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. OVERVIEW

In October 2009, the US Agency for International Development (DMission in Kosovo
asked Booz Allen Hamilton to help improve competitiveness and livelihood&®sovo by
assessing the constraints in the agribusiness sector assviedirnaifying new opportunities for
growth. To address these objectives, Booz Allen conducted two compleynstudies: 1) an
Agribusiness Climate and Institutional Reform (AgCLIR) Diagrostnd 2) an Agricultural
Opportunities Strategy (AgStrat). The AgCLIR Diagnostic neixees the business-enabling
environment and diagnoses key legal and institutional constraintsrttastand growth in the
agribusiness sector. The AgStrat analysis is a quantitative bsisingen approach to improving
the agriculture sector as a whole that incorporates insights tihe AgCLIR Diagnostic. The
AgStrat approach is based on a tested supply-demand model thatadehgfi‘diversified crop
mix” that will maximize agricultural revenue and return on inwvesits required to seize
opportunities.

Figure 1: Kosovo AgStrat Project Approach The AgStrat analysis involved five main steps
conducted over 9 weeks (Figure 1), including a
R baseline, constraints, best practices, and crop
" Gose L2 | fewwwy frrwm  optimization analysis. During this time, we met
Aspirations & Diversincation [l | Prcvitizs with more than 100 government officials,
e Intermational e CESSEEY farmers, agribusiness owners and subject
‘assessment matter experts, examined more than 50 reports
(Figure 2), and cross-referenced several data
< GUERACE EROJECTDIURATION, J WEEIS > sources (Figure 3). This approach allowed our

team to develop a comprehensive
understanding of Kosovo’s agriculture sector and analysis completedetotdagain expert
consensus on the assumptions and approach, and to identify defensible data.

This executive Figure 2: List of Selected Interviews & Documents Bviewed
summary document

highlights the main

. . HE Idriz Vehapi, Ministry of Agriculture, Minister of Agriculture Agriculture Household Survey, 2007, Statistics Office of Kosovo
f| n d in g S Of th e Rifat Blaku, Ministry of Public Administration, Vice Minister Agriculture Land Utilization Project Report, 2008, GFA Consulting Group GmbH /
Hakile Xhaferi, Mediha Halimi, Fetie Murigi, Xhevat Lushi: Ministry of Agriculture, BVVG / DFFE / European Union
H Forestry and Rural Development The Kosovo Greenbook — A Strategy for Sustainable Agricultural and Rural
Ag Strat an al yS IS Isuf Cikagj, Ministry of Agriculture, Director of Plant Protection Department Development in Kosovo, 2003
! Syle Tahirsylaj, Ministry of Environment and Spatial Planning, Director Study on the State of Agriculture in Kosevo, 2006, ARCOTRASS Consortium/European
h H h H f | | d H I d Dr. Shukri Fetahu, University of Pristina, Faculty Commission
W IC IS U y etal e Dr. Skender Muji, University of Pristina, Dean Kosovo Poverty Assessment, 2007, World Bank
. . Flamur Kadriu, Food and Veterinary Agency, Chief of Veterinary Public Health Sector Report on Potential of Greenhouse Industry in Kosovo, 2008, Intercooperation
in th e fl n al 2 7 8_ p ag @ b Haxhidauti, Customs, Manager of Performance and Planning Department Horticulture Strategy of Kosovo, 2009-2013
Haki Kurti, Statistical Office of Kosovo, Chief of Agricultural and Environmental Division Output Price Index and Prices in Agriculture, 2008, Statistics Office of Kosovo
. . Ismet Kastrati, Peja Institute, Director of Agriculture The Rapid Rise of Supermarkets in Central and Eastern Europe: Implications for the
re p 0 rt T h I S eX e C u t IVe Bardh Begolli, Peja Institute, Head of Laboratory Agrifood Sector and Rural Development, 2004
" Agran Halimi, AGROVET Laboratory, Master of Soil Science Audit of the Kosovo Fruit & Vegetable Sector (KPEP), 2009
H . Deme Abazi, Iber-Lepenc, Director Horticultural strategy of Kosovo 2009 - 2013
S u m m ary | S d IVI d ed Arberor Prekazi, Iber-Lepenc, Director Horticultural Promation in Kosovo, 2008
Avni Kastrati, Statistical Sector of Kosovo, Director Profile of the Macedonian Fresh Vegetable Value Chain, 2008
into tWO mai n Maliq Gjyshinca, Intereuropa Profile of the Macedonian Table Grapes Industry, 2008
Shefqet Kelmendi, Kelmendi Company Vegetable Value Chain Assessment, 2008
. . Artan Osmani, EU Commission Training Interns in Milk Quality Field Work (KPEP), 2009
Sectl ons: 1) base | iN@  Anton eltaj UNDR Associate Audit of the Kosovo Fruit &Vegetable Sector, 2008
. Luan Hoti, Intercooperation, Marketing Officer Business Consulting in A Growing Kosovo Warkshop Materials, 2009
. y Betim Emra - Manager of Cargo Departament, Pristina Airport Responding to Subsidized Dairy Imports Into Kosovo (KPEP), 2009
analysls Of KOSOVO S Arlinda Arenliu, Pestova Standards of Identity for Milk and Milk Products, 2009
Habil Zegiui, Ministry of Agriculture Vegco Business Model: A Vegetable Packing, Cooling & Sales Enterprise, 2009
H Taulant Koshi, Eurofaod
agriculture SECLOT  Fim Respeps pees
Selmon Shala, Agroqyshku

