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ACAMOZ

The ACAMOZ project is financed by the French Development Agency (AFD) and is implemented in
partnership with the Instituto de Fomento do Caju (INCAJU) and the Ministry of Agriculture and Rural
Development (MADER). It aims to contribute to the strengthening of the cashew value chain, in order to
increase the incomes of small farmers, promote national processing and its integration in the international
market, and improve the competitiveness and the economic, environmental and social sustainability of the
cashew nuts production within a stronger and more transparent institutional framework led by INCAJU.

The project is divided into two components:

The first component aims to promote the availability of transparent market information, the strengthening
of the institutional framework for decision making and guidance of the value chain to promote national
processing and its integration in the international market. The reinforcement of the market information
system (N'Kalo), facilitation of dialogue between cashew value chain stakeholders, technical advice on public
policies such as the reference price, and the realization of a study on competitiveness of cashew nuts
processing at national level are among the activities to be carried out.

This study is of key importance for the project advancement and the improvement of activities related to
the processing of cashew nuts, it is interconnected with other activities and involve the participation of key
stakeholders of the cashew nuts value chain.

The second component aim to develop an economically, environmentally and socially sustainable cashew
nut value chain around the Gilé National Park, in the province of Zambezia, through the structuration and
organization of producers, promotion of agroforestry systems and organic or fair trade cashew certification.

Nitidae

Nitidae is a French non-governmental organization, which aims to develop projects that combine the
preservation of the environment and reinforces local economies. With a team of 100 employees, Nitidae
develops projects in Madagascar, Burkina Faso, Mozambique and Ivory Coast.

It also provides technical expertise to agri-food companies and public institutions to improve the
performance of agricultural value chains, decrease environmental impact and stimulate local economic
development together with the organization of producers and local communities.

Nitidae has been in Mozambique since 2013, developing projects such as ACAMOZ, MOZBIO or the Legado
Namuli project for the preservation of Mount Namuli in Gurue or payement for ecosystems services
schemes (REDD+) or project such as LAUREL (Land Use Planning for Enhanced Resilience of Landscapes in
Mozambique).
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N'kald

N'kald is the first independent commercial consultancy service for the agri-food sector in Africa. From
production to end user, n'Kaldé provide strategic business consultancy and global market analysis. Its
expertise is supported by a team of 20 analysts from 12 countries and a wide network of private stakeholders
throughout the world. The n'kal6 service is an innovative and efficient tool for analyzing agricultural markets
for all professionals.

N'kald produce newsletters on agricultural markets to inform professionals about price risk; provide
customized services according to one’s needs - and studies, technical assistance or support to project
management: market research prospective, sectoral statistical studies, feasibility studies, crop forecasting
models, engineering consulting (processes, standards and certification, supply strategy); provide strategic
and committed advice on markets and prices, released by telephone (SMS, voice, hotline) to more than
60,000 farmers and producer organizations in 12 countries to improve their marketing, income, and limit
their risks.

INCAJU

The Instituto de Fomento do Caju (INCAJU) is an institution governed by public law, created in December
1997 and reporting to the Ministry of Agriculture and Rural Development. More recently, through Decree
No. 91/2018 of 31 December, its attributions, powers, autonomy, budgetary regime, organization and
functioning have been redefined and have even been renamed INCAJU IP. Even so, its major institutional
objectives were maintained, namely to promote the planting of cashew trees and the cashew industry.

The mission of the institution is “to promote, in a sustainable way, the increase in the production and quality
of nuts, the organization of marketing and the structuring of the processing industry, in coordination with
all interested entities, with a goal of transforming the comparative advantages of the Country in competitive
advantages, increase the income of rural families, create jobs and contribute to the improvement of the
balance of payments.”

Its attributions include the definition of policies and strategies, the coordination of the stakeholder’s cashew
value chain, as well as those of others kernels under their tutelage. Its competencies include the support to
the cashew production, the internal and external promotion of the cashew nut industry and other kernel. It
is also responsible for elaborating and implementing, in coordination with specialized national and
international institutions, the research, the transfer of technologies for the production, the cashew trade and
the processing, the cashew apple included.
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Glossary

AICAJU: Associacdo de Industriais do caju (Association of Cashew Industrials)
CAPEX: Capital Expenses; investment costs

CNSL: Cashew Nut Shell Liquid

INCAJU: Instituto de Fomento do Caju (Cashew Promotion Institute)

kW: kilowatt, power unit

kWh: kilowatt-hour, unit of energy

LCC: Cashew Nut Liquid (abbreviation for Liquido de Castanha de Caju, translation of CNSL)
MW: megawatt, unit of power (1000 kilowatt equivalent)

Mt: Mozambican metical

OPEX: Operational Expenses; operational costs

RCN: Raw Cashew Nut

TM: metric ton, unit of weight

USD: United States Dollars

VA: Added value
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Executive summary

The study first adopted a technical and empirical approach, based on the presentation of data and analysis,
to allow a deep understanding of the specific situation of the cashew processing industry in Mozambique
in 2019/2020. It did not express political opinions about Mozambique economic and social development
strategy.

After the comments received during the presentation of the Draft report (March 2020), the authors had to
develop a more theoretical and ideological discussion in order to feed the debate whether it would be
advisable or not to continue supporting/protecting the cashew industry in Mozambique. That is why the
authors includes positions that sometimes seem more political, even if the core of the report still remains
very technical.

Nitidae is an NGO that supports producers above all, but also encourage policies in favour of an
industrialization that would be connected with local production. Our analysis and proposals aim to defend
the interests of Mozambique as a developing country not yet very industrialized. It also takes into account
the probable scenario of growth of the extractive sector, as explained in the conclusion.

In 2019, Mozambique is the 9" cashew producing country, and the 4" cashew processing country in the
world. By increasing the value of cashew exports, providing more than 15,000 jobs and participating in the
industrialization of Mozambique, the cashew processing sector is strategic for the country. That is why this
study intend to deeply analyze the sector’s competitiveness today.

When compared to three other main cashew processing countries, Vietnam, India and Ivory Coast, cashew
processing in Mozambique benefits from two main advantages:

- The_procurement price for raw cashew nuts (RCN) paid by the factories. This price is lower than the price
paid by the Vietnamese and Indian factories and equal to the price paid by the Ivory Coast factories. This
is possible thanks to the factories' proximity to production areas (import and export costs are reduced
compared to Vietnam and India, where factories import most of the raw material they process) and a tax
on RCN exports, which aims to protect Mozambicans processing factories from the strong competition of
Asian processors. This advantage is the main reason that makes the Mozambican cashew processing
sector able to compete against Asian industry.

- The cost of unskilled labor: since the devaluation of the Mozambican Metical between the end of 2014
and 2016, minimum salaries in Mozambique have been lower than in Vietnam, Ivory Coast and most
cashew processing states of India. The state of Tamil Nadu, in southeastern India is the only processing
area where salaries applied to the cashew sector are lower than in Mozambique. This low wages would
have been a major advantage 10 years ago, when most of cashew processing was still manual, but today
with the increasing mechanization of cashew processing worldwide, its impact is rapidly diminishing.

