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Preface

This report was compiled on the basis of international research conducted in Oxford, UK and
interviews conducted in Dar es Salaam and Mtwara Region of Tanzania during the course of August
and September, 2004. The results of data analysis, the conclusions drawn and a summary of
recommendations were presented at a meeting of stakeholders of the cashew industry at the DAI
PESA offices on September 20" where further deliberation contributed to the analysis, validated the
conclusions and confirmed the recommendations.

The consultancy team was assembled by DAI and Abt Associates, Maryland, USA under the USAID-
funded DAI PESA project. It was led by John Fynn, agricultural economist, supported by Anthony
Perez working on the systems and process analysis, and Donald Kamori, economist working on data
and institutions. The study also drew particularly on two previous bodies of work in addition to many
other documents listed in the Annexes: the first by David Williams and Tim Piper of Technoserve in
Tanzania who thoroughly investigated the issues relating to the viability of the cashew industry, and
with processing in particular; and the second by ECI of South Africa which provided a Tanzanian
cashew subsector report in October 2003. Many meetings were also held with stakeholders who
contributed generously of their time and experience to provide insights and detailed data on the state
of the cashew industry, the constraints and the opportunities in its development.

The team would like to express their sincere gratitude to all those who contributed their considerable
expertise and valuable experience to the study, and took pains to ensure that we became fully apprised
of the issues. We sincerely trust that the outcome of this analysis will amply repay their efforts by its
determination of the steps that may be made towards securing a prosperous future for all those
involved in Tanzanian cashew production and processing.

We would also like to express our gratitude to the staff at DAl PESA offices who provided valuable
support, useful advice and hospitality to the team during the course of the study.

The judgements and opinions expressed in this report have been expressed in good faith on the basis
of the Team’s observations in the course of this brief exposure to the industry. No injurious effect on
any party is intended or implied by any statements that may be contained in this report.

John Fynn
Dar es Salaam.
September, 2004.
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Executive Summary

Instigation of the study

This study was commissioned following a USAID funded Cashew Nut Sector Study completed in
October, 2003, and cashew forum in Dar es Salaam in March, 2004, when delegates decided that the
Tanzanian cashew industry should be viewed in the international context in order to highlight the
issues relating to competitiveness. The study immediately reveals that, while competing countries
have managed to apply financial support and tariff or legislative controls to their cashew industries at
various levels, Tanzania has required that the industry be largely self-funding in research and
extension, in improvement of stock, in promotion and regulation, in the maintenance of idle
processing plants, in support of District Councils and a range of local demands that are peripheral or
irrelevant to cashew.

The contrast in the effective tax regime between Tanzania and its competitors has made it more
relevant to examine the burden of taxes imposed on producers and processors than to compare in
detail with competitors. Examination of the correlation between stated policies and the application of
charges to growers, both in theory and in practice, provides wide scope for improvement. The study
focuses on the impact of the charges and on the opportunities for their re-alignment with the policies
of export promotion, creation of employment and poverty alleviation.

Methodology

A desk study was carried out, using the resources of the Oxford University Libraries in UK and the
information available on the Internet, followed by interviews with stakeholders and parties that have
studied the industry in Dar es Salaam and Mtwara Region. The accumulated data was analysed and
validated at a stakeholders’ workshop when alternative scenarios were explored on the basis of an
economic simulation model. Recommendations are based on the experience of competitors, analysis
of impact of charges, the policy statements and economic modelling of the implementation of
proposed changes.

Structure of the report

The background to cashew production is followed by a description of the economics of the industry
and the charges against it. The process of deduction of charges is reviewed and assessed in the fourth
chapter, and the fifth looks at the impact of charges on competitiveness and long-term viability. The
sixth chapter compares the Tanzanian cashew charging mechanisms with those in other countries and
with other export crops. Chapter seven explores alternative scenarios by economic modelling. Chapter
eight draws conclusions and provides recommendations based upon them. Annexes provide data,
background information and in depth analysis of the charging system.

Background

Cashew is second only to coffee in importance in Tanzania’s export crops with potential to increase
foreign exchange earnings and provide employment through processing. Most (94%) of the crop is
currently exported as raw nut to India and Vietnam. It is taxed to fund institutions that provide
services to the industry, the District Councils and a range of enterprises that are not related to the
industry. Some Coastal regions to the south rely on cashew for 80% of their GDP, making it the main
vehicle for poverty reduction on which 280,000 growers are directly dependent. Most production is
by smallholders on plots of up to 2 ha and there are large areas where self-propagating cashew grows
wild or was abandoned during Ujamaa in the 1970s when total production of raw nut fell from
145,000 tonnes to 17,000 by the late “80s. Production rose again to 122,000 tonnes by 2000 but has
since declined to 77,000 in 2003/04.

Vi
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Farmers respond to net prices because they provide incentives to roam further afield to harvest wild or
un-tended trees. The disparity between Free on Board (FoB) prices for raw cashew nut and farmers’
net income is the subject of much of the analysis in this report.

The production of cashew is in decline as a result of several factors, including the burden of taxes,
which has removed incentives to rejuvenate the aging plantations or apply commercial management
practices to them, and the increase in processing capacity is not accelerating at the anticipated rate.
Taxes, levies and cesses on average over the last 5 years have amounted to 16%, or $56 million (Tsh
50 billion) of the export revenue.

Poverty of the producers is palpable and increasing, while an analysis of the point of impact of the
taxes and levies imposed shows the growers to be taxed at 44% in the major cashew growing regions.
Citizens not involved in cashew, but having the same earnings from employment as the majority of
cashew growers, do not fall into the taxable income group. They are also not asked to contribute to the
plethora of funds to which cashew growers are obliged to submit.

