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OPENING REMARKS

The Banco de Mocambique (BM), hefdhitis6ry Board meeting (CCBM), from November 3 to 5, 2021,
in Nampula city, Nampula provinedirst two workdayse reserved for discassrelated to the
institution's internal management, and the flopkddy the general pdblipresenting research

topic of interestiatedo theaforemention@dovincand the country in general.

For the public session, t IChalleBgels aAddopportunitiesyin tBeo a r ¢
marketing and processing of cashew nwsetbeNampola gi ven t he potenti al
boost the soesmwonomic development of MozambiqueyamidulaNampula

Thepresentatiaio the generpliblic andubsequemtebate was chaired by the Governor of the BM and
was atteredl by internal and external guBstsnguished external guests indluel€bvernor of

Nampula province, the Chairman of the Municipal Council of Nampula, representatives of cashew proc
and processors, credit and research institutions

Theseproceedinggea collection of tkeyremarks and discussions and corfgisteaipening speech

of the BM Govern@ajwelcome speeches of the Governor of the Nampula Province and the Chairman c
the Municipal Council of Namplla;h e  shallerhgs:andfopportunities in the marketing and
processing of cashew nuts: the case of Namapular esent ed by the Economi
the BM(iv)summary of the audience's rechanikghe debate; afconcluding remarkgardinthe

findings and recommendations of the study.

With teseproceedingshe BM makes available tkehestakeholders and the general théktudy,
its main recommendations and a summary of the disgétsaioredp find solutions to the challenges
identified.






OPENING SPEECH
BANCO DE MOCAMBIQUE

Governor othe BM

Rogério Lucas Zandamela

Nampula, November 5, 2021
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Governor of the Nampula province,

Deputy Governor of the Banco de Mogambique,

Chairman of thampulaviunicipal Council,

Former Governor of the Banco de Mocambique,

Board Members of the Bancdwiezambique,

Representatives of International Institutions,

Representatives of Public and Private Institutions,

Former Board Members of the Banco de Mogcambique,
Representatives of Credit Institutions and Financial Companies,
Esteemed Advisors and Managgrthe Banco de Mogambique,
Distinguished Guests,

Ladies and Gentlemen,

Good morning!

It is with great honor and satisfaction that, on behalf of the Board of Directors of the Banco de Mogam
and on my own name, | welcome all attendants siathiefdbe foigixth Advisory Board meeting of
the Banco de Mocambique.

| would like to send special regards to the Government of the province and the Municipal Council of Na
city for the invaluable cooperation and hospitality throughout the preparation of this event.

Moreover, | extend my thanks to all that comtrithetedaterialization of this meeting, from the event
organizing committee, service providers, to the citizens of Nampula city.

Ladies and Gentlemen,

The activities of the fsityh Advisory Board meeting started two days ago, with interms\l\sifsctissio
produced recommendations to improve the operations of our institution.

During these two days of our stay in this beautiful city, we interacted with economic agents, so as to |
understand the local level of development.

As a result, it wagsgible to learn of the selfless work that the government and municipality have bee
developing, towards the improvement of the welfare of communities.

In addition, we had the privilege of visiting some local economic enterprises, namely agashew proce
plant and an oil and soap production unit.

From the visits, we were happy to find that, despite the negative impactldf plaa &N the
business fabric, these enterprises have been contributing positivelydodonoaiisa@eelopment.
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Ladies and Gentlemen,

As usual, we reserve the third and final day of our Advisory Board meeting for open discussion with |
input on a topic of interest to the local ecomparticular, and national, in general.

For these public sessions, t@p&eselected considering their relevance to the development of local
communities in the host provinces of the Advisory Board meetings.

Thus, for this session, AChall enges and Oppor
Nampul ao.

In adlition to bringing forth the case of the Nampula province, we expect to collect inputs and impot
lessons on economic policy options that can be implemented at the country level, in order to boost the c:
sector.

We are pleased to note that, aslagEthe reforms that have been undertaken in the sector, the production
of cashew nuts has been increasing.

However, the level of processing of cashew nuts has been declining, driven partly by the limited acce
raw material by the industry.

As an example, the average total production in the last 5 years stood at about 140 thousand tons, bt
cashew nuts acquired by the industry stood at 49 thousand tons, in the same period.

Data also indicates that exports at the formal level havenodds#eg, and about 35 peraent of
cashew nuts serves the informal market.

These facts suggest that the problem of access to raw materials by the industry stems mainly fron
weakness in the marketing system, which is worsened by linutéadiakcdesscing.

The study prepared by our team, to be presented at this meeting, shall deepen these matters, so as to
a discussion on concrete actions needed to maximize gains for all players in the cashew nut value ch:
Nampula and natiatevi

We are confident that the constructive and fruitful discussion in this light shall serve as the foundatic
setting out guidelines for organizing the process afutasheveting and revitalizing the processing
industry.

Ladies and Gentlemen,
In conclusion, | would like to reiterate my welcome wishes to all attendants.

| hereby declare open the public session ofshehf@xtivisory Board of the Banco de Mogcambique.

Thank you!
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Rogério Zandamela, Governor of the Banco de Mocambique,

Board Members of the Banco de Mogambique,

Paulo Vahanle, Chairman ofithenicipal Council of Nampula,

Teotonio Jaime dos Anjos Comiche, Chairman of the Mozambican Banking Association,
Managers of Commercial Banks and Microfinance Institutions,

Distinguished Guests,

Ladies and Gentlemen,

Our Nampula province has the honorable opportunity terbosthtleisting for an institution that
supervises the financial institutions operating in national territory, and is the main advisor to the goverr
as regards the financial system.

In light of the fesixth meeting of the Advisory Board of the Banco de Mogambique, we would like to sel
a warm welcome to all participants and wish them a good stay in the most populous province of our hom

We welcome you all to the land ofacask® which boasts the deep water port of our country and two
international airports.

Welcome to a land with beautiful landscapes and beaches. The first capital of Mozambique, boasting
potential, on which we spoke in the previous meeting.

Ladiesand Gentlemen,

The people of our province commends the wiseafdbisiddvisory Board of our ceartiglviell
spearheaded by Dr. Rogério Zandamela, first, for the wise choice of having Nampula host the event, ir
it a true capital of the finhsggtem of our country in these last three days and, second, for adopting
excellent policies and strategies that strengthened our financial system, even dufifg the COVIL
pandemic.

We especially commend the Banco de Mocambique for takingttheestiativeto the government
of the Nampula to reflect on a critical issue for the national economy and, above all, for the economy «
province and, therefore, for the lives of thousands of households.

We refer to the issue of marketing and pgoaesaghew nuts; & province where about 83% or 19 of
its districtare producers of this cash crop.

The increase in current volumes of production, marketing, processing of cashew nuts and the expc
kernels is part of the great priorities ahguul&l province.

In this light, the province assumes the increase in the current production volumes of about 74,500 to
cashew nuts, to previously levels that contributed to the achievement of 210,000 tons in 1972.

Thus, strategically the provincghpsblic nurseries for the production of grafted seedlings in Nassuruma
(Meconta), Mahile (Angoche), Nametil (Mogovolas), Liupo, Chalaua (Moma) and Monapo (Nampula)
an annual production capacity of 2.2 million cashew seedlings.
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Likewise, we haveebplacing effortsn spraying or treating cashew trees and subsidizing the cost of
pesticides by 100%, with producers only paying for spraying services valued at MZN 45 per tree.

These government efforts contribute to the increase in productwitydg\es untreated tree to 12
kg when treated and, therefore, the increase in marketed volumes from 67,338 tons, last year, to 74,50
of cashew nuts, in this campaign.

These efforts are also reflected in the increase in the quantitiexjpdked)elbere, as an example,
in the last three years 3,089 tons were exported, in 2018, 5,584 tons, in 2019, 9,784 tons, in 2020, ant
the third quarter of 2021 we recorded the export of 4,649 tons of Nampula production.

An incentive for prodsicethe fact the Government has set the reference price at MZN 43/kg, which coul
reach MZN 50/kg.

Ladies andsentlemen,

Unfortunately, of the 14 existing plants in our province, 7 have been shut down, and one of the main re
is the shortage of ramtenal.

A shortage of raw materials caused, in part, by the smuggling of local production, allowing for the loss c
of our fellow citizens and the loss of foreign exchange.

For this reason, we wish to commend the Banco de Mogambique fonehisehoasday this theme
for our province, which brings forth an opportunity to financially train our economic agents, especiall
operators in the hotel industry.