(Section 1) and 2)
recommendations to improve Kosovo's agriculture sector (Section III).
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Figure 3: Data Sources
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[I. BASELINE ANALYSIS OF KOSOVO'’S AGRICULTURE SECTO R

The baseline analysis section covers three topics—the quantitadiseline of Kosovo's
agriculture sector, an overview of opportunities and constraints, anittemational best
practices assessment.

A. QUANTITATIVE BASELINE OF KOSOVO'SAGRICULTURE SECTOR

The quantitative baseline analyzes = Ko0SOVO'$igyre 4: Agriculture Commodities Export
performance in exports, production, imports, and Growth (2004—-2008, in Million Euros)
consumption for the agriculture sector. Starting witk=—————————
exports from 2004 through 2008, Kosovo experience

622m

a 45 percent growth in export value (Figure 4). |
2008, exports were concentrated predominantly

three destination markets: Albania (32 percent

Macedonia (21 percent), and Serbia (13 percen ll

although exports of both fresh and processed mark :» sm ”

to the EU and Middle East grew. Looking at a seleg sl T ETEETETET
basket of agriculture commoditiésthe growth in

price (336 percent from 2005 to 2008), reflected in rising world faocks, was the primary
driver of this rise in export value.

! A representative basket of products was ghedufor this calculation: wheat, rye, barley, oatgize, potato

starch/potatoes, tomatoes, eggplants, pepper, &itgg; mushroom, cucumbers, melons, cabbageschpiteeks, onions,
garlic, beans, apples, pears, plums, apricots, peaccherries, chestnuts, strawberries, raspberaes blackberries.
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While 76 percent of Kosovo’s land is arable, only 85 Figure 5: Proportion of Arable Land and

percent of the available arable land is cultivated Cultivation in Kosovo(2008)
(Figure 5). The primary reasons farmers leave land oo sl
fallow include low profitability and lack of ortargs Ve
equipment, according to a recent study by the g g B~

Statistics Office of Kosovo (SOK).In 2007,
Kosovo's agricultural productivity ranked higher et
than some regional neighbors, including Serbia, o
Bulgaria, and Slovakia, and Kosovo's average yield @ £
has grown in the last several years for crops such a

peppers and berries. Nevertheless, its agriculture e

yields are lower than other international benchmark .

countries such as ltaly and Spain (Figure 6).

Meadow
37%

vatedland [ Total Uncultivated Land

Figure 6: Agricultural Productivity (2007, Tons/Ha) In terms of imports, in 2008, there were a
total of 101 importing countries with Serbia
(19 percent), Macedonia (12 percent), and
Brazil (9 percent) importing the largest
values. Processed cereals (33 percent),
cereals (23 percent), and horticulture (22
percent) comprised the largest proportion of
imported goods.