The policy framework

Policies encapsulated in the National Development Vision 2025, the Poverty Reduction Strategy
Paper and Agricultural Sector Development Strategy, include poverty reduction, promotion of
agricultural exports, equitable and efficient tax policy implementation, abolition of “nuisance” taxes,
and provision of extension services by Local Governments. The policies are in full support of the
equitable development of the industry to ensure a means of livelihood and a fair tax base. However,
they also demand that cashew development will be mostly self-funding.

Stakeholders

The industries structure is described to provide an understanding of the impact of deductions from it.
The few commercially sophisticated producers are either linked to the processing industry or have
their own marketing arrangements. The majority of producers are smallscale farmers growing a range
of crops among their cashew trees, or they may be opportunistic harvesters of wild trees. Processors
include two major enterprises and three smaller ones with less than 1000 tonnes of kernel output.
There are traders and exporters who may be local or foreign with or without a long-term stake in the
country. In addition to the stakeholders above who are “internal” to the industry, there are those
“external” stakeholders who derive their source of development funds or livelihood from levies or
cesses on the industry. These include the Central Government, who derive tax revenue; Cashewnut
Board of Tanzania (CBT) and Naliendele, who contribute directly to the wellbeing of the industry
using export levies; District Councils who derive maintenance and development income from the
industry that is partly related to supporting it; and a number of funds that either purport to support
cashew or simply tap the income flow to meet extraneous needs with no direct benefit tocashew.

The CBT levies 3% on export of rawnuts (of which 1% is levied on behalf of Naliendele Research
station) and 1% on export of kernels. The Board is both regulatory and functional in a development
capacity. They negotiate cashew prices on behalf of farmers and represent their interests (but have no
farmers on the board) and extend the advice generated by Naliendele to growers. Naliendele conducts
trials on cashew (among other crops) to enhance the scientific body of knowledge that is the basis of
the industry, and they propagate varieties for sale to growers at reduced prices. The Cashew
Association of Tanzania (CAT) formerly represented growers and processors but no longer has wide
or representative membership or adequate sources of funds to perform any functions effectively. The
Cashew industry Development Fund (CIDEF) formerly managed a fund derived from exports, but this
has been redirected to CBT, and CIDEF remains in a moribund state with only a dwindling revolving
loan fund. The Cashew Management Unit (CMU) of the Ministry of Agriculture and Food Security is
a one-man team managing or observing the interests of the industry within the Ministry. Four
Ministries have interests or share involvement in the industry, and these are headquartered in
geographically dispersed cities, which renders concerted efforts by government on cashew
problematic and inefficient.

Vil
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Issues on competitiveness

The raw-nut price on the international market results from the supply and demand balance, and it is
not negotiable except on the basis of the quality of the product.Tanzania, in common with other
producers of raw nut, is therefore a price-taker and does not immediately damage her price
comptitiveness by imposing charges on the industry, because the charges are reflected back to the
producer, not onto the market.

The value of Tanzanian raw nuts within the narrow scope for negotiation on the international market
is related to their quality, which is affected by management of the trees and post-harvest handling.
Incentives for delivering good quality are expressed through the domestic pricing mechanism and
marketing chain, which are severely distorted by the imposition of charges. Similarly, the price of
Tanzanian kernel is a function of quality, reliability in supply and marketing expertise, and there is
much to be done through the pricing mechanism to ensure that quality is delivered.

Economics of production

The method by which purchasing prices are arrived at pays no heed to costs of production. It is
calculated by subtracting the costs and generous profit margin of the buyers from the supposed cost,
insurance and freight (cif) price of raw nuts at foreign ports. Examination of the results of these
deliberations, described in chapter 3, suggests that farmers could benefit from a more rigorous
process. Their share of FOB price is in the range of 63% although it has reached 72% and fallen to
34%.

The farmers generally are not well aware of the influence of inflation on their prices since the shilling
value appears to hold up reasonably well while world price falls because the nominal price creeps up
as the shilling devalues. However, when they are faced with the cost of imported inputs they perceive
them to be unaffordable because the price of imports reflects both real terms cashew price
deterioration and shilling devaluation. Therefore, production is maintained only from aged trees to
which fungicides are not applied, resulting in low yields (average 3.5kg cf 36 kg for well-management
trees).

Impact of taxes, levies and contributions

The ease by which deductions can be made from the rightful income of the farmer, and the lack of
organisational empowerment and education at the call of the farmers, has made the cashew trade a
particular target for deductions. All taxes levies and contributions removed from the residual value
also diminish the remainder that is given to the farmer to the extent that in some districts the farmers
are carrying the highest effective tax rate in the land. It is notable that employees in other sectors,
earning incomes equivalent to the average of a cashew grower’s, would not fall within a taxable
bracket and would therefore pay no tax, and a self-employed entrepreneur would pay a mere 1.2% on
turnover.

Analysis of the deductions process, at each point of deduction, reveals severe deficiencies that leave
ample scope for abuse. Enquiries into the nature of contributions, which are said to be volunteered by
farmers, reveals that they are not accounted for, that they are largely irrelevant to the cashew industry
and that they are not voluntarily contributed. Indeed, farmers have voiced strong objections to them.
They have also declared that they would like to increase their contributions to funds to purchase
inputs that are crucial to the attainment of good yields and quality produce, but that they cannot afford
them. It is plain to see that with the removal of the obligations to pay contributions to arbitrary funds,
the farmers would not only be willing, but would be able, to apply the necessary inputs that would
lead to expansion of cashew production.

The application of the various funds either to the industry, the District Councils or to other causes is
not transparent. The activities of the beneficiaries of the funds have not been subjected to evaluation

viii
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that might determine their relevance to the industry. The opportunities for alternative sources of funds
have not been rigorously applied. The accounts of the various voluntary funds are often not available.

