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Executive Summary 

The obJecllve oftlns study was to provIde the analyllcal basIs for the development of agncultural-related mdlgenous small 

and meruum enterpnses (AIS:MEs) throughout Southern Afnca The first requrrement was to ldenttfy the operatmg 

constramts these enterpnses face and to target potenllal mvestment opportumlles m key agnbusmess sectors The second 

reqrurement was to recommend mtervenllon methods and local partners that the Southern Afnca Enterpnse Development 

Fund (SAEDF) could use m carrymg out ItS AISME mvestment programs 

The acllVlty was unplemented m four steps 1) Secondary Research 2) Investment EnVlfonment Proilles for the 11 Southern 

Afnca countnes 3) Pnmary (field) Research, and 4) Semmars for Potenllal Investors The results of the secondary research, 

the lllvestment proilles and copIes of the slldes from the semmars along WIth a bnef summary of the semmar results are 

mcluded m Volume II Volume I, tills document descnbes the pnmary research findmgs 

The pnmary research field work was completed over a four-month penod between Apnl and August 1996 for the PSD Urut 

of the PSGE DIvlslOn of the office of Sustamable Development of USAID's Bureau for Afnca The study team was 

composed of a busmess development speCIalIst a financlal/mvestment analyst and an enablmg envlfonmentloperallona1 

constramts speclahst The study focused on Tanzama and MozambIque two of the eleven countnes Wlthm SAEDF's 

geograpruc area ofmterest 

Tanzania 

The team vlSlted dozens ofpnvate and state-owned agnbusmesses m Tanzama and conducted m-depth mtervlews Wlth 

numerous agnbusmess and SerVlce operators managers and entrepreneurs The study team also made an extensIve reVIew 

of background matenal on Tanzama's economy and Government's econOIDlC pollcy pnva1lzallon and the status of 

agrIcultural and agnbusmess development m the country Based on field work the team selected the followmg rugh­

opportumty sub sectors for detruled analYSIS 

Export hOrUcultural crops mcludmg cut flowers green beans, dned and processed spIces and dned 

flower and vegetable seed 

The producllon processmg and export of pyrethrum as a natural pesllclde, 

Cashew nut processmg and export 

SISal processmg and export, for ruche markets where natural fibers are m hlgh demand and 

Cereals IDlUmg, storage and marke1lng 
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The team revIewed several other sub sectors but dId not do detaded analysIs on them due to tlffie IlmltatlOns 

The concluslOns drawn from the study team's work m Tanzama are as follows 

1) Government pohcles and attltude are the bIggest problems to be overcome m expandmg pnvate agnbusmess m 

Tanzarua Old sociahst Ideas and attltudes appear to dIe very slowly EconOffilC openness and free market 

pnncipies are slowly progressIvely makmg mroads but at a rate proportlonal to the pressure apphed by 

mternatlOnallendmg and donor agencIes The mescapable concluslOn IS that Government IS a reluctant partlcipant 

m Tanzama's econOffilC hberahzatlon process 

Internatlonal and local mvestors are not sure the government of Tanzama IS cOITlmltted to a pnvate sector-based 

economy and are therefore hesItant to mvest The ambIvalent attItude of the government and m some cases the 

populatIon m general toward the pnvate sector results m a poor attItude toward and very reluctant and slow 

government servIces to entrepreneurs 

11) The absence of credIt IS the second bIggest constramt to agnbusmess development m Tanzama TIght money and 

mgh mterest rates are the result of structural readJustlnent and the prolonged tranSItIon to a free market economy 

CommercIal bank credIt for productlon actlVlty IS reserved for large, long estabhshed exporters, many of whom 

are parastatal orgaruzatIOns 

111) The lack of technIcal and managenal skills IS another constramt to AISME development There IS a need to foster 

entrepreneursmp by creatmg role models of successful entrepreneurs supported by trammg programs alffied at 

developmg entrepreneursmp and busmess managers 

IV) Government servIces are defiCIent and there IS a speCIal need to lffiprove the transport and cornmumcatIons 

mfrastructure throughout the cOlmtry The weak mfrastructure IS perpetuated by poor management llmlted fundmg 

for mamtenance and upkeep agemg mfrastructure and eqwpment and "rent seekmg" behavlOr by offiCIals who 

profit from therr authonty to grant hcenses or perffilts 

The recommended actIOns for SAEDF to capltailze on Opporturntles ill Tanzarua are as follows 

1) SAEDF should consIder export hortIculture as an agnbusmess subsector WIth mgh mvestlnent potentIal WIth the 

nght local partner floral exports would be especially proffilsmg The export of dned herbs and dned selected 

flower and vegetable seed also show excellent potentIal Lmkmg mmgenous producers and mtennedianes to 

eXlstmg export comparues IS a recommended means ofbnngmg AISME operators mto the export busmess 

11) WIth the lIberalIZatIon of gram marketlng m Tanzarua SAEDF should consIder the POSSlbIhty ofJomt venture 

Investments ill gram ffilllmg and warehousmg It IS also recommended that SAEDF mttIate a ffilCro enterpnse 
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111) 

IV) 

v) 

development program m partnerslup WIth a local orgamzatIon such as the NatlOnal Income Generation Program 

(NIGP) to finance the constructlOn of wholesale mumClpal markets 

It IS further recommended that SAEDF conSIder mvestlng m the production, processmg and export of selected 

tradItional export crops Small to medlUm scale seIDl-mecharuzed cashew processmg IS one posslblhty 

productlOn processmg and marketlng of SISal as a natural fiber IS another opportumty area and the small-scale 

processmg and export of pyrethrum as a natural peshClde IS a tlnrd poss1blhty 

Wlule lIDplementmg Its field work ill Tanzama, the team encountered several specIfic mvestment opportumtIes that 

proIDlSe a lngh return and would have a bIg lIDpact on local employment It IS recommended that SAEDF contact 

the respective entrepreneurs hsted m AppendIx A, 2 0 to explore these opportumhes 

It IS also recommended that SAEDF negotiate a servIce agreement WIth Standard Bank, under wluch the latter 

would represent SAEDF m screenmg adIDlmstermg and morutormg mvestment projects m Tanzarua SAEDF 

should consIder usmg the T anzarua Venture CapItal Fund as a mecharusm for makmg venture capItal mvestments 

m Tanzarua To stlmulate IDlcroenterpnse development It IS recommended that SAEDF establIsh a partnerslnp 

WIth the NIGP 

MozambIque 

Pnonhzmg the lIst of potenhal sub sectors to reVIew m MozambIque was dIfficult due to the myrIad of aVaIlable chOlces 

WIth the country begmnmg to rebwld and the economy m prolonged postwar recovery mvestment opportumtIes eXlst m 

VIrtually all subsectors 

The final selectIOn was four agromdustnes cashew, coconut products cereals and edIble ous, and also packagmg, a servIce 

mdustry that affects all agromdustry 

The produchon of cashew and coconut are lIDportant to tens of thousands of small holders m the northern provmces 

Furthermore both are mstoncally lIDportant export crops that have suffered a prolonged declme WIth less Government 
mvolvement and lIDproved world pnces the outlook for these crops IS the bnghtest that It has been for many years 

Food grams and edtble OIls were selected SlIlce the hves of all MozambIcans are touched by the cost and avmlabIhty of these 
basIC food Items WIth the country slowly returnmg to normal food productIon and WIth the emergence ofpnvate traders 

engaged m the dIstnbutIon and sale of food products, opportumhes are mcreasmg for AIS1vffi mvolvement m processmg 

and marketlng these commodItIes 

The packagmg mdustry was selected because the growth m packagmg matenal demand WIll lIkely keep pace WIth all other 

economIC sub sectors and WIll proVIde new opportunIhes for the creatIon and expanSIon of AISMEs Furthermore WIth 
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State owned manufacturIng plants qUickly bemg spun off to pnvate operators and the hkehhood that domestIc productIon 

of packagmg matenal wIll replace rrnported products the mdustry's growth prospects are very bnght 

Four other sub sectors were chosen as secondary contenders for small and medlUm enterpnses hortIcultural productIon and 

marketmg darry processmg hvestock and poultry productIon and anrrnal feed Ill1llmg and dIstnbutIOn 

The conclUSIons drawn from the study team's work m MozambIque are as follows 

1) DespIte numerous problems and constramts MozambIque's SItuation IS far from bleak WIth peaceful 

reconstructIOn and a strong pnva11za11on program MozambIque appears pOIsed for strong econOIll1C recovery 

Parts of the country Nampula m partlcular are pOIsed for an econOIll1C boom 

11) MozambIque has a favorable mvestrnent code WIth rrnportant mvestment tax mcen11ves which encourage busmess 

development partIcularly outSIde the urban centers Investors and busmess entrepreneurs both natIonal and 

foreIgn are encouraged and made to feel welcome 

m) Many constramts stIll eXist to AISME development The most severe are the poor mfrastructure and the high IS 

cost oftransportmg goods partlcularly m a north-south dIrectIon 

IV) The non-avrulabIlIty offinance IS another constrrunt to AISMEs The dtscIplme of econOIll1C stabiltza110n and IMF­

dIctated 11ght money poltcy has severely llIll1ted the availabIhty of bank: credIt 

v) Government pohcy and Its regulatory framework are m a state offlux AgncuItural pohcy IS stIll bemg wntten 

and land tenure IS uncertam Prac11ces followed by many Mmtstry offiCIals are s1111 based on the old SOCIalISt 

system Most procedures for ltcenses and perrruts are generally not well known, are not pubhshed and are not 

transparent Control systems on pnvate busmesses by vanous Mmtstnes reqUITe employee rosters, ttme worked, 

employee health certIficates and a mynad of other mfonnatIon must be avrulable for mspectIon at a moment's 

notIce 

VI) The country's fiscal system IS another substantIal problem espeCIally for rrnporters The customs code IS 

exceedmgly complex WIth a prohferatIon of product categones The structure of rrnport dU11es IS confusmg and 

lends Itself to abuse Smugglmg and under -mVOlcmg of rrnports are common give an unfaIr advantage to traders 

and constItute a major threat to legitImate manufacturers 

V11) Another constrrunt to AISME development IS the baSIC structure of commerce and mdustry Many monopohes or 

quasi-monopohes rernrun from the colomal penod Whtle the State IS no longer mvolved m company operatIOns, 
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Vlll) 

m each Provmce there IS a small group of Govemment-lmked firms that controls most econOmIC actIVlty In thts 

system of near-monopoly control It IS difficult for new AISMEs to gam a foothold 

Manufacturmg technology for agro-processmg and packagmg IS generally antIquated and noncompetItIve WIth 

reglOnal manufacturers A related problem IS that, m many mstances, factory workers and even techmclans are 111-

prepared and Ill-tramed for factory operatIons 

The recommended actIons for SAEDF to capItalIZe on opportunItIes m MozambIque are as follows 

11) 

111) 

IV) 

v) 

Vl) 

In detenrumng opportumttes for potenttal mvestment m MozambIque SAEDF should conSIder food grams edIble 

OIls, packagmg copra products and cashew nuts 

SpecIfic mvestment opportunItIes are recommended for conSIderatIon by SAEDF m the packagmg mdustry and 

for the export of coconut wood products SAEDF's mvolvement m ffilcro enterpnse development IS recommended 

for small-scale bakenes edtble Oll pressmg, coconut 011 pressmg for Vlllage-level soap makmg and a small farmer 

outreach program for copra exports, m collaboratIon Wlth a large exporter 

It IS recommended that SAEDF select the Banco InternatIonal de Moyambique as ItS commercIal bank partner m 

MozambIque SAEDF should conSIder an mvestment m the new venture capItal fimd MINCO, and should also 

conSIder workIng WIth ULC Moc;ambique the leasmg company SAEDF should playa leadershIp role m the 

evoluuon of mIcro credtt programs m MozambIque by provIdmg drrect or mdrrect fimdmg for apex wholesale 
ffilCro fmance mechamsms 

SAEDF and USAlDlMozambique should collaborate on ffilcro enterpnse development programs partIcularly m 

the northern provmces where USAlD IS mvolved 

It IS recommended that USAIDlMozamblque follow through on maIZe exports from the northern provmces as 

outlmed m the strategy paper prepared for the MISSIon by the team 

It IS recommended that USAIDlMozambique develop a long range program for the rehabilItatIon of the cashew 

mdustry by supportmg the creatIon of a Fund for cashew development, to be managed and lffiplemented by the 

mdustry Itself 

Ovel'Vlew 

The followmg matrlxes were used as handouts at the semmars held m Southern AfrIca and are presented here as a summary 

of the findmgs of the overall actIVlty 
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Subject 

PrioritIZed 

Enabbng 

Environment 

Enhancements 

Needed to 

CapitalIZe on 

ISME 

Investment 

OpportuDltles 

and Overcome 

Key 

Constramts m 

HIgh Potential 

Subsectors 

KeyPomts 

MozambIque 

1) Road system Improvements are needed to mcrease the 

capabilIty of transportmg goods throughout the country 

particularly m a nortb south drrectJ.on 

2) ISMEs must be given access to commercial credit Investment 

credrt for long term agnbusmess projects IS not aVaIlable from 

the fmanclal sector WorkIng capital fmancmg such as a 

bank overdraft facIlIty IS only avaIlable to large traders and 

to long estabhshed manufacturers 

3) Government pohCY and Its regulatory framework need to be 

final17ed Agncultural pohcy IS rull bemg wntten, and land 

tenure IS uncertaIn Government dictated mmunum farm 

pnces are a hIndrance to effiCient marketmg Government s 

control over routme busmess operations needs to be 

dururushed 

TanzaDla 

1) WhIle there IS an apparent wIllmgness to 

change from a State controlled to a market 

dnven economy at the upper levels of 

government, there appears to be deep resistance 

to change at lower levels Econorruc opermess 

and free market pnnclples are slowly 

progressively makIng UU"oads but the rate of 

progress appears to be proportional to the 

pressure apphed by mternatlonal lendmg and 

donor agencies Government pohcles and 

programs must more fully embrace market 

hberahzatlon 

2) The country's legal framework must be brought 

mto ahgnment With free market polICies Most 

4) The customs code needs to be srruphfied and the number of of the old SOCialist laws are stili on the books 

product categones reduced Illegal rruports should be Although there IS de facto hberaitzatlOD, many 

controlled To ensure that mdustry becomes mternatlonally of the changes winch have taken place over the 

competitive the rruport duty structure should be rationalIZed past few years are Without legal basiS and 

and the level of rruport duties gradually reduced could be reversed under another pohtlcal 

5) Fiscal reform IS needed to SimplIfY the tax structure on enVITonment 

busmess and to elmunate the assessment of duphcate taxes 3) Programs are needed to upgrade the level of 

underthe cascadmg crrculatlOntax techmcal and managenal slalls m Tanzarua 

6) The ohgopohruc structure of many mdustnes should be Entrepreneurslnp can be fostered by successful 

gradually elmunated by encouragIng and promoting new entrepreneurs actmg as role models but tins 

bus messes winch should lead to greater competition must be supplemented by trammg programs 

Governments partiCipatIOn m these mdustnes even as a sdent aimed at developmg mdlgenous busmess 

partner should be phased out managers 

7) Manufacturers should be prOVIded fiscal mcentlves to upgrade 4) There IS a need to unprove the transportation 

and modemtze manufactunng technology particularly wlthm and commurucatlons mfrastructure throughout 

the agnbusmess and packagIng mdustnes Programs are also the entrre country 

needed to upgrade the slalls of factory workers and factory 5) There IS a strong need to unprove the general 

teCbmClans 
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level of government ServIces to the pnvate 

sector 
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Subject 

Suggested 

Fmancud 

InstItutIons for Use 

by the SAEDF to 

Invest m lIJgh 

Opportumty 

Subsectors 

KeyPomts 

MozambIque TanzanIa 

I) Commercud bank partner It Isrecommended that SAEDF I) Conunercud bank selectIon It IS 

select the Banco International de M09amblque as Its recommended that SAEDF select Standard 

commercial bank partner In MozambIque Bank (Tanzarua) 

2) Venture capltal Ileasmg partner SAEDF should consIder 2) Venture capltal fimd / leasmg company 

an Investment In the new venture caprtal fund MINCO SAEDF should COnsIder the Tanzarua Venture 

3) Mlcro finance partner SAEDF should proVIde drrect or CaPItal Fund as a mecharusm for makmg 

mdrrect fundtng for APEX wholesale InICTO finance venture capItal Investments In Tanzarua 

mecharusms 3) Mlcro finance actIvItles SAEDF should 

XXI 

consIder Investmg In two lIllt1atlves sponsored 

by the National Income Generation Program 

(NIGP) The Umbrella Project for 

MICToenterpnse CredIt Development and the 

Smail and MedIUm SlZed Enterpnse Credit 

Support Project 
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IIIgb 

Opportumty 

Subsector 

Major Constramts to ISME Success 

m IIIgb Opportumty Subsectors 

Tanzania 

Apparent Investment Opportunities m 

IIIgb Opportumty Sub sectors 

Horticultural I) With the exceptIOn of a few products there IS I) Subcontracnng to supply products to exlStmg horticultural 

Export Crops limited knowledge about export crop production exporters IS a prOlmsmg bus mess opportumty for ISMEs 

mcludmg cut processmg and markenng For example Sunnpe Kihmanjaro would hke to concentrate 

flowers green 11) There IS a lack of mvesonent capital to fmance Its efforts on value added fresh vegetable processmg New 

beans dned and crop production mputs processmg plants and ISME packmg shed operators could contract for vegetable 

processed eqUipment Workmg capital fmancmg which IS a production With small producers and could select grade 

spices dned requirement for expon crops IS nonexistent box and transpon the finIshed product to Sunnpe s 

flower seed and m) In the shon run hnuted air cargo capacity IS a processmg plant where It would be processed for expon 

vegetable seed constramt to mcreased shipments of fresh cut 11) With the mcreasmg nnponance of flower and vegetable 

flowers and frUit and vegetables from the major seed expons It would also be possible for satellite 

producmg zones of Kilnnanjaro and Arusha ISMEs to work between the seed exponer and small 

IV) The condltlon of many rural roads IS defiCient m fanners as a wholesaler of expon quality seed 

the areas where expon crops are grown 111) The produCtIon and expon of dned processed food spices 

v) Govenmlent horticulture related services are hold great pronuse for agnbusmess ISMEs A model 

generally defiCient and there IS an all too often project developed by the Tanzama Exponers AsSOCiation 

tendency among lower level Govenmlent offiCials (f ANEXA) utilizes the concept of contracting small scale 

to fleece the busmessman partIcularly foreigners producers m the Tanga Morogoro and Dar es Salaam 

whenever possible regIOns to produce spices for export by T ANEXA through 

VI) Packagmg matenals are not manufactured m the pon of Dar es Salaam 

Tanzarua and are therefore difficult to acquire IV) The cut flower expon busmess IS very capital mtensIve, 

and very expensIve demandmg ill tenns of production schedulmg and crop 

cultivation and relatively hIgh tech ill Its requirements 

for post harvest handlmg transpon lOgIStICS and overseas 

sales coordmatIon However With a skilled management 

team that has expenence m cut flower productIon 

particularly roses the fresh flower expon busmess can be 

Inghly profitable and therefore a good ISME oppOrtInuty 
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HIgh 

OpportUDlty 

Subsector 

Cereals Millmg, 

Storage and 

Marketmg 

Major Constramts to ISME Success 

m HIgh OpportuDlty Subsectors 

I) The lack of sUItable transport IS the smgle biggest 

problem facmg the cereals subs ector The 

uncertamty and difficulty of obtammg 

transportatIon are major constramts to the 

development of unproved marketIng systems for 

cereal crops 

Apparent Investment OpportuDlbes m 

HIgh OpportUDlty Subsectors 

I) SAEDF should consKier fundmg small scale hammer mills 

through a ffilcroenterpnse mvestInent fund and also 

should look at medIUm scale venture capital partnershIps 

m the cereal mIllmg mdustry Another possibility would 

be to mvest m one of the newly-pnvatlZed nce mills 

11) Food grams storage IS also an opportumty for agnbusmess 

11) Lumted credit to traders constrams therr ability to mvestInent Fmancmg for mtennedlate storage facilitIes 

expand tradmg operatIons or to accumulate and for gram crops combmed WIth a lme of credit for workmg 

store food crops for sale m the off season capital (secured by the same gram stocks) could have a 

ill) The lack of storage facilitIes results m slgmficant tremendous unpact on agncultural trade and be a good 

losses of food crops from spoilage and theft mvestInent 

PartIcularly unportant IS the lack of wholesale ill) Inadequate unsamtary wholesale market facilitIes m 

market facilitIes Tanzama s regIOnal capitals hIghlight the great need (and 

IV) RestrIctIve government policies on the export of the opportumty) to provide mumclpal markets With gram 

food crops constram the cereals export sector handlmg fucdmes SAEDF could finance the construCtIOn 

Export perunts are Issued only dunng tIme of of ISME or associatIon owned gram handlmg facilltles m 

surplus productIon and unports are encouraged 

dunng tunes of shortage 
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or near mumclpal markets 



HIgh 

Opportunity 

Subsector 

SISal Processmg 

and SISal 

Byproducts 

Export for 

ruche markets 

where natural 

fibers are m high 

demand 

I) 

n) 

Major Constramts to ISME Success 

m HIgh Opportunity Subsectors 

Government IS soli mvolved m sisal production 

and processmg although markets are relanvely 

free Government owned bus messes that compete 

with pnvate firms receive preferential treaonent 

Includmg scarce finanCial resources from State 

mfluenced balIkmg and markeong services 

The Tanzaruan Government controls the major 

part of the mdustry and IS a major cOllStramt to Its 

development Although the mdustry IS slowly 

Apparent Investment Opportunities m 

HIgh Opportunity Subsectors 

The best means of explOiong the opporturunes m the SISal 

mdustry would be to develop sisal by products In addlOon 

production unprovements can be gamed from new plant 

vanetles and by usmg unproved harvestmg techruques The 

by products With the best market and therefore 18MB 

potential are the followmg 

I) Green waste from the leaves of the harvested sisal can be 

used for arumal feed The product can be fed to the 

anunals fresh or drIed and fed m concentrated form 

bemg pnvattzed Government parnclpanon m the II) There IS use for the pulp fibre from the bulb (center) of 

pnvattzed comparues will lIkely cononue the sisal plant which IS harvested when the field IS 

prepared for a new crop every 10 years Pulp producnon 

IS approxunately 20 tons per hectare each orne the field IS 

cleared These fibers are short and are Ideal for paper 

makmg 

XXIV 

Ill) The SISal plant m East Africa IS surular to the magay plant 

In MeXICO which IS used to produce alcohol An 

alcoholic beverage from SiSal could also be produced m 

Tanzama 

IV) The leaves of the sisal plant have medlcmal propernes 

Extract from the leaves could be marketed to the 

phannaceuncal mdustry 

v) The green pulp remammg after the fiber IS removed from 

sISal leaves can be converted mto blO gas that IS useful as 

fuel The fuel can be burned to generate steam for electnc 

power or to provide heat 

VI) The digested matenal from blO gas can be used either as 

fertilIZer or as a feed for culnvated fish 

vu) Carpets manufactured from SISal are a popular consumer 

product because they are made from natural fiber The 

world market for natural floor covermgs IS expandmg 

rapidly 
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HIgh 

OpportUDlty 

Subsector 

Cashew Nut 

Processmg and 

Export 

Major Constramts to ISME Success 

m HIgh OpportuDlty Subsectors 

Apparent Investment OpportuDltIes m 

HIgh OpportUDlty Sub sectors 

I) HIgh taxes are hurtIng exports and the mdustry Processmg plants m IndIa are reported to operate at a cost $40 

continues to suffer because of Government per ton lower than Tanzama Takmg mto conslderatlon the 

polIcIes Tanzaman cashew nut exporters are low whole nut recovery rate and hIgher cost of operating 

requIred to pay an export stamp duty of Tsh Tanzaruan cashew processmg factones when compared to 

5 000 per ton and an export levy of 3 percent of IndIa (the major competltor) It IS advISable to look at hIghly 

the total value Cashew nut farmers are requIred effiCIent alternate technology that has the capabIlIty to prOVIde 

to pay an addItIonal levy of Tsh 39 80 per a hIgher whole nut recovery rate 

kilogram to be used for local development I) The major cashew mvestlnent opporturuty whIch 

II) 

projects 

Government owns all 12 cashew processmg 

factones m Tanzarua Current processmg 

effiCIency IS not acceptable If Tanzarua IS to be 

competltlve m world markets The technology 

depends on favorable Government agncultural polICIes 

would be to establIsh a small cashew processmg plant 

usmg technology that IS appropnate for Tanzama A 

labor mtenslve system copIed from indIa can be easuy 

adapted to local condltlons and would requIre mmrrnum 

chosen IS not appropnate for local conditlons mfrastructure support m tenns of electric energy water 

All twelve uruts requIre large amounts of water and fuel 

(30/50 000 gallon per day) and requIre up to 400 n) AddItlonal ISME opportunItles eXISt m cashew tree 

kJiowatts of electric power m areas where water 

and power are very difficult If not IIllposslble to 

obtam 

Ill) Government s cashew nut procurement and 

processmg polIcy are now under revIew for 

changes Cashew nut processors mterested m 

leasmg the closed Government processmg 

facultles have requested that they be gIven first 

and exclusIVe preference to purchase raw nuts as 

an IllcentJve for ieasmg the Government 

processlllg facllltJes The Government has 

unOfficially accepted thIS request as stated III 

publIc newspapers By reducmg market 

competltlon III the purchase of raw cashew nuts 

the furmers II\COme will be reduced and progress 

III cashew marketlng will be stopped 

xxv 

mamtenance servIces (spraymg and prurung) by 

products processmg (e g cashew JUIce) and first level 

tradmg (buymg gradmg transpOrtIng and resellmg) 



11-----
Ibgb 

Opportumty 

Subsector 

Major Constramts to IS ME Success 

m Ibgb Opportumty Subsectors 

Apparent Investment Opportumtles m 

Ibgb Opportumty Subsectors 

Pyrethrum Dned pyrethrum flowers are rarely exported mstead I) The State owned crude pyrethrum processmg plant IS 

Production, they are processed mto crude extract whIch IS 

Processmg and exported and later refined The refmed extract IS 

Export as a used to manufacture msectlCldes There are only two 

bemg pnvatlzed WIth a knowledgeable mvestor as a 

partner, the potential mvestrnent opporturnty could be 

lughly attractive 

natural pestIcIde crude extract buyers avaIlable to Tanzarna II) A second oppOJ1l.lrnty would be to lffiprove the quahty of 

McLaughlm Gonnley Kmg m the Urnted States and 

the Pyrethrum Board of Kenya Refmmg technologIes 

are patented 

I) A major constramt to the mdustry IS the lack of 

drIed flower buyers and refineries Also, entry 

mto the USA market for an msecuclde IS dIfficult 

m hght of the requuement to obtam the 

necessary USDA and FDA approvals 

11) Another factor IS the requued high uUhzauon 

level of plant and eqUIpment for effiCIent crude 

or extract processmg Smce pyrethrum calffiot 

be stored for a long penod an ongomg supply of 

flowers IS essennal to keep the factory operatrng 

The supply of raw matenal depends greatly on 

the producer pnce If the prIce IS low the farmer 

w!ll stop producmg PrIces m TanzanIa are 

normally hIghly erratic 

XXVI 

flo wers by sellmg seed and seedlmgs of lffiproved 

varIeues obtamed from clonmg the better Yleldmg 

plants 
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High 

Opportumty 

Subsector 

Food Grams 

Major Constramts to ISME Success 

m High Opportumty Subsectors 

Apparent Investment OpportumtIes m 

High Opportumty Sub sectors 

Mozambique 

I) The most unportant constramt to cereals I) WIth mexpenslve (subsIdIZed) unported wheat a large 

marketing IS the poor condition of the transport demand for flour has evolved particularly m urban areas 

mfrastructure especIally roads m MozambIque 

n) Ports are also major logIstical bottlenecks due 

partly to lack of mfrastructure but prunarlly due 

to senollS management shortcommgs Coastal 

shlppmg servIces are poor WIth an madequate 

number of vessels 

Ill) There are also problems due to a shortage of 

trucks which IS m tum related to the poor road 

system 

IV) The network of mformal traders IS weak and 

undercapl1abzed By VIrtUe of their mformahty 

they are locked out of credIt sources 

v) Storage IS defiCIent As a result of their 

vulnerabilIty to crop losses durmg the war 

farmers no longer store gram ThIS hunts the 

amount of gram available durmg the lean season 

Traders are not dIsposed to store gram crops 

gIven their problelDS of obtammg credIt 

VI) OffICIal ununnum purchase pnces dIstort the 

market and are constramts to market 

development Fear of prosecution may 

dIscourage traders from buymg at below the 

official pnce which reduces market demand 

XXV11 

ThIs proVIdes a great mvestment opportumty m the newly 

pnvatlZed wheat flour millmg compames It IS estimated 

that production could double and still not meet demand 

11) MaIze millmg IS also a growth mdustry SmaIl hammer 

mills should be encouraged under uncroenterpnse 

development progr3IDS and large scale millmg and 

refinmg of maIZe flour IS an opportumty m the larger 

CIties and regIonal capItals 

ill) Storage facilIties near the major consumption areas 

provIde another mvestment OppOrtunlty These would 

enable gram crops to be stored at the time of harvest for 

sale durmg the lean penod Off-season pnce mcreases 

should more than offset the cost of storage and mterest 

IV) There IS a great need for gram handlmg facilIties near 

mumclpal markets m Maputo as well as other capItal 

CIties 

v) Due to the exceptional maIZe harvest m the northern 

provmces durmg the 1995-96 crop year an unmed13te 

opporttlDlty eXISts for maJZe exports from the provmces of 

Nampula and Cabo Delgado 

vI) Companhla IndustrJel de Matola (ClM:) a wheat millmg 

company IS expandmg rapIdly It plans to double Its 

wheat un1bng capacity open a pasta factory begm unlhng 

refined maIZe flour and start producmg anmJai feed Wlthm 

the next year The company also plans to help develop 

small scale neIghborhood bakenes nnder the expectation 

that they would become loyal customers for CIM bakery 

products CIM IS starting a bakery school and will 

proVIde techmcal and management support to the new 

bakery enterpnses Investment opportumtles m ClM: and 

m the mIcroenterpnse bakenes should be assessed 



HIgh 

OpportuDity 

Subsector 

Edible OIls 

Major Constramts to ISME Success 

m HIgh OpportuDity Subsectors 

Apparent Investment OpportuDitles m 

HIgh OpportuDity Subsectors 

I) An madequate and errattc supply of raw matenal I) With overall mdustry capacity utthzatton at a mere 20 25 

IS the biggest constramt to the oil seed processmg 

mdustry A separate but related problem IS that 

oil extractton by products have a very mmrrnal 

market m Mozambique 

11) The second largest constramt to the development 

of the sector IS ltmlted and expensive credit 

Investtnent credit IS not available through normal 

bankmg channels Short term tradmg credit IS 

percent there IS htt1e room for addlttonal large scale 

processors except for purely strategic reasons such as the 

JFS Company s plan to process Its own otl seed The 

supply of domesttc oil seeds must expand further to 

become more closely ahgned With processmg capacity 

before addlttonal faclhttes could be used effecttvely 

Therefore development of the edible otis subsector must 

begm With mcreasmg the productton of oilseeds and 

very scarce and expensive oilseed productton has good potenttal 

111) The third constramt IS the market dlSruptton 11) OpportunIttes eXist for ISME mtermedtanes to hnk 

created by large trnports of donor provided vegetable oil processmg plants With small oilseed 

vegetable oil (which create short term market 

gluts oftenttmes at commerctal values below their 

shadow pnces) as well as unfair competttton 

from tllegal vegetable otl trnports 

IV) The producttvlty of Mozambican factory labor IS 

generally low Although wages are also low thiS 

does not necessartly translate mto low urut labor 

costs when producttvlty IS considered A related 

problem IS that skilled workers are extremely 

difficult to find and lengthy tramrng IS required to 

proVide workers With the needed techrucal sktlls 

v) Govenrrnent offiCials and the govenrrnent 

bureaucracy are soll geared toward a system of 

SOCialISt control even though econ01TIlC 

hberahzanon IS takIng place ThIS IS marufested 

by a mynad of time consummg procedures 

perrruts hcenses and stamps which are reqUired 

for the strnplest transactton For IIDported Items 

the red tape burden IS partIcularly onerous 

Licenses are requrred for all trnports and can take 

months to be Issued 

XXV111 

producers Indigenous satelhte busmesses could be 

created around the oil processor as a contract suppher of 

oilseed SAEDF s 1TIlcroenterpnse fund could fmance 

vehicles seed drymg and c1earung equipment and 

warehouses for seed storage With the collaboratton of 

US AID and Its PVO partners a small farmer outreach 

program could be orgaruzed for the commercial 

productton of otlseed under contract With the ISME 

mtennedlanes 

111) A second opporturuty for the SAEDF rrucroenterpnse 

funds wowd be to finance the purchase of T press hand 

operated otl crushers for rural vtllage level productton of 

edible oil which has a ready market These show great 

promise as a means of sttmulattng the productton of oil 

seeds by small furmers which could eventually become an 

trnportant commercial crop m rural areas 
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lbgh 

