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Processed vs. unprocessed exports
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Presenter
Presentation Notes
Cashew nuts are Tanzania’s most important export crop, after tobacco, coffee and cotton, accounting for an average of ten percent of total agricultural exports. Over the past decade, an average of 90 percent of total cashew nut production was exported, while only ten percent was used for domestic consumption. As shown in Figure 2, Tanzania exports almost all of its cashew nuts unprocessed. The ratio of processed (shelled) to unprocessed (with shell) exports was highest between 2005/06 and 2009/10, peaking at 8%, but has since declined to around 1%.
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Presenter
Presentation Notes
More than 80 percent of Tanzania’s cashew nut exports are sent to India, where they are shelled for export or used in other food products. India is the world’s main processor of cashew nuts, with a competitive processing industry and a policy environment that fosters imports of raw cashew nuts through the provision of import subsidies, while protecting its domestic market for processed cashew nuts by imposing an import tariff and value added tax. Given that harvesting in Tanzania takes place six months earlier than harvesting in India, the demand for raw cashew nuts is quite high, as Indian processors are ready to purchase inputs to keep their operations running throughout the year.
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an international comparlson

Difficult for processors to obtain loans that allow
them to acquire inputs

Skilled workers are not sufficiently available and
throughout the year

e Most processors suffer from the high cost of energy,
lack of technological and managerial capacity and
frequent power and water cuts

e Hygenic standards due to manual processing poses a/
serious challenge

e The potential of efficiently producing and marketing
by-products has yet to be exploited
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Cashew nut marketing under =72
a liberalized system

e The marketing system was liberalized in

y 1991, allowing farmers to sell to any buyer

e Cashew nuts were primarily sold via primary
societies, who acted as agents for private
buyers

e Exporters/buyers kept farm gate prices by
delaying purchasing from farmers

e Attracted a large number of intermediaries,
leading to higher marketing costs



Presenter
Presentation Notes
Marketing cashew nuts in Tanzania has undergone significant changes in recent years. In 1991, the system was liberalized, allowing farmers to sell to any buyer. Cashew nuts were primarily sold via primary societies, who acted as agents for private buyers. Under this system, competition was modest, but exporters/buyers managed to keep farm gate prices low despite an indicative farm gate price announced by the Cashewnut Board of Tanzania (CBT). Sometimes traders and buyers agreed to intentionally delay purchasing cashew nuts, causing farmers to panic and accept any price. The system attracted a large number of intermediaries, which led to higher marketing and transaction costs that further reduced farm gate prices.
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Warehouse Receipt System (WRS)

e Established in 2005, the WRS involved three
major changes to the marketing system:

1. Farmers were required to sell their cashew
production to primary societies and AMCOS,
which obtain credit from cooperative unions

2. Cashew nuts were used as collateral for the
loans, which are further secured by
government guarantees

3. All cashew nuts had to be sold via blind
auction markets managed by the CB'T


Presenter
Presentation Notes
In 2005, the Warehouse Receipts Act was adopted to increase farmers’ access to credit and investment. Under this Act, a Warehouse Receipt System (WRS) was piloted in Mtwara in 2007 and subsequently implemented across the entire sector in 2009. Warehouse receipts are common tools often used within a liberalized marketing system. However, implementation of the WRS involved three major changes to Tanzania’s liberalized marketing system for cashew nuts:
1. Farmers were required to sell their cashew production to primary societies and Agricultural Marketing Cooperative Societies (AMCOS), which obtain credit from cooperative unions. The cooperative unions operate as brokers without taking ownership of the cashew nuts and provide access to loans from commercial banks. 
2. Cashew nuts were used as collateral for the loans, which are further secured by government guarantees. 
3. All cashew nuts had to be sold via blind auction markets managed by the CBT.
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Presenter
Presentation Notes
Under the WRS, producers must provide estimates of their expected harvest to their primary society or AMCOS. These estimates are then used to apply for loans to market the cashew nuts. Before the marketing season each year, the CBT and sector stakeholders convene to agree on and set an indicative price, which serves as a minimum price for cashew nuts. The indicative price determines the total value of the loans requested. The government then issues guarantees to the banks providing the loans. Guarantees are administered through cooperative unions, which set loan limits for borrowers.
 