451 464
40.5

Based on a comparative analysis of exports,
production, and imports, consumption has
decreased for a select basket of agricultural
commodities However, overall per capita consumption of food products increasetOby
percent from 2004 to 2008.

B. OVERVIEW OF OPPORTUNITIES AND CONSTRAINTS

Kosovo has four main advantages that can be used to improve overalultagric
competitiveness. First, Kosovo is close to regional markets anButapean Union (EU)—at
most a 1- to 2-day delivery time away from all major terinmarkets in Europe. In addition,
Kosovo has significant opportunities to improve productivity—it curreathg behind European
benchmark countries in cropping intensity (0.9), yield per hectare (8Q)export value per
harvested hectare Z5). Another competitive advantage is that Kosovo receives sigmific
donor support for the agriculture sector totalih—18 million per year that is dedicated to
programs for more than 20 crops in every area of the country. Wi&ittiee coordination, this
funding can be a major driver for improvements in agriculturaeelanfrastructure, input
quality, productivity, crop diversity, quality and export promotion. Finadosovo’s natural

2 “Determinants of the Fallowing Decision in Kosovadldhannes Sauer, Sophia Davidova, Laure Latruttisics Office of
Kosovo

A representative basket of products was ghedufor this calculation: wheat, rye, barley, oatgize, potato
starch/potatoes, tomatoes, eggplants, pepper, &itgg; mushroom, cucumbers, melons, cabbageschpiteeks, onions,
garlic, beans, apples, pears, plums, apricots, peaccherries, chestnuts, strawberries, raspberdaes blackberries.
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environment supports diversification, given reasonably abundant watercesoarcontinental
climate, good soil, and the seasonality advantages of a growingnseapporting harvest
approximately 30 days earlier than in northern Europe.

Despite these advantages, Kosovo faces significant challengesoasidaimts of which we
identified six for further analysis: 1) the untapped potentiginodll farmers, 2) lack of demand-
driven focus, 3) infrastructure capacity issues, 4) transportatgadwintages, 5) inadequate
agriculture regulations, and 6) trade access issues.

Beginning with theuntapped potential of small farmersmall farmer coordination is nascent.
Functioning associations, such as Perdrini and Anadrini, are a mjraord only 9.6 percent of
these associations (13 total) in Kosovo are considered active. féldivef public sector or
public—private partnership (PPP) model for extension servicese&iso, there is a significant
gap in the range of financial products targeted to smallholtteners because of the lack of
smallholder farmer collateral, smallholder farmer distanoenfbanking networks, and limited
knowledge within the banking and commercial sector about agriculture producers in Kosovo.

Contributing to thdack of demand-driven focuss the lack of market intelligence, including a
poor understanding of wholesale pricing, and a dependence on foreigmetssfor key value
chain activities. Additionally, export promotion is fragmented and natsied on key markets
and crops.

Importantinfrastructure capacity issuesnclude incomplete coverage of irrigation networks—
only 7,000 hectares are irrigated out of an 82,000 hectare capaciigrderscale irrigation
systems. Currently, no system is operating on a finansallyainable basis, and the use of flat
rate pricing does not cover costs or system maintenance. Anofifestriucture capacity issue is
that the quality and area of greenhouses need improvement in ordetenal éxe growing
season.

Transportation disadvantagesxist in land and land-sea routes that make transportation from
Kosovo to Western Europe 9-17 percent more costly than for regional ttimmgppePresently,
there are no air cargo freighters dedicated to perishableacaadriculture exporters with air
delivery experience. Furthermore, there are gaps in the cold chdnedbr chilled, and frozen
products.

Inadequate agriculture regulationstem from a lack of government food safety infrastructure
and poor coordination among the Ministry of Agriculture, Forestry, and| Raaelopment
(MAFRD), Ministry of Health (MoH), and the Office of the Prirdinister (OPM), resulting in
overlapping functions. Poor regulation exists for basic inputs suckeed, fertilizer, and
pesticide, and there is a lack of environmental regulation to pratabte land, quality, and
availability of natural resources.