OpportUnIty 

Subsector 

Packagmg 

Major Constramts to ISME Success 

m lbgh OpportUnIty Sub sectors 

1) Increased econonnc acnvity and the productton of 

consumer goods will mcrease the market for 

packagmg matenals Conversely WIthout 

adequate packagmg matenals growth of the 

consumer products market will be sigruficantly 

Apparent Investment OpportuDltles m 

Ibgh OpportUnIty Subsectors 

1) CARMOC IS studymg the feasibility of mvestmg m 

equipment to produce double wall (lmed) heavy-duty 

paper bags capable of holdmg 25 kllogratns of food 

products such as flour meal or annnal feed They may 

be mterested m SAEDF financmg 

constramed Presently the market for most II) Palmeloc a recently pnvattzed darry cooperattve will soon 

products IS too fum to support more than one 

manufacturer WhICh negates the pOSSIbilIty of 

healthy compettnon 

II) There IS httle mfonnatton available wifum 

MozambIque on the latest available packagmg 

technology Packagmg eqmpment IS generally 

annquated and needs to be modennzed 

reopen m Maputo Daily productton capacity of the 

rehabllita1ed plant will be around 20 000 liters of milk and 

milk products Metal Box a can manufacturer plans to 

mvest m blow moldmg equipment to produce rugh density 

polypropylene nulk contamers one half and one-liter sIZe 

and also 250 gram yogurt contamers to serve dames 

Metal Box may need SAEDF financmg 

m) Packagmg manufacturers are constramed by the 111) A plant to manufacture heavy duty woven bags made from 

lack of mvestment capItal needed for plant 

renovatton and workmg capItal for mventones 

and accounts receIvable 

IV) The lack of tramed workers/techmcians 15 also a 

sigruficant constramt to the packagmg mdustry 

v) A convolu1ed system of nnport duttes overlappmg 

crrculatton and consumptton taxes and 

Govennnent s l.IllIbJl1l;jL to control illegal nnports 

WhICh pay no dunes place leglttmate packagmg 

manufacturers at a severe dIsadvantage compared 

to mformal traders 

XXIX 

a combmatIon of plastIC and natural twine matenal such as 

Jute or SlSal IS under consideratton by MozambIcan 

Agency Ltd a manufacturer of quality clofumg 

IV) Future packagmg mvestment opportumnes will become 

available on a selecttve targeted basiS as other 

manufactured and processed products evolve from an 

expandmg economy Likely future opportumttes will be 

waxed boxes used by exporters of fish and shnmp freezer 

bags for frozen food products and UHT packages for 

milk 



HIgh 

OpportuDlty 

Subsector 

Major Constramts to ISME Success 

m HIgh OpportUDlty Subsectors 

Apparent Investment OpportuDltles m 

HIgh OpportuDlty Subsectors 

Copra Products I) The mdustry s greatest constramt IS Its lack of I) New coconut products are an excellent busmess 

productive capacity after years of warfare and opportunIty Coconuts grown m Mozambique have a 

econonnc detenoratIon Coconut plantaTIOns as thick shell that IS partlcularly sUitable for making the 

well as roads brIdges and the commumcaTIons highly valued aCTIvated carbon used for gold recovery ill 

mfrastructure need to be rehabilitated It will also the mmmg mdustry There IS a market ill southern Africa 

be necessary to reconstruct buildmgs and drymg for an estimated 8 000 tons per year of high grade 

ovens and to replace processmg equipment and activated carbon 

vehicles 11) A market for fresh coconuts eXIsts among the indIan 

11) After productive capacity has been restored the commumty m Durban South Africa The market IS 

mdustry s next greatest need wlll be to diverSify currently supphed by SrI Lanka shippmg through 

away from tlie production of a smgle commodIty Smgapore 

copra which IS processed mto oll and sold mto III) Companlna da ZambeZla a large copra exporter has 

mcreasmgly competitive markets Therefore 

there IS a need to develop higher value added 

products 

III) The greatest constramts to tlie rehabliitation and 

entered IntO an agreement With Outspan the South African 

CitruS marketing company to produce and export to tlie 

RSA wooden pallets m kIt fOmI to serve Soutli AfrIca s 

CitruS mdustry ISMEs would have opportumtles to 

transfomIation of the coconut mdustry are the subcontract Wltli ZambezJa to cut trees saw the logs mto 

lnmted availability of mvestlnent capital the lumber prOVide wood for pallets and transport pallet kits 

absence of techmcal mfonnatlon which would to tlie port for export 

provJde the know how to make tlie transfonnatlon IV) World VIsion IS a PVO tliat has operated ill Mozambique 

from commodity to value added products and the for many years prmIarUy m emergency food distribution 

management skills needed to bnng about tlie and fiumne relief WVI IS assiSting a womens group tliat 

reqUIred changes purchases copra from small holders for further drymg and 

processmg The copra IS drIed to a low mOisture content 

and squeezed through a T press to produce coconut 011 

which IS sold to small entrepreneurs for manufactlIrmg 

soap This IS an opportumty for nncroenterpnse 

mvestlnents 

xxx 
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HIgh 

OpportUnIty 

Subsector 

Cashew Nuts 

Major Constramts to ISME Success 

m HIgh OpportUnIty Subsectors 

I) Government mterference m cashew marketmg IS a 

constramt to raw nut production The export tax 

on raw nuts along With Government s heavy 

handed attempt to force farmers and traders to sell 

raw nuts to mefficlent processmg facIllttes reduces 

compeuuon and dnves down the pnce to the 

Apparent Investment OpportunIties m 

HIgh OpportUnIty Sub sectors 

I) The recovery of cashew plantations IS a slgmficant 

mvestment opportunIty Most plantations were establIShed 

dunng the 1960s and early 1970s by traders and other 

busmessmen but were abandoned dunng the 1980s 

TheIr rehabIlitation prOVides a major opportumty for the 

rapid recovery of cashew nut production and lIkely a 

producer viable mvestment 

n) The major constramt to the mdustry IS the n) An opportumty m cashew processmg would be the 

mechamcal processmg currently used winch development of a selID mechanIzed factory that could be 

lowers the amount of whole kernels recovered repllcated by a village level ISME or mtroduced to 

compared to labor mtenslVe (selID manual) 

methods 

m) TIns mechamzed process also uses extensIVe water 

(30 000 gallons per day for a 5 000 ton capacity 

processmg plant) and electnclty (280 kIlowatts at 

full production) 

IV) Future Government mterventIon m Mozambique s 

cashew mdustry IS not currently defined but 

seems to be takmg the form of a processmg 

subSidy WInle the subSidy will prOVide short 

term rellef to the major problem of low mdustry 

profitability It will be a long term CODstramt to the 

development of an effiCient and therefore 

sustamable processmg mdustry 

v) The Cashew Workmg Group has yet to establISh 

a Viable redevelopment strategy for the cashew 

subsector TIns strategy IS needed to define the 

role and responsibIlitieS of all participants 

mcludmg the Government 

XXXI 

eXlstmg processors as an alternaUve to theIr mechamzed 

processmg eqUIpment 

m) The development of by products from cashews constitutes 

another opportumty These products are m demand m 

many mdustnes rangmg from the Ingh technology 

chelIDcals and pamts plastics automobile and slnp 

buIldmg mdustnes to the fruit JUice and homeopatluc 

sectors The most IIDpOrtant by products are a) cashew 

nut shell llquld b) cashew apple JUice c) testa (husk of 

the kernel) d) cashew alcohol e) cashew dned fruit and 

f) AnacardlUm extracts for homeopathy 
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1.0 Introduction 

1 1 Objective of this Actlvlty 

ThIs aCtiVIty was nnplemented to create the analyt1cal bases needed to accelerate the development of agncultural-related, 

mchgenous, small and mechum enterpnses (AISMEs) m Southern Afrlca As outlmed m the scope of work for the study, 

the most lmportant operating constramts faced by AlSMEs were to be assessed and potentlai agnbusmess mvestment 

opportumtles for small and medmm mvestors were to be ldentIfied m key agncultural subsectors A thrrd requrrement 

was to recommend mterventlon methods and partners that the Southern AfrIca Enterpnse Development Fund (SAEDF) 

should use m the countles stuched It was also necessary to analyze the lmkages that SAEDF could estabhsh Wlth the 

pnvate sector, host governments and mternatlonal donors to leverage Its resources It 18 expected that USAID and/or the 

SAEDF wtll use this analySl8 to develop programs for AISME assl8tance m Southern Afrlca locatlons where the prospects 

and the enablmg envrronment are the most favorable 

The overall actlvIty was Implemented m four steps 

1) Secondary Research - desIgned to prOVIde the field research team WIth a good background on the subJect, the 

secondary research report appears m Volume 2, Sectlon 2 ° 
2) Investment Envrronment Profiles for the 11 Southern Afrlca countrles - deSIgned for use by SAEDF managers 

to help them gam a baslc understandmg of the envrronments of the countrIes m therr geographIc scope These 

profiles appear m Volume 2, Sectlon 30, 

3) PrImary (field) Research, the subject of thIs report, Volume 1 and, 

4) Half-day Semmars for Potentlal Investors, presented by the project team m Dar es Salaam, Johannesburg and 

Maputo, whlch reVIewed the results of the aCtlVIty mcludmg a) hlgh opportumty agribusmess subsectors, b) the 

most 1I11portant constramts facmg potentlal mvestors m these subsectors, c) suggested baSIC mvestment 

opportlmlties Wlthm the selected subsectors, and d) the enablmg envrronment Improvements needed to sumulate 

pamCIpatlon m the suggested mvestments The latter subject was presented to MISSIOn and local government 

managers CopIes of the semmar presentatlon shdes are mcluded m Volume 2, Sectlon 4 ° and a bnef summary 

of the results of the semmars along WIth hsts of the semmar attendees IS presented m Volume 2, Sectlon 5 

Based on feedback from partlclpants the semmars were very well receIved by those m attendance and there were 
numerous suggestlons from attendees for follow-on work to more specIfically define and profile the suggested agnbusmess 

mvestments It was clear that eqUIty mvestors espectally venture capItal funds, have substantlal finanCial resources 

available to mvest m Southern AfrIca and were qUIte mterested m more details on how they could become partlCIpants 

m some of the mvestment opportumtles dIScussed m the semmars However, they need more details on the opportumtles, 

mcludillg operatmg company partners Therefore the consultants developed a proposal for follow-on work to develop 

more detruled profiles of the hlgher potentlal mvestments as well as mterested operatmg partners The completlon of thIs 

follow-on research would enable USAID to mcrease the return on Its mvestment m the current actlvlty by enhancmg the 
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chances of stnnulatmg actual addItIOnal agnbusmess mvestments havmg a pOSItIVe nnpact on SMEs That proposal 

appears m Volume 2, SectIOn 60 

1 2 Scope and Methodology 

The prunary research portlOn of tlus study was completed ill a four-month penod between Apnl and August 1996, for 
the PSGE DIvlSlon, Office of Sustamable Development, Bureau for Afnca (AFRISD/PSGE) FIeld research was 

completed by a three-person team composed of a busmess development specIalIst, a financtal/mvestment analyst and an 

enablmg environment/operatIOnal constramts speCIalIst Two of the three members have extensIve expenence m 

agnbusmess development and the thrrd member has a long lustory m bankmg All three team members have worked at 

length m AfrIca 

The study focused on Tanzarua and MozambIque two of the eleven countrIes m the Southern AfrIca RegIOn covered by 

SAEDF1 The team VISIted both countrIes twIce The purpose of the first VISIt was to IdentIfy lugh opporturuty 

agnbusmess subsectors and rank the key operatmg constramts that AISMEs must overcome to rapIdly develop andlor 

sustam theIr busmesses m the subsectors The second VISIt was to IdentIfy mvestment Opporturutles m the targeted 

subsectors and to develop mterventlon methods and/or mtermedlanes that SAEDF could use to overcome the constramts 

and capItalIze on the IdentIfied opporturutles A total of three weeks was spent m Tanzarua on both VISIts and five weeks 

m MozambIque On the team s first VISIt to MozambIque field researchers develop Ideas for rehabIhtatmg the cashew 

mdustry Many of these Ideas were mcorporated mto a scope of work subsequently wntten by US AID for a major 

mdustry analySIS On It'S second tnp to MozambIque the team wrote an actIOn plan for the export of surplus maIZe from 

the northern provmces, resultIng from an exceptlonally productIve season USAID and Its PVO contractors mtend to use 

the plan to stlmulate maIZe exports from MozambIque At the completIon of each trIp, two team members met WIth the 

PreSIdent and CEO of SAEDF m Johannesburg to exchange Ideas and to mform lum of actlVlty progress 

In Tanzanta the team was based m Dar es Salaam and made field trIpS to the hortlcultural producmg areas around Mount 

KtbmanJaro near Arusha and Moshe, to the cashew producmg regIOns ill the southern coastal areas around Lmde, MasasI, 

Mtama, Mtwara, Newala, and Nachmgwea, and to the agnbusmess and mmmg boom town of Mwanza, on the south 

shore of Lake Tanzarua In MozambIque the team worked pnmanly m Maputo and made field VISIts to several locatIons 

m Nampula Provmce In carrymg out their field research team members mtervlewed many agnbusmess operators m 

the targeted subsectors related servIce prOVIders, offiCIals at relevant government IDllllstrles, managers and directors of 

parastatal comparues, bankers and OffiCIalS at other (non bankmg) fmanctalmstltutIons, PVOs, mternatIonallendmg 

mstltutIons and donor agenCIes Tlus report was wntten by the team members over the course of the field work The 

lThe eleven countries wlthm SAEDF s sphere of mfluence mclude Angola Botswana Lesotho MalaWI Mozambique NaIDlbIa South 
Afnca Swaziland Tanzama ZambIa and ZlIDbabwe 
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final draft of the report was completed by the team members at theIr respective locatIons after the second tnp to Southern 

AfrIca The AMIS II Task Manager at Abt ASSOCiates revIewed and edIted the flnal report 

Volume One, the mam report, IS composed of an ExecutIve Summary, IntroductlOn, and separate chapters that analyze 

the agnbusmess enVIronment m Tanzaroa and MozambIque The country chapters dISCUSS the enablmg enVIronment m 

the targeted subsectors and theIr related constraInts and opportunItIes They also recommend mechamsms for mtervention 

by SAEDF and suggest local partners for each locatIon Each chapter ends WIth a summary of concluslOns and 

recommendations for SAEDF's mvolvement m that country Volume One mcludes three AppendIXes AppendIX A -

InformatlOn Referenced m the Report, AppendIX B - People and OrgarnzatlOns VISIted and AppendIX C - Reference 
Documents 
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2.0 Constraints and OpportunIties for AgrIbusiness ISME 
Development in Tanzania 

2 1 BaSlS for Selectmg Hlgh Opportumty Subsectors 

In carrymg out Its work m Tanzama, the team VIsIted dozens of pnvate and State-owned agnbusmesses and conducted 

m-depth mteMews With many agnbusmess and servIce operators, managers and entrepreneurs The study team also dId 

an extensIve reVIew of background matenal on Tanzama I s economy and the GoT's econOlmc polIcy, pnvatIzatlQn, and 

the current status of agrIcultural and agribusmess development m the country ThIs work helped narrow the search for 

high-opportunIty sub sectors mto three broad categones 

1) HortIcultural crops WIth export potentlal were selected as the first pnonty, m VIew of therr potentlallIDpact on 

foreIgn exchange earnmgs and rural employment, partIcularly among women 

11) A llIDlted number of tradltlonal export crops such as pyrethrum, cashew nuts and SISal were also selected for 

analysIs PreVIously, export marketmg and much of the productIOn of these crops were controlled by 

Government However, Wlth econoIDlc hberalIzatlon, pnvate compames may find umque opportunItles m these 

sectors If these tradltlonal export crops can be successfully rehabllItated, they too would have a huge lIDpact 

on exports foreIgn exchange and rural employment 

ill) Cereal crops produced and consumed domestlcally, were also selected for analYSIS smce the evolvmg, pnvate 

marketmg system for these crops proVIdes good mvestment opportlmltles Furthermore, the lIves of all 

Tanzamans are affected by the dIstrlbutlon and marketIng of cereals products 

The specIfic subsectors analyzed were the followmg 

Export hortlcultural crops mcludmg cut flowers, green beans, dned and processed splces, dned flower 

seed and vegetable seed 

The productIon processmg and export of pyrethrum. as a natural pestIClde 

Cashew nut processmg and export, 

SlSal processmg and export, for ruche markets where natural fibers are m high demand, and 

Cereals millmg storage and marketIng 
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Several other pronusmg sub sectors were reviewed, but a detailed analysIs was not made given the time available for 

completmg the work These subsectors were 

Darry productIOn processmg and dlstnbutlon 

Processed meat productlon for local markets, and 

Ammal feed nullmg, pnmarily WIth mdigenous matenals 

A number ofnon-agncultural subsectors such as Lake Tanzarua sruppmg and numng for gemstones, diamonds and gold 

would also provide excellent mvestment opportumtles However, these were not analyzed because they did not fall Wlthm 

the agnbusmess scope of this actlVlty 

2 2 The Enablmg Environment 

22 1 THE IMPORTANCE OF AGRICULTURE 

Agnculture IS the backbone of the Tanzaruan economy In 1992 the agncultural sector contrIbuted about 45 percent of 

GDP nearly 55 percent of foreign exchange earnmgs and prOVIded employment for more than 80 percent of the 

populatlon There are about 3 5 millIon farm fannhes workmg small holdmgs WIth an average cultlvated area of less than 

one hectare More than 90 percent of farm holdmgs are less than two hectares 

Food crop productlon IS the dommant factor m the agncultural economy, accounnng for 55 percent of agncultural output 

Livestock IS the second most Important subsector, accountmg for 30 percent Export crops count for 8 percent of 

agncultural output, while fIShing hunnng and forestry account for the remamder 

MaIZe and nce are the most nnportant food grams WIdely produced and consumed m Tanzarua They constltute the major 

sources of food m rural areas and are Important commercIal crops as well Other Important food crops are cassava, 

sorghum millet potatoes beans and cookmg bananas Wheat IS also Important but Its productIOn IS llmIted to a few 

areas and consumptlon IS pnmarily m urban centers 

The tradtuonal export crops are cotton, coffee cashew nuts, tobacco, tea and SiSal These accounted for more than half 

the value of agncultural exports m 1992 Other export crops are pyrethrum, cardamom, cocoa and oil seeds Tanzarua 

IS dependent on traditional agncultural export crops for foreIgn exchange earnmgs but the earnmg power of the InaJor 

crops has declmed over the past twenty years due to a declme m real market pnces 
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2 2 2 CHANGES SINCE INDEPENDENCE 

Begmrnng WIth mdependence m 1966, the Tanzaman Government leaned on the agrIcultural sector to fmance Its expandmg 

socIal servIce programs, and also the rapId1y-growmg mdustnal sector EssentIally all government polICIes and strategIes 

pursued after mdependence relIed heavily on agrIculture to finance other programs, under the theory that agricultl1ral 

productIOn would somehow survIve WIthout hann, and that the mdustrIaI sector would be the engme of growth The 

actl1al result was that exceSSIve government mterventIon lead to mefficient resource allocatIOn and a general mefficiency 

m the productIon and marketIng of agrIcultural products Government mterventIon was carned out m the name of 

correctIng mcome lffibalances to ensure that weak socIal groups, both urban and rural, could afford to buy therr IDffilIDum 

food requrrements Another reason was to ensure that the agrIculture sector supplIed suffiCIent food to feed the general 

populatIon, thereby ensurmg food securIty 

Government's first mterventIOn m the marketmg of food commodItIes came soon after mdependence WIth the 

establIshment of the NatIonal AgrICultural Products Board (NAPB) Before then, mterventIon by the preVIOUS colomal 

government was llffilted to the productIOn and marketmg of the mam export crops The pnmary objectIve of the NAPB 

was to mamtam a smgle channel marketIng system to ensure that consumers and producers would not be explOited by 

pnvate traders As a result several parastatal cooperatIves and other lflStItl1tIOns such as the NatIonal Millmg CorporatIOn 

(NMC) and Tanzama DIStnbutors, Ltd were created m the food and agrIcultural sector to lffiprove market efficIency and 

mcome rustributIon The result was the OppOSIte of the desrred effect, smce consumer pnces mcreased rapIdly WIthOut 

a proportIOnate mcrease m producer pnces Both consumers and producers lost from such market reforms Under 

government control of dIstnbutIon, an exceSSIve number of monopoly handlers of products were created between the 

grower and the consumer ThIs resulted m general mefficiency and unnecessary marketIng and handlmg costs makIng 

consumer pnces nse excessIvely 

Under the SOCIalISt government, the parastatal NMC was charged WIth purchasmg gram from villages throughout the 

country at fixed natIonWIde pnces It sold milled flour to consumers m the major towns at what WIth mcreased operatIng 

costs, ultImately became subSIdIzed pnces Separate parastatal bodIes took responsIbility for delIvery to villages of the 

reqUIred mputs and takmg therr output of staples such as coffee, cotton, pyrethrum and cashew nuts, WIth each 

orgamzatIon also bemg responsIble for transportmg, stormg, processmg and exportmg therr respectIve products PublIc 

agenCIes became mvolved m regIonal tradmg and transport, and even attempted to replace small traders WIth village­

owned shops As a result of low offiCIal pnces, late payments and unrelIable crop collectIon, many fanners stopped 

offermg therr food crops to the State purchasmg orgaruzatIons, or offered only as much as was necessary to aVOid 

harassment by village authontIes 

By 1984 It was eVIdent that Government control of crop procurement and dIstrIbutIon was failing Government polIcy 

was changed to re-create CooperatIve Umons as the country's offiCIal marketIng agents Freely-establIShed marketIng 
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cooperatIves had flourIshed m the early years after mdependence, but were de-registered by the Government durmg the 

"vIllaglZatIOn" program2 when villages themselves became multIpurpose prImary cooperatIves for theIr reSIdents 

The CooperatIve Umons created by Government were essentIally publIc entItles that dId bttle to enhance marketIng 

effICIency In most cases they only mcreased costs by addmg an addItIOnal lmk m the publIc marketmg cham The 

Umons were composed of the village-level Pnrnary SOCIetIes and the Umons themselves were members of the CooperatIve 

Umon of Tanzama (CUT) The PrImary SOCIetIes were cooperatIves m name only because membersInp was automatIC 

for all adult village reSIdents and there was no share capItal The Umons were financed not by theIr constItuent SOCIetIes 

but mstead, by grants and loans from Government Umon managers were appomted by Government offiCials and the 

Umons were responsIble for provldmg suppbes and purchasmg crops from farmers at pnces fIxed by Government 

Although attempts were made to assess the Umon's costs and to mclude appropnate margIns m theIr sellmg pnces, they 

were oblIged to fulfIl theIr tradmg responsIbilIty for all transactIons, however unprofItable When the Umons mcurred 

losses through a combmatIon of mternal mefficiencies and unreasonable Government demands, banks were ordered to 

tIde them over WIth credIt 

Supported by Government credIt the umons led a major reVIval of formal marketIng durmg the late 1980s However, 

then tradmg operatIOns were not carned out on a commerCIal baSIS For example m the late 1980s Government re­

Instituted a polIcy of "pan-terrltonal' pncmg, under wInch each crop was purchased at a umform pnce throughout the 

country The result was that a number of margmal areas began producmg gram and other food crops to supply major 

populatIon centers 

By 1990, pressure to reform the structure of the CooperatIve Umons became overwhelmmg InternatIonal donors whIch 

had long supported Tanzama s cooperatives WIthdrew theIr support and mdIcated that It would be reVIved only after 

Tanzama returned to mternatIonal cooperatIve prmciples MeanwhIle the CooperatIves had become heavily mdebted to 

the publIc bankmg system InternatIonal pressure, along WIth Government's efforts to erase the maSSIVe debts from the 

books of the banks, led to the passage of a new CooperatIve Act m 1991 

Under tIns Act PrImary SOCIetIes were to be voluntary, member-formed organIZations They could form Umons on a 

voluntary baSIS and were permItted to sell therr members' farm produce drrectly to pnvate traders The Uruons 

themselves could become commerCial entIties free from Government mterference It was further understood that 

Government would not press banks to make loans to the non Viable umons 

WIth the mtroduction of the structural adJustlnent programs encouraged by the IMF and the World Bank durmg the late 

1980s, and partIcularly under the EconOmIC Recovery Program wInch began m 1986, the dOIDInallt role of Government 

marketmg InstitutIOns has dramatically dlID1fllshed PrIces of agrIcultural mputs and products are no longer set by 

'After the SOCIalIst mamfesto of the Arusha Declaratton m 1969 many rural fanulIes were forCIbly relocated to rural villages created by 
Government 
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Government-controlled product and marketmg orgaruzatlOns Wlth the hberahzatlOn of pnvate trade, the Umons are now 

competmg drrectly Wlth pnvate traders Increased competition and curtaJ.led credlt severely constramed therr actlvltles 

Today, most are bankrupt and have httle chance of survlval 

Smce 1989, trade m food crops has been completely pnvatlZed and pnvate traders have expanded to fill the VOId left by 

the retrenchmg State marketlng structure Today, pnvate traders handle more than 90 percent of food marketmg m 

Tanzanla, and thls has encouraged rugher levels of production Government mterference m marketmg of food crops lS 

bmlted to seasonal purchases of "food securlty" crops such as malZe, beans and nce, and controls over the amount of 

these "sensluve" food commodIties that lS unported and exported Only about 10 percent of gram crops are purchased 

by the pubhc sector at offiCial producer pnces The most slgmficant officlal buyer lS the StrategIC Gram Reserve whlch 

purchases substantial quantities of malZe from cooperauves as well as from pnvate traders 

The marketmg system for tradltIonal export crops has also been hberallZed, although to a lesser degree Prevlously, all 

export crops were under stnct Government control, by elther parastatal Marketmg Boards or Cooperatlve Umons The 

sole exception was for tea and SISal marketIng, whereby pnvate operators were pefIDltted to sell therr crops to elther local 

or export markets although under the supervlslon of the respective Marketmg Boards Unfortunately, change m the 

tradltIonal export sectors has not kept pace Wlth the progress made m the production and marketmg of other crops 

Government stlll controls at least part of the prodUCtion, processmg and/or marketlng of all tradltIonal export crops, 

through Its long-standmg and tenaclOUS Crop Marketmg Boards 

2 2 3 MACROECONOMIC HIGHUGHTS 

In COnfOfIDlty Wlth a World BanklInternatIonal Monetary Fund (IMF) structural adjustment program now underway 

TanzanIa has attempted to reduce lts money supply One sIgmficant result of thls restrlctIve pohcy has been rugh mterest 

rates throughout the bankmg system 40 percent pnme corporate rates were m effect, and have only recently subSIded 

by several percentage pomts The restrlctIve monetary polICIes seem to be workmg Money supply (M3) decreased 5 4 

percent from a year ago, accordmg to offiClal figures released m the May 1, 1996 Bank of Tanzaroa report M3 IS now 

put at 682 bIlhon shillmgs Thls was brought about by a Tsh 38 billlon dec1me m net domestIC assets of the bankmg 

system At the same tlroe there has been an mcrease m both forelgn exchange held m the system and savmgs deposlts 

Restnct:J.ve monetary polICIes have also led to a declme m the value of the Tanzama sht1lmg The value of the sht1lmg 

m January 1994 was 494 5 per US dollar the latest exchange rate (July 1996) was 636 Tsh a declme of 29 percent 

Interest rates paId on deposlts fell durmg AprIl 1996 from an average of 17 4 percent m March to 15 7 percent Short 

term mterest rates on loans mcreased shghtly from 35 7 percent to 36 4 percent The most recent Central Bank report 

notes that lendmg rates have not responded sufficlently to changes m the Treasury Bill rates (the Yleld of one year bills 

dec1mrog from 20 percent to 15 2 percent), whIle twelve month deposlt rates have fallen mIme WIth Treasury rates 

Accordmg to the same Central Bank report the trade deficlt mcreased 13 8 percent from the first quarter a year ago to 

US $213 nulhon Thls was due to rugher unports of fimshed goods and a concurrent dechne m raw materlals export 

9 



11-----
earnmgs, due m part to lower world pnces for coffee and gold GDP growth IS forecast at 5 percent for fiscal year (FY) 

96 mime WIth IMF gUIdelmes InflatIOn IS forecast at 22 percent for FY 96 down from 27 percent m FY 95 

It should be noted that the IMF announced m June that a new three-year US $200 IIl1llIon Enhanced Structural Adjustment 

FacIlIty (ESAF) was approved and will be disbursed begmnmg m the thrrd quarter 1996 The Tanzama Revenue 

Authonty, an autonomous body charged With the admmIstratlon and collection of all taxes from the current revenue 

departments, IS expected to begm operatIons m July 

2 3 Food Gram Marketmg and DlstributlOn Constramts and Opportunltles 

231 PRODUCTION OF CEREALS CROPS IN TANZANIA 

The Food SecurIty Department of the Mllllstry of Agnculture makes annual forecasts of food crops productIon m the 

country, usmg a model developed by the Umted NatIOns Food and Agnculture OrgaruzatIOn (FAO) Wlnle there IS no 

establIshed means to venfy the actual productIOn figures the estlmates are useful because they mdicate the probable level 

offood producllon m Tanzama Annual forecasts for maIZe paddy nee (converted to nce eqUIvalent) and wheat for the 

last ten years are shown by Table 2 1 

YEAR 

1984/85 

1985/86 

1986/87 

1987/88 

1988/89 

1989/90 

1990/91 

1991192 

1992/93 

1993/94 

Table 2 1 Annual Forecasted ProductIOn of MaIZe, Paddy and Wheat 

(000 metne tons) 

MAIZE WHEAT PADDY 

2093 83 427 

2211 72 547 

2359 72 644 

2339 75 615 

3 128 97 718 

2445 106 740 

2331 84 624 

2,226 65 392 

2282 59 641 

2159 59 614 

Source Food Secunty Department (MALD) 
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RICEEQUIV 

278 

356 

419 

400 

467 

481 

406 

255 

417 

399 
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MaIZe 

The estrrnated natlOnal consumptlOn of maIZe IS approxnnately two rmlhon tons per annum ProductlOn m recent years 

has been adequate for domestIc use (Table 2 1), although output vanes accordmg to weather condItIons MaIZe 18 

produced mamly by small scale farmers, whose productIon IS dependent on ramfall Major producmg areas are Arusha, 

Irmga, Mbeya Rukwa, Rumva and Dodoma These surplus regIons normally account for 50 - 60 percent of natIonal 

productIon 

There 18 consIderable eVIdence that the hberaltzatIon of the marketIng system has resulted m shlfts m productlOn Dodoma 

was not prevIously a sIgmficant surplus producer of maIZe but, due to Its relatIve accessIbility, the regIon has emerged 

as a major matze suppher for Dar es Salaam m recent years Conversely, Rukwa, bemg more Isolated, has declmed m 

lffiportance and no longer supphes Dar es Salaam 

It 18 notable that most of the major producmg reglOns for maIZe are near the country' s borders Some of these producmg 

zones are relanvely InaccessIble to the rest of the country, and therr natural market outlet IS the neighbormg country ThIS 

IS pamcularly true of Rwanda Development of these border reglOns would be accelerated if OffiCIal pollcy regardmg 

exports were relaxed WIth free exports and storage faCUltIes at the lake ports, export trade would flOur18h Informal 

exports offood crops are made pnmanly to the nelghbormg countrIes of Uganda, Zarre, BurundI, Rwanda, Zambia, and 

Kenya Shipments have also been reported to the Comoro Islands, and the Seychelles 

RIce 

Paddy nce IS produced mamly by ramfall-dependent small holders who collectIvely produce about 90 percent of the 

natlOnal productlOn The rest IS produced under lITIgated condItIons on large scale government farms owned by the 

Natlonal AgrIculture and Food CorporatIon (NAFCO) 

Annual demand for nce 18 estrrnated by the Food SecurIty Department to be approxnnately 400,000 tons, which mdlcates 

that the country has reached self-suffiCIency m nce productIon (see Table 2 1) The Ulam producmg zones are Mbeya, 

Morogoro, Mwanza, Sbmyanga and Tabora 

TanzanIa has the potentlal to mcrease Its nce productIon, parucularly m the lowlands of the producmg regions WIth 

favorable export pohcles these reglOns could become an lffipOrtant producer of nce for export markets 

Wheat 

More than half the annual wheat productIon comes from the Hanang Wheat Complex m the Arusha reglOn, composed 

of seven mdividual farms each WIth about 4,000 cultIvated hectares The farms are separate SUbSIdIary compames of 

the parastatal NAPCO Wheat producnon held relatIvely stable for seven of the past ten years, averaglUg around 80,000 
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tons annually However, dunng the past three years arurual production declmed to approxnnately 60 000 tons (Table 2 1) 

Tlus declme has been partly weather related, but another factor IS lIkely because the long-standmg techmcal aSSIstance 

provIded to NAFCO by the CanadIan Internatlonal Development Agency (CIDA) ended m 1991, and productlon has 

suffered as a result Annual demand for wheat IS approxnnately 120000 tons, wmch requrres that about 50 percent of 

natIonal consumptlOn must be lIDported 

2 3 2 STRUCTURE OF THE GRAIN MARKETING SYSTEM 

The current lnarketlng system for gram crops IS the product of a bnef evolutlOnary penod covermg only the past five 

years As the result of rapId growth of pnvate marketmg and the entry of many mdlVlduals who have become professlOnal 

gram traders the system 18 extremely fragmented and dOIDmated by slnall traders Whlle thls fragmented trade structure 

encourages cOmpetItlOn, It IS far from Ideal 

Most food gralllS are handled by pnvate traders who buy the crops drrectly from farmers and transport the gram to the 

wholesale lnarkets Crop procurement at the village level IS typIcally by drrect contact between a trader and mdlVldual 

farmers, WIth httle or no role for prllnary lnarkets or local crop assemblers 

In regIOnal CItIes most local traders sell therr lnaIZe beans sorghum and millet to local retailers InterregIonal traders 

servmg Dar es Salaam sell therr crop almost exclUSIvely through connmSSlon agents located permanently at the recelvmg 

wholesale market Mruze for hUlnall consumptIon IS nOflnally traded as a whole gram from the farmer all the way to the 

retaIler or consumer, lllStead of bemg milled mto lnaIZe meal The maIZe consumer normally buys maIZe m small 

quantItIes and takes the purchase to a neIghborhood "posho" hammer mill for grmdmg mto meal, at a cost amountlng to 

no more than ten shlllmgs per kllogram The full-gram matze meal 18 more nutrItIOUS, and many consumers fmd It more 

tasty than dehulled fme-ground meal 

The current nce lnarketlng system IS characterIZed by a large number of small traders who operate between the farmer 

and nce mIlls These local traders buy slnall quantItIes of paddy drrectly from farmers and transport It to mIlls The 

milled nee 18 sold to eIther local traders or to mterregIOnal traders The mterreglOnal traders transport the nce to large 

lnarkets, prmtanly Dar es Salaam 

An nnportant dlfference between nee and maIZe marketlng IS that short-term storage IS readily available to paddy traders 

at the mill Many mill owners proVIde storage free of charge to attract customers These are nOflnally clean dry storage 

rooms adjacent to the mill 

TypIcally a small paddy trader will brmg a few bags of nce to the mIll and walt for a customer If space IS avaIlable, 

paddy IS held m storage until a customer arnves The paddy IS not milled until a bargam has been struck WIth the 

customer (a trader or local retailer) and an advance receIved by the seller, covermg the cost ofmillmg 
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Because wheat IS normally produced by larger farms and IS milled by large mills, marketIng ofthts crop IS much more 

orgamzed than for other grams Many of the mills have bakery outlets as well Most mills are pnvately owned, although 

the NMC still operates a few large rml1s m regIOnal cltIes such as Arusha, and m Dar es Salaam Millers tend to contract 

for therr wheat requrrements drrectly Wlth the producer However, the lack of commerclal storage facilitles means that 

each miller must purchase sufficlent stocks to carry lnm tlrrough to the next productIOn season In late 1991 the Marketmg 

Development Bureau made a survey of 357 wholesale gram traders 3 whlch showed that traders are generally 

undercapltalIZed and seldom engage m mter-seasonal storage to take advantage of seasonal pnce rIses They are only 

able to quIckly turn over therr stock and obtam a modest, but assured, profit The survey showed that the traders' scales 

of operatIon were typlcally small, WIth 58 percent of the maIZe traders and 71 percent of the nce traders handlmg 25 bags 

or less per shlpment For reglOnal traders movmg gram between dIstant locatIons the average number of bags handled 

was 37 for maIZe and 25 for nce, Wlth three shlpments normally bemg made per month 

The survey also revealed that there are few drrect 1mks m the market cham between the producer and the consumer Over 

tlrree-quarrers of the traders stated that they bought drrectly from farmers They had developed httle speclalIZatlon m therr 

functIons, m terms of dealmg WIth specIfic crops, locatIons or customers Few traders had trucks, they relIed on hrred 

transport, whlch was dIfficult to find They generally lacked storage facilitIes m the towns where the gram was delIvered 

Bags of gram were matnly kept m the open, WIth hlgh nsk of storage losses 

Only 2 percent of the traders used bank credIt, and these were large traders dealmg m nce Access to credit was rughly 

restrlcted, even for the large traders The three problems consIdered the most tmportant to traders based on the 

percentage of responses to the survey questlOn, were transportatIOn (49 percent), credlt (49 percent) and storage (31 

percent) 

2 3 3 CONSTRAINTS TO GRAIN MARKETING IN TANZANIA 

The marketIng "system" 18 generally recOgnIZed as havmg reached a pomt of StabIhty bemg mcapable of further progress 

untJl the major constramts bmltmg Its development have been overcome These are the followmg 

1) The lack of sUltable transportation IS the smgle biggest constramt facmg the mdustry Whtle the railroad 18 an 
lIDportant factor m movmg goods by far the most common form of transport IS what 18 commonly called 
"speculattve back loads' A trader or a few traders will accumulate a load of produce and walt patiently along 
the roadsIde for a vehlcle to appear willmg to haul the produce for a fee Vehlcles may mc1ude trucks rerurmng 

empty from haulmg cargo to nelghbonng countrles, busses, pICkups, or even 011 tankers The trader usually has 

no way of arrangmg thIS transport m advance, and may be requrred to walt for several days, sleepmg m the open 

next to rus or her produce 

'The Wholesale Trade ill Grams and Beans ill Tanzama Markettng Development Bureau Dar es Salaam January 1992 
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AbtAs6c.alllloslnr.. 