On the contrary, the Mozambican industry faces numerous disadvantages when compared to its main
competitors:

- Highest taxes are paid by Mozambican cashew processing companies when compared to Vietnam, India
and Ivory Coast. In Vietnam, the state has set a very low tax level to attract investors and support
industrialization in general, while in India and Ivory Coast, states are providing strong tax relief and tax
credit to support the cashew sector in particular. In addition, one of the advantages normally offered to
cashew processing companies when exporting cashew kernels, the refund of the Value Added Tax (VAT)
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they pay for the inputs used in cashew processing, is not effective today in Mozambique, which increases
the loss of competitiveness.

- The_processing companies in India and the Ivory Coast benefit from subsidies: even if Vietnam does not
directly subsidize its cashew sector, India and Ivory Coast establish strong incentives to export cashew
kernels (disadvantage of 5.15% of FOB value in India, subsidy of 400 FCFA / kg of cashew kernels
exported in Ivory Coast). Today, thanks to this support, cashew processing companies in both countries
receive more subsidies than the taxes they pay.

- Higher cost of equipment, spare parts and inputs: as Mozambican processors need to import almost all
processing machines, spare parts, most of their inputs and pay import taxes, their final cost is very
disadvantageous compared to India and Vietnam, where most of them are available locally. Mozambican
factories also need to create istocks of spare parts and inputs to avoid interruptions in supply, while Asian
processors can easily and quickly find these supplies when they need them. This disadvantage is
comparable or even higher in Ivory Coast.

- Higher financial cost: even if Mozambican factories pay a lower price for RCN (which slightly decreases
the amount of loans), because their procurement is concentrated (the entire procurement occurs during
2 to 3 months) and the interest rate they have to pay is higher than in Asia or even Ivory Coast, the cost
of the working capital loans is much higher than in competing countries. This is a disadvantage for most
African countries compared to Asia, but the disadvantage is even greater in Mozambique than in West
Africa, due to the shorter purchasing period and the higher interest rate.

- Higher technical / administrative labor cost: due to stronger demand and less offer of qualified and
experienced people in Mozambique than in Asia, companies have to pay their technicians and managers
higher wage than in Asia. This phenomenon has been increasing recently by the growth of the extractive
sector in Mozambique (Mining and Gas), which accentuates the demand for skilled and experienced
workers.

- Lower yields in terms of quantity and quality: cashew processing is highly dependent on processing yield,
both in terms of quantity of tradable cashew kernels (called Kernel Output Ratio - KOR), and in terms of
quality, i.e, quantity of whole cashew kernels, or Whole White (WW). Due to less experience in
mechanization, less know-how from workers and less organizational flow in the factory, all factories in
Mozambique are achieving lower yields than in India and Vietnam. However, yields are comparable or
even slightly better than in Ivory Coast and West Africa, in general.

- Lower market prices: Indian processors obtain much higher prices for whole cashew kernels and even
more for the broken cashew kernel, thanks to a huge domestic market (India is the first consumer of
cashew in the world) strongly protected against imports of other processor countries. Vietnam's factories
obtain, on average, slightly higher prices than Mozambicans ones, thanks to better visibility / marketing
in the international market and thanks to more and more factories with high quality standards (BRC
certification). Factories in Ivory Coast receive more or less the same prices as the Mozambicans ones.

- Little or no income from the sale of cashew by-products: few Mozambican factories are able to sell the
by-products of cashew nut processing (shell, CNSL, oil-free cake, testa, damaged nut and powdered
nut). Even when they value some of them, they obtain a lower price than Asian factories that benefit
from well-structured markets and companies specializing in the trade and processing of these products.
With the lack of market identification at the local level, for most Mozambican factories, these by-products
are considered as waste and generate evacuation costs.
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Finally, if we compare the processing cost of the Mozambican automatic factories' with the cost of
Vietnamese factories (the most competitive industry over the last 5 years) as shown below, thanks to the
RCN's export tax, the Mozambican industry remains relatively competitive.

But, as developed below, its exposure to higher risks threatens it even with such competitiveness.

Figure 1. Summary comparison of costs and incomes between 80% of the automatic cashew factories in Mozambique and Vietnam.

Figures Nitidae Feb 2020: |For same quality RCN (outturn): 46|Lbs/bag Ad &
based on investigation and |KOR (after process) 19,0% 20,5%| 19,8% 21,5%| 22,5%| 22,0% di v:ntage
feedbacks from the Mozambique Vietnam Isadvantage
; In USD/MT of RCN processed - - of Moz (based
industry Min [Max |AVG [Min [Max [AVG | averages - in
Variable expenses USD/MT)
Raw material
RCN procurement |price of RN at factory gateinuso/mr | 750 800]  775| 1200] 1300 1250[> -475
Inputs
Cost of all inputs |(Packaging, spares, power, etc.) | 82 104 93 63 75 69| Ih 24
| Money
Cost of borrowing money 58 102 80 12 26 19||* 61
| Variable wages (80% automatic factory)
Cost of variable wages (Handling, cutting, peeling, grading) | 34 44 39 36 51 44| Ihb -5
| Others
Other variable expenses (Fobbing, waste, procurement, etc) 12 29

Fixed expenses

Fixed expenses 200 236 218 137 173 155||* 63

Total expenses without taxes on profit

Total without RCN 397| 530| 464| 260 354| 307||™ 156
Total including RCN 1147| 1330| 1239| 1460| 1654| 1557|* -319
. ncomes |
White Wholes 698| 884| 789| 828| 1046| 934||* 145
Scorched Woles 154| 180| 167| 148 168| 158||™ -9
Brokens 231| 276| 253| 260 296| 278||* 25
CNSL of 21 11| 35| 42| 39> 28
De-oiled caked 0 5 3| 26| 51| 38)* 36
Testa 0 0 0 2 3 2(|> 2
Damaged cashew + cashew powders o] 30 18| 31| 41| 38(|® 20
Total incomes
Total incomes Per MT of RCN Processed 1084| 1396| 1240| 1328| 1647| 1487 |h 247
Profit (before taxes)

Optimum factory Min cost and max incomes 249 187

Average factory Average costs and incomes 1 -70

Weak factory Max costs and average incomes -90 -167

Starting factory Max cost and minimum incomes -246 -326

Optimum factory without the "sobretaxa" 24 187

Average factory without the "sobretaxa" -224 -70

Optimum factory

Optimum factory Min cost and max incomes 143 142

TFor the entire calculation, we use an 80% automatic factory with a processing capacity of 5,000 metric tons of raw cashew nuts/year.
As explained in the methodology, there is a great diversity of size, technologies and work organization, thus we consider this model
as an average model.
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Even with the Tax on RCN exports which allow Mozambican factories to be relatively competitive with

Vietnameses ones, a very important point to explain the difficulties faced by the Mozambican industry is the
exposure to risk.

