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This paper is concerned vd.th the market:l.ng and processﬁ)g
cost side of - coritemiporary problems corfrdnting the” casHews*"
nut Jgecnany in Tenzania, Its. pegspeciive is iclosely. -ogue
related to the findings of an earlier paper which exemined
o6 ‘Pemsons Por othig deteriordtion of cashewnut producﬁon Aomd
hetwga% 974 and 1979. .. The point of reference common . te:
both papers is ‘the need for a subs’cantlal increase in the =
level of ¥ priéépuid to growers, ~ The detaileéd ‘anglffeist
of cost structures reveals. thaty .eoptrary to previous .agetiif
projections, there exists a sufficient surplus within the
j%"Jdn.l:i:}e narketing margin, to raise -the producer prige to &
evel in the region o:f P.Shs, 2.50 per kilo. This conclu— .
- gehiorh 185 partly d€pendént on an efféctive conmtrol of*'thel i
future coste of processing cashewnuts, consistent with. . 10
the reasonably efficient utilisation of the teclmology L
employéd .. Tt 1@ argued that the poterrtidl producer’ pride "
of T.8hs, 2,50 should be implemented iusfead- of the: level . .-
already decided of T.Shs, 1.80 per kdlo for the 1980/81,
oﬁfop?&‘easm, akd that without suéh a pricde increase the ~ ™
-already sem.ous erigis-in the caghew egonomy could. assume .
catastmph:l.c prOport\.ons in the nn.d-1 980s, _
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' " the sub;]ec't of the present paper is 'bhe i’oxma'tn.on of
cosfs between the growers and exportaﬁ.cn for raw cashew nuts and
cashew produc'bs in Tanzanlé. Tkn.s is a contn.nuat:.on of the
analysis of oontemporary problems of the Tanzam.an casnevmut
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eoonomy begun in an earl:.er paper which dealt m.th the causes of
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season. I'bs pr.i.nc:.pal ob;ecti.ve is to examine the potenti.al -
which exis*bs to increase the producer pr.i.ce of cashew 'bo a 1eve1 ‘
wideh would’ bring ‘about & genuine and sustm.ned reversal of the

STV

' deterforatton in production.
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*Tbis %aper is. 8, ed version of a dra.'t"h preSented ‘at,
eminar on 12 Febmary 1980, I am :Lndeb'ted to

collpeagues}of #he ‘ERB and- others for the very useful :

nts made gt that seminar.. I again express gratifwde;:i: won

for e coopera'blon I received from the Marketing i

‘Developments Buréau of Kilimo thrétghout my emplrlcal wopi- o 1D
on the _cashaw. econamy in lenzania. . = - v nons
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The approach taken here to cost formation and the level
of 'bhe producer pr:l.ce dif.fers in some importent reSpeots from
that which has ohArBoterised the e.fﬁ.cial pnce polloy prooedu:ce
for cashew in recent years, 'l‘here has been an increasing
tendency, observed esPecialiy since the cooPerative marketing
system was dismantled in 1976, to regard the producer price as
a residual obtained by ﬁ.rst subtractl.ng all other coa’cs of the
ma;-ketlpg author:!.'l;y frem estlm&ted gross sales p;:'ooeeds at
emortaﬁ.on.v This' approaeh appears tedMolve Fhie: largely
mq,riﬁ.cal ac cep‘be.nce .of marke'h.ng oost pmjeeﬁ.cns presented
by %he crop authord.'l:y :I.'bself, ahd it represents a signiﬂcant
sh:’git away from growers :Ln the relat;.ve weight attaohed to ‘
dif:terent claims on the market!.ng marg‘.tﬂ R }'! ) .,

A central argument of -l:his paper, aubs-bant}.ated by the
findings of the empiriosl amqsls,":s that the residual deter-
mination of the producer price has very- -serlous ‘defects ‘as a
methodolosy “For agricultural pzicing po]ioy, no*t: only in. the
cese of cashewnuts but more generally :tor _export crops in
Menzarie. Although the experience of oashew may represent an
v iypleal examnle of *'the degrea Yo whi.c¢h’ pﬁ.oing péJj:cy has in
genereal sihifted 'bowazds such an approach it neVer'&helass sexves
as a caution against ar;y further trends in that direotlm.

Tho principal dei’:.clency of the res:l.dual appmnh is
‘the lack of oonstraint on the g owth of c:mp authozi'ky markeﬁ.ng
| ;:costs. The au‘thozity is able to "Eransfer 'hhe bu.rdens of both
necessary and. urmecessary increases of 1 markeh.ng cost onto 'hhe o
”__prod 1cer, in the form of price levels ‘mach 1ower than would be
indlcated ty the independent considera'tion of the economic oondi~
Hans “of productlm. The i’uture cost projec‘h.ons “of or0p autho—
_ r:l.tles *mi.ch enter’ the px‘lce pohcy procedure (-l-.he so-oalled ;
':”"annua" orop coo'tlngs") are typ*cally based "o past accounts
whicn may in themselves represent sub-opt!.mal levels of ei’fioiency
in the performance of the marketing :funot].on. Thig ocours h
partly because audited accounts are usually sevéral yetars-in -~ -
arrears, and partly beeause ho effec-lzi.Ve mechanism e:a.sta for
corrective action based an such accaun’ts. When the crop. costi,ngs
are then used as a detexmining argwnent in the se’ttlng of - the
producer.price, the crOp eoonpmy becomes looked :.nto ‘a. continupus
process whereby past deficiencies of -‘the marketing function dre
reinforced into the future through the acceptance and absorption
of all predicted cost increases, “



* A move satisfactory approach to the annual:determination
of thé ‘producer price, &id*ine oloser to the apirkt in,wh.ch
offleifal prOcedures were - originally: establishedy would involve

. the Jo:l.nt constderation of “the,gespective merits of a) the cleim
of fie producer to an sdequate :g%e*bu.m, taldng into account
'+ trends in the cost-of-Living. and the relative position against
m;%peﬂng erops, and. b) the claim of the grop euthority to a
1suffj,c1ent margin to cover neegssag,: mark.enng costs, The 1at'ber
.-uf,r.c.ievidently requires detailed attentjon. to be given to ascertaining
718 the valldity. of marketing. cost estimates. . fm:.s is one of the
or main arees. of.cencern:in; the [present papel;« - |

1.

“ihgt §tudy- of- ‘marketing fcosts in the contemporary -cashew-
“nut industry“:\.n Tengenia is slightly oompdicated:by. regent in-
creases in dimiéstic processing capacity #nd the consequent
o trenfist tlon te. exporting kernels, and processing by-products
rather-ithan rew nuts,  Phis added :;:omplexity is not such as o
make . analysis besed on past. performance :meossible or mean:l.ng-
less, as has been suggested in .one source (MDB 1979, Do 24) It
21 simply means that processing is entered, as a new sub-category
o .of cost in the structure of total markemr}g costs, .and that
- sul table .adjustments, be made to other cr;st“components to reflect
- the cessation of raw nut exports. Where 'l:he residugl determina-
_Métion of the producer pr:Lce is concemed, the uncr:.h.cal project-
Aion of pas'b process:.ng costs is Open 'bo the same dengers as
those already men'l:.oned for marketl.ng cost more generally.
Indeed“yiit 'burns ou{;nfl::orbe ‘the case that the acourate ‘specifica-
'ln.on and eontrol oi’ pr cessing cost becomes the most important
. single element in defim.ng the capaclty of the cashew econonw

to increase 'l:he producer pnce to an adequat*e level.

“The enalysis whlch ;follows approaches 'the central '
-question of capaci¥y #g-increase the producer price in four
" Buccessive stages,. 4 Lirst stage examines the h:Lstor.Lcal evolu-
“ton of. the grags,marketing margin, which estabhshes the maximum
- limite within: whigh growth in marketing, costs. takes place (in
the @bsence of any: subsidisation of the;markeiq.ng function). ‘
This:also sexves fo define the relati.onship; fundamentéi'f to
pricing strategy for any export crop, of 1ntemat|.onal price
trends for raw cashewnuts and cashew kernels to the trend of
grower prices, The second stoge examines the evolution of
traditional marketing costs (i.e. excluding processing) with



‘wparticular emphasis on categories.of cost which should be

reduced or eliminated by -the cessation.of rgw nut exports. The
third stege is concerned-with the procesging strategy, and ..,

iespecially with the aftempt:to make some sense out of the wn~.

controlled :spiralling: upwaxds of the wplt costs of processing,
LY mhe fourth’ S¥ege’ o the analysis iirvolves the revision
of marke‘h.ng cost projections for the 1980/81 crop ‘Season,

'&aking into dccount ‘the resulis HP: preévious sectiions, This'

. yLelds an estimate of ‘the surplus which'should be generated wnder

the assumption that marketing’ cos's, especially procesiing, are
kept within reasonable proximity to the efficient performence
of:sthe functions . they contain (which in the case of processing
means:- operating much closer to the technical. specificatjans of
processing factories than.is the case at,pre_ﬁ!qnt)g

o The' "i’inal’ :éeciﬂ.éin o:f thé‘paper fdcu's"es on the - level of”

of results ob'bained both o the markéting ces# side and: the

) nrodvoti.on side, On the production side Hiis répresents sone

.,mnm ‘of issues which are explored iri gredter detail in ‘the
earlier }_)a};er on prOdu ction, and’to’ which réference.should be

C pade i’or the full forc of the axgwnent ‘Por a- Hgher produeer

“:p""l(_"—" 2 .- A ..‘.)Az‘.; § o ,:',).(’__ . . . ey
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L One fmther aspect of the | s*a.bsequent analys:.s 1s drawn
to 'l:he reader's attentl.onc_ This concems the atcnOSpbere of

”,)sensn.'h.vlty wh:Lch is bomd o accompany any serious attemp'b %o

.:_tackle the top:.c of ma“keti.ng e:f.’ficieI ¥ and marke'!n.ng cost.

" is not 1ni’:requent to encoun+er the senﬁ.ment '!;hat cos*hs as a
tOp:Lc are samehow taboo and this has evidently tended o’ dis-
courage rescarch and publlc discussion in en avea of critical
.'I.znpu“,\.mce tc “h> success of- development stratezy in Teanzania.
It 2% only, however, through the smalysis of costs that'a
‘baiemced view can be obtdined“&bout eampeting claims on the

' “fotal resources generated fram’ crop produstion and expértatton.

It also follows that the present amalysis sheuld notibe’inter-
preted as a sp’écial’attéck on the particular marketing authori ty
involved, which in ‘t:his case is the Cashewnu‘b Author:.ty of
Tenzeria (GAH.‘A) - B 8
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B, THE EVOLUTLON AND DETERMINANTS OF THE GROSS MARKETING

MARGIN FoR CASHEWNU’I‘S

SRR

T gy

BACCICIC - Thé gToss. mari:etl.ng margin for eéshewnuts is defined
ilshere &8 the d:.fference between the average gross realisation at
o-exportation &nd’ 'bhe average price rece:.ved by growers The
sodtPormer is obtainied by calculati.ng & raw nut .equivalent value

.'per ton Lor total exports of raw huts, kemels and by-products

iof cashew processmg. The 1atter is an average of,

~the ppoducer

orprices for Standard and’ Undergrade nuts weighted according to

: the approximate proporﬁ.on in Wl'n.ch the two grades

the cEShemut industry, based on, the sales side on

are  purchased.

This definitlon ditfers from that traditionally used in

the “wd £

| export value o:f raw nuts only 1t embodies ‘the fact that- “thanges

in the level o:f the ave;:age export I:eahsaton are
not solely 'by the export price: trend for rawnuts;
the shif’c towards exporﬁ.ng a progressively larger

Y, oailo

deterhiried
but algd by
prop ortion

of 'bile outyut of the industry in the form.of kernels and pro-
cessing ‘By-produc'ts. 1‘1: i of considerableiinterest in the
further developmen;b @;‘ ;bgm,s gw to distinguish-the separate
effects on the size of the gross marketlng mergin of interna-
#hanal’ pri ce- trends* o the pne hand and the implementation. of
the..processing stra'begy on thé other. Tb:t.s 1s because the

reconomibiizationale: BfL)the proaess:\.ng strategy lS founded on i fhe

. assumg tion that, ’mé‘i.ncrease 1n export value achleved by proges-
sing willZmore théh eoumensa'he the add:.tn.onal costs ingurred.
(1owy it px‘ocesbing value-added ‘should be ‘higher than, praces«.

sirg costa)“" EERAEE , ,
"
200} + ey . ¢

The 'bas:l.c_:(d‘a'ba on’ the egoluﬁ.on of “the grbss marketing

margin for oashev’vz'iuts between 1970/71 . and 1978779,

wlith project-

ions to 1980/81 are can'beined in Teble 1, Tals represents both

an extension and a rev:.l.sim of similar information
"4 "the earlier paper art production (Elh.s, pa 355
&ifference being the re—calculatlon of the. aversge
'bo 1nclude ﬁ}e raw nut equivalent value of exports:
and cashenw it ¢ shell liguld (ONSL). The labter is

put forw&rd
the:-chdef -
export value
of kemels
ithe" mos't

:meortant by-.product of processing and the only .one ‘Tor which it

possible to obtain regular figures on export value.
product not included in the present discussion for

' Another by-
jrran'b of

adequate data is cashew waste, which is exported to| Burope as an

animal feed ingredient.




Some additional observations of‘i‘the 'déiivé'ﬁon of the
averege export value figures of -Pable. 1 are necessary to ensure
that their meaning is not shrouded:in obseurdty.  Conceptually
such figures would be simply obiteined:.dyc@dding together :the:
published export values of the dffferernt outputs of the cashew
industry end dividing by theé guentity-:of raw nut production,. .
Such a.direct caleulation is-‘unfoértunately .not pessidble, how-'"
ever, for ‘two reasons: &) production figures are based on crop |

+years wiile ‘export value data dorrésponds- to’calendar-years;
and b) ‘unpredictable legs.occur between the. progurement of raw
mits apd their subsequent exportation in either yaw or proces-.

. 8Sed form, For these reasons the derlvaﬁ.on of. the average value
has' o be approached indirectly, The Accepted r.cthod of so
rdoinb is to assume a fixed. relaﬁ.onship of kernel Weight to raw
nut weight thus permi tting the re'l:roapect:.ve galculation of a
natx.onal volume of raw nuts for a given,volume of kernel expcrtso
The mxed_ coefficient which underlies -the raw nuf equivalent .
valueg of Teble 1 is that kemel recovery is 22,5% by welght . .

= ~aw nut inputs to pmces,sing,;g_

- Table 1 shows a substéntial ingrease in the. level of:
the averege export vaiie between 1971 and 1979, from T,She,
1,309 per ton to T.Shs, 4,664 per ton (8 totel percentage changs
“of 256%). Given the reletively smell inereased in thetproducer
price affected over ‘the séme périod, this hag implied a truly

' -phefiomenal rate of growth in the size of the gross marketing -
margin, While the aversge price p,ﬁ..c $9'growers was raised -
»ram T.Sh3. 910 per tfan o . Shs. 1,640 per ton {up 80%), the

- gross marketing ma:gln_grew from T.S5hs, 399 per ton. to T.Shs.