Most traders scale of operatIons IS too small to fIll an entIre truck Even If several traders have the capabIlIty 

to Jomtly hrre a truck, coordmatIng the tune and place of collectIOn IS difficult because of the uncertam nature 

of theIr purchases The uncertamty and dIfficulty of obtammg transportatIon are a major constramt to the 

development of unproved marketIng systetns for food crops 

11) The lack of credIt, wInch 11ffilts the traders' abIlIty to expand the SIZe of tradmg operatIOns or to store food 

crops, IS a severe collStramt to gram marketIng Lack of personal credIt IS a severe cOllStramt to pnvate traders 

As a result, there are many small operators, and the marketIng system IS Inghly fragmented and mefficlent due 

to traders I very low level of capItal accumulatIOn Traders can buy only a few bags of gram at one tIme, and 

have to pool resources to hrre transport Only a few mterregIOnal traders have the resources to accumulate a 

full truckload of product 

Many traders use mformal sources of credit, such as loans from farmly members or occasIOnally, from theIr 

wholesale buyer Reportedly, only 2 percent of traders borrow money from a bankmg tnstltutlon The problem 

IS twofold the lack of credItworthy assets to use as collateral by the traders, and the hmlted capItal resources 

available to the pnvate sector WithIn the bankmg system ThIs IS a result of the fmanclal sector gIvmg a higher 

loan pnonty to parastatal organIZatIons than to the pnvate sector, and also IS a mamfestatIon of Government I s 

tIght money pohcy under econOilllC stabIlIZatIon 

The followmg chart shows the tyPiCal sources of trader credit 

Source MDB Survey 

*Comtnlsslon Agent 

Sources of CredIt AvaIlable to Traders 

Sources of Credit 

Noone 

Fanuly 

Dalah* 

Other 

Total 

Percentage 

489% 

405% 

36% 

22% 

1000% 

m) Restrictive government pohcles regardmg the export of food crops lumts the export market A pnvate trader 

wlShmg to nnport or export food crops must have the requlSlte hcense For the export of "sensitive I food crops 

(mruze, beans wheat nce) the trader must obtam an export or unport permtt from the M1lllstry of Agnculture 

(MALD) To carry out the transactIon the trader must also regtster With the Central Bank The permtt states 

the conditIons under wInch the export or unport IS to be made JustIficatIon for the permtts IS that control of 
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trade m food stocks IS necessary for food securIty Export pernnts are Issued only durmg tImes of surplus 

productIon, and Imports are encouraged durmg tImes of shortage Other food crops such as millet, sorghum, 

or cassava reqUIre no pernnt 

Tanzarua also has the potentIal to mcrease rIce productIOn, partIcularly m the lowlands m Mbeya, Morogoro, 

Shmyanga Tabora and Mwanza WIth favorable export polIcIes these regIOns could become an Important 

producer of rIce for export markets 

IV) The lack of mfrastructure, such as storage warehouses results m hIgh losses of food crops due to spoilage and 

theft Of partIcular Importance IS the absence of wholesale market facilItIes (See below) 

2 3 4 FOOD GRAIN OPPORTUNITIES 

2 3 4 1 Gram MIllmg 

Pnor to mId-1980 gram tradmg was tIghtly controlled by the smgie, State-controlled marketmg channel NMC PublIc 

purchasmg agents actIng on behalf of NMC purchased gram from farmers whIch was milled mto flour and dIStrIbuted 

to the fmal consumer at controlled prIces NMC was the only lInk between the producer and the consumer 

LIberalIZatIon of the food gram trade led to the eventual collapse of the OffiCIal marketmg system by the early 1990s 

Even before Its collapse small-scale hammer mills had begun to spread through towns and villages across Tanzama 

provIdmg low cost, for-fee mIllmg servIces for both maIZe and rIce In remote areas, or where electrIC power was 

defiCIent, the mills were powered by diesel engmes Today, hundreds of small scale mills are m operatIOn Smce 1991, 

there has been a sImIlar mcrease m large scale mIllmg by the prIvate sector The Installed mIllmg capaCIty by prIvate 

operators IS Just about equal to the capaCIty of the NMC However, capaCIty utilIZatIon of the prIvate sector far exceeds 

that of the NMC ThIs IS hIghlIghted m the Table 2 2 ThIs InformatIon IS based on a 1995 survey completed by MDB 

m four major maIZe producmg areas 

The NMC IS on the Parastatal Sector Refonn COmmISSIOn's (PRSC's) lISt of para statal comparues to be prIvatIZed - at 

least, partIally NMC will be restructured and will remam m wheat and maIZe mIllmg, only In the restructurmg, NMC 

will sell outnght seventeen warehouses, Its hammer mill at Mtwara and ItS maIZe mill m Mwanza In additIon, five nce 

mills will be privatIZed by sellIng the majorIty of their shares to Jomt-venture partners 

GIven the expansIOn of the prIvate sector to fill the VOId left by the ever-shrmkmg State mIllmg operatlons opportunItles 

for both small and medrum mvestors m gram rmllmg should contmue for the foreseeable future SAEDF should consIder 

a) fundmg small scale hammer mills through Its mIcro enterprISe mvestment fund, and b) the pOSSIbilIty of venture capItal 

partnershIps WIth medIum scale entrepreneurs m the gram mIllmg mdustry Another pOSSIbility that SAEDF should 

consIder IS to become a partner m one of the newly-prIvatIZed rIce mills, proVIded the mill's conditIon, Viability and share 

prIce appear reasonable 
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Table 2 2 MaIze MIlling Capacity and UtIlizatIOn III Four Major Produclllg Areas 

Installed Capacity 

LocatIOn Year Capacity UtIlizatIon Type 

MIll Owner f!dD1 Established (tons/day) (~rcent} OwnershIu 

State 

NMC Irmga 1991 60 58% 

KIzota Prune Products Dodoma 1994 60 100% Pnvate 

NMC Arusha 1991 60 25% State 

NMC Pugu Road Dar es 1976 60 35% State 

Salaam 

NMC MZlZma, Plot 10 Dar es 1974 120 25% State 

Salaam 

NMC MZlZma, Plot 33 Dares 1991 120 30% State 

Salaam 

Coast MIllers Dares 1994 120 100% Pnvate 

Salaam 

E R Investments Dares 1993 120 100% Private 

Salaam 

Zamabu Gram MIllers Dar es 1992 60 100% PrIvate 

Salaam 

Source Marketmg Development Bureau Plannmg and Marketmg Dept, MALD 

2 3 4 2 The Need for Gram Storage FaCIlitIes 

Most gram storage facIlitIes are owned by the State, wlnle pnvately owned mills are generally strapped for storage 

facilitIes The NMC mills have excess storage space, given therr low capacity utIhzatlon They also have the capablhty 

of Shlftmg mventones among nearby mIlls wlnle few pnvate operators have this luxury PrivatIZatIon of these 

underutIllZed government storage facIlitIes would solve some of the storage avaIlabIlity problems, as well as pnce 

fluctuatIOn 

A problem mherent m the Tanzaman gram marketmg system 18 considerable short-term pnce fluctuatIon due to the 

shortage of mtermedIate-level stockholdmg between the farmer and the consumer Seasonal pnce fluctuatIons are 

disadvantageous to farmers, smce they receive lower pnces Immediately after harvest when they are often forced to sell 
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therr crops to satIsfy cash needs or to pay loans Consumers m urban areas are also adversely affected smce a large share 

of theIr mcome IS used to buy food and expendItures must frequently be adjusted based on seasonal gram pnces 

In the pnvate marketmg system, the only locauon where food crops are stored for any length of tlroe IS on the farm After 

the crop IS harvested and the farmer satIsfies rus unmedlate needs for cash, gram will be stored by the farmer as a food 

reserve unW the next harvest PrIvate traders are not capable of stormg gram for a long penod The vast maJonty of 

traders are small operators WIth few physIcal assets, llIDlted workmg capItal and httle possIbIhty of obtammg commercIal 

credIt 

UnlIke regulated pnces open market producer and consumer pnces exhIbIt seasonal trends and regIonal pnce varIatIons 

reflectmg the tlroe of harvest m the productIon zones and the marketIng costs of dehvermg the product to consummg 

areas GIven the lack of trader credIt and the llIDlted avauability of storage faculues, the seasonal pnce pattern IS 

partIcularly pronounced for the two mam domestIc food COmmOdItIeS, maIZe and nce, WIth pnces reachmg theIr lowest 

pomt Just after harvest 

Under the present credIt constramt m Tanzarua seasonal storage IS not a practIcal optlOn, despIte the potentlal gams 

These gams can be substantIal, as seen from the followmg seasonalIty mdices for maIZe and nce These were calculated 

from MDB's monthly data on natIOnal average consumer pnces collected at 44 mUnICIpal markets 

Seasonahty IndIces for MaIZe and RIce 

(Based on Average Consumer PrIces durmg the Year) 

(Average = 1 00) 

Jul Aug ~ Oct Nov Dec Jan Feb Mar Apr May Jun 

MaIZe 090 086 087 089 094 102 1 15 120 118 109 097 093 

RIce 086 085 087 088 093 099 108 109 119 112 1 14 099 

Source MDB 

As shown above the seasonal pnce mcrease for maIZe IS 40 percent durmg the SIX-month penod between August and 
February Assummg no storage losses a trader to earn 5 7 percent per month or 94 percent per annum on thIs 

mvestment SlIDllarly a nee trader who bought nce m August and held the commodIty unW March would earn up to 

62 percent per month or 61 percent per year 

At commerCIal mterest rates, SIX months of seasonal storage would be a profitable optlon, but commercIal credIt 18 

generally not avaIlable to traders Interest rates m the mformal sector reportedly exceed 100 percent per annum, and are 

therefore are not a VIable financmg optlon 
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The lack of mtermedrate stocks between the farmer and consumer also mcreases the level of gram losses The MDB 

estlmates that m TanzanIa the average amount of gram lost durmg handlmg and storage IS around 8 percent WIth better 

means of storage and tmproved handlmg methods the loss could be reduced to no more than 2 - 3 percent per season over 

the eIght-month storage penod 

Due to the present storage llIllltatIOns, rmllers m the major cItIes are not able to fmd wholesale merchants capable of 

supplymg stocks of gram on demand Mulers are dependent on the flow of trucks arnvmg from dIstant supplymg 

locatIOns Clean, dry storage facultIes are essential for efficIent rmllmg as well as for dIstnbutIOn of the final product 

The absence of mtermedlate gram stocks also dIscourages trade between producmg regIOns and other countrIes, and 

dnnnnshes the use of locally produced cereals compared to commerCIal gram lIDports and food aId LlIDlted mtermedlate 

storage for local productIon combmed WIth a program of revolvmg export credIt from gram exportmg countrIes such as 

the Untted States, often makes It more attractIve to lIDpOrt gram from overseas than to produce locally 

There IS a genume need to tmprove the storage of food grams m TanzanIa, whIch presents an opportuntty for agnbusmess 

mvestment Fmancmg for mtermedlate storage faclhtles for gram crops combmed WIth a Ime of credIt for workmg 

capItal (secured by the same gram stocks) could have a tremendous lIDpact on agncultural trade However financmg 

alone would not be enough whIch hIghhghts an addItIonal need for techrucal aSSIstance A hIgh level of techrucal and 

managenal competence IS reqUITed to properly store food grams m trOPICal chmates SAEDF could playa key role by 

makmg Jomt-venture mvestments m gram storage m partnershIp WIth local mvestors SAEDF's local bankmg partner 

could prOVIde a hne of workmg capItal credIt, secured by the gram stocks The techrucal aSSIStance (T A) faclhty 

avallable to SAEDF could be used to help the entrepreneur overcome the techrucal problems of gram handlmg and 

storage 

2 3 4 3 The Need for RegIOnal Market FaCIlities 

The need for addItIonal wholesale markets to serve the larger Clues of Tanzama has been thoroughly studIed by the 

Mmlstry of Agnculture's Marketmg Development Bureau (MDB) In 1992 the Bureau made a survey of gram 

wholesalers4 to gather data on the marketmg systems for gram crops The study also mcluded an assessment of the 

condItIOn of mUnICIpal markets m nmeteen Clues across TanzanIa In Dar es Salaam, the survey team reVIewed the 

phYSIcal condItIon of two major gram markets Tandale and BugurundI, and made recommendauons for lIDprovement 

Subsequent to the MDB survey construcuon of the new BugurundI market was funded by the European Umon (EU) 

The survey concluded that wholesale market facIhues were parucularly defiCIent m SIX regIonal capItals Arusha, 

Morogoro, Mbeya Irmga, ShmgIda and Tanga In general, m all these Clues, the wholesale market area IS located m 

'The Wholesale Trade m Grams and Beans m Tanzarua Markettng Development Bureau Dar es Salaam January 1992 
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a vacant lot or m an open field near one of the mumclpal retall markets In all SlX reglOnal cItIes space IS Ilffilted, there 

1S no protected, covered area for the storage or sale of wholesale commod1ties, ne1ther samtary facilities nor garbage 

removal servIces are avauable, and access to the market area by trucks and other vemc1es IS dtfficult Durmg the ramy 

season the only means of protectIon available for gram stocks and fresh produce alike IS to stack the cOmmodltles m a 

pile whlch IS covered by a plastlc sheet Durmg heavy rams WIth the movement of trucks, hand carts and foot traffic, 

the open fields become a quagmrre Under these conmtlOns, losses ofpenshable fresh frUlt and vegetables are as much 

as one-thrrd from the tlme they are harvested untu consumed, and for grams, losses easuy exceed 10 percent. 

Tbls deplorable Situatlon of madequate unsamtary wholesale market faCUlties m Tanzama's reglOnal capItals rughhghts 

the great need (and the opportumty) to proVIde mumclpal markets facilltles The portlOn of SAEDF's enterprl8e fund 

earmarked for ffilCro enterpnse development could be used to fmance the constructIon of mumclpal markets m that the 

facilltles could be leased too many AISMEs 

It 18 enVlSlOned that such a market fac1llty would be owned by a pnvate operator, WIth stalls and storage space leased to 

mmvldual, small traders WhIle tills venture should be commerCIally VIable WIth most of Its operatmg costs offset by 

reduced spoilage and product losses, It IS doubtful that It would acmeve SAEDF's ambItIOUS goal of rapId capItal 

apprecIatlon from mvestment projects Yleldmg a 40 percent annual return Therefore, It IS recommended that tills, and 

other potentlal ffilcroenterpnse development projects m SAEDF's portfolIo emphaSIZe "development" over mgh capItal 

apprecIatlon SAEDF should be willmg to tolerate stul-profitable, but somewhat lower returns from Its mvestments m 

ffilcroenterpnse projects 

2 4 Export Hortlculture Constraznts and Opportunztzes 

24 1 NATIONAL PRODUCTION 

The domestlc trade m frUlt and vegetables IS not well developed m Tanzama, despIte the country's sUltable sous and 

clImate for a WIde range of hortIcultural crops The actual level of trade IS dIfficult to measure smce accurate, tlmely 

productlon and consumptlon statlstlcs do not eXlSt In 1990 FAO estlmated per-capIta consumption m Tanzama to be 

35 kg of vegetables and 17 kg of frUltS AssUmlllg a current population of around 28 milhon people and usmg these per 

capIta consumption figures adjusted for losses and some amount of exports, annual productlon would be roughly 1 3 

1ll1lhon tons of vegetables and 650,000 tons of frUIts Convertmg these production figures to hectares by usmg 

conservatlve Yield estlmates of 10 tons of vegetables and 12 tons of frUIt per hectare the annual crop area for vegetables 

IS calculated to be 130,000 hectares and frUlt, 55,000 hectares 

Hortlcultural productlOn takes place m five dIStInct agro-c1IDIatIc zones m Tanzama, each WIth dtfferent production 

capabUltles The prIDIary producmg regIOns are the followmg 
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Producm~ Re~lon Crops 

Coastal areas (lowlands), Dar es Salaam, Coast, Tropical frutt, CitruS, coconuts, sweet potatoes melons, 

and Tanga ReglOns eggplant tomato, okra, grapes, omons mango 

Lake areas (hIgh ramfall) Kagera KIgona Mwaya Sweet potatoes, cabbage tomatoes beans omons, 

and Ukerewe Island mangos, bananas 

Central Plateau (low ramfall) Dodona, Smglda and Tomatoes, grapes, omons and mangos 

Tabora reglOns 

Northern Highlands (rehable ramfall and several 

ecological zones) Arusha KIllmanJaro and the 

Usambara mountalUS 

Southern rughlands (rehable ramfall and several 

ecological zones) Irmga, Mbeya, and the Uluguru 

mountam reglOn near Morogoro 

Tomatoes, cabbage, omons potatoes, avocados, bananas 

and temperate crops such as cauhflower, green beans, 

and stone frUlt 

Sumlar to Northern Highlands 

Another nnportant source of fnnts and vegetables productlOn is around urban areas Horticultural production has become 

an additional source of mcome for many urban dwellers smce they can serve the market for rughly penshable frUlts and 

leafY vegetables that could not SUfVlve the rough handlmg, bad roads and long, hot travel that more hardy crops normally 

undergo whlle bemg srupped to market Urban productJ.on takes place m backyards alongside pubhc streets and roads, 

and m open areas of urban centers Major crops produced mclude amaranths lettuce tomatoes okra, bananas, oranges 

and papaya 

24 2 HORTICULTURAL MARKETING 

Unlike gram crops hortJ.cultural marketmg has never been under Government control Produce marketmg is free 

(although some of the larger Cities requIre that traders obtam a hcense wruch costs about Tsh 500), and marketmg is 

encouraged as a means of reducmg unemployment 

A trader will normally buy produce from the farmer at his farm, or nearby roadSide When supphes are llIDlted, the trader 

purchases at the farm gate, but durmg penods of heavy prodUCtion, when supphes are plentlfuJ. the farmer must dehver 

rus produce to the nearest market Payment is made on the spot, m cash 
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Fflllt crops are normally bought on the tree This sUIts the trader because flrst, he can better control the quallty of the 

product and second, the amount dJ.scounted from the purchase pnce for harvested products generally exceeds the cost of 

harvestmg and packagmg OccasIonally a trader will buy vegetable crops m the fleld, a practlce followed pnmanly for 

products m hlgh demand such as tomatoes, cabbage and leafy vegetables When a farmer's crop IS purchased m advance 

of productlon, the trader will normally advance up-front funds amountlng to 20-50 percent of the total purchase pnce 

'I1us system of advance payment serves as a means of credIt whlch enables the farmer to buy fert1llZer and other mputs 

After accumulatmg the desrred quantIty of produce the trader arranges for transport, typICally from rural market areas 

where transport can be hlred on market days Often the trader walts WIth rus load alongsIde the road for a passmg truck 

or bus willmg to take some bags or baskets as freIght Whatever the arrangement, the unrellable nature of transport 18 

a major problem for the trader At the wholesale market product sales take place by the tlme-honored system of haggbng 

between the trader and rus or her customer AuctIOn sales hardly ever occur 

Almost all traders use hlred transport Traders move a WIde volume of produce, from as llttle as one-half ton per month 

to more than 1,000 tons per month for the larger traders The greatest amount of produce IS carrIed on 7-ton trucks 

because of the dtfficulty of usmg larger trucks over bad roads 

The load 18 transported from the rural areas to a mumclpal wholesale market There, the trader can sell his own product 

to reta1lers or he can contract the servIces of a conumssIOn agent or "dalall " who will sell the product on rus behalf at 

a prearranged pnce and at a flxed percentage fee The fee ranges between 3 - 10 percent of the selling pnce, but the 

da1all can also earn (or lose) the "spread" between the guaranteed pnce to the trader and the pnce for wruch he actually 

sells the product If the trader sells rus own product, he can sell at both wholesale and retall A trader will occaSIonally 

sell part of rus product at wholesale m the mornmg, and m the afternoon the remammg product at retau 

2 4 3 FRESH HORTICULTURAL EXPORTS 

The lack of consIstent, rellable, rustoncal data also makes It dlfficult to analyze Tanzama's hortIcultural export sector 

Rehable mformatlon on homcultural exports 18 not avauable from pubbc sources 

Accordmg to the Board of External Trade (BET) export of fruIts vegetables and floral products earned the country 

approXlIIJately US $2 5 millIOn m 1992/93 Vegetable exports mcluded fine green beans hot peppers and okra Fflllt 

exports were pnmarlly mango avocado and pmeapple However based on a reVIew of customs declaratlOns for 

hortIcultural exports and also sruppmg documents at the Dar es Salaam and Kthman]aro mternatlonal arrports, BET s 

value of exports appears to be understated, by a factor of two or three The authors estlmate the value of exports at about 

$6 muhon For purposes of comparIson, the value of fresh hortIculture exports from Kenya where the mdustry has 

benefitted from more than 20 years of development, was US$ 70 mllhon m 1992 Whatever Tanzama I s total hortIcultural 

export value may be the followmg IS an estlmate of the relatIve 1lllportance of exports for different homcultural crops, 

based on mtervlews conducted m Tanzanta 
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Relative Importance of Horticultural Exports from Tanzama 

Cut flowers 

Fme green beans 

Other frUIts/vegetables 

TOTAL 

2 4 3 1 KIbmanJaro RegIOn 

60% 

35% 

----.5..% 
100% 

Most of Tanzarua's fresh hortIcultural exports are produced m the KIlnnanJaro regIOn and shIpped through the Ktl11llilllJaro 

Internallonal AIrport (KIA) In 1995 the total volume of flowers, frUIt and vegetables hfted from the airport was nearly 

1 400 tons V rrtually all fresh produce slupped from KIl11llilllJaro was exported to EC countrIes Exports tend to be 

seasonal, WIth heaVIest volumes durmg the wmter 

For the past year, smce Arr France suspended Its passenger servIce to KIA, Ktl11llilllJaro vegetable exporters have been 

forced to truck a large pomon of therr arr freIght to Narrobi for transslupment wluch takes about as long as the flIght 

between Dar es Salaam and Europe Flower exporters have begun truckmg most of therr arr cargo slupments across the 

Kenyan border to the Narrobi aIrport KIA IS presently served only by KLM, Ethloplan Arrlmes and Gulf Arr, and It IS 

almost certam that Gulf AIr will suspend Its weekly fught to ~aro m the very near future Ethloplan arrlmes offers 

cargo Service to Europe but Its hub IS AddIS Ababa, where handlmg IS defiCIent and spoilage often results, so exporters 

are reluctant to use Its servIce Soon KLM will be the only rehable carner WIth a hft capaCIty of about eIght tons each 

on twIce-weekly flIghts from KIA Even that hmited amount will be on a space-available baSIS 

Four exporters of cut flowers and two exporters of green beans account for most slupments from the regIon A relauve 

rankmg of therr SIZe can be determmed by the amounts slupped by each exporter Followmg IS a summary of slupments 

from KIA by the vanous exporters between January and March 1995 

Exports from KdlmanJaro Airport 

(three-month peak season, January - March 1995) 

Exporter 

Tanzama Flowers Ltd (roses EuphorbIa) 

Ktllflora (roses, bouvardta) 

SUltr1pe KtI11llilllJaro Ltd (green beans, sweet pepper) 

Hortanzta (roses, hzlanthus) 

Equatonal ProgreSSIve (green beans, egg plants) 

Flonssa (roses) 

Total 

22 

632 

Tons 

866 

667 

550 

503 

2'L6 

3494 
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There are three other exporters m the regIOn, m addItIon to those mc1uded m the above lIst Contmental Flowers and 

Kombe Roses were establIshed m 1995 and only recently began exportmg NICky Exporter IS a small vegetable exporter 

that occasIOnally shIps from KIlunanjaro as well as from Dar es Salaam 

As IS the case for other East AfrIcan countnes, cut flower exporters m Tanzarua began as productIon SUbSIdIanes of 

foreign-owned, vertIcally mtegrated compames With expatrIate managers usmg modern technology and exercIsmg absolute 

control over all aspects of productIon, packagmg, export and sales The two largest flower exporters TanzanIa Flowers 

and KUIflora are owned and managed by the Brums famIly of SWItzerland The BruInS famIly formed an mvestInent 

partnershIp WIth EDESA, an organIZatIon for the Econonnc Development of East and South AfrIca HortenzIa IS the 

Tanzaman branch of a Kenya flower producer owned by a Dutch company Flonssa IS a SUbSIdIary of a Dutch company 

WIth the same name 

Recently, however, ownershlp of the newer flower operatlons has begun to change Two farms were establIshed recently 

by European reSIdents ofTanzama and the latest farm, Kombe Roses, was started by a natIve AfrIcan WIth fundmg from 

the AfrIca Project Development FaCUlty (APDF) of Narrobl APDF IS an enthUSIastIc partner m the Jomt venture and 

belIeves there will be a bnght future for mdlgenous flower exporters The pOSItIve outlook for floral exports was 

confIrmed by field mtervlews the team held WIth nnddle-Ievel, AfrIcan management personnel of the second largest 

exporter, KIlIflora Two managers expressed therr desIre, and appeared deternnned to start a rose export company They 

beheve that they have learned enough from therr expenence WIth KIllfiora that they could be successful WIth therr own 

company Therr only constramt IS a lack of mvestInent capItal 

The larger vegetable exportmg companIes are also foreIgn-owned Equatonal ProgreSSIve IS the SUbSIdIarY of a Belgium 

company, aptly called T ANBEL The company, whIch also exports vegetables from EthIOPIa, began Its TanzanIa 

operatIon m 1988 The company produces and exports fine green beans only, between nnd-September and late June 

Its markets mc1ude BelgIum, Holland, Germany and France 

Equatonal ProgreSSIve rents approXImately 300 acres of lITIgated land for the productIon of green beans from nme estates 

owned by CooperatIve SOCIetIes m the Arusha regIOn Land IS rented for a three to five-year term at an annual cost of 

around US $40 - $50 per acre 

Sunnpe KIlunanjaro IS another large, foreIgn-owned exporter of fine green beans Sunnpe IS a SUbSIdIary of Kenya 

HortIculture, based m Narrobi The Narrobi company IS owned by the Shah famIly, who are Kenyans of ASIan ancestry 

Sunnpe KIhmanjaro IS owned jomtly by the Shah famIly and local partners The company IS based m Mosh!, and IS 

managed by one of the Shah sons 

Sunnpe began Its TanzanIa operatIons m 1989 The company sees great proffilSe for hortlcultural exports, pnmarily 

because of the excellent clImate and growmg COndItIons at h!gher elevations near Mosh! Sunnpe cultIvates green beans 

on company farnlS leased from a number of estates Approxm:tately half of Its exports are grown on company farms and 
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the remamder IS contracted WIth some 3 000 small farmers, some located as far away as 100 Ian from Mosh!, m the 

hIghlands around Mount KtltmanJaro The company uses COffiffilSSlOn agents as Its representatives m contractmg WIth 

the small farmers A total of 12 agents are employed They are paId on the baSIS of contracted crop area and also earn 

a bollliS based on the amount exported At the begmrung of the season the agents wlll contract WIth mdIvIdual farmers 

to grow beans on specIfied plots, provIdmg each grower WIth a "lat' contammg seed and farm chemIcals m an amount 

correspondmg to the SIZe of rus plot Beans are harvested by the farmer, bagged and delIvered to the agent Gradmg 

and selectlOn lS done on the spot and payment IS made for only those beans that meet export qualIty standards Sunnpe 

srups to unporters m France, Holland, BelgIUm and England 

Sunnpe produces and exports green beans for nme months of the year from September through May The company plans 

to dIversIfy mto the production of a broad range of frUlts and vegetables for available export markets In 1994 the 

company leased a 4O-hectare farm from the Tanzaruan Sugar Company, located a few kilometers south of Mosru It has 

Installed dnp rrngatIon on the entrre farm and has carned out production trials on new crop vanetIes of asparagus, paSSIon 

fruIt courgette papaya cherry tomato, hot pepper and okra The company plans to dIverSIfy mto the productlOn of the 

crops that prove most successful usmg out-growers to the maxunum extent pOSSIble 

The company has overcome many problems ill learnmg to work WIth small-scale producers ln1t1ally, It purchased beans 

at a pnce wruch vaned accordmg to the European market The program worked well as long as the market pnce 

remamed hIgh However, when the pnce fell, the farmers refused to accept the reduced payment When It began 

operating m Tanzama the company proVIded farm mputs on credIt However, company polIcy was soon changed to "no 

credIt" because many farmers sold therr mputs and dId not delIver a suffiCIent quantity of beans to repay therr cost In 

some cases, unscrupulous agents failed to pay the farmers for crops receIved, despIte havmg collected funds from the 

company 

AdmmIstermg an out-grower program IS dIfficult due to the large number of mdIvldual farmers mvolved Mamtammg 

productIon dlsclplme IS cntlcal because beans requrre attentIon every day, but the farmers "forget" to tend them durmg 

the matze harvest season or on market days Often the farmers unproperly rotate therr crops wruch results m reduced 

productIon YIeld The amount of product rejected because It falls to meet qualIty standards IS rugh forty percent on small 

holdmgs compared to 10 percent on company farms The pnmary reason IS that the beans are not harvested on time and 

arnve at a state of matunty beyond what the market wlll accept 

2 4 3 2 Dar es Salaam 

Compared to the amount of fresh hortIculture exported from KIA, srupments through the Dar es Salaam aIrport are small 

Srupments m 1995 were no more than an estImated 200 tons mcludmg the transsrupment from KIlunanJaro 
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Carners offermg freIght servIce from Dar es Salaam mclude Arr France, Alltance Arrlmes, SWISS AIr, Arr Tanzama 

KLM and Etlnopran AIrlmes Smce most of the arr cargo movmg through Dar es Salaam IS southbound, there IS ample 

space for hortIcultural shIpments on northbound thghts 

The Dar es Salaam seaport has excellent handlmg capabIhty for sea contamers, mcludmg electncal connectlOns for 

refrIgerated cargo, and stand-by generators m case of power failure Unfortunately, fresh fruIt and vegetable shIpments 

through the port are neglIgrble Several mternatIonal carners serve Dar es Salaam, and shIpments could easily be made 

to Europe or to the MIddle East 

Few exporters shIp fresh products from Dar es Salaam Those who do mclude SIma InternatIonal, NICky Exporter, Said 

HatIm, and Chnsmill Farms SIma InternatIonal IS owned by Sunon MutabuzI, a Tanzaman of AfrIcan ongm who exports 

small lots of hot peppers and mangos m the season to Holland, SWItzerland and England NICky Exporter ships ASIan 

vegetables to London VIa SWISS Arr SaId Hatlm shIps small quantltles regularly to the MIddle East ChrlSmill Farms 

IS a farmmg company JomUy owned by Lows Kadn a natlve Tanzaman, WIth the Commonwealth Development 

CorporatIon (CDC) and 1he German Development Fmance Agency DEG The company owns a 300-acre pmeapple farm 

located some 45 lalometers from Dar es Salaam on the Morogoro hIghway The farm began productlon m 1992 and 

IIDtlally shIpped fresh pmeapples by arr, first to Europe, then to the MIddle-East About a year ago the pmeapples 

developed an early npenmg condItIon, and exports had to be suspended The problem sUlI persISts, even though experts 

have been brought from overseas to help resolve the problem Both Kadn and the CDC representatlve m Dar es Salaam 

emphaslZe that a major constramt to hortIculture exports IS the local know-how for hortlcultural crop productIon 

244 OTHER HORTICULTURAL EXPORTS 

2441 Flower and Vegetable Seeds 

In adilltlon to fresh products, another unportant hortIcultural product IS the export of vegetable and flower seeds Seed 

beans have been grown on a large scale for many years m the MoshI-Arusha area under contract WIth European seed 

comparues The two major exporters are Pop Fnend Seeds and Rohan and Schokte, preVlously known as Royal Schluss 

Smaller exporters mclude the Mmyara Estate Baker Brothers of Idaho and Mr Sadtk Malok who grows seed beans on 

part of Jus SlSal estate Seed beans currently have an export value of about US$3-4 Illllhon annually 

Another seed exporter IS Cargill an mternatlonal company that exports farrly small quantltles of hybnd malZe seed to 

nelghbonng countrIes grown under contract WIth farmers m Tanzama 

The Dutch flower seed busmess IS dommated by SlX or seven major unporters, who see Tanzama as a likely source of 

products to meet 1herr expandmg bUSIneSS The newest seed company, and one that shows tremendous proIDISe as a model 

for new busmesses IS Multlflower Seeds, owned by a Dutch entrepreneur The company was establIShed m Arusha m 

1994 It began exportmg flower seed to Holland m IDld-1995, and durmg the first four months of 1996 exported three 

high-value contamerlZed loads of seed double Its 1995 volume Multlflower chose Arusha due to Its Ideal clunate for 
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producmg many different vanetles of flower seeds Its pnstme growmg conditIOns and Its low cost of producnon The 

company contracts With tlnr1y drl'ferent out growers for flower seed productIOn, whose plots range m SlZe from 200 square 

meters to three hectares One large farm has also been contracted to produce five hectares of seed In addltlon to 

exportlng seed Multtflower shIps genetically pure chrysanthemum cuttmgs to Its Dutch chents wluch wlll be used by them 

as "mother plants" provldmg a contmuous supply of plantmg matenal The entrepreneur beheves that plant cuttmgs 

produced m Tanzarua can compete With productIOn from exporters m Kenya, South Afnca and Brazil on both productIOn 

cost and product quahty 

Expenence over the past two years has made MultIflower reallZe that startIng a new bus mess m Tanzama IS not easy, 

pnmanly due to the cumbersome procedures and outright harassment by government offiCials on even routme aspects of 

ImmigratIOn applymg for a busmess hcense and even bemg proVided a telephone Now that the company IS fully 

estabhshed however It has found that dealmg With government offiCials IS much smoother Some aspects of the busmess 

are stlll troublesome partlcularly obtammg the necessary hcenses and certificates for the Import of raw matenals and the 

export of seed and cuttmgs The mam problem IS that petty bnbes have to be paid to obtam a phytosamtary cernficate, 

and government techruclans are not quahfied to make techrucal deCISIOns on Importmg and exportIng seed 