Ladies and Gentlemen,

We believe that our distinguished visitors will not mistuthieydpvisitarce more enjihe beautiful
landscapes of the Nairuco mountains, the Island of Mozambique (llha de andcéerabidie)
wondroubeaches, despite the ban on the lattermost.

We are counting on you all, today and espagslly on the festive season that is coming, so you may
come to this province with your families to delight in our rich cuisine.

We would wrap up by reiterating our salutations and thanks to the Banco de Mogambique for the hor
having our provirtest the forgixth Advisory Board meeting, with the expectation that we will again host
other events of our prestigious institution.

Thank you all for your prestigious attention.

KOSHUKURU!
THANK YOU!
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Governor of the Banco de Mocambique,
Governor of the Nampula Province,
Members of the Board of Directors of the Banco de Mogambique,

Chairpersons of the Board of Directors and Executive Committees of Commercial Banks and
Financial Institutions in attendance,

Secretary of the Natiorizdnk Employeddnion
Dear Guest

Ladies and Gentlemen,

First of all, allow me to express, on behalf of the Nampula City Council, and my own name, our gratitu
your honorable presence in the, so considered, capital of the North timstithdodiogt thes6

meeting of thel¥isory Board of the Banco de Mogambique, and welcome all participants, with renew:
wishes of a blessed year of 2021.

| would take this opportunity to once again express our appreciation to our citizens for their cooperatio
tireless support in lighobur governance. This smsilirghat we reach our end goal of successfully
overcoming our challenges.

| would address a special commendation to the authorities of the Banco de Mocambique which, even |
a difficult economic situation, havelbegntheir best to restore macroeconomic and financial stability,
consolidate the Metical and promote vigorous, sustainable and increasingly inclusive and fair econ
growth.

We want to salute all economic agents of our city, for without thet, fukilhowdeblection manifesto.
So, to them, goes our appreciation.

Ladies and Gentlemen,

Holding the Advisory Board meeting in Nampula city makes for a historic landmark for the citizens of thi
for it is not often that a central bank lea\eg tity to discuss, with our 700 thousand citizens, the
restoration of macroeconomic and financial stability, the consolidation of the Metical, and promotic
economic growth and development of our country.

In addition, we find that the AdvisoryiBadrddy seeking technical counselling to effectively fulfill the
institutional mission of guarantor of the Mozambican financial system, macroeconomic stability, an
others.

We, for our part as rulers of this municipality, eagerly expect i@ty tBisaddwvill set out political
strategies concerningifmm@me population, and more.

The Nampula municipality would like the Banco de Mogcambique to develop strategies that make it eas
bank customers to benefit from ever lower rates and with a view to better alignment between the
movement of commercial banks.
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Dear Guests,
Lades and Gentlemen,

We expect the Banco de Mocambique to look at the stability of the Metical as a challenge, always in li
the currencies of our main partners.

We find that the Metical deserves respect, as the second most valued curref8yathibelizie,
after the Rand, and Nampula as well, as the capital of the North. We, the governors of this city, felt ho
when we were informed of the need to erect the Metical Square in our city, which we look forward to.

By hosting the AdwsBoard of the Banco de Mogambique, we feel involved in the fate of our beautift
homeland.

Ladies and Gentlemen,

Allow to wragp by once again addressing welcoming wishes to all attendants, confident that we will or
more benefit from a constructbagejevhich will bring us more focus and challenges for the good of the
population in general and the people of Nampula in particular.

Thank you!

Koshukhuro Vantjene!
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EXECUTIVE SUMMARY

In light of tHabotintensive nature, the cashew sector boasts great potential fectonersacio
development of Mozambique, especially for the Nampula province. It is estimated that about 1.4 m
Mozambican families are involved in cashew production amidke4s3@ployed in processing.

The Nampula province contributes with about 50.0% to the country's production.

As a result of the reforms undertaken in the sector, production tends to increase, especially in the
three years, contrasting with lthie farocessing and the industry shutdown. While in 2018/19, 142
thousand tonsrafwnuts were produced, in 202012 figure amounted to 145 thousand tons, enough

to supply the installed processing capacity of 116 thousand tons. Howeve) duh400%4 &

the production was processed, in 2020/21 only 25.0% was for the industry, and the end of a signif
part of the production (45.0%) was unknown. In fact, only 36.0% of the installed capacity in the col
and 26.5% of the installed dgpache Nampula province is used.

In this context, this study set outs to contribute to the debate on maximizing the cashew value che
Mozambique, and especially in Nampula, in light of marketing and processing.

From the documentary analysiglingthe review of international experiences, combined with the field
survey, results suggest that the main challenges are related to the weakness of the marketing sys
which provides for smuggling and limits access to raw materials by ihdihstrgbseriae of

specific licensing for markedivguts, in a setting of direct sales by producers and poor oversight,
favors the existence of clandestine traders. This distorts market rulesandsherg npt prices.

There is also limitetess to financing by the industry, especially from national capital.

The study proposes the organization of the marketing system, the strengthening of the existing guar:
fund and a greater involvement of commercial banks in financing gezifidaibirth8 suggestion

is to introduce specific licensing for players in the cashew nut value chain and the transition to an at
system as the only method of selling cashew nuts. To strengthen the guarantee fund, it is propose
increase the stmarge on the exporawicashew nuts and introduotiernels with testa, in addition

to the mobilization of resources from partners.

23



[. INTRODUCTION

The Banco de Mogcambique YB&t its 46" Advisory Board meeting in November 2021 in the
Nampula provincés usual, the last day of the sessions is reserved for presenting the results of ¢
public interest survey for discussion with various players, which include representatives of
governmenfinancial institutions, academia, the business sector, the media and the general public.

In the public sessions, since 2017, the BM prioritizes topics relevant to the development of the
local communities of the province hosting the Advisory Board gnaatinwith impact on

national socieeconomic developmemt. 2020, at thet@Advisory Board meeting, held in Chimoio
city, the theme of d-$scalecminingasa drivewa growih Anrthe Mangan a |
province: challenges and perspeets 6 was di scussed. Ftneétiogwi ng t
of the Advisory Board, the BM' s Board of Dir
in the marketing and processing of cashew nu

This thene and the Nampula case study stem from the cashew sector's potential to boost the
country's economy, especially in Namplitee sector has great potential to boost Mozambique's
socieeconomic development by generating inclusive rural employméentiagdatrrcollection

of foreign exchange and tax revenues. In 2020, about 1.4 million Mozambican families were involv
cashew production and 14,300 workers employed in processing. The focus on Nampula is due to it
as the largest producerashew nuts in the country and the possession of the largest share of
processing. The province contributes about 50.0% of total production and 81.0% of the count
processing capacity.

However, despite the trend towards increased production, recerdigméstic processing

tends to reduce, with part of the production going without destination m&giwgen the
campaigns of 2017/18 and 2020/21 the production of cashew nuts increased from about 130 thou
tons to about 145 thousand, enough totlseippdyalled processing capacity of 116 thousand tons.
However, in the same period, the cashew nuts absorbed by the industry decreased from 41.0% to 2!
before an increase in cashew nuts for unknown purposes from about 13.0% to about 45.0%. In Narr
only 26.5% of the installed processing capacity is used.

The overall objective of this study is to contribute to the debate on maximizing the gains of the
cashew sector in Mozambique, and in Nampula in particular, with a focus on marketing and
processing In specific terms, the study analyzes the strengths and weaknesses of the cashe
marketing and processing chain in Nampula.

Methodologically, the study combines documentary analysis and field Serasyructured

interviews were conducted withayeygin the cashew value chain, including government authorities
at the central and provincial level, associations of exporters andélipre@spalta, about 80.0%

of the existing plants were visited, and some of them were shutdown. ThesgedprEsmus

research focusing on Mozambique, as well as the experiences of other countries in promoting the ca
sector.

Results show that the key challenges of the sector are related to the weakness of the marketing
system.The generality of tharketing license and the weak supervision and interinstitutional
coordination provide the presence of clandestine traders and smuggling, limiting access to raw mat

1At the central level, the interviews covered the Mozambique Kernel Institute (IAM), the Mozambique Tax Authority (AT
the Mozambique Commaodity Exchange (BMM).
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by the industry. The understanding of high credit risk in the sector by banksheomaader
guarantee fund, exacerbate the problems for processors.