3,025 per ton (a total percentege change of 658%), This also
inve .yed a derlone in- the producer share:of the eiport value
fray gver 60 in the early seventles o 29% in 1977/78, followed
by a slight recovery to 35% in 1978/79.. If these trends are
examined in real tems it is found. thA'b widle the grower price
has experienced a substantial detemoraﬁ.on throughout ‘che last
degade . (E11is, pp. 11~12), 'l'.he real gross marketing margin has .

- spoxs, then d.ou.bled.3 |



TABLE 1, IVOLUTION OF THE GROSS MARKETING ‘MARGIN IN THE
| MANZANTAN-CASHEWNUT INDUSTRY, 1971,1979, WETH
PROJ’EchoNS 10 . 1980/81 ' T
o Av e S 4 Average Sharectf
| R A k|
‘ Jexport value.
- Value® o Margin 51 PI'J-Qe ! .
t9r0/Tt | 1,309 ”"‘399 90 vafesheds - |
197172 | 1,316 466 | 910 o feaeel T
1972/73.. | 1,381 “am ), g0, | v 659
1973/74 1,858-74" " 948 910 49,0
1974/75 1,927 897 1,030 . {535
1975/76 | 2,250 ;[ -+44220- "1, 030 | . 45.8
196/77 | m00e | 1,930 1,010 | 5506
1971/18 __5;855 sl o 2w d 20 | 20
1978/79 4";‘665%L 3,025 **f‘i " 1,640 3542
. MR- R ca | T
1980/81 | 5,862 | 4,122 1,740 29,7
‘V's'ormdw MZDB 1979, ppe. 15, 27.
NomBS:

value and volume da:,ba .of Table 2 below and from
assuning a recovery mte of kernels, from raw nuts of 22.5%
(for 1980/81. seernote

4): raw nut equivalent value which'corres-
ponds to the ealendar year oi thie la‘!;er o*" the #wo years shown,"—"

Average Export Value-calculated from the £, Q. be

endix . A,

‘Assmnes 807 S’tandard grade and 20% Undergrade-

Estxmated frcmx acmai sales of J‘an-May 1979,

g g

rojection which assmnes recovery xates by

R

weight of 20.57 and 7 for kemels and CISL resPectLvely.

The major preoccupation of much of the rest of the paper
is how marketing costs can possibly have risen so rapidly as to
the marketing margin.
As substantiated shortly below, the extermal conditions affect-

entirely absorb the phenomenal expansion of

ing the fortunes of the cashewnut industry have been quite

excep tionally favourable during most of the past decade.

It is

consequently difficult to imegine at this stage of the enquiry
how the trends observed have nct resulied in large and embar—

rassing surpluses for the marketing authority over the last few

yeaxrs,

X

A

R



The histordcal mﬁas-sw.;in Table 1 arve expected to
continue through to 1980/81, after which they should stabilise,
.’.Ihe ‘export’ value Will conﬁ.nué 6 Ifierease wlt'h theé completion |
Qi’ the switch f‘.‘rom rew nu'b to keinel e@orta and- the expec'bation
df sHghtly - mgher prices of kem&;i.s and CWS} in the early ninel
t_enﬂelgh’m.e.a A(M'DB 1979, po 27). When this is. m&;}ﬂ:i: An. oongunc‘t-
1.on with the minor ipcrease in the producer price which has .. -
élreadv been dbcided, £or that year, 1t results in. further '

rOJected mcrpaSe in. the marketlng margin, The sha e of the f
zroducer will corsequently ‘fall back tp between 29‘,7: s 30% of
’éhe average export value. '

E : - The inprease in the averege export value be'bween 1971 ’
énd 1979 1s almost wholly éttribitable to the ‘rising trend of
1 o termational priccs for raw nuts: and processed produciw' the
qon'bribuﬁ.on of the shift to processing a larger proporﬁon of :
the “total rem Imt cu.‘('nu"?' ‘being d:.sappoint!.ngly low, Gorrespond-
ing to the inerease of average export value ‘of’ 256% (already .
c:u.ted) were pza:z; En;}éases of 22610, 1907 and 695/ for T8 nuté
yarmels and ONSL respectively (Tablc 2),- "It this period the

.. 'oporiien of total raw nus, output wh‘l.ch was, prccessed increased
Trom. jus~7 aver 1{17 %c— an esti.mated 507 (Appendix A) It is a
rele u.wely stralghtfo,g m exergise to show thaﬁ ‘spproximately
90% of the growth in the’ averege export value'was due to tae
intemational price trends and only 10% to the increese in the
proportion of the nuts being procaesed.q' Tha.s results fram

the Pact that over the period as & whole the raw nut price-
‘increas= wes - grea'ber than 'bha'b of ker =le, thereby resulﬁ.ng

<, en overail decline in “the value added from process:.ng.



PABIE 2. F,0,B., EXPORT PRICES OF CASHEW PRODUCTS FROM TANZANIA,

w

!
|
|
i
{
:

‘ price assumes an averegew, ard f. price of TS § 1.24 per 1b.

1971-1979, WITH PROJECTIONS 10 1980/81 (T.Shs,/Ton)

_ Yea:; ;{aw Nuts - Kernels CN’SLa
Tdem 1 4,246 ] 1,168 1,069
1972 1,331° 7,733 988
1973 "1,285 8,819 722
1974 1,723 | 11,527 3,517
1,817, 11,030 . 1,715

1,976 4.. 12,551 .. | 1,729 - i

51 21,929 3,806 :
3,640 1, 18,680 3,774
) 4,06?__““1'_;'_“20 750 8,500
- : . 24,885 . 10,373

SOURCE' EAC Mnual Trade Regorm, 1971 to 1976
MDB *919, Po J10, 27; CATA, | o

|

i

NOTES Code 42 90.9 "";.xeﬁ wegetable d‘Lls n.e.s." ?

© in Anmual Tréde Repor'f;s, 4

“Pogsed on actual sales, Jen-May 1979; kernels

~

for the year;

3
i‘ ) S
i |
3

ONDB eSﬁimat?s;:‘. L i o
. }( e ‘...

[REEUSNU——

The value added achieved by processing caehevmum in

-

‘Tanzenia has in i’act been rather erratic and unpredlctable over

the decade of the seventl.es (Table %), The percentage value
from. kemel sales fluctuaisd between 30% in 1971 and 967 in
1977, subsequently falllng to 15% in the last two years due to
the increase of raw nut prices to historically unprecedented

levels.. Similarly, the; gombined value-added of both kermels

and ONSL fluctuated erratically between 33% and 104%,: declining
in, the last two years to between 20% and 30%. -
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TABLE 3, VALUE ADZDED BY PROCESSING CASHEWNUTS IN TANZANIA,

1971-1979 )
A 7.Shs /Ton r]E'e:c'cefn;a{;re Value Added
i f— 1
R A A e I;%gg;sz
o TR ey T
1o | me6 | 406 | . 29.4] l32.
1912 | 409 |, aa | 0. 7‘ 3341
193 | 69 | 739 | 544l | . [57.5
o | e |. 992 h: 50.6*§ 3;, 57.6
1915 ) 66i oms | | 39,2
E O INRCTL I T B 2.7 - lno
19§7 | 2423y 2,615 | 96. 5?' g
19fs | 563 | s0z | 15.,5.. . p2.0
1979 | oeot | 1,19 1480 | 9
: 2N [ o ; .
ivetege %.*mazéa,w.we,;ﬂgsih.,¢W"M@E,oi;m¢“o,;z5ud
(1971-79) ‘ . T

. 0OUWICGE: BAC, /Mnnual Trade Reporis;. 191 tm1976-
MOB 1979, pL. 9-19, b7 AL Ses Table 2y . . * :

NOTE; calculatad frcm the f.o.b. volume and valuz date
Of"APPendlx A, SR

.i"j.: ",; e i;')?: 'Wﬁ

. P : yh L
y A o = : : AL E

- The current: leve.Ls of value- Edded byv pziecessn.ng are Now
where near sufficient to cover the dom's‘lio costs of processing
caskLmuts, Indeed the level of T. Shs. 1,198 per ton’ est:.mated
fcx Farnels tnd ONST taken %Ogether 4n’ 197@’13 appxoxlmatelv
half the nontempoxa:cxy cost of processz.ng one ‘ton " of raw nuhs
(for Ai wssion of this issue the reader'is’ referred to the
Cactranon 1 eocessing below) These i‘lgures pu% 1n severe doub’c
the economic rationale of the pmcessing sura'begy, the ex'ternal
capital. commitment +o 'whi'ch’ (El]J.s, p. 2) was' baéed on much more
op dlmlstlic levels- of velue added and much loWer estn.mated 1eve1s

cf processing cost 1n Tatmam.a.s

ot - L oA
-rrA [ e 1, , urt

The aversge percentage value added for kexnels and CNSL
over the period wnder discussion as a whole was 45%, This
compares with World Bank projections used in the—appraisal reports
for the Phase I and Phase II cashewnut development projects of
92% and 101% respectively (World Bank, 1974 and 1978). If the

i
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ln.storical average of 457 -i8 appl'Led to the expected future
prices of kemels and CNSL. shown in' Table 2, it yields an esti-
mated Future value-added level of around T.Shs. 1,800 per-ton
in 1980/81, This is s-tz.ll not sxxffn.cient to cover est:.mated

wnit costs of processing. sl A i ;,;;;;w.e..g-

"\I‘anzania -shoutd abandon i-bs ;aroc,qssing stra'begy and rever't: to the
exclusive exportation’ of raw uts, - Dis conclusion is probably
;emature. The' ‘awrerage value-adg,ed flgure 'is mfavourably
affected iby 1eveld of rew qut“gﬁce towerds the end of the

decade which do’ ‘ot reflec'b any meaningful- mlat:.onsh:.p t0 pro-
cessing -costs in any cxf the m&aOr producing countries. In N

effect, they represent a subéfbgnﬁalre:ubs:.da.saﬁon of the pro-

Rl

cessing sector in India, which,%giVen Indials dcmn.nan'b positi.on

in world kermel supply, ‘has driven, wup raw nutb prices and depres-
sed intematimsl kemel prices.” -This has pushed both sets ‘af
prices off their wnderlying market trends and has- distorted the
long rm relationship between ‘bhem It would be necessa\I:y only

for the raw nut price to decline to around T.Shs,. 3,500 per 'hon T

(wm_chg&.vesa 1980/81.. vﬂalue-added of 65o or T.Shs, 2,300 per
ton) for the processing: strategy to beeame viable again at levels
of process:Lng cost suggested later in th:l.s paper. This 1nten-
pretation remains, hoy_vever; criti.caj.ly dependent on the effeetlve
coantrol of future domeb¥lc processing costs, which are at
present spiralling upwards out of any conceivable relation to
future value added, » = . | " |
The exeminetion ‘of ‘£actors surrounding the évdid%on
of the gross marketing margin jields two mein: conclus:.ons of

relevance to the further development of the analye:.s. The £irst
is that-the contemporary Tanzanian cashewnut -egonomy. -has been

operating within unusually: favow.frable ex‘bemal eonditions in o .. ‘

texrms of the substeantial end’ sus%ained price increases- expezi-

iof

L

enced for all cashew produgts’ over 'l'.he lagt decade, These prlce

increases have been-almost whcrlly reta:.ned by the marketing
system in the :fom of &: phenamenal rate of growth in. the gross
narketing ma:zg:l.q., with only &. minor pr0por'in.on of +them: being
passed to the grower in the form of a h:.gher producer price.
The second is, that the past decade has been characterised by an
erratic and eventually.detenorating relationship of kernel to
raw nut prices in terms of the value-added which has been

oY v



realised from further process:.ng. This hes put a severe straln

on the ramonahty of ‘the laxge inves‘anents already comm:.tted to
new processing capaci'by, which can cmly be compensa'bed in 'bhe
future by the strict con’brol of danestl.c process:.ng cost, ‘

C. THE ANALYSIS OF MARKE!E[NG COS!'LS

Aot

jl. Cat%ories of Marketi.z;g Cost

The markéting of cashewnuts in Tanzania has tradn.h.onally
involved three distinct catezories of marketing cost. For the .
purposes ol the present analysis these are designated as primary.
produrement costs;:.crop secondary costs; and administrative _
costs, The assigmment of different sub-categories of cost of .
one‘or other of these divisions has been quite erratic during |
‘2% .recent history of .th: industry, both with respect fo past .
actual cost acoounts and to annual crop costlngs, For this
reaso::- the ‘content:of ench of the three categories. is given a,
brief introductory description as follows:

)
it

*Y  Pr.rary proourement

' Mg category contains’ all those coste which ars directly
ineurred in the collertion of raw nuts’ from villages and treiw
trensport -to regloual godowns or processing factories. The past
and present subcategories of oosy which enter here Are GATA
branch costs (which replaced foiﬁiéi*‘ipayments' to primary coopera-
tive societics and unibrs between 1973 and 1976 }; the village -
levy; a shrinkage allowance to compencate for-1éss of welght *
betwoen villeges and godowns (usually et at 4% of the prevail-
ing ~rower _:ice); bags and twine; and trenspertation fram
villages to godowns. ' |

2) nrop secondary .costs Dtoe
This category contains ‘costs which are assoclated vith-
{he doymstreem hendling of ‘raw nuts and/or kerhels, incliuding
financial charges which accrue to sich fimetldns, On the: =
ﬁihéﬁb;l.al ‘side this includes crop finence (interest payments
on the loahéurew:i.red for crop purchase), cash irsurance (on
cash it trensit to villages), end crop insurence (om orcp in
transi t). On thé" phys:.cal side it includes raw nut handling,
rebagging, s’hnnkage, and storage pxi.or to exporta'm.on. ‘I% -also

Powde,
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contains f,o0,bs and transhipment charges in ports, the expoi't
tax on raw nuts (10% in recent years) and qual‘.l.ty \cleims. fram

; OVersees pvrchasers .

o

s

v

Ll e wt

. 3} 0o Admlm.s'traff‘,ve ‘cos-bs

U

g g
Gt A

R

Tm:s e nteu.ns all the maj.n central Gverhead costs, i.e.,

Head Office ex 'enses- ovemra;pt end bank charges; long-tem
Foan’ serv:.c:.ng ; and deduct!.ons ;Eer dinternal capl'bal fomati.an.
It'alfo lat-herly a.nclu.des a fixed. deductlon per ton' of réw nut
purchases- wiiloh is supposed: %o be used for the naintenance and
improvement of :feeder roads. in 'bpe cashew produd.ng zZones,

’*w, .|., i

Ihe phasing into Opera’d.on of new prOeessing factor.i.es
from early 1979 onwards implies. that-a-Lourtl “chtegory of oost,‘

g - oo

Erocess%, now. ente
the' ‘mo factories w!ﬁidz ¢

e o —

the overall’ oost» strucjm:ce

,_..-..w‘—-o""“‘

axpe ingo’ operation in the 196bs were

operatted es autonomoqs entidles

-

In the past,

and “their éosd;s .dldﬂno‘b di:re*e"tly

_enter the *sphe:t‘e‘”of fﬁe marketl.rg.‘ au'thozi'by. As wi1l became'
apparent i;n due eourse, précess:&xg costs are expected 'bo becane

!

i

X cashew ecohom;;'

the J.arges-b single cos-t: eategoryl 1n the futhre working . oi’ the

t

Por th:.s reaSQns. the unit cbst of procassing is
i given de'bailed and - Sepai'ate e
detem.oraﬁ.on in the :}enﬁmsmﬁ of proeesaing cost to; proges-

YL

ittt da A 48

‘sing value tadded, R S

x}.

nati.on, paking inteo ac»count the

Y gpr o At

SRR

The: analysis ott’ ‘bhe :h.rst t];zree ca*begozies of market!.ng

cost directs attenﬁ.on to the follcwlng charactenstl.es of the
evolut:.on of: costs bver the last decade. o }

. ie o

a)’ the growth in rbotal u;ni'b markeung cost and l‘bS‘ rel*ati.onship
of . the groes: markeh.ng ma.rgin observed in
the prew.ous sectx.om ‘

- to the expans:l.on

b) the iden‘lif:.ca'h.m of those cost sub-categomses which have
have risen parﬁ.cularly rapidly; R

v the :Lden‘h.i’icat:.on of costs which are reduced or e]im:l.nated

by the shift to process:.ng 'l:he tc'bality of ou‘l:put.