Multtflower could serve as a model for local entrepreneurs Over tIme, local producers who grow seeds under contract 

With the company could evolve mto full-fledged busmess enterprISes exportmg therr own products to overseas markets 

Flower and vegetable seeds are exported m dry cargo contamers through the port of Tanga The seaport IS used for 

exports of vegetable and flower seeds to Europe, as well as CitruS to Mombasa, Kenya and nelghbormg Islands Food 

legumes are also exported to the Islands and some products trickle mto the Middle East The port IS shallow, so barges 

are reqUIred to transport contamers from the wharf to slups at anchor, wluch makes refrigerated cargo vrrtually 

ImpOSSible 

2 4 4 2 Food Spices 

Food SpiCes are used as condIments, seasonmgs and flavormgs for food products The world market IS growmg pnmarIly 

because the major spice consumers are developed countries With hmlted productlon capabllity wluch makes them Import­

dependent Increased demand for "ethmc' foods has contnbuted to nsmg usage of spices Addlnonally, the trend toward 

less salt m foods has stImulated more condIment use to compensate for flavor loss 

The black and wlute pepper category IS by far the largest condIment traded on world markets Both black and wlute 

pepper are produced by the same plant but processmg IS dIfferent Whlle the Uruted States IS a major consumer of black 

pepper the greatest market for whIte pepper IS Europe smce consumers there prefer pepper seasonmg WithOUt the 

appearance of black color m therr food Other Important Items m world trade are capsIcum peppers mc1udmg paprika 

sesame seed caSSia, cmnamon and mustard seed On a urnt value baSIS, saffron varulla beans and cardamom are the 
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most expensIve SpIces Of the major spIces traded on world markets, Tanzama exports a relatIvely large amount of 

cloves, produced on the Island of ZanzIbar, and also a lImIted quantIty of cardamon, produced on Tanzama I S mamland 

The mamland of Tanzama can produce good qUalIty black and whIte pepper cmnamon cardamon gmger nutmeg, and 

ground red pepper All these products are grown m small quantIties m the producmg regIOns of Tanga and Morogoro 

but WIth the exception of cardamon, none have been exported overseas Cardamon exports have been lumted to small 

shIpments of sun-dried whIte cardamon Tanzaman producers do not have the necessary eqUipment to export green 

cardamon, whIch has a much hIgher market value ExpensIve vacuum dryers are reqUIred for thIs product 

A cntical aspect of SpIce exports IS the ability to properly dry the product after harvestmg Drymg technIque IS Important 

smce It IS necessary to reduce the moISture content to around 8 - 12 percent WIthOUt losmg eIther flavor or aroma Drymg 

IS done at a relatIvely low temperature WIth heavy aIr flow 

SpIce Importers prefer to handle a range of products so It IS Important that a credIble exporter have the capablbty to shIp 

a varIety of spIces Some Importers purchase whole, dned spIces so they can control the quality of grmdmg and 

packagmg of theIr [mal product 

Food spIces offer great potential as an export busmess for Tanzama, partIcularly to markets m the UK, Holland, 

Germany and the Umted States Smce food spIces are normally drIed durmg the processmg stage, WIth adequate storage 

they have a remarkably long shelf lIfe and are not as demandmg m terms of post harvest handlmg as fresh hortIcultural 

products Therefore, a cold cham IS not reqUIred and exports can be shIpped routmely m dry cargo contamers The 

marketmg and dIstrIbUtion systenIS for spIces are much SImpler than for perIShable food products Furthermore, gIven 

the relatIve ease WIth whIch many spIce crops can be grown, they are SUItable as a crop for small farmers and can be 

produced through an outreach program managed by spIce exporters 

A secondary busIneSS which could evolve from the production of food spIces IS the export of spIce oleoresm OleoresIns 

are obtained from dned SPIceS by extraction WIth a volatIle solvent which later can be removed by evaporation Demand 

for spIce oleoresm IS mcreasmg, as oleoresIns offer certam advantages over natural ground spIces, such as consIStency 

of qualIty, freedom from rmcroorgamsms, umform dIsperSIon m the end product and easy handlmg and storage They 

are an Important component ill food processmg, cosmetics, and pharmaceutIcal mdustrles Once a spice mdustry has been 

establIshed m Tanzama, an essential oils mdustry would lIkely follow 

2 4 4 3 Pyrethrum 

Pyrethrum IS one of the oldest know naturally-occumng InsectiCides and the most WIdely used botamcal nISecticlde 

Pyrethrum IS produced from the flower heads of the plant Chrysanthemum cmeranzjoizum The flower can only be 

commercIally used If clImatIC conditions allow the pyrethrm content of the flower heads to reach or exceed a rmnxmum 
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level of about 1 percent Pyrethrum IS usually grown m lugh altItude trOpICS where a combmatIon of lugh daytIme 

temperatures and low nocturnal temperatures are found 

The mam pyrethrum producers are Kenya, TaSmanIa and Tanzarna Together they account for 71,000 tons or 92 percent 

of total world productlon Kenya IS the major producer of pyrethrum flowers 

Pyretbrwn IS a smallholder crop WIth the average land holdIng m Tanzama of five to ten hectares Small cluldren normally 

do the harvestIng of the flowers After the flowers are harvested the petals are pulled from the center of the flower wluch 

IS dned and later taken to the processmg plant The farmer IS paId on the baSIS of pyrethrum content A farmer can 

produce 250-500 lalos per hectare, and the value IS from US $0 60/kg to US $1 OO/kg Kenya provIdes the farmer WIth 

good extensIOn servIce and tested plant vanetIes Due to thIs aSSIstance, farmers consIstently obtam a pyrethrm content 

of 1 4 percent from the dned flowers compared to an average pyrethrum content of 1 05 percent for flowers grown m 

Tanzama 

Dned Pyrethrum flowers are rarely exported, lllStead they are processed mto crude extract and finally mto refmed 

extract The refined extract IS used to manufacture msectIcides WorldWIde crude extract productIOn IS estImated at 8,916 

tons at a value of $589 mIllIon Tanzama has 5 percent of thIs market The prmcipal markets for crude extract are the 

Uruted States and Kenya In Kenya the Pyrethrum Board processes the major part of Its crude extract at Its own 

facilitIes There are only two refiners McLaughlm Gormley KIng m the Uruted States and the Pyrethrum Board of Kenya 

The refinmg technologIes are patented 

A major constramt to the mdustry 18 the few buyers and the fact that there are only two refiners The process IS patented, 

and It IS dIfficult to gam entrance mto the USA market WIth an lllSecticide and obtam the necessary USDA and FDA 

approvals 

Another problem IS the utIlIZatIOn level of plant and eqUIpment As pyrethrum cannot be effectIvely stored, an adequate 

supply of flowers IS essentIal to keep the factory operatmg The supply of raw matenal IS dependent On the producer pnce 

If the pnce goes too low the farmer wIll stop producmg Prlces m Tanzama have not been kept at a stable level 

WIth the pnvatIZatIon of state-owned pyrethrum factones, a number of opporturutIes are unfoldmg m thIs subsector 

These are dIscussed m a subsequent sectIOn of thIs report 

24 5 CONSTRAINTS TO HORTICULTURAL DEVELOPMENT 

There are a number of constramts hmdermg the growth and expanslOn of hortIcultural exports from Tanzarna The most 

Important of these are as follows 
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ll) 

ill) 

IV) 

v) 

VI) 

WIth the exceplIon of a few products, there IS very lnmted knowledge about export crop productIOn, processmg 

and marketmg m Tanzama An enruely new mdustry must be developed, startmg almost from ground zero 

There IS no 'cntIcal mass" of knowledge and expenence wluch could be used to launch a major hortICultural 

export mdustry InformatIon on productIOn such as cultural practIces, seed selectIon and plant vaneties IS very 

dIfficult to come by 

MarketIng mformatIon IS also lackmg Wlule eXistIng exporters know therr customers and therr market, there 

IS lItt1e mformatIon or aSSIstance available to help a potentIal new exporter begm exportmg for the fIrst time, 

nor IS mformatIon available to help an eXitIng exporter penetrate a new market 

Under tIght monetary polICIes and WIth bankmg cOllServatISm, there IS a lack of mvestment capItal to fInance 

crop pre-productIon, processmg plants and eqwpment Workmg capItal fmancmg IS noneXistent, wluch IS a 

requrrement for export crops The credIt constraInt IS partIcularly severe for AISMEs Wlule most mternatIonal 

compames have access to caPItal, often at mternatlOnal rates, from foreIgn partners or even from therr overseas 

customers, tlus facilIty IS not avaIlable to local busmesses trymg to become fIrst-tIme exporters 

In the short run, hmIted aIr cargo capaCIty IS a cOllStramt to mcreased slupments of fresh-cut flowers, fruIts and 

vegetables from the major producmg zones m KIlImaOJaro, Moslu and Arusha As slupments from the regIOn 

Increase, the tune will come when suffiCIent quantItIes of products become available to enable a full charter 

shIpment However, tlus would requrre a much greater degree of orgaruzatIon and cooperatIon among the major 

exporters than has prevIously been the case 

The condItIOn of many rural roads IS defICIent m the areas where crops are grown Tlus cOllStrams the 

movement of export products and causes brwsmg and trallSit damage wluch has a negatIve effect on the qualIty 

of fresh produce The supply of electrICIty IS also defICIent m many rural areas wluch can severely dISrupt 

processmg, dryIng, or coohng operatIOllS UnrelIable commumcatIon Withm Tanzanta makes It dIfficult to stay 

m contact WIth foreIgn buyers and supplIers 

Government servIces are generally defiCIent and the all-too-often tendency among lower-level Government 
offlclals lS to fleece' the busmessman partIcularly forelgners whenever posslble The attltude of many 
government officlals appears more explOItatIve than collaboratIve PartIcularly burdensome are the procedures 
bureaucracy and delays for IIDpOrts However some Government polIcles are extremely favorable such as the 
five-year mvestment tax exemptIon for new busmesses 

Packagmg matenalis not manufactured m Tanzama Carton boxes, plastIc wrap and other matenal must be 

unported at consIderably lugher cost than would be available mother producmg countrIes, such as Kenya 
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2 4 6 OPPORTUNITIES IN THE HORTICULTURAL SUBSECTOR 

HortIculture IS generally recogruzed as an effectIve vehlcle for econOllllC development due to ItS export focus, mtens1ve 

requIrement for labor and adaptability to smallholder productlOn If developed successfully export hortIculture can have 

a SubstantIal Impact on rural mcome and employment especIally among women 

Tanzama has three nnportant advantages m the productIon and export of hortIcultural products 

1) Current Government pohc1es favor export In recent years, exportmg has become progressIvely eaSler, so that 

now all that IS reqUITed IS a normal hcense from the Bank of Tanzarua and a customs phytosarutary clearance 

for each shlpment ForeIgn comparues W1Shmg to become estabhshed m Tanzarua for export purposes are 

offictally made welcome proVIded nnportant tax mcentIves, and allowed to repatrIate earnmg The bureaucratlc 

mterference problems mentIOned above regardmg nnports are less severe for exports 

11) Productlon costs are competItIve WIth devaluatIOn, the cost (m dollar terms) of Tanzaruan labor and other 

domestIc rnputs IS low The cost of productIon m Tanzarua IS generally competItlve WIth other countrIes m East 

and Southern Afnca The cost of transportmg products from Tanzama to foreIgn markets IS also competltive as 

compared to the other ongIns m the Southeast AfrIca regIOn BaSIC econormc and agronormc condItIons are m 

place whlch will enable export development to take place 

111) SoIl clImate and general growIng conilltlons m the hlghlands regIOns around Mount Meru, Mount KIlImanJaro, 

the Usambara mountam regIon and the Uluguru mountaIns are favorable for export hortIculture In the 

KthmanJaro regIon alone five dIstrICts covermg approXImately 12 000 square kIlometers are partIcularly SUIted 

for hortIcultural productIOn and have easy access to the KIA arrport 

The followmg are examples of agribusmess IS ME mvestment opportIrrutles m Tanzarua I s hortIcultural subsector 

2 4 6 1 Subcontractmg to EXIstmg Exporters 

Subcontractmg to supply products to eXlStmg exporters IS a prormsmg bus mess oppOrtIrruty for small/medIum mdigenous 

enterprIses For example, Sunnpe KIlImanJaro would lIke to concentrate ItS actlVlty m Tanzarua on value-added fresh 

vegetable processmg sImllar to Its Kenyan operatlOns To carry tills out, Sunnpe would have to move a step away from 

the farmer, concentratIng on the packrog and marketmg of prepackaged, rmcrowave-ready, mdIvidual-slZed pOrtIons of 

consumer vegetables for European consumers Tills change m SunrIpe I s busmess strategy would create an OppOrtIrruty 

for "rmddlemen," or subcontractors, to lInk Sunnpe WIth small producers It would be pOSSIble to establIsh a number 

of small to medIum packIng shed operators who would contract for vegetable productIon WIth small producers, and would 

select grade box and transport the finIshed product to Sunnpe I s export processmg plant ThIs would proVIde an 

excellent opportIrruty for AISME development at relatIvely low rIsk because Sunnpe would proVIde a guaranteed local 
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market and would assume the nsk of export marketmg WIth tune and trammg, some of the mdIgenous busInesses mIght 

eventually become exporters themselves ThIs arrangement would be beneficIal to Sunnpe as well, smce It could expand 

Its export busIness WIth lIttle addItIonal management, and WIth no Investment requIred In packillg sheds and fanmng 

operations 

In a SImIlar manner WIth the IncreaSIng unportance of flower and vegetable seed exports It would be possIble for 

mdIgenous "satellIte" bus messes to work between the seed exporter and hIs small fanners as a suppber of exportable 

seed 

EIther of these programs would prOVIde mvestment opportunIties for SAEDF's mIcro enterprIse fund A small 

entrepreneur trammg program would be reqUIred, to prepare the subcontractors to bndge the gap between the small 

fanner and the exporter It IS envlSloned that a local partner, such as the NatIOnal Income GeneratIOn Program would 

work closely WIth both the SAEDF and the exportmg company to develop the requrred trammg program 

2 4 6 2 SpIce ProductIon and Exports 

The production and export of drIed processed food spIces hold great promIse for small and medmm scale agrIbUSIness 

operators m Tanzarua A model project recently developed by the Tanzama Exporters AssocIation (T ANEXA)5 outlmed 

the concept of contractmg small scale producers m Tanga, Morogoro and Dar es Salaam regIOns to produce spIces for 

export by TANEXA, through the Dar es Salaam port The spIces to be cultivated, drIed and exported mclude black 

pepper, gmger, whIte cardamom, green cardamom, cloves, chili peppers (Brrd's eye and Buyango), nutmeg and 

cmnamon GIven the assumptIOns of the study, the analYSIS showed that spIce exports from the mamland of Tanzanta 

could be hIghly profitable, would proVlde a strong boost to small holder mcome and would have a hIghly favorable lIDpact 

on rural employment, espectally among women Wlule many of T ANEXA' s assumptions would reqUITe verIfication and 

a consIderable number of problems overcome, the study does Indicate that spIce production and export could prOVIde an 

excellent opportunIty for SAEDF mvestments It IS envlSloned that SAEDF could become a Jomt-venture partner WIth 

a prIvate entrepreneur hnked to smallholder producers In the spIce export bus mess TechnIcal aSSIstance to the new 

busmess through SAEDF's TA facilIty would help overcome production and marketmg constramts 

2 4 6 3 Floral Exports 

The cut-flower export busmess 18 hIghly capItal mtensIve, extremely demandmg In terms of producuon schedulmg and 

crop culuvatlOn, and relallvely "hIgh-tech" m Its requrrements for post harvest handlIng, transport 10gISucs and overseas 

sales coordillallon However, WIth skilled managers who have solId experIence In cut flower producllon, partIcularly 

roses, the busmess could be extremely attractIve SAEDF would have to choose Its Tanzantan partner WIth extreme care, 

SA FeaSibilIty Study for Enhancmg the Production and Export of Spices Under the Auspices of the National Income Generation Program 
(NIGP) April 1996 
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and would need to provide some degree of techmcal assistance covermg the speclahzed aspects of floral production and 

marketmg 

2 4 6 4 Pyrethrum 

The State-owned pyrethrum processmg plant and management structure IS bemg pnvattzed There IS an opportumty to 

work With an mvestor who has knowledge of the pyrethrum mdustry and mvest m the processmg faCUlties, If there was 

a long term contract With one of the two refiners to purchase, at an acceptable pnce the crude produced at the Tanzama 

faCUlties 

The Mafinga Pyrethrm Extract Plant was COmmtSSlOned m 1982 It IS deSigned to extract the msectlcldal active pyrethrm 

from the dned flower heads of the pyrethrum plant The process IS based on solvent extraction of the ground flowers 

(gnst) With normal hexane to Yield a dtlute solution of the pyrethrm (IDlscella) The solvent IS removed from the IDlscella 

under a vacuum to Yield the major product whtch IS a dark VISCOUS oleoresm known as pyrethrum concentrate or crude 

extract The pyrethrum concentrate contams approxtmately 30 percent pyrethrms The extracted flowers (Pyrethrum 

marc) normally contam less than 0 1 percent pyrethrms whtch IS the only by-product of the process The factory has the 

faCUlty to burn marc to produce steam The plant has an annual rated capacIty of 4 500 tons of flowers 

Another opportumty would be to tmprove the quabty of flowers by sellmg seed and seedlmgs of tmproved vanetles or 

by clorung the better Y1eldmg plants 

2 4 6 5 OpportumtIes for New Markets and New Export Crops 

Certam new markets and a number of additional export crops hold great proIDlse for Tanzama The MIddle East IS a large 

potentlal market for Tanzaman horticultural products Given the available freight capaCity, relatively low arrfte1ght cost 

and the proXlIDlty of Tanzama to the Gulf States this market IS an exc1tmg new poss1bu1ty for the country 

The market potentIal for new hortIcultural exports from Tanzama IS also very proIDlsmg Based on the results of a 

marketmg study completed m early 1993 for USAIDlKenya6
, a number of new product Ideas were recommended for 

Kenya The Opportumtles, which are hsted below, would be available m Tanzama 

Primary OpportUlllty Products and Markets 

1) Fresh mangos shtpped by sea freight mto the Middle East, 

6 OvervIew Report for the Kenyan Homculmral Market Survey Senes Prepared for USAID under the auspIces of the Kenya Export 
Development Support Project February 1993 
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u) Asparagus arr-slupped to the UK, and 

ll1) TropIcal frUlt JUlces slupped by sea contamer to Holland and Germany 

Secondary Opportumty Products and Markets 

1) TropIcal frmt JUIces slupped by sea contamer to SaudI ArabIa and France, 

u) Avocados exported by sea freIght to the UK, Germany and France, 

ll1) Strawbernes slupped by arr mto France and SaudI ArabIa, 

IV) Snow peas slupped by arrfrelght mto UK, and 

V) Frozen beans slupped by sea contamer to Holland, UK, and Germany 

In addition to the products mentioned m the USAIDlKenya study, four adilltlOnal products warrant senous conslderatton 

as potenttal export products 

Other Export Products 

1) Fresh pmeapple slupped to the MIddle East, 

u) Fresh passlOn frUlt for European markets (purple vanety), 

ll1) Fresh papaya for European markets (Hawauan varIety), and 

IV) Wmter melons (galla) slupped to European markets 

SAEDF s mvolvement m helpmg to develop new export products or new markets would be to prOVIde mvestment and 

workmg capItal for econoIfllcally VIable prOjects as well as aSSIStance to help proVIde the techrucal skills requITed for 

growmg new products and penettatmg new markets 
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2 5 Cashew Constramts and Opportunltles 

2 5 1 CASHEW PRODUCTION AND MARKETING 

Cashews were mtroduced mto Tanzama before World War IT, when therr productIon was promoted by the BrttIsh 

Government Cashews at one pomt m recent years were one of Tanzama's SIX major cash export crops, currently they 

are the thrrd largest contrIbutor of foreIgn exchange earnmgs behmd coffee and cotton Cashew trees are a source of 

mcome to nearly 280,000 famIlIes located m the poorer areas of Tanzama Raw cashew nuts and processed kernels are 

a small but sIgruficant component of global trade The global trade of raw cashew nuts IS estImated at US $140 millIon 

and the processed kernel trade amounts to approXImately US $500 nullIon The areas where cashews are grown are the 

Northeastern regIOn near Dar Es Salaam, the Southeast costal regIOns around Mtwara and LmdI, and m the Newala, 

Nachmgwea, Tunduru and Ruvuma regIOns mland from Mtwara and LmdI The "best" cashews are saId to come from 

the Tunduru area Cashews are predommantly grown by smallholders on a farm of from one to two hectares, and account 

for some 400000 hectares of mono- or mIXed-crop utIlIzatIOn Large-scale prtvate plantatIons occupy about 2,000 

hectares m the Lmdt and Mtwara regIOns Most of the cashew trees were planted m the 1950s and 1960s, WIth a marked 

declIne m plantmg smce the mId-1970's Table 2 3 shows the regIOnal productIon of cashews from 1986/87 to 1995/96 

Table 23 Cashew Nut Production by RegIOn, 1986/87 - 1995/96 

(tons) 

REGION 8.6L81 81L8.8 88L8.2 .8.9L9O 2OL2l 21L22 92L23 .23L94 .24L2i. 25.L96! 

MTWARA 6415 12423 11007 8548 14860 22125 17943 21834 27534 

LINDI 2667 2594 1613 846 3254 5613 7435 5944 9064 

RUVUMA 180 550 1354 319 1336 2854 5165 4981 6640 

COAST 5335 5811 2157 3541 5723 5068 2333 7468 14693 

DSM 252 987 2402 1872 2830 3827 4131 3576 3371 

TANGA 1661 1782 621 1837 1622 2271 2122 2148 1500 

OTHER -.42 -.l8l ---.l21 ---.26 --.22l ~ -194 -'i5.5 ---.l.6OO 

TOTAL 16552 24328 19275 17059 29846 41238 39323 46603 64402 82000 

* regIOnal InformatIon not available 

Sources - Marketmg Development Bureau, CBT and CIP 

DurIng the penod 1962-1974 raw cashew nut productIon mcreased from 40,000 metrIC tons to 145,000 metrIC tons It 

was durmg thIs perIod that the State-owned Cashew AuthOrIty expanded Tanzama's processmg capaCIty WIth the 

lDStaliahon of 12 processmg factOrIes The lllltlal processmg capaCIty of 20 000 metrIc tons was mcreased to 112,000 

metrIC tons by the end of 1982 ThIs mvestment was financed m the followmg manner 
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Loans to the Cashew Sector for Purchase of Processmg EqUIpment 

SOIJRCE 

World Bank Loan I 

World Bank Loan IT 

Mecruana Estabhsbment Vaduz 

01tremare SPA 

MIS Harbans Consult (UK) 

Banco Dl ScIlla (Italy) Loan - 1st Tranche 

Banco Dl SicIlia (Italy) Loan - 2nd Tranche 

Source - Parastatal Sector Reform COlDlDlSslon 

A MOIJNT 

Tsh 80 Illllhon 

US $13 2 n111110n 

US$ I 2 millton 

US$ 0 6 mIlllon 

US $ 0 25 mIlllon 

Lrra 101 6 million 

Lrra 924 2 millIOn 

After 1974 (when raw nut producnon reached 145,000 metnc tons) there was a subsequent declme and producnon dropped 

to only 16,000 tons m 1986 From that low pomt, production mcreased to 80000 tons m the 1995196 season Durmg 

the penod of low raw nut productIOn the processmg plant capacity unltzatlOn was so low that the factones closed due to 

a shortage of raw nut matenal, most processmg plants have not operated smce closmg 

The decbne m raw nut producnon was the result of Government control over all aspects of cashew marketmg Centrahzed 

control resulted m low farm gate pnces, delayed payments to farmers by the Cooperative Uroons, general mefficlency 

of Government processmg and marketmg, and perhaps most lffiportant, the neglect of orchards With a subsequent 

reductlOn m output per tree Poor orchard mamtenance was m large part a result of the "villaglZatlon" process whereby 

farmers were removed from therr small plots mto dlstant villages and separated from therr tree crops 

In 1985 pnces were llberahzed and production slowly began to recover Despite lffiproved pnces, production response 

was slow due to lDlsmanagement and lack of transparency m collechOn and payment transactions carned out by the 

cooperative umons and the Tanzarua Cashew Marketmg Board (TCMB) Pnor to the 1991192 season, exports of raw 

nuts, processed cashews and by-products were the exclUSive domam of TCMB, With the cooperative umons actmg as the 

fanners excluslVe representanve Startlng m 1991192, farmers were allowed to sell to pnvate traders as well as to the 

cooperanves Traders were allowed to export drrectly outside the control of the Marketmg Board 

The gradual mcrease m pnvate sector partlclpanon m the purchase and export of raw cashew nuts has resulted m greatly 

mcreased production, lffiproved farm gate pnces and mcreased farm mcome for the Tanzaruan smallholder Greater 

mcome for small holders has made It poSSible to apply sulfur as a means of controllmg lDlldew, and to generally lffiprove 

the care of orchards Improved husbandry has had a substannal posItive effect on production However, Tanzaruan 
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cashew factones stIll under Government management are not able to compete m mternatlOnal markets, and exports of 

processed cashew nuts remam small due to the mherent mefficlency of processmg plant deSIgn 

The foreIgn exchange value of cashew exports declmed to US $1 millIon m 1986/87 season, the year of lowest productIon, 

a slIght mcrease was regIStered m the 1989/90 season WIth earnmgs of US $12 9 mtllIon Smce 1989/90, productIOn has 

steadtly mcreased along WIth foreIgn exchange earnmgs Table 2 4 shows the quantIty prIce and total value of Tanzama' s 

annual cashew productIOn smce 1991192 Table 2 4 also shows the total value of the crop to the farmer, 1 e , the total 

amount of money gOIng mto the farmmg commumty Most of the mcreases can be attrIbuted to market lIberalIzatIon and 

the mcreasIng use of fungICIde to control the debIlItatmg powdery mtldew dIsease In addItIon, the establIshment of farm 

gate pnces at between 60 and 70 percent of the export value of the crop, was a preCondItIon of the Cashew Improvement 

Program whIch encouraged the farmer to harvest the crop Other research achIevements have started to contrIbute to 

thIs mcrease but wIll become more Important m the future to ensure a sustaInable and qualIty productIon system 

Table 2 4 Cashew Nut Foreign Exchange Earmngs 1991 to 1996 

Season Annual Farm Gate FOB PrIce Exchange Value to Value Export Value 

ProductIOn Pnce (Tsh/ton) Rate (Tsh/$) Farmer to Farmer (US$ mtlI) 

(Tsh/kg) (Tsh mtll ) (US$ mtll ) 

1991/92 41328 137 202153 2339 5650 2415 3564 

1992/93 39323 145 340000 3350 5702 1702 3991 

1993/94 46603 280 372000 4799 13049 2719 3613 

1994/95 64402 320 492000 5235 20609 3937 6053 

1995/96 82000 300 540000 5582 24600 44 07 7933 

Source - Cashew and Coconut Tree Crops Project 

Cashew ProductIon 

The Cashew Research Urnt/Cashew Research Project has played an Important role m mcreasmg the productIon of 

cashews The project IS based at Nahendele AgrIcultural Research InstItute (ARI) where researchers have worked on 

the development of effectIve practIcal and sustaInable solutIOns to farmers' productIon problems The Southern Zone 

Farmmg System Research Urnt (FSU) has the aIm of fostermg a farmmg systems partICIpatory approach to agncultural 

research m southern Tanzama and hence collaborates WIth all research sectIons at NalIendele ARI In recogmtIon of the 

need for a holIstIc approach the FSU receives support from the Cashew Research Project for not only cashews related 

work but also for annual crops and lIvestock research 
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Some of the baSIC findmgs of this research are as follows 

1 

2 

3 

4 

5 

6 

Sulphur dustmg WIth powder IS an meffic1ent method for controllmg the major threat to cashew producnon -

powdery IDlldew - smce only 10 to 20 percent of the dust apphed 18 deposIted on the tree Followmg apphcatlOn, 

sulphur depoSIts declme by up to 80 percent W1thm a penod of three weeks MotorIZed blowers gave an uneven 

coverage WIth httle sulphur reachmg the upper canopy However, manual methods of apphcatlOn were even 50 

percent less effiCIent 

As good cashew growmg solls are generally aCIdIc and of low fertlhty, the use of sulphur to control powdery 

nuldew mcreases soll aCIdIty and further decreases ItS femhty Therefore, sulphur use IS not sustamable In 

addltlon there are envrronmental problelllS assocIated WIth long term sulphur use compared to the use of 

lIDproved cultural pracnces andlor alternatIve fungtcldes for disease control 

Controlling powdery IDlldew by spraymg water-based fungtcldes WIth motorIZed blowers has been shown to be 

more effiCient Wlth an estnnated 60 percent of the spray bemg depOSIted on the tree However, coverage IS stlll 

uneven and only a small amount reaches the upper canopy 

There 18 tremendous ''tree-to-tree'' varIanon m YIelds m Tanzama, but YIelds tend to be consIstent from year to 

year Even after thlnnmg tree dens1tles to reach opttmal producnon and usmg sulphur dustmg, most farmers I 

fields contam an apprecIable number of low Yleldmg trees which are not econOmlC to dust Low Yleldmg trees 

should be removed by selecuve thlnnmg SelecUve dustmg of the highest Yleldmg trees should be encouraged 

where farmers do not have the abllity to dust all therr trees or where selecuve thlnnmg has not yet been done 

AnalySl8 of canopy dtanreter measurements have shown that the present spacmg recommendaUon (12 x 12 mts ) 

IS appropnate for most areas 

It has been demonstrated that selecuve thlnnmg reduces mter-tree compeUtlon and mcreases producbon from 

the remammg trees Farmers should not waste scarce and expensive resources (labor capital and sulphur) on 

low-Yleldmg trees Smce less sulphur will be used, undesrrable envrronmental SIde effects assocIated With 

sulphur use will be reduced Thmrung should also remove the trees that create a favorable mlcro chmauc 
conruuons for tlus rusease Where trees are overcrowded selecUve thlnnmg of the lowest YleldJ.ng trees can 
sUmulate producUon by the remammg trees so that there IS no net loss ill producuon 

Imual research on cashew tree preparauon suggests that If farmers can be taught to produce therr own grafted 

plants, new matenal will be acceSSible to a larger number of farmers Presently, many farmers cannot afford 

planUng matenal or are too far from village nursenes to obtam them Greater use of grafted plants should lead 

to mcreased cashew produeuon smce they are hkely to be hlgher Yleldmg than seed matenal Teacbmg farmers 

to do top-workmg will allow them to obtam very early returns from therr upgradmg aCUVIUes Usmg grafimg, 

farmers wdl be able to make selecuons (for disease reSIstance or other desrrable characteruucs) from local 
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cashew matenal and multIply thIs up The best tIme for stumpmg IS between mId-September and December 

SInCe trees stumped at thIs tIme sprout readIly and graftmg IS done durmg the ramy season when cloudy weather 

and hIgh hUmIdIty are conducIve to a hIgh graftmg success rate Trees havmg smooth, soft clean bark produce 

the most VIgOroUS regrowth and should be selected for top-workmg Stump regeneratIon IS enhanced by 

protectmg the cut surface from deSIccatIon Large cut surfaces heal slowly and so large trees may not be 

SUItable for top workmg Stumpmg and headmg-back may be useful upgradmg techmques where trees are of 

good Yleldmg potentllli but need rellef from overcrowdmg or l1llve poor canopy structure Growth of cashew 

seedlmgs IS more VIgOroUS and flowermg occurs earher when they are planted m areas where thmned-out cashew 

trees have been burnt 

2 5 2 CONSTRAINTS TO SUBSECTOR REHABILITATION 

Government 

Table 2 5 shows a raw cashew cost breakdown worksheet of a cashew nut trader from the Mtwara area The chart shows 

the effect of the vanous expenses on the pnce the farmer receIves and the low profit the trader eafllS when exportmg 

There IS some fleXlblhty m the vanous lme Items but the table does mdtcate the areas the trader will concentrate on for 

rus purcl1llses m order to have a profitable tradmg busmess The table shows that rugher taxes are hurtmg exports and 

the mdustry contmues to suffer because of Government polICIes EffectIve December I, 1995 all Tanzaman cashew nut 

exporters are requtred to pay an export stamp duty of Tsh 5 000 per ton and an export levy of 3 percent of the total value 

The trader estImated a cost of Tsh 17 500 for tlns levy The export levy IS dIVIded mto three parts one percent to CMBT 

for marketmg actIVItIes, 1 percent to the processmg fund to help Improve the eXlstmg factones and 1 percent for the Crop 

Improvement and Development Fund Growers are also bemg taxed at the VIllage and dIstrICt levels Cashew nut farmers 

are requrred to pay an addItIOnal levy of Tsh 39-80 per kIlogram to be used for local development projects The trader 

will most hkely mclude thIs levy m hIS purchase pnce to the farmer but Table 2 5 shows the levy as a separate lme Item 

The cashew nut procurement and processmg pollcy estabhshed under the Mtnlster of AgrIculture and CooperatIves (Hon 

P KImItI) IS now under consIderatIon for change Cashew nut processors mterested m leasmg the closed processmg 

facilitIes of the Government have prepared a fonnal request (5/28/96) whtch asks that the processors be gIven first and 

exclUSIve preference on the purchase of raw nuts as a condItIon to leasmg the Government processmg faCUltIes The 

document also states "In the event that a processor faus to process because of capacIty, techmcal or any other related 

constramts that processor wul be lIcensed to export raw nuts" Tlns means that the processors would have almost 

exclUSIve access to the cashew crop The Government has unoffiCIally accepted thIs request as stated m the pubhc 

newspapers By reducmg market competItIon m the purchase of raw cashew nuts the farmers I mcome will be reduced 

and contmued progress m cashew marketIng will be stopped 
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Table 2 5 Cost Breakdown of Raw Cashew Nut Purchases for Export 

(1995-1996 season) 

Newala Masasl Mtwara Nacbmgwea 

Purchase pnce raw cashews (Tsh) 320,000 380000 350,000 385,000 

US $ EqUlvalent (US $1 =Tsh 565) $566 $673 $619 $681 

~andlmg expenses 

~ tllage levy 39,000 49,000 45,000 75,000 

IT'ransport 15,000 20,000 10,000 20,000 

Bags 7,000 7,000 7,000 7,000 

Procurement cost 15,000 15000 15,000 15,000 

Handlmg 2,000 2000 2000 2,000 

Port transport 2,500 2,500 2,500 2,500 

Forwardmg expenses 200O 2000 2,000 2000 

Wharfage 8,000 8,000 8,000 8,000 

Export levy 17,500 17,500 17,500 17,500 

Fmanclal charges 25,000 25,000 25,000 25,000 

~ubtotal handlmg and transport 133,000 148,000 134,000 174,000 

~ubtotal cost - US $/ton $235 $262 $237 $308 

prand total cost - Tshlton 453,000 528,000 484,000 559,000 

prand total cost - US $/ton $802 $934 $857 $989 

~ellmg pnce - Tshlton 522,625 522,625 522625 522,625 

~ellmg pnce - US $Iton $925 $925 $925 $925 

Profit - TshlTon 69,625 -5,375 38,625 -36,375 

Profit - US $ EQUlvalent/Ton $123 1$9) $68 _($64) 

