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ong Rwanda’s leading export and chief source of
foreign income, coffee has played a pivotal role in
the nation’s economic development. Even today it
accounts for 50 percent of Rwanda’s export income
and employs some 500,000 families.

Historically this industry has been highly regulated and politi-
cized, but in the decade since Rwanda’s disastrous genocide,
the government has promoted coffee industry liberalization
as ameans of alleviating the country’s poverty and addressing
fiscal crises. The results have been promising: entrepreneur-
ship is flourishing, international trade volume is increasing,
human capital is developing, income and employment are
increasing, and most surprisingly, grass-roots reconciliation
is taking place.

CHANGES FOR THE BEST

FROM COLONIZATION IN the 19th century to the 1994 geno-
cide, Rwanda’s rulers have controlled and exploited the coffee
industry for their political and fiscal gain. Laws and regula-
tion forced Rwandans to grow coffee and exploited farmers
by creating a government monopoly that bought the country’s
entire coffee crop at well below market value.

After the genocide, the new government liberalized the cof-
fee industry, allowing farmers to voluntarily contract with
any buyer and join together in co-ops to share expenses and
resources.! Rwandans are no longer required to grow coffee,
but many voluntarily choose to, as they can now sell their beans
to international buyers at prevailing world market prices. Asa
result, Rwandans are profiting from coffee production.

MERCATUS CENTER AT GEORGE MASON UNIVERSITY



Although driven by homegrown entrepreneurs, the revitaliza-
tion of Rwanda’s coffee industry has been facilitated by many
international organizations. For example, USAID funded
coffee-related projects such as the Partnership for Enhancing
Agriculture through Linkages (PEARL), which helps Rwan-
da’s poorest coffee growers adopt more effective production
and marketing practices.?

“Coffee market liberalization
provides opportunities for
Rwandan entrepreneurs to

invest in and create wealth

within their own country.”

THE SUCCESS OF LIBERALIZATION:
THE RISE OF SPECIALTY COFFEE

SINCE 1999, RWANDANS have successfully focused on produc-
ing high quality, specialty coffee.?* Rwanda possesses unique
natural resources that enable some farmers to grow very high
quality coffee of the bourbon variety. Under the highly regulat-
ed conditions of the past, farmers had few incentives to invest
in producing a high-quality bean because the price paid for
coffee was the same regardless of quality. In the newly liber-
alized economic environment, entrepreneurs recognize that
they can put these environmental factors to good use and pro-
duce specialty coffees, which command much higher prices.

While the commodity price of coffee is less than a dollar per
kilo, the price of specialty coffee is, at a minimum, twice as
much. In September 2007, importers paid US$55.00 per kilo
for the best Rwandan coffee.*

BENEFITS OF LIBERALIZATION

Rising Incomes

RWANDA’S DEPOLITICIZED AND deregulated coffee indus-
try is helping producers earn much higher incomes. A 2006
USAID report claims that 50,000 households have seen their
incomes from coffee production double, and approximately

A LESSON IN ECONOMIC INCENTIVES

Successive Rwandan governments imposed strict controls on
coffee farmers, giving them little reason to maximize the value
of their crops. A government-run monopoly “export control
board" determined the prices farmers received for their coffee.
Since this government agency was the only legal purchaser of
domestically produced Rwandan coffee beans, it paid farmers
the same prices per kilo no matter how hard they worked to
improve the quality of coffee. The results were predictable:
farmers had no incentive to invest time and effort in their crop,
so Rwandan coffee was of only marginal quality.

Now that market competition exists in nearly all aspects of
Rwanda's coffee industry, farmers—not government officials—
are rewarded for the time and effort they put into their crops.
Rwandan farmers now negotiate directly with international
wholesalers and sell their coffee on the world market, where
high-quality coffee commands premium prices. Because they
benefit directly from their efforts, farmers are willing to train,
work hard, and invest in capital to improve their products: the
better the coffee the farmers produce, the higher their income.

This connection between effort and reward has given Rwandan
farmers an incentive to work together. In order to maximize
their profits, Rwandan farmers are forming cooperatives to
take advantage of economies of scale. Through this process,
farmers can maintain high standards of quality while keeping
costs down. Increased profits can be reinvested in farming
supplies and equipment, lent to other enterprises, or used to
support growing families. Additionally, increasing commer-
cial exchange is bringing Hutus and Tutsis together for mutual
benefit, allowing grassroots reconciliation to heal the wounds
of the genocide.