Analysis of the impact of the taxes, levies and contributions on the competitiveness of the industry
shows that, since they do not affect the FoB price, they do not impinge on the competitiveness of the
product on the market in the season in which they are imposed. They do, however, affect the market
share since the higher the price, the further the farmers roam to harvest nuts. In the long run the
deductions do have an impact on the competitiveness of the industry since farmers do not apply
recommended inputs, they do not replant trees, they do not apply the recommended husbandry
practices to the trees and new generations of farmers are not entering the field. Hence the crop
remains smaller than the potential provided by the current population of trees, the process of
regeneration of trees and of farmers is not taking place, and the quality of the product is declining due
to the incidence of disease and as a result of the ageing of the trees. Opportunities for substantial
investments in production to make use of the natural endowments that are available to Tanzania are
not attractive under the current taxation and organisational regime.

The imposition of charges on the cashew industry does not support the stated policy of the
Government in respect of agricultural development, the cashew production sector, the processing
sector or the poverty alleviation strategy. Indeed the instruments of policy implementation have been
applied in a manner that is opposed to the stated policies. This situation is not the result of intent, as
confirmed by Central Government’s recent directives to District Councils that prohibit the collection
of contributions at the same place as levies. The unfortunate consequence of the collection process is
incidental and has arisen as a result of the applying the need to raise funds without the experience of a
system that would not confound the policies.

International comparison

Comparison with policies of other countries that are either at the same stage of development or which
have accelerated ahead reveal that they have used export levies effectively to promote processing, and
that the governments have themselves provided investment funds for the development of the industry
by introducing subsidised, high- yielding planting material and development finance for processing
capacity.

Alternative scenarios

Simulation modelling of alternatives to the current trends of declining productivity shows that by re-
diverting deductions from nuisance taxes to the supply of inputs, and relieving growers of extraneous
charges, which would apply more funds to inputs and increase yields, a steady and reliable increase in
production could be nurtured. If the processing industry is also able to source investment funds and
rely on a steady growth in international marketing of Tanzanian kernels, they would provide
competition in the raw nut market that would improve the farmers’ net price. The growth of the
industry under these assumptions provides a reliable source of income for CBT and District Councils
at a fixed absolute figure equivalent to their current income, and a greatly increased disposable
income in farmers’ pockets. The multiplier effects attendant on spending these disposable funds
would provide opportunities for the generation of replacement income for the nuisance taxes and
District Council needs as well as stimulating rejuvenation of cashew production. The effective tax rate
could be reduced from more than 40% to less than 8% while still providing for the needs of the CBT,
Naliendele and District Councils and providing for inputs. Improvements in the efficiency of
application of the funds, as yet to be determined, would allow for further cuts.

Conclusions and recommendations

Conclusions on the revenue collection regime in the context of the Tanzanian cashew industry focus
on their alignment with policy and the impact on the growth of the industry. The recommendations are
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at two levels: general for the direction of the industry, and specific in terms of the revenue collection

process.

A comprehensive understanding of the trends and influences on the cashew industry should
be acquired by creating an economic model that would provide predictive capability and,
thereby, guidance on the imposition of policy instruments through taxes on raw nut exports.

CBT should be independently evaluated as a means to determining opportunities for
improving delivery of services to farmers.

The financial burden of maintaining the unutilised factories belonging to government should
be moved from the farmers who are currently paying through deductions from their producer
price. The responsibility for the facilities lies with the investors and not with the farmers.

Naliendele Research Institute should be provided specialist assistance in optimising their
opportunities to become more financially self-reliant. Such an achievement would remove the
burden from farmers.

The means of delivering extension services through the various channels entrusted with the
function should be evaluated with a view to enhancing the service.

The levy on kernel exports should be suspended during the expansion of the processing
industry. It should be re-applied only when the processing industry is demonstrably buoyant
and only to the level that can be justified by the demands of CBT in providing services that
are necessary for the whole industry.

The advantages to industrialists provided by VETA should be accessed fully by the
processing industry.

Collection of District Council levies should be centralised at the point of exit at the ports and
the funds distributed according to the origin of the produce.

Traders with outstanding debts to the council should be disqualified from acquiring trading
licenses.

The collection of so called voluntary contributions should cease. However, a system of
collecting funds vital to the industry, including the input fund, should be determined as soon
as possible but farmers should not be coerced into contributing. The right to make deductions
from farmers’ income should be contingent on farmers’ verifiable statements of consent.

The regulatory functions of CBT should be vested with a higher authority whose costs are
borne by government. The authority would be mandated to ensure that government policy is
effectively implemented. This body would be authorised to scrutinise the activities and
expenditure of the CBT and to monitor the imposition of all charges on the industry.

NGOs should be encouraged to enhance the empowerment of farmers through formation of
associations.

Central government should give consideration to means of assisting with replanting of cashew
trees by application to funds such as Global Environment Fund.

Central Government should explore means of providing loan guarantees for the establishment
of small- scale local processing facilities.

Further detailed recommendations on the management of the deductions process are included in the
annexes.
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1 Introduction

1.1 Instigation of the study

This report emanates from a USAID funded Cashew Nut Sector Study in Tanzania in October 2003
and a Cashew Forum held by DAI PESA in the Courtyard Hotel on 29" March, 2004 at which it was
concluded that the issues relating to the impact of taxes, levies and contributions on the
competitiveness of the Tanzanian cashew industry should be assessed in the light of international
practice. Consequently a desk study was conducted to investigate the taxes, levies and incentives that
act upon the cashew industries of competing countries and to determine what aspects of these policies
have an impact on the competitiveness of the industry.