Source Mtwara cashew nut trader - Mehboob J MaWJI 

Note Amounts m US dollars are converted from Tanzama shtllmgs at Tsh 565 = US $1 00 

All figures per metrIC ton 

Tunduru 

380,OOC 

$673 

35,OOC 

36,00( 

700C 

2000c 

2,OOC 

2,5OC 

200c 

8,OOC 

17,5OC 

25,OOC 

155,OOC 

$27~ 

535,00( 

$94~ 

522,62: 

$92~ 

-12,37~ 

($22 

The Government-owned processmg faclines consISt of 12 factones WIth ItalIan and Japanese eqUlpment as shown m Table 

26 
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Table 2 6 Summary of Government Owned Processmg Plants 

Name of Factory Capacity Type Water Source Time Season Closed 

(Tons) Eqmpment Operated 

Tamta I 12,000 ItalIan Shortage 5 yrs 1983-84 

Tamtall 12,000 ItalIan Shortage 4 yrs 1982-83 

Mtwara 8000 Japanese Town-ok 6 yrs 1982--83 

Lmdl 10,000 ItalIan Town-ok 4 yrs 1983-84 

Mtama 5,000 ItalIan Well-ok 3 yrs 1982-83 

Ltkombe 10 000 Japanese Well-ok 12 yrs 1993-94 

Newala II 10 000 Japanese Shortage 2 yrs 1982-83 

Klbaha 10,000 Japanese Town-ok 5 yrs 1984-85 

Masasl 10 000 Itahan Well-ok 2 yrs 1981-82 

Nachrogwea 5,000 ItalIan Well-ok 1 yr 1981-82 

Newala I 10,000 ItalIan Shortage o yrs Never opened 

Tunduru 10,000 ItalIan Town-ok o yrs Never opened 

Source - Parastatal Sector Reform COmmlSSlOn 

There are many problems WIth the factones hsted m Table 2 6 The technology chosen IS not appropriate for the 

condlnons of the locanon All twelve umts requrre large amounts of water (30/50 000 gallons per day) and requrre up 

to 400 kllowatts of electrIC power m areas where water and power are dlfficult IT not impossIble, to obtam 

Current processmg effiCIency levels are not acceptable If TanzanIa IS to be competlnve m world markets The nut 

recovery rate IS an nnportant factor m determmmg the processmg effiCIency of a factory An acceptable recovery rate 

IS 23-25 percent (77 percent shell and 23 percent nut) In TanzanIa the rano of whole-nut kernels to total kernels 

produced IS m the range of 57-65 percent, whereas 70-85 percent of whole kernels can be produced on "IndIa type" 

eqUIpment The followmg chart shows the average nut recovery rate and the percentage of whole-grade kernels 

recovered m four factones over a two-year penod durmg the time when they were operatmg 
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Name of Factory 

Tamta I 

Klbaha 

Llkombe 

Lmch 

Percentage Factory Recovery Rates 

1990 -1991 

Percent Recovery 

of Nuts 

17 1 

176 

205 

N/A 

Percent Whole 

Kernels 

477 

486 

459 

N/A 

Source - Cashew Nut Board of Tanzama 

1991 -1992 

Percent Recovery Percent Whole 

of Nuts Kernels 

173 454 

N/A N/A 

202 431 

203 349 

The above figures clearly mchcate the dIfficultIes m factory operatIons WIthout a hlgh recovery rate and a large 

percentage of the whole kernels whlch command hlgh pnces, It IS dIfficult to operate profitably 

Two smaller systems are preferred, both havmg good recovery rates The U K based Natural Resources InstItute (NRI) 

(see AppendIx A SectIon 1 0 for detaIls) has a urnt operatIng m Mongu, ZambIa that uses dry roastmg Tills small plant 

acIneves more than 85 percent kernels out turn w1th a htgh percentage of whole nuts The second urnt 1S made m Brazil 

(pearce Ind e Com De Maqumas Ltda), and uses steam for roastIng Steam cookmg 1S cons1dered to be the new low­

cost techruque (US $250,000 per 2,500 ton capac1ty urnt) whtch offers wInte kernels W1th an attractIve appearance In 
both cases, the waste shells are used as fuel 

Fmally, there 1S a plant m operatIon by the company Joao Ferrerra dos Santos (JFS), located m Nampula Provmce, 

MozambIque, that uses s1ID1lar eqUlpment manufactured m India Tills plant recovers 97 percent whole nuts from Its 

seIDl-mechamzed shell removal machmes, and the entire factory has an average productIon of more than 70 percent whole 

nuts EqUlpment for the plant, W1th an annual capac1ty of 3,000 tons, costs only US $200,000 

The TanzanIan Government seems locked mto a posillon of restartmg Its 20-year-old processmg plants that have 

demonstrated when they were operatlng unacceptable recovery rates 

Processmg plants m India are reported to operate at a cost of $40 per ton lower than m Tanzama Takmg mto 

cons1deratIon the low recovery rate and rugher cost of operatIng the cashew processmg factones when compared to India 

(the major competItor) 1t IS adVisable to look at rughly effiCIent alternate technology that has the capability to prOVIde a 

Ingher recovery rate 
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253 OPPORTUNITIES FOR SUBSECTOR REHABILITATION 

The major opporturuty m tIns subsector whIch depends on favorable Government agrIcultural pohcles, would be to open 

a small cashew processmg plant usmg technology that lS approprIate for Tanzarua The best example of appropriate 

technology is the JFS plant, located m Nacala Mozamblque Tlns plant is energy efficlent, has a good recovery rate and 

lS not comphcated to operate One lffiportant advantage of a labor mtenslve process lS that the batch SlZes fed mto the 

autoclaves are much smaller than m the capItal mtensive system Any problems that anse can be detected by the 

supervIsor and actlon taken to correct the situatlon A major hurdle of the labor mtensive system m that factory labor 

has to be tramed to cut away the nut WIthout damagmg the kernel The skill needed to apply the nght amount of pressure 

has to be mastered by the workers Also, consIderably more floor space and supervislon are requrred due to the much 

larger number of employees However the cost of mamtammg factory eqUIpment, the energy used and the amount of 

water requrred IS less than mechanIcal capltal mtensive systems In summary the labor mtenslve system can be easuy 

adapted to local conditlons and requrres mmtmum mfrastructure facultles m terms of electrIC energy, water and fuel The 

cost of mamtenance is mmnnal and mamtenance can be carned out WIthout sophIsticated trammg Whlle there is a cost 

asSOCIated WIth employmg more labor, at least the wages are retamed Wlthm the local economy PrOVIded that the value­

added actlVlty IS profitable to the processor (profit lS saId to be greater Wlth the labor mtenslve system) then the macro 

econOilllC objectives of employment creatIOn and mcome generatIOn are fulfilled 

2 6 Slsal ProductlOn and Processmg Constramts and Opportunztles 

Between 1960 and 1970 Tanzanta was the world's largest producer and exporter of SlSal fiber, Wlth an annual production 

of more than 200 000 tons whIch amounted to nearly one quarter of world production Smce 1970 the production of 

slsal flber has experIenced a long slow dec1me In 1986 output bottomed at 30 000 tons and has smce stabulZed at 

between 30,000 - 40 000 tons, amountlng to around 7 percent of the world's productlon 

The prlffiarY reason for the dec1me m production was the natlOnallZation of fifty-two slsal estates (60 percent of the area 

planted) between 1967 and 1973 and the creation of the parastatal Tanzarua SlSal Authonty Wlth a monopoly on export 

marketmg Government mterference m SiSal productlon and marketmg was exacerbated by an overvalued shillmg, whIch 

made Tanzaruan slsal over pnced m world markets Slffiultaneous WIth the declme m the mdustry's competItlveness m 

mternatlOnal markets, world demand slackened prIDlaruy due to the substltution of cbeaper and stronger nylon cord for 

SIsal bauer twme Addltionally slsal bags are not competltive Wlth Jute bags m pnce nor m versatihty, smce they are 

not SUItable for some gram crops Therefore, even local and reglOnal markets are not assured 

In 1991, world pnces for SiSal fiber collapsed, falling by one-thIrd over the course of the year, from $540 per ton to $360 

per ton Tlns declme was caused by plummetlng demand m Eastern Europe and the European econOilllC receSSIOn As 

a result, local producers slnfted from exportmg fiber to spmnmg the fiber mto hIgher value SlSal yarn One bnght spot 
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IS the use of SISal fiber for productJ.on of hIgh qualIty pulp, srutable for makmg paper A pulp factory estabhshed m MoshI 

exports around 1,000 tons of pulp a year, to markets m Canada 

SISal productJ.on IS concentrated m the Tanga regIOn WIth a few large estates operated m Morogoro and Arusha Durmg 

the nnd-l960s penod of peak productIon, more than 275,000 hectares were under SISal In 1991 the area m productIon 

had fallen to around 75000 hectares, of whIch apprmumately 65 percent was owned by the pnvate sector The largest 

pnvately-owned mill, Bamb1ll1 produces 60 percent of pnvate sector fiber output, amountIng to 36 percent of total 

productIon 

The total annual spmnmg capacIty m all the mills m Tanzama IS approxnnately 70,000 tons Average capacIty utlhzatIon 

IS only 30 percent, but It varIes tremendously among factones The pnvately-owned Bamb1ll1 mill has a total annual 

capacIty of 1,000 tons and operates at 100 percent capacIty On the other hand, the parastatal Tancord mtll has an annual 

capacIty of 45,000 tons and operates only at 9 percent of capacIty In general, pnvate spmnmg mills are runnmg close 

to full capacIty whtle pubhc sector factones are grossly under utuIZed 

2 6 1 CONSTRAINTS TO DEVELOPMENT 

The SISal mdustry m Tanzama has made much greater progress m freemg Itself from Government mterventIon than has 

the cashew mdustry However, many of the problelllS confrontIng the two mdustrles are stmtlar Government 

mterventJ.on IS stJ.ll present m SIsal productIon and processmg, although markets are relatIvely free The problem IS that 

Government-owned busmesses are m drrect competItIon With the pnvate sector, and thereby receIve preferentIal treatment 

and scarce finanCIal resources from State-mfluenced bankmg and marketmg servIces 

The major current constramt to mdustry development IS the Tanzama Government It owns the controllmg mterest m all 

SISal operatIons and makes all sIgmficant declSlons ThIS Issue must be addressed before pnvatIzatIon can effectIvely take 

place 

2 6.2 OPPORTUNITIES 

The Tanzama SiSal AuthOrity IS dtvestIng of Its holdmgs through the sale of up to 70 percent of Its busmess The 

suggested pnce ranges from US $8-16 mtlhon The busmess COnsISts of 14 SISal estates covermg more than 68,000 

hectares Each SISal estate has a vanety of plant and eqmpment mcludmg decortlcators, tractors and related mfrastructure 

The Authonty also has a spmnmg mill With an annual capacIty of 45,000 tons of bauer twme, a speclllhzed carpet weavrng 

mill capable ofproducmg carpets, buffing cloth and geotexttles, a hvestock dIVISIon WIth 3,400 dairy breedmg cattle whIch 

form a captive market for SISal cattle feed concentrate The Authonty also owns 50 percent of the Mkonge Hotel m the 

CIty of Tanga An mvestment opportunIty eXiSts m the pnvatIzed company 
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Other OpportumtIes relate to sIsal productIon management and the new by-products that can be started along WIth new 

plant varietIes and tmproved harvestmg technIques Several by-products have good market potentIal, mcludmg 

1) The use of the green waste from the leaves of the harvested SISal for antmal feed ThIs IS bemg done m Kenya 

The product can be fed to the antmals fresh dned or as a concentrate 

11) SISal fields are harvested every 10 years There IS a use for the pulp fibre from the bulb (center) of the sIsal plant 

when the field IS prepared for a new crop These fibers are shorter and therefore Ideal for paper makmg They 

are usually planted 4 000 plants per hectare, and each bulb will produce 5 kilos of pulp 

111) The SISal plant IS sImIlar to the magay plant m MeXICO whIch IS used to produce alcohol A SIsal-based alcohol 

drink could be developed m Tanzarua 

IV) SISal leaves have medIcmal propertIes RemedIes extracted from the leaves of the SISal plant could be developed 

to alleVIate health problems 

v) The reSIdue left after takIng the fiber from the leaves can be made mto bIO-gas, a product whIch can be used as 

a fuel for the generahon of steam for electrIC power or to burn as a gas 

VI) The dIgested matenal from bIO-gas can be used as fert1hzer or to feed fish A 4,000 square meter pond 3 meters 

deep will produce 15 tons of fish per season and can be used for rrngatIOn after the fish are harvested 

V11) SISal carpet IS becommg popular because It IS made from a natural fiber Also, there IS less statIc electrICIty m 

carpet made from SISal compared to synthetIc fiber 

Vlll) There has been expertmental work done on usmg better plant vaneties (hybrids) as well as clones ThIs 

InformatIon should be mcorporated mto new mvestments m SISal productIon 

lX) EqUlpment has been developed that can remove the fiber from the plant leaf m the field, when the leaves are 
harvested ThIS will nnprove soil fertility due to remcorporaong the reSIdual orgaruc materIal ThIs too, should 

be consIdered m new mvestments m SISal productIon 
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2 7 Other SAEDF Investment Opportunztzes m Tanzanza 

Durmg the field mtervlews m Tanzama, the team revIewed a number of speclfic mvestment projects wluch are 

recommended for follow-up actlon by SAEDF A summary descnptlon of the potentlal projects and the name, address 

and telephone number of the mvestment partners, or benefiCIary of SAEDF's IDlcroenterpnse development funds are 

shown m AppendlX A, Sectlon 2 0 The followmg projects are descnbed m that matrlX 

A Mwanza small-scale darry, WIth a productlon capacIty of 8,000 bters per day, 

A small (200-ton capacIty) cargo vessel to move freIght across Lake Tanzama, 

The expansIon of an oilseed pressmg plant m Arusha, 

IntensIve gemstone Imnffig operations, and 

Subcontracting to a large exporter for the productlon of supenor qualIty green beans 

2 8 SAEDF Lznkage Opportumtzes wzth Internatwnal Donors 

Many orgaruzatlons and lllStltutlOns support pnvate sector development m Tanzanta The recogmzed leader 18 USAID, 

whose efforts are spearheaded by Its PrIvate Sector AdVIsor Wlnle US AID has no actlVlty m the agrIcultural sector per 

Sf!7, It has a contlnumg pnvate sector development program USAID's efforts m Tanzanta are earned out under the 

umbrella of the Fmanee and Enterpnse Development (FED) Program, wlneh was lflltlated m 1992 The purpose of the 

FED Program IS to foster meome earrung opportumtles for the unemployed and underemployed, by stlmulatlng pnvate 

enterpnse growth The five components of FED whlch, dIrectly or mdlrectly, support pnvate busmess are a) lllStltutlOnal 

support to the Bank: of Tanzarua b) the creatlon of the SocIal ActlOn Trust c) the creation and ongomg operation of The 

Busmess Center (TBC) a busmess seIVlces and trammg center, d) the creatlon of the RIsk Management and Profit SharIng 

(RMPS) fund, and e) support to the Tanzama Venture CapItal Fund (TVCF) The last three of these mterventlons are 
dIrectly relevant to SAEDF In addltlon TVCF IS expandIng mto rmcroenterpnse financmg through the LAZER project 
m Mwanza whlch IS related to SAEDF's mterest m rmcroenterpnse development Another relevant actlvlty m Tanzama 
IS tl1e consortrum of mtematlonal donors headed by UND P whlch prOVIdes busmess and financIal aSSIStance through the 
Natlonal Income Growth Program (NIGP) 

'The only USAID program WIth an agncultural focus IS the Agncultural Transport ASSIStance Program (ATAP) a rural roads 
construction and rehabilitation program which started m 1991 
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2 9 The Fmanczal Sector m Tanzama 

2 9 1 THE MACROECONOMIC ENVIRONMENT 

In conformance WIth a World Bank / IMF structural adjUstment program now underway Tanzama has attempted to reduce 

money supply One sIgmficant result of thIs restnctIve polIcy has been hlgh mterest rates throughout the bankmg system 

40 percent pnme corporate rates were m effect unUi recently, and have only recently subsIded by several percentage 

pomts The restrIctIve monetary polIcIes seem to be workmg, however, money supply (M3) decreased 5 4 percent from 

a year ago accordmg to officIal figures released m the May 1 1996 Bank of Tanzarua report M3 IS now put at 682 

bIllIon Tsh Tills was brought about by a TSh 38 billIon declme m net domestIc assets of the bankmg system At the 

same tIme there has been an mcrease m both foreIgn exchange held m the system and an mcrease m savmgs deposIts 

RestrICtIve monetary polIcIes have also led to a declme m the value of the Tanzarua shillmg The value of the TSh at 

January 1994 was 494 5 per US dollar, the July 1996 exchange rate was 636 TSh a declme of 29 percent 

Interest rates paId on depOSIts fell durmg April 1996, from an average of 17 4 percent m March to 15 7 percent Short 

term mterest rates on loans mcreased shghtly from 35 7 percent to 36 4 percent The Central Bank report notes that 

lendmg rates have not responded sufficIently to changes m the Treasury Bill rates (the YIeld of one year bills declmmg 

from 20 percent to 152 percent) whlle twelve month depOSIt rates have fallen mime WIth those rates 

Accordmg to the same Central Bank report, the trade defiCIt mcreased 13 8 percent from the first quarter a year ago, to 

US$ 213 mIllIon Tills was due to hlgher Imports of fimshed goods and a concurrent declme m raw materIals export 

earmngs, due m part to lower world pnces for coffee and gold 

GDP growth IS forecast at 5 percent for FY 96, mime WIth IMF gUldelmes Inflation IS forecast at 22 percent for FY 

96, down from 27 percent m FY 95 

It should be noted that the IMF announced m June that a new three-year US $ 200 mIlhon Enhanced Structural Adjustment 

FacIhty (ESAF) was approved and wtll be dIsbursed begmrung m the thrrd quarter 1996 The Tanzama Revenue 

Authonty an autonomous body charged WIth the admmtstration and collection of all taxes from the current revenue 

departments, IS expected to begm operatIOns m July 

292 COMMERCIAL PARTICIPANTS 

There are four mam types of commercIal parucipants m the TanzanIan fmancial sector 
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2 9 2 1 Supportmg Fmanclal InstitutIons 

Three mstltutlons support the fmanclal sector m Tanzama 

The Central Bank The bill grantIng the Bank of Tanzama (BoT) mcreased authonty m regulatIng monetary affarrs was 

approved by the Parhament m February 1995 Whtle no mtervlews were conducted at the BoT, the consensus among 

the members of the formal finanCIal sector mterviewed IS that the Bank IS sufficiently prepared to accept these mcreased 

responsIbIhtles 

Capital Markets LegtSlanon estabhshmg the CapItal Markets and SecuntIes Authonty (CMSA) was approved m March 

1995 It IS thought that the CMSA will become operatIonal durmg the thrrd quarter of 1996 ThIs development IS 

Important as It will provIde a transparent mechamsm for the sale and purchase of pnvate sector compames and the 

pnvatlZatIOn of state-owned firms m comphance WIth current structural reform programs 

State-owned banks The bankmg sector was dommated untu recently by two state-owned banks, the NatIonal Bank of 

Commerce (NBC) and the CooperatIve Rural Development Bank NBC accounts for over two-thrrds of the bankmg assets 

m the country (more than 60 percent of these loan assets are nonperformmg) These mstitutiOns have suffered from over 

staffing, poor mternal controls lax credIt collection efforts, and mconslstent or arbItrary credIt pohcles and procedures 

Accumulated losses for NBC exceeded US $260 millIon as at June 1995 accordmg to the Central Bank As part of a 

donor-financed restructunng package these two banks have been restrIcted from grantlng any additional new credits, 

collection efforts have been strengthened, branches have been closed and staff has been substantlally reduced (a conrutlon 

of the IMF US $200 millIOn Standby FaCUlty was that NBC had to reduce Its staff of more than 7000 employees by 

3,000) 

The restructurmg efforts underway preclude SAEDF from considenng utUlZmg these two banks m any capaCIty 

2 9 2 2 Commercial Banks 

Several commercIal banks operate m Tanzanta The followmg IS a bnef descnptlon of the most Important banks, and therr 

parent bankmg groups For a comparative analYSIS of therr fmancial performance, see AppendIX A, Sectlon 3 0 

Standard Chartered Bank (Tanzama) IS a member of the Standard Chartered Group, a worldWIde bank holdmg 

company WIth more than 100 years of bankmg expenence m ASIa, the MIddle East and AfrIca Standard Chartered has 

banks m 39 countrIes worldWIde, and additlonal representatlve offices m 12 others For the Group profits m 1995 m 

all of Afnca were £ 51 nnlhon, an mcrease of 35 percent from the prevlOus year Standard Chartered (T) IS the largest 

full servIce bank m the country, and Its chent base COnsISts largely of multtnatlonal corporatIOns actIve m Tanzama It 

had profits for the full year 1995 of TSh 5 6 billlOn (US $10 nnlhon), With government T Bills contnbutIng sIgmficant 

earnmgs The bank had total assets of TSh 65 billIon (US $104 mllhon) as at March 30, 1996 
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Standard Bank ofTanzama (Stanblc) IS a wholly-owned subsldIalY of the Standard Bank Group, a leadmg South AfrIcan 

bankmg and financIal servIces group Total assets for the Group as at December 31 1995 were R 101 Bn (US $28 Bn ), 

rankIng StanbIC as second-largest South AfrIcan bank StanbIC traces Its roots to 1862 and was, until 1987 part of the 

Standard Chartered Group based m the U K StanbIC offers a full range of fmanclal servIces m South AfrIca and operates 

through Subsldlanes and affIlIates m twelve sub-Saharan AfrIcan countrIes 

StanbIC (Tanzarua) was establIshed m 1995 when StanbIC was mVIted by the Bank of Tanzama to take over the operatIons 

of the local Mendlen BIAO subsldtary [It should be noted that the local SubSidIary of Mendten was closed by the 

Government not as a result of weakness Wlthm the local bank Itself, but rather due to the failure of the entrre Mendlen 

Group throughout Africa] Stanblc (T) offers a full range of fmanclal services, mcludmg retatl services, corporate 

lendmg, equtpment lease fmance and pre-export trade finance When the capital market m Tanzama opens, Stanblc (T) 

will offer merchant bankmg services such as secuntles underwntmg, bndge fmance and custodtal servIces 

Stanblc (1) has moved qUIckly to Improve the conditIOn of Its local operations through the establIshment of an Improved 

loan portfolIo management system staff trammg, better operations systems and the ImpoSItion of credit standards 

consIStent With those found throughout the Stanblc Group At the same tIme they have been aggressively seekmg out new 

credIt relationshIps 

Stanblc (T) currently operates a branch m Arusha and plans to open another branch m Mwanza Additional expansion 

of thIS branch network m the commg years IS antICipated which will give Stanblc the most extensive commerCial bankmg 
network m Tanzama 

The bank's total assets as at March 30 1996 were TSh 54 btllton (US $86 rntlhon) makmg StanbIC (T) the second-largest 

bank operatIng m Tanzanta 

Clbbank opened a SubSIdiary m Tanzama m 1995 It offers a Itmlted range of fmanctal services, concentratIng on the 

mterbank placement and debt secuntles markets It does not offer commerCial credIt products (loans to compames) and 

has no plans to do so m the future Total assets as at March 30 1996 were TSh 22 billIon (US $34 mtllton) 

Eurafncan Bank was establIShed m 1995 as a Jomt venture With the followmg ownershIp 

Banque Belgolalse 30% 

InternatIOnal Fmance Co 20% 

PROPARCO 10% 

TDFL 9% 

PrIvate Investors 31% 
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The parent group IS Banque BelgolaISe, wlnch IS the current mcarnatIon of the Banque du Congo Beige, founded m 1909 

Aside from Its long affilIatIOn Wlth the former Belgian Congo (Zarre), Banque Belgolalse has operations mother Afncan 

countries such as Burkma Faso, Burundi, Congo, Cote d'Ivorre, Kenya, Mauritania, NIger, Nlgena, Rwanda, South 

AfrIca, Togo and Uganda It offers a full range ofbankmg servIces, mcludmg trade fmance, commerctallendmg and 

retatJ. bankmg (mcludmg pnvate bankmg) Total assets for the consohdated group were BEF 74 bllhon (US $2 5 Mllon) 

as at December 31, 1995 

Eurafncan Bank offers a lnruted range ofbankmg services, concentratmg pnmanly on trade finance They prOVided pre­

export fmancmg for a sIgmficant portIOn of last season s cashew crop, for example They do not proVIde commercIal 

credIt facilines for compames except m rare Instances Total assets for Eurafncan Bank as at March 30 1996 were TSh 

5 bIlhon (US $8 mllhon) 

FIrst Add) Bank was founded at the end of 1994 It operates pnmarIly m the debt securitIes market Major share 

holders mclude the PrOVident and PensIOn Fund 

Frrst Adili was gOIng to be a partICIpant m the USAID/Tanzama RMPS Project (RIsk Management Profit Sharmg) along 

With The Busmess Center, another USAID project The RMPS project IS to admmlster a US $2 million EnterprISe Fund 

for lendmg to small and medIUm-sIZed enterpnses Tlns project IS not yet operational smce Frrst AdIlI dechned to 

partiCIpate Total assets for Frrst AdIll as at March 30, 1996 were TSh 63 bIllIon (US $10 mllhon) 

2 9 2 3 Development Fmance InstItutIons 

The Tanzama Development Fmance Company Ltd (TDFL) was establIshed m 1962 under the Jomt sponsorsblp of 

the (then) Tanganyika Government, Bntam's Commonwealth Development Corporation and the Federal RepublIc of 

Germany Current shareholders are 

Government of Tanzama 

CDC 

DEG 

EIB 
FMO (Dutch) 

36% 

29% 

18% 

12% 

5% 

TDFL asSISts pnvate-sector Tanzaman compames wIth long tenn debt eqwty mvestments or a combmatIOn of both The 

sectors m whIch TDFL has debt and/or equIty mvestments mclude the followmg 

• Food Processmg 

Alcohol and Beverages 

• Text1les and KnItwear 

• Metal IndustrIes 
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• Agro-Industnes 

• Plastics and ChelTIlcal Goods IndustrIes 

• Leather and Rubber IndustrIes 

• ServIce Industnes 

TDFL has undergone many of the same problems common WIth state-owned and development banks elsewhere on the 

AfrIca contment over staffmg, poor mternal operational controls and portfolIo management systems, lax loan collection 

efforts and a "donor" mentalIty Efforts are currently underway to address these areas of concern 

A comparIson of TDFL's perfonnance WIth other Tanzaman fmancml mstitutions IS found m AppendIX A Section 3 0 

2 9 2 4 Venture Capital Funds 

The Tanzama Venture Capital Fund (TVCF) IS an eqUlty fund that was estabhshed m 1993 US AID has provIded 

fundmg for the lllltIal feaslbllity study to estabhsh the Fund and subsequent adlTIlmstrative activIties TVCF IS capItalIZed 

at US $7 6 lTIllhon WIth share capital contnbuted from donor organIZatlOns as follows 

Donrn: lIS $MM 

CDC 250 

DEG 236 

FMO 100 

Proparco 050 

Swedfund 050 

NPF 050 

TDFL fi..25 

Total 761 

TVCF IS managed by EqUlty Investment Management Ltd (ElM), a fund management firm which charges TVCF a 

management fee The mvestment pohcles of TVCF are as follows 

• Jomt ventures (50 percent or less) WIth pnvate sector compames m which Tanzamans have a substantial 

stake, 

• 
• 
• 
• 

EqUlty or quasl-eqUlty mstruments, 

Investment m all productIve sectors except tobacco broadcastmg, health, education, tradmg, 

Investment range US $50,000 - 500,000, 

Remvested profits not taken mto mcome untll paId out as dlvidends, and 

• DrrectorshIp representation plus active mvolvement m company management 
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Seventeen mvestments (15 ongomg projects) have been approved by the ElM board smce the mceptIon of the Fund, 

makmg TVCF one of the largest pnvate mvestors m Tanzama As of May 1996 dIsbursements and conumtments 

amounted to US $4 1 mtlhon Investments are made m both foreIgn exchange (US$) and Tanzama Shillmgs Current 

sectors of mvestment mclude transportatIon, agncultural product processmg, telecommumcatIons and water supply 

AddItIonal mvestments m the approval pipeime mclude sectors such as transportatIon, export hortIculture, nce millmg 

and ammal feed projects 

2 9 3 MICRO FINANCE ACTIVITIES 

National Income GeneratIOn Program 

The NatIOnal Income GeneratIon Program (NIGP) was establIshed by the UNDP and other donors to asSISt small 

entrepreneurs through the development and :fundmg of a vanety of projects These projects mclude aSSIStance to tannenes 

and leather-workIng firms, road mamtenance and rehabilitatIon, trammg servIces, small-scale hortIcultural gardellS, 

lIvestock and ammal husbandry, development of market centers for petty traders and 011 presses for edIble 011 

commercIaltzatIon NIGP has a current portfolIo of nme projects WIth a value of US $9 mtlhon, not COllSIStent Wlth theIr 

target customer sIZe NIGP IS also undertakmg to establIsh an "umbrella" mIcro credlt project that will enlIst local NGOs 

active m mIcro finance The umbrella prOject will prOVIde access to loan guarantee funds, as well as technIcal asSIStance 

for staff trammg and MIS system development accountmg packages and audItIng funCtIOns A key ObjectIve of thIS US 

$10 nnllIOn project IS to establIsh natIonal standards for mIcro credIt projects m accountIng credIt evaluatIon methods 

and loan management It will also seek to mvolve formal sector finanCIallllStItutIOllS m the mIcro credIt process through 

referral of small-SIZed entrepreneurs and the establIshment of a loan guarantee fund 

2 9 4 OTHER INVESTMENT ACTORS 

The Busmess Center IS a USAID-funded undertakmg deSIgned to aSSIst small and medIum entrepreneurs m the 

establIshment and operatIon of small busmesses ThIs mcludes preparatIon of busmess plans, IdentIficatIOn of eqUIpment 

sources, access to fmancmg sources, trammg and sourcmg expert cOllSultants to resolve speCIfic busmess development 

needs 

The Busmess Center and USAID are developmg the RMPS program to manage a US $1 mtlhon Enterpnse Development 

Fund for lendIng to small and medIum-sIZed busmesses (Frrst AdIh Bank was an early partICIpant, but later dropped out) 

ThIS project I s ImplementatIon has been slow, due to dIfficultIes m establIshmg a SUItable adnmnstrattve structure to 

Implement the program 

The Busmess Center has been relatIvely successful thus far assIstmg 74 small busmesses WIth customIZed servIces to­

date, and trammg more than 1 000 small entrepreneurs 
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The President's Office Investment Promotion Center was estabhshed pursuant to the National Investment (Promotion 

and ProtectIon) Act of 1990 It IS charged WIth assIstmg mvestors (local and foreign) who need approvals for slgmficant 

pnvate sector mvestments In contrast to Investment Centers m many developmg countrIes, the IPC appears to be 

effective m facilitating pnvate sector mvestors After mvestment proposals are reviewed they are presented to an mter­

MlDlstenal workIng group consisting of seruor-level govermnent offictals Fmal approvals (mcludmg hcenses, lIDport 

duty exemptlons, tax hohdays, etc ) are granted by this office ill conJunctlOn WIth the relevant govermnent IIllIllStry Total 

mvestment approvals have been m excess of several hundred millIon dollars, the length of tlme reqUITed for approval 

(always an unportant conslderatlon for a slgmficant pnvate sector mvestment) can be as httle as 45 days after apphcatlon 

2 9 5 ANALYSIS OF THE BANKING SECTOR 

The fragility of the Tanzaman bankIng system stems from a vanety of causes, among them a recurrmg and unacceptably 

rugh level of nonperformmg loan assets, sporadiC hqUldlty problems over staffmg and rugh expense burdens, lax mternal 

bank management and an unsympathetlc and poorly perforrrung JUdlcial system Restrictive govermnent credit and money 

supply pohcles have also had an effect on the performance of the fmanclal sector However gIven the general econOInlC 

hberahzatlon underway and the potential of Tanzaroa' s economy ill sectors mcludmg agrIculture, InlIDDg and tourIsm, 

a number of new banks have been estabhshed durmg the last two years It IS expected that the fmanclal sector will 

contillue to develop, WIth mcreased competItion and expanded servIces ill terms of both geograpruc coverage and market 

delmeatlon 

SIX Tanzantan commerCIal banks and three parent bankIng groups were analyzed under the cntena of LIqUidity and 

Capital Adequacy, and ProfitabIlity It was not pOSSible to measure loan asset quahty m the Tanzaroan banks however 

It IS generally felt that Standard Chartered has the best perfonnmg loan portfoho, followed by StanbiC Stanblc IS 

attemptmg to reduce problem loans m the portfoho that was mhented through ItS takeover of Mendlen The fmanclal 

analysIS also ascertamed the relative financIal strength of the parent bank groups With the llInltatlon that an annual report 

for Cltlbank was not available FIrst Adill IS not part of an mternatlOnal bankIng group, and TDFL IS a standalone 

development bank 

Details of the analYSIS are shown ill AppendIX A, Section 3 0 A summary of the fmdmgs IS as follows 

a) The hqmdlty ratlos for the banks are acceptable and m fact reflect an over hqUid bankmg sector that 

IS reluctant to mcrease Its credit portfoho 

b) The bqUldity for the three parent bank groups analyzed (Standard Chartered Group, Standard Bank 

Group and Banque Belgolalse) IS Withm acceptable ranges 
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c) 

d) 

The return on eqwty (ROE) for Tanzaman banks 18 generally lower than mternatIonal standards The 

reason IS that most banks hold a greater portIon of therr assets m lower-YIeldmg debt securItIes than 

mloans 

WhIle Standard Chartered and StanbiC are well Withm profitabIhty gUldelmes, TDFL 18 not The 

profitabilIty of the other three banks IS not comparable smce they are m a start-up phase WIth hIgh 

operatmg expenses ProfitabilIty and operatmg efficIency for the three parent bank groups are 

acceptable 

2 10 Recommendatwns for SAEDF Interventwn 

2 10 I COMMERCIAL BANKING PARTNER 

It 18 hIghly desrrable for the SAEDF to select a commercial bank as a partner m each country m whIch It has, or mtends 

to make mvestments CommercIal banks will perform the followmg servIces for the SAEDF 

• Chent IdentIficatIon, credit analYSIS and management evaluatlon 

CommercIal banks will have a hst of busmess chents WIth whom they have an eXlstmg bankmg relatIonshIp 