All processors are very sensitive to the volatility of cashew prices, but due to the short procurement period,
Mozambican processors are even more exposed to this risk, with three major constraints:

During the procurement period (December to February), if the difference between the RCN and the
price of the cashew kernel is very small and they decide not to buy, they will have to remain closed

for an entire year. They cannot, like Asian processors, work on “stop and go" scheme, depending
on the market situation.

If prices in the procurement period are particularly high, or if cashew kernel prices decrease after

the procurement period, they can only decide to close the factory and export their remaining RCN
stocks, but they will suffer heavy losses in any case.

As there are few factories in the country, if they have difficulties with the trend to buy / sell prices,
they will hardly be able to stop working on their own and start working as subcontractors to other
factories that bought RCN at lower prices or to obtain sales contracts at higher prices.

That is why, in cases like 2017/2018 and 2018/2019, the difference between the RCN price during the

procurement season and the cashew kernel prices in the following year did not allow them to make any
profit and even led to large losses, as illustrated in the figures below.

Figure 2. Evolution of RCN and cashew kernel prices with procurement and selling period of Mozambican cashew factories.

Comparison of procurement and selling prices (Price of RCN*average outturn vs
kernel in USD/MT) with procurement and marketing periods for Mozambican
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Figure 3. Estimated average profitability of a cashew factory in Mozambique during the last 6 cashew seasons (Source: Nitidae).

Evolution of estimated average margin of cashew processors over the last 6
cashew season (In USD/MT of RCN processed - Processing cost: 450 USD/MT of RCN)
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This strong exposure to price risk, is today probably the main threat to the cashew industry in Mozambique.
The tax on RCN exports is not sufficient to guaranty the sustainability of the industry. If 2019/2020 cashew
kernel prices do not rise, many factories are likely to close permanently as they will not be able to withstand
3 successive years of losses.

This major threat is not easy to mitigate, but we do the following proposal (developed in the last part of the
report) to support, at the same time the processing sector and the cashew producers.

In general:

» Consider the cashew processing sector and the cashew value chain as an important sector for the
diversification, redistribution and compensation of CO? in the context of the extractive sector growth
in Mozambique.

Urgently:

» Maintain the tax on RCN exports (tax on the export of raw nuts, sobretaxa) and the purchase window
for processors, since this measures could be considered as effective to allow the Mozambican industry
growth.

» Establish a task force for the promotion of Mozambican cashew kernels and provide support for
strategic markets such as South Africa and India.

» Hire a processing focal point for the INCAJU, with experience in the cashew nuts processing sector.

» Improve the governance and the use of the Tax on RCN exports to improve the income of the cashew
producer and the processing sector.

» Provide a VAT exemption for inputs dedicated to the cashew processing sector.
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In the middle term:

» Support AICAJU in return for a clearer and stronger action and development plan on several points,
such as trade promotion, economic intelligence, technological surveillance, commercial regulation,
valorization of by-products, training of Mozambican technicians and managers, partnership and support
to farmers’ associations, project design and development.

» Improve the governance of the Tax on RCN export with greater transparency and the construction and
strengthening of interprofessional dialogue.

» Improve the use of the Tax on RCN exports through the diversification of support activities aiming at
other objectives such as structuring producers, improving quality, implementing certifications, better
valorization of waste by factories, encouraging the private sector to replace INCAJU's role regarding
cashew tree spraying or cashew promotion services, improving living conditions for cashew workers or
diversifying machambas (fields) to improve their resilience to climatic risks and the volatility of the cashew
market .

» Seek convergence of regulatory policies for cashew in Tanzania and Mozambique, valuing the success
and weakness of both policies.

» Implement a project to support added value, commercialization of by-products led by several
processors.
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Introduction:

2.1. Objective of the study:

This study aims to analyze the competitiveness of the cashew nut processing industry in Mozambique
compared to the main processing countries in the world, more specifically Vietnam, Ivory Coast and India
and, through the result of this analysis, give recommendations for policies, programs and projects to support
the value chain, especially for the cashew processing industry.

2.2. Methodology

Industrial competitiveness and, more generally, economic competitiveness is a concept that is the subject
of a wide theoretical debate and, at the same time, of empirical use by business leaders, investors, policy
makers and journalists.

In general, we will refer to Professor MUCCHIELI's concepts presented in the Encyclopedia Universalis®: "The
term 'competitiveness' refers to the ability to face competitive situations and compete with others. Often
used by economists, the concept was initially defined and understood at the company level, and then
transposed to the macroeconomic level, to an activity sector or country levels”.

As Rainer Feurer and Kazem Chaharbaghi® rightly point out, the term can be considered from different
points of view:

- Consumers: which industry is able to supply the product with the best quality/price ratio according to
their needs? These needs change over time, but also according to social categories, identity and cultural
factors (i.e., nationality, religion, consumption habits).

- Investors: what is the industrial investment that guarantees them the best risk/benefit ratio according
to their investment plans? At this point, investment plans also vary from one operator to another,
depending on the nature of the investment.

- Company: what is the best choice, the best organisation, the best investment that may help the
company to continue to grow or, at least, to survive against my competitors?

- Policy makers (regulators, legislators): how to create a favourable environment for the business growth
or, at least, for its survival in relation to its competitors?

Therefore, competitiveness can take on different scales: of a market, a wider economic sector, a productive
unit or a territory.

If we consider the competitiveness of a specific economic unit (a company), we can also differentiate:

2 https://www.universalis.fr/encyclopedie/competitivite/, Jean-Louis MUCCHIELLI : professeur a l'université de Paris-I-
Panthéon-Sorbonne
3 http://repository.binus.ac.id/content/f0542/f054214618.pdf
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- Endogenous structural competitiveness, which is linked to the choices made by the company in terms of
work organization, technologies used, financial provisions, staff qualifications, quality of administrative
and accounting management.

- Exogenous structural competitiveness induced by its location and the economic and regulatory context
in which evolves inputs’ cost, labor cost, credit cost, tax level, service delivery, level of standards, etc.

- Endogenous conjunctural competitiveness, which evolves according to the company's decisions: market
and target customers, selected suppliers, type of contract and commitments to customers and suppliers,
targeted procurement and sale prices, choice of financing, reform, incidents, layoffs of key personnel.

- Exogenous conjunctural competitiveness, which evolves according to the so-called “market”, evolution
of the procurement prices of raw materials and inputs, evolution of the resale prices of the finished
product and of the by-products, supply and demand in terms of quantity and quality.

The aim of this study is to provide information on public policy options for a set of very different companies
in terms of endogenous competitiveness (both structural and cyclical), the reason why we focused on an
“exogenous” approach to competitiveness.