Trade access issugsuch as a lack of organizational trade capacity, lead torcenfient
challenges with Central European Free Trade Agreement (CE&TAREU Generalized System
of Preferences (GSP). Another issue is that meat and daigyrseare vulnerable to subsidized
imports from regional competitors, especially Croatia and Slovémiaddition, the lack of
recognition of Kosovo’s sovereignty results in transit and trad&igcgons, especially with
Serbia, as well as recognition-related risks with 12 other trading partne

EXECUTIVE SUMMARY 4
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C. INTERNATIONAL BEST PRACTICES ASSESSMENT

Based on the constraints analysis, we conducted a best practices assisgtantify countries

that had successfully implemented solutions to address challenges and cerstralizut to

those faced by Kosovo. To identify relevant benchmark countries, we applied a combination of
guantitative and qualitative criteria, including agricultural productivityicagural export value
growth, seasonality, overlapping target markets, best-in-class countdege@graphic
characteristics. The primary benchmark countries selected and andbyzgth& six constraint
areas included Macedonia, Serbia, Morocco, Italy, Spain, Kenya, SlovakiaragidWghen
applicable, the assessment also considered other countries.

The assessment revealed that benchmark countries employed severait aifegheds to
leverage small farmer potentiaFor example, cooperatives of smallholder farmers can help
improve market competition and create economies of scale. Public extension procgmnams
provide large-scale training while PPPs can ensure targeted supportynAisigtpurchase
order financing, crop insurance, and microfinance systems help increasesfaaccess to
finance, while land consolidation can facilitate competitive agricultucaymtion arrangements
by enabling farmers to have farms composed of fewer parcels.

Tactics toencourage demand-driven strategigelude production tailored to buyer preferences,
contract farming, and additional safety codes of practices. In additioathefferomotion

methods involve marketing based on product type and pre-positioning of commodities at food
fairs. To achieve optimal pricing, three possible methods exist: align with tnheskablish niche
products, or develop franchised quality products.

To address infrastructure capacity issuasniversities, governments, or PPPs can provide
extension programs for irrigation and can explore innovative micro-irrigacmiques that
increase productivity by more than 50 percent. Similarly, donor funding, tax credits, |
programs, and income support can facilitate greenhouse expansion.

To improve the transportation networkenchmark countries revealed how prioritization
models can decrease the cost of building land routes while cost-effective meticbdss svater
transport, can help to minimize border crossing obstacles by providing additianalets to
reach destination markets. Air freight is also an option for developing $tratagkets for
commodities in specified countries.

Having nationally and internationally recognized private quality controlrédbries is critical to
ensuring safety and quality and improving oveaglliculture regulations In addition, since
food safety compliance can cost almost 70-percent less for farmer groupsrtimatividual
small farmers, steps to improve compliance should engage farmer groups.

Kosovo carnincrease trade accesmd trade facilitation through multi-pronged capacity building,
interventions at national and regional levels, political will, and proper executiohesftcade
agreements. Exercising trade agreement resolutions are effectigpamaeng to subsidies.
Methods to increase sovereignty recognition include transit, corridor devatopmarmonized
documents, and automated customs procedures.

EXECUTIVE SUMMARY 5



/mﬁ“
KOSOVOAGRICULTURAL OPPORTUNITIESSTRATEGY %\/f’ USAID | KOSOvo

[ll. RECOMMENDATIONS TO IMPROVE KOSOVO'S AGRICULTUR E
SECTOR

The recommendations of the AgStrat analysis are organized into three estegmdmmended
diversified crop mix for Kosovo, initiatives and action plan for implementation, andingac
Kosovo’s overall potential.

A. REcCOMMENDED DIVERSIFIED CROP MIX FOR KOSOVO

The team developed a model thatFigure 7: Process for Identifying Kosovo’s Diversiied Crop Base
followed a seven-step process tc