2,000 jobs have been created at coffee washing stations.”®
Though growth in worldwide coffee consumption remains
modest, the consumption of high-quality specialty coffee is
rising by 20 percent a year, which should favor Rwandan cof-
fee farmers.*

New Skills and Opportunities

IN THE PROCESS of producing specialty coffee, farmers learn
how to market their goods, negotiate contracts, navigate cer-
tification processes for fair-trade or rainforest-safe branding,
and manage their cooperatives. Many of these skills are trans-
ferable to other economic sectors.

Opportunities for Entrepreneurs

COFFEE MARKET LIBERALIZATION provides opportunities for
Rwandan entrepreneurs to invest in and create wealth within
their own country. As demand for specialty coffee increases,
opportunities for new firms and projects follow. For exam-
ple, the country’s first coffee house recently opened in Kigali.
Additionally, profits from successful enterprise will provide
the capital for entrepreneurs to bet on future endeavors.
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BARRIERS AND SOLUTIONS

Doing Business in Rwanda

THE WORLD BANK’S 2008 Doing Business survey ranks Rwan-
da150 out of178 nations for ease of doing business.” To improve
this ranking, Rwanda’s government should increase protec-
tion for foreign investors by making contract enforcement
more accessible and predictable, and reducing costly import
and export barriers. Other beneficial reforms would include
lowering licensing costs, reducing the cost of firing workers,
reducing the cost of registering property, and simplifying the
process for obtaining credit. Above all, the government should
reduce or eliminate the 4 percent export tax on coffee, which
funds the government coffee regulator (see below).

The Role of OCIR-Café

MANY RWANDANS IN the coffee industry feel the greatest bar-
rier to their prosperity is the government coffee regulator,
OCIR-Café.! OCIR-Café reports to the minister of commerce
and is responsible for “elaborating policies and strategies for
the coffee sector,” establishing “quality norms and classifica-
tion systems,” and “deliver[ing] origin certificates.” Of late,
the agency has also taken on the role of official “brander” of
Rwandan coffee. To fund these, and other services, OCIR-
Café charges a 4 percent export tax on coffee.

It is in no way clear that the specialty coffee industry needs
a regulatory agency to provide these services. Private-sector
organizations can handle many of these functions, including
conducting trade missions and creating linkages between pro-
ducers and buyers.”® Allowing private actors, including inter-
national buyers, to compete for the provision of these services
encourages the development of best practices and promotes
cost effectiveness.

Land Policy

For MUCH OF Rwanda’s history, the state has legally owned
most of the country’s land, stunting the development of pri-
vate land markets and often leading to conflict. This owner-
ship structure changed in 2003 and 2005, when the Rwandan
Parliament approved laws which, for the first time, provided
for widespread individual property rights."

While amore open land market is desirable, these laws contain
a number of dangerous provisions that could damage efforts
to promote sustainable entrepreneurship. For example, one
clause allows the government to bar people who own less than
one hectare from registering their property.”? This could prove
disastrous for the numerous smallholder farmers throughout
the country, as most of the country’s farmers might not be
able to register their familial land. Another clause states that
“subsistence farmers can have their land confiscated should
they fail to exploit it diligently and efficiently (Articles 62-
65).”%% A lack of case law or statutory definitions under which
this provision could be triggered, leave the door open for local

politicians to extract bribes and other favors through threats
of repossessing strategic properties. Women are also dispro-
portionately affected by the new laws, which only recognize
legal weddings—rather than the more common informal
ones—impacting women’s ability to inherit land.

Allowing individuals to freely use and voluntarily trade their
rights in land would better encourage the consolidation of land
under fair, voluntary, and economically efficient conditions.

“Many Rwandans in the
coffee industry feel the greatest
barrier to their prosperity is the

government coffee regulator,
OCIR-Café.

Transport Costs

Addressing the problems of poor infrastructure is essential
to continued economic growth." This is especially true for
specialty coffee producers who must deliver their product to
washing stations within eight hours of picking. For the ben-
efit of all commercial activity in Rwanda, the government
should implement policies to reduce transport costs. This
might involve allowing the private sector or coffee co-ops to
build and maintain roads. Savings related to lower transport
costs would allow farmers to invest in productivity-enhancing
improvements, hire more labor, purchase foodstuffs, or buy
materials to improve their homes.
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