Contrary to other studies that intend to evaluate the endogenous competitiveness of the Mozambican
industry, our wide knowledge of the cashew sector, in general, and the visits that we made to the factories
led us to consider only exogenous factors for several reasons:

- There is no "model” for cashew processing, either in Mozambique or anywhere else in the world.
Either from a technological point of view (type of machines, share of automation and manual work),
from an organizational point of view (concentration in a single location or fragmentation of
processing in several locations) or in terms of dimensioning (micro-unit or mega-plant), no
processing model appears as “structurally more efficient” than the others. In addition, the
organizational and technological choices of cashew nut factories around the world are in perpetual
movement. A factory that is being automated in 2010 may well have already reverted to 100%
manual processing.

- The Mozambican industry consists of factories of very different size and organization: among the 8
factories that we were able to visit during this study, none of them uses the same organization or
technology in all the diversity of its processing phases. Some plants even changed their organization
or technology between the beginning and the end of this study. This shows that the cashew
processing sector in Mozambique is not rooted in a single outdated model, but in a diversity of
companies that invest, evolve and constantly try to adapt to an extremely volatile market and
constantly changing technologies.

The competitiveness of the Mozambican industry is therefore approached in this study from an exogenous
point of view, taking into account the factors of economic and commercial policy, taxation, operating costs
and market opportunities that affect the profitability of this industry in comparison with its main competitors,
namely Vietnam and India, and in comparison with the African country that currently invests the most in
local processing of cashew nuts, namely the Ivory Coast. An important part of this study is also dedicated
to the recent situation on the international cashew market, which has particularly reduced the
competitiveness of the Mozambican industry.

16
ACAMOZ - Competitiveness of the cashew nut industry in Mozambique



The theme of this study is the competitiveness of the Mozambican industry and not the competitiveness of
the entire cashew value chain in Mozambique.

The competitiveness of cashew nut production and, more generally, of the value chain as a whole is a
broader issue that deserves to be addressed separately. Following the comments received during the
presentation of the Draft report, we have integrated some synthetic data and analyses on the production
of cashew nuts in Mozambique.

However, the vast topic of raw cashew nuts production and marketing will be the subject of another study
under the Component 2 of the ACAMOZ Project, based on field surveys in the area where the project
operates in the districts of Gilé and Pebane, province of Zambezia, which will very accurately address the
critical points in the estimation of production costs and the different balance points for producers, as well
as the typology of agricultural holdings, assessment of the dynamics of creating / renewing orchards, the
effectiveness of the production support (supply of plant material, antifungal and spraying equipment,
production and marketing advisory, and monitoring activities), the reliability of production and marketing
statistics and the market share of the different Mozambican cashew production markets.

The issue of raw cashew nuts quality, which currently constitutes a disadvantage both for the
competitiveness of cashew nuts processing and for the incomes/added value of the producer in the raw
cashew nuts production, will also be developed in this second study. We would just like to point out that,
contrary to some comments received, a total liberalization of the sector would in no way guarantee an
improvement in the quality of the Mozambican cashew nut. Quality improvement is a problem that depends
mainly on structuring marketing. For producers to invest in quality, the investment must be remunerated
and, therefore, differences in quality must be paid at different prices. This can be done in the context of the
development of local transformation (and we make proposals in this regard), as well as within a value chain
structured, mainly, around the export of raw cashew nuts (case of Tanzania).

At this level, this report gives recommendations on how to organize marketing in relation to the local
processing support policy. In the next study on the cashew production and the cashew value chain, more
specific recommendations will be made on production and its implications for the value chain.

This study was carried out in 9 phases:

- Documentary research: firstly, the Nitidee team carried out a documentary review of the numerous
studies carried out on the cashew nut sector, investment and export incentive policies and, more
particularly, on the cashew nut processing sector in Mozambique. The main sources that were used
during the study are cited in the bibliography at the end of this report.

- Update of statistical data: based on information already collected by the Economic Information Service
n'kald (www.nkalo.com, the main source of economic information on the cashew sector in Africa and in
the world), in which several members of the Nitidee team are also involved, and in close collaboration
with INCAJU, the available data on the sector (marketed production, prices charged, exports of raw
cashews and cashews) were compiled in order to take into account the latest and most complete
possible figures.
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- Design of a comparative Business Model: based on the bibliography and on the work of designing the
business plan for cashew nut factories already carried out by Nitidae in West Africa and the data
obtained from some Vietnamese and Indian processors and equipment suppliers, the Nitidee team
designed a theoretical and comparative Business Model for processing costs in Mozambique, Vietnam,
India and Ivory Coast. A synthesis of this Business Model was then produced to be presented to the
critics of the players of the Mozambican industry. This approach makes it possible to have more concise
discussions with the private sector, focused on the critical points and specific charges supported by each
party, avoiding too general discussions about the cashew sector, in general.

- Collection of private sector information: The Nitidee team met with 18 agents involved in primary
processing, secondary processing and the cashew trade in Mozambique and visited 9 processing plants.
Such meetings had several objectives, (i) to submit the data of the theoretical business model to criticism
by operators currently active in order to improve it, (ii) to observe the diversity of production models in
Mozambique plants, (i) understanding the cyclical problems of cashew processors in 2019/2020, (iv) to
know the needs, concerns and proposals for public actions from the point of view of processors in
2019/2020.

- Exchange of information with Incaju: on institutional issues and the public sector’s information needs on
the processing of cashew nuts.

- Preparation of draft report completed in February 2020

- Consultation of opinions, criticisms, comments and suggestions: with a wide range of stakeholders and
national and international experts on the report, in March 2020.

- Preparation of the final report in May 2020.

- Presentation of the final report to the cashew sector stakeholders.

As explained earlier, the cashew industry in Mozambique, as in the rest of the world, is made up of a wide
variety of models of companies in terms of size, technology and organization of production. However, to
illustrate in a synthetic and clear way the competitiveness of the cashew industry in Mozambique compared
to an equivalent industry in Vietnam, India and Ivory Coast, we had to choose a reference plant model to
make comparisons.

The model chosen for these comparisons is a recent plant with a processing capacity of 5,000 tonnes of
raw cashew nuts in a single switch (8 hours of daily activity), located in a peri-urban area, carrying out 80%
of its processing in an automatic way (Viethamese horizontal shelling technology) and 20% by hand
(reprocessing of unprocessed products in the automatic circuit and manual processing of the largest nuts).