The study proposes the organization of the marketing system, the strengthening of the existing
guarantee fund and a greater involvement of commercial banks in financing the lindustry.
especially suggested as follows:

1 the introduction of a specific licensing for cashew value chain players;

1 the transition to an auction system as the only method of marketing cashew nuts in the cour
to improve the traceability of prodasleew nuts, the implementation of the reference price,
the quantity and quality of the cashew nuts supplied to the industry; and

1 theincrease in tlaswcashew nut export surcharge and the introduction of the kernel surcharge,
for promoting domestic mging and strengthening the guarantee fund. The increase in the
surcharge also improves competition between exporters and prngessbesvaiuts.

1 the selection of commercial banks to finance the industry through a call for tenders for t
grantingf credit lines covered by the guarantee fund.

Previous studies on the subject have focused on specific aspects related to employment (Kanji, 2
employment and gender equalitygikanfi004), production (G#iekischkamp and Seelige, 2010),
sociespatial dynamics of production (2012), legislative reform (Aksoy and Yagci, 2012) ar
competitiveness factors (Abbas, 2014, Antonio and Griffith, 2017 and AFD, INCAJU and NITIDAE, 2
This study differs from the former not only for assessinggbe @heltgportunities of the sector in

the current context, but also by focusing on operational aspects that condition the good performan
marketing and processing.

In addition to this introduction, the study comprises six more chaphagster firesents the

overview of the sector at global level and highlights some experiences at global level. Chapter Il pro
the general picture of the cashew sector in Mozamib@hegpter 1V focuses on the challenges and
opportunities in the marketidgoescessing of cashew nuts in Nampula. The following are the final
considerations and questions for discussion in chapters V and VI, respectively, before the bibliogr:
references in VII.
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II. LITERATURE REVIEW

This chapter tackles the world panoreash@iv nut marketing and processing and experiences of
some countries in the production, marketing and processing of cashew nuts.

2.1.0verall situation of the production, marketing and processing of cashew nuts

Global cashew production has been increasiegtowe, with African countries increasing their

share Cashew nuts are produced by at least 46 countries, including African, Asian, Latin American
Caribbean (UNCTAD, 2021). In 2019, global production stood at 3.96 million tons (FAO, 2021).
Africartontinent, represented by 20 countries, contributed 58.9% df prguaiacfion

Chart 2Worldwideashew nut production in tons-20H61)
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Despite Africa's increasing weight in world production, Mozambique's contribution remains
relatively stableAs can be seenGhartl, over the past 20 years, while the Ivory Coast, Benin and
Tanzania have expanded their production share, Nigeri&ehasdeapsgnificant drop, against a
background where GuiBssau and Mozambique have seen inexpressive increases in their
contribution.

The main processing centers are in Asia, which, alongside Europe and America, constitute the
largest consumerdésia leads the processing of cashew nuts in the world, with a weight of 91.0%, an
India and Vietnam account for 46.0% and 45.0%, respectively. Turning to consumption, these cour
absorb 61.0% of global cashew nuts, followed by North Americd E2kd}9é)(a7.024). turn,

Africa consumes and processes relatively l[dwi et 0% of its production, as shown in Chart 2.

2The change in the consumption structure, from a standard held by the US andoBbeuatitr2fihegemony of
India, with a weight of 42.0%, is associated with factors such as i) the maximization of the use of cashew nuts for hea
the use of cashew nuts as part of Indian culture, and iii) the increase in income (#nta6irand Griff
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Chart 2: Worldwide production, processing and consumption of cashew nuts in 2018
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In light of its weak processing capacity, Africa markets mastigshew nuts, limiting its yields,

despite more than half of the world's production coming from the coatwending to UNCTAD

(2021), between 2009 and 2018 world teae@gmhew ria more than doubled, increasing from 872
million kg to 2.1 billion kg. The income generated also increased significantly, partly reflecting
increase in the price in the international market. However, African countries retain a small share, ¢
mosbf the processing carried out on the African continent is primary and adds, orB&we¥age, 30.0

of value ttawcashew nuts, and the remainder of the value chain is completed outside the continer
especially in India and Vietnam, wdecashewuts are exportedrigure #In fact, at the level

of international trade, African countries are the main suppliers of neaw caatesial r{uts),
accounting for 90.0% of exports made between 2014 and 2018, while India and Vietnam accoun
98.0%of imports of this product in the period referhedittd.

Figure 1: Structure of the value chain of nuts produced indXtf¢&
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3India and Vietnam are the main importers of unprocessed cashew nuts and carry out primary and secondary proces
Another part of the final processing, such as adding flavor, roasting and packaging, takes place in Europe and the USA
4 ACA(2018) identifies poor access to finance, volatility in unprocessed cashew nut prices and the absence of favor:
policies as the factors responsible for the decline in cashew nut processing in Africa.
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Chart 3: International trad@awoashew nut (volume) between 2014 and 2018 in
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Consequently, kernel marketing, which has greater commercial value, occurs outside the African
continentVietnam and India are the main kernel exports, accounting for 78.0% of total exports betwe
2015 an@019, while the US and the EU are the greatest imports, together accounting for 61.0%
global kernel imports in the period.

Chart 4: International kernel trade (volume) between 2015 and 2019 (%)
Exports Imports

_ Others
Brazi Other

18%

EU (27+UK
33%

Canada
3%

Australi
3% . .
Vietnam United Arab/7
64% Emirates

5%

United Aral
Emirates

3%
Netherlan
5%
Indi

14%

Chin
10%

Source: UNCTAD (2021

28



2.2. Somenternational references in the cashew nut sector

This section highlights the good practices of the Ivory Coast and Tanzania in production and marke
respectively, and India and Vietnam in processing, enlightening the main factorsdttaegontributed t
relative success in these areas.

2.3.1 Experience of the Ivory Coast and Tanzania in the production and marketing of
cashew nuts

The emergence of the Ivory Coast as one of the world's largest producers of cashew nuts
stemmed from the incentives adopted by the government, coupled with the stance of its partners,

in a context of favorable market conditiéfigr starting productibcashew nuts in 1959, as part

of a strategy to combat soil erosion and fires, the country achieved the status of the world's lar
producer in 2019, surpassing India. To this end, government measures made their contribut
especially:

1 The adoption stibsidies and exemption from taxes and duties on the export of locally
processed cashew nuts, in addition to the favorable price in the international market. F
example, in 2016 the government introduced, for 5 years, a subsidy of EUR 0Ol per kg of loc
processed and exported cashew nuts (Oxford Business Group, 2021); and

1 Investment in research and developmenymthigeds and technical assistance provided
by normgovernmental organizations to small producers (ACA, 2019). The assistance consists
conveying best practices for I) pruning, grafting and mainlentateansf o) harvesting,
drying and storage of cashew nuts; and iii) the management of fertilizers, insecticides and of
inputs. These practices, associated with the existence of quality certification services a
cooperativism, have allowed theiategoof favorable prices for local producers and the
improvement in yields (Kone, 2010 and ACA, 2019).

To maximize domestic processing, the Ivory Coast adopts strict measures to regulate value chain
players In marketing, th@wvcashew nut is sold fpducers to duly licensed cooperatives,
intermediaries and processors. In addition to these measures are added (Kone, 2010) and ACA (2

1 Specific licensing to producers, intermediaries, processors and exporters;

1 The prohibition of purchase befdeaittod of the marketing year, except for processors; and

1 The prohibition of export by land borders.

Tanzania's experience also points to the preponderance of government measures to boost
production and marketing, through the organization of the sdetdrtalthe adoption of
incentivesin marketing, stands out the adoption of an auction system (Fitzpatrick, 2012):

1 In 2007, an auction system was institutionalized as the only method of selling cashew
nuts, in order to organize the marketing proceésge then, the primary organizations
(cooperatives), whose members are farmers, started t@vwogstiewv nut from their
members on credit. The cashew nut is transported by the Cashew Council to certifie
warehouses, where it is stored in batcle®deyative. In turn, cooperatives receive
certificates of deposit which serve as collateral for credit obtained from select commercial bal
Lots are auctioned weekly by the Cashew Council for certified buyers (exporters and process
and these pay tAmount of the purchase via the bank, which is responsible for distributing the
amount to the parties involved in the beHimessderstood that this system minimizes the

5The Cashew Council also advises the govermmeatating policies and strategies for the sector, and registers value
chain players (farmers, cooperatives, processors and exporters). The Council grants licenses for the purchase and exf
cashew nuts and appoints inspectors.
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number of intermediaries, improves the qualitasiiew nuts and prodpcee, as well
as the registration and control of the cashew nuts marketed by government authorities;

1 Organization of participants in trade unions or unions of cooper@beggrative unions
represent the primary companies of the Cashew Counaipagyigpidgrant role throughout
the process: i) assisting primary companies in acquiring inputs (pesticides, jute bags, palle
etc.), ii) facilitating loans and transfers of values to primary companies (for the acquisition of
cashew from produceirssupporting the identification and registratiwasiiew nuts for
warehouses and iv) interacting with the storage system, including the sealing of consignme
and

1 Identification of financial service providersio financial institutions weeetsd| which,
through state guarantees and certificates of deposit, grant credit to primary organizatio
(producer cooperatives) for purchasing cashew nuts from producers, and to processors
purchasing raw materials and capital investments.