24

278[1

Thanks to the deta:n.le;l WOTlt O Iceushew marke'h.ng cost

sy

The Inorease in _Um.t‘Mérkeh.,}

‘-,u‘r_.‘x
A

coste, Fetuces 1968/69’@“ -

under{;aken by Westexgaaxd (1968 .and 31969) a decade ago, 1t is.

Al o

oy
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possibley in conjunction with iatervening. cost. if;fomati._on publi- .
shed byCA'.!'.‘Aorthe Mazketing :Developmen{ Bureau of Kilimo, ' to

canstruct quite an accurete picture of the evoluthon of costs in

the 1970s. The growth of marketing costs between 1968/69 end

1978/179 is shown for selected years in Teble 4, This also -~

of éalee of the mc.rketi.ng authox'j.ty“%?mii-ﬁng *hh.e a;batemexx}g ekl

TS
of ’che surplus or deﬁcijb expezienoed inM ach year. . rin viaw (BOL
| . i | LB L b, sobudond lievisld Dl T
TARLE 4, DVOLU'.'L‘ION oF UNIT MARKE‘.II[NG cosnxs IN THE, TANM&IIAN Brving .
. CO{SHEW INDUSURY; SE*.Ecmo YEARS 1968/69—-1978/79 R
- (Z.8bs./Ton), e bl S e o
- (SN APt ,'( R 4,’!},1%‘51.‘1; it .
it : Crop Authority cds’da | Avemge v‘ ::tﬁum'lm A

Marke'lﬂ.ng G“r‘wers I‘ota:{. ;[-'Rea.'._.,g;g- '
“Nogts + Y4 Prdce doei‘te - Hon \D""id't)
Lo A ) ) *

et oo

1968/59 | - 459.34 |, . 780.00: _n~,v2§9..94’j 1,350,00° ) 110,66

1973/74 ), . 580,75 910500 |. 1,490,751 1;518.17 | (i72.58) 1
1974/75 . 704,04 1,030,00 | 1,824,041 1,832{T2 3.68 |

75/t 9550917 ) 1,0300000 | 2,028,917 1,995.88 o (52,05)° |
) 3T8/1S 2774a.5o 1,640,00 | 4,362450:] 4,591450° 229 Q0

.
- . e N IR N Y
. l N S R Loy RO = 1t I I
- v o B i ! T

- SOURCB: 'MDB, 19v7, 1978," 1979; GATA Westergaard “968,
1969, The reader is also referred tu Appendix B. - ,

. NOTES Excludea) ‘asdi tional -costs- (losses) appearing in
the final accounts due to stock ad.;jusqnents (T.Shs, 127.31) and
losses on the now redundant sefil-mechanical processing plant at .
Mbagala (7,Shs, 94.19): %utal losses 31 1975/76 were T.Shs. 22.6 u_f’
mil>ion f*cu:.valent to T,Shs, 274.53 _ge..» ton;

RN

. b"’ncludes T Shs. 1 100 per. ton for process:\.:ug
half of wotal dutyubs.

Est:.m&ted on the basis of actual sales, Oc'b.
9’78 \.O Mp‘f 19‘9. ‘.". " L3 o R \}‘ . O

The Tirst question wlrﬁ.ch is. settled beyond any doubt by = <«
these figures is whether or not the grovrth of darke'ta.ng cest "
has kept pace wlth the rapid expansion of ‘the marketing mazg:l.n.

The answer is that annuel increases in cos‘l: have .often even. * ...
exceeded correspon’aing inoreaees of “the gross ﬁ*"x‘kenng marg:.nJ
resulting in substential losses in some years (not only those
showm in the table either) ’Ihe reader 8hould not be deflecteq

from the appreciation of this' by apparent differences be'tween

e
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the averege sales value shown here and the average export value

-of the earlier. sect:Lon. . This. is simply a resu.lt of the shift in

the data base of the exerd.Se from ;the' uklendar year of total

. exports to the ti‘ﬁand.al year and actudl Opera‘td.ng performanoe
. ot the orop authority. _ F ;

Marketl.ng cost grew quite slowly w to 1973/74, and this
corresponds to eqtﬁ.valéntly s8low rates of ehange of the averege

~ sales realisation and the markeﬁ.ng mazgin in the early 1970s.

o

 Between1975/74 and 1978719, However, 1t nore A Guadrpled,

’enti.rely absg ami Bmeti.m,ea over the correspondipg

ra'Tof chaxige Oi' “the maﬂﬂ%ﬁng margin\. The ‘megnitude of this
"A‘_‘incrqase is, of iicourae, in aptﬁtt:cibx;&table to the entry oﬂ
'( FPrOOGSBiﬁe coet Bs ‘2 new ca

ory in 1%78/79,“5111? 'hhen 80 a:uso
does Lthe sales-: vﬁiue"f’if‘fh# cmp y‘eelzn conbatn “The ei@ortation

e

by the markeﬁng ;authngt.ty ké.meis and processing by-products.

) Moreover, even if 'I:he _procesging . coet cdnponen‘b were excluded‘

the -brgditlohal od ponents oﬁ nerketing bost stl.ll Tose fram
T.Sl}s.v 1{4o T,She, 1 622 per tem in f:. years, okr neagly "i‘
txﬁ.pled,4 ALY of. s needs t& ‘be’ set ag t the evolutil.on of

the p 'uoer p.‘c:l.ce,\ wh:).ep, as Torbed before, increased by only

1

80% in ie lagt mu decade. '

3
"-ﬂhe suSp:.eg,gn ar.tSes :tﬁ examining ’these( i,’:gguresf (that k

- marketd costs al »end inevitably“xise ‘o absorb ‘or éven |

mo:r_e than absbrb gmss marl?;eti.ng margin ava:.lable; ‘This is

! inspite- ‘qf the fac'b 'thgt the gl*owth of the\ 1at-ber is: de‘bem:!.ned
: by in’cemntlﬁ.onal cash?w ‘price Ws wid.ch, Xconcep'lmally at
least, areﬁexogenous ‘\:o mm:e:mal ;cost formation, . - S

[ \‘ e | . k
The Evoluﬁ._g_lg oi’ the Mankem Gost Struc'hu'e Between

197 and1 i _

| Th.e _ﬂiseggregated analysis of tmdiuanal wii b mark:eti.ng
ciosts is shown in full in ‘Teble 5., | Th:.s can'bains the cos‘d.ng
fmaﬁm of »1973/74, 1975/76 (the uatest y‘ear \for which final
ted accounf;s are available), and 1978/79. \me cost structure
of the earlier two years \is dexived directly erm fina]:l.sed cost
aaf:oun‘cs mﬂg only minor adjustnents to ensure ccmparab:.lity

' between years and to, exclude a few items walch are not:relevant

to the diScu,ssﬁ.on oi’ recurrent. annual expendltures (such as

 stobk adgustnents or non-z\epeated ach.vih.es) The structure for
197§/79 is based on '!:he CA!DA advenced costmgs of thet year,

\ X . oL ) AP

k

!
o
X
|
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adjusted to take.account of a much lower volume of output than was
~.originally anticipated, .-The full explamation of  the dexivation
and sources of this: table is. conteired in Appendix B, leaving
only obvious sources - of -possible obseunty $6" be explained in the
course of the discussion. ' o S
TARLE 5, B STRUCTURE AND Evow'ﬂon OF UNIT CASHEN] WARKETING
e oosms 1@73/74 = 1978/79

POt AR = R KoM g S Coosb U S

o . 1:,1597;,/34 bel 1975/76 }978/79 - H Inerecase
. . o) (Bstie |1 1973/7.
Cost Caldsgery i ofeinoac faoihg s g mated) - 2{74

,_J.;';ue.,z;g/;m mgsm/%n#m shs/Ton || 1978/79

Lo o e Feyi i uedis

EITETONNN (R I S R A

409.76 2059 1 . 190

i ——

1o. Primaxry Procure- 1
Zrinary Procu: ;

ment

Bra: 1911 Gosts., .., | 29.86 M5T.30. f0221535 4] 6417
Village Levy - 4 oo 8el3 1.k 40433 7" 100,00, [ wovperp i
Shrinkage 4%+ . f.. -Z6i40uq. 41,20 | .- 65.60 |f5r 808
Bags & Tmne voand b ol ol 57694 L 118475 |} S

Tremsportation -] ¥-278.24 | +101.68 | 200,00
T 3 101.31\ o

*er (usperitied)

¥

2. Soconm 1:1}_._0_:1: | 323.54 | 445,96 ' :__é.
G:mp Finance " 24402 82443 1 . 77.90( L 224,
Cr0p Insurancé ) ) .87 N 9.94” 1.23 \r 97;
Gr0p Insurance o : : , ‘ | :

"“Raw Nut Handling “20. 12 (f 21,98 | 40,00 ] . 99
FOB Charges | 244 95 Cogem | 115082 || 364
Quality flmims | 1.1 | o.en | 6.25 463
Bx.ort Tax 70,97 [ 161.68 | 203.30 186

A . R 1 MEUEN RTE . E i
W et i8] me erm Ve ,—.M bt SRS PRI N

3. 00l Ctrative 85,06 75,61

T 0P e e T ) i e
. ExpenSes‘ R I 35428 . }112¢43 © 160,004} - 354 ¢

Bank C-'ha:rges S 19416 0 TTe50% Ne8a 7~
“‘eeder Road TLevy }. el o =e ] - 20400 Neas

L)

;327 -

Long—-Tqm ann TR 2T . A .
Semclng ' - ) 4-1 3 - 32.33

wiiy

Capltal Deducﬁ.ons 49.78|  49. 89 | 180.00

Total 00.,1:s 1 .580.75 |  998.91 . 14622,50 || 179

Tons of Raw .. . -}t B | I
Tuts 143,339 82,370 | . 60,000 =P8

SOURCES and NOTES: Appendix B,
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.____and d) bank charges (mainly :mterest o accumulated overdraft),
there i8 also e) the branéh cosi:s in. the pnmary procurement '
7"':'oa€egory~“ The i t cos tg oi’ all thesa sub-eategorles vary

;‘:mvemely with the volume of xaw nuts handled, and hence a signi-

-

-17 =

'J:he observa‘tlons whieh follow focus attennon on ‘bhe two
sepa:mate coneems of the '”ource of . cosi; mgrgases on. the one han.d and
st an tne athers B
1a:cgely con,cemed with the eﬁ‘ect on wit. averhead costs af th“el o

L8, N Ly¥y iR,

e

reduced voiwne of” output, while the latter is. eSpeq:Lally related )
to reduetions, of cost whd gl 'ahou.ld follow the cessatl.on oi’ raw
nut exports. . -

Potent:.al areas o:f cost"“s kot The for;n}er is

T .
) LGS By

MRS S

{ v i RN
o I N ey

a, ‘Th%e sources of the overall increase 1n :bx'adi't::.onal un:.t
marketing cost -

The overall mcrease of '!:red:.'h.onal un:.'b marketing costs
between 1973/74 and’ 1978/79 wes, 179%. This is clearly mginly
equalled 452% over this per.Lod (a mére” ‘bhan fivefold :anrease)
Primary procurement eosts experienced &: rate ‘of increase sub-
steantially below the 'botal, ‘and cz?op seéegndary costs slightly
above, at. 100/6 and 21 2% for each’ oa'begory respectively, The
fundamental ong.gn of the growth in unlt cOSts is thus 1oca'bed
in the unit overhead expenses of central admmlstraiﬂ.on. The
Latter. roughly doubled ‘their share of total um’c cost, from 14, 6%
in 1973/74 to 29% in 1978/79. o ; -

. The overhead or fiked cos'ts of the crop authority comsist
nét only of the central admz.metrative costs. as categor:.sed in
Table 5. ~In addition to a) Head Office costs (salaries, opera-
ting- costs, and depreeiaw.on), b)~capital-deducations. ~provisions,
for internal cepital forma‘bion), c) long term loan semcing,

!

fieént preéportion o:f their total :anrease as shown in Table 3 .
is explalned by the decl:l.ne of raw. nut 'bhroughpu’c :from 143,349
tons to 60,000 tons over the. perlod under consn.dera'ln.m.“ Indeed
to'bal (as against. unit) cosﬁs sin these f:.ve sub-ea“begories rose
from T.5hs. 16,5 millian in1973/74 to T.Shs, 40.3 million in
1978/79, y:l.elding a percentage gm)wth of 1447 (:Lnstead of the |
484% increase in their unlt level), R

SN AR TR Sy
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o The foregoing demonstrates a concluslon wtitch is g:.ven
';justiﬁed emphas:,s in the further developmen‘b of 'bhe argument o;t
this paper._that the con'hainment or réducti.on of future wnit’
costs 1s vexry s:t.gniflcantly conﬁ.ngent on the I‘eversal ‘of " the
decllne :x.n production. S:.nce such a reversal is in furm consi~
du_ed to be cont:mgent on the provision of a ‘much more attractx.ve
price to growers, the resistance of the marketing authority -
towards ra:.s:.ng the producer price--argued on the basis of unit

.

cost levels alone---clearl;,r has rather wedk 1ogica1 foundati.ons.