This model was chosen because it is the closest one to an "average plant” in the sector in 2019/2020, both
in Mozambique and in the rest of the world. Even though there are economies of scale for large factories,
their impact remains limited, especially in terms of operating costs (OPEX) and turnover, which allow these
comparisons to remain meaningful.
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Stakeholders consulted in the first phase of data collection - October 2019:

- Condor Nuts, Anchilo

- Korosho, Nampula

- Cashew Island, Lumbo

- Olam, Monapo

- Indoafrica , Meconta

- Mocaju, Murrupula

- CN Caju, Nacala

- CondorAnacardium , Macia

- SPEED + Agriculture and Energy, Maputo

- UNIDO, Maputo

_ Pamoja, Nampula

_ Export Marketing Co. LTD., Nacala

_ SPAR Bakery, Nacala

- MMI Kiboko - Corrugated iron factory, Nacala

- MELT Group - Fabrica de Capulana, Nampula

- Sunshine Nuts - Maputo

_ Mrs. Anabela, Macaju - Secondary Processor -
Maputo

_ INCAJU

Stakeholders consulted in the second phase of data collection - March 2020 :

_ Acubar Batptiste - Economic Advisor to
Minister, Maputo

- Norbert Mahalambe - Consultant, Maputo

- Carlos Costa - Consultant, Maputo

- Daniel Massinga - Legal Office, Maputo

- Cashew Yetu, Maputo

- Caju e Nozes, Maputo

- Condor, Maputo and Nampula

- Mocaju, Nampula

- ETG, Nampula

- Korosho, Nampula

- OLAM, Maputo and Nampula

- Representatives from the Ministry of Industry
and Commerce, Maputo

- Sunshine Nuts, Maputo

- SINTAICAF

_ AICAJU

- Mrs. Anabela, Macaju - Secondary Processor -
Maputo

- DPASA

- UCODIN

_ DPI - Commerce

- ACIANA, Nampula

_ Julio Cuamba - Consultant, Maputo

- Egidio Paulo - Consultant, Maputo

- Sociedade de Industria, Comércio e Servicos,
Maputo

_ Beluluane Park , Maputo

_ Panfilo Tabora - Consultant

- SPEED +

_ Sunil Dahiya - Consultant

_ Peter Massawe - Consultant

_ Shakti Pal - Consultant

_ INCAJU, Maputo
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2.3. Context of the cashew sector in Mozambique

The cashew tree is a native tree from Brazil. It was introduced in Mozambique as in many other tropical
countries by the Portuguese explorers during the 16th century. For several centuries it was a small
agricultural commodity, mainly cultivated for its fruits and used in the forestry sector for its fast-growing
properties, for reforestation and timber production.

According to Fernando Bessa Ribeiro (2008), at the end of the 19th century, some entrepreneurs from the
state of Goa in India developed the first industrial cashew nut shelling process to valorize the cashew nut.
Thanks to the historic trade between East Africa and India, Indian processors started importing Raw Cashew
Nuts (Raw Cashew Nut, RCN) from Mozambique and Tanzania, from the beginning of the 20th century.

In the 50s, the political powers and their agents, Portuguese colonists, began to consider the export of raw
cashew nuts as less interesting than internal processing and export of the cashew kernel on the international
market. In the mid-1960s, industrial expansion began with the shelling of the Raw Cashew Nut. The
mechanization of the process faced some difficulties, forcing the search for new options and solutions. The
consolidation of the industry took place in 1975, at the same time as the country's independence.

After the independence and the departure of many Portuguese settlers who owned the factories, cashew
processing started to be managed by public administrative commissions. In 1977, the processing plants
were transferred to management by Directory boards appointed by the State. In 1979 a national company,
“Caju Mozambique EE”, was created to manage the entire industrial cashew sector. From a commercial
point of view, despite the difficulties generated by the civil war, mainly access to raw materials, and the lack
of qualified workers to supervise mechanical equipment, the company was able to take advantage of the
struggle between capitalist and socialist countries to develop its exports and survive.

The North American market was the largest consumer of Mozambican cashew kernels and Mozambique
was able to maintain marketing channels with higher prices for white and whole cashew kernels, at the same
time establishing trade and cooperation agreements with European countries of the socialist bloc selling
lower grade kernels (yellow and broken) with lower market value®. During that period, since 1975, the
government reinforced protectionist measures to the national industry with with the limitation of exports of
raw cashew nuts and regulation of marketing prices.

Under the proposal of the Secretariat of State for Caju, an institution linked to the Ministry of Agriculture,
the National Commission for Wages and Prices determined the prices to be applied in marketing at the
beginning of each campaign. They established minimum prices to be paid to the producer and average

4 Fernando Bessa Ribeiro (2008). Entre Martelos e Laminas: Dindmicas Globais e Politicas de Producdo na Industria do Caju em
Mogambique.
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prices to be paid by traders to factories, as well as to which agents were allowed to sell, private, state or
cooperative®.

With the increasing difficulties that led Mozambique to the capitalist restoration, which had repercussions
on the cashew chain, and added to the aggravation of the disturbances caused by the civil war that
dismantled the entire productive chain, the rural exodus resulted in little investment in replanting the trees
and low plant productivity.

At this stage, the decline in production was so marked that there was a progressive decrease from 120,000
tons in 1976 to 22,000 in 19905, as a result of the combined effect of deficient orchard management, aging
of cashew trees, uncontrolled fires and the accelerated spread of pests (Helopeltis spp) and diseases
(Oidium anacardium). The Mozambican industry faced financial problems and increasing inefficiencies with
the nationalized companies, and there was a weakening of the industry as a source of foreign exchange for
the country, with a 30% drop in the value of exports in 1978 to 12% in 1990,

With the weakening of the cashew processing industry, there was an internal surplus of raw material that
led to the interruption of the policy of banning the export of raw nuts, through Ministerial Order No. 6/72
of January 8, 1992. This decision was taken in the midst of an industry protectionist environment created
through the reforms of the customs sector, Decree n° 17/91 of 19 June 19971, which instituted a tariff structure
to protect the industry.

According to Ministerial Order No. 6/72, the government legislated a maximum export share of 10,000 tons
(article 2) with a tax on the export of raw cashew nuts of 60% (article 6).

The worsening of the country's economic situation in the context of the cold war led to organize the first
privatizations of the state's business sector. With the end of the Soviet Union and the need for investment
in cashew processing facilities, privatizations appeared as the solution to the problems.

The privatization of Caju de Mo¢cambique was organized with support of international institutions as FAO
and World Bank. Their consultants presented as major constraints the deficiency of management (shortage
of managers and intermediate managers), insufficient technical personnel and the coexistence of several
technological systems that required technical maintenance and considerable import of spare parts
increasing costs. These findings led to the political decision that Caju de Mo¢ambique was not viable and
had no future.

In 1994, the World Bank presented to the Mozambican government the introduction of liberalized measures
for the export of raw cashew nuts, so far prohibited since 1975, based on the assumptions that the
liberalization of trade and elimination of the RCN exports Tax, would lead to an increase in prices for the
producers and this would result in greater investment in orchards and an increase in the supply of raw
materials. Also, in the case of industries’ bankruptcy, the lost jobs would be absorbed by the production of
cashew nuts. As a counterpart to these policies, the World Bank would provide credits for the reconstruction
of the country after 16-years of civil war.