In generalthe auction system made it possible to increase the price to the producer and to
segregate the quality of the cashew nuts ¥@ith the certification of value chain players and their
integration into the auction system, the anticompetitive hefergiorasf leduced and sales before

the marketing year were minimized, and as a result, the price and quality of the marketed cashew
was improved. In addition, formalization-bbmtessrade was improved (Noel and Venkatakrishnan,
2014 and TME,1H).

2.3.2 Experience of India and Vietham in processing cashew nuts

India was a pioneer in the processing of cashew nuts and remains the largest processor, despite
new countries entering the markieidia currently processes around 2 million tdralyessing

is dominated by small and mesdiale plants, with a still low level of mechanization and automation. It
should be noted that India has the advantage of having domestic consumption growing, and about 5
of the cashew nut processed in thieycisumarketed in the domestic market.

The increased demand for kernels in the international market in the sixties led India to develop
systematic and integrated approaches to promote processirbis context, the following
government wagers on the promotion of the industry stand out:

1 Tax measures:
V Reduction of the duty on the impanicaishew nuts in general (from 5.0% to 2.5%) and total
exemption for 15 African producing countriegpexicepgvory Coast, Nigeria, and Ghana;
and
V Increase in the surcharge on the importation of broken kernels (45.0%, recently increased
70.0%) (ICRA, 2018).

However, the weak focus on technological modernization, coupled with high labor costs,
contributed to the stagnation of processing in Iftiewvolatility of prices in the international market,

as well as the deterioration of the terms of tradedssdoidited with increased demand for quality
standards by the main kernel markets, as well as high labor costs and low levels of innovation, contri
to the stagnation of processing and loss of the position of the largest kernel exp@tieanim favor of Vi

In contrast, Vietnam's increased weight in the processing of cashew nut and its byproducts is
mainly due to its commitment to technological innovatietnam is currently the selawgdst

cashew processor in the world, as a result of ttyeccagic by the local industry over the past three
decades. In this country, all components of the cashew nut, namely the false fruit, the kernel, the
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and shell, are process&dr this purpose, the country currently has just over 1,000t cashew nu
processing units, after about 3 plants in the 90s, of which 50.0% of large and medium size and 50.(
small size. This gives the country a processing capacity of 1.2 million tons per year, that is, about 4
of the total processed cashew nut iortti¢Rondan, 2021). Among the main factors that explain the
developments in cashew nut processing, stand out the technological innovation brought forth by
players, especially in the husking, which made it possible to replace imports ofChexzhines from
India and Italy. The innovation also covered the coolamgadiiess nuts, which is usually carried

out by steaming, as well as the roasting, adding flavors and packaging of the kernel (ANTECH, 202(
Rondan, 2021).

Technological innovat has enabled the improvement of efficiency and yields in eight of the

nine stages ofaw cashews and has made Vietnam a center of technological innovation for
processing, having enablgdhe reduction of the cost of equipment acquisition380%6,0i)

the reduction of broken kernels to 10.0%, iii) the improvement of the quality of the processed cas
nuts and the design of national brands with international standacdsa$e) ithemployment and

v) the continuous innovation, given the greater interaction between processors and equipment supj
(ANTECH, 2020 and Rondan, 2021). Currently, the country produces and exports specialized mact
including for cashew nutiggg metal detection, drying, color and size separation, among others, used
in the cashew nut processing line.

The government boost was also essential to the transformation and hegemony of processing in
ViethamThe government of Vietnam introducaltbthied measures:

1 Tax incentives on the impadvetashew nuts. Customs duties are set at 5.0% for the
importation ciwcashew nuts, against the 30.0% charged for the importation of cashew nuts
with primary processing;

1 Establishment of agreementhé& purchase of raw materials from producing countries, such
as the Ivory Coast, and free trade agreements with the European Union;

1 Adoption of quality certification services, support for branding and product promotion in k
markets; and

1 Funding incewe. Development and commercial banks provide credit lines with affordable
interest rates for agribusiness. Interest rates for large processors rangeé.0%iveeehn 5.0
between 1012.0% for meditatale processors. Processors use export (buyrseliy con
as collateral for mobilizing up to 85.0% of the required funding.

Summarily, international experience shows that organizing the sector and the provision of incentive
the government are crucial for maximizing gains in the sector. Arinexneabores taken in the
marketing and processing of cashew nuts by some African countries. Figure 2 summarizes the r
measures implemented along the cashew value chain for select countries.

6 For the cashew seawrolution in 1990, Vietham adopted strategies similar to those of the Ivory Coast and Tanzani:
described in the previous section. In fact, in addition to importing cashew nuts adagtebledicaheamfitions of

the country (from South Ameiicaso bet on the distribution of fertilizers and insecticides, transmission of production
techniques and creation of cashew nut production associations.
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Figure 2: Measures taken to boost the cashewalairein select countries
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lll. THE CASHEW NUT SECTOR IN MOZAMBIQUE

3.1.Background of the cashew nut seatdviozambique

The production and processing of cashew in Mozambique dates from the colonial era, and the
country has reached record levels of producfisrshown icharts, in 1961 the country already
produced cashew nuts, and in 1973 reachegraghszion of 240,000 tons (FAO?.20211961

was also installed the first processing plant in the country and Africa, the country passing to ex
cashew nut kernels, thus breaking the monopoly of India.

Chart 5: Cashew nut production level2@@61
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With the end of the colonial era and the outbreak of the civil war, cashew production declined,
creating a raw material deficit for the then emerging processing inkiutiteyperiod between

1974 and 1995, cashew nut production decreased, adlzerdeplréire of the colonial power and

the less favorable posependence government policies (e.g., the nationalization of plants and
communal resettlement), as well as the civil war.

To solve the deficit problem, the government introduced proteetasures that created new
challenges and forced the liberalization of the sdtterdeficit of raw material for the then existing
processing plants it led the government to implement several measures, with emphasis on strengtht
protectionist measyrim order to limit the expaoevatashew nuts and setting minimum and later
reference priceéAs a result of these measures, the country began to generate a surplus of unprocesst
cashew nuts.

7Between 1961 and 1973 each family was obliged to produce cashew nuts in its fieldd whitle wastéaw via
exchange with products of interest to peasant families.
81n 1973, there were 14 processing plants (OMR, 2014; UNCTAD, 2021).
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The liberalization ciwcashew nut exports hasrsened the sector's crisi® solve the problem

of surpluses, in 1994 the World Bank proposed the liberalvzedisimesf nut exports (prohibited

since 1975), assuming that this measure would contribute to the increase in producer prices, whi
turn would stimulate the treatment and expansion of cashew trees and provide for increased employ
However, the crisis in the sector has worsened, as the liberalization of unprocessed cashew nut ex
has led to an increase in the number of farnmbramal intermediaries. As a result, psoducer’
incomes have reduced, difficulties for the acquisition of raw material by industry have increas
unemployment has increased, and the country is no longefdingest exparter of kernels (AFD,

INCAU and NITIDAE, 2020).

To revitalize production and processing, the government introduced significant reforms in the
cashew sector in the 9@smong them stand out:

1 The creation of the Cashew Development Institute (INCAJU) in 1997, with the mandate
promote the planting and treatment of cashew tree and the cashew processing industry anc
byproducts.

1 The approval of the Cashew Law in 1999, which, among wi&r reieieduced the
surcharge of 18.0% on expoeecdshew nuts, as an incentive for processing at the domestic
level. The revenues resulting from the surcharge are distributed in 20.0% for the installat
insurance of processing Industries.@fa 80 financing projects in the production area (e.g.,
seedlings and treatment). The law also laid down the need for satisfying the national indus
and prohibited the export of unprocessed cashew nuts by industrialists.

