2005; MCA, 2006-2007) as their intervention was tiyadirected towards business activities.
The lychee sector selected due to its economichweigthe national level (BAMEX, external
evaluation 2008) or at the local level (PPRR, 200¥ potential impact on a large population
(MCA, final report, 2008; PPRR, 2006); the potelnfioa production development: They add
to this expansion of outlets the opportunity togess lychees and end up with an estimated
increase in the production of 90% and an increaska export of 60% (MCA, 2008, p. 123);
the potential for marketing development/diversifica and access to foreign markets (MCA,
ibid; BAMEX, ibid); the institutional local basis they have/devetbgBAMEX, ibid); the
personal relationship they have (PPRiRJ); the actual difficulties the sector faces in term
of quality management — maintaining market acce#, (Report, Septembre 2003).

Their aims are different: MCA aims to promote lasgpale production (and thus productivity)

and therefore is concerned by access to financaanesources (land and water); BAMEX

aims to expand exports and thereby the value optbduce, is concerned with sanitary and
phytosanitary compliance of the produce; PIP prewmdiehaviours that ensure compliance
with the EU regulation; IFAD promotes rural develognt, access to domestic and
international markets being one of its components.

In consequence, the role of GlobalGAP is diffeffentthese donors: a priority/exclusivity for
PIP; a component of the sanitary and phytosanssapdard¥ to be met for international
trade for BAMEX; a tool to access some of the fgnemarkets for MCA; an opportunity
driven by local demand for IFAD which was mostlfolower in it.

3.2.3. Business driven: the role of exporters

e Local initiatives

UCOFRUIT, the parastatal agency in charge with dmating the exports of fresh fruit and
vegetables, ceased any activity in 1996. Howeveitha request of public authorities, a
Lychee Exporters AssociationGfoupement des Exportateurs de LitghGEL) was
established in 2001 aiming at coordinating the etgps, and rationalizing their procurement
of lychees. In 2010, all lychee exporting entegsibelong to GEY. This association aims at
organizing the lychee chain: discusses and decdédke total volume to be exported (since
2005) to sustain the prices on the European marken informal arrangement among
exporters to set quotas; foresees the allocatioefspace on boats and allocates it to the
exporters; promotes the reputation of Malagasy dgsh(participation to international fairs;
intervention in newspapers); claims to be repredimet for the lychee exporters profession,
negotiates on their behalf with international ages¢IFC®, PIF?, IFC?).

18 BAMEX, in collaboration with the Ministry of Agulture, carried out phytosanitary surveillancetioé
lychee producing areas as well during the 2005-2€¢#0n. This involved the training of agents ianpl
protection and quarantine procedures. The accdabe tdS market was thereby the goal.

19 http://gelmada.com/

20 «The World Bank: Madagascar Country Office E-newtsl&, n° 5-2008, p. 9
2L http://pip.coleacp.org/fr/pip/17736-madagascar-ayspdu-litchi

22 samb, 2007
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In April 2006, at the instigation of the Ministry drade and of the Ministry of Agriculture,
and with the assistance of BAMEX, the stakeholddrshe lychee value chain set up the
lychee value chain coordination gro(@plateforme de Concertation de la filiere Litcor
PCL) (BAMEX, external evaluation, 20Q8)his structureis composed of 8 types of
stakeholders (producers, brokers, transportershnieal services producers, financial
institutions, administration, processors, exportarsd consumers. BAMEX worked as
executive secretary for this institution. The PQins at improving the quality of produce
directed towards export and lobbies in that dioecfor the introduction of new laws.

* Solicitations for GlobalGAP certification

As a response to solicitations of support from loggporters, BAMEX helped them to
acquire basic information about GlobalGAP requiretaghrough information sessions and
searching for certifying agencies (BAMEX, annuglod, 2007, p. 5). The meetings brought
together 13 exporters for the first session, 8afeecond more comprehensive session among
them 5 requested COLEACP help for preliminary stiedgomply with GlobalGAP.

The stakeholders patrticipating to the above meatiomorkshop of 2006 agreed that the value
chain needed a new rule to enhance traceabiltig. ‘Direction des Normes et de la Qualité
(DNQ) of the Ministry for Trade and théfrection du Développement des PartenafigiBDP) of

the Ministry for Agriculture led the editing comndie. The Government enacted law (18
November 2006 Arrété ministeriel portant organisation de la fil@litchi”) for training and
registration of consolidators, eg collectors anddi@men (BAMEX, annual report 2007, p.
5).