ThIs 18 an Ideal startmg pomt for SAEDF to IdentJfy potentlal mvestment opporturutles Banks will have (or can 

obtam) confidentlal mformatIon on the potentlal mvestment's finanCIal conditIon and operatmg htstory and a 

knowledge of the management team The bank can perform a credIt analYSIS based upon Its own format and 

credit pohcles and/or those negotlated WIth SAEDF Thus a potentIal mvestment for SAEDF must also be an 

acceptable credit nsk to the partner bank (under no crrcUlDStance should SAEDF consIder fundmg a project that 

dId not meet mmunum bank credIt underwntmg cntena) In addItIon to finanCial analYSIS and credit cntena, 

banks can prOVIde an assessment of the management and operatIng skllls of the personnel mvolved m all potentIal 

mvestments ThIs IS an especIally unportant selectlon cntenon, gIven the relatIve lack of management depth 

m Tanzama 

• Ongomg chent momtormg 

It 18 standard procedure for banks to morutor theIr clIents bus mess operatlons on a regular baSIS ThIs mc1udes 

penodic reVIew of finanCIal results assIstmg clIents m meetmg fmancmg requIrements and other needs Good 

bankers m AfrIca regularly VISIt theIr chents' place of bus mess (both announced VISIts and Just poppmg round 

for a qUIck hello") ThIs actIve relatIOnshIp management can be an mtegral part of the servIces that a partner 

bank can proVIde SAEDF not only reVIewmg fmancIaI mformatIOn (whIch IS one-dunensional and easily 

manIpulated) on a regular basIS but VISItIng the plant or SIte or farm In thts fashIon bankers often become aware 
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of problems or ISSUes facmg the clIent before they reach the acute stage and allow the banker to mtercede WIth 

recommendatIOns for actIOn or needed mputs (credIt techrucal aSSIstance) TIns ongomg clIent momtormg 

functlon will be mvaluable to the SAEDF for mvestment management, and should be explICItly detaued many 

management agreement WIth a partner bank (number of VISIts durmg the flrst year of mvestment, etc ) 

• Account mamtenance 

Any Investment In compames by SAEDF will, of necessIty, Involve transfers and management of momes Thus, 
the SAEDF should mamtam regular bank accounts at the partner's commercIal bank All transactIOns (transfers 

m dISbursements etc) can be momtored and records of these funds flows can be requested on a regular baSIS 

Any momes comnntted but not dIsbursed can be utulZed m an effectIve manner (mvested m the offshore 

mterbank or treasury markets, for example) before they are actually dIsbursed to the company m wruch an 

mvestment IS bemg made 

• Custody and legal servIces 

Partner banks can also prOVIde non-flnancial servIces such as domg legal research and obtatmng Optmons (can 

SAEDF mvest dIrectly or does a local trustee hold the shares) and needed regulatory approvals Once 

mvestments are made share certIflcates and other legal documents can be held m country for safekeepmg, 

trustees or dIrectors appomted etc These servIces are then accounted for and It IS the bank's responsIbility 

to mamtam them m a correct manner 

• AddItIonal fmanclal resources 

A partner bank should be willmg to extend addillonal credIt (for workmg capItal eqmpment leasmg, letters of 

credIt) to supplement the eqmty mJectlOn made by SAEDF TIns IS a funcllon of utulZmg a range of servIces 

offered by a partner bank such as credIt analYSIS, chent momtormg and so on In tills manner, the mvestment 

chent receives not only an eqwty mJectlon but the POSSibilIty of addItIonal credIt faCIhtIes or other bank servIces 
(SInce addItlonal equtty could be leveraged by allowmg mcremental debt WIthout mcreasmg a frrm's debt-eqUIty 

ratio) 

2 10 2 COMMERCIAL BANK SELECTION 

It IS strongly recommended that SAEDF select Standard Bank (Tanzama) as Its commercIal bank partner Both StanbiC 

(T) and Its parent Standard Bank Group are conservatIvely managed strong fmancial UlStitutlOns WIth a sohd reputatIon 

StanblC (T) offers an advantage VIa Its planned geograpruc expansIon Withm the country and m the range of servIces It 

currently offers as well as ones It antICIpates offermg (mcludmg merchant bankmg and leasmg) It IS further 

recommended that SAEDF contact the parent Standard Bank m South AfrIca to explore the possibuity of rephcatmg tills 
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agreement to proVIde servIces throughout the regton m countrIes where both StanbIC operates and WIthIn the geographIc 

mandate of SAEDF (mcludmg South AfrIca Itself) 

Other banks m Tanzama are less swted to the role of partner bank for SAED F Standard Chartered IS sound financIally, 

both as a bank m Tanzama and worldwIde, however Its chents are prunanly foreIgn multmatIOnal corporatIons, and they 

are reluctant to extend credIt to the SAEDF's target chent group EurafrIcan Bank IS less strong financIally (and Its parent 

has been assocIated WIth questIOnable transactIOns elsewhere m AfrIca) and does not offer servIces to SAEDF's target 

chent group SlIDllar lack of mterest was exhIbIted by CItIbank (T) Fmally, FIrst Adtlt Bank IS essentIally a start-up 

operatIon, and WIthout a strong parent to proVIde support It does not prOVIde credtt to the local target group, and Its 

ability to manage an external donor-funded project should be questIoned gIven the lack of progress m lIDplementIng the 

USAIDlBusmess Center/AdIh US $1 mtllion RMPS project 

2 10 3 VENTURE CAPITAL FUND/LEASING COMPANY 

It IS recommended that SAEDF consIder utIlIZmg the Tanzama Venture CapItal Fund as a mechanISm through whIch 

venture capItal mvestInents can be made m Tanzama The management of TVCF has demonstrated that they have the 

capability to analyze mvestment proposals, structure fundIng, and work closely WIth the entrepreneur to ensure success 

of the venture Durmg the team's VISIt, however, a senous lSsue arose among the TVCF management group The General 

Manager was unhappy about hIs compensatIon package and was contemplatmg leavmg the TVCF management team If 

hIS demands were not met WhIle there IS management depth at TVCF, It would nevertheless behoove SAEDF to 

mvestIgate thIs matter before COmmtttmg any mvestment funds of Its own As far as the mecharucs of an SAEDF 

mvestment m TVCF evaluatIOn cntena would have to be agreed upon and responsIbIlItIes of TVCF personnel regardIng 

chent momtormg and finanCIal reportmg should be clearly detailed 

A medrum-term alternatIve means of managmg venture capItal mvestments for SAEDF m Tanzama would be to establlSh 

an mvestment "wmdow" or program at the Tanzama Development Fmance Co ,Ltd However, such a move should be 

deferred until the current management changes underway at TDFL have a chance to take effect 

An addItIonal means of mvestment ill Tanzama for SAEDF to consIder IS an mvestment m ULC Tanzama a new leasmg 

finance company (the team was unable to conduct mtervIews WIth thIs fum) ThIs company specIalIZes m lease finance 

for small and medtum-sIZed busmesses, and IS assOCIated WIth ULC compames actIve m Botswana, MalaWI and 

ZlIDbabwe Its parent group IS EDESA, a well-known and respected Global 100 mvestment COnsOrtIum based m 

SWItzerland 

2 10 4 MICRO FINANCE OPPORTUNITIES 

It IS recommended that SAEDF consIder the pOSSIbilIty of mvestIng m two lDltlatIves currently bemg sponsored by the 

NatIonal Income GeneratIon Program (NIGP), the Umbrella Project for Microenterpnse Credtt Development (ME/03/94) 
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and the Small and Medmm-SlZed EnterprISe CredIt Support PrOject (ME/U/96) Both of these seek to strengthen the 

InstItutIOnal capacIty of NGOs to effectIvely manage IlllCro credIt programs through trammg m credIt analYSIS, loan 

portfollo management and accountlng An llIlportant consideratlon IS that the Umbrella project m particular lS attempnng 

to establIsh natlonal mmnnum standards of performance staff quahficatlons and reportmg procedures TIns IS an 

1Illportant lflltlatlve and should be revIewed by the SAEDF for pOSSIble collaboratlon 

2 11 ConcluslOns and RecommendatlOns Summary 

2 11 1 CONCLUSIONS 

The followmg IS a sUIlllllarY of the conclusIOns on the constramts to agnbusmess SME development m TaIlZama 

1) Government Itself IS the bIggest problem to be overcome m carrymg out pnvate busmess m TaIlZama Old, 

soclalIst Ideas and attItudes appear to never dIe Wlule there IS an apparent wIllmgness to change to a market 

drIven economy at the top levels of government, there appears to be deep reSIstance to change at lower levels 

EconoIlllc openness and free market pnnc1ples are slowly, progressIvely makIng Inroads, but the rate of progress 

appears to be propomonal to the pressure applIed by mternatIOnal lendmg and donor agenCIes A troublmg fact 

IS that most of the old SOCIalIst laws are still on the books Wlule there IS, of course de facto hberahzatIon 

many of the changes whIch have taken place over the past ten years could be legally reversed under a different 

polItIcal enVIronment 

Under the present enVIronment, the pnvate sector IS merely "mbblmg around the edges" of the core Government 

mvolvement m busmess ThIs attItude IS broUght home by Government's approach to pnvatlZatIon of the 

parastatal SIsal and pyrethrum agromdustries Instead of logIcally dlVldmg up the vertIcally mtegrated estates 

and processmg facilItIes mto manageable Ulllts and sellmg a reasonable percent of the outstandmg shares to 

pnvate busmesses, they are attemptmg to sell shares m the entIre parastatal The reason for thIs approach lS to 

not gIve the appearance of "sellmg the national patrunony" - particularly State land, wlnch IS pohtically sensItive 
The mescapable conclUSIOn IS that Government IS a reluctant partICIpant m TaIlZanta' s econOIlllC lIberallZatIon 

process 

11) Lack of credIt IS the second bIggest constramt to busmess development m TaIlZama TIght money and hIgh 

mterest rates are the result of structural readJusnnent and the country's prolonged transItIon to a free market 

economy The lllllited amount of available credIt IS used for qUIck turnaround transactIOns such as tradillg, 

whIch can absorb hIgh mterest rates through near-automatIc prIce mcreases of the goods bemg traded The omy 

commercIal credIt available for productIon (as opposed to tradmg) actIVIty IS allocated to large long establIshed 

exporters many of WhICh mclude parastatal organlZatIons Other hIlllted sources of credIt are generally tIed 
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ill) 

IV) 

to mternatlonal orgamzatlons, often managed by PVOs WIth therr own, specrlic agenda In general, mmgenous 

small and medmm busmesses have, at best, recourse to only llffilted amounts of trade cremt 

The lack of techmcal and managenal skills IS another constramt to mdlgenous, small and medmm busmess 

development There IS a need to foster entrepreneursmp by proVldmg examples of successful entrepreneurs, 

supplemented by trammg programs rumed at developmg mdlgenous busmess managers It appears that Tanzama 

does not have sufficIent examples of successful, mdigenous entrepreneurs to act as role models for other, 

asprrmg entrepreneurs However, despIte a general deficIency, there do eXlSt "Islands of entrepreneursmp" m 

the provmclal areas of Mwanza and Arusha It 18 possIble that therr success 18 related to therr relatIve IsolatIon 

from the capItal CIty, Dar es Salaam, and that therr dIStance and mdependence from central Government have 

enabled the natural busmess talents of the local populatlon to develop 

Government servIces are generally defiCIent and there IS a need to lffiprove the transportatlon and 

commumcatlons mfrastructure throughout the entrre country This Sltuatlon eXISts because Government lDSISts 

on mamtammg control over pubhc servIces, but IS unable to effiCIently prOVIde needed servIces due to poor 

management and llmlted fundmg The result IS poor mamtenance and llffilted upkeep of an agemg, antIquated 

mfrastructure Another problem IS "rent seekmg" behavlOr by some offiCIals who WIsh to profit from therr 

authonty to grant hcenses and permlts 

The combmed effect of all of these constramts has led to a downward sprral of busmess related servIces, 

whereby Government lDSISts on mamtammg control over the servIce but does not have the managenal 

capabIhty, nor the financmg avallable to effectlvely provIde the servIce The solutlon of course, would be to 

pnvatlZe the entrre dehvery of servIces 

2 11 2 RECOMMENDA TrONS 

The followmg 18 a summary of recommended actlOns for SAEDF to take to capItalIze on opportunItles that eXIst for the 

creatlon and expansIon of pnvate, mdigenous busmesses m the targeted agrlbusmess subsectors m Tanzama 

1) 

11) 

It 18 recommended that SAEDF consIder hortIcultural exports as an agribusmess subsector WIth hlgh mvestment 

potentIal WIth the nght local partller floral exports would be espeCIally promIsmg The export of dned herbs 

and selected flower and vegetable seed also show excellent potentlal Lmkmg mdigenous producers and 

mIddlemen to eXIstmg export compames IS a recommended means of brmgmg small and medmm agribusmess 

operators mto the export bus mess 

WIth the lIberahzatlon of gram marketmg m Tanzama, mvestment opportunItles are openmg m gram IDIllmg, 

storage and distributlOn It IS recommended that SAEDF also consIder the pOSSIbility of Jomt venture 

mvestments m gram millmg and warehousmg Additlonally, given the great need for mumcipal wholesale 
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markets m many CInes m Tanzarua It lS recommended that SAEDF consIder the posslbllity of a lDlcroenterpnse 

development program m conJuncnon WIth a local partner such as NIGP It IS enVISIoned that SAEDF would 

finance the construcnon of wholesale markets whlch would be operated as a commerCIal acnvlty by a pnvate 

operator and rented to small, wholesale traders 

lll) It IS further recommended that SAEDF consIder mvesnng m the prodUCtion, processmg and export of selected 

tradItIOnal export crops Market llberallzatIon Wlthm these tradltlonal mdustrles has finally begun to proVIde 

opportunltles, although m narrow, targeted areas Small to medlUm scale, seml-mechamzed cashew processmg 

IS one posslbIltty, the productIOn, processmg and marketmg of SIsal as a natural fiber for floor covermgs and 

other household products, or as a source of raw fiber for the manufacture of high-grade paper IS another 

opportunlty, and the small-scale processmg and export of pyrethrum as a natural pestiCIde IS another possIbllity 

for mvestment m tradItional crops 

IV) Whlle carrymg out Its field work m Tanzama the team encountered a number of specmc mvestment 

opportunItles whlch pronuse a rugh rerum and a bIg nnpact on employment m the local commumty Descnptlons 

of these potentIal opportunIties are shown m AppendIX A Secnon 40 It IS recommended that SAEDF contact 

the entrepreneurs hsted m thIs matrIX to explore mvestment OpportunItIes 

V) It IS strongly recommended that SAEDF select as ItS commercIal bank partner Standard Bank (Tanzama) 

SAEDF should negotlate a servIce agreement WIth StanbiC (T) whereby the latter would act on SAEDF's behalf 

for screemng admlmstermg and momtormg mvestment projects m Tanzama 

VI) It IS recommended that SAEDF consIder utlllZmg the Tanzama Ventllre CapItal Fund as a mechamsm through 

whlch venture capItal mvestments can be made m Tanzama 

vu) In provldmg support to lDlcroenterpnses, It IS recommended that SAEDF estabhsh a partnership WIth the 

Nanonal Income Growth Program SAEDF should consIder the pOSSIbilIty of mvestmg m the Umbrella Project 

for Mlcro-enterpnse CredIt Development and the Small and Medmm-SIZed Enterpnse CredIt Support Project 

Vlll) It lS recommended that SAEDF tolerate lower mvestment returns from Its mlcroenterpnse development aCtIVIty 

than from Its normal venture caPItal mvestments USIng the standard of a 40 percent return from mlcroenterpnse 

projects would preclude ItS parncipatlOn m many worthwhile development projects 
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3.0 Constraints and Opportunities for Agribusiness ISME 
Development in MozambIque 

3 1 BasIs for Selectmg HIgh Opportunzty Subsectors 

Narrowmg the hst of potennal subsectors m MozambIque was dJ.fficult due to the myrmd of available chOlces WIth the 

country begmnmg to rebwld and the economy m a prolonged postwar recovery, mvestment opportunInes eXIst m vtrtually 

all econonnc subsectors 

The final selecnon was four agromdustnes cashew nuts, coconut products, cereals and edIble oils, as well as a servIce 

mdustry, packagmg, whIch cuts across all four agromdustnes Cashew nuts and coconut-produced copra are hIstoncally 

unportant export products that have suffered a prolonged declme The productIon of both cashew and coconut crops are 

unportant to tens of thousands of smallholders m the northern provmces AddItIOnally, WIth less Government mvolvement 

m processmg and export and unproved world pnces durmg recent years, both crops are begmnmg to recover PrOVIded 

that MozambIque's econOmIC hberallzanon contmues unchecked, the future for these two export crops IS the bnghtest that 

It has been for many years 

Locally consumed food grams and edIble oils were the other two agromdustnes selected for m-depth reVIew The hves 

of all MozambIcans are touched by the cost and availabilIty of these basIc food Items For several years, MozambIque 

has been heavily dependent on unports of both products However, WIth the country slowly returnmg to normal food 

productIon and WIth the emergence of pnvate traders engaged m the dIstrIbutIOn and sale of food products, opportunItIes 

are lDcreasmg for ISME mvolvement m marketmg these essentIal food commodItIes There IS a good pOSSIbilIty that 

MozambIque can become self suffiCIent m most food grams as well as oil seeds WIthIn the foreseeable future 

The packagmg mdustry was selected because the growth m packagmg matenal must keep pace WIth all other econonnc 

subsectors and will prOVIde new opportumnes for the creanon and expansIOn of AISMEs Furthermore, WIth State-owned 

manufacturmg plants qutckly bemg spun off to pnvate operators, and the hkehhood that domesnc producnon of packagmg 

matenal will replace tmported products, the mdustry's growth prospects are bnght mdeed 

Four other subsectors were chosen as secondary contenders for small and medIUm enterpnses These were homcultural 

producnon and marketmg darry processmg hvestock and poultry productIOn, and antmal feed nnllmg and dlstnbunon 

However, due to nme hnntanons It was not pOSSIble to make a detailed analYSIS of new busmess posslbllines m these 

subsectors 
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3 2 The Enablmg Environment 

3 2 I RECENT HISTORY 

A bnef look at MOZambIque s htstory will show why many of the old constramts to AISME development are still present 

MozambIque was under Portuguese mfluence for nearly 500 years from 1498 to 1975 Durmg most of this tlme, the 

Portuguese presence was hmited to coastal enclaves smce further penetration was fiercely resIsted by native trIbes In 

early 1900 Portugal conquered the mdtgenous people and coloruzed the entire country Withm today's borders, makmg 

It one of Its overseas provmces By the end of the colomal penod, econOmIC actIVIty centered around large-scale 

productlOn and export of agncultural commodIties grown on large tracts of land awarded under conceSSlOn to farmtng 

comparues Another export was labor first as slaves and later as free agents who worked m South AfrIcan mmes Under 

the Portuguese, the operation of railroads and ports proVIded access to the sea for MozambIque's landlocked neIghbors 

as well as for Its large estates Land was plentIful and only about 15 percent was cultivated Of the total amount 

cultivated about half was controlled by large estates for the productIon and export of SIsal cotton tea sugar and cashew 

nuts One-quarter of the land was occupIed by small and medtum scale commercIal farms, operated by Portuguese settlers 

and a few AfrIcan farmers Native AfrICans used the remammg one-quarter for subSIstence farmmg Most of the native 

population was engaged m subSIstence production or was employed as laborers on the large estates 

The colomal regIme generally excluded natIve Afncans from almost all POSItiOns m the modem sector POSIllOns 

reqUlrmg techrucal or management skIlls were almost always fIlled by Portuguese even for skIlled and senuskllled labor 

such as masons and taXi operators Trade and commerce was domtnated by Portuguese or by MozambICans of ASIan 

ancestry 

From 1930 untIl mdependence m 1975, the agroprocessmg mdustry flourIshed, usmg agncultural commodIties produced 

by the settlers' commercIal farms By 1975, MozambIque was among the ten most mdustrialIZed countrIes m sub-Saharan 

AfrIca 

In 1962 the MozambIque Liberatlon Front (FRELIMO) was formed, whIch marked the begmnmg of a long armed struggle 

for mdependence WIth consIderable support from Eastern Block countrIes, over tIme FRELIMO developed a SIZeable 

anned force and an effectIve, pohtically astute leadershIp whIch carned out guerilla warfare agaInst Government and 

Portuguese mterests 

FollOWIng the Portuguese coup m April 1974 FRELIMO made a fonnal demand for full mdependence for MozambIque 

and for Itself the total assumptlOn of power The new Portuguese Government gave m to FRELIMO' s demands and m 

September of that same year allowed the fonnatlOn of a transItional government The transItional government led the 

country to mdependence on June 25 1975 when FRELIMO's leader Samora Machel took over as PreSIdent 
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The months leadmg up to, and followmg mdependence, were chaotIc due to a massive exodus of Portuguese 

admtrustrators and busmess operators Ourmg a two-year penod some 200,000 Portuguese citIzens left Mozambique, 

sometImes destroymg what they left behmd Therr departure created a dearth of mId-level managers and technIcIanS that 

could not be effectIvely filled by natIve Afncans The lack of management and admtrustratlve talent was a major obstacle 

to FRELlMO's efforts to create a new government and to estabhsh State admtmstratlVe structures to run the factones and 

busmesses left by the Portuguese 

At Its tlmd Party Congress m IfJ77, FRELlMO announced Its transformatIon mto a Lenmlst Vanguard Party With the goal 

of moVIng Mozambique Into a socIahst state The resultIng econOmIC pohcles called for the natIonaltzmg of all land, the 

expropnatIon of all property that had been abandoned by Its prevIous owners and otherwISe placmg the State squarely 

m control of a large part of Mozambique's productIon and all the dlstrlbutton of goods and servIces for the entrre country 

The consequent econOmIC onentatton and mIsmanagement had profound, long lastIng, negattve effects on the economy 

ProductIon collapsed between 1981 and 1986 Most enterpnses were natIonaltzed or taken over by the State as 

"mtervened compames, and mdustrlal. output fell to one-thrrd of the 1973 level The consequence was a sharp fall m 

Mozambique's nnport capaCIty as exports fell by 75 percent and Imports by 30 percent The Imbalance between Imports 

and exports, aggravated by an mcreasmgly overvalued exchange rate, led to substantIal arrears m Mozambique's external 

debt servIce Large fiscal defiCIts and unconstramed bank financmg of losses mcurred by State-owned enterprISe tripled 

the money supply, whtle domestIc output withered Centrahzed control of pnces and distrIbution further hmdered the 

effiCient allocatIon of resources, leading to shortages mflatlon and a Widespread movement to barter and parallel markets 

for goods and foreIgn exchange External debt was unmanageable Mozambique's foreign debt was equal to 3 5 tImes 

GOP and 45 tlmes Its exports by 1986 Real GOP fell by an average annual rate of 3 5 percent over thIS penod 

The country's econOmIC declme was exacerbated by the emergence of an Insurgency movement The Natlonal 

MozambIcan ReSIstance Movement (RENAMO) was an outgrowth of the undeclared war between Mozambique and 

RhodeSia between 1976-1979, when each SIde supported the other's Insurgents After the RhodeSIan regIme collapsed 

In 1981, support to RENAMO contInued from South Africa, partly m retalIatIOn for Mozambique s support of South 

AfrIca's resistance movement the ANC CapltallZmg on outsIde support and a growmg, genume disgruntlement to 

FRELIMO s pohcles RENAMO s strength Increased steadily outside the major populatIon centers partIcularly m the 
northern provInces 

RENAMO s IDlSSlon was to act as an agent of econOIDlC devastatIon It earned out attacks on mfrastructure factones 

and goods m transit In most of the country outsIde the major populatIon centers With a weak central government m 

Maputo ZImbabwean troops were sent to protect the raillme to Berra and MalaWians protected the lme to Nacala A 

few large compames m Nampula and ZambezIa hrred pnvate armIes to protect therr faclhtIes 

Although subSIstence farmmg proved remarkably resilIent to the effects of the war and the centrally managed economy 

the overall agncultural sector declmed severely Agncultural GOP fell by an estmtated 5 percent per year Between 1981 
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and 1986, the marketed productIOn of maIZe and rIce declmed by about 50 percent Whtle dlfficult to assess, per capIta 

food production by subSIStence farmers may have fallen by as much as 30 percent over the same perIod due to a severe 

drought from 1982-84 and the massIve dIsplacements of populatlOns As a result the country became heavily dependent 

on food aId m urban centers and also m some rural areas AId dependency became extreme by 1986, 90 percent of 

marketed gram m the country had to be proVIded through emergency aSSIStance 

FRELIMO adopted a comprehensIve EconOmIC RehabIlItation Program (ERP) m 1987, wlnch represented a dramatic 

change In the country's econOmIC development strategy The ERP mtroduced major reforms to move back toward a 

market-based economy From 1987 to 1994 the Government establIShed a more market-orIented foreIgn exchange system, 

Imtlated fmanclal sector reform, freed domestic trade ehmInated most controlled prIces, began pnvatIZmg State 

compames and brought pubhc expendIture under control However, Implementation of the ERP was complIcated by a 

number of deep structural problems and severe external shocks AId from and trade WIth the former SOVIet Umon 

collapsed m 1991 and MozambIque lost key markets partIcularly textiles m Eastern Europe The CIvil war worsened, 

which caused an mcrease m the percentage of dIsplaced households from 30 percent m 1988 to more than 50 percent m 

1992 The agrIcultural sector was devastated by the most severe drought of this century m 1991 and 1992 further 

exacerbatIng the econOmIC SItuatIon 

On the pohtlcal front fundamental changes m FRELIMO s econOmIC philosophy began to emerge WIth the fifth party 

congress m July 1989 when the party renounced Its MarXlst-Lemmst orIentation and agreed to extend the nght of 

memberslnp to rehgIOus behevers and property owners A new conventlOn was drafted m 1990 callmg for the dIrect 

electIOn of the PreSIdent and the People s Assembly through umversal suffrage It also enshrmed the separatIon of 

FRELIMO and the state, the mdependence of the JudICIary, the rIght to strIke, the outlawmg of censorslnp, freedom of 

expreSSIon and the abolIshment of the death penalty 

In June 1989, the government launched a twelve-pomt peace llltlatlve which formed the baSIS for mediatlOn by PreSIdents 

MOl of Kenya and Mugabe of ZImbabwe and later by the CatholIc Church After a long, arduous process a peace 

agreement was reached m Rome between FRELIMO and RENAMO m August 1992 

The ecOllOffilC collapse of the preVIOUS perIod was arrested under the ERP Real GDP growth averaged 9 8 percent durmg 

1987-1991 However real GDP growth contracted by 08 percent m 1992, pnmarily because of the drought and a 

slowdown m mdustrIal aCtiVIty All GDP expendIture components fell m 1992 except for pubhc consumptIon, which 

mcreased by 8 9 percent, largely as a result of the emergency expendItures related to the drought In 1993, real GDP 

grew by 19 percent m response to the end of the drought, the estabhshment of peace and mcreased demand for servIces 

related to expanded actIVItIes of the Umted Natlons Peacekeepmg Force m the country Real GDP growth m 1994 was 

a respectable 5 4 percent and was estImated to be 4 3 percent m 1995 
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3 2 2 AGRICULTURE PROFILE 

MozambIque's tradltlOnal cash crops are cashew, cotton, sugar, copra, CItrus and tea In recent years, marme shrunp 

and prawns have been the country's prunary export product In general, there 18 a huge gap between Its agncultural 

potentlal and Its producnon of commerctal agncultural products, the unhappy result of government mtervennon and war 

A good example of MozambIque s problem IS m sugar processmg The country has the capaCIty to produce 425,000 

tons/year of sugar, but current annual output IS around 30,000 tons Only two of SlX sugar processmg plants operatIng 

at mdependence contInue to funcnon, and these are hlghly mefficlent MozambIque actually unports sugar from 

Swazlland and South AfrIca to meet Its domesnc market demand (around 50,000 tons) and to meet Its export quota to the 

Umted States (15,000 - 20,000 tons at preferennal pnces) 

Another example 18 cashew producnon In the early 1970s MozambIque produced more than 40 percent of the world's 

output of raw cashew nuts, reachmg a peak of 216,000 tons m 1972 By 1983, productIon had declmed to only 18,000 

tons WIth econOIDlC bberallZanon, producnon has now nsen to around 50,000 - 60,000 tons, but output has been 

hampered by government pobcles dlctatmg ID10ImUID producer pnces and export restrIctIOns to ensure cheap suppbes of 

raw nuts to mefficlent processmg factones Cotton productIon also declmed dramancally durmg the 1980s, but has 

recovered somewhat after the sector was restructured m 1988 by wstrlbutmg land from loss-makmg parastatal compames 

to mwvldual smallholders Two large pnvate compames, (m whlch Government IS a mmonty shareholder) adlnmlster 

purchase contracts and prOVIde seed and techmcaI asSIstance to thousands of small farmers who produce cotton for gmmng 

and export by the large compames Copra IS produced malnly on lIDIDense coconut plantanons on the coastal belt of 

Zambezla and Nampula provmces In 1972, copra exports were around 44,000 tons In 1993, exports were only 18,000 

tons due pnmar1ly to low market pnces Tea was a parncularly IID)JOrtant crop before mdependence but declmed to nearly 

zero by 1987, smce the large tea estates were easy targets for destrucnon by REN AM 0 guerrillas Only two (of twenty) 

factones are m operahon These are run by EMOCHA, the State holdmg company, producmg tea pnmaruy for the local 

market EMOCHA 18 undergomg pnvatlZahOn, but the amount of mvestment requrred to rehabultate the mdustry IS huge 

- estlmated at $40 IDllllon 

Eammgs from MozambIque's prmcipal export products are shown m Table 3 1 Most export crops are still produced 

processed and marketed by large mdustnal compames or estates whlch have operated contmuously smce the colomal 

penod Many of the compames were "mtervened" durmg the SOCtallSt penod, and some of the pnvately-operated 

compames are stJ.ll owned m part by Government In the case of cotton and tobacco, the large company or estate 

supplements Its own producnon WIth crops grown under contract by small producers Cashew processors now purchase 

nuts drrectly from small producers m open competItIon WIth exporters and traders 
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PRODUCT 1988 

Shnmp/prawns 384 

Cashew nuts 265 

Cotton 49 

Sugar 46 

Copra 45 

CitruS 19 

Tea 06 

Total 2,0694 

Table 3 1 Primary Agricultural Exports 

(US$ mullons) 

1989 1990 1991 

393 434 

201 143 

75 87 

53 79 

19 26 

33 1 9 

o 1 05 

608 

160 

88 

98 

47 

1 9 

08 

2,0665 2,0693 2,0938 

Source NatIOnal Plannmg ComnnsslOn, Anuano EStaStlCO 

1992 1993 

646 667 

176 163 

108 126 

67 60 

42 60 

1 1 1 1 

02 06 

2,0972 2,1023 

Food crops are produced by mIlllons of farm famIlles on small holdmgs which average about one hectare Food crops 

are the small producer s pnmary means of survlVal Surplus quantities are marketed as a means of generatmg cash The 

most lIDPOrtant food crops grown ranked by producnon are cassava, maIZe, sorghum/mIllet, pulses peanuts and nce 

An esttmated 80 percent of the populanon of the country IS engaged m farmmg acnvlty of one kmd or another 

Smallholder agnculture lS still recovermg from the effects of war and the wholesale destrucllon of the transportallon 

mfrastructure marketmg channels for mputs and outputs, and producllve assets of the farmers The destructlon and 

dlsruptlon of war senously curtalled agncultural productlOn Before mdependence, smallholders marketed cash crops 

such as cotton, tobacco and cashew through a network of rural shops from which they also purchased consumer goods 

Under the SOCIahst reglIDe the operatIOn of the pnvate shops was dtscouraged, and With the vlOlence of war the network 

almost disappeared The lack of market outlets for farm products, combmed With a severe shortage of consumer goods 

m rural areas (whIch meant there was nothmg to buy) resulted m a severe declme m marketed production 

3 2 3 THE MACROECONOMIC ENVIRONMENT 

Durmg 1995, the money supply mcreased rapidly m Mozambique mamly as a consequence of excessive Central Bank 

lendmg to the two state owned banks TIns resulted m higher than annclpated mfiatlon durmg the year (around 55 

percent) Efforts by the smaller of the two state owned banks (Banco Popular de DesenvolvlIDento) to completely repay 

Its overdraft by the end of Aprll combmed With efforts by the larger state owned bank to contam Its Central Bank 

borrowmg has led to a reversal of this trend m the early part of 1996 

Although credit pollcy IS theorencally restnctlve under the IMF lIDposed system of credit cellmgs, m pracllce that has 

only applied to the pnvate bankmg sector With the two state banks contmumg to have unlmnted access to essentially 
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costless overdraft financmg from the Central Bank The pnvatIzatIon of Banco Comerclal de Moc;:amblque (the larger 

of the two state owned banks) at the end of June 1996 to a Portuguese bankmg consortlUm (led by Bank Mello, the pnme 

mvestor m MINCO, the Venture CapItal Fund descnbed m 3 1 2 5) and the projected pnvatlZatIon of Banco Popular de 

Desenvolvlmento by the end of December 1996, will effectively stop thls process - and credIt conceIvably could become 

more dd'ficult to obtam throughout the system Nonetheless, Wlthm the context of a rapIdly evolvmg financial sector, 

mc1udmg new pnvate sector entrIes and the pnvatIzatIon of all the government-owned banks, there 18 also lJkely to be 

a reahgnment of credIt allocatIOns Thls IS lIkely to have a more beneficlalunpact on the pnvate rather than the pubbc 

sector - and thIs IS certam to more than counter balance any unpact m reduced credit to the economy flowmg from the 

pnvatIzatlOn of the two state banks 

3 3 Food Gram Marketmg and DlstnbutlOn Constramts and Opportumtles 

I 3 3 1 FOOD CROP PRODUCTION 
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Food crops proVlClmg the most calones for MozambIcan diets m order of Importance are malZe, cassava, millet, sorghum, 

nce and wheat All these crops are produced m MozambIque, WIth the exceptIOn of wheat wmch IS unported pnmanly 

as wheat flour Mruze 18 m first place m domestIc cereals productIon and 18 the predommant cereal supphed as emergency 
food aId 

MalZe IS predommantly a small farmer crop, and IS produced mostly for fannly consumpnon Some amounts are sold 

m order to meet cash needs, usually Wlthm a short time after harvest However, most local malZe entermg the market 

IS grown on medlUm-scale pnvate farms of more than 50 hectares These pnvate producers may also act as buymg 

agents durmg the season, supplementmg therr producnon WIth purchases from therr smaller neIghbors Often they are 

the first bnk m the market1ng cham 

Table 32 shows the area m culnvatlOn and the producnon of the most unportant food crops m MozambIque from 1989/90 

- 1994/95 Table 33 gives a profile of the rural populanon and the area cultIvated by small holders over the same penod 

Table 3 4 tracks cereals crop producnon and unports over the past SIX crop market1ng years (April - March) 
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Table 3 2 Rural PopulatIOn and Area CultIvated 

ITEM 1989/90 1990/91 1991192 1992/93 1993/94 

Rural PopulatIon (000) 11,271 11,424 11,725 12,348 

Area Cultivated (000 ha ) 2,760 3,187 2,901 2,644 

No Fanllhes (000) 2,629 2,655 2,735 2,880 

Average Area 105 1 2 106 092 

Culuvated/Fannly (ha ) 