- The-level of: the. Head Ofﬁ.ce eXpenses . of. the .erop
authority ‘has moved in: recent years as. i’ollows

L g Ts e Shsk 5305T,353 ¢ o o 6o
S B 9T LD, S 10,580, 838 | o
G 9B/ 6- T, ShE 9,260,859 sy -
(E) 1978/79--T 88549, 600, ooo7

These, ﬁgures give the :LmPression tha’c the en'bire :anrease of Head
Of‘fice costs s:ane 19’23/74 occurred in the Space "6F ome year, 'and
that subsequently such costs have been broUght under con'brol and
even slightly reducéd. ~This is not the case. Approx:l.mately

half the figure for 1974/75 corresponds to & prorvision for bad
and doubﬁul debts end roughly T.Shs, 1 iillion of:the amount
for 1975/76 :1.s ‘the ssime. ‘Underlying ‘Héad Office -costs have in : -
fact beeh rising quite oantinuodsly ehd - steddily’ 'l:hroughoutathaf'-"“f"
last half decade at a canpound annual‘rate ‘of 13s7 > per anthun, il

The um'b capital deduction of T Shs. 180 shown for o
1978/79 1n Table 51is an esti.mate by the author based on present )
snd future coxmnlments; of CATA vm;h respect “to capi'l;al i’ormatl.on Y
and long-tem[sezvicing.. This lS a far more generous ‘estimate
thah the au*bhor.\.'by 1tse1f made 1n 1978/79 costmgs (vanous];y |
put at be'tween T, Shs 24 and T Shs 71 per ton) due a) 'l:o -an upward
re\rlsn.on of income and hence on the abiln.ty ’co pu’c as:Lde cap:.tal
for future commhnents , and b) to ‘the very substantial annual
loan repayments wh:Lch CATA will start to 1ncur from 1980/81 R
onwards, .and wh:.ch at’ 'the:.r hen.ght wj.ll be d:.fflcult ’co meet from
current 1ncome. The reader is referred %o Appendix B for the
calculations underlying the 1978/79 flgure for cap:.tal deducti.ons

There are certain further observations about the growth
of marketing cost which belong under the present heading., The

apparently quite low rate of increase of primary procurement costs

Py



~

bring:l.ng in sales revenue conﬁnuously *l:b.roughout 'the year.
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v.is attnbutable in part -lso the elevatLon of such costs 1n the .
base year (1973/74) by the, trangition fram ‘the. gooPeratwe pro-

curement system to CATA, In parti.gular, certain rather i1le
defined cost-categories appeazing in. acoount_ing in:foma’t:i.on

betweeni 1973 and 1976 inVQIVe paymen‘bs to. cooperatives not unly
for cashew procurement but poaslbly also for the purchase of

other cxops in which, | CATA was briefly involyed in the mid-1 970§.
!L‘his means that tmderly:l.ng procurement costs,may have grown &t ‘
a 8lightly faster, rate than is ,qvggested by the fn.gures of |
Table 5. .As.already noted CATA brench cosis are an overhead .

Ty ST

g

_sub-category, the unit costs of which would reduce significantly

with increased rew nut throughout. a -

-'The-'principal sourtes of the increase in crop secondary
costs are in crop finance ‘@nd f£,0.bs charges, - The former of
these merits some additionaltattention since it is one of the
sub-categories of cost which is’Bometimes obscured, either by ]
lumping it together with other (overhead) financial eosts or by - =
submerging it in a general category of Head Office expenses. In
the days of the NAPB (i.e. wup. to 1973/74), this cafegoxy eori'es-_i_

“ponded to the intexest cost for 3 months on the NAPB :Ln'!;o-stare )

price (Westergaard. ‘]969, Appendix 4). e period for such. borrow-
ing has subsequently lengthened to 4 months in 1973/74 and. 6
months in 1975/76, Hence the 1978/79 costing for this category .

is ;based on a six-manth overdraft at 9,\,5%A;o;_t;_‘:,1;he grower price.

Precisely how.v:it has become negessary to double the period of

bridging between crop purchase and the income from sales remains
obscure, but this is evidently an area 1n which a future reduct-
iom in’ cost should be possible sinoe process:mg factories wd.ll be

By

L.

b‘,_‘;E Cost savmgs from the cessatl.on of raw nut exparts

Gl

. Within the: eategones of prlmary procurement and secondary
crop costs there argmi_.certgin .areas. of significant reduction in
cost which should regult from the phasing out, completed in 1979,
of raw nut expor’aaﬁon. These are associa'béd in part with the
direct ellnn.natl.on of costs stxictly only 1ncu.rred in raw nut |

' sales, and in part W.Lth reducat:.ons to be expected by der.verles

to factories instead’ of 'bo exportatlon. .
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In primary procurement a ﬁrst component wid.ch should be
elimina ted (o at dny yate: reduced {:o @ mueh SlqweF 16vel) 1s' the
- larinkags a1l 6wefioe WE 4% ot e gr0wer price. ime valialty of
this iperedritagd Eost bes ja”]:wa;y‘as _en doﬁbﬁ:;ﬂ,ﬁ_ T+t yas originally
introfuced Ha' an edfﬁﬁonal* paymént < pﬁmary caoperaﬁ.Ve s

v mpcliotl e840 ‘é&ﬁf&maﬁe for | su;;poeed "1038 of we:.ght By dmng
df) 3-4% "Vetweert ’aheir payment iy groﬁere ‘nd” tHé1r- -deliveries
_ditito- NAPB: gomdovhb Wesﬁezge&ﬁ o68,; p. 14} found ho evidence
of welght~1685 due’$o’ dry’lng g5os tz-anait, ‘but “rather - that apparent
lossies: weie ‘caﬁsed by Spillage, plli’e‘rage, or- dishonest prOduoe
redelpts, He rémchied ths emclusion,’vd:th yidoh this author;

a,egmes%that A insttmh.mahsaﬁm ‘of Stich lossés via a fixed
deduction wes & negative poliby with Hothfng %o recommend 1t in
terms of increasing. the effici ey o!‘~procurement. Ets validity
under contemporary .condidl ond - Deconés even:more .doubtful since.
raw.nuts aye rehymldified prdior to prde,essi,ng, \lmplying a welght
gain p;m.or ‘co ;the .galoulation of ‘bhmperfomance of processn.ng

- £or bags:and twine and 'bransp&‘taﬁom- Fihe fomer beoause o’ 55
thewelimination: of rebagging brior +6' exportation’ and the ﬁ'oten-
- 4lal bo re-use-baga which Lomérly dlsappeared overaees alOﬁg
with the nuls’ théy-cdtitained; - The 1a‘tﬁte:c\ bé&éiise procees:.ng
‘Pagdorles ‘are: dispered throughout 'the‘m&ln produc:mg looet:.on.s,
allowing the rationalisation o the"aolleotim systén tn ime

with shorter disteneeés  dnd: e move’ even ﬂis'trlbuhon “af" re*l:u:m

< journeyB, ;¢ ol SR ke %

In the crOp secondary coats oategory, the downstream
handhng o raw nuts is completely elim:Lnated.. Thi’s” has in ‘cﬁe
past 1ncluded the labour used in hand]ing and rebagglng, storage
prioxr to e:qporta'tion and a fu.rther shxﬂ.nkage allowance. T’
export tex on rew nuts, witich is equivalent to nearly 13% of total
" teaditional costsin 1998/79," di‘sappears al‘tdge'ther. “Mhat. part

ofi £y0u by co8ts wilch ig attrlbu‘t:ed ) po‘r'ﬁ an.d s‘beVedonng R

e

: “cHarges oaleulsted dn & weight basis shoul*d kmduce due-. to the ity 1

muéh lower weight dt‘ I:emels eunpared to ‘t‘nei: r i‘aw nnt eqm.valemre

ﬂhe results of the ana]ys:.s of rbhe erwbluti.on of markehng
3 SR

‘J .u ‘-‘.

- cos'bs may be summar:.sed bnefly 3-L0ld

rrr“
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f-:.ticantly reduced by the cessatian of .rew nut exports. Gost

: 'laat half decade,_
- ‘sometimes. exoeeding the phennnenal expansian of the gross "
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Total: marketmg costs have :anreased subs‘banti.ally in the
w:l.tb. the ‘effect of en’(q.rely absorbd.ng a.nd

marketing maxg:.n noted eariier“ R T

'J.‘he magniw.de of this rate od.’ increase is largely caused ‘rw
the' growih of overhead costs, the ‘wnlt rlévels- of wiich yAry .

: 1nverse1y ir,i.th the 1evel oi’ raw “nut prdcurement. '.Eotal over-
head and- ﬁxed eastsb(including CAPA brench. costs)

have r.i.sen
in relatlon “to varfabis. méoets a8 i’oilows (percentages n&f -&he

“undlt cost stmcttw uﬂwﬁ.‘able 5)

‘ zzg gzga .1‘918419’

Ovérhead Gosts PO 19, g e 8E,3 . 42,6

Vér.&able‘(}ostq“g ’éo \2“ e *'66.7 e '57'."4‘

Mese Figures dirsct dvtentian qulte forcefully to ‘the
“Nducﬁcn-in marie ting cos'be per. ton wbieh would reeu:l;b

frcm an increase in the tonnage of raw nuts handled.

!U:xere are a number of areas in: Whlch costs should be signi-

i .sub-ca'aegories which are e]iminated are sbrlnkage in primaxy

procuxenent domstream handling of .raw nuts, and the export

. tax on rew nuts. In the 1978/79 cost structure these were

D.

equLvalent o, 19.07 of treditional: costs.~ Cost ‘Submcatego=
ries which should ‘dminish (o, given inflation, at least
not rise-as fast as in the paet) are bags and tm.ne, trens-
portation, and f.o.b. costs, These accounted fo,r 26 s% of
'bradltl.onal costs in the 1978/79 estimates,

THE PROCFSSING SEAIEGY AND PROCESSING- COS‘IB

Ny Bei'ore proceedlng to- the central questl.cm otf 'bhe future

levels ot marketmg cost, »a more -complete . discussion on the
economics of processing cashewnuts m&anzam.a 15 requ:.red. -This
is firs'bl,y because fl:he contemporary pnocessmg strategy has .came
to- dcminate discussiom about the future prOSpeets of the
Tanzanian cashew eoqnany, and secondly because the unit. 1evel of

.process:\.ng gost becomes a c:m.h.cabdetemnant of . tb.e capacit'y
-'of the markeﬁ.ng au'{:hor.l.'by to pay' a higher price,

107
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“The historical génésis ‘of  the progessing’ Strategy: can be
sumérised Pairly suseinctly, - The -traattiadal-worla trading
pattern for casle “’whereby ‘Tengepdaarid Mozaubigue were raw

" nut supghem o £HS T \1 processing industry in India, beceme

eI

© ’progressjoveljy MOTE: &Lﬁadvan’sageouq 40 the former two coun'bries
“Uin tile 19508 and $.6083.

e totaldy doginaps position of ‘Tndia
in the. kemmel markeéi mmit‘ﬂed ik simu],tanepum nonopoly ‘buying
sand Selling powers in wniéld caahew 'bradeg and. rew.l‘bad in.the

nmﬁnuous mden:i.ng of, the margih., Béi‘whb% mwmut purchase

I prices and “hha ,.3aler p:d.ce‘“&ﬁ e1§

- The potenﬁ.ui o dwwtgﬁ bmewsihg ceme under increas-
ing discuss:.on in !Eanzam.a in “the mid-1 9608,. The f.u:st proces=
sing factory to be cmstm,gﬁd, fwas en expe;d,menxsal cme bullt in
Darawgg_ﬁhlamn ‘Ey an Italian cunpany, Oltremgre 344 “In 1965.
This .had an: inih.al naminal ’uépacity to handle 9, OOO tons of rew
nuts. per annum,‘ lsdtildaequently upgraded in 1972 to 12,‘500 tcﬂs.

It wes: followed in 1968 t;y another»ﬁiiot ??e?tory% thiaud.’m
con.stmctedr in- M’bvié.}r?a by a Japgnese- eonipan;y, Cashco, w.tth g
nominal -eapaslty’ of 8 000 tons., Both ‘thesd factorj.es were repreﬁ-
sentative ‘of ‘attempts by extemal p;tivate canp*h&ﬁes to develop

‘and market 2 new:and’ highly““s'opfﬂ.et;;,cated téchnolbgy for ccmvert-

......
S

been bunctuabed by Prequent mei.dencé o£ breakdown and replae,e-
ment“of machinery, and “they have seidom ﬂper‘ated near the::.r
canbined tomirial capaeity of 20 500" i;ms of e nui:s. ‘ I’c may
also: be nated here that in'l:emittent at'lmnp'lfs to estabhsh a_ .

In 'hhe decade of the seven'h.es ‘the mave towards processing
most of the domestic eashew crop was greatly accelerated with the
so~oalled Phase I ‘and Phase’ II*processing progrézmnes. The -
Phase- I programe dates from 1974 ‘and involved “th construe‘!n.cn A
.of five factories under World Bank loans with a 'total nom:.nal
capacity "-af -~_40,0QQ fons, -and me ractory Plneneed” under a loan "

of the Bank- od.’ Sieily ‘with & capaclty of 12,000 $hs, - These K u:i"'.i o

faetories, two ‘of which came’ 1nto opera'ln.oﬁdiﬁ ear?ty 1979 and

N

was initiatgt in 1978 and 1nvolves a furthesz‘thzvee factories
with a total capacity of 30, ‘000 tons financed by the World Bank,
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and one Turther factory of 10 000 tons ﬁ.nanced by the Bank of
Sicily. The three World Ban.k factorles wlll be eqmpped with up-
dated Cashco machinery; the Bank of Sn.cn.ly financed factory, as
might be expected from its f:.nanc:l.ng, will be an addlt:.onal
Oltremare plant. The total c:ap:Lta1 cost of both programmes taken
is estimated at T.Shs, 600 million of vvhich approxlmately 1.Shs,
420 million is in the form of external 1oans (Ellis, p. 2)

A a consequence of the PhaSe I and Phase II programmes
the total ‘nominal processing capacity is expected to grow from
53,000 tons at the end of 1979, to 73,000 tans by the end of 1980,
sand to 113,000 tons during 1981, The effectlve (as against the
nana.nal) capacity under Tanzanian Operating conditions is. probably

~lower than that suggested in manutacture's speclflcatl.ons, due’
*primarily to down-ti.me for breakdovms and shortages of inputs. ‘
One source puts the effective total capacity at 97,000 tons (MDB,
1979, p. 4). At current levels of rew nut owtput the capacity
utilisation would be 60% of' the latter figure, and any further
deterioratlon of production would of cou.rse, reduce this factor
still further, :

The economic ra'ti.cmale of the proeessing strategy through~
out the foregod.ng developments has been the realisation of higher
foreign exchange eamlngs ‘and hagher domesh.c value added from
-sthe cashewnut :.ndustry Of cri'ln.cal importance 1is that processing
“¢ost should be lower than value added: pexmttkng a sufficient
margin to repay the external loans regulred for factory construct-
ion., The World Bank in its proaect appra:Lsal reports calculated
the finencial rate of return to its Phase I factories at 22% per
annum, and that of its Phase II factory development at 12% per
anmum. © The comSpmding economic internal rates of retumm,
derived from social cost-beneﬁt analysis, weTe 32% and 16%
resPec'l'ﬂ.vely. '