In 2007, the PCL launched the Litchi Action Plan (eference to the Madagascar Action
Plan): one of the measures taken into accountaisachenhancing traceability by monitoring
the activities of the rural brokers who deliverHge to fumigation plants. This evolution
towards registration and professionalization ofklers represents an important step towards
the monitoring of procurement for exporters.

In 2007, BAMEX support consisted in lobbying on alof exporters for financial support of

the IFC. The funding was intended for the acqusif technical assistance to comply with
GlobalGAP requirements and certification. Thus, \seexporters marketed a part of their
litchis under the GlobalGAP certificate, thankghe financial support received from the IFC
(Bamex, annual report, 2008, p.4). The funding weed to hire an external consultant who
helped exporters to set the quality managementepdwes necessary for GlobalGAP
certification: the costs of the physical investmértllection points, sheds, improvement of
fumigation and packing plants) were supported gy ékporters (Samb, 2007). MCA bears
the costs of certification for the season 2007/2008A, 2008).

As regards support to organize the procuremengsygtertification under GlobalGAP option

2), PPRR and BAMEX helped exporters to coordinaté the producers organizations they
developed in the framework of their general ruralelopment policy (PPRR, 2007 p.23;
BAMEX, external evaluation, 2009, p.37). Direct trawcting between producers and
exporters was promoted, their marketing struct@respectively MACs and BCIs) providing

administrative help for the writing of contracts.

3.2.4. Achievements and the donors’ withdrawal
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* From the donors’ perspective

The final SWOT analysis of BAMEX (External evaluatj 2009, p.37) doesn'’t report the
intervention in the lychee chain as a succesritiudes on the difficulties for operators “to
commit thoroughly to market requirements”. Furtherej it viewed the involvement of
members of the exporters’ association as weak Kwepacities”, External evaluation, 2009,
p.11) — the same statement is made by the CTH® ireport to Stabex (CTHT, 2006-2007,
p.12) when referring to the governance difficultefsthe association. Moreover, the same
report underlines that the explicit goal of the @ter association is to control the marketing
of lychees (setting volumes, bargaining for a fixegtte) and not to upgrade the chain so to
insure a stable access to the European marketahdienefit the whole profession.

BAMEX decided to transfer the management of BClsh® MCA in order to strengthen its

system of ABCs, but zoning choices, sectors anactsires did not match. BCls were left
behind despite the willingness of BAMEX to secute ttransition of the established

institutions towards their autonomy, and the putylithe program made for it: the political

unrest and financial shortage in Madagascar simeepring 2009 made the sustainability of
the program achievements uncertain.

BAMEX, specialized in the promotion of marketingports coordination difficulties with the
program ERI, in charge with the production levelors! integrated programs like PPRR
managed to let the marketing structures (MACSs) dmiaistrated by producers associations
even though they remained separated structures.

In August 2009, MCA left prematurely Madagascarmfthe coup, and the investments
planed in the report of 2008, namely the first specifically targeting sectors and proposing
interventions, were only marginally realized.

PPRR promoted the production and marketing of arfigw hundred tons of certified lychees
through the MACs (PPRR, 2007). Moreover, as soa2088, the question of the GlobalGAP
certification nearly disappeared from the repott®e 2008 report makes only twice mention
of GlobalGAP).

PIP-COLEACP is still promoting good agriculturabptices, and the secured management of
procurement by exporters. The training of the CTptdfessionals allows the CTHT to still
propose consulting for upgrading and external saglfor GlobalGAP certification.

* GlobalGAP dynamics

Table 1. Number of certified exporters and prodsieceiMadagascar for lychee

2006/07 2007/08 2008/09 2009/10
GlobalGap option 1 0 1 4 4
GlobalGap option 2 2 12 7 7
GlobalGap total 2 13 11 11
New entrants 2 11 0 0
Drop out 0 0 2 0
Switch from option 0 0 0
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Total number of 37 ns ns 25
exporters

Number of certified 41%° 1198° ns =120°
producers
Volumes certified 300t 2,000°t ns 6007°

The total number of exporters is decreasing overpériod from, 37 during the campaign
2005/06 to 25 in 2009/10: a consolidation of intedmation is observable. The peak in the
intervention of donors coincides with the highestimber of producers engaged in
GlobalGAP. As soon as 2008/09, 4 exporters switcteedption 1 certification. There
orchards are however relatively small and they mepo more than 5% of the produce they
handle as GlobalGAP certified, namely their owndwuaiion. However, they are procuring
from the same producers as those formerly GlobalGéEfied.