Source Food Security Urnt 

Table 3 3 HIstorical Food Crop Production by Small Holders 

(000 hectares 000 tons) 

13,299 

2,994 

3,102 

097 

CROP 1989/90 1990/91 1991192 1992/93 1993/94 

Area Prod Area Prod Area Prod Area Prod Area Prod 

MaIZe 1011 453 1,009 327 832 132 842 533 940 490 

Rice 110 96 107 56 109 33 105 66 121 101 

Beans 290 92 296 78 260 56 291 79 328 99 

Cassava 944 4,590 972 3,690 973 3239 842 3511 908 3,352 

Maplra 404 175 462 155 417 70 345 143 383 170 

Mexoelra 22 74 29 

Source Food Secunty Urnt, Mtmstry of Commerce 
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1994/95 

13,903 

3,328 

3,243 

103 

1994/95 

Area Prod 

1,080 692 

130 113 

355 120 

986 3,597 

430 194 

85 27 
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Table 3 4 Cereals ProductIOn and Imports 1990/91 - 1995196 Crop Marketmg Years 

(tons) 

1990/91 1991192 1992/93 1993/94 1994/95 

MaIZe productlon-pnor year 453 327 132 533 490 

MaIZe food aId-current year 424 472 677 285 265 

Total mruze avruIable 877 799 809 818 755 

RIce productIon-pnor year 96 56 33 49 97 

RIce food aId-current year 1069 911 875 916 949 

Total rIce avruIable 1165 967 908 965 1046 

Sorghum/millet prod -pnor yr 181 155 71 165 193 

Sorghum/millet aId-current yr 0 0 0 0 0 

Total sorghum/millet avaIlable 362 310 142 330 386 

Wheat productIon-pnor year 0 0 0 0 0 

Wheat food aId-current year 362 310 142 330 386 

Total wheat avruIable 362 310 142 330 386 

Comm cereals Imports 0 70 87 105 154 

Total cereals available 2766 2456 2088 2548 2727 

Total food aId - cereals 1855 1693 1694 1531 1600 

Total natIonal cereals productIon 730 538 236 747 780 

NatIonal prod % of total avail 264 219 113 293 286 

3 3 2 CEREALS CONSUMPTION 

1995/96 

692 

136 

828 

113 

1054 

1167 

0 

0 

0 

0 

0 

100 

2095 

1190 

805 

384 

Crop productlon ill MozambIque IS momtored by the Food SecurIty Department at the Mlllistry of Commerce Annual 

estImates ofmruze productIon are made for the enlIre country by the World Food Program (WFP) WFP's crop forecasts 

are made annually durmg AprIl and May before the maxze crop IS harvested These form the baSIS for the orgamzatlon's 

food aId program for the commg year 

MozambIque has produced around 60 percent of Its average yearly cereals requIrement (approxxmately 1 25 millIon tons) 

over the past SIX years Food aId Imports have made up the shortfall m productIOn The availability of local cereals has 

mcreased dramattcally smce the war ended, WIth the exceptIon of the 1991/92 drought years The availabilIty of cereals 

followmg the drought durmg the 1992/93 marketIng year was only one-quarter of the country s requIrements MaSSIve 

amounts of food aId and some commercIal Imports made up the shortfall WIth peace and relatIve stabilIty m the 

producmg regxons the requIrement for food aId IS slowly shrmkmg 
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Corrunercru cereals unports COnsISt prImanly of nce, wheat flour and malZe meal MalZe was not unported commerctally 

mto MozambIque untu 1994, when around 10,000 tons of willte malZe was sillpped mto Maputo from South AfrIca 

Most malZe IS consumed m rural areas smce It IS grown as a SubSIstence crop and consumed on the farm Amounts 

grown m excess of the fam1ly' s mnnedtate needs are marketed as a cash crop In urban areas malZe IS the most unportant 

offour major staples, mcludmg malZe, cassava, nce and wheat Willte malZe IS the consumer's preference, both urban 

and rural Yellow malZe, willch has been unported heavuy as food aId m recent years, would be dIscounted by around 

10 - 15 percent over willte malZe If commerCIally traded 

Three mam sources of malZe have supphed the market m recent years a) farm surpluses sold by the producer, 

b) emergency food aId dIverted mto local markets, and c) commerCIal sales of yellow mruze donated by the Umted States 

unported under Pubhc Law (PL) 480 Of all malZe currently sold on local markets (not countmg that willch IS consumed 

on the farm) the maJonty IS unported as food aId 

3 3 3 GRAIN STORAGE 

Most gram storage faCUlties are found around the ports, willch reflects the government's heavy dependence on unports 

for the past twenty years InternatlOnal donors and/or pnvate, voluntary orgamzatlOns (PVOs) engaged m food 

dlstnbutlOn have httle trouble fmdmg storage faCUltIes for unported food aId 

Unfortunately the prIvate marketmg system does not have sun1lar faCUlties Most farmers m MozambIque are too poor 

to store more gram than IS needed for theIr own consumptIon despIte the neceSSIty of stormg quantities for sale durmg 

the lean season Farmers are stlll reluctant to store gram on the farm, gIven theIr expenence durmg the war years when 

gram stocks were hkely to be stolen Furthermore, m recent years WIth large quantItIes of food aId, farmers have not 

had compellmg reasons to store graUlS Nor are traders mclmed to store gram for months at a tune because tills would 

tIe up expensIve workmg capItal that could be used for other actIVItIes HIgh mterest rates and dIfficult access to bank 

fmancmg dIscourages storage by traders 

Before mdependence most of the rural stores ("loges") operated not only as retau merchants, but also as buymg agents 

for the farmer's commodItIes The "loges" proVIded an unportant market outlet to the farmer and were also 1IIlportant 

for mtermedmte storage Under SOCIalIsm, the operatlOn of these stores was dIscouraged, and after a long war m rural 

areas most ceased operatIOns Those whIch remam, or have reopened, are finanCIally strapped WIth 11IIllted abUIty to 

purchase and store marketed commodItIes 
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With abundant rams, the 1995/96 gram harvest (endmg m June 1996) proIDlses to be excepnonally bountlful TIns will 

bnng MozambIque's cereals producnon more closely mIme With the amount requrred to fill the calonc needs of Its 

populanon The projected balance between supply and demand of cereals crops productlOn for the 1996/97 marketlng 

year IS shown m Table 35 The table was developed from calculanons made by WFP followmg Its Apr111996 survey 

of food producnon For the commg year WFP projects a total malZe producnon of 935,000 tons and domesnc 

consumpnon of around one mllhon tons The shortfall of 66 000 tons is planned to be covered by food aid WFP 

calculates that surplus lllalZe producnon m the northern provmces will be 199,000 tons and m the central provmces, 

126,000 tons The southern provmces, mcludmg Maputo, show a defiCit estlmated at 391,000 tons 

The WFP's food grams balance for the entIre country assumes that gratns will flow from surplus to defiCit areas and that 

shortages will be ehmmated Most of the gram crops whlch enter the cereals markets are grown m hlgh-ramfall areas 

diStant from the coast, m the provmces of Cabo Delgado, Nampula, Zambezla and Maruca The most tmportant area IS 

near the border where Nampula, Zambezla and Maruca meet Maputo IS nonnally supphed from SIX southern provmces, 

located south of the ZambeZl nver Freight costs to Maputo make shlpments from northern provmces prohlbltlvely 

expensIve compared to South AfrIcan supphers of whlte malZe The followmg stmple example will illustrate the pomt 

COMPARISON OF DELIVERED COST OF MAIZE IN MAPUTO 
(US$/ton) 

MAIZE PURCHASED FROM SOUTH AFRICAN MAIZE PURCHASED FROM SUPPLIERS IN 

SIJPPlJERS NORTHERN MOZAMBIQUE 

Fann gate pnce $9000 Pnce at Nampula field collectlOn center $9000 

CollectlOn, assembly baggmg 4000 Transport to port, baggmg, handlmg, 5300 

suppher margm suppher margm 

Ral1 transport to Maputo 2600 Ocean freIght to Maputo 4300 

DISChargmg, handlmg 500 Port handlmg 900 

Import dunes (7 5 % ) .ll..O8. 

Total dehvered cost Maputo 17308 Total dehvered cost Maputo 19500 

Source Denved from estlmates prOVIded by WFP 

A major constramt to gram shJ.pments from the northern provmces to Maputo IS the defiCIency of ocean transport and the 

delays and stevedormg charges at the port m both Nacala and Maputo Alternanvely, gIven the poor conditIon of the 

roads Imkmg the southern part of the country WIth the northern provmces, road transport IS slow and expensive 
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Table 3 5 Food Grams Balance by RegIon for 1995/96 

(000 tons) 

Item MaIZe RIce Wheat Sorghum Total Pulses 

Northern RegIOn (population 5 8 rmlhon) 

1995196 ProductIon 345 22 ° 129 469 68 

1996/97 UtlllZatIon 146 23 18 129 316 68 

Surplus (+ )/Deficlt (-) +199 -1 -18 0 +180 -

Per capIta Cons (kg/yr) 229 34 30 193 486 97 

Central RegIOn (populatIon 7 3 milhon) 

1995/96 ProductIon 464 60 0 133 657 34 

1996/97 UtulZatlon 338 61 30 132 561 47 

Surplus (+ )/Deficlt (-) +126 -1 -30 +1 +96 -13 

Per capIta Cons (kg/yr) 420 73 40 157 690 56 

Southern Region (populatIOn 5 1 mtlhon) 

1995/96 Productton 126 8 0 29 163 32 

1996/97 UtulZatlon 517 91 92 29 729 50 

Surplus (+ )/Deficlt (-) -391 -83 -92 0 -566 -18 

Per capIta Cons (kg/yr) 922 176 173 49 1320 86 

Total Country (populatIOn 18 2 mtlhon) 

1995/96 ProductIon 935 90 0 291 1289 134 

1996/97 UtulZatlon 1001 175 140 290 1606 165 

Import Requrrements 66 85 140 -1 317 31 

Est Conun Imports 0 62 70 0 132 17 

Food AId Imports 66 23 70 0 159 14 

Peanuts Cassava 

50 3,013 

50 3,013 

- -

74 375 

25 1217 

25 1,217 

- -

29 117 

43 413 

43 413 

- -

72 57 

118 4643 

118 4,643 

0 0 

0 0 

0 0 

A recent study8 estnnates the cost of road transport from Maputo to Nampula, a dIstance of 2,346 ktlometers, at $260 per 

ton GIven that back haul rates from north to south can be negotiated at around 60 percent of the rates from south to 

north the esttmated cost for movmg gram to Maputo IS around $155 per ton ThIs corresponds to a pnce per ton­

ktlometer of $ 066, whtch IS near the mdustry standard rate of $ 07 per ton-lalometer To compete With the cost of maIZe 

from South Africa landed at Maputo, the maxnnum haul distance from Maputo that local maIZe can be transported IS 

calculated to be about 950 kuometers, whtch ltmlts the range of supphers servmg the Maputo market to the central 

'The Challenge for Coastal Shlppmg m Mozambique Oceano Consultores June 1996 
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provmces ObVlously, maIZe can be hauled from greater dIstances WIthIn MozambIque If the farm gate pnce falls below 

US $90 per ton (MZM 1,080/lalogram), or If the wholesale pnce at the Maputo gram market exceeds US $173 per ton 

(MZM 2,075/kllogram), or If supphes are not avallable from South AfrIca and the pnce at the Maputo market IS bId 

hIgher A combmatIon of these factors can sometunes make It econOmIcally feaSIble to shIp maIZe from as far away as 

Llchmga to Maputo, traversmg MalaWI These shIpments are generally llffilted to a short penod before harvest when 

local pnces are at therr peak for the year 

The followmg chart shows the relallonshIp between the pnce of maIZe at the village collecllon center and Its delIvered 

cost to Maputo As shown, If the farmer 18 paid a "farr" pnce ($90 per ton) and If the maIZe 18 sold at a competillve pnce 

m Maputo ($173 per ton), the maxImum dIstance It can be transported IS about 950 kllometers 

ITEM 

Pnce of maIZe at local collectlOn center 

Cost of collecllon, baggmg and trader profit 

Transport (US $ 066/ton/km distance of 950 km) 

Total DelIvered Cost - Maputo Market 

3 3 5 CEREALS MARKETING AND DISTRIBUTION 

COST (US $ITON) 

$9000 

2000 

63.OQ 

$17300 

As shown Table 3 4 above Imported food aid has been a major factor m the avallabllity of cereals m recent years It IS 

remarkable that the donor commumty and the MozambIcan Government (GRM) have been able to manage maSSIve 

amounts of food aId WIthout greater dISrupllon of the marketmg systems for locally produced cereals 

3 3 5 1 Food AId Imports 

The followmg IS a bnef descnpllon of the varIOUS dIstrIbutIon channels for the different programs under whIch cereals 

are Imported 

Emergency food rod IS handled predOmInantly by the World Food Program (WFP), WIth close momtormg by and m 

coordmatlon WIth the donor commumty Its purpose IS to dIstrIbute food graIns, pnmarlly maIZe, to famIne-prone areas 

Areas are targeted and emergency food requrrements are determmed by an annual crop survey taken m the cereals 

producmg areas, shortly before the crop IS harvested The amount of gram to be dIstrIbuted as emergency aId IS 

calculated based on the estlmated number of rnhabitants m each dIStrIct or subdIstrIct and therr dally calonc requrrements 

WFP IS approachmg a pomt where It will soon be able to declare VlCtOry and leave MozambIque It estImates that 

emergency aid for the 1996/97 year will amount to no more than 66,000 tons of maIZe of whIch sbghtly more than half 

will be used for ongomg (non emergency) development projects 
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CommercIal food Illd IS another unportant source of cereals for MozambIque In general, these are Government-to­

Government programs m wInch donated stocks of grams are turned over to the GRM, wInch sells the gram to prIvate 

traders DonatlOns made by the Umted States are under the authorIty of PL 480 TItle ill adnnmstered by USAID In 

recent years, U S donatIons under Title ill have been exclusIvely yellow maIZe 

Importers may be large mIllers, or medIUm to large scale gram wholesalers Lots purchased typIcally range from 100 

tons to 1 000 tons Once the unporter takes posseSSIon of the commodIty, It flows through normal (formal) dIstrIbutIon 

channels from the processor or wholesale to retail shops 01 mumclpal markets 

Of all commerCIal food aId sInpments, wheat ments speCIal mentIon smce It IS not grown m MozambIque and therefore 

has a uruque dIStnbution system Donated wheat, normally suppbed from Canada, Austraha or the European Umon, IS 

unported and "monetIZed" under the process descnbed above There are only four wheat millers m MozambIque, all 

prIvately owned Three were recently (1995) prIvatIzed Two nnlls are m Maputo (CIM-Matola and SOCIMOL), one 

IS m Berra (Moberra) and one IS m Nacala (CIM-Nacala) These mills refine wheat mto flour and also have therr own 

bakerIes wInch bake bread for the local populatIon 

PreVIously wheat was "monetIZed" at amounts well below the unport panty pnce A recent report completed for the 

CanadIan Governmenfi concluded that GRM was makmg wheat available to (then) government-owned mills at around 45 

percent of ItS unport parIty value Of the total "SUbSIdy,' the proportIOnal benefit to the nnlls was approxunately 80 

percent, bakers receIved about 10 percent and consumers benefitted from lower pnces by the remammg 10 percent of 

the SUbSIdy The result was profitable nnllmg operatIOns and lower-than-normal wheat flour and bread pnces m major 

urban centers espeCIally m CItIes where the mills are located Throughout 1994 and 1995, the prIce of wheat flour and 

maIZe meal have been closely alIgned WIth the pnce of wheat flour never exceedmg the prIce of maIZe meal by more than 

10 percent and on occasIOn fallmg below the prIce of maIZe meal ThIs, of course has encouraged the consumptIOn of 

wheat products and has resulted m some SubstItutIOn of bread for maIZe meal 

In conversatIOns WIth the newly-prIVatIZed nnllers, they are upbeat about the future of the nnllmg mdustry and see an 

mcreasmg demand for wheat flour One miller estlInated that he could double Ins capaCIty and stlll profitably market hIS 

entrre flour output 

"MonetIzed" food aId falls somewhere between emergency food aId and commerCIal food aId BaSIC food products are 

donated to the people of MozambIque for humanItanan purposes, but the host government IS not mvolved m the 

dIStnbution process Under this procedure the donors exerCIse more control over the use of the funds than they would 

for budgetary support TypIcally commodItIes are donated by an mternatIOnal orgamzatIOn and therr unportatlon IS 

managed by a PVO actmg on behalf of that donor Funds generated from the sale of donated products are used by the 

PVO to fmance ItS humanItanan and rural development actlVlties Over the past three years USAID has donated 

'ReView Report Mozambique Wheat Study prepared for the Food Aid Center MultIlateral Branch Canadian InternatIonal Development 
Agency January 1995 
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shIpments of nce, maIZe vegetable ou, wheat and wheat flour However, millers have complamed that they are bemg 

undercut by the 1lIIportatIon of refined wheat flour Smnlarly, the ou processors complam that therr busmess IS bemg hurt 

by the unportatlOn of refined vegetable ou As a result most of the commodIty nnports contemplated by USAID m the 

future will be m crude form, for processmg, packagmg and dtstnbutIon m MozambIque 

WhIle necessary for humarutanan purposes, nnported cereals food aId undoubtedly distorts the marketIng system and 

slows the development of a pnvate dealer network 

3 3 5 2 The PrIvate DlStrIbutlOn Network 

Until the end of the 1980s, the marketIng of all gram crops was dommated by the marketIng board, AGRICOM, wInch 

later became the MozambIcan Cereals InstItute, ICM AGRICOM purchased gram crops through a commercIal network 

of hcensed rural stores and wholesalers Smce the early 199Os, ICM's actIvItles have been severely curtaued due to a 

lack of operatIng funds and a huge number of unhcenced, mformal traders have moved m to fill the vacuum left by the 

retrencbmg State agency TIns movement gathered momentum durmg the drought of 1992 when numerous small traders 

became mvolved m the marketlng of food-aId slnpments of yellow maIZe WIth the peace settlement and the nnprovement 

m transport, many of these traders have expanded therr operatIons mto productIon areas wInch can economIcally supply 

Maputo Few of these ItInerant traders have therr own transport, and are requITed to rent transport on a per-bag basIs 

The mformal traders now dommate the local trade of grams throughout the entIre country Although they are unhcenced 

and therefore are illegal the government grudgmgly tolerates therr eXIstence Only m the northern provmces are some 

remnants of the old structure stIll mtact The situatlOn m the north has been perpetuated, to some extent, by WFP food 

aId purchases whIch support the formal dIstrIbutIon channels there 

LIcensed traders are stIll requrred to comply WIth cumbersome, tnne-consUffilDg procedures to become regIStered The 

Mmlstry of Commerce reqUITes that the traders provIde a satIsfactory pohce record a certIficate of hteracy, a bank 

statement millcatIng solvency and a descnptlon of hIs or her busmess faCUlty and numerous fiscal stamps Government 

COntrollS stlll strongly exercIsed through thIs hcensmg procedure ThIs IS probably the mam reason why many mformal 

traders do not become regIstered However smce they are not legally sanctlOned, they are subject to harassment by 

OffiCIalS 

TIns new class of entrepreneunal mterreglOnaI trader has lmked the consumpnon reglOns of the south WIth the 

productIon regIOns of central and to some extent northern MozambIque IntegratIon between these three regIOns has 

mcreased substantlally smce 1994 attestmg to the effects of mterregxonaI trade The larger traders are wholesalers who 

are able to buy by the truckload and sell to retauers based m urban markets MaIZe IS sold as eIther gram or meal 

usually ground by the same retailer at a nearby hammer mIll The mcreased flow of gram crops has led to a prohferatIon 

of small scale hammer mills m urban areas, whIch provIde for-fee mIllmg servIce to mdtvldual purchasers of maIZe and 

other grams 
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An actIve cross border trade was carned out by mformal traders durmg the war years partIcularly m Maputo Smce 

the war ended, small scale trade has thrIved partIcularly WIth nnports from South AfrIca MalZe 18 the predommant 

Import, but quantItIes of refined and seffil-refmed malZe meal are nnported as well Some amount of malZe has been 

lffiported from MalawI m recent years, over the northern raillmk Refined malZe meal, willch IS consumed m the major 

cItIes, IS also nnported through mformal channels from South Africa, Znnbabwe and MalaWI The amount of lffipOrts 

15 not momtored, but IS estImated to be around 30,000 tons per year Until recently, there were no formal, commercial 

maIZe lmports The first formal srupment was made at the end of 1994 when approxnnately 10 000 tons of willte malZe 

was lffiported mto Maputo from South Africa 

3 3 5 3 Government InterventIOn m Cereals Marketmg 

After mdependence, all rural trade was controlled by the State ProvmcIaI and District wholesalers were appomted, and 

retail traders were assigned therr exclusive terntory by Government Each trader had nearly exclusive tradmg nghts 

The fInal purchaser was AGRICOM, the State marketmg board Throughout the 1980s, AGRICOM was the 

Government's means of provldmg mputs to farmers and for purchasmg surplus productlOn Whlle state farms were 

responsIble for theIr own productlOn AGRICOM prOVided marketIng outlets to small farmers m Isolated commumtIes 

and also dlStrlbuted consumer goods m rural areas The organIZatIOn was requrred to procure at government-mandated 

pan-temtonal pnces and to distribute at stipulated margms willch usually did not cover storage and transportation costs 

As a loss-makmg entIty, AGRICOM was kept afloat throughout the 1980s by goverllffient SubSIdIes, transfers and 

uncollected bank loans as well as by support from foreign donors ThIs organIZatIOn dOffilnated malZe marketIng untIl 

the early 1990s Smce 1990 both goverllffient and mterllatIonal support has dned up and AGRICOM's actIVItIes have 

been severely curtailed 

In early 1994, Goverllffient abohshed AGRICOM and created the Instuto de Cereazs de Mozamblque (lCM) willch 

assumed AGRICOM' s staff and phYSIcal assets but WIthOut ItS debt ICM' s mandate IS to act as a buyer of last resort 

at the offictal ffilmffium pnce, ensure food Securlty by managmg strategic stocks and to help stabulZe gram pnces Whlle 

ICM has scaled-back Its mvolvement m cereals marketmg It stIll purchases relatIvely large quantItIes m the northern 

provmces and proVIdes for-fee storage fimugatlOn and transport serVIces In recent years ICM has acted as a buymg 

agent to procure local gram stocks for food-aid purchases by mterllatlonal organIZatIOns The mam chent for these 

procured stocks has been the World Food Program In 1994, ICM bought over half the locally-procured food aId 

purchases amountmg to more than 40 000 tons 

ICM's current Sltuanon appears unsustamable Lackmg the resources to fill Its mandate, Its current role IS pnmarily that 

of a suppher to food aid donors, m competItIOn WIth other traders ICM's surVIval depends on foreIgn donors' 

mvolvement m the local procurement of food aid m MozambIque and therr willmgness to source therr purchases from 

ICM, as opposed to pnvate supphers 
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In addItIon to Its mtervenUon m cereals markeUng through ICM, the GRM publIshes pan-terrItorIal IIl11l1IDum farm gate 

purchase pnces for a number of crops whIch, OffiCIally at least, must be honored by the formal marketmg sector There 

IS consIderable doubt as to how strIctly thIs IS applIed, even by traders selbng to ICM Mmtmum prIces are almost 

certamIy Ignored by the Informal sector, pamcularly m tunes of excess supplIes In lIght of the current (June 1996) 

controversy over the need to export excess mruze gram supphes from Nampula Provmce m the face of an excessIvely hIgh 

IIl11l1IDum prIce to the farmer, there IS some mdicatlOn that the mmtmum prIce will be scrapped 

3 3 6 MAJOR CONSTRAINTS TO DEVELOPING THE CEREALS TRADE 

The most 11Dportant constramt to cereals markeUng IS the poor condItIon of the transport mfrastructure m MozambIque 

Infonnal tradmg networks can flOUrISh where there are good road and rail servIce, partIcularly given the relauvely low­

cost of back hauls from north to south WhIle rural access roads are a major problem, even bIgger constramts to 

movement arIse from the prunary and secondary road networks 

Ports are also major 10gISUcal bottlenecks, due partly to lack of mfrastructures, but prImarily due to serIOUS management 

shortcommgs In addttIon to poor port servIces, coastal shIppmg servIces are poor, WIth an madequate number of vessels 

Coastal shIppmg IS entrrely out of reach for the Informal trade whIch relIes exclUSIvely on road transport 

There are also problems due to a shortage of trucks, whIch IS m tum related to the poor condIUon of roads Farmers 

generally do not have access to eIther tractors or anunal power to move therr cereals crops from therr farm to rural access 

roads There IS also a shortage of small trucks to haul products from access roads to regIonal collecuon pomts 

The network of Informal traders IS weak and undercapItalIzed By vIrtue of therr "InformalIty" they are locked out of 

formal credIt sources, and even If they could afford to mvest m means of storage or transport, It IS doubtful that they 

would do so m order not to become exposed to scruUny by the authOrItIes Bankmg servIces are defiCIent, and WIth the 

excepUon of large, well-establIshed wholesalers IS not OrIented toward rural trade 

In VIew oftherr preVIOUS vulnerability to losses, farmers have lost the habIt of stormg gram crops, whIch lImlts the amount 

of supphes available durmg the lean season NeIther are traders dIsposed to store gram crops, given the problems of 

obtammg credIt deSCrIbed above 

Officml mmnmnn purchase pnces dIstort the market mechanIsm and constram market development Fear of prosecunon 

may dIscourage lIcensed traders from buymg at below the OffiCIal prIce, whIch reduces market demand 

3 3 7 INVESTMENT OPPORTUNITIES IN THE GRAINS SECTOR 

WIth mexpensive (SubSIdIZed) unported wheat a large demand for wheat flour has evolved pamcu1arly m urban areas 

ThIs prOVIdes a great opporturuty for the newly pnvatIZed nu1lmg compames It IS est1mated that productIon could 

double and stIll not fill unmet demand 
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MaIze millmg IS another growth mdustry Small hammer mills could be encouraged under the lllicroenterpnse 

development program, and large scale millmg and refmmg of maIZe flour would constItute an opporturuty Wlthm the 

larger CIties and reglOnal capItals 

Storage faclhtles near the major consumptlOn areas provIde another mvestment opporturuty Storage facIlItieS would 

enable gram crops to be stored from tlme of harvest for sale durmg the "lean" penod A VISIt to the "Bazuka" gram 

market In Maputo revealed that the cost of leasmg secure storage space m small sheds located near the market complex 

IS US $ 30 per 70-kllogram sack for overmght storage For a 15 square meter wooden shed WIth the capaCIty of stormg 

100 sacks, the annual rental mcome would be the eqUivalent to US $1 000' 

There IS a great need for muruclpal market facilitIes In Maputo as well as the capItal CIties m most provmces Tlus could 

be encouraged by SAEDF's mlcroenterpnse development facIlIty 

3 3 8 EXPORTING SURPLUS MAIZE FROM NORTHERN MOZAMBIQUE 

WIth the exceptlOnal maIZe harvest m the northern provmces durmg the 1995-96 crop year an lffilfledtate opporturuty 

eXlsted for maIZe exports from the provmces of Nampula and Cabo Delgado Tlus section summarIZes mformatIon 

gathered m Maputo, Nampula and Rlbaue provmces and outlmes a maIZe development export strategy The objective 

of thIS research was how to determtne how to estabhsh a market for the surplus maIZe bemg produced m these provmces 

and then move the maIZe off the farm to the mternatlOnal buyer followmg the prmclples of a free market, With open 

competition for the farmers' maIZe The ImplementatIon of thIs strategy should result m mvestment Opporturutles for 

AISMEs 

3 3 8 1 FIeld VISIts 

A field VISit was made to the Rlbaue area (tIme dId not pefffilt gomg to the Cabo Delgado area) The general estImate IS 

that there IS a surplus of approXImately 2,000 tons m thIs area Rtbaue IS the start of a major maIZe growmg area that 

contmues east and north Tlus VISIt dId venfy a surplus of maIZe but one not as large as the prOjectIon of 300,000 tons 

made by FAO After many dISCUSSIOns WIth traders, PVOs, NGOs, departtnent of agrIculture officials mdlVlduals 

Interested m food secunty m Maputo and the VISIt to several villages to talk to farmers, a more reahstIc proJectlOn IS 

closer to 100,000 tons However, thIs IS only an estImate and the actual amount will not be known untIl the purchases 

have been made 

There IS one railroad track startmg m Nacala that goes mto the maIZe area bypassmg Rlbaue The tram can be used for 

transportmg the maIZe to Nacala but an agreement or contract With CFM (raIlroad company) wIll have to reached allowmg 

the raIl cars to be dropped off at the vanous statlOns along the route These raIl cars can be fllied WIth maIZe and then 

taken dIrectly to the warehouse m Nacala Other areas not servIced by raIl will need to have the maIZe transported by 

truck which IS more expensIve 
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The system of maIZe collectlon IS for a Inlcro buyer to take a few empty sacks to the village to be filled These sacks are 

then collected and taken by any transport possIble (top of a bus, truck, tram, etc) to the nearby CIty or collectlon pomt 

of the trader All agree this system needs to remam m place and serves a useful purpose 

The quahty of the wInte maIZe m the field IS excellent LIttle msect damage was notlced, and the seeds on the ears were 

dry and hard The maIZe IS stored upSIde down WIth the husk covermg the seeds on the cob, usually outsIde There IS 

maIZe stored InsIde wInch IS more desrrable, and hopefully more will be stored mslde m the future It IS dJ.fficult to 

determme lfthe buyer's speclficatlon of 12 percent - 14 percent mOISture content will be reached at tIme of shellmg the 

maIZe Thts IS a cntlca1lSsue as well as meetlng all other buyers' speclficatlons All contracts ISsued by the buyer to the 

traders will contam qualIty standards A trammg seSSIon will be conducted on how to test for these standards WIth the 

understandmg that all maIZe not meetlng the qualIty standards will be rejected ThIs was dIScussed durmg the meetlngs 

WIth the traders, and all seemed to agree WIth the exceptlon of one trader (Gam) who seemed to thmk that "maIZe was 

maIZe" regardless of the conmtlon (he was convmced dlfferently) 

When the empty bags arnve from the mIcro buyer the seed IS taken off the cob by placmg the cob m a sack and poundlng 

the sack on the ground The farmers VISIted m the villages are aware of the difference between a whole seed and a broken 

or damage seed These farmers plan on leavmg the broken seeds at home and not pack them WIth the whole seeds They 

didn't have a problem understanding the need to control qualIty but the standards need to come from the mIcro buyer to 

the farmer at the tIme the farmer sells Ins maIZe Agam this pomts to the need of educatmg all partICIpants throughout 

the system, wInch has to start WIth the trader under contract 

3382 Costs 

At the pnce the mternatlOnai buyer IS offermg (US$135 I metrIC ton), a study was done to see what would be the 

apprOXImate pnce the farmer would be paId The results were as follows 

Purchase pnce for maIZe 

Margm for the trader 

Fmance cost for the trader 

Sack cost 
Transportanon 
Warehouse 

Handlmg of bags 

Loss 

FUIDlganon 

Purchase pnce at warehouse N acala 

Source J oao Ferrerra dos Santos 

Mt 760 !kg (suggested Government Price 1,500!kg) 

Mt 100 (6 6% on purchase pnce) 

Mt 55 I kg (40% per year amt IS for one month) 

Mt 70 I kg 
Mt400/kg 

Mt20 I kg 
Mt20 I kg 

Mt 681 kg 

Mt 10 1 kg 

Mt 1503!kg (1351ton US @11,135 MtI$) 
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Note The pnce to the fanner of 700 Mtlkg was suggested to be too low The seller suggested the buyer mcrease the pnce 

by US$9 / ton to US$l44 / ton m order to mcrease the purchase pnce to the farmer by 100 Mt/kg or 860 Mtlkg All other 

estunated costs would remam the same 

3 3 8 3 Sellers (Traders) 

Joao FerreIra dos Santos (JFS) (Joao RIbas tel 1420123) 

Could delIver 10,000 tons to Nacala, 5,000 tons to Pemba, wants pnce up $9/ton, 7 day terms, two months tune frame, 

50 kg bag a problem 

Mahendrasmg Jamnadas 

IndIan Trader tel 6 212189 

5 000 tons, wants Pemba Port, bags ok, payment m US$, 10 percent OK to hold untIl contract completed 

RaJahussen Gulamo - Al - Owals 

Gam tel 6 215937 

10,000 tons (possIble 30/40,000 tons), needs bags qualIty control re SIZe of gram and finmgatlon, wants bag sewmg 

machme, parts and thread, money for a truck load m advance, 

Sarrafa AlI D IbramugI 

IndIan Trader 6 21492 

20000 tons (Zambezla) 12 trucks (USAID funded), money for 2/3,000 tons m advance, needs bags, can purchase one 

month to arnve 

World VISIon 

Renato Gordon 

5 000 tons esttmate help to orgaruze/pay freIght to Nacala help WIth qualIty control m Nacala (no $ m budget to pay for 

a professIonal consultant), the 19 PVOs and NGOs m the area wIll work together WIth World VISIon takIng the leadmg 

role 

Issufo Nurmomade 

IndIan Trader tel 6 212185 

2500 tons, bags a problem, 30 days to dehver money for 100 tons on a revolvmg baSIS payment m US$ 

*** Total estImated tonnage of maIZe that could be put under contracts IS currently 57 500 metrIC tons (10 000 tons to 

be slipped trom Pemba) 
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3384 Buyers 

loUIS Dreyfus AfrIca (Pty) Ltd 

15/20,000 metrIC tons, $135 US delIvered buyers warehouse, offer to 6/28/96, delIvery to 8/31/96 

Seaboard Tradmg & Sruppmg 

5/10,000 metrIC tons/month, pnce competItIve WIth world pnces on a CIF baSIS 

Cargill InternatIOnal 

300,000 metrIC tons, pnce competItIve WIth world pnces on CIF baSIS 

3 3 8 5 QualIty Standards 

Crop - 1996 MozambIcan wlnte maIZe 

Bags - 50 kg net new poly woven 

MOIsture - max 125% (145% second buyer) 

Damage - max. 5 % 

BrokeniF M - max 3 % 

Other colored - max 2 % 

InfestatIon - free from lIve tnsects and larvae 

WeIght - certJfied certJficates by buyers warehouse 

QualIty - tnspected by SOCIete Generale de Surveillance 

Source Lows Dreyfus AfrIca 

QuestIons remammg on qualIty what fwmgatIon matenal can be used? How many seeds per ktIo, or IS the SIZe of the 

seed a cntenon m qualIty? 