“~The current cond:.ttons under wl:a.ch the PhaSe I factories:
are- coming into Operatl.on and the Phase II factora.es are helng -
constructed represents a drastlc and very gerious. detemoratﬂ.cm
of virtually all factors underlylng such o;punn.suc calculah.ons.
It -has been seen earlier that the actual value-added from pro-
cessing has been nowhere near as favourable as was predicted in.
project: documents ‘and that it has fallen to a very: low level
indeed in the last two years. There 1s .also the very serious
problems of capacity utlllsat:.on which could only be resolved by
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a rap:l.d reversal of the decl:l.ne in raw nut outpu‘t. Mo these
mist now be added an alaming rate of increage in estimated
proceSSing cost of the last few years. Itis w.i.th thls, and
eSpecJ.ally with the assessment of how processing cost can be
contained, that the remainder of this sectim i cancerned,

'.'t!here is no lack 9f publ:l.shed ev:.dence on -actual and-
progected ult costs of processing.' As can be lmaglned, glven
the large capltal sums :unvolved., the World Bank: examined tl‘ﬁ.s
matter very thdrovghly in donnecdzion with both 1ty Tenzenien
project appraisals and Sepa;rately, ag 8" cbnconntant oi’ 1ts wider
Anterest in cashew process:l.ng. éu sIn aﬁdi‘ld.on, 'there is the
-'h:.storical reco::d of existing »prcoessingﬂ*ractones, and proaect— '
ions mede by 'the Marke't!.ng DeVelopmen't Burehi 01’ Ki]imo and CATA
ltse]_f. .k . ﬂ , Torh

ALY
M

. A selectl.m of the . most relevant ava:.lable figuressdon &
total processing cost, is" collected 'boge'bher in Table 6. A first
point %o note akout thils table. is that :.'ts period of reference spens
anly the four years between 1976/77 and 1980/81, This applies. : -
equally to the World Bap.k pro;]ect es‘t:.m&tes of 1974, wh:Lch refer-~
red ‘to Puture costs at 1mplementat!.on, as o actual and projected
costs’ pubhshed since then. ‘The second poiﬂ't is on 'the very
wide dlSparﬂ.ty of the ﬁ.gures shown. 'Ehe va.‘d.a'h.on lS i’rom T.,Shs,
501 per ton actually experienced by -the- Oltremare plant at K:.]iﬁ.
in Kenya in the Pirst 10 months of 1977, to T, Shs. 2,730 per ton
s tind ted recently by the MDB for 1980/81. The 1a-b'ber is 5% .
times “the i’ozmer. F:Lnally, there are notable incon.s:.stenc:l.es~
a) between differenj: __World Bank- esti.mates made separately in
1977 ‘and 1978; and b) between ditforent 0ATK estinates made at
various stages on 1978/79 COB'B..': A

These flgures are ind:.ca‘h.ve of the vemtable minefield
of doubt and inaccuracy wlnch surrounds the level of process:.ng,
cost. 'Yet the objecti.ve s:.tuat;.on is not nearly as complex and -
wsusceptible to concrete analysius as the 1ncons:|.s-bencles would -
suggest, The actual cost f:Lgures given for var.i.ous factor:.es in
1977.2nd 1978 are Speciﬁ.c enough, as’ are tb.e 'bechnical coeﬁ.’l-—
cients and input cost levels. which underlie them. Moreover,
certain comparatl.ve charaetenstics of the 'l:wo dlfferent lo.nds. o:t‘ ,
plant in ¢peration are sufflclently well-documented to approach
the estimation of average future cOS‘bs at a reasonable level of
basis in reality.

-7
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The chief problem of the altermative estimates of pro-
cessing cost is the failure to make the analytl.cal dlS'lﬁ.nc‘h.on
be tween -the S'batement of what cobbs* should be if plants are

LJ*)%

- operated Wlthin reasonable pro:dmty to their techn:l.cal specitl-

-

' 'sﬁcs*anu* e'osm"o:t"thé" ren“’t )

" ‘MDB progecfrﬁron £or 1980/81, **émtsbaies

cadlangy aiud the statement of what costs Wil be if plants con- |

Hinué “to nm%ﬂb-‘t?ﬁ‘ﬁ.mally or depart evén further fx;an efficient

operaﬂéh. fmé latter, whiéh in partl;e ar charact Ex'j.sse;e: the
& “‘"‘f 1248
vEntege
148y C rWo '

ates so {

serious dx
of not allbwlng For any correct:.on of-t p it deficten
then “that, | 14 "tends to promote end retnforce such d

into the futire ¥y -the very suggesﬁ&n ;

t theTes
obteined are a- 8&ridus basis for- ecoﬁ ¢ poliey di cussn.on.
This point is not simply a 'mi'osoghical eurd osity related 0.
the conflict between reall and‘ideah?m in. gq;on ilc policy.
It is quite possible ‘to mak prcivi?}:)n in fu'hi:c{? Jp‘rd;jecﬁ.onss fo
an accepytz:tle 1evel &E depa

go:l.ng overboard 1n the acce tance of d:.sastrous 1neﬁ'1c:.ency.14

from opti.mal per:fo ance m.'hhod
. .. 5 \ ' ! L

S .A evised - pro;;ectl.o of mrerage processing: qo»t for
oL 1. X: : : 'C of trfci.s papeiz:.y Th(:iﬁ :'Lr‘ I:_?aﬁ?d
in part o ; a re-examinati.on of the 1977 78(. fz,cf?mt,]‘rg Pd‘a.! ’f‘qf }
the Tanita I fac'l:ory :Ln Dar_es Salaam, d in pbart an a review
of ‘the mas%:.ve amount of e d@ce on th ;‘Eechnlcal qharacteri-_
Iﬁﬁjﬁmm‘ in VarLots
documents lof” ﬁrxe Wox‘ld Bank and elséWhere. * The ou'bcome of that

).\.{u( R

exercise is an est:.mated uni t cosi of process:.ng in 1980/81 of
+D,Shs, 2,200 per ton. A mamed L |

- i es‘ﬁnfatejadaéw tiot depend on the‘ acmezgyten:b of .
super-efflc:.ent performence, nor even on levels of capacity
utilisatiofnt or Yabour prdductivity G ot Hight be reganded as,
uncharacteristic of Tanzanien conditions. It assunes only that
there is a reasonable attempt to approximete the operating condi-~
tions for wiich the technology was designed, and that costs
incurred are actually identified in the purposes to which they
are designated. The interested reader who refers to Appendix C
will observe that the estimate embodies quite generous inter-
pretations about the validity of past accounting information,
as also about the level of labour productivity aclievable under
current conditlions.
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TABLE 6, THE UNIT GOST OF PROCESSING CASHEWNUTS IN TANZANTA:
ALTERNATIVE ACTUAL AND EsmnuAmED FIGURES
- , - ;Proeessing : | Procesittng
‘ Factory Referenpe Year cost . .
- Souxce Status. ¢ Acﬁm’l 61‘ (orrper.i.od) T.Shs./Ton

g woihotoy
Projebtlon ‘ m
o Eviel izt

Progeoﬁ.on £

W (1977) | dotaal |aus®
‘Acwal. F
Pﬁﬂahc@

x-qgﬁnoaectQQQ;:

! Projection | Phase I
P ; e o G RS 1
L OATA(1979) | Estimate | Mtware™ -

Lo T Estimate Tanita I
; Estimate Averege

MDB (1979) | Actual Tendita T
0ATA(1979) | Projection | Averegs®
“MDB (1979) | Projeotion Mezééeb

— L . i

~ SOURCE:

| 1ete 1,9705
| geme-ruty 1977
Nov,1975-0ct 1976

"1 Early 19808

- 1978/79

RS SR

;LTSOB.?E

. 501,00

717.00

Nov.1 9?6-Ju1 1977 1, oez.oo

;demy 19808

Eerly 19805
,1978/79__'» o
1978/79

t911/18
1980/81
158081

—— M oadand e ane

axe given in the Referenee Seetian of 'bb:l.é papero

."

NOM

loan repayments.

Oltremare factory Opened at Kilifi, Kemra in 1976.

1,541 i85
13722490

,490.00
1 369308
12,034,422
1,867,10

2,201,00
2,319,60°

' 2,730,00

As oﬂ.ted in the lef'b-hand colunm, Lull d.taﬁ.ona

Weighted average according to future . ;dlstrd bus
tlon of Oltremare and Cashco' factories in Tanzania. o

Excludes a provision made by CATA tor long texm

P



~7

- 27 -

E. MARKETING COSTS AND MARKE![ING MARGIN IN 1980/81 A
REVISION OF PREVIOUS PROJECTIONS .

‘A revised es'h.ma't:e of . total markeﬁng cost 1.11,"1 980/81
e given in Teble 7 Qlong with. 'bhe previousl,y citeanarkeﬁng

Development Bureau and CATA progectlons. ror that- crop seaaon.
1
L This takes into account the enalyzts of tz‘adl'h,?nal marke'h.ngl

x costs ga.ven in- f‘ull 1ri Appendi:x C.! A:Ll esﬁ.mates bssume, at k‘ ‘
l Imt im.ﬂ‘Lally, a progluc'{ﬁ.-on vol\.uile of 70,000 'l:ons. This is ".
um‘ioutstedly a-rather

Hmiste nst.m&te if no prior decision

is taxen to increase tlde producer p?'.l.ce further then has been
! pr0posed sd far,

}

L
i
i
\
‘.
1
{

CEhe GA.TA project:.pn shows the- operat:.on of the
res:Ldual prbcedure men‘ta.oned :Ln the. 1ntroduc'ln.on to thls paper;

i

wzun to:haLéee-bs W(frk:.ng out so as to exactly pemn.t the sgreed |
B

producer price. The main polnts of” ‘s:.milan.ty and difference t‘

be"bwleen the pro;‘ec'b.ons are J.dentz.f:l.ed by medn’ cost catego;:y i
%s follows: | =~

f\O »’. 1
; R 4
‘. o
i

1. Pru.mazzzproc@gement c’"c‘b'””?’ !

!

. ‘yn

LAl ﬂg.reQ estunates ccn’ic;ur in l‘l;he wvillage leVy and in

H
{
\
the um.t cosw of branch adm.w.'l.stra‘b.o

guc::.ng branclp costs fr
T.

hs. 10:4 mill‘l.on in 198@/81, en admi'rablerpraposal advanced
by ;CATA 11;self.

The -latter mplles

On -those éafeg‘dries where there is dlsagreement
the, revised estinate: a) | hmﬁ:ates th§ shrinkege allowence,

b) reduces bags - and Mne ‘on ‘ﬁhe bas:.s af a price of T,Shs. 10
per bag and " ‘assuming re-usege rate of: 257 (the December 1979 :
cost of bags was: D,Shs, 9.,0), c) ,,reduces trensportation costs .
in line with the: MDB,

'lhe,se - taken togs:kher give & total revised
pnmary ,procurement cost - _.Shs. 1508455 per ton,

2, Secondary Crop. Coste

The CATA and MDB progectlons are not comple‘be WJ.th |
respect to this category, mainly because they sybsume certain
of its components in Head Office costs. The revised estimates
raw nut handling and the
Gr0p end cash qumv‘ﬂe are ]""Seﬁi on: the standard
rates appiiqd to an ave"'ag'i gmwers pI':Lce qﬂ 1,740 per ‘ton

eliminate, as discussed earlier,
export "Bk,

(See: Appendlx B for these: ru ues/o - Crop finénce’ 1s the in‘berest
for 4 months-on the growsr price at 9.5% per anmm.

" -

_costs made earl':.er, and thg,.m—exammﬁﬁ of future processing

(Shs 13.3%mil]ion in 1978/79 0 !

H

t
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TABLE 7. PHEVIOUS AND REVISED ESTIMATES OF THE WKETING COST
STRUCTURE FOR CASIEWN'U'JS IN TANZANIA, 1980/81
(T.Shs /Ton)

| » ] Toama. | B Revised |

. Descriptiom Esti.mafe Estlma'be | Estimate
Growers Price’ 1,76'0.00 1,740.00 | 1,740400

1. Primary Procurement | 552,00 |  610.00 508,55
Branch Costs 147.80 147.80 | . 147.80
_Vlllage Tevy 100,00 100,00 100.00

"""sminkage % | - 65,20 -

Bags & Twine ~ 130,00 130,00 83.75°
Trensportation 174,00 167,00 | . 167.00.
2, Secondary Crop N.S8. N.S. 183,00
~ Orop Mnance . n.S. 55410
Crop Insurance - - 58420 N.Be 1,30
Cash Insurance N.8, 2.60
FOB Charges n.8, 75.60% | 124,00
3, Administrative 569.70 384.46""““ %5‘3:"?5;2
Head Office Expenses 241,30° 249.80° 142,85
Bank Overdraft ° 48.60 48.60 48,60
Feeder Roed ILevy - 20,00 n.s. 254,008

. L.T, Loen Seanc:.ng : 57,80 60,00 * 66,008
" Total Coste.. 5,585.90 | 5,540,00 | 5,163,00
Expected.Sales 5,585.93 | 5,862.00 ‘| 5,862.00
Expected Surplus - Zero 322,00 - | 699,00

e

' SOURCES:. MDB (1979, pp. 24~34); CATA, Own'estimates

explained in text.

NOTES: SAltered only to take into sccount the inerease
of +the grower price decided in the 1980/81 price review;

P Assumes 80% Standard Grade except in CATA estimate;
Assumes 10/= per bag end a 25% re-usage rate;
Tramport of kernels,

Oontains f.o.b. charges;
(}ontains T.Shs. 326,60 speciﬁ.ed as fac'tory ma:r.gin;

 Emmg cap:.tal levy énd 1, 1:. loan servicing taken .
together sun to T.Shs. 320 per ton, the basis of wlﬁ.oh is given
in Appendix B, para 2 c. ,

n.s. = not specified.



The estimate for f.o.b. chazges 1ncludes both the MD.'B pro;lectlon
of kernel tremshipmefit. charges (T.Shs. 76) ahd the, port costs
i’or handling kernels (projected at T.Shs. 48 per sew nut ton or
P, Shé 220 per ‘ton of kemels). The total revised secondary
crop ¢~ w are T.Shs. 183,00 per ton.

Admims’ﬁraﬁve Costs

‘ The revised esthdte 15 ‘based on the assumptx.on that
Head OfPice costs ave held at T,Shs, 10 mllion (of which, approx-
mately T, Shs. 4 million {r salaries, T.Shs, 6: willion dn operé-
tmg costs and depreciation). This is 4% abové the correspond
ing cost in 1978/79. A1 esti.mates coincide :on the per ton level
of interest on accumulated cvezﬂra:tt. The revised esHup’s
increases subs*bm-tﬂ.ally the Jo:‘..n't cost per tom oF capital
merve and 1ong term loen Pinénding. ’I!he negessity for this
1s indica'bed,} as mentioned’ before, by the burden of loan repay-
ments which CATA will eonfront‘in the  mid<1980s (see Appendix B,
 pere 2.c.) ![he capital reserve could equally well be excluded
but this would serve no purpose other than to put addltlonal
emphasis on the flex:.b:.h'by which in fact exists to raise the
produter pr.‘.ce.