1.2 Comparing and contrasting

Vietnam in particular has proved to be highly successful in rapidly expanding its industry to become
one of the major producers and processors. The West African producers fall within the same category
as Tanzania as exporters of raw nuts with a nascent processing industry, and Mozambique on the
border with Tanzania has had a chequered history in the development of processing. These countries
in particular have been the subject of the desk study but officials within the industry have not
responded to questionnaires requesting data on policy and its implementation, although some have
stated that they are willing but have not yet found time to do so. Analysis of their policy
implementation tools has proved problematic given the dearth of up-to date data on the subject.

However, a brief encounter with the economic situation prevailing in the Tanzanian industry is
sufficient to reveal that there is stark contrast between the policies in all of the above countries and
Tanzania, since other countries have lent support to their industries while Tanzania has shown a
strong propensity to draw revenue from the industry and to require that it funds its own development
and, at the same time, covers the costs of errors in judgement on the part of the Government relating
to investments in processing factories.

The study therefore has become preoccupied with the enormity of the burden placed on the farmers
and the consequences for the short and long-term viability of the cashew industry rather than
focussing on finer points of contrast with other producers. The policies are diametrically opposed, so
that detailed contrast serves no purpose. There is greater mileage to be made in progress towards a
vibrant industry by addressing the problems imposed by the taxes and levies than by contrasting with
competitors.

1.3 Methodology

The desk study was conducted by literature searches in Oxford University Libraries and the internet
and in consultation with attendees of the recent meeting of cashew grower countries in Pemba,
Mozambique. The Team then met with stakeholders in Dar es Salaam before travelling to Mtwara
Region for field visits in Tandahimba, Newala, Masasi Districts and Mtwara/Mikindani Town
Council. In the course of the field work the process of revenue collection in all its guises was
thoroughly investigated to determine the integrity of the system. The findings were validated by
repeated meetings at every level of the industry from farmers through District Council officials, to
line Ministries and the role of CBT, CAT, CIDEF, ARI Naliendele and others was traced through
documents and by interview.

The findings from the field were validated in Central Government Ministry offices in Dar es Salaam
and were presented to another meeting of stakeholders at DAI PESA. Discussion at that meeting
confirmed the conclusions reached by the Team and further validated the findings that were analysed
for this report. Reasonable assumptions as to possible alternative scenarios for the industry have been
applied to an economic model as a predictive tool for assessing the value and effects of policy
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implementation instruments, and the results have been viewed in the context of the current state of the
industry to determine the feasibility of inducing growth and prosperity for the participants.

Conclusions as to the impact of taxes, levies and contributions have been drawn and recommendations
have been made for alleviating their burden in a manner that can induce growth without jeopardising
the development programmes of District Councils, the CBT and Naliendele.

1.4 Structure of the report

The background to the cashew industry is presented briefly with the stakeholders and their roles and
structures followed by an overview of the issues relating to cashew. In the third chapter the economics
of the industry are exposed to reveal the pricing mechanisms and revenue collections with the points
at which they impinge.

In the fourth chapter the deduction process is reviewed and assessed. The fifth chapter looks at the
impact of the taxes on the different levels and aspects of the industry and its competitiveness.

Chapter six shows the comparative position in other countries and in other crops within Tanzania. In
chapter seven alternative scenarios are explored as a result of employing an economic simulation
model, and in chapter eight the report draws conclusions from the analysis and makes
recommendations based upon them.

Annexes are attached which provide details of findings, data, further analysis, contacts, references and
Scope of Work.
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2 Background

2.1 Country Context

Tanzania has a population of 34 million of which half live below the poverty line and 80% of the total
live in rural areas. The decline in poverty in Dar es Salaam fell from 28% to 18% between 1991 and
2001, while in rural areas it fell only from 41% to 39% although there were annual increases in GDP
of 3% to 5%.

The Coastal areas have bimodal rainfall with short rains in October to December and the main rains
from March to June, while in Southern areas the single rainfall season occurs between November and
March. The principal food crop is maize, which accounts for 20% of GDP, followed by rice, beans,
cassava, sorghum and wheat. The cash crops, in descending order of importance, are coffee, cashew,
cotton, tobacco, and tea, which are increasing in total by 6% per annum as a result more of yield per
unit area than from expansion of the area.

The country has over 10,000 villages, 2,537 wards, 120 districts, and 21 regions over 7 agro-
ecological zones. The challenges accepted by government are to develop farmer empowerment and
private sector involvement in service delivery with decentralisation to District levels, and to
mainstream crosscutting issues on HIV/AIDS, nutrition, environment and agricultural education in
schools.
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Figure 1: Administrative District map of Tanzania
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2.2 Cashews in the economy

2.2.1 Production areas

Cashewnut is grown in five regions of Tanzania: Mtwara, Lindi, Ruvuma, Coast, Dar-es —Salaam and
Tanga. Some expansion in the regions planted to cashew has been witnessed in the 1990s, extending
the coverage to Songea. In the case of Mtwara, Lindi and to some extent Coast Region, cashewnut is
the biggest contributor to the regional economies, its share amounting to over 80% of the Regional
GDRP. It is therefore an important source of income earning as well as a major vehicle for reducing
poverty in the respective areas.

2.2.2 Units of production

The crop is grown by an estimated 280,000 smallholders in plots of one to two hectares totalling
about 400,000 ha, which is also inter-planted with cassava and other food crops. A large number of
cashew trees are also growing wild and are harvested opportunistically when the price increases. A
few large-scale growers have plantations amounting to about 2,000 ha in Lindi and Mtwara Regions.

2.2.3 Value of production

The value of production is governed by the FoB price and by the volume of production, which
responds with a one-year lag to the price, unless the weather is unfavourable.