This evolution induces a sharp reduction in the Ineimof GlobalGAP certified producers, as
well as a reduction in the volumes of GlobalGAPtiied produce. This is contrasting with
the Senegalese and Kenyan cases where the numimodiicers is decreasing, but the
volumes of certified produce is maintained thankshie integration of production on large-
scale farms by down-stream operators.

Conclusion: What is left?

This study of the dynamics of GlobalGAP certificatiin the case of lychees in Madagascar,
namely, the only Malagasy product that is curref@ipbalGAP certified, shows that the
donors’ intervention is decisive. Donors help torctinate operators along the chain, alleviate
the financial constraints of small producers aslwasl that of intermediary firms, access
further international funding related to trade pation.

Madagascar represents an interesting case studyd®donors left the country after the coup
of March 2009, sometimes unexpectedly. The questbnthe sustainability of their
intervention can then be touched upon. We concludea sharp drop in certification as
regards GlobalGAP after the withdrawal of donors.

However, the results shows that GlobalGAP promotias only one among a bunch of
interventions aiming at promoting market accesssfoall-holders. Moreover, side-effects of
certification (Henson et al., 2011) are observea. idéntified an evolution of the exporters
procurement system with a stabilization of thetreteship to the producers and thus enhanced
traceability, an upgrading of the private marketimigastructures and an improvement of the
management discipline.

This conclusion leads to the idea that, in thisec&lobalGAP as such has little impact on
market access. When the donors withdrew from Magtagalocal actors didn’t tae over the
certification initiative, and with no apparent ingbaon export flows. We propose that the

Z MCA, 2008, annex, p. 239
24 According to certification bodies and exportergerviews.

*MCA, 2008
% Interviews with exporters, estimated.
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structure of the lychee market and lychee chainéesisive to explain this outcome: the
absence of international competition during the adaky short marketing window at the
international level and the concentration of intedmation lead to a relative market power of
importers who turn to act as the drivers of theithd@he strategic element in lychee
marketing turns out to be the logistics, and net shpply of quality produce. However, the
study show that the experience of GlobalGAP adoptielped organizing the chain and
upgrading the practices. Moreover, its implemeatathas side-effects that benefit small
producers who stabilize their relationships to etgrs.
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Appendix 1: data and sources

Summaries of the trends on the lychee Europeananéil lettre du litchi”) are published on
a weekly basis during the harvesting and markgiegrgpd of Malagasy lychees by the Centre
Technique Horticole de Tamatave (CTHT). They co9ecampaigns, from 2001-02 until
2009-2010. They summarize the supply of Malagasiy@outh African lychees (air freighted
volumes, arrivals of boats including their nameyntage and docking harbour). They report
the Cost Insurance Fret (CIF) prices on variousopean markets (Belgium, France,
Germany, the Netherlands and the UK) and deschibeobserved market dynamics in these
countries plus Italy and Spain. They include piesuof the delivered lychees aiming at stating
their quality.

For the whole period 2001-2010 except for the cagmpa007-08, reports were published by
the CTHT that entail a more precise descriptionthef yearly functioning of the lychee
marketing channel. In particular, the upstream sagm are described: production,
transactions and transportation in Madagascarjrigauf the boats.

http://ns5.freeheberg.com/~archives/litchi/bil@ast accessed October 2010)
http://www.ctht.org/litchi.ph{last accessed October 2010)

Data come from semi-structured in depth executiverviews in April, May and June 2010
with a range of Managing Directors from key impogti(3 French and German firms) and
exporting (11 Malagasy firms) firms. The aim of ihéerviews was to gather information on
the firms’ characteristics, on the contractualtieteships with their buyers and suppliers, and
identify the key problems they encounter. Intengemith government agencies and programs
supporting lychee production and marketing wereo alsdertaken to explore their
relationships with exporters and producers. Onageereach interview lasted over one hour,
and firm visits were sometimes possible. For canitdhlity reasons, the identities of
organisations are withheld.
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Appendix 2: Map of Madagascar, lychee production aga

Source : AVSF,
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Appendix 3: Lychee weekly price (euros) from the ampaign 2001-02 to the campaign
2009-10

Price, lychees 2001-2010
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Appendix 4: cumulated shipments of lychees (perceage of total volumes) from the
campaign 2001-02 to the campaign 2009-10
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Appendix 4: Donors’ reports

UE (COM STABEX 96/97/98/99) reports 1998, 2006/07, 2007/08, 2008/09
http://www.ctht.org/bilans.php