During harvest season, primary societies and AMCOS consign the cashew nuts to designated warehouses for auctioning. Warehouse operators report on the weight, grade, kernel outturn and moisture content of the cashew nut lots to cooperative unions on a weekly basis. Lots from the various primary societies and AMCOS are stored separately and are advertised in a sales catalogue for potential buyers. Interested buyers submit bids in a closed tender box located at the union offices. The bidding process is overseen by a committee of a maximum of 14 representatives from various institutions such as the CBT (chair of the committee), the warehouse licensing board, commercial banks, cooperative unions and cooperative societies. 
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Value chain governance and
power dynamics

e Market power is concentrated among a few main
buyers in India, opening opportunities for fixed
prices

e Cashew processors must now compete at auction
with exporters, who have a much faster return on
investment and better access to credit

e The auction system is not transparent, as the pric
at which lots were sold and the winning bidders
are not published



Presenter
Presentation Notes
Prior to the WRS, exporters/buyers enjoyed significant market power over farm gate prices. Although the WRS has corrected this problem, significant market power is still concentrated among a few main buyers in India that purchase raw cashew nuts from various exporters. The lack of diversification in Tanzania’s cashew export market increases the risk for collusion and fixed prices.
 
Cashew processors in Tanzania are currently in a weaker position than exporters given their difficulties to finance and access raw materials. Before the WRS was introduced, processors could purchase inputs directly from farmers and maximize profits by paying farmers a lower price. However, under the new marketing system, they must compete at auction with exporters who have a much faster return on investment.
 
This unequal distribution of power between value chain actors is compounded by the fact that the auction system is not transparent. The prices at which lots were sold and the winning bidders are not officially published at the end of the buying season. Furthermore, there are reports that buyers have been permitted to change their bid during the auction, which is supposed to be conducted by sealed bid.
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Value chain governance and
power dynamics (continued)

' o The value chain is characterized by a “market-based”
type of governance, with loose relationships between
actors

— Buyers and suppliers generally do not exchange
information (e.g. on quality)

— No sustainable contractual relationships between
processors and farmers / cooperative societies

e Governance of the chain under the WRS is often
considered cumbersome, bureaucratic and costly to
producers


Presenter
Presentation Notes
The cashew nut value chain is characterized by a “market-based” type of governance, with loose relationships between actors that are largely determined by supply and demand in the market and the price at which the cashew nuts are sold at auction. Buyers and suppliers generally do not exchange information to ensure that quality specifications are met, and there have been no sustainable contractual relationships between producers, cooperative societies and cooperative unions on one side and processors on the other side.
 
Although the WRS has eliminated most intermediaries that existed under the liberalized marketing system by linking farmers to buyers via cooperative societies, governance of the chain, including the range of players, procedures and tax structure, is often considered cumbersome, bureaucratic and costly to producers. Thus, in this regard, it does not appear to be an improvement over previous system.
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Presenter
Presentation Notes
In recent years, slow growth in demand for cashew kernels in traditional markets of Europe and North America has been offset by rapid growth in developing markets of Asia, primarily in India and China, and the Middle East. On average, global demand for cashew kernels has increased at an annual growth rate of 7%. If demand continues to grow at this rate over the next five years, as expected, it is estimated that global production will need to increase at 9% per annum to avoid a spike in prices.
 
Growth in global cashew production has slowed in recent years, with increases in Africa being offset by falling production in major cashew-producing countries such as Vietnam, Brazil and India. If this trend persists, global production may not keep pace with global demand, resulting in a supply shortfall. It is expected that this emerging shortfall will most likely to be met through increased production in African countries. Within this context, export opportunities for both raw and processed cashew nuts are increasing, though Tanzania will need to compete with other major cashew producers, such as Cote D’Ivoire, Ginea Bissau, Nigeria and Mozambique, for market share. 
 