Table 1: Production and prices

Year Output MT Average FoB Farmer Local
price in income % of Processing
US$/tonne FoB Price Tonnes
1973/74 145,080
1989/90 17,059
1999/00 121,207 1,039 72.1 1,274
2000/01 122,254 798 34.8 5,165
2001/02 67,369 537 62.7 5,042
2002/03 92,372 564 63.3 8,632
2003/04 77,613 635 65.5 9,000
Source: CAT

2.2.4 Cashewnut ranked among other crops
The cashewnut crop is one of the major cash crops in Tanzania. The other major crops are coffee,
cotton, tea, tobacco, cloves and sisal, with foreign exchange earnings as detailed in the table below:

Table 2: Major export crops

COMMODITY 2002 US $ Millions 2003 US $ Millions
Coffee 35.2 50.0
Cotton 28.6 46.6
Cashew nuts 46.6 42.2
Cloves 4.0 10.3
Tea 29.6 24.8
Tobacco 55.5 42.2
Sisal 6.6 6.6
Total Agric. Export Revenue 206.1 222.7

Source: Statistics Office
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The position of cashew as an export crop is showing a steady decline due to the age of the trees and
the lack of management applied to its production.

2.2.5 Cashew as a revenue source

Taxes on cashew are levied at several points in the production, processing and export chain to raise
funds for the cashew industry itself and for several unconnected funds. The total contribution of the
sector to a range of funds is illustrated below. The total direct contribution of the cashew industry to
revenue collection points has been $56 million or Tsh 50.5 million in just 5 years, which is an average
of 16% of export value. This is the core of the issue addressed by this study.

Table 3; Incidence of Taxes on Cashews in Comparison to Export Revenue

2000 2001 2002 2003 2004] Average
Exports in US$ millions 123.79 96.91 34.60 46.27 48.74 75.09
Av. FOB price $/tonne $ 1039 |$ 798 |3$ 537 |$ 564 |% 636]|% 758
Levies at District Tsh m. 9,961 | 11,746 4,376 7,852 6,218 7,640
CBT contributions Tsh m 2,967 2,426 971 1,395 1,579 1,860
City levy Tsh millions 378.64 | 261.44 79.78 | 108.54 | 119.59 205.59
Total in Tsh millions 13,306 | 14,433 5,427 9,356 7,916 9,948
Total in US$ millions 16.66 17.30 5.80 9.31 7.33 12.02
Deductions % of exports 13% 18% 17% 20% 15% 16%

Source: CAT

2.3 Policies relating to cashew sector development

Cashew has been referred to as the rich man’s food produced by the poor man, and cashew producers
in Tanzania are indeed among the poor. Their product is, however, a vehicle for alleviating poverty —
and poverty alleviation is the Government’s main development agenda, encapsulated by the National
Development Vision 2025 and the Poverty Reduction Strategy Paper (PRSP).

The objectives are to consolidate macroeconomic stability, promote economic growth and fiscal
independence and to reduce poverty by:
e promotion of agriculture as described in the Agriculture Sector Development Strategy, which
promotes production, profitability and exports;
e implementation of a fiscal regime supportive of commercial and subsistence agriculture;
o application of equitable and efficient tax policy conducive of private sector development but
balanced with Government’s revenue mobilization requirements;
o implementation of a more efficient and equitable Income Tax Law passed in April, 2004; and,
e abolition of Local Government “nuisance taxes” in 2003/04.

The Agricultural Sector Development Strategy (ASDS) declares a primary objective of creating an
enabling and conducive environment for improving profitability of the sector as the basis for
improving farm income and rural poverty reduction in the medium and long term.?

The Poverty Reduction Strategy Paper (PRSP) recognizes that agriculture is critical to poverty
reduction (Box I)

Box |

! Budget Digest, 2004. Ministry of Finance, United Republic of Tanzania.
2 Agricultural Sector Development Strategy, United Republic of Tanzania, October 2001 Page iv.
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Why agriculture is critical to Poverty Reduction.

According to the latest 1991/92 Household Budget Survey in Tanzania, the majority of the poor are
found in the rural areas, where agriculture is the mainstay of livelihood. Agriculture, as defined in
this (PRSP) report, has such a dominant role in the economy that it is the most critical of the sectors
that have been identified as the priority poverty reduction sectors in the PRSP. In the long run
commercialising smallholder agriculture and accelerating its growth rate are critical in pulling the
majority of the rural poor out of abject poverty. The ASDS lays the foundation stones for this long
run objective but also proposes interventions with a more immediate impact on rural poverty
alleviation through diversified and increased production and productivity of smallholders.’

The report continues on page 9 to concede that “despite a considerable rationalization and
streamlining of taxes in recent years, there are still significant direct and indirect taxes on many
agricultural products.”

And further, on page 35 that: “It should also be noted that a growing and profitable agriculture would
provide a sound tax base in the medium and long term”. But, on page 48 it warns against “a tax
regime that creates disincentives to using formal marketing channels.”

The First Medium Term Plan for Poverty Reduction refers to: “Taxes - a wide range of taxes, levies
and fees that have negative effects on agricultural production.™

On extension services the paper states, on page 40: “Local Government Authorities will have primary
responsibility for ensuring that extension services are adequately provided to smallholder farmers.
The majority of extension service provision for smallholders will continue to be financed by central or
local governments”.

Page 45 confirms that: “Up-to-date and relevant information is crucial for all stakeholders in a market
economy. Currently the collection and dissemination of agriculture information is focused on data
collection, analysis and dissemination for planning purposes at the national level.”

There is, therefore, conclusive evidence that the Tanzanian agricultural and fiscal policies show full
support for poverty alleviation, and that, while the necessity of taxation is confirmed, there are on-
going efforts on the part of the Government to reduce taxes that are detrimental to poverty alleviation
or to the growth of agricultural industries.

