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Introduction

The difficulty of raising capital for the agri-food sector
in sub-Saharan Africa has created an opportunity for
private equity investor, who are in a position to invest
profitably and knowledgeably in one of the world's
highest-potential regions.

Global Demand

The FAO forecasts that global demand for agricultural
products will increase by 50 percent between 2015
and 2050, driven by population growth, rising
incomes and accelerating urbanisation. However,
agricultural production is constrained by a limited
supply of land resources and a primary production
sector that is reaching peak capacity in many
agricultural regions.

The agricultural sector in Africa has the natural
resources needed to meet this shortfall. Sub-Saharan
Africa has almost 50 percent of the world’s
uncultivated arable land; vast pools of untapped
water resources; and a large, growing and under-
utilised agri-labour force.

Access to Capital

In “The Mystery of Capital’, economist Hernando De
Soto Polar proposed that the inability of people in
low-income countries to access capital is the main
constraint on economic development. The reason
they can’t access capital, according to De Soto Polar,
is the lack of a simple, unified legal property system,
which would allow people to leverage their assets,
thereby gaining access to capital, which would drive
productivity and create wealth.

The agri-food sector in Sub-Saharan Africa seems to
bear out this theory. Primary production is dominated
by smallholders, who lack clear title to their land. The
wider agribusiness sector is largely comprised of
micro, small and medium enterprises, who also find it
difficult to access the financial resources which would
allow them to exploit local and international demand.

As a result, the agri-food value chain is under-
developed by international standards, with little value-
add in the sector, either through processing,
manufacturing, distribution or marketing. Primary
production dominates the industry, accounting for 72
percent of the agri-food contribution to GDP. This is in
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* Private equity investors can seize opportunity
presented by the difficulty of raising capital in sub-
Saharan Africa

* Global demand for agriculture produce will increase
by 50 per cent by 2050, but limitations at the
moment mean that demand would not be met

* The agricultural sector in Africa has the
natural resources needed to meet this shortfall,
possessing almost 50 percent of the
world’s uncultivated arable land; vast pools of
untapped water resources; and a large, growing
and underutilised agri-labour force.

* The big reason for developing country difficulty in
this area is down to lack of a simple, unified legal
property system, which would allow people to
leverage their assets, and gain access to capital,
which drive productivity and create wealth.

* Theissue means Sub-Saharan Africa has the lowest
crop yields in the world with per hectare yields
between 46 percent and 80 percent below potential
and suffers from low rates of productivity

* Private equity investors seeking to benefit from
the potential of the region should focus on
identifying long-term sustainable investments and
should commit to industry best practices and
the development of management capabilities.
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stark contrast to the US agri-food sector, where
value-add makes a contribution thirteen times greater
than primary production.

Productivity Gap

The region has the lowest crop yields in the world
with per hectare yields between 46 percent and 80
percent below potential and suffers from low rates of
productivity

Although the value of agricultural output has been
growing at a CAGR of 12% since 2000, this reflects
an increase in resources expansion — as more land is
put into production - rather than an increase in
productivity on existing land. The region has the
lowest crop yields in the world - with per-hectare
yields between 46 percent and 80 percent below
potential - and suffers from low rates of agri-labour
productivity.

Although investment in modern techniques and
technologies could increase agri-labour and land
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productivity, sector participants find it difficult to
access financial resources. While agricultural
production accounts for 25 percent the region’s GDP,
the share of commercial lending to the sector
languishes in the single digits.

Investment Opportunity

While the broader agribusiness sector receives a
relatively higher proportion of commercial lending, it
also faces significant credit constraints. Traditional
lenders tend to avoid the sector due to high
transaction costs; a shortage of usable assets in
primary production; the lag times between investment
needs and expected revenues; and the high number
of inherent business risks involved.

This combination of circumstances creates an
opportunity which the private equity sector is able to
fill, with its blend of finance and expertise. Private
equity is a relatively new funding mechanism in
Africa, but Future Agricultures estimate that
agriculture-focused funds raised 18% of the US$32
billion total raised over the period 2002 to 2011.
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Overall general private equity investment has grown
rapidly since 2009, delivering above-average returns.
The twelve months of 2014 were a record year for
private equity investment in Sub-Saharan Africa, with
a total of US$4.4 billion raised and US$2.1 billion
investedin the region.

Private equity can be characterised as “patient
capital,” a source of investment that has an ability to
wait out commodity volatility.

Private equity sources can also provide significant
sector expertise, maximising individual company
performance through active involvement at
operational level.

Private equity investors seeking to benefit from the
potential of the region should focus on identifying
long-term sustainable investments and should
commit to industry best practices and the
development of management capabilities. Local
knowledge and the ability to tailor financing and
management solutions to the practicalities of the
region are also essential drivers of success in the
region.

Figure 1: Total private Equity Fundraising and Investmentin Sub-Saharan

Africa 2009-2014
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Conclusion

Global demand for agriculture produce will increase by
50 per cent by 2050, but limitations mean that demand
would not be met. The sector in Africa has
the natural resources needed to meet this shortfall. The
region is being held back due to lack of a simple, unified
legal property system, which would allow people
to leverage their assets, and gain access to
capital, which drive productivity and
create wealth. Private investors seeking to benefit
from the region's potential should focus on long-term
sustainable investments and commit to industry best
practices and development of management
capabilities.
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Disclaimer

The information in this article is intended to give information in general nature, great efforts has been exerted to
ensure the accuracy of this data at the time the article was written Farrelly & Mitchell Business Consultants Ltd.
andits Branch offices or affiliates does not provide any implicit or explicit guarantees on the validity, timing or
completeness of any data orinformation in this article. Also we assume no responsibility on the appropriateness
of the data and information for suiting any particular purpose or reliability in trading or investing.

Please note: Unless provided otherwise and in writing from us, all information contained in this article,
including logo, pictures and drawings, are considered property of Farrelly & Mitchell Business Consultants Ltd
and or its branch offices or affiliates.
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