Despite this promising outlook, Tanzania’s producers still are not capitalizing on opportunities for value addition even after the government followed through with its commitment to remove the export tax on processed cashew nuts in 2004/05 and gradually raise the tax levied on raw cashew nut exports to encourage in-country processing. In fact, trade trends indicate that the share of shelled cashew nuts in total cashew nut exports has actually declined since the tax was raised from 10 to 15% in 2010 (refer back to slide 2).
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Yy Processing value opportunity
4

2008-2012 Tonnes Value
Exports of Cashew Nuts with Shell IR BHE® US$ 573,915,000

Kernels Equivalent 128,169 US$ 1,059,043,754

Cashew Nut Shell Liquid 115,329 US$ 51,898,050

Cashew Shell 230,659 US$ 14,070,199
Total value 564,700 US$ 1,125,012,003

Total Value Addition lost US$ 551,097,003

Valve addition lost each year US$110,219,401

Source: ANSAF (Fitzpatrick, 2013)


Presenter
Presentation Notes
Current processing establishments have the capacity to add value to only 10% of Tanzania’s cashew nut production. Tanzania’s processing capacity is below that of its neighbors, Mozambique and Kenya, which have lower production levels, but higher processing rates.
 
Due to the cashew nut sector’s backward and forward linkages, increasing value addition would unlock a great deal of untapped potential by increasing domestic revenue, creating jobs and establishing secondary and tertiary industries. This would eventually generate additional market opportunities, wages for factory workers, tax revenue and better prices for farmers.

ANSAF (Fitzpatrick, 2013) estimates that Tanzania loses a staggering US$ 110 million per year from exporting most of its cashew nuts unprocessed. Between 2008 and 2012, these annual losses amounted to a total of US$ 551 million and a corresponding loss of 45,000 potential jobs.
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Revenue from export tax vs. public
expenditure on the cashew sector
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Presentation Notes
Currently, the export tax on raw cashew nuts is the only policy that has been implemented by the government to support the development of Tanzania’s cashew processing industry. In 2005, the 3% export tax on raw cashew nuts was raised to 8.5%, and then to 10% in 2006, and finally to 15% in 2010.

MAFAP results show that the estimated revenue from the export tax far exceeded the amount spent on the cashew nut sector each year, with the expenditure to revenue ratio ranging from 30% in 2006/07 to only 4% in 2012/13. On average, only about 13% of the total revenue generated from the export tax was channeled back into the sector, as compared to the intended 65%.
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Year 2006-2009 2010-2014
Tax Rate 10% 15%
(% of FOB)

Distribution Treasury (35%) Treasury (35%)

(allocations as % of Inputs (55%)

total

tax revenue) Research (10%)

Agrochemical subsidies (35%)
Research (7%)

Marketing and branding (7%)
Administration costs of the CBT (7%)
Cashew Development Trust Fund (7%)
Local Government Authorities (3%)

Source: UNIDO, 2011 and CBT, 2012
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Extension
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Presenter
Presentation Notes
Data is from MAFAP’s agricultural public expenditure analysis. Marketing, training and administrative costs were allocated to CBT. Research and extension were allocated to the Naliendele Cashewnut Research Institute.
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Presentation Notes
This graph compares auction and farm gate prices for raw cashew nuts, as observed in the market, to their distortion-free equivalents. The difference between these two prices, referred to as the price gap, measures the effect of policy and market distortions on price incentives for cooperatives at auction and producers at farm gate. As illustrated, in almost all years analysed, both cooperatives and producers received lower prices than they could have received if distortions were removed. Furthermore, price gaps at both levels appeared to have widened after the WRS was established in 2008.
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Presenter
Presentation Notes
In this graph, the price gaps at auction and farm gate are expressed in relative terms, as a percentage of the distortion-free price. This indicator, referred to as the Nominal Rate of Protection (NRP), measures the extent to which the overall policy environment and performance of the domestic cashew nut market generate price incentives (support) or disincentives (taxes) to cooperatives and producers.
 