As a result of the reforms, t@untry has improved its production capagitgording to the IAM

(2021), the average productivity level per cashew tree increased, in the last decade, from abol
kg/untreated cashew trees to about 12 kg/treated cashew trees, due to the g¢egeateof mana

the cashew tree and the intensification of production and distribution of seedlings. Consequently
production level of cashew nuts increased from 62.8 thousand tons in the 2005/06 marketing ye:
144.9 thousand tons in 2020/&1art 6.

Chart 6: Cashew nut production in Mozambique (tons) and average price (MZN)
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The increase in production also increased the sector's contribution to the national economy,
despite the stilimited value aggregatiohhe cashew value chain in Mozambique involves at least
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seven players in four stages, from production toTekp®rt. According to Technoserve (cited by
GrobeRischkamp and Seelige, 2010: p.19), only 18.0% of the valtreeaddieel chain is paid up

in the country, while roasting and packaging for final consumption (42.0% of the value added), as w
the distribution and retail sale of processed kernels (40.0% of the value added) taie place abroa
Figure 3. Even sbis estimated that about 1.4 million Mozambican families are engaged in cashe\
production and, in 2020, the sector employed 14,300 workers in the procéssihgrinduSiny

the other hand, between 2011 and 2020 this crop contributed atvoaiv@1@eto the total exports

of agricultural productShart 8. It is estimated that between 2006 and 2021 the state collected a
cumulative amount of about USD 80 million in revenues resuking frangethéhe exportrafiv

cashew nutChar®.
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Table 1: Role of cashew value chain players
ENTITY IN CHARGE ROLE

PHASE

Production

Individual producer

Producer associations

Production and sale of unprocessed cashew nuts

Production, aggregation and sale of unprocessed «
nuts

Marketing
(purchase,
collection and
transport)

Local traders (stockists)

Intermediaries (brokers)

Purchase of cashew nuts from producers/associati
producers, aggregation, temporary storage of unpr
cashew nsitand

sale to processors or exports.

Purchase of cashew nuts from producers/associati
producers/stockists

temporary aggregation and storage of unprocesse
cashew nuts

Inspection and quality control

Sale to processors and/or exports

Processing and
exports

Commercial banks

Primary processing units

Financing for the purchase of unprocessed cashev
Screening, peeling and grading of cashew nuts
Export of unprocessed cashew nuts andianinesy
Screening, peeling and grading

Secondary processing ui frying, salting and adding flavors

Export of secondary kernels

Exports

Purchase of cashew nuts to producers/association
producers/storage

Exporters of unprocesse temporary aggregation and storage of unprocesse

cashew nuts

cashew nuts
Inspection and quality control
Exports
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Figure 3: Value added at each stage of the cashew nut
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Chart 8: Weight in total exports of agricultural prod@@0Riol%
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Chart 9: Tax contribution and loss of r@82021) in USD million

18.6

) o) \
r{b\\ &'\ 3 '33\\

N O Q N 2 %)
Q (gQ 0,)\\ ,\Q\\ \\'\ @’\ R
D N

DA N

Q
S

SRS

[ Paid surcharge (est.) t.! Loss of revenue (est.) ‘St.)

Source: I1AM (2021)

Not e: the estimates of tax contri

Aot hero, respectively, subtracted by

marleting years and the current surcharge of 18.0% were considered.

38

bution a
5.

0%

nd |l dss of

from

t he

C



The availability of raw materials has also driven the expansion of the processing industry, given
that it is already partly paralyzed and/or underutilizé2000, the government intrdderoall
semimechanized cashew nut processing plants in rural areas, especially in the northern region of
country, making up a total of 29 manufacturing plants in 2010. However, the country currently ha
plants and 5 small processing units, estinaated installed capacity of 116 thousand tons. Only 14

of these processing units are operational, with an effective capacity of only 42 Tratlis@hd tons

Table 2: Manufacturing units and processing capacity in 2021 (tons)
NAME LOCATION TYPE CAPACITY NOTE YEAR

Installed Effective
Condor Nuts ANCHILONAMPULA PLANT 12.000 - Shutdown 2021
Condor Caju NAMETIENAMPULA PLANT 7.000 - Shutdown 2021
Olam (3 Units) MONAPOIAMPULA PLANT 18.000 - Shutdown 2021
Caju llha LUMBGNAMPULA PLANT 7.500 - Shutdown 2021
Caju llha ANGOCHENAMPULA PLANT 7.500 - Shutdown 2021
Korosho NAMPULEITY PLANT 10,000 10.000 Operating
Mocaju MURRUPULANAMPULA PLANT 3,000 2,000 Operating
Sunny Moz Int REX- NAMPULA PLANT 3,000 2,000 Operating
IndoAfrica MECUANAMPULA PLANT 2,000 2,000 Operating
Indo Africa (Khan) | MECONTANAMPULA PLANT 5,000 3,000 Operating
Cn Caju NACALA PORTO PLANT 10,000 6,000 Operating
Dml Cashew, Lda.| ANGOCHENAMPULA PLANT 10,000 - Shutdown 2019
Agrico Marketing | MONAP®IAMPULA PLANT 6,000 1,550 Operating
Korosho CHIURECABO DELGAD( PLANT 6,000 6,000 Operating
Condor Anacardiurl MACIAGAZA PLANT 8.000 8.000 Operating
TOTAL 115,000 40,550
Adpp ITOCULONAMPULA SMALL PLAN 50 35 Operating
Ics, Lda MOGINCUAINAMPULA  SMALL PLAN 365 365 Operating
Sumaila Caju MOGINCUAINAMPULA  SMALL PLAN 300 300 Operating
Cashew Processinif MARRACUENBIAPUTO SMALL PLAN 300 300 Operating
Unildy Lda BOBOLEMAPUTO SMALL PLAN 200 200 Operating
TOTAL 1,215 1,200

Source: IAM (2021)

The industry faces difficulties in accessing raw material, with a significant part of unprocessed
cashew nuts being traded in the underground maikae 3 shows the distribution of the cashew

nuts producdaetween the 2005/6 and 2020/21 marketing years. It can be seen that, despite th
prioritization of domestic processing, the industry acquired, on average, only 33.0% of the t
unprocessed cashew nuts produced in the period, and 24.0% was expodeesséien the

other hand, about 43.0% circulates between the informal market, producers and others not identi
The significant weight of unprocessed cashew nuts marketed for unspecified purposes (24.0%) indi
weakness in the marketing anveifance system in the sector.

9The main corridors of informal sale of cashew nuts are: Nacala (Meconta), Beira (Muxungugapd (Nawag), Li
and Maputo province and city.
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Table 3: Cashew nut distribution by purpose {2025

PRODUCTIOI  INDUSTRY EXPORTS INFORMAL PRODUCER OTHER
OWNERSHIP
PERIOD Volume Volume Weig Volume Weight Volume Weig Volume Weight Volume Weig
(ton) (ton) ht (ton) (%) (ton) ht (ton) (%) (ton) ht
(%) (%) (%)
2005/06 62.821 21.943 349 26.349 41.9 4397 7.0 7.539 12.0 2593 4.1
2006/07 74.397 20.280 27.3 24.176 32.5 5208 7.0 9.300 12.5 15.434 20.7
2007/08 94.314 24.000 25.4 31.607 33.5 6.602 7.0 11.789 12.5 20.316 21.5
2008/09 64.150 24.013 374 11.720 18.3 4491 7.0 8.019 12.5 15.908 24.8
2009/10 96.557 26.616 27.6 27.923 28.9 6.759 7.0 12.070 125 23.190 24.0
2010/11 112.753 30.000 26.6 42.000 37.2 7.893 7.0 14.094 125 18.767 16.6
2011/12 65.093 25.400 39.0 5.595 8.6 4556 7.0 8.137 12.5 21.405 32.9
2012/13 83.141 26.657 32.1 11.700 14.1 5,820 7.0 10.393 12.5 28571 34.4
2013/14 63.081 17.717 28.1 7.188 11.4 4416 7.0 7.885 12.5 25.875 41.0
2014/15 81.240 29.351 36.1 6.493 8.0 5687 7.0 10.155 125 29.554 36.4
2015/16 104.179 34.390 33.0 22596 21.7 7.293 7.0 13.022 125 26.879 25.8
2016/17 139.089 47993 345 69.873 50.2 9.736 7.0 17.386 12.5
2017/18 129.643 53.717 41.4 34271 26.4 9.075 7.0 16.205 12.5 16.375 12.6
2018/19 142.104 64.887 45.7 24.334 17.1 9.947 7.0 17.763 12.5 25.172 17.7
2019/20 143.398 45505 31.7 33.251 23.2 15.306 10.7 6.291 4.4 43.046 30.0
2020/21 144.823 35,888 24.8 26.795 18.5 17.327 12.0 202 0.1 64.610 44.6
AVERAGE 100.049 33.022 33.0 25.367 24.0 7.782 8.0 10.641 11.0 23.237 24.0

Source: IAM (2021)

3.2.Legal and institutional framework of the cashew nut sector

The marketing and processing of cashew nuts are governed by a set of standards and institutions,
createdo provide an adequate functioning of the cashew value chain and maximize the gains for
the countryAnnexes 2 and 3 summarize the legal and institutional framework of the sector. There
stand out the Law No. 13/99, of November 1, Cashew Law, ectivtheegpdptioDecree No.