PPRR (IFAD), reports 2005, 2006, 2007, 2008
http://www.pprr.mag/spip.php~?article {last accessed August 2011)

PPRR 2007, Etude de cas, filiere litchi, Madagascar’, MAEP, FFADA, PPRR

www.capfida.mg/km/site_spip/IMG/pdf/Etude_de_cad CHI-2.pdf (last accessed August
2011)

MCA, inception report 2006, reports 2006, 2007, 2008if text + annex), audit report 2007

http://www.agrifoodconsulting.com/ACl/index.phpZact=detail&id=11 (last accessed
August 2011)

BAMEX-USAID , implementation plan (2004-2005), report 2005-20@&port 2006-2007,
report 2007-2008, final report 2004-2008, extemadluation 2009

http://www.usaid.gov(last accessed August 2011)
Assessment of lychee fruit expansion 2005
http://www.cite.mg/basdoc/fichiersliens/Lychee%20BEX. pdf
ColeACP (PIP)

Report, Septembre 2002: “Réalisation d’'une cartg fileres horticoles d’exportation a
Madagascar (litchis et haricots verts) ", CITE, CITHPSFH

www.cite.mg/basdoc/fichiersliens/RF _coleacp.@ast accessed August 2011)

Report, Septembre 2003: “Mission PIP de coordimatidissions a Madagascar aupreés des
structures intermédiaires”, Christophe Raoelina

http://www.jca-institut.com/2010/09/07/missions-aaagascar-aupres-des-structures-
intermediaires/#more-78@ast accessed August 2011)

PIP Info, n° 19, Novembre 2003 “Madagascar. Prelary study on the feasibility of
EUREPGAP certification”
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Appendix 5: Donor interventions in the lychee secto

European Union — Stabex”’ 1998 Program for agricultural intensification of
Since 1998 production in the export sector®

French Ministry for Foreign Affairs 2000-2003 Centre Technique Horticole pour I'Exportation
(agricultural technical center for export crops)

2001 Centre Technique Horticole de Tamatave (CTHT,
agricultural technical center of Tamatave):
interprofessional association.

- advises public authorities on the opening date
of harvest;

- promotes traceability;
- supervises vessels loading in Tamatave.

PIP 2002 PIP sponsored a diagnosis of the Malagasy lychee
Since 2002 and green beans chain in 2002 that evaluated the
obstacles faced by operators to comply with the EU
pesticide public regulation.

2006/2007 Training sessions for the staff of the CTHT (services
for upgrading of production and postharvest
infrastructures with  respect to GlobalGAP
requirements).

2007 Training of exporters
IFAD 2003 (Programme de Promotion des Revenus Ruraux,
Since 2003 Rural Income Promotion Programme). Aims at

improving small producers’ access to markets.
Wide range of activities directed to rural
development as well (microfinance, promotion of
literacy, collective infrastructure building...).

Lychee sector focused first on the establishment of
Market Access Centres (MAC).

2007 Promotion of GlobalGAP by conducting training
sessions at the producer level and linking exporters
(4) to producers or producer associations (PPRR,

2007; p. 23).
BAMEX 2004 Inception plan in Madagascar — lychee sector
2004-2008 targeted.

Build on previous interventions such as that of LDI-
USAID (Landscape Development Intervention,
1998-2002) and ERI-USAID (2004-2009, Eco-
regional Initiative).

July 2006 Coordination of the establishment of the lychee
value chain coordination group.

April 2006 Meeting with some exporters (13): promotion of

27 systéme de Stabilisation des Exportations, EU emsatory finance scheme to stabilise export easnirig
the Africa-Caribbean-Pacific (ACP) countries.

% programme d'intensification de la production etalstructuration professionnelle
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GlobalGAP certification

Nov. 2007 Communication session about quality management
(35 exporters)
2008 Total funding 225,0005
MCA 2005-2007 Inception phase: the selection of the sectors to be
2005-2009 supported took place in 2007 (MCA, 2007)
2007 - 80,0005 in 2007 directed to training and to pay for
the certification — ECOCERT, MCA, 2008, annex, p.
239.
- trade missions were subsidized (62,5005
estimated in 2008) for the exporters (Fruit
Logistica, Berlin 2008; mission to China).
Aug. 2009 Unexpected departure due to undemocratic coup
(March 2009)
IFC August 2007 | Funding of external consultancy for GlobalGAP

certification (10 exporters)
No funding of concrete investments
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