. . . - . (4]
identify the diversified crop mix . o Economic -
. easibili
(F]g ure 7) | n th e f| rst Step, We Universe of Ag  Natural Resource Productlon ¢ Value Chain Final Crop
- Commodltles Feasibility Value Constraints Ranking
defined the  “universe H
agriculture commodities” as aII

possible crops in the horticulture, f% _Q*

Economlc

cereal, oil crops/ nuts, and 167 105 Top 50 Attractiveness  Top 20 Top 10

. . . Commodities Commodities Commodmes Commodltles Commodmes
spices/stimulants categories. Then
we determined what type of m
climate zones exist in Kosovo by
analyzing six natural and manmade factors: temperature, radiation, soil type, precipitation,
altitude, and irrigation (Figure 8). Analyzing these factors alaee that Kosovo has three
primary climate zones: Dukadjini with 60,750 hectares considered fagofabl74 crops,
Kosovo Plains with 111,898 hectares considered favorable for 45 crops, and Mousmt&reas
with 54,258 hectares considered favorable for 14 crops. Given the natumalrcees
characteristics of each climate zone, a total of 105 crops can feastyigvire in Kosovo.

Figure 8: Climate Zone Determination Factors In step 3, we determined the production
TEMPERATURE SOLAR RADIATION SOILTYPE value per hectare for all remaining
- | & | crops and selected the top 50 crops
with the highest production value. For
economic feasibility (step 4) and
economic attractiveness (step 5), the
Booz Allen team selected the top 20
crops that had the highest overall
weighted ranking for all six
dimensions: 1) high demand in target
markets, 2) high value per weight, 3)
lack of significant scale economies, 4)
labor intensivity, 5) import
substitution, and 6) potential for
downstream processing. In step 6, the team ranked the remaining 2@aropting to required
investment, ease to produce, and ease of market access. Thieddhediinal top 10 strategic
export crop categories: bulbs, lettuce/chicory, asparagus, appkdsle grapes,
cucumbers/gherkins, currants/gooseberries, saffron, cranberries/bgband kiwi (Figure 9).

PRECIPITATION

EXECUTIVE SUMMARY 6
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For the top 10 crops, we created
“Go To Market Snapshots” that
outline critical supply, demand,
i i EEEE EEEN
mfrast_ructure, _and_ variety EEEE BEEE
selection considerations and

Figure 9: Selection of 10 Strategic Crops in Diveied Crop Mix

HORTICULTURE (94 CROPS)

(1] \ (6]
Bulbs (flower) Cucumbers/ ‘

gherkins

) i

. . . . CEREAL (19 CROPS) -
rovide insight into  the Lettuce/chicory @ e D
P y d EEEE EEEN gocseh
competitive landscape. For BEEE EEEE

o () Sy

Asparagus Saffron /*

" @|:

Apples Cranberries/ *
PP bilberries 3

o [10)

Table grape ’ Kiwi fruit @‘,"

supply, for example, the teamERE e ererre o)
examined which countries were pmEE EEEE
the largest suppliers of selectec  MEEE EEEE
CI’Op Varieties, Whether or not SPICES, STIMULANTS (22 CROPS)
i HEEEE EEEE
f[hese _ suppliers ha_d bee_r EEEE BEEE
increasing or decreasing their
guantity exported, relevant supplier trends such as over-supply ofispetieties, and new
technologies affecting production.

B. INITIATIVES AND ACTION PLAN FOR | MPLEMENTATION

The team identified 21 initiatives that are
needed to develop the diversified crop mix

and to address Kosovo's constraints in th ;:n.:od e ;t’;‘::: L2,

agriculture sector (Figure 10). These | il mecodbomeidcing du
initiatives are wholly consistent with the edw
Agriculture and Rural Development Plan Ezech;g;:;mf;;f,gg:w

developed by MAFRD (Figure 11). The first § | EEiiiil sl i

initiative is a crop diversification initiative -g’{,’;‘g;i;,jmf}jegjé};’;;a;a«?aggs;‘i,‘;g?iwif;g:i’;
designed to increase the value and diversi —— [
of Kosovo’s agricultural output. It is a cross- &Ggﬁ:g:: ?:Iapbﬁ;:;(;g:j:rlr:‘i/:::g::cl::atﬁ‘:nﬁS.)I:‘:re\el::ea’;‘aallr‘\‘;?:‘;s?i’c‘lz?;r‘:inlnputmlsuse

cutting 5-year initiative that builds on and m
v - Develop and execute interim response to subsidies in neighboring countries

incorporates initiatives along the other si

dimensions.