78/2018 of December 6. Among other things, this legislation lays down (i) the principle of fixing
reference price for the purchase of unprocessed cashew nuts from the producer and (ii) the fixing c
surcharge on thepert of unprocessed cashew nuts. In turn, Law No. 03/1993, of June 24, Investmel
Law, and its regulation, and Law No. 04/2009, of January 12, which approves the Tax Benefits C
provide for various benefits and tax incentives, between genefial arfdcbpeary according to

the nature of the economic activity and region of implementation of the project in the country.

Strict compliance with standards remains a challénga.one hand, Law No. 13/99 lays down, for
example, the principle of exporting surplus as to domestic processing capacity, the shutdowr
processing industries on account of access to raw materials d@engdanoenwith the Law.
Similarly, theglislation lays down the obligation for expmaterasifew nuts and kernels to present

to the 1AM the single document proving the export operation and the quality certificate issued
competent entities (IAM and Intertek Testing Services Ldag)tdAtdoertAM, this obligation is
breached by clandestine traders. Table 4 summarizes the institutional framework of the cashew se:
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Table 4: Summary of the institutional framework of the cashew sector

INSTITUTION

MOZAMBIQUE KERNEI
INSTITUTE (IAM)

MOZAMBIQUE
COMMODITY EXCHAN
(BMM)

CASHEW
INDUSTRIALISTS
ASSOCIATION (AICAJU

COMMERCIAL,
INDUSTRIAL AND
AGRICULTURAL
ASSOCIATION OF
NAMPULA (ACIANA)

BRIEF DESCRIPTION

Public institute created in 2020, in place of INCA
supervised by the minister overseeing Agriculture.
tasks of the IAM are to promote i) kernel promotion an
programs, (ii) kernel processidg(iii) the industrial ust
kernel byproducts. Overall, IAM is responsible for imple
the cashew sector policy. For example, the IAM enst
treatment of cashews (pesticides, subsidized by 100¢
technical assistance to produbeosigh its network of r
extension workers.

Public Institute created in 2012 and supervised by th
who oversees the area of Commerce. It aims to e
competitive agricultural and commodity trading sys!
sustainable and integrated mannemsoges and boosts
role of value chain players, in the national and inte
market.

AICAJU is an association that aggregates cashew pro
the national leald acts as a spokesperson with gove
authorities, regarding the implementation and se
solutions to the concerns and constraints that coni
development of the industries operating in this sector.

ACIANA aggregates traders and exporters of unp
cashew nuts operating specifically in Nampula provi
acts as a spokesperson with government authatéfens
of the interests of its members.

OVERALL CHALLEHRS

Ensure good harvesting

" practices, pelsarvest

treatment and use of
appropriate packaging
(bags).

Ensure the availability of
raw material for the natic
industry in adequate
quantity and quality.

Improve BMM operatic
autonomy

Bet on secondary
processing and use of
cashew nut bylaws.
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IV. CASE STUDY: MARKETING AND PROCESSING OF CASHEW NUTS IN NAMPULA

The previous chapters describec Figure 4: Nampula province

panorama of the cashew sector in the I o
and in Mozambique. This chapter exi i anil e ® . 7 ° 0 el

the strengths and weaknesses o A
cashew value chain in Nampula in tt
of that panorama, and the-seuouture : T NANBiR
interviews ca&d out, focusing ( o e
marketing and procesgingee Annex ' ‘ e
on the institutions and contact persor
emphasis on Nampula is due to its |
the largest producer of cashew nuts
country and the possession of the | .. ) o o s
share of processing. Phevince has e OEAL e
cashew park of about 15 million o -

occupying the 1st position in the proc
of cashew nuts and contributing 50
the country's production and 81.0%
processing capaci®y see Annex ‘!
Cashew is produced almost throuigé:
Nampula province (19 districts),
emphasis on Mogovolas, Mogit
Angoche and Moimigure 4.

Nampula

beoane  NMOcambique

- Floods and cyclones
- Moderate precipitation
between 900 and 11(

mm

- Productive soils

- Cassava, rice, peanut:
beans, cashew nuts a

Source: Nampula Provincial government (2021)

The productionrafvcashew nuts is ensured, fundamentally, by small subsistence producers, howeve
there are some producers with a market vision that are betting on the repopulation and expansion of
production areas with the support of the IAM

4.1 Challenges andpportunities in the marketing and processing of cashew nuts in
Nampula

4.1.1 Key challenges in marketing and processing

The marketing of cashew nuts in Nampula follows a set of rules and procedures that, theoretically,
should make raw material availablth&industry and provide gains to all value chain players.

In order to guarantee the quality of the cashew nut, the official mar&etiaglodtheut takes

place between October and January, usually from the production areas. For tlyiygarpoge, ever
September 15, the Cashew Technical Council analyzes the forecast of production for marketing,

10]n Nampula, IAM has five seedling production nurseries, which are distributed free of charge to producers.
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which the need for raw material for the industry is deducted, and the surplus assumed as availabl
export, in accordance with the regutatienGashew Law. Before the launch of the marketing year,

the purchase and export of unprocessed cashew nuts is prohibited and the reference price to
producer is defined, which takes into account the conditions of the domestic and international mar
In the 2020/21 marketing year, for example, a reference price of MZN 37,00/kg was set (IAM, 2021

Currently, eight processing plants operating in the province are paralyzed due to weaknesses in
the process of marketing and enforcement of standahiish Vead to the proliferation of
clandestine traders and limit access to raw materials by indaditgmpula, the marketing of
cashew nuts is carried out by several initial and intermediate traders who, based on a generic mark
license, purchase ltaw nuts directly from various points of sale. These practices make supervising th
process difficult, which, combined with the porosity of the borders and the meager number of
authorities, allows the presence of clandestine traders. For exhayddyabareeports of cases

of export of unprocessed cashew nudubyrialists, substantid#édsk declarations to customs
authorities, for example, declaring export of beans in place of cashew nuts. The illegal traders, in
distort market rules by charging unreferenced cashew nut purchase prices and making purchases b
the start of tlearketing year. As a result, the incentive for producers selling cashew nuts to the indus
declines, industries face unfair competition, given their cost structure, and orjyaétgavely low
cashew nuts become available to industry.

To boosthe marketing process of cashew nuts, in the 2020/21 campaign the IAM, in coordination
with the BMM and the Mozambican Association forrdhgofon of Modern Cooperativism
(AMPCM), organized a pilot auction for sebiwgashew nuts in the Mogovolastuits. The

auction set out to reduce information asymmetries between producers and buyers regarding the |
and quality of cashew nuts, improve the traceability of cashew nuts and maximize the gains for all ca
value chain players. As a resultaidhen, the average selling price for the producer increased from
MZN 37.00/kg to MZN 47.00/kg, the quality measurement of the marketed cashew nut improved an
average price of the cashew nut sold outside the auction increased from MZN 3%.00/kg to MZN
(BMM, AMPCM & 1AM, 2020).

However, the coexistence of the two marketing systems (direct sales and auction) minimized the
auction gains, considering the small quantity (200 tons) of cashew nuts aggregated for this
purposeThe hybrid marketiggtem makes it susceptible to marketing before the start of the marketing
year and allows buyers to entice producers to sell the cashew nut outside the auction, as was the
in the pilot auction. This fact suggests the need for raising the gwadeicess ahd organizing

them into associations (registration, bank accounts, etc.), and transitioning to a marketing system
favors auctions as the method of sale for meoatwoasteew nuts produced in the country.