As illustrated, the NRP at farm gate was negative in all years, except in 2007, indicating that producers generally faced price disincentives. The market and policy environment depressed farm gate prices by an average of 12% from 2005-2007, 15% from 2008-2010 and 21% from 2011-2014. This trend suggests that disincentives for producers became progressively worse over the decade analysed.
 
Auction markets were introduced in the cashew sector as part of the WRS in 2008. Consequently, the NRP could only be measured at auction level from 2008-2014. During this period, NRPs were negative in most years, indicating that cooperatives generally faced price disincentives; however, disincentives were lower than those observed at farm gate, depressing auction prices by an average of 13% from 2008-2010 and 6% from 2011-2014. Thus, disincentives followed a declining trend, which suggests the situation is improving for cooperatives.
 
The graph also shows the Nominal Rate of Assistance (NRA), which is similar to the NRP, but takes into account additional support to producers resulting from budgetary transfers to the sector. As shown, the NRA at farm gate was nearly equal to the NRP at farm gate, which indicates that public spending on the cashew nut sector was not high enough to significantly improve the level of incentives for producers. 
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Factors driving price disincentives

1. Export tax on raw cashew nuts

2. Auction and pricing system, which may
result in lower prices for farmers

7 auction system 1s not transparent

-  concentration of market power among a few main

buyers in India

3. Value chain inefficiencies
- VAT levied by the Tanzania Port Authority
- District cess

- High profits obtained by intermediaries between
farm gate and auction


Presenter
Presentation Notes
The main factor driving price disincentives both at farm gate and at auction is the export tax on raw cashew nuts. Since the shift towards centralized auctions under the WRS, the burden of the tax has been increasingly transmitted to producers. Additionally, the decision to raise the export tax from 10% to 15% in 2011 has led to higher disincentives for producers.
 
Other important factors contributing to disincentives are structural inefficiencies in the cashew nut value chain, which have depressed farm gate prices by an average of 7%. These inefficiencies include the VAT levied by the Tanzania Port Authority, district cess and high profit margins obtained by intermediaries between the farm gate and warehouses. It is estimated that if these inefficiencies were eliminated from the value chain, farm gate prices would increase by an average of 10%.
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Main message

e Although the international demand for processed
cashew nuts is growing and will continue to grow
in the coming years, Tanzania is not fully
capitalizing on expanding market opportunities

e Evidence shows that the export tax on raw cashew
nuts has not been effective in increasing value
addition and has led to higher price disincentives
for the sector

e Only a marginal share of the total revenue
generated from the tax is channeled back into the
sector, providing almost no support to producers


Presenter
Presentation Notes
Although the international demand for processed cashew nuts is growing and will continue to grow in the coming years, Tanzania is not fully capitalizing on expanding market opportunities. Evidence shows that the export tax on raw cashew nuts has not been effective in increasing value addition and has led to higher price disincentives for the sector. Moreover, only a marginal share of the total revenue generated from the tax is channeled back into the sector, providing almost no support to producers.
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Policy recommendations

~ Reinvest the export tax revenue back into the sector,
specifically to support the development of medium- and large-
scale processing

Encourage private sector investment in processing by
increasing access to financial services for domestic
entrepreneurs and building partnerships with international
entrepreneurs

e Develop a secure supply chain, where processors can establish
direct sourcing relationships with farmers and cooperatives

e Reduce the costs of routing cashew production through the
cooperative unions, as these costs raise auction prices, which
decrease the sector’s competitiveness in the international
market
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Policy recommendations

Diversify export markets and encourage the entry of new
buyers at cashew auctions to increase competition and
potentially improve prices for producers;

Disconnect the WRS from the auction system, so that it
functions as a financing mechanism for farmers who want to
participate and for processors who want to buy in season

e Remove barriers to trade such as local taxes and fees along
the value chain to increase producer prices

e |ncrease transparency of the auction, possibly by establlshmg
a market information system so that farmers and buyers
better understand where and at what price lots are sold
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 To access MAFAP’s report (available in Jan.
2015), visit...

http://www.fao.org/in-action/mafap

e To access ANSAF’s report, visit...

http://www.ansaf.or.tz
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