2.4 Introduction to the Tanzanian cashew industry

2.4.1 Historical development

Cashew has been grown commercially in Tanzania on a significant scale since the 1950s, providing
variable income for large numbers of producers in coastal areas, where the lack of infrastructure and
markets have provided few alternative income earning opportunities.

The main output is raw nuts for export and about 7% is currently processed domestically. Sales of by-
products such as Cashew Nut Shell Liquid (CNSL) have not been significant although potential for
use of shells for fuel in the production of cement is promising.

Total output has exceeded 145,000 tonnes of raw nut in 1973 and fallen below 20,000 in 1986 in
response to factors both internal and external to the management of the industry, including
collectivisation of villages that resulted in the abandonment of large areas of cashew production.

3

IBID.
* First Medium Term Plan for Growth and Poverty Reduction 2004/05-2006/07, Volume I. President’s Office,
Planning and Privatisation, Dar-es-Salaam, December2003
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Table 4: Output of raw nut in Tanzania since 1950s
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2.4.2 Fluctuations: The causes and effects

Since much of the national output is derived from trees that are either remote or only casually tended
when opportunities are favourable, the total output is highly sensitive to producer price. The higher
the price expectation, the further farmers are prepared to go to collect nuts and the more effort they
are prepared to devote to care of the trees and the harvested crop.

The price is subject to fluctuations in the international raw market that has been dominated by India’s
demand to keep their processing capacity engaged in the period before their own crop is harvested.
Tanzania’s and Mozambique’s crops are bought for export to India after the harvest in West Africa
and before the harvest in India so that high productivity in West Africa and high expectations of the
Indian harvest exert downward pressure on the price offered in East Africa. Similarly any delay in the
sale of the East African crop results in a rapid decline in price offered since it implies a clash with the
domestic Indian crop.

Vietnam has entered the trade aggressively planting large areas to high yielding varieties and
installing processing capacity that, not only anticipates increased domestic output, but currently
accommodates surplus raw nuts on the international market. In the long-run, significant plantings in
India and Vietnam threaten to satisfy domestic processing capacity in those countries and to cut back
on demand from Africa for raw nuts. However, this trend is to be viewed in the context of an
anticipated annual increase in world demand for kernels of more than 4 per cent per annum.

Prices expressed as FoB (Free on Board ship at domestic port) in Tanzania have fluctuated as a result
of the above factors and to contentious management decisions within the domestic industry that
caused delays in the buying campaigns, resulting in decline in the prices offered. Prices in US Dollars
per tonne are shown below, but these have been further modified in the eyes of the domestic industry
by the impact of inflation led partly by devaluation of the Tanzanian Shilling (Tsh).
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Figure 2: Average FOB raw nut prices and proportional exchange rates.

FOB Prices and Exchange rates

m US$ / tonne
@ Tsh / US$

Source: CAT
Farmers who are not well aware of the impact of devaluation may perceive that the price is not in
decline, because the nominal value in local currency has generally increased. However, the reality of
values strikes when they are confronted by the cost of imported inputs (which, incidentally, have also
been exaggerated by monopoly exploitation). This explains the constant refrain by farmers that inputs
have become unaffordable.

Figure 3: FOB raw nut prices in Tsh/kg
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Source: Derived from CAT.
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2.5 Stakeholders

2.5.1 Internal to the industry

2.5.1.1 Producers

The producers are not organised into associations or groups, other than for marketing purposes
through Primary Societies and Co-operative Unions. Much of the crop is simply gathered from trees
that have germinated in the wild or whose ownership is not known, so that much of the harvest is
purely opportunistic. There are very few commercial producers with more than a few hundred trees
and orderly plantations with standardised spacing are extremely rare. There are said to be
approximately 280,000 cashew growers in the country.

2.5.1.2 Processors

There are a number of very small scale processors who provide the local market by hand processing
near the source of production, and there are five larger scale processors listed below.

Table 5: Processors and output (in mt per annum)

Name 2002/3 2003/4

Processed Processed
Premier Cashew Industries 6,032 1,156
Mohamed Enterprise Ltd. 2,000 2,000
Masasi Factory 800 -
Olam (T) Ltd 500 -
Kibaha Factory 100 -
Annual Total 9,432 3,156

Source: CAT

2.5.1.3 Buyers

Buyers include those who buy as agents for larger buyers and those who buy directly for export. The
usual process is that a buyer will engage agents to deal directly with buying centres of the Primary
Societies and with farmers for consolidation into loads. Primary Societies and Co-operatives are also
involved in the trading process. According to CBT, during the 2003/04 season there were 46 licensed
buyers, of which 15 were foreign based. Only buyers who undertake to buy more than 100 tonnes of
raw cashewnuts are licensed.

2.5.1.4 Exporters

Exporters are at the top of the buying chain domestically, and may be either resident in Tanzania or
staying temporarily for the cashew buying season. They normally operate as registered companies,
although it is said that the same individuals can reappear in consecutive seasons under different
names, possibly to escape the record of the previous season. Companies exporting cashew in recent
years are listed in the Annex I.

2.5.1.5 Others

Others involved directly include input traders, transporters and banks.

10
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2.5.1.6 Institutional stakeholders

The institutions that are dedicated to the interests of the cashew industry are listed under paragraph
2.6 below. These serve the needs of the industry as described.

2.5.2 External to the industry

These include the beneficiaries of the taxes, levies and contributions but which do not necessarily play
a direct role in the commercial management of the industry:

e District Councils who levy 5% of FoB value of all raw nuts;
e Village Councils;

e a number of community projects that are funded from the industry but which may not be
directly related to the production or processing of cashew;

e Central Government that gains through taxation of the industry and related activities.