Figure 12 shows a breakdown of the objectives for the crop divetsifidaitiative over a five-
year period. For the first year, the main activities involve rooimcating the high priority crops
to farmers and agribusiness owners to identify champions for speotfps; developing test
plots for priority crops; beginning extension services; providing-sioate grants, insurance, and
loans for producers of new crops; and visiting fairs to developiaeitips and market
intelligence. There will be a focus on improving yields and volumegigh priority crops
already grown in small quantities in Kosovo such as gherkins, table grapes, amg. chic

Figure 10: Overview of Proposed Initiatives

e ve diversity

Crop Diversification Initiative @

The second year of the crop diversification initiative will foomsexpanding year one activities
to include more farmers; developing the capacity of crop-spaembperatives and associations;
completing crop-specific value chains for storage, packing, rheland transportation;
designing and implementing marketing programs in Kosovo and gettaxport markets; and
making test shipments to buyers. At the end of the second yeals gietl values in targeted
crops will continue to increase, and the first shipments of the Imgh-value crops will be sent
to domestic and export buyers.

EXECUTIVE SUMMARY 7
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In year three, the initiative will continue
Figure 11: Mapping of AgStrat Initiatives to MAFRD  activities from years one and two, focus on
Agriculture and Rural Development Plan services to ensure that a broad base of small
farmers are participating and successful,
develop market linkages, and provide
technical support for domestic and export
sales of new, high-value crops. The
conclusion of year three will mark significant
sales volumes of new high-value crops. In
years four and five, the initiative will shift
financial support from grants to sustainable
forms of loans and insurance and will focus
support on multi-annual crops that are
reaching maturity (e.qg., kiwi).

Recommended initiatives can be
implemented using either minimal resources
to achieve quick wins, or full resources
required to achieve maximum benefits and
results. For example, a quick win for the crop
diversification initiative could be to ramp up
production of high-value crops already grown
in Kosovo and address value chain gaps. By

assigning full resources, this initiative could Figure 12: Initiatives to Increase the Value and

develop production, sales, and exports of Diversity of Agricultural Output

significant volumes of high-value crops,

realizing efficiency gains throughout the entire

value chain. For details on the other initiatives,

refer to the full report.

C. REACHING K0OsovO' SOVERALL
POTENTIAL

To measure the impact that can be achieved from the inisatwe developed two different
approaches. The first is a top-down approach th
compares Kosovo’s agriculture performance with tha
of selected regional and best practice benchmark

countries along agriculture metrics, such as

production, exports, full-time employment, and yield.

This allowed the team to identify target countries

whose current agriculture performance will serve to

project Kosovo’s agriculture performance in 5 and 10

years. Using Macedonia and Slovenia as proxies for

5-year and 10-year goals, respectively, Kosovo has

the potential to increase production b§98M, create

151,000 more jobs, and augment exportsT8.2M by 2020 (Figure 13).

igure 13: Impact to Kosovo's Agriculture
Sector: Five and Ten Year Projections

EXECUTIVE SUMMARY 8
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Figure 14: Cost Breakdown
for Recommendation Areas
(Percentage of Total)

The second approach is a bottom-up approach that calculates the
monetized value and return on investment (ROI) for each
recommended initiative. The total cost for all initiatives42.8M

over 5 years (Figure 14) or an annualized cosB@M. If Kosovo
continued to receive the current annual donor funding of
approximately 15-18M, approximately 52 percent would cover all
21 initiatives in the Agriculture Strategy (Figure 15). The total
projected value of all 21 initiatives reachezb9M, resulting in a
conservative ROI of 6.06 (Figure 16). The ROI assumptions are
conservative because the calculation is based on one iteration for
the total costs over 5 years, and the value created from production
is based only on figures for fruits, vegetables, and cereals.

Figure 15: AgStrat Figure 16: Return on
. . Implementation Costs vs. Investment of New
In conclusion, the program outlines a clear current Annualized Initiatives (Euros)

path for the Government of Kosovo and Donor Spending on
supporting donors to help Kosovo reach its Agriculture (Euros)
potential as an agricultural producer. The
driving force is the need to diversify the
crop mix and give farmers more profitable

uses for their land.
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