O SN

de Proeess:m& Costs

DVLIL v

olgqusnce ﬂ&s is rensed downwazds from the other projections, in
line with the analys:.s of the preceding section and Appendix C.

It is cons:.dered absolutely ‘indispensable to the future viability
oi‘ the Tanzanian ‘cashew ectnamy that process:.ng costs are in the

mture closely mmitored and controlled. '

|8

L
ey

¢ . Thege. revj.s:.cns result in a total markenng cost, inclu-
ding payments to growers, of T.Shs, 5,163 as eompared to the
. T.Shs. 5 540 of the MDB and the T,Shs, 5,586 of CATA, 'The
| px'.l.ncipal sources of the difference are -the’more precise speci-
~ fication of individusl cost’ components within the treditional
| cost categones and ‘the downward revision of processing cost
v made on the assumption that factories operate within reasamable
'p;oﬁ.nﬁ.ty"to their technical spe¢ifications. When teken in
‘conjection with the estimated averdge sales value in 1980/81
(which follows MDB), the revised estimate yields a surplus of

- fior
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T.Shs, 699 per ton as compared to the T.Shs, 322 pexr ton of the
MDB and zero for CATA, - '

F, THE POLICY RECOMIENDA!E[ON y SUPPOR’H.NG CONSIDERATIONS
AND CONCLUSIONS - .

It is argued here that the Burplus derived from ‘hhe
detailed éndlysis of cost structures should be immediately
trenslated into an increased price fo growers, of 70 cents per
kilo, bringing the producér price for first grade oashewruts
in the 1980/81 season to T.Shs. 2.50 per kilo instead of the
, !E.Shs. 1.80 per kilo which was decided in the 1979 price revievu
There are three mein elements wiich en’cer tbu.s pO]:LCY recomne-
ndation. The Pirst of these refers 'bo the re5pon.se of grgvaers
to a price increase. of the' magnitude suggested, and relates |
back to the-mnalysiscof: the decline in production glven in the
earlier paper, The secénd refers to the d:.str:l.bum.on o.f market—
ing cost between overhiead: and variable componen‘ts, and the sen-
sitivity of the 1mi'b ebet 'structure to 1ncreases in ’r.he volune
'of row nut produc'tn.on. THé' third soncerni f:.nancial control '

nd  adveanced budgeh.ng as 1m1ﬂ:unants for- contalning the growth
ct cos# in the marketing systym, especlally in processing. o

S S AR a0

A

1. T Responsiveness of Output “tofi’Pid.éé':'

The previous paper on the causes of the decline in
production demonstrated how the progressive deteriorafion, or
the last five years is highly correlated with the decreaSe :!.n
the recl producer priee and in‘the rclative pr:.ce attrao‘tﬂ.ve- 4
wess of tha cashew compared t¢'other crops. Herice, ‘for exaxip‘lé,
the 607% decline of production between 1973/74 tad 1978/79
corresnonds to a) a decrease in the real producer price ovez' the
19,0 of beiw:er 47% and 65% up to 1977/78, énd b} a decreage
in the relatu.ve pIice level of cashews sgainst selected other
crops varying between 12% and 48% from 1973/74: %o 1978/79
(E11is, pp. 9.-13) ‘

These figures:would suggest that the volume of cashew
harvest is quite sens:\.ti.ve to changes in “the real and relative
level of the producer price. “-Tdeally this sens:LtLv:L'ty should
be measured in a supply function which would y:l.eld esﬁ.mates
of the responsiveness of outpu'b to pnce in the form of elastx.-
cities. However, the level of output in recen’t years has been
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influehced by several other: important factors whlch do nojt
readily lend themselves 4o such Pormal treatment, - These include
the”impact arid subseqént effects of villagisation, &nd Tong
ot égronomi ¢ Pactors related to the age dlstzibut:.on of the
stock of trees. Ultimately, with or without the utl.hsaﬁ.m of
aoformal econametric approach “the upward reSponsiveness of
output to different projected ptice levels must remain to some
.degree an interpretative exercise in which the identifiocation
of quailitati.ve aspects :of the decision-making process at the
peasant level must be:glven due consideration alongside the more
quantv.tati.ve -evidence, - _ o

Visits ‘to villeges in thé cashéw zones suggest that the
output response to smell incremental increases in pnce is likely
to be very diseppointing, This is both because such small
increases would meke negligible inrocads on the total magnitude
of the real and réYative prite decline of the last decade, and
because of the displacement of the cashew from the peasant
economy following: nllegis&ﬁ.on. 1Por" these 'reascms, a8 well as
other factors dealt with more fully in the earlier pager,h“hhe
degree of responsiveness over different projected price ranges
is likely to be discontinyous, More concretely, it is consi-
(dered here that-any level.af producer price up to about T.Shs.
2.40 per kilo is un:likely $o make any great impact-on peasant-
motivation f0 return to caahqw culti.vainon, dmplying thet the
price elas@‘clty of sup;pl,x 30 ‘bbis range would be quite’ low.

Above ‘Ehe levei of T Sh,q. 2. 40, .tthe reSpans:.veness o:t’
output to price shiotild -ineresbe sharply, constra:.ned only in the
short-tem by the qhality of the existing stock of trees, 'The
recamendetion of & price level of T.Shs. 7, 50 is thus regarded
as a;closest estimate of* the price mquired “to mota.vate peasan‘bs
to fully realise the potential of the exi.snng tree stock, i. e.,
clean and harvest the vast number-of trees which have been
abandoried_ since villagisation. , i+ .- .. ) .

- Purther subsequent price increases will undoubtedly be
required latter ‘a) to campenséte for continued inflation on a
year to year basis, and b) ‘to ‘provide an additional incentive
to wpuootold and-umproductive’ theés and replace them by new
ones. iPne altermative here is" to“éssign a proportion of the
village levy pe:rr'baq.-to ,pravidlng 'a separate incentl.ve to repla;at



unproductive cashew areas, perhaps associated with the cessa-

tLon of the; g,radn.ng fincthon 4o, whikeh+ theéxlevpuiniatopresént’
dlrec'bedL (El,l:.s, PP, 254026:)% i Yeliueno ther! canpahentq{)fvtheo)

‘ubbl’”l-L Bt

cashaw Eevi(yaA strategy could,besthe ireduotion aftsofLBeial o
pnces 1’912 same of sthe minor eanpetingcrops wrwor\wmm"prodact-
ion in. reoen‘m.’feama%as -execoed:, the meadrptive ‘cepdclity af’

ma:ckets ‘exoept At pTipes. pilok umsm substan-tialLogses ofor

AL

‘hhe qukg'@.% authoziﬁes db;).qem@d;,f Seavr. SR b waet

e’ Yocamendel” prl‘ & ite&‘el Joi‘“T“ Shsi' 2.50 per kilo is
fai0uh, o

477 eors she: curmﬂ%‘ omcial ke e oi’ ns ?Sins 1 70 and 39,0 o

......

review. These percentége increases are not atartlingly bigh.
Assmn.ng an arc elagfieity of suppfl.y of;wntyuover “the range

) from T.5hs,, 1.70 1o TSha. 2. 5{’) = 6utput would ' inoréase; fram "

A

"the present level af arqmd 60,500 tons:to:dbout 90,000, tofs:
This 3s probably a. na:gsemmve es’amate forrthe. longer T -

BEsl
but not an unreasonable oné for the immediate .‘]_mpac‘f}. -

Qg Loes rme. i oTDED
': I AT MR ,;.,:._J
o

2, f‘"head Gos:(:s and. the Effec‘h; o Inoreases 1no- 7
.PI‘ ducthor' T W ORI B

The rovised cont cEtiEhs S Miblc 7 sontain overs oa'@
conta: equ‘.walent el Bajive® ToHAL mEEReHhE Qosts "excluéiﬁé‘
procesiing, These/areé brengh’ 2@mi n:fs-hi-éycim (12%), I_{ead O:ri'ice
expenses (12%), “ovérdtaft codt {4%); and’ flnancial nhalges (26‘/’7)
This means that for every 0%’ incréase :Ln the volume of raw -
nuts handled the it overhisad tdsty shdild reduce by n arly
10% In concrete tems, an incresad w vroduction’ Prem ’cb.e
10, OOO tons 2ssumed. in the projections:do “the. 50,000 tons
svggestad above (zlus. 297) would:,result in arfaii of widt over:
head ¢ <ts trom T.Shs, 659:25 4o L:iBis..512;75 Fer’ “bon s’
"27) ‘ Th'.LS wcu,.la release:aparly:15 cents pertidlo: to- oﬂ'set S

“l:be mcrease of the growez: pmoe by 70 centss i’ g:.-',i-,ﬂ::-';-, 4

_The- s:Lgrﬂ.rlcance & ths’ orverheaas argumen't is even
more striking with respect to the fized’ ‘costs of p%fgéséiﬁé T
The previous anaysis .of. precessingodostiasmined AT Factories
would be opexating mo. maye; than’ 10% 0¥ ?W%ei&w e P rabdd v
raw nud: capac:,ty, This, assumptdon eledrly does wOH HOFE £ -
productr..on were, to, stay, at its pwesent’ievel’ oF FEeTMe W U
further. . The overhead costs: of probessing m“'““‘* R vyl SRR
total proce831ng‘§o§+ onthe besie! tHht' the' pernantn § Tabotaf
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’ Iorce is & fixed cos? at. least. in the short. term.: . Agadn in

' concrete tenns, tb:l.

[RIONEY

hmeéns that & decline in cepacity willisa-
’ti.on :t‘rom say 907 'bo 60% (well within the bounds. of: poseibi-
hty under current éonditlons) would:result in unit processing

cost n.s:.ng from T.Shs. . 29200 per ton to T.Shs. 2,850 per tom.

Sk

Mg would render impcss:,ble the provigion of;a higher price

f) oo L

(growers, would make “the repayment of external loans. extre~
nely & aifﬁ.cult if 1ot impossible, apd would in effect destroy
the ent.re rab.male of the processing s trategy. M S

Finally ih- this context itds appropriate-to sHow the

iextemt ‘of :CATAYs  burden in terms of LongLtém loan repayments.

ey

These are .scheduled- to rise as® follows:
+ 1980/81-:5.’ Shse . 4.6 million
1981/82-£E.Shs. 2846 -million
. 132/83—T.Shs, 38.4 million
. 1983/84~—TShs. 47.5 million .
. 1984/85--1.Shs, 45 kmillion .
At’%ﬁe level f production of 70,000 chms,. sssuned in project-
ions, the unit gost of such payments swould rise fran T.Shs, 66
per ton ln 1980/81 to D.Shs, 680.per: fon in. 1983/84+ Such-a
bﬁ:&en 1s elear]y inswportﬂb;e withy or without any foreseeable
incregase in rew nut ou '“ot. gnd it is fior this peason that ‘the
ao‘h%mr's _'cost esﬁ.matesq;orﬂ;lﬁgzsﬁ9 and~3980/81 indiuded
capital deductions which would spread the -later loan fepayments-
over a wider Span of years.

.
R ARV

i .::‘J L

. Under one possz.ble tqture scenammof no shift of

‘policy on 'l:he producer price, . production remaining at 60,000 -
:‘cons, and processing fagfories operating at 60% of capacity, :

CATA would begin to incur -catagtrophi o losses £¥an 1980/81
onwards. i A very, rough estimate of, such.losses.would be from

'T.Shs. 706 per tan in 1981/82 rising to.over T.Shs, 1,000

per ton in. 1983/84. Moregver this effect would-be: cumulative
s:ane elevated ~ovexdraftg would further increase the over-
head component of total costs, with interést payments ‘in'all
areas of- operaﬁ.on mounting ynecontrollably. - Such h;ypo‘bhe‘lﬂ.eal
eondlh.ons are not so far off current tendencies to be rTegarded

Fedip

_,_,,.as figments of an overheated imaginations: they suggest- potential

future losses in, the order of T.Shsy 100-millior per: e by
the mid-1980s in the absence of an adequate turn arownd of
production,
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3¢ Lhe Cantrol of Costs

The ma;;orlty of ‘the incons:.stencies and oontradie'h.ons
found ir" the’ analysis of eosf s{'.ructures could be avo:.ded 1f the
aifferchit cost’ compornents were routt.nely sub;]ected to prior o
annual Limits on’ expenditure, “géte¥nined £rom one year to the”
rext according to upa-‘to-date infoma'tﬂ.on on relevant prices and
operaﬁng coeﬁioients.' A par‘l:icular depar-hnent or secﬁ.on
then raturming ‘to Head Office for more money ‘during the £inen-
clal year would have' to substantlate rigorously why it was
requirec, This 15 qidte stendard finenciel control practice
for enterprises in both, capitalist end socialist economic systenms,
and there is no reason whatsoever why the crop parastatals o:fw.

v

Tenzania should be an excep’d.on to the general rule,.