In addition to the marketioballenges, the national industry also faces cash difficulties for the
procuring raw materials, given the limited access to bank d@ediiew processing is
characterized by the need to ensure the stock quality and quantity during the mariofting period, w
demands high cash flows and the use of financing. If, on the one hand, the guarantee fund is me:
considering that it is financed by 1/5 of the amount of the export surcharge, the option for bank cre
onerous and limited. For example, faarketimy year 2021/22, AICAJU requested the state USD
15,000,000.00 (fifteen million US dollars) for the acquisition of 81,000 tons of cashew nuts. Howeve
guarantee fund covers only 8.0% of this amount, and hence it is only accessiblesdossmall proces
Using bank credit is limited by the perception of high risk in the sector by bankers, which is also di
the fragility of the marketing system. In fact, poor quality control of marketed cashew nuts,
proliferation of many middlemen and iafodnondestine traders and the volatility of the price of
cashew nuts in the international market represent sources of risk exposure for commercial banking
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4.1.2 Key opportunities in marketing and processing

The Nampula province and the country in genenablp favorable agecological conditions
for planting cashews, as well as advantages for marketing cashéwarntex 6. Among the

opportunities for

marketing stand out:

1 Theincreased demand for kernels, associated with nutritional and hehttrerceadand
for cashew nut byproducts for industrial purposes;

1 The fact that Mozambique is part of a small group of countries thaivozaskewhauts
available to the market, at a different time than most countries that marketiguseproduct

35;

1 The existence of preferential trade agreements with a range of countries in the region and
main markets for the final consumptioonofesgdkernels, coupled with the taste preference
for Mozambican kernskse Annex 2; and

1 The privileged location of the country along the coast and with access to port infrastructure, w
reduces transport costs.

Figure 5: Harvest and marketingqeeforrawcashew nuts
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Burkina-Faso §
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Brasil
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Kenya

Indonesia
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Source: ACA (2012)
Note: the figure above shows the start and end of marketing years in various countries. It notes that fige
Mozambique) makacashew nuts available between the months of Odteteuaryd

The country also presents several opportunities in the field of cashew pratassex)6. The

emphasis lies in

opportunities in the following fields:

1 Secondary processing, namely roasting and adding flavors andAsheentioned, only

18.0% of

the value chain is aggregated in the country, with 5.0% corresponding to prims

processing. In contrast, roasting and adding flavors adds 42.0% of the value and takes plz
abroad, thus making for an opportunity for thelcdartmpula, only one plant uses cashew
nuts for oil and fuel production; and
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1 Production of equipment, packaging and other inpi#sn the dependence of the national
industry on imported equipment and inputs, investments in this area also constitute ¢
opportunity that would make it possible to reduce costs for plants in the acquisition of jute b
and packaging for kernels.

4.1.3 Measires proposed to maximize marketing and processing gains

The study identifies the weakness of the marketing system as the main obstacle to the leverage o
processing industry, because it promotes clandestine trade and limits access to s~y materials.
fragility is also associated with limited access to finance by industries. Table 5 systematizes tr
challenges and outlines proposals for measures to mitigate them. The proposed actions comprise:

1 Specific licensing of value chain playbrsaaddition to the annual registration by the IAM of
traders holding generic licenses, it is proposed that the IAM will proceed to carry out the spe
licensing for the cashew value chain players and exclusively for their intervention in the ch
(pralucer, trader, exporter and processor), subject to specific requirements by player. Tt
process sets out to improve the traceability of the cashew nut and the control of its handling
reduce sector informality.

1 Gradual transition to an auction system as the only method for selling cash&hisuts.
measure is primarily aimed at organizing the marketing process, reducing the number
intermediaries and facilitating supervision. The adoption of the aootyomathtitk for
selling unprocessed cashew nuts, in parallel with the specific licensing, improves traceability
lowers informality levels. The auction also reduces the asymmetries regarding the quality «
price of the cashew nut, thus ensuringn@eh@iae and quality of the raw material for the
processor, and gains for all players in the value chain. Annex 7 presents a proposal for a mc
auction.

1 The strengthening of the guarantee fund and greater involvement of commercial banks.
Concerningdlguarantee fund, it is proposed to increase the export surcharge from 18.0% ftc
25.0% and to introduce the surcharge for kernels with testa, from 10% to 15%. The simulatio
the effect of the increase in the surcharge on the exporter and adlansiamteectfiund
shows that an increase in these magnitudes would make it possible to strengthen the guarar
fund by about USD 3.6, without making exports urdbasidle. Even so, the proposed
surcharge level is below that practiced by thealstprf/aizania and Bérsee annex 1.

The aggravation of the surcharge also improves the competitiveness between the processor
exporter in determining the price at auction and promotes domestic processing. As
complementary measure to the strengtbémhe guarantee fund, the selection by public
tender by the IAM of commercial banks for financing the sector, based on the guarantee func
collateral, is suggested. This measure sets out to ensure more competitive interest rates for
sectoi seeannex 8.
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Chartl0: simulation of the effect of the increase in the surcharge for the exporter and guarantee fur

Impact of the increased surcharge for cashew nuts in a setting ol
controlled smuggling (USD million)

18.8
I I I 6.85.4 8.3
Surcharge=p, 184)} \ 22% 25% 30% 35% 3 (yj,
L f
current setting Controlled smuggling setting

B Export margin (USD) B Amount allocated to the Guarantee I(USD) USD

Source: Estimates based on IAM data (2021)

Notes: Assumptions: i) average purchase price from producer (Mi)N@8r&@Ekgyport price of unprocessed cashew

nuts (USD 1,141/ton), iii) quantity produced (144,8 thousand tons), all referring to the 2021 campaigns iv) intermediate
(e.g., logistics) were abstracted from the estimates, and v) greaterlestinipphithntize implementation of the auction
system, which, in a first phase, would allow the industry to absorb 41.0% of the unprocessed cashew nuts produced
country, the remainder being exported using the formal channels.

Table 5: Proposed @mts to maximize gains in the cashew value chain in
Nampula/Mozambique

Characterization Proposed action Entity in
Challenge
charge
Marketing is adversely affected | 1.1.1 Structuring the value chain
V  General marketing license, v V introducing specific licensing for
provides fothe acquisition cashew value chain playe
unprocessed cashew nuts by (producers, traders and process
value chain player, inclug
clandestine traders, and dig 1.1.2 Organizing marketing
the rules of the market (p V moving to an auction system as
campaign period, among otk only method for selling cashew n
0 organizing producers int
1.1 Organizing th{ V  Fragility of institutions resul associations/ cooperativ
marketing weak supervision 3 0 mandatory registration a  |AM, BMM
process institutionabordination: certifications to engage i
A Purchases before the thecashew business
launch of the marketing 0 setting up fixed marketin
campaign posts (warehouses);
; 0 issuance of sales
A Norobservance of the documents (invoice, rece
principle of export surply and vouchers)
in respect of domestic o disseminating relevant
processing capacity information to sector
stakeholders
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2.1 Securing
financing for the
domestic industry|

In additiono the weakness of |
marketing system, processin(
adversely affected by:

\Y

Meager guarantee fund: the
is financed only by the ex
surcharge for unproces
cashew nuts, as currently ke
with testa, are not taxed; an(
High perception aink credi
risk stemming from (i)
weakness of the trading sy
and (ii) price volatility in
international market.

2.1.1 Strengthening the guarantee fund

V

2.1.2 Have the IAM launch a public tendg
select commercial banks to finance the s
using the guarantee fund

V

Increase the surcharge on the ey
of unprocessed cashew nuts fror
18% to 25% (which alfav an
income of USD 3,6 million to the
fund); and

Introduce surcharge for kernels
testa (between 1058.0%)

sets out to ensumore competitive
interest rates for the sector

1AM,
commercial
banks
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V. FINAL REMARKS AND DISCUSSIONS POINTS

Cashew is an important source of income for close to 25.0% of the Mozambican population or 1.4 n
families and with great potential to leverage the economy. However, the potential of the sectc
underutilized, with part of the industry shutdown.

The documentary review andsemtured interviews carried out suggest that the weakness of the
marketing system is the main challenge, as it promotes informality and smuggling, thus limiting ac
to raw materials by the industry. Processingfectdsiobgfthe limited access to financing, given the
meager guarantee fund and the perception of high credit risk by banks.