2.5.3 Line Ministries

The Ministries involved in the cashew industry include:
e Ministry of Finance (MOF) — dealing with revenue and expenditure;
e Ministry of Co-operatives and Marketing (MCM) - dealing with marketing;
e Ministry of Trade and Industry (MIT) — dealing with processing factories;

o President’s Office of Regional Administration and Local Government (PORALG) — dealing
with taxes;

e Ministry of Agriculture and Food Security (MAFS) — overseeing CBT and dealing with
development policy.

2.6 Institutions and industry structure

2.6.1 The Cashewnut Board of Tanzania (CBT)

The Cashewnut Board of Tanzania (CBT) was established under Act No 21 of 1984. In 1993 the Act
was amended with a view to transforming it from being a Marketing Board to a Regulatory Organ.
Prior to the 1993 amendments CBT was operating as a multipurpose Board. For instance its key
functions included production control, supply of inputs, collection of levies, processing of cashew
kernels, as well as exports of raw nuts and kernels. The underlying objective of the 1993 amendments
was to facilitate participation of the private sector in the industry as part of the Government’s
economic liberalization programme.

The CBT’s role now is confined to the following functions:
e Issuing licences to buyers of cashew nuts
e [ssuing export permits to exporters of raw cashew nuts and kernels.
e Implementing cashew development programmes, in particular, quality and quantity assurance
and transmission of research findings from ARI to the farmers, through training of farmers
o Regulation of the industry. As a regulatory body CBT’s role is to create a level playing field
for all stakeholders in the industry. CBT is currently preparing the necessary regulations.

11
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An examination of CBT’s budget shows that the 81% of its revenue is provided by the cashew

farmers in the form of levies on the industry. CBT collects a levy of 3% of FOB value of raw cashew
nuts and 1 % of FOB price on exports of cashew kernels.

Table 6: Budgeted CBT revenue 2002/03

Items 2001/02 2002/03
Revenue Tsh Millions ~ Tsh Millions
Levy on exports of raw cashewnuts 760.5 732.13
Levy on exports of processed kernels 65.34 146.37
Licence Fees on for processing 0 2.1
Registration of Buyers 12 12
Eport Licence 9 9
Rent from Godowns 101.21 104.94
Leasing fees on factories 108 50
Weighing Scales 10 6.54
Other Sources 11.83 11.83
Total 1077.88 1074.91
Source: CBT

The 3% levy is used to finance the following activities:
o 1% is retained by CBT for its administrative costs;
e 1% is retained by CBT for cashew development activities;
o 1% is transferred to the Agriculture Research Institute, Naliendele to support research
activities in the cashew industry.

It is of interest to note that among the expenses covered by CBT there is preventive maintenance of
the cashew processing factories that have been closed down and are now in line for privatization. The
cost of maintaining these assets, that were the result of a Government decision, has therefore been
transferred to the farmers.

The funds are also used to meet the costs of CBT’s regulatory functions. Since funds used for the two
cost items are contributed by the farmers in the form of a levy on cashew nuts, the net effect of this is
to reduce the farmers’ net revenue. Further, the factories are not owned by the farmers, and there are
evidently also no plans to transfer the proceeds of the sale of the factories to the farmers who have
effectively paid for their upkeep, mitigating the costs of the ill-founded Government investment. This
contrasts sharply with other state enterprises that have been lined up for privatisation but are unable to
meet their operating costs. In these cases, preventative maintenance costs, including employees’
retrenchment costs and statutory benefits, are paid by the Exchequer, or employees are told to await
the sale of the respective assets before receiving their benefits.

12
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Expenditure 2001/02 2002/03
Tsh Millions [ Tsh Millions

Wages and Slaries 237.97 210.51
Fair and Allowances 223.41 166.36
Office Expenses 180.82 156.37
Office Stationeries 34.63 28.12
Training and Seminars 77.5 50.4
Special activities 114 41
Loan repayment 0 150
interest rate charges 0 32.4
Instalment on ARI Debt 0 80
Maitenance of Buildings 69.5 69.5
Staff welfare 58.8 60.6
Capital Expenditure 63.54 15.2
Total 1060.17 1060.46
Surplus/ Deficit 17.71 13.72

Source: Cashewnuts Board of Tanzania

2.6.2 The Agriculture Research Institute, Naliendele

The Agriculture Research Institute (ARI), Naliendele is a multipurpose Research Centre and is based
in Mtwara. Much of its work is concentrated on conducting research on the cashew industry. The
major areas covered include breeding, pathology, crop protection, agronomy, vegetative propagation
soil science and biotechnology as well integrated farm management.

ARI Naliendele is under the Ministry of Agriculture and Food Security. As such its administrative
budget, including costs in respect of other crops, is covered by the Central Government. Costs
relating to research on cashew are financed with funding from the 1% levy on exports of raw nuts
which is collected by CBT on behalf of ARI. Its research activities for each year are approved by the
Research Steering Committee, which also approves the associated budget.

However, in the past the work of ARI has been affected by lack of adequate funding. For instance,
during the 2001/02 crop season, CBT had collected a total of Tsh 824.1 million equivalent to 1% levy
on exports of raw nuts, which is used to finance cashew research activities. However, only Tsh 362,8
million was released to ARI. Thus CBT withheld Tsh 461.3 million. CBT is now repaying to ARI the
money that was withheld. Due to inadequate funding, CBT was forced to shelve implementing some
of the activities that had been approved under the Cashew Research Programme. Further
arrangements need to be put in place to ensure that in future ARI will continue to receive adequate
funding as more raw nuts are processed domestically.