The evidenze collected and exsmined for -the purposes of
this paper suggests that"CATA"pmcedures have in the paét been
fairly contrary to scund finamclal plamning. In particular it
seemsS probable that c'ostS"in':m‘any‘&epar'hnents'have simply
followed whatever natural progressi.on arises out of day-to-day
decini-ns -and ‘exigencies, With the accoun'blng of them being ’

sGertiken én A pos -Hoe basis from monthly bank' Statements.
mus of 86arse reflects in’ par't the great dlfflculty in a‘t:'hract-
ing dn Wéeping’ qualis.ed accoun‘!ﬂ.ng personnel at the head-
quaste.s in Mtwara, and 1t is not Svggested here that the
present CATA' r:anagament is reSpdllS“ ble 2o the past growth of

" costs along sudh linds,

The area in which financial cnniti;ol beéoméé aﬁélélﬁ£ely
indispeisable in the future 1is that o prdcess:mg :f:‘actor:.es.17
iLals basicelly requires a standam format intd which are placed
the maxirum quantity of inputs including laboui, required “for
reasoranhly efficient facdtory 0pera tion, and which is budgeted
annue..ly acrouling to changes in prices and wages, This is

the only method by which processing cost will be kept in line
with the technical capabilities of ‘the factories which have

been constructed. Under such ‘a system, a fac sory “'iﬁénagei' '
requesting for exemple, an increase in his budgetj"‘ﬁo'i'éovuer
additional payroll costs would have to show why it’had become
necessary to employ morée persons than hed been cstablished, This
would act-as a powerful check on the well-documented ‘prbblem of
overmenming and the high-unit labour costs with which 11', is

TR

associated, E o
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4e APoint :Ln Conclus:.on e

It has been shown 1n the analyéis of cashewnut marke'!n.ng

and process:.ng eosts that there does 'ex."l.‘s't room in the cost

structure to pem:.t the payment of a s:.grﬁ.f:.cén,ﬂy higher pr.i.ce

' o  growers, - This - result depend.';t; cn ;the nota.on, §‘tressed at
vanous po:\.n'bs of the paper, thet’ proaect:.ons based on the accept-
-‘ance of sub-oP'ln.mal per:t’onnance as a nom h.ave no validity as an

argument in the determination of the level of the producer
price.. To suggest that they should have validity is also to

. argue mp]icity a) that there should be no publie or national

accountabtllity .of the erop parasta'bals b) that, sub-Ophmal
performante is an acceptable behavioural eharactensth both now

toand in the future, &nd c). that peagants should subs:.d:.se econamic
' wastefulness in the dovmstream markeﬁng system for their orop:

It is suggested in conclusion that such arguments nel ther form

a reasonable basis for eemcmic pohcy 1n the paiﬁn.cular case

qxt 'l:he future of: the eashew economy, . nor should be adopted as

';a more general’ philosophical approaeh tﬂ the future of Tenzanian
' develoPment strategy.-
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e yery rate of 23% {World BeRK; 1974 ahid 1978)s “Since actual
regovery retdés in Tanmnia khave somefimes been lower. than
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the declihe of raw nut sveilabiliiy fram’Tanzanfia =nd
Mcsamiudlgue, formuerly the majow, sources of raw nuts for ‘
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cashewnut shell liquid (CNSL) is conteined in the raw nut
between the outer skin and the inngr, shell .which,surrounds
the kernel. It is 2 by-product o!"‘EPIé"kemé‘I sftraction

- Progess -and-has veriaus industrial uses, amdng which the

most importent is as a heat-reduction materj.al in fr.LetLon

: ':j,,apphca-h_cns (cmefly b?’ake&hllnimS)‘ By

'the World Bank proa«:t appraisbls assuned a kernel reco-

this (with vard ati.c;n Jbetween years and between operational

Cpleata), an averbge of ‘20i5%ds ssbuned in the convers’ion
-.0f time-series export.data.; c

\_l‘

The precise growth’of ‘the real gross marketing margin”
depends on the choice of deflator used. The range gf-Buch
increase obtained using the two alternativ- deflators of

- the author!s first paper (E1lis, p. 12) is 88/ te "55%.

' This is ﬂ:.mply obta:.neo by holding the prOport:.on oi’ *jaw

Aut -oltput précessed constant at the 1971 level, and
calculating the average export value for 1979 wh:.ch ,would
have resulted from intervem.ng prJ.ce changes alonej ,

India's .share of the world kermel market has vaned between
90% and ,0% over the decades of the sixties and seventies.

N

India, has implied a severe fall in capaclty utilisatior

of the manual pr.:essing activity in India, The magrﬁ.mde
of the raw nut price irsrease relative to kernels rests

cn Indian domestlic policy c. subsidising the importation
of raw nuts in order to safegard the very large employ-
ment ard family-income generating role of maw.al cashew
processing in *he southern Indian stete of Kerala, See
also Wilson R.J., (pp. 20--30) end Deepak Nayyer, (pp. 111~
12/)’.

The awikority responsible for cashew marketing up to 1972/7%
was the National Agricultural Products Board (NAPB), CATA
toox over the functicns of the latter in tue 1973/74 crop
season, and subsequently also tock over the procurement
*mctions of cooperative uniors and primary cooperative
sorieiles between 1974 and 1976, The everage sales value

cf CATA does not contain processed cashew products until

the 1978/79 crop season (see also footnote 17 below).

The Head Office cost in 1978/79 is an estimate since
CATA costings subsume various other costs in this sub-
category., The rcader is referred to Appendix B for the
fuller explanation of the 1978/79 cost components.

In the early years of undertaking the procurement function,
CATA was also involved in the purchase of other crops in
Mtwara and Iindi regions on behalf of the National Milling
Corporation (NMMC), Thic may explein the apparently high
procurement/cooperative related costs between 1973 and 1976,
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but the latter may also be attributed quite siiﬁply to
losses which occurred in the transition between coopera- .

& tive payments and CATA direct procurement.

9.

1o,

11,

12.

13,

14,

15.

16,

17.

 The 'iééihel"!recovexjf raté ih processing is typically calcu-

lated with respect to the weight of raw nuts at the entrance
to the roasters, which is after raw nuts have re-~humidified
(World Bank, 1977, .p..26). _ o

The toplic of cashew processing really deserves a separate
treatise, involving as it does major issues in development
strategy assogi,gfce«(_lr with increasing the value added of
primary commodity exports and the appropriateness of the
advanced technology which has been adopted.

This can readily be verified by reference to the unit
import and export values of raw nuts and kernels respecti-
vely in Indian trade statistics., See for example Wilsmn
R.J. (pp. 74-78).

The Phase I intemal rate of return figures are calculated
from the factory cash flow Plgures contained in World Bank
(1974, Amex 14, Tables 1-4), Phase II internal retes of
retum are given in World Benk (1978, Table 32),

I+t is reported thet a major proportion of installed mecha-
nical processing capacity in tne Third World has been
financed by the World Bank (World Bank 1977, preface). _

A further irrelevance for medium-temm policy discussion is
to make special allowances for the additional inefficien-
cies of factories in their first year of operation.

Econanetric model-building as a tool of analysis can same-
times have a negative impact on the ability of social
scientists to effectively interpret the real world, This
is because the effort required to mount and execute the
model detracts from the exploration of the wider context
in which the exercise is undertaken. (4n analogy is with
the chess~playing camputer which is still unable to beat a
competent humén player in spite of its vastly supexioxr
ability to exmmine all possible combinations of the future
course of play.)

These include cassava and cowpeas, the production of which
has far outstripped the absorptive capacity of the domestic
market, and the exportation of which involves heavy losses.
I am indebted to Mike Sackett of the MDB for discussion of
the overpricing of minor food crops.

The current accounting practice is for processing factories
to be treated as semi-autonomous entities, purchasing raw
nuts fram CATA at a fixed price and obtaining from CATA
incane fram sales less 2%‘%}) sales comnission. This practice
is quite ludicrous from the viewpoint of cost control,
implying as it does the proliferation of separate bank
accounts and wide powers of discretion for individual
factory mansgers,
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APPENTIX. A,
©o. - DMER I, VOLOWE AND VALUE oF RAH CASHEWNUT AND' CASHEW PRODUCTS EXEORTS, 1971-1979
: Raw Cashgw Nuts Cashéw Kernels oNsz? | Volume R.N.E, (Metric Tons)
| Year Metric |- T.Shs, Metric. T.Shs, “Metric | T.Shs. Total | Kemmels® | Kermels
, Tons 1000 vTor:us. 1000 Tons 4000 R.N,E. - R.N.E. A
Tgm 4 95,973 | 119,553 | 3,976.8 | 28,498 652.9 5977 || 115,688 | 11615 | 15.6
Lotz | 112,925 [9150,343 | 2,901.2 | 22,435 238 | 408.9 |} 125,819 | 12,894 | 102
1975 | 109,915 | 141,211 | 3,708.8 | ‘32,709 st | esar |15 | 6400 | 13,0
- 19T 113,891, |:196,242 | 4,041.5 | 46,588 | 658.4 | 2,184.0 M} 138855 | 17,962 13.6
. 975 497,328: 176,859 | 3,999.7 | 44,115 502,35 |. 861.6 4 115,104 | 17,776 15.4
1976 66,380 ’131 135 | 6,082.8 | 76,226" | 11,6140 | 2,791:3 4| 93,415 27,035 28.9
1977 7_4,,759‘: ' 187,694 | 3,890.0 85,302° | 873.0 | 3,323.0. 92,048 17,289 18.8
- 1 978, 44,200 160 ;88T .| 3,635.0 67,903 ;A1,025.o 338’68.0 . 60,356 16,156 |- 26.8
1 1979 (E) 30 000 = 121 ,980 | 6, 750.0 | 140 062" 2,1200,0 1*?,8”5"‘0.0 60,000 | 30, 4:90‘ 1 50.0._

sormcp.s East A:frioan cmunmuty, __Armual Trade Reports; MDB (1979, DPe 9 10), CATA.

NOTES:

R N.E, = Raw Nut Equ:.valent volume.

Calculated fran kernel eprrts assuzm.ng a recovery ra'te of. 22.5% by weight.

Esﬁ.ma%ed on the basis of acthal sales, Jan-Mey 1979, °

Code 422 90 9 "fixed vege'table olls’ n.e.s." in Annual Trade Reports.

.+

-6£-.
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NOTES ON THE D:ELRIVAHON oF THE dASHEW MABKETING cosm smvcmmm
(SEETAZBI-FS4andSIN!IIEXT) ' .
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TN | i
i i

i

(

1 . ‘ ) ;
a) fﬂhe 1968/69 total dost -and 1ncane frcm sales (Table 4)
was obta:.ned from the analysis of cashew nu'b market:.ng costs in

'.l‘anzania under'ﬁaken by Westergaard (1968 and 1969)

-b) The} 1973/74 cost B‘bmc‘bure was obta:l.ned fram CATA
accounnng cos’cs for that year as repor'bed in. MDB (1 977, PPe 26
23), and MDB (19:78, Pw 24) 5Tl Primery ‘Botrce isf"the first of
theSe, adjusted: only in relation to px:l.mary proouremen-b for
which the second gives sl‘x.ghtly more detall cn mdivl dual sub-

 categories. The tot4al cost for 1974/7 5 is contained in the

same sources. '; T TR ; g e i

| g : .
o
c) ﬂlhe f|975/' {6 cost strue'mre corresﬁponds }ln vir‘hzal:ly

‘a1l sub—categories to. the costs given in the DATA :Ch.nal accounts
for that f:.n&nc:.al year. (souree .CAT4), - 4 unzxplaihed add:.-l::.on
2 the growe*'s pmce, stated i twe accounts &t T, Shs. 1 172.51
insteac o:t T..Shs. 1 u3O per ton, has been dn.stributed be't'ween
unsreciPied ox'0p proc rement costs ("other" a{vF T.5hg. 10|.31)
anc st “:Lnkagea at 4% of “the gfe;:z% price (T,Shs. 41 ,.20) | e
total cost exnludés ‘two :L'tems appﬂaring in the f:l.nal chiOun‘iS
which are not re.Levant b0 the canpamtn.ve lfn.s‘torical pic‘ture,
even - though they %ontzibuted _%o.the substanﬁ.ai 1035% :mcurred
by CA."‘A n" 'hhat yéar. - These were & . 268 on ﬁge différenq:e N
S a'bween beglming 'and end season raw nu'b ‘stocld .(T Shs, f27.31 )y
and 2 1688 un the “now redundant semi-mechanica Processirg
plant &t Wegala. (fe,;shs. 9719 per "%’orJ S 1 "‘

") a.ue. /79 cost s‘tzuctlme is di Ty Ba;ed bn
deitiied orop costings (estimates) ob ai e ﬁ;dp cdTA in June
1979, Thesi haﬁjve%liééll,,'édj:ﬁﬁted,jb~ eflodt. the drop in rew nut
throughout from an orig:.nal estimate of 80,000 tons down to
60,000 tons (whlch increases the wnit level of a;ll overhead
cost sub—categones? The total cost glven in EEb_l?_ 4 }_ne!ludes
a rough provision for-umit-processitg %08t at T.Shs, 1 , 100 per
tan of total raw nut throughout (i.e. 2,200 per ton for the

assumed 50% of total raw nuts which are processed). This does
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not appear in the CATA costhgs, and the average sales value
has' been adjusted accoxd:l.ngly (see below).

e) ‘The volume of rew nut througkput underly:.ng the unit
purcha&e figures, due to stock changes. '.'Lhe f:.gures used are
as ivithe: original sources (1973/74 and 1975/76), and an assumed
throtghput of 60,000 tons in- 1978/79 (actusl crop purchase was
slkightly below this at approximately 58,000 tons, so same ..
drewing down of previous stocks is supposed). . .

f) The unit sales value Pigures of Table 4 for 1973/74
to 1975/76 are as given in the original’actounts. For 1968/69
it is a weighted average of the figures shown in Westergaard
(1969, “Table?3,1, pe 3). For 1978/79, : the averege sales value
has-been estimated on the basis of actual perfommance fram -
October 1978 to. May 1979. The average sales yalye of raw nuts,
exports of wiich had been campleted by the. eﬁa"‘o;é Moy (30,090
tong,), was T.Shs.: 4,066 per ton. = The aversge rew nut equiva~
lenrﬁ value of kemels, CNSL, and cashew waste up to the end of
Mey wes T.7a8.i5;117 per ton (MDB 1979, p. 10), On en assumed
50¢50: dlg sribution of the. total 60,000 tons throughput between
exports and processing, thls: gives an aversge sales realisation
of T.Shs. 4,591.50 for 1978/79.:

"' g) The growers pride’ figures of Table 4 are “calculated
on the assumption of purchase proportions of 80% Standard Grede
end 20% Undergrede for all years, except 1968/69.” The latter
is a weighted average of the grower's pnces shown in Westezgaard
(1969, Table 3.1, p. 3). '

H L

2, Notes hy Sub-catg ;.;z ot Cost

Notes are only given for items where additional expla-
nation is-required. There are nd further specifi¢ comments on
1973/74 and 1975/76 costs, with respect to which the few devia-
tions fram the published sccounts are fully éxplained under
1 (b) and (c) above. Camments set 6ut below on the 1978/79
sub-categories are restricted 6 ‘those instances where there
"is a departure £ram CATA ccoasﬂ:mgs.,.:if:~ e .