The study brings forth the following:

1 The organization of marketing by introducing specific licensing for cashew valteahin operat
the gradual transition to the auction system as the only method for selling cashew nuts;

1 Strengthening the guarantee fund by increasing the surelvargeshew nutsxportsand
taxation on the exports of kernels with testa; and

1 At the same timselecting commercial banks to finance the sector by a call for tenders, using th
guarantee fund.

VI. DISCUSSION POINTS

1 Can transitioning to the auction system, as the only method for selling cashew nuts, solve the is
with smuggling and industry atzes® material?

1 Are there other alternatives to address the weaknesses of the marketing process?

1 How to improve the sector's access to financing?
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ANNEXES

Annex 1: Main measures taken in the cashew ses&bedh African countries

Country Marketing Processing
1 Prohibition of exports by land borders (smug { Only processors are allowed to purchpsacesse
1 Surcharge on the exparhpfocessed cashew r cashew nuts before the launch of the marketing y:
Benin (USD @3 per kg)
1 Minimum price of USD 0.73 per kg
1 Surcharge on the exparhpfocessed cashew r
Burkina (USD @45 per kg)
Faso 1 Compulsory explicense
T Minimum price of USEBqer kg
1 Prohibition of exports byltenders (smuggling) 1 Prohibition of purchase before the launch of the r
1  Surcharge on the export of unprocessed cast campaign, which is allowed opitgdessors
(USDD23 per kg) 1 15.0% of the surcharge channeled to the promoti
1 Compulsory purchase and export license industry
T Minimum price of USEB(er kg 1 Subsidy for processors (USB fPer kg of export
kernels)
I Granting of guarantee for financing
Ivory Coast i Cus_toms exemptions, for 5 years, for the procur
equipment by nevanufacturing units;
1 Exemption from Company Income Tax in the fi
reduction in 50.0% and 25.0% in the second and t
respectively
1 VAT exemption on costs incurred during the
implementation stage (for 4 years)
9 Priority access fordators to industrial areas and
infrastructure agrilustrial parks
1 10 years of tax exemptions for processors in
economic zones
Ghana . .
1 Customs exemptions on the purchase of equipme
and accessories
Guinea I Compulsory purchase exybrt license
Bissau 1 Minimum price of UBEH per kg
1 Refund of 30.0% of FOB value of kernel exports
Nigeria 1 Customs exemptions on the purchase of equipme
and accessories
Kenya 9 Prohibition of exports by land and sea borde § Prohibition of thgport of unprocessed cashew nuts
9 Surcharge on the export of unprocessed cast § Surcharge on the export of unprocessed cashew r
(USDO0.15 per kg) + D85 if the industry is | 045 per kg) + 086 if the industry is not satisfied
T . satisfied 1 Customs exemptions on the purchase of equipme
anzania . . . .
I Joint purchase: need for license, gover and accessories
controlled auctions
1 Minimum price of USEBTer kg

Source: compiled by the authors based on ACA (2019) aetl #{@ab9p
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Annex 2: Summary of the Legal and Institutional Framework

STATUS SOURCE

Sector policy

Cashew Lavk.aw No. 13/99, of November 1
Cashew Law Regulatibacree No. 78/2018, of Decer
6

Strategic
Objectives

Cashew law and its

Promotion of productionirdhastrialization of the sectol .
regulations

Price regulation

Producer reference purchase price approved by the
competent authorities (on a proposal from the Techr
Council)

Cashew law and its
regulations

Protectionist
Measures

Cashew law and its
regulations

Cashew nutl8.0% surcharge
Kernel no measure

Tax Incentives

VAT- exemption on imports of class K equipment anc
accessories;

Company Income Tax (IRPC) / Personal Income Ta:
reduction by 50%;

Tax creditanvestment in training, new technologies,
infrastructure, etc.;

Accelerated depreciation and repatriation of capital

Investment law
Tax benefits code

National Brand

There is no national brand for the promotion of cash
kernels.

Exchange Rate
Regime

Flexible exchange rates.

Trade
Agreements

Bilateral: Zimbabwe, Malawi, Indonesia;

Regional: SADC, SACU, United Kingdom, United St
(AGOA);

Multilateral: EU (Economic Partnership Agegeivent
Other preferential accesses: Canada, Chile, losiayd,
Morocco, Switzerland, Montenegro, Turkey, Armenié
Kazakhstan, India, China, Thailand, Republic of Kor
Japan, Taipei, Australia and New Zealand, etc.

Ministry of Industry and
Commerce

Agency for the Promotior
Investment and Exports
World Trade Organizatior

Source: prepared by the authors from various legislation.
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Annex 3: Cashew Sector Legislation

Cashew laypapproved by Law No. 13/99, of November 1,

Regulation for the promotion, production, markginogessing, and export of cashew,
approved by Decree No. 78/2018, of December 6;

1 Legal provision that sets up the Mozambique Kernel Insjipteyed by Decree No.
50/2020 of July 1;

1 Legal provision that sets up the Cashew Development Inapiuteyetty Decree No.
43/97 of December 23;

Investment layapproved by Law No. 03/93 of June 24;
Regulation of the Investment |_approved by Decree No. 43/2009, of August 1,
Mozambique Tax Benefits Caalgoroved by Law No. 04/2009, of January 12;

Quality Ceification for export of Cashew Nuts and Kerit@tsular issued by the Tax
Authority (AT) with reference No. 16/AGT&AL3.1/2021; and

1 FOB reference prices for cashew nut export in FebruaryS2@Zte order issued by the
Tax Authority with refezddo. 03/AT/DGA/411.2 / 2021.

= =4 4 -4
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Annex 4: Institutions and Contact Persons

The field study was conducted in June and July 28Rlic&eed interviews were conducted with
the institutions listed below, with emphasisrankiéteng and processing of cashew nuts in the
Nampula province. They highlight seven processing plants in operation and two factories shut dow
2021, in Anchilo, Nametil, Lumbo and Angoche. The field study also included interviews with a gro
prodgers (in the Liupo District), for they are one of the main players in the marketing process.

a) Institutions

1 Delegation of the Mozambique Kernel Institute;
Delegation of the Agency for Investment and Export Promotion;
Provincial Directorate of Indust§anucherce;

Delegation of the Tax Authority of Mozambique; and

== =2 =4 =

Provincial Economic Activity Services.

b) Associations
Cashew Industrialists' Association; and

1 Commercial, Industrial and Agricultural Association of Nampula.

c) Plants visited
Indo Africa located in Meconta;
Koroshd located in Nampula city;
CN Cajulocated in Nacala Porto;

Sunny located in Nampula (Rex);

1

1

1

1 Mocajulocated in Murrupula;

1

1 Agrico Marketingpcated in Namialo; and
1

Small plaifitlocated in Liupo.

d) Contact Pesons
Condor Nutsneeting with the representative in Nampula; and
1 Caju llhéd meeting with the representative in Nampula.
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Annex 5: Geographidahshew Productidistributionon average 2012021

Cashew Geography (221021)

Contribution to average production
over the last 10 years

North
Center

South

Mozambique Cashew Production Data

Total producers

Total cashews

Average
producer prices
(MZN/ kg)

Average
producer yield
(MZN)

Other crops
grown by
farmers

Other income
sources

Harvest period

Cashew nut
marketing
period
Productivity of
cashews

Average cashev

ages

1.4 million households

42 million of which: 72.88%tein
active production stage; 13.4% o
and 13.7% in the growth stage,
especially.

2011 (MZN 19/ kg)
2018 (MZN 63/ kg)
2021 (MZN 40/ kg)

2011 (MZN 2.14 billion)
2018 M2N 8.21 billion)
2021 (MZN billion)

Predominantly corn, beans, cass
peanuts, cotton

Informal trade, fishing, hunting,
service provisi

OctoberFebruary
OctoberFebruary

Average yield:
treated cashew? kg
untreated cashev&kg

The average age of productive
cashews is Zb years

Source: IAM (2021), Kanji et al. (2004), Frei and Pexinho (2012) and field visits.
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IAM (2021)

IAM (2021)
Preliminary data fro
IECAJU (2017)

IAM (202%)producer
prices in marketing

IAM (2021)
calculated based or
data on the markete
cashew nuts and
average producer
prices

Kanjet al (2004)
Frei and Pexinho
(2012)

Found in the field
study

ACA (2012)
IAM (2021)

IAM (2021)

IAM (2021)






