Amid political decisions to protect the Mozambican industry and the complete liberalization of export trade,
the conflicts between processors and exporters rekindled. Between 1993 and 1994, ACIANA and the national

5 Joana Leite (2000). A guerra do caju e as relacdes Mocambique-india na época pds-colonial.
6 Joana Leite (2000). A guerra do caju e as relacdes Mocambique-india na época pds-colonial.
7 Joana Leite (2000). A guerra do caju e as relacdes Mocambique-india na época pds-colonial.
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industry tried to agree on the quantity of nuts to be made available for the supply of the national industry
and the prices to be charged, but the discussions did not lead to consensus. During this campaign, the
Ministry of Commerce seemed to have favored industrialists through a “Notice from the National
Directorate of Foreign Trade” that allowed the export of surplus raw material from the industry and
established rules for the export of 5,000 tons of nuts through an open tender procedure. Among the rules
was the evaluation of the highest proposed FOB price and the obligation of providing proof that the bidders
had supplied the industry with at least a third of the quantity of nuts to be exported.

Everything indicated to ACIANA that this mechanism was intended to hinder exports given the context of
tension, forcing exporters to accumulate stocks of cashew nuts or reduce procurement from producers, or
to supply shelling companies. ACIANA's reaction was to underline its losses and affirm that the inefficiency
of the industry should not be borne by traders or producers receiving lower prices in view of the insistence
of the prices proposed by the industry®.

In October 1994, ACIANA and AICAJU entered into an agreement that established rules and commitments,
such as not exporting before the industry was completely supplied; or factories could only procure nuts
from wholesalers accredited to ACIANA. However, in the midst of this tendency towards pacification, ideas
of liberalization created unrest among industrialists and exporters.

The liberalization of raw cashew nuts meant the elimination of tax on export of raw cashew nuts, causing
Mozambique to stop being the second largest exporter of cashew kernels because of a crisis in the sub-
sector.

With the World Bank study claiming that it is not advantageous to invest in cashew processing but in exports,
Mozambique has come to depend almost exclusively on India as the largest buyer of raw cashew nuts.
Traders had a greater interest in selling to Indians than to domestic processors, due to their economic
situation and their inability to compete with Indian prices that stood at USD 689 per ton in the 1992/1993
Campaign against the USD 271 offered by national processors” .

The liberalization of raw cashew nuts meant the end of export licenses, and all citizens could apply for
export licenses and participate in the process. This caused an increase in the number of exporters and
intermediate traders, both formal and informal. The cashew economy started to be based on the interests
of intermediaries and storekeepers. Between producers and the international market, there are three more
levels of intervention: small intermediaries, wholesalers and exporters (RCN) or processors (Kernel). As
producers could not bear transport costs, they began to suffer pressure from formal and informal
intermediaries who replaced rural canteens, who were put out of the scene by the prevailing situation in
the country that, for decades, functioned as primary aggregators of RCN.

In conclusion with the liberalization policy adopted, producers received minimal gains, there was an increase
in unemployment among industry workers and an increase in economic fragility; against the expectations
and hypothesis that with the liberalization of raw cashew nut exports the producer would obtain premiums
equivalent to at least USD 1/ kg, which, over time, proved to be inconsistent with reality™.

After assessing the negative effects of the policy of liberalizing the commercialization of Raw Cashew Nuts
and the subsequent collapse of the processing industry, and with the objective of initiating a recovery

8 Joana Leite (2000). The cashew war and Mozambique-India relations in the post-colonial era.
9 Fernando Bessa Ribeiro (2008). Between Hammers and Blades: Global Dynamics and Production Policies in the Cashew Industry
in Mozambique.
0 Fernando Bessa Ribeiro (2008). Entre Martelos e Laminas: Dinamicas Globais e Politicas de Produgdo na Industria do Caju em
Mogambique.
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process of the Cashew Sub-sector that would integrate all its stakeholders and alleviate the high social costs
due to the workforce that had been severely affected, the Law No. 13/99 of 1 November 1999 (the Cashew
Law) was approved.

The Cashew Law foresaw a policy of promoting production and favoring industry with the re-establishment
of the rate of Tax on RCN exports of cashew nuts with values between 18 and 22% for exporters; the
implementation of a right of option for industries and the ban of export for processors. The consigned
revenue from the Tax on RCN exports should be applied 80% to promote production and 20% to industry
activities".

Policies since the 2000:

In recent years, the cashew processing industry has shown signs of recovery. From the 2000s onwards, new
private investments in the country allowed the appearance and consolidation of small to medium-sized
cashew processing plants, with semi-mechanized technology. This adopted technology allowed the use of
intensive labor, generating more jobs, income and boosting the rural economy'.

The income from the cashew nut Tax on RCN exportss has been used by the Instituto de Fomento do Caju
to support the development of the sub-sector, following the division determined by law. However,
according to data provided by INCAJU, income is being divided according to the activities required each
year, and this division may not be exactly as determined by law. In other words, the 20% that should be
used to support the industry is not always realized directly, with the amount invested in promoting
production in order to improve the quality of the raw material.

Figure 4. Use and Distribution of the income from the Tax on RCN exports. (Source: INCAJU, 2020)
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T Lei do Caju. Lei n° 13/99 de 1 de Novembro de 1999.
12.SICS — Sociedade de IndUstria, Comércio e Servicos, SA (2019). Avaliacdo de meio-termo do Plano Director Il do caju.
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The main concern of INCAJU is to support the promotion of production by improving the productivity of
cashew trees and quality of the nuts. Most of the incomes from the Tax on RCN exports go to integrated
management, in the purchase of chemical inputs for the trees. Following the same direction, institutional
training of INCAJU have demanded greater investments each year that come from the same income. The
part of the income that is destined to the industry is concentrated in the activities of monitoring the
commercialization and a guarantee fund for the processors.

The Guarantee Fund aims to provide guarantees to those who wish to conduct activities in the cashew
sector at subsidized rates. The fund was created in 2001, as a result of an agreement between Banco
Comercial de Investimento and INCAJU, and initially would have a duration of 5 years, being extended until
the present period. One of the problems with this fund is that the maximum amount is only for small to
medium-sized projects, so large cashew kernel processors and exporters do not benefit from this policy or
Tax on RCN exports.

In 2018, an economic study” was carried out by SPEED+ on cashew, which analyzes the current political
regime and argues for the benefit of cashew producers by improving the quality of nuts and increasing
production. The study considers the international economy of the cashew industry, Africa and the cashew
value chain in Mozambique.

The study concludes that the current policy has impeded the competitiveness of cashew nuts in
Mozambique and favored the inefficiency of the industry. It points out the low prices paid to producers as
a cause of the low quality of the nuts, the low productivity of the trees, and the lack of investment in orchards
(phytosanitary measures and renovation).

The study proposes a series of measures to improve the sector's competitiveness, among them: Gradually
eliminate the RCN export tax, starting with an immediate reduction from 18% to 14%, and then decreasing
constantly over five years to 0%; Allow RCN exports during the period from October to January, when global
prices are highest; Improve the competitiveness of processors through investment in efficiency and
reductions in business costs (transport, logistics, corruption, etc.); INCAJU's transition to play a regulatory
and policy-oriented role, while the private sector meets the demand for input supply and extension services.
These measures would have the effect of increasing competition for raw cashew nuts and increasing prices
paid to producers by transferring the Tax on RCN exports value along the chain to the producer. As long-
term effects they would improve productivity and quality of nuts, hence encouraging greater investment by
producers in their orchards.