. 2

Lol i e
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a, Primary _procuremen't

The CATA costings for 1978/79 con'bain a tranSportah.on
cost of T,Shs, 2,9 million eqwl.valent to T.Shs. 477.94 per ton
at 60,000 tons. thloughput. ﬁﬂs cannot possibly refer only to
‘rensportation, being quite dut of 1ine with both past costs
and CATA future projections: It is revised down to T.Shs. 200
per ton, The shrinkege aliowérmé 1s caloulatéd separately at
4% of the grower's price, probably h&. g been indluded under
transpcrtation in the Icovsvtl.ngs. Branoh costs are re-calculated

at the redvced raw aut voltnnée

be Secoqdalycmp costs”

» . Sane-of 'bhe"sﬁb;categoﬁes hereare ne specifiéd
separately in the 1978/79 costi.ngs and are subsumed:' either in'
the trensport figure referred to aborve or under Head Office-
costs, Crop finance is calcula'bed, follow:.ng recent CATA
practice,. at 9.5% for 6 jmonths on the grower price (0,095 4 2 x -
1,64C = T.8hs. 77.90 per +on) C:mp insurance is ‘calculated
3t the going. rate of T. Sns. 15 for every T.Shs. 20,000 insured -
(000675 x 1,640 = Shs. ‘1.23 per ton), Cash :Lnsuranoe i
caiculated at the gerug rate of T.Shs. 3 for evexy T Sh&.. 2,000
insured (0.0015 x1,64p = T.Shs. 2.46 per 'bon) Export "ax is
caleulated at 10%0f Average rew nut sales price of T,5hs,

4,066 per ton, Wlfﬂ.ch appliss ‘to half of the total raw nut out-
put, giving T,Shs.. 203.30 per tming*beadﬁof the:, T.Shss . 2Q7.50
of CATA costi.ngs. SR SR RELI A

ce Adrinistrative costs

The 1978/79 costing of Heai Office ez_:penses seems to
revsain cther sub-categories sinceé it give*S'-a~mi‘b cost at.
50,000 tons of o, Shs, 250.96 per ton. e estimate used in the
present analysis assunes a total Head Offioce .cost of T,Shs, 9.6
m:.llion, d:.w.ded between T,Shs. 3.7 milllon for salaries and.
T.,5hs. 5.9 milllon 0pera'ln.ng ‘experises, ' Tig is.iniline, mm
altemat:.ve OATA ﬁgures on past and® future: projected H,0./ costs,
and gives a wiit level of T.$hs. 160 pey bon, :The OATA costings
for overdraft and bank charges and’ long-tem loan Servicing are

re-calculated a8t reduced raw nut volume.
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The 1978/79 CATA costings contain no provision for
capital deduc’d.on, pre:terring this to appear in the fom of the
" surplus between total costs and expected revenues In the
revised 1978/79 estmate, this-déduction has been re-introduced
&t T,Shs, 180 per-téf; ‘in order ¥6'defray in advance the very
substantial overheads which the authority will incur fram 1980
onwards, The bagic posiition bere 1" that CATAwill incur
approximately T.Shs, 190 million ih ceapital charges over the
period 1980 to 1985, -T,She, 25 millon of this pertains to
capital projects’ wiich tHe authoriy’ proposes to finance it-
self, and T,Shs, 165 millicn ¥¥ long-temm loen repayments
originating from the Phage T'/hnd Phase II c¢ashew processing
| projedts, Thder -the asdimption - (now -rather doubtful) that
production were to increase to 100,000 tons by 1981/82, these
capital camiltments could be met by uiit-deductions per‘ton
rising, £zon T.She.. 180 in 1978/79 (60,000 tohs); to T.Shs. 250
per. ton in-1979/80 (65,000, fons), T,Shes320%pdr ton in 1980/61
(704000, tons), .04 T,Shs. 350 per tan £ram 1981/82 to 1984/85 .
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APPEnmx o
A E REVISED PROJ’ECCELON OF CASHEW moczssmc cosms ‘.tN TAN'ZAN‘.[A 1980/81

Table II an 'hhe :!ollovd.ng pége gives a. revised estimate
of the 1980/81 processing costs. of an -Oltremare plemt-operating
at-an assuned level of :10,000 tons. Since it is based in part
on the actual costs of Tanita I in 1977/78, it canibe .thought
of ‘as applylng to & Pactory operating belaw the manufacturer's.
rated capacity, ; The dexrivation of the different cost elements,
including coment. on . technical matters which underlie them, is
given in the following notes« The reader is also referred to
the Marketing Developmenit.Bureaw Report (1979, ppe. 30-34) for
the :complete specificgfion of the Tanlta I 1977/78 cost accomts.
a, I.abbur input and labour cost

The estiméte assunes ‘a total labour force 1ncluding

“administretive staff of 1,260 persons, This 1ipldes a ‘1abour
pmducti.w.ty level of 34 dién ‘days per ‘ton’ of raw nuts prooessed
which is the same 8s existed in Tenita in early 1977 (World Benk
1977, pp. 29, 49). This is a substentlally lower labour pro-
ductivity than has been observed in an cperational Oltremare
plent (28 man days per ton in the Kilifi plant in Kenya in 1977).
Since early 1977, the labour requirements of Tenita I have risen
to 40 man days per ton (1977/78) end 44 men days per ton (first -
6 manths of 1978/79). The Tanita I Oltremare plant, with a
current direct labour force in the region of 1,580 persons, is
clearly grossly overmanned.

Te aversge monthly wages assumed in the estimate is
P,Shs. 600 for wage labour and supervisors and T,Shs, 1,250 for
administrative and office staff., These represent an increase of
15% over average payments to labour as suggested in Tenita
1977/78 accounts, and they are substantially higher than the
current average payment to ordinary labour which was stated in
interview at Tanita in July 1979 as being T.Shs, 410 per month,
The labour.cost per ton thus obtained is slightly lower than that
experienced by Tamita I in 1977/78 as shown under various cate-
gories in the cost accounis. ‘




oS-

TABIE II, REVISED ESTIMATE OF PROCESSING COSTS IN 1980/81,
INCLUDING COMPARISON WITH. TANLTA I. COSTS 1977/78 - -
. ) TenitsT - -7 “Revised :Esﬁl.;ma‘lﬁ:e
Cost Gategory - Accownte “-|- 1980/81 :

s # R - C i '
Director Labour _ 918 864 | - 600/~ p.ms
Indirect Iabour 102 - .90 . }-1,250/- p.m.
1. Total Labour. | 1,020 5954
Tins - i103 | wwtazgn at 12/-
Cartons LT P ] at e/
2. Direct Cogts N 1__’@ Ry
7» Other Identified 6 oL
Costs 122° 1 140 Estimate
4, Sparew & Mm.ntenance 291t .‘2_52 , Estimate |
5. Puel & OLls ) b e + 50,
6., Water & Power: : 56 gt -+ 50%
. Depriddation 201° | 350 “|  Eotimate
8, Miscellareous 253 —. | Bero.: puu
Cigeing 2, 201 2,206 -
i - , A b
SOURCES: CAT4, MDB, World Bunk Appendlx C prc)vides full

explanation of this table. ‘

NOTIS ¢

9,562 tons raw nuts

y

bbased on Oltrenarb-type plant (at"lO 000 tons)

except deprecigiion;

Toc

stati-ne v, insurarce, etcd;. .

maintenance;

a3

ciation, audit, ete.";

f:average all plants.

cohtains: mifoms, ve"ﬂ.eles, hous:.ng 1evy,

46t which T.‘shs.“1-99 is spére‘é' end M.Shs, 92 is

s EAEC
S
]

A
[ AR

®oontains category descnbed as "other (depre- _ ,

b -
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o

b, Direct costs: tins ‘end ‘cartons

i

- e o

This is an mamb:.gu ganory of cost wh:Lch is simply

func'!n.on of the price of the i:tems multl.plled by the volume
nequired: to seivige  the output.’ “4 10 §)OO tons factory should
p’m&uceae 250 fons” of ke requLzing" FoUgHIF 198,500 tns
and ‘99, 250 cer*lsons. The prices of these were T.Shs. 10 and ,
11.Shs. T reSpeth.vely in 19;79. They haye been assumed to rise
to T.Shs, 12 (plus 20%) and) T.Shes 8.00] (plus 15%) up_to 1980/81.
This gives a total cost for the two ite&s of M.Shs, 317 per - -
tpn whieh is subs‘banti.ally above the lelvel recorded in the
!ﬂanita I accoumts of 1977/78 (hardly an’ ungenerous est\.m&xte).

cs Other d.u:ect costs and mlsoellaneous categor:\.es

~ Other maten.als required in eonnecti.on with kernel pro-
duct:.on are solder, carton tape, carbon ! d:l.oxide, and gas, In
addition there are a number. of minor ma%erj.als such as sawlust
i’er absorbing ONSL, staff umfonns, varJ.ous minor chemicals, and
pad.nt. . Ehe costs per ton for theSe were estimated by the; World
Bank :Ln 1974 'bo be only T, Shs. 2.20. ﬂn.s was subsequen'hly
rév:.sed in late:F appreaisals’ ‘based “on actual costs in 1977 to a

[QPPUSIPRS

16veT o T,ShS, ;83 per ton.f F.Lnally there are vague suggesti.ons ,.
for this categoi'y ranging. fz;om T,Mto T.8hs,.-250.in. . - ..

recent accounts and costings. . JIn the Temita I accounts the
"m:x.scellaneous" category alone comes to T,5hs, 253 per ton '
(T.Shs. 2.4 million). Fine s

'ﬂle level suggested here for, 1980/81 is T.Shs. 140 per
ton to cover all such eventualities, including ofPitke- supplies, -
telephone chaxges eta, Implying a total expenditure’in a
factory Operatt.ng at 10,000 tons of T.Shs,-1,4 miIHoX, it is
felt that :Lt 1s 1nconc:|.evable t}lat eventual and. minor costs
should exceed this emount (any attempt to add up the more
important oomponents acgording to, their current ox fu'bure pnoes
comes to nowhere near this anount) P o

d. Spares and maintenance

This is another category the costs of which have grown
out of all proportion in the last few years, In the original
World Bank appreisal, the cost of spares and maintenance was
set at 5% of the total capital investment, giving a level of
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"‘he outccme of the foregoing consideratlons is an
esﬂmated total processing cost in 1900/81 o:t’ .Shs. 2,206 per

:ton of raw nuts. This estx.mate is considered quite generous

ia the light of the mass of evidence reviewed on the operation
of processing factones, and of a tendency to g,ive wmeertain
dust categories the benefit of the *do,ubt as to the valialty of
their content. 4part fron the depi'eciaﬂon allowance the
estinates refer to an Oltremare type of 'faétoi:v. A1 published
data on costs is in fgreement thdt the Cashco technology has
lower cpereting coste, laigely on dccdunt of a signiticantly
smaller labour requirement. Figures on the canparison very fram
30% lower (actual 'oanpaxi’sc;n:bf’!l‘anité and Miwara in 1976/77),
11% lower (World Beuk projectlons of late 1977) and 40% lower
(GAPA estinmates mede in 1979)., This would have the iuplication
of reducing the future prdcessing cost es""t:lm&te, since quite
apar; from the new Cislico Pactories scheduled to camence
operation in 1981, the lower actual costs of the Mtwara Cashco

- plant showld be' taken into @ccoimt in the general aversg-. In

‘he event, 3 est!.mate cl ted above is merely rounded down to

'.Shs, 2 200 per ton for the purposes of d:.scuss:.on in the
text.
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T.Shs. 9%.75 per ton, Mis was reduced 4 Ister projections
‘ﬁ'ésea on the obscrvation of actual cona¥#ions’in 1977 to-
““between T,Sha, 50-and T,Shs. 60 per ton (epBroximeitely 23% of
* revised :anes“tment oosts) However, ‘the’ ".Ugtﬁ.ta T 1977/718
“dceounts suggest & level o:l' T.Shs. 291 perton’of which spares
alone are T,Shs, 199 per ton, Mis makes the ‘spares end maine
ténance category almost eqtﬂ.valent o 10% of the 1979 total

investment cost of & new factory. In the estinates here, this

category is set at T,Shs, 252 per ton, wiich is stlll consi-
dered extraord:.nar.i.ly high by eny objective stendards of the

Vrelaﬁ.onshlp of mval.ntenancelco:afc to the capital cost of repla-
cing the factory in its énﬂmly-, ”

| ee Deprecla tl.on

Sl‘he deprecia‘d.on allowance eviden'tly varies with “the
orj.ginal cozt af the different factories, which it mm “hes been
ehanging rapldly du.r.i.ng the period of caning 1nto operatl.on of
Phase I ractox-.tes.' The !lbnita I accounts specifJ depreclé'tx.on
01' bu;leir;g and maehinery at T Shs. 63 per ton, but s:l.nee depre-
ciatton ;.s also mentloned in e ot the miseellaneoua ca'l:egor.i.es
this may not be a realistic figure. The World Bank Phase T and
Phase II project appraisals gave depreciation costs as T,Shs.
126 and T.Shs. 480 respectively. - Allowing for increases in the
final camisslioned cost of Phase I and Phase II factories, an
average depreciation allowance for Temzania (ineluding Cashco
plants wnder construction) is estimated at T,Shs, 350 per ton.

T, Fuel and Oils, Water and Power -

Since it is extremely difficult, short of highly speci-
fic empirical investigation, to tréice the correct levels of
these comts the procedure followed here is simply to adopt the
MDB estimates for thls category in 1980/81. This consists of
increasing the 1977/78 Tanita I accountlng costs by 50% (%o
refleot the likelihood of substéntial price increases for these
inputs over the next few years). The figures obtained are T,Shs.
112 per ton for fuel and oil and T.Shs. 81 per ton for eleotri-
city and water, totalling T.Shs. 193 per ton, This may be
campared with the 1974 World Bank estimate of T,Shs, 17,40 and
a revised World Benk estimate of 1977 of T,Shs, 74 per ton.

i



- 49 -

REFFERENCES

Bast Africen Communi. ty. Anrual Trade Reports., Mambasa: Eest
African Custans and Ficise,

Ellis, Fremlzs "A Preldminary fnalysis of the Decline in
Tanzenian Cashewmut Producticn; 1974~1979: Causes, Possi-
ble Remedies and Le¢sons for Rural Development Policy.'
ERE Paper 79.1, Thiversiiy of Lar es Salaam, May 1980,

Gill & Duffus Iendaver., ZREdible Nut Statistics, London: 1978.

Nayyer, Deepak, India's Exports and Export Policies in the
1960s., London: Carbridge Universlty Press, South Asia
Studies No. 19, 1976.

Tanzenia, Unlted Republie of, Cashewnut Authority of Tenzenia
(CATA) Statistical and other infommation obtained from
Mtwara Headquarters, July 1979.

o Mnistry of Agriculiture. Marketing Development
Bureau, Price Policy Reccumendations for the 1978779
Agnculm'al Pr.ce HOVieW: Jnnex 5 Cashewnuts.

Dar es Saissm, Angust 1977. (Mimeogreaphed. )

« Price Policy Rezammendetions for the 1979/60 Agri-
cultural Pri:-e Review: knex 3 Cashewnuts., Dar ec Salaan,
1978,  (Mmeosrephed, )

et Price Policy Recanendaid ons for the 1980-31
sgricultural Price Review: /nnex 3 Casnewnuts,
Dar es Salaan, Septembur 1972, (Mimeographed. )

Westurgeard, Poul, "he Marketing Mergin: An Aralysis ol
Cashevmut Merketirg Costs." ERB Paper 68,13, University
of Dar es Selaar, Ju:e 1966.

s "The Casheuwnut Industry in Tanzania: Marketing
Costs," IRB Parer €9. 23, University of Dar es Salaam,
Sulv 1969,

Wilson, Roser J,  Gbe iaxiet far Casheynut Kernels and Cashei-
put Shell Iiguic. Tondor: Tropileal Prodvicts instltuts,
Feport No. G J'l 1975,

Wor . Bank. _{Jg'r"za.s:l of cashewnut Development Project
fenzania. Ropors o, Z37a-TA, Washington D.,C.: The
World Ban,x, 1974,

. (Oashew Prowsqug M Fvaluation of Mechani cal
Prcagf_._ss:.n,g Hotnods, ol rment Sunpllels and Opera-
Honal Flon. 4se N%m.r‘"*o“ D.Co: The World Bank, 1977.

« Tenzenia Second Casheymut Development Project
Staff Mopraisal Revort. Laport No. 1868-TA4,
Washing ton D,C.:  The World Bank, 1978.