2.6.3 Cashew Association of Tanzania (CAT)

The Cashew Association of Tanzania was established on the 2™ May, 1995. The major objectives of
the Association are summarized below.
e To support the Government effort in improving and developing the cashew industry;
e To act as medium for and to promote the interests of all stakeholders involved in the cashew
industry;
e To participate fully in evolving systematic ways of applying and determining the type and
quantum of levies/cess in the cashew industry.
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e To liaise with the Government and any other institutions in Tanzania or elsewhere in the
World dealing in activities related to cashew development;
To induce all participants in the cashew industry to join the Association;

e To mobilise members to actively participate in activities aimed at sustaining the growth of the
cashew industry in Tanzania;

o To formulate policy, strategies in all matters related to the provision of improvement;

e To devise and design programmes for provision, improvement, expansion and /or
rehabilitation of the cashew industry in Tanzania; and

e To closely monitor the programmes so devised and designed.

The objectives are comprehensive and are intended to cover the interests of all stakeholders, including
farmers. However, this does not appear to apply to the farmers as evidenced by the fact that farmers
are essentially price takers. This is because the farm-gate price is determined after all the costs,
including the buyer’s margins/profit, have been deducted. The farmer’s production costs are not
considered in arriving at the farm-gate price.

Further the Association has not been involved in facilitating timely availability of agricultural inputs,
such as sulphur dust, which is extensively used to spray the cashew trees. Currently there is only one
private input supplier in Mtwara region.

Taxes, levies, fees and other deductions paid by the farmers are high in relation to net income. (See
section 3.7.)

I the Association were to fully implement all the objectives outlined above, a vibrant cashew industry
in Tanzania would be more feasible. However, membership includes parties with conflicting interests
including farmers, buyers, exporters and processors. The membership is 104 but declining since their
source of funds, which used to amount to Tsh 15 to 18 billion, has been reduced with the demise of
the Cashew Industry Development Fund (CIDEF), which supported them. Farmer members pay
between Tsh 500 and 10,000 per annum, according to their scale of operation and as decided by the
Board of Governors.

The Board used to meet quarterly but have now ceased to meet at all. No sitting allowance was paid.
It is claimed that the Association gave the only private sector voice on the cashew industry directly to
Government and that it was not delivered through CBT. However, it is conceded that the role of the
Association is now verging on the irrelevant since their role is being subsumed by the Cashew
Management Unit (CMU) within the Ministry of Agriculture and Food Security (MAFS) in a move
that is seen to be reminiscent of parastatal management styles. The CBT seems also to have assumed
the role of representative of the cashew stakeholders who are not, however, represented proportionally
on their Board.

The current structure of the industry would not render them redundant but internal conflicts of interest
and their dependence on funding from CIDEF appear to have undermined their authority in the
structure of the industry.

2.6.4 The Cashew Industry Development Fund (CIDEF)

CIDEF was established on the 15™ March, 1996. It operates as a Trust Fund and their key objectives
are summarised below:
e To facilitate research and development activities of the cashew crop in Tanzania;
e To facilitate local cashew nut processing with a view to exporting value added cashew
kernels;
e To solicit funds locally and abroad for development of the cashew industry in Tanzania; and
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e To conduct public education campaigns with a view to educating the public on the importance
of the cashew industry in the development of the economy of Tanzania.

Initially CIDEF was being funded through a levy of 2% on the FOB price of raw cashew nuts. The
money received was being used for its administration costs and lending to farmers for buying
agricultural inputs and also to other stakeholders. However, in 1998, following representation by CBT
to the Government, a decision was taken to stop remitting the 2% levy to CIDEF. Instead the money
is retained by CBT.

Since 1998 CIDEF’s capacity to finance cashew development activities has been considerably
weakened. The funding was withdrawn due to mismanagement and a poor loan recovery rate of 32%
which has diminished the revolving fund from Tsh 1.7 billion to Tsh 217 million, and a large portion
of the loan portfolio is still outstanding. The mechanisms for authorisation of loans were lacking and
there was inadequate financial regulation and risk management. The allocation of funds to CIDEF
used to amount to Tsh 800 million annually. Loans to borrowers of up to Tsh 2 million were provided
interest free and up to the maximum of Tsh 15 million at 10% pa.

2.6.5 The Cashew Management Unit (CMU)

The CMU is within the Ministry of Agriculture and Food Security and is mandated to serve the
interests of the cashew industry. It is essentially a one-man team responding to needs of the industry
as they arise and from the policy rather than the commercial perspective.

2.6.6 Co-operative Unions

Co-operative Unions are the umbrella organisations of the Primary Societies which function as the
marketing outlets of agricultural products including cashew nuts.

2.7 Zones of influence within the industry

Since the farmer communities have not been organised into representative associations their interests
are, at least in theory, guarded by CBT. The CAT also plays a role for them but it has divided interests
in the wider sector of the industry. The zones of influence within the industry are represented
diagrammatically in the chart below, which also indicates the flow of nuts from the farmers to the
export markets.
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Figure 4: Zones of influence in the cashew sector
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The fact that the cashew industry is subject to influence, regulatory control and policy guidance from
four different ministries has been cause for some confusion and lack of cohesion in the past, which
has hampered its development. The difficulty of achieving concerted action on the industry is
exacerbated by the fact that the line Ministry Headquarters are also separated geographically with the
country. This was quoted as a major stumbling block to achieving agricultural reform in 2001°. There
is scope for improvement in the institutional structure of the industry with main responsibility for all
policy that bears on cashew being vested with MAFS.

2.8 Issues on competitiveness

Competitiveness is considered in terms of:
e price of raw nuts and kernels on the international market;
e quality of raw nuts and kernels; and
o sales volumes and market share.

2.8.1 The raw nut price

The raw nut price is determined by supply to India 