The gradual elimination of the export tax on RCN was integrated into the new proposal for the Cashew Law,
presented in public consultation in August 2019. The opening of exports at the same time as the purchasing
period for processors, and the reference price policy were integrated in the new regulation approved in
January 2019.

These measures were the subject of discussions in public consultations and technical advice prior to the
commercialization campaign. The new proposal for the Cashew Law was not approved and was strongly
opposed by processors who argued that they were suffering from the crisis in cashew kernel prices and that
they depend on the export tax, the right of option and the preferential purchase window, to maintain their
activities and buy quality cashew nuts at affordable prices. They also claimed that they were not consulted,

B The Economics of Cashew in Mozambique, 2018.
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and that their positions were not considered during the process of preparing the SPEED + economic study,
just as the study did not present a detailed analysis of costs and competitiveness in the case of processors
in Mozambique, being a study on economic policies. Therefore, the revision of the Cashew Law, as well as
the other policies are still under discussion and analysis due to the possible impacts on the cashew sub-
sector in the current scenario of industry crisis.

Despite the fact that processors do not directly benefit from the income from the Tax on RCN exports, and
the lack of transparency, this Tax on RCN exports remains one of the main advantages for processors, in
addition to being one of the sources of income for the functioning of INCAJU. With the extinction of the
Tax on RCN exports, the direct impacts on the sub-sector would reach both the public institute and the
processors, putting the producers” activities at risk. Today INCAJU is responsible for supplying products for
the chemical treatment of trees and there is still no plan for integrating the private sector in this activity. Al
financing for this activity comes from the Tax on RCN exports added to the fact that it is organized by
INCAJU, which is also financed, in part, through that income. Therefore, this issue still needs to be further
developed and discussed with all the players.

Clearly, greater transparency in the use of the Tax on RCN exports and new reflections and proposals on
its use are necessary for this measure to be more efficient, and for processors to not be totally dependent
on this policy for the proper functioning of their activities. This measure should be palliative for periods of
crisis in the industry and flexible to needs, depending on the scenario that the sub-sector is experiencing.
At this point, the interprofessional dialogue could allow a more comprehensive discussion and new
proposals, having as opportunities for discussion the technical council meetings promoted by INCAJU,
MADER and other stakeholders in the chain.

In the 2019/2020 commercialization campaign, the technical councils that preceded the opening of the
campaign discussed the definition of the reference price in two working meetings, the impact of this price
on the industry activity, and the need to maintain the preferential purchase window to protect the industry
amid the crisis they are facing. The technical councils have representatives from processors, exporters and
producers, even though they are not organized enough to have official representatives and can really
defend the interests of producers. As a result of the discussions, the reference price was set at 34 MZN/Kg
and the preferential window for processors was maintained, despite the new regulation approved at the
beginning of the year allowing for simultaneous export and commercialization to processors. An exception
was created due to the crisis, with exports only authorized in January.

Currently, the Cashew Law is still under discussion. A new proposal by a group of independent consultants
from SPEED+ is under development, even with the strong opposition of processors, and INCAJU believes it
is important to revise Law No. 13/99 to adjust it to the current scenario.

Today, the Nitidae ACAMOZ Project is the only one to develop a study on the competitiveness of the
cashew nut industry in Mozambique to contribute to the new policies proposed by the Instituto de Fomento
do Cajuy, since the SPEED + Project withdrew from this work and closed its activities on cashew.
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In 2018/2019, Mozambique was the ninth producer of cashew in the world, with an estimated production
by the Incaju of 143,400 MT, about 3.6% of the world production of cashew.

In terms of raw cashew nut exports, it holds the 14™ position in the world ranking with 29,000 tons exported
and in terms of cashew nut exports, it holds the 4™ position in the world with 11,800 tons of exported cashew
kernels.

Figure 5. The largest cashew producing countries in the world.
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According to data from the 2015 National Agricultural Census, 1.33 million Mozambican agricultural families
own cashew trees™. Production is carried out mainly by small producers with a wide variety of agricultural
fields. While many small producers have only about ten old trees, several tens of thousands of them own
one or several hundred cashew trees.

Historically, cashew nut production has been highly concentrated in the Nampula region, which accounted
for more than 60% of production in the 1980s and 1990s and around 50% in 2020. For a long time, the
provinces of Inhambane and Gaza were the second largest production area, but the productions of these
two provinces now weigh less in the national balance due to a less dynamic planting of new cashew trees
in the years 2000 and 2010. The provinces of Cabo Delgado, Zambézia, lhambane and Sofala have
experienced the greatest growth in production in recent years due to a strong dynamic of planting.

In Zambeézia, in the districts of Gilé and Pebane, where Nitidae carried out socio-economic surveys of 231
producers selected randomly under the ACAMOZ Project, 81% of farmers were cashew tree owners. In
these two districts, on average, a cashew nut producer has 85 trees, of which 30 are over 15 years old and
55 are under 15 years old with an average yield of 3 kg/tree.

As can be seen from the figures compiled by Incaju (2003/2004 to 2019/2020) and the State Secretariat of
cashew (1974/1975 to 2003/2004"), production of cashew nuts in Mozambique decreased significantly from

1 Carlos Costa and Christopher Delgado. 2019. “The Cashew Value Chain in Mozambique.” World Bank, Washington, DC. License:
Creative Commons Attribution CC BY 3.0 IGO.
> https://www.persee fr/doc/luso_1257-0273_2000_num_7_1_1379
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1982 (4 years after the ban on exports of raw cashew nuts in 1978) to 2004. Since 2004, growth has been
irregular, but tends to accelerate since 2014, in particular due to a great impetus for the creation of new
plantations.

This increase in production can be explained by a combination of several factors:

- The end of the civil war in 1992 and, at the same time, the end of the ban on the export of RCN;

- Anincrease in the prices of raw cashew nuts paid to producers under the combined effect of an increase
in world prices and, as of 2004, greater competition between exporters of raw cashew nuts and local
processors for access to nuts;

- Increased support for producers such as supply of plant seedlings, seeds and fungal treatments by
INCAJU;

- Several major support programs for the sector and, in particular, for producers financed by international
technical cooperation (Mozacaju, ACl, Mozbio, ACAMOZ).

In the end, for several hundred thousand smallholders, the vast majority of whom living below the poverty
line defined by the World Bank (less than USD 1.9 / day/person'®), cashew nuts are the main cash crop (main
source of cash income).

Numerous studies carried out in recent years oppose the producers’ interests: theoretically obtain the
highest possible prices by reducing or eliminating the tax on exports of raw cashew nuts, and those of
processors: maintain this tax to remain competitive with Asian processors (India and Vietnam).

However, this opposition of interest is not that simple.

When demand exceeds supply, competition between exporters may, in fact, be sufficient to ensure that
producers have an advantageous negotiation position and obtain a significant share of the value of the raw
cashew nuts on the international market, but it also rely on farmers proper organization, negotiation
capacities and access to market information. However, in periods when supply exceeds demand, the
differential between producer prices and international prices tends, on the contrary, to increase in a fully
liberalized market, due to weak competition between exporters.

The presence of local processing protected by a tax on the export of raw cashew nuts tends, therefore, to
reduce the volatility of prices offered to producers both from one year to the next and during the same
season, as it maintains a regular local demand.

Producers earn less when there is a strong competition (seasons 2010/2011 and 2015 to 2018), but also loss
less when competition is very weak because the local industry has no other choice than to keep its supply
in the country. Otherwise, Asian industry may well not buy it or may take it only at extremely low prices.

The purpose of this study is not to assess the impact of the processing support policy on the incomes of
Mozambican cashew nut producers. For this reason, we chose not to expand on this topic.

However, following the comments received on the Draft Report on the competitiveness of cashew
processing in Mozambique, we made a point of stressing that the theoretical opposition between the
interests of producers (or even of all players in the raw cashew nut export chain) and the interests of national
processors is not as simple as it may sound.

In addition, the growth in the creation of new plantations and the production of cashew nuts in Mozambique
in the last 5 years occurred in a context of local processing growth, which reached a record during the

16 https://www.banquemondiale.org/fr/topic/poverty/overview
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2018/2019 season, with more than 11,800 MT of cashew kernel exported, that is, approximately 59,000 MT
of raw cashew nuts processed, against 29,000 MT of raw cashew nuts exported. Hence, 67% of the total

RCN produced in the country was locally processed.

The balance between the interest of producers and the interest of national processors is difficult to find and
is not the focus of this work. However, at the conclusion of this report we make several proposals and
analyzes to try to consider the interest of the sector as a whole, in addition to neo-liberal economic biases
that do not take into account the reality of the Mozambican sector and the international cashew nut market.

In the processing sector, the country has 26 operating plants, but during the 2019/2020 campaign, only 11
of them were operating according to AICAJU.

Figure 6. Cashew processing factories in Mozambique.
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The total capacity of the estimated processing sector is over 100,000 Metric Tons (MT) of RCN. But during
the 2018/2019 season, Mozambican factories bought just over 64,000 MT of RCN and exported about 11,800
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MT of cashew kernel in 2019 (equivalent to about 59,000 MT of RCN with a ratio of 5 kg of RCN to 1kg of

cashew kernel).

This shows that Mozambique was the 4th or 5th world cashew processor in recent years, with processing
comparable to Indonesia and about 1% of the world process. As visible below, the two main cashew

processors are far ahead of the others.

Figure 7. Main cashew processing countries in the world - Average processing over the past 3 years.
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More than 15,000 workers are involved in cashew processing in 2019; more than half of them are women.

ACAMOZ - Competitiveness of the cashew nut industry in Mozambique

29



General context of Mozambique's industrial competitiveness

3.1 Doing Business classification
Mozambique is ranked at 135 out of 190 countries assessed by the World Bank's Doing Business 2019 report.

Even though this analysis is not sufficient to evaluate the competitiveness of the cashew industry in
Mozambique, it provides some interesting comparison elements to consider some important advantages
and disadvantages in the country.

When compared to other major cashew processing countries, Mozambique appears to be below Vietnam,
Indonesia, India, Brazil and Ivory Coast, but in a better position than its neighbour Tanzania or the largest
African economy, Nigeria.

Figure 8. Map of the Doing Business classifications of the largest cashew processing countries.
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Among the many advantages and disadvantages studied in the Doing Business report, Mozambique appear
to score well on 3 points:

- International trading: which assess the time and costs to import and export. Following the World
Bank report, export and import timing from / in Mozambique is very good and almost half less than
the average of sub-Saharan countries, but cost is very close to the average of sub-Saharan
countries. Total export charges in Mozambique are higher than in India, Vietnam or Ivory Coast,
but import costs are lower than in Vietnam and Ivory Coast. Nevertheless, this analyze should be
considered carefully as the numbers are from Maputo port. According to exporters and processors,
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the costs and times of export and import are much higher in the port of Nacala, where most of the
raw cashew and the kernels are exported.

Dealing with construction permits: which evaluate procedures, time and cost to complete all
formalities to build a warehouse and the quality control and safety mechanisms in the construction
permitting system. On this topics, Mozambique, even if far from the OECD cost, has a lowest
average cost than most of the sub-Saharan countries and a shorter time to get a permit (118 days
against an average of 145,7 days in sub-Saharan countries). But even so its score remains lower than
that of Vietnam and India, the two main cashew processors worldwide.

Access to electricity: thanks to important hydro-electricity production and public subsidies to the
electricity price, Mozambique has one of the cheapest electricity among developing countries. The
time and cost of connection to the electricity network is also an advantage but the interruption
frequency (SAIDI index) is much higher than in India, Vietnam or even Ivory Coast which force most
of the industry players to rely on an autonomous generator to compensate the supply interruptions
which increase substancially the costs for processors (see paragraph 4.2.1).

On the contrary, on the following points, Mozambique has very low scores compared to its competitors in
the cashew industry:

Starting a business: the number of procedures and the time taken to start a business in Mozambique

are quite similar to its competitors in the cashew industry, but the cost is much higher (120% of per
capita income versus between 3 to 15% in competing countries).

Enforcing contracts: to enforce contracts, even though the timing of judgment and enforcement of

sentences is quite correct, the average cost of the process is much higher than in Vietnam, India or
Ivory Coast.

Obtaining credit: getting credit is also much more complicated in Mozambique, with very limited
coverage of the country by private banks, higher interest rates and a less transparent and efficient
banking system. According to World Bank" macroeconomic data, average interest rates in
Mozambique in 2017 were around 27.9% compared to 5.1% in Ivory Coast, 7.4% in Vietnam and
9.5% in India.

Overall, from the Doing business indicators, even if it is well positioned in Africa, Mozambique seems to
have a much less favorable business environment than its main competitors in the cashew industry, as
shown in the graph on the next page.

Vietnam and India are two Asian countries that have invested heavily in recent decades in improving their
business environment to attract foreign investors and promote local entrepreneurship. They took advantage
of the experience of other Asian countries such as South Korea, China or Taiwan, whose states created an
attractive context for export industries similar to cashew processing.

7 https://donnees.banquemondiale.org/indicator/FR.INR.LEND
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Figure 9. Table of Doing business scores of largest cashew processing countries.
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3.2. Tax incentives in Mozambique compared to Vietnam, India and Ivory Coast

In addition to the favourable business environment, Vietnam, India and Ivory Coast created various tax
incentives to attract and support domestic and foreign investment in the industrial sector, in general, and

in the cashew sector, in particular.

Mozambique has created several tax incentives 