3 3 8 6 Other Buyers 

ICM (InstItuto Cerales MozambIque - govenmtent owned) has reached an exclUSIve agreement WIth V &M Import and 

Export Agents (Pty ) Ltd (SwazIland) to purchase only for them The manager of the rCM Nampula office Mr Grramo, 

saId "we have reached an agreement WIth V&M and we must satIsfy therr needs frrst We are not mterested m rentmg 

our warehouse or provldmg any servIces to anyone other than V &M " ICM IS talkmg to traders and IS reported to be 

offermg bags and workmg capItal ICM IS reported to have a bad reputatIon m the trade 

3 3 8 7 Warehouse m Nacala 

There are several warehouses of approxmtately 10 000 ton capaCIty A raIl spur goes drrectly mto the warehouse The 

manager saId not more than 1 500 tons can be loaded m the vessel per day m bags The buyer needs to take thIs mto 
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conSIderatlon when domg the charter WIth the vessel company Jute bags are preferred to poly woven as they can be 

stacked hIgher An apartment IS avaIlable on the premIses where the qualIty mspector can stay durmg the debvery of the 

maIZe to the warehouse Payment can be made by the Maruca warehouse after the quabty IS approved by SGS and the 

qualIty control consultant The reason for the consultant IS the need to assure the buyer(s) of hIgh qualIty maIZe for thIs 

fIrst exportatlon of maIZe from MozambIque 

3 3 8 8 Suggested Model 

Maruca warehouse will be the receIvmg pomt for the maIZe There will be as many buyers for the malZe that IS practical 

and all wIll be gIven contracts The farmers will be gIven the mformatIOn about the pnces bemg paId at the Maruca 

warehouse m Nacala Farmer wantmg to go dIrect to Nacala to the Maruca warehouse can work WIth World VISIon or 

other PVOs or NGOs This wlll be a completely open and transparent system that provIdes a guaranteed market for the 

maIZe This guaranteed market has already mterested the traders, and some are ready to make a contract CredIt to the 

traders may not be a problem as was anticIpated The steps that are reqwred follow 

1 EstablIsh an agreement WIth the buyer(s) to use the Maruca warehouse for receIvmg the malZe from the traders 

The buyer will be responsIble for the maIZe once It has entered the Maruca warehouse EstablIsh the purchase 

pnce based on the world market pnce - should be more than $144 per metnc ton to be VIable 

2 Obtam an export hcense m lots of 15,000 tons 

3 Issue contracts from the buyers to the SlX sellers mentIoned above and to others that can venfy therr potential 

to brmg maIZe to the Maruca warehouse Hold out a percent (1 e 10%) untll the contract IS completed 

4 As lots of 15 000 tons are reached, export thIs quantity 

5 Hrre a full tune quahty control mspector to be at the Maruca warehouse (hve m the apartment located on the 

premIses) to mspect each load as It arnves SGS will do the buyer's fInal mspectIOn 

6 Bags are a major problem See If the buyer will accept 90 kg Jute bags or aSSIst m obtammg the 50 kg poly 

woven 

7 World VISIon will coordmate the actlVltles of the NGOs and PVOs These are unportant players m order to reach 

the farmer WIth the pnce mformatIOn that IS bemg paId m Nacala 

8 Make payment m both US $ and MetICalS 
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3 3 8 9 Fmancmg Structure 

The followmg suggestIons are offered for managmg the financmg of maIZe exports 

Project Coordmator IS Selected 

A PrOject Coordmator will be selected who IS acceptable to the bank(s) and USAID The role of the Coordmator IS 

twofold ensure timely delIvery and qualIty control of maIZe to the gram exporter, and control mtermedIate transactIons 

from the matze producers, traders and others An Important task of the Coordmator IS momtormg the pnces patd to the 

producer Thus the abtllty to manage the lOgIStICal aspects of thls project IS Important, as IS the abIlIty to serve as a 

financial mtermedlary for the levels from producer to the Coordmator 

A Gram Exporter IS Selected 

Prebmmary dISCUSSlOns have been held WIth several well-known multInatIonal gram tradmg compames, notably Cargill, 

Lows Dreyfus, and Sea Breeze A flrm COmmltment will be reqUITed by one of these frrms to purchase the maIZe from 

the project coordmator on commerCIal and clearly defmed terms (for example, debvery to the exporter's warehouse m 

Nacala) 

Fm3ncmg for the Gram Exporter IS Estabhshed 

The gram exporter will establIsh credit facilitIes Wlth Its bank based upon the performance cnterIa set forth above These 

credIt facilitIes could take the form of letters of credIt, bankers' acceptances or direct credIt to the exporter The openmg 

bank wul mform the local bank of the amount terms and conilltlOns of these faCUltIes 

Local Bank Estabhsbes Fmancmg for the Project Coordmator 

Based upon the credIt faCUltIes establIShed for the exporter, the local bank establIshes credIt facilitles for the Project 

CoordInator Thls will be done by placmg a US dollar account offshore m favor of the Banco de MOl;ambique (Central 

Bank) wluch will supply the local bank WIth the eqwvalent amount m metlcals The local bank will then advance the 

PrOject CoordInator metlc13s suffiCIent to commence operatlons and to finance the purchase of commoditles for dehvery 

to the exporter Securtty for the local bank will be the aSSIgnment of the proceeds from the dehvery of the commodItIes 

by the Project Coordmator to the exporter Dollar proceeds from the dehvery of the commodItIes to the exporter will 

be used to reduce the credlt exposure of US dollar offshore account m favor of the Central Bank This offshore account 

can be replenIShed IT the exporter WIshes to purchase adilltlonal commodItIes for export 
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3 4 Edzble Ozls Constraznts and OpportunItzes 

3 4 1 EDmLE OILS CONSUMPTION 

After cereals, edIble OllIS the next most lIDpOrtant nutntlonal component of the MozambIcan's met Unlike maIZe and 

beans, 011 must be refmed from eIther anImal or vegetable sources It IS senously lackmg m the dIets of rural and urban 

people, and IS a scarce and expensIve commodIty m markets around the country 

The availabIlIty of vegetable 011 IS extremely low CommercIal purchases are estlIDated to be 1 5 kg of 011 per person 

per year m rural areas and 2 5 kg per person per year m urban areas EstImated nutrItIonal needs are 10 grams per day, 

or about 3 7 kg per year per person EstImated consumptIon throughout Southern AfrIca IS around 4 6 lalograms The 

US Department of AgrIculture (USDA) estImates that m Cluna, annual per capIta consumptIon IS 10 lalograms and m 

the Umted States, around 25 kilograms Although domestIc productIon of 011 seeds has been mcreasmg smce 1991, the 

productIon of 011 from local seed amounts to no more than one-quarter of the market demand Table 3 6 shows the current 

(1995-96) balance between the supply and demand for vegetable 011 Total demand IS estImated to be approXImately 

30,000 tons Thls annual demand estImate IS less than half the calculated nutrItIonal requrrement of 65,000 tons for the 

entIre populanon of 17 5 milllon, based on per capIta dally consumption of 10 grams It IS known that as late as 1977178, 

natIOnal consumptIon was around 40,000 tons per year 

Demand IS constramed by mcome levels and IS also affected by supply, pnce and dlstnbutIOn dIfficulties In 1995/96, 

the shortfall m supply was esUmated to be around 14000 tons Most of the tlIDe, OllIS under supphed on the market but 

WIth penods of gluts, prImarily created by the slIDultaneous arnval of donor-supphed products and WIth trader lIDpOrts 

In rural areas OIllS generally not avaIlable due to the dIfficulty of dlstnbutlon and Its blgh pnce takes It beyond the reach 
of most consumers 

3 4 2 INDUSTRIAL PROCESSING 

Last year the local refinmg mdustry supphed approXImately 37 percent (7,160 tons) of the marketed amount of edIble 011 

Trader lffiPOrts are expandmg faster than IS the abilIty of domestic processors to refme 011 Domestic production remalDS 

very small and the factones operate well below capaCIty CapaCIty utilIZatIon IS approXImately 20 percent of the lDStalled 

amount 

There are four large-scale edIble 011 plants operatmg m MozambIque a) FASOL (Maputo), b) GINWALA (Maputo), c) 

MozambIque Industrial (Berra), and d) Monapo (Nampula) All four plants are pnvately owned FASOL was an 

'mtervened" plant prevIously managed by government, but was pnvatiZed m 1995 by sellmg 80 percent of Its shares to 

a Portuguese group, Grupo Melo The other three plants are owned by the large Grupo Entreposto Two other 011 

producmg plants m QuellIDaDe and Inhambane omy process copra for soap manufacturmg 
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Table 3 6 Estunated Market Demand, NutritIonal Reqwrement and A vadabruty of EdIble OIl - 1995196 

(tons of vegetable oIl) 

ESTIMATED DEMAND ESTIMATED AVAILABILITY 

Rural populatIon 14,025,000 CommerCIal sale - local seed 3,160 

Urban populatIon 3,520,000 Home productIon - local seed 1,500 

Total populatIon 17,545,000 Processed, Imported crude oIl 4,000 

NatIonal nutntIonal requIrement 65,000 CommercIal1I11ports (legal) 160 

for edIble oIl 

Calculated market demand 29,835 CommercIal Imports (Illegal) 3,000 

EstImated avaIlable supply 080 MonetIZed donor Imports, food aId leakages 7710 

EstImated market shortage 10,30500 Total avaIlable supply 19,53000 

Source Calculated from InformatIon proVided by Department of Food Security, USAIDlMaputo Bellmon 

Amendment Dismcentive AnalYSIS, MIchIgan State Uruvemty, May 1996, Report on the OIl Subsector m 

MozambIque by Jane TonI1Inson, February 1996 

FASOL Imports crude vegetable oIl whIch IS refmed and bottled at Its plant Oil seeds are not readily available to the 

factory The company has expressed an mterest m workmg With small farmers to orgaruze sunflower seed productIon 

CompetItIon between the two plants m Maputo IS fierce 

Entreposto's Monapo plant IS lmked to the Company's gmrung operatIons and processes cotton seed only, although It has 

the capability to process other oil seeds as well 

In 1995, GINW ALA crushed approxnnately 2400 tons of seed whIch prOVided approxnnately 800 tons of oil Some of 

the seed was transferred from Entreposto's cotton operatIons m Nampula The remamder was bought m the central and 

northern regions and shIpped on small cargo shIps along With copra used for soap makmg 

The MozambIque IndustrIal plant at Berra was estabhshed to serve the central reglOn of the country, and prOVIdes an outlet 

for seed produced by Entreposto at Monapo The plant crushed approxnnately 1,100 tons of seed m 1996, from whIch 

It produced around 360 tons of oil Approxnnately 90 percent of the seed was from cotton, proVIded pnmarIly by 

Entreposto's cotton gIns m Nampula 

All four edIble oil plants possess old and mefficlent eqUIpment wluch operates well below both rated (nameplate) and 

actual capaCIty However, the plants are well managed and considerable attentIon has been paId to eqUIpment 
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mamtenance, mcludmg m-plant manufacture of spare parts Therefore, theIr operatmg efficiencies are lugher than they 

otherwise would be, given the age of the factones 

The mstalled capacity of the four factones IS shown m Table 3 7 

Table 3 7 AvaIlable Factory CapacitIes 

ENTERPRISE CRUSlDNG REFINING BOTTLINGIFILLING 

FASOL 15 000 tons/year 15 000 tons/year 40000 uruts 

(05 and 1 0 hter bottles) 

GINWALA 20,000 tonslyear 5,000 tons/year 40,000 uruts (1 0 hter bottles) 

Mozambique IndustrIal 20 000 tons/year 11 ,000 tonslyear 40 000 uruts/day 

(l 0 and 5 0 bter contamers) 

Monapo 30 000 tons/year 11 000 tons/year 40 000 uruts/day 

(1 0 and 5 0 hter contamers) 

Total 85 000 tons/year 42 000 tonslyear 160 000 uruts/day 

Source Report on the Od Subsector m Mozambique by Jane Tomlmson February 1996 

The edible oil mdustry IS operatmg well below capacity and consequently meets only a portion of the demand for edible 

Olls m the three major CitIeS served The mdustry IS still recovermg from years of Civil war and govenmIent mterference 

Major problems mclude a shortage of operatmg capital old eqUipment, the lack of foreign exchange for spare parts and 

eqUipment, and compentlon from oil produced m nelghbormg cOUlltnes and Imported illegally, duty free mto 

Mozambique 

The domestic mdustry IS constramed by a shortage of domestic raw matenals (oil seeds) and the lack of Imported 

eqwpment and spare parts needed to repaIr and upgrade the plants The mdustry's ability to Import both raw matenals 

and eqUipment IS made difficult by problems of accessmg foreign exchange m a tImely manner and m the amoUllts 

reqUIred The problem of erratic supplIes of raw matenals IS exacerbated by market dISruptIOns created when large 

volumes of related commodities are Imported and monetIZed as food aid, and the difficulty that domesnc production faces 

when It must compete With illegallmports For example, lffiported crude oil pays a 7-112 percent duty, and as the refined 

011 products move tlrrough the dlstnbutlon system there IS a 5 percent 'Imposto cIrculao, ' or CIrculation tax on each 

transactIOn between the factory and the consumer Under the pendmg legislatIOn to reform the structure of Import dunes, 

the mdustry IS proposmg a tax of 20 percent on Imports of refined oil Illegally Imported oil sold tlrrough Informal 

channels escapes most of these assessments 
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The processmg plants would denve great benefit from the nnportatlon of crude Oll (as opposed to refined Oll) as food 3ld 

by mternatlonal donors USAID IS currently lookIng at the posSIbility of provIding arOlmd 90 percent of Its PL 480 

vegetable Oll slupments as crude Oll, for the next five-year penod 

3 4 3 SMALL-SCALE PROCESSING 

Smce the mld-1980s. Appropnate Technology Internatlonal (ATI), workIng WIth other orgaruzatlons, has been developmg 

the ram. press, a stnall-scale hand-operated machme for the productlon of edIble Oll In Tanzarua and elsewhere, the 

presses have been Installed by rural entrepreneurs m areas where edIble Oll was unavallable or unaffordable 

MozambIque, WIth Its extremely dtfficult transportatlon network and highly depressed mdustrIal sector, appeared to be 

a natural habItat for the development of stnall-scale Oll processmg These stnall Oll presses seem to be commerclally 

VIable and can provide a steady mcome stream to therr owners as well as a much needed food product m dtfficult to reach 

rural areas 

In 1994 Care Internatlonal a pnvate, voluntary orgaruzatlon (PVO) , began a USAID-supported PllOt project m Nampula 

Provmce to test different presses, seeds, and the rural markets' response to them The pllot project was deSIgned to 

stlmulate mterest m stnall scale Oll converSIOn and to test the market for both the Oll and the machme, but not to assess 

the ultlmate commerCIal vlabllity of small scale Oll productIOn The pllot phase, which ended m March 1996, will be 

followed by local Instltutlon bu!ldmg and technology dtsSemInatIOn to pave the way for WIdespread, commercIal 

mssemInatlon of 011 presses 

Thus far, m the targeted area of four dIStrICts, Care has shown that the presses can be commerctally sold and operated 

and that farmers can grow commercIal crops of Oll seed for converSIon mto Oll, wluch IS sold on local markets The ram 

press machmes hold great promlse as a village-based mdustry which proVIdes a market outlet for Oll seeds The 

productIOn of Oll fills a great unmet demand m rural areas where edtble OllIS snnply not avallable due to Its high cost 

and dtfficult marketmg lOgIstICS 

In lIght of Care's lDltIal success, a number of PVOs, mcludmg Care Itself, Afrlcare and the Adventlst Development and 

Rehef Agency (ADRA) have proposed development projects to USAID to expand the stnall scale 011 presses If therr 

efforts prove successful, the PVOs could prOVIde an nnportant stnnulus to the local productIOn of Oll seed, wluch could 

become the nucleus of mdependent productlon of Oll seeds by small farmers, outsIde the conceSSIOn areas of the large 

mdustrlal comparues 

3 4 4 OILSEED PRODUCTION 

Productlon of ol1seed 18 mostly by the smallholder sector The pnmary source of local vegetable OllIS cotton seed, a by­

product of cotton Imt productlon Cotton seed for 011 extractlon IS prIDlarlly grown by smallholders m Nampula and Cabo 

Delgado Provmces, under contract WIth the large agromdustrlal comparues The lmt 18 exported and the seeds are sold 

to the 011 refmers m Monapo Berra and Maputo These large comparues are promotmg mcreased cotton productIon m 
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theIr concessIOn whtch wIll naturally, mcrease cotton seed productIon as well Sunflower and sesame are promoted by 

a munber of PVOs and are bemg grown m mcreasmg amounts m many parts of the country The promotIon of the village 

level ram presses by PVOs should also stnnulate oIlseed productLon by small scale holders Gradual mcreases m domestIc 

raw materIal avatlabIlIty can be expected over the next few years as the mdustry contmues to expand and marketed 

productLon from the famtly fanner mcreases Wbtle a few attempts have been made to grow soybeans, these efforts have 

not been very successful In Zambezla and Nampula Provmces copra IS an lIDPOrtant source of htgh-fat edIble oIl whtch 

IS produced mamly by rural famtlies 

Due to mcreased seed productLon, the amount of edIble oIl bemg refmed from local OIlseeds IS gradually mcreasmg Of 

the 3,160 tons of domestIcally-supphed edIble oIl m 1995/96, about half was refmed from locally produced oIl seeds, 

prImanly cotton seed Only 120 tons (4 percent of the entIre 3,160 tons) were refined from sunflower seed 

3 4 5 MARKETING CHANNELS FOR EDIBLE OIL 

At present vegetable oIl m MozambIque cannot be charactenzed as a freely traded commodIty hnported crude 011 pays 

a tanff of 7-112 percent As long as the supply of foreIgn exchange IS ratIOned by government It IS lIDpossible to lIDPOrt 

unllIDlted quantItIes of oIl Over the last few years most lIDported oIl has arrIved as donated commodIty whtch 18 

subsequently monetIzed through sale on local markets However once m country, the dIstrIbutIon commercIalIzatIon 

and pncmg of oIl from all sources are completely deregulated There IS a multIphcIty of dIstrIbutors and retaIlers, and 

strong competItIon eXiSts at the retall level 

The formal marketlng system for edIble oIl beglDS WIth the processors and flows through theIr network of wholesalers 

and dIstrIbutors mto retatl shops throughout the major populatIon centers Rural sales are bmIted due to the dIfficulty 

and cost of transport and the IlfDlted number of retaIlers m rural areas The IlfDlted amount of 011 sold m rural areas IS 

nonnally dIstrIbuted by the wholesaler that controls sales of most consumer goods m the area 

In addttLon to the formal dlStnbutLon network, a thnvmg wonnal market eXiSts that IS composed of small pnvate traders 

These traders sell edIble oil whtch they lIDport on theIr own account from neIghbormg South AfrIca ZImbabwe and 

Swaziland Tbls trade IS both legal and illegal, as some Imports us~ legal channels, but the maJonty of transaCtlOIlllll1'e 

undoubtedly Illegal, gIven the sellmg prIce of the product m the Maputo market The oil may enter MozambIque on 

undervalued CUStOlflS documents, or under the faIrly well estabhshed system of payments to offiCIals responsIble for 

regulatmg the entry of products mto the country These traders also purchase oIl from dIstrIbutors when supply IS 

plentIful It lS almost certaffi that OIllS dIverted from emergency food progralflS as well and IS often sold by these traders 

m the provmces and rural areas at mflated pnces 
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A mnnber of lll1portant constramts hamper the development of AISMEs m the edIble OIls subsector The most unportant 

of these are as follows 

1) 

11) 

m) 

IV) 

An madequate, erratic supply of raw matenalls the bIggest constramt to the processmg mdustry The only 

assured source of oIlseed supply IS that controlled by the large mdustrIal compames Grupo Entreposto uses the 

seed processed by Its cotton gms as the pnmary mput mto Its Monapo oil refinery, and also prOVIdes seed to Its 

other refinenes at Berra and Maputo The other large mdustnal company wluch produces cotton, IFS, 18 

allegedly planmng to mstall Its own oil mill m Its cotton production areas m Nacala Tlus will undoubtedly 

dIvert substantlal quantItIes of seed from Entreposto I s mills m Berra and Maputo As descnbed earher, FASOL 

has no access to oil seed and must rely on lIIlported crude oil as Its raw matenal The requrrement to spend 

scarce foreIgn exchange on lIIlported raw matenals coupled WIth the admmIstratlve dIfficulty of arrangmg for 

Imports and fundmg them through letters of credIt, surely puts FASOL at a huge competitIve dIsadvantage 

compared to GINW ALA, Its major competitor 

A separate, but related problem IS that gIven the present shortage of hvestock and poultry m the country, there 

18 hardly any market for an!IIlal feed The by-product from oil productIon, seed cake, whIch can be produced 

and marketed to great advantage m other countrIes, has no market m MozambIque Therefore, the by-products 

must be dumped at zero value, or shIpped at great cost to markets m neIghbormg countrIes The mability to 

profit from by products makes the MozambIcan processmg mdustry less competltIve than It otherwIse would be 

The second largest constramt to the development of the sector IS IImlted, expensIve credit Investment credIt 

IS not avallable through normal bankIng channels Short term tradIng credIt 18 also scarce Even when available, 

It normally IS of bnef duratlon, and at mterest rates of around 40 percent IS prohIbItlvely expensIve for food 

processmg Informal credit IS also m very short supply 

The thrrd constramt IS the market dIsruptIon created by large unports of donor-provIded commodItles (whIch 

create short-term market gluts, ofientlIIles at commercIal values below therr shadow pnces) as well as the 

"unfarr" competitIon from illegallIIlports lllegallIIlports carry only a fractIon of the dutIes whIch are legally 

requrred, and also aVOId the turnover tax smce they are never "offiCIally" m the country Tlus prOVIdes a huge 

competItIve advantage to smaller operators, and keeps downward pressure on retail pnces (and margms) of the 

legItimate processors 

WIth extremely low salarIes, many MozambIcan workers fight a daily battle for SurvIVal LIvmg near the edge 

of econOmIC SurvIVal makes them vulnerable to personal and farruly problems, whIch can have a great lIIlpact 

on absenteeISm and Job performance ThIs has an effect on worker output and plant effiCIency Wlule wages 

are low m MOZambIque, thiS does not necessanly translate mto low labor costs when prodUCtiVIty IS consIdered 
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A surular problem hIghlIghted m numerous conversatlOns WIth plant managers IS that skilled workers are 

extremely drlficult to fmd Workers requrre lengthy trammg to develop the needed technIcal skIlls The plant 

managers fault the educatIonal system m MozambIque as unsUited to produce skilled technIcal workers 

v) Government offiCIals and the government bureaucracy are still geared toward SOCIalIst control, even though 

economIC hberalIzatlon IS takIng place TIns IS manIfested by a mynad of tlme-consummg procedures, pernuts, 

lIcenses, and stamps wluch are reqUIred for the SImplest transactlon The greatest cost of these bureaucratlc 

procedures IS ill the tIme and expense of complIance, and the delays wluch often result For example, stamps 

WIth a value of only a few cents are requIred for most OffiCIal documents, but If stamps are not available from 

the normal supplIers (whIch happens frequently) then adnumstratlve procedures grmd to a halt while waItmg for 

stamps to be replerushed from the Government prmtmg office 

For Imported Items, the burden IS partIcularly onerous LIcenses are requrred for all Imports, whIch can take 

months Once an Import hcense has been Issued, the process of openmg a letter of credit IS also burdensome 

If the Imported Item comes by shIp, wharfage costs are exorbItant, partIcularly m Maputo ServIce IS slow, and 

demurrage on contamers (at a cost of around $100 per day) IS the all-too-frequent result 

AIl-pervaSIve corruptlOn by government offiCIals IS a further problem for legItlmate bus messes Many 

government offiCIals will not prOVIde effectIve, tImely servIce WIthOut a personal gratUIty 

VI) EdIble oil pncmg was decontrolled m 1992 m comphance WIth World Bank and internatIonal Monetary Fund 

agreements WhIle the complete deregulatIon of processmg and market pnces has been pOSItlve, the MlIDStry 

of Agnculture contlnues to set pan-terntonal, mImmum pnces to the farmer for the purchase of oIlseed ThIs 

creates dIStortIOns m oilseed marketmg, and IS an obstacle to the steady development of the mdustry 

3 4 7 INVESTMENT OPPORTUNITIES IN THE EDffiLE OILS SUBSECTOR 

The edIble 011 subsector IS a potentIal growth area for the MozambIcan economy The edIble oil mdustry could become 

an Important stImulus to agncultural productlOn ntarketmg and rural mcomes Not only IS vegetable oil an Important 

factor m the natlonal dIet It IS an unportant mput mto the mdustrIaI and food processmg sectors In addItlon to domestIc 

consumptlOn, an Important export Inarket could be developed to nelghbormg countnes South AfrIca, for example, 

Imports an estmtated 25 percent of Its vegetable oil requrrements 

WIth an overall mdustry capaCIty utlhzation at a mere 20-25 percent there IS lIttle room for addltlonal large-scale 

processors, except for purely strategIC reasons such as the JFS Company s plan to process Its own oil seed to the 

detrIment of ItS competltors The supply of domestIC oIlseed must expand further to become more closely alIgned WIth 

processmg capaCIty before addItIOnal capaCIty could be used effectively The development of the edible oIls subsector 

must begm WIth mcreasmg the productIOn of oilseed 
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Otlseed producnon IS lnghly swted to small farmers To stlmulate small farmer producnon, the only requrrements would 

be an assured market at a prearranged prIce, a supply of selected seed, and a modest amount of techmcal ass1stance for 

crop producnon Smallholders m Mozamblque normally produce ol1seed under completely natural condltlOns, W1thOUt 

benefIt of farm chewcals or chewcal fertlhzers If "orgamcally grown" certIficatlOn should become avallable m 

MozambIque, ol1seed grown by smallholders would quabfy for this product category 

Opportull1nes eXIst for small and medlum mtermedlanes to 11nk vegetable 011 processmg plants WIth small otlseed 

producers Jndtgenous "satellite" busmesses could be created around the 011 processor, as a contracted supp11er of otlseed 

SAEDF's wcroenterpnse funds could finance velncles, seed drymg and cleanmg equ1pment and a warehouse for seed 

storage WIth the collaboranon of USAID and Its PVO partners, a small farmer outreach program could be orgaruzed 

for the commercIal producnon of ol1seed under contract WIth the small/medlum mtermedtary 

A second opporturuty for the SAEDF wcroenterprlSe funds would be to finance the purchase of "T press" hand-operated 

011 crushers for village-level producnon of edtble 011 These show great prowse as a means of stlmulaung the producnon 

of 011 seeds by small farmers which could eventually become a commerCIally VIable, lffiPOrtant crop m rural areas 

3 5 Cashew Constramts and Opportunztzes 

I 3 5 1 OVERVIEW 

I 
I 
I 
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Between World War II and the early 1970s, MozambIque emerged as the world's largest producer of cashew nuts, 

accounung for some 40-50 percent of total world productlOn As productIOn grew m the 60's and 70's, mvestment m 

processmg plants also grew By 1973, the year of peak producnon, Mozamb1que had an lllStalled processmg capaCIty 

of more than 130,000 tons of raw nuts annually Followmg mdependence m 1975, the cashew subsector went mto 

declme Producnon fell from 200,000 tons/year m 1974 to only 25,000 tons/year m 1985, though 1t rebounded to 

approXImately 55,000 tons recently As part of thls declme hundreds of thousands of rural households lost therr major 

source of mcome that came from cashew producnon and related off-farm employment 

After mdependence from Portugal m 1975, the new Government nauonahzed nearly all cashew processmg plants In 

addtnon to managmg the processmg mdustry the GRM also lll1posed prIce controls at the varIOUS pomts m the marketmg 

cham and requrred that all raw nuts be sold to the processmg plants Durmg the CIvll war (1975-1992) many of the 

producers of cashew nuts were forced to abandon therr plots for safe havens Over the last 25 years, there has been httle 

mcentlve to mvest m mamtenance (proper prunmg, dlsease control, new planttngs) of the cashew tree stand m 

MozambIque Durmg the war years not only was productIon neglected, but the markettng mfrastructure was also 

destroyed The GRM-owned processmg plants were operated WIth httle concern for mamtenance and replacement of 

worn-out machmery 
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Whereas world productIon and demand have reached record levels m the 1990s, Mozambican share of productIon has 

drastIcally dec1med Even With reduced productIon, cashew exports accounted for almost 22 percent of the total value 

of Mozambican exports m 1994 Table 3 8 shows the value of cashew exports over a four-year penod 

Table 3 8 Cashew Exports Compared to Total Exports 

1991 1992 1993 

Population (nnlltons) 153 156 159 

GDP (rrulhons of current US$) 1,433 1285 1,467 

Agnculture's Share ofGDP (%) 387 352 360 

Total Exports 1623 1393 1458 

Cashew Exports * 160 215 148 

Cashew Exports / Total Exports 985% 154% 101% 

*Cashew figures are based on FAO data of kernel exports and JFS estllI1lltes of raw nut exports 

Sources AfTlcan Development IndIcators 1996, The World Bank 

1994 

163 

1,467 

328 

164 9 

360 

218% 

Trends m Developmg Economies, Extracts, Volume 3 Sub-Saharan AfrIca, 1995 The World Bank 

3 5 2 CASHEW PRODUCTION 

The cashew tree IS mdIgenous to Brazil and was taken to the West Africa, East Africa and IndIa by the early Portuguese 

naVIgators m the Ism and let centuries The trees were ongInally planted on poor soils along the coastal belts and were 

used as an anti soil erOSIOn measure It IS from the progeny of these trees that the nuts are now used for the cashew 

mdustry Due to therr lugh genetic vanabilIty, the growth patterns, dIsease reSIstance, quahty and YIeld of nuts are 

correspondIngly vanable among trees m different locatiOns Therr performance will also vary dependmg on SOll, agro­

ClmllltlC and other external factors 

Cashew nut productIon IS not orgarnzed along the lmes of other agncultural products Rather the typical small producer 

may have one or a few trees, WIdely scattered around the VICIDlty oflus dwellmg In most cases, cashew nuts are not 

the pnnclpal crop cultivated, smce food crops are the frrst pnonty for the farmer Many producers also cultIvate other 

cash crops such as cotton and coconut Wlule the other cash crops compete With food crops for the farmers I labor and 

capital cashew trees requrre only mIDlmal attention Ideally, trees should be pruned occaSIOnally and dusted to control 

mIldew The cost of these measures IS not expensive, but most producers have lOSufficlent mcome for even modest 

mputs The greatest cost to the producer IS harvestIng the nuts Gathermg IS lughly seasonal The trees set flowers and 
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bear fruIt m about a three-month penod each year If the fruIt (1 e , the cashew apple) of the tree 18 to be used, It must 

be processed tmmedlately after harvestmg 

If the fruIt 18 to be dIScarded, the oot must be Immediately separated from the fruit In eIther case, some amount of dally 

labor 18 requrred for the duratiOn of the harvest penod In addiuon, raw nuts must be dned m order to aVOid detenorahon 

of the kernel 

Tradtuonally. traders have not used a formal gradmg system when buymg cashew nuts from farmers It 18 not clear to 

what extent farmers understand the lTIlportance of quality. smce they are neither rewarded nor penalIzed for the qualIty 

of nuts produced 

Mozambique stlll has some 30 millIon cashew trees whlch produce a yearly YIeld of 1 5 to 2 0 kilograms per tree 

ProdUCtlon m past years has been as hlgh as 10 kg per tree With good trees producmg up to IS-plus kilograms per year 

At the YIeld levels of the 1970's, the 30 mllhon trees should be producmg at least 100,000 tons mstead of the current 

40,000 to 50,000 tons The fastest and most effective way to mcrease nauonal cashew nut productIon m the shortest term 

IS to obtam more productlOn from eXlstmg trees 

Low Yields are caused by old age of most of the trees (60-70 percent older than 25 years, 80-90 percent older than 16 

years), severe damage sustamed by many trees from bush fires or other natural dISasters (m parts of Nampula, a 1994 

hurncane destroyed branches and trees m a large area), poor phytosallltary condluons, mcludmg poor IDlldew control, 

a general state of abandonment and neglect, and mappropnate harvestmg procedures that became prevalent due to the war 

and a declme m productIon practIces 

A Sigruficant proportion of the cashew tree populatIon m MozambIque (esumated to be 20 to 30 percent) IS unproductive 

However, the trees generally have a strong and well-developed root system, whlch could support much greater productIon 

Expenence m Tanzama mdicates the best approach to mcrease Yields 18 to reVitaliZe the orchards Thls requITes the farmer 

to stump (cut down the old trees at the base) and graft on cuttings from trees that are good producers and reSIstant to 

dISeases The trees where grafts are used should be unproductive or senously damaged trees New techmques, developed 

over the last few years, allow suckers to grow from the base of the tree and to graft these suckers WIth buds from higher 
performance trees The grafted trees grow very fast can be m producnon m 18-24 months and may produce lngh nut 
YIelds for many more years The mam reqUISItes for tlns opnon to be reahzed are makmg enough lngh-performance 
clonal materIal available and trammg on the proper selecnon of clomng materIal for graftmg and the best graftmg 
techruques 

Another method to mcrease YIelds IS to reduce msect and pest problems It has been estImated that 25 percent of crop 

productIon IS lost to pest and dlsease The trunk borer (Mecocorynus lOT/pes) IS the most senous cashew pest m 

Mozambique Branches mfested WIth trunk borers lose producnvlty and eventually dIe, whlle becommg a source of 

mfestatIon for other trees and branches Prunmg mfested branches ehmmates the source of further mfestatlon and by 

exposmg them to SunlIght, leads to mcreased productIon on nelghbormg branches Severely mfested trees must be 

91 



stumped and burned Fanners tradItIonally killed borers by physIcal destructIon or by pourmg readily available matenals. 

such as cashew nut shell lIqmd (CNSL) paraffin or dIesel fuel mto the borehole when they are fIrst seen. and by prunmg 

Infested branches Control of pests 18 related to orchard management wruch COnsISts of farmer trammg m borer detectIon 

and consIstently rehable prunmg 

Powdery mtldew (OuRum lDUlCardll) 18 the most senous dISease To brmg m a natIOnal plant protectIOn program applymg 

chenucals to the 25 nulhon trees IS not pOSSIble, cost effectIve or envrronmentally acceptable A preferable course of 

ac1lon 18 to start plant protectIon treatment WIth a bIolOgically fnendly chenucal on the trees that may respond to It Smce 

most of the natlonal cashew tree populatIOn has not had any plant protection over the past 30 years, It should be pOSSIble 

lDlttaIly to stnke a bIOlogIcal balance on the trees for most of the maID pests and dIseases by applymg Sulphur WP 80 

percent at 20 grams/1O hters of water SIX tImes per season ThIs would control nuldew, anthracnose, and small msects. 

whlle not hannmg the larger predators (spIders, ants ladybrrds) wruch consume most of the remammg harmful msects 

Sulphur m wet able power form (WP) at 80 percent IS recommended as the lDltlal baSIC chenucal to protect cashew trees 

from pests and dIseases In Tanzama sulphur dust was recommended mstead because no one could enVIsage sourcmg 

and carrymg the water to apply Sulphur WP on mIllIOns of cashew trees Sulphur dust requrres 10 tImes more actIve 

mgredIents per tree to have the same effect as Sulphur WP ThIs contmuous heavy applIcatIon eventually causes a build 

up of sulfates m the soil and an mcrease m soil aCIdIty wruch has a detrImental effect on the land and other crops In 

contrast MozambIque's coastal plam tends to have abundant water resources. and the fact that peasant farmers normally 

hve near a water source means they should be able to prOVIde water for spraymg Knapsack sprayers and motorIZed IlliSt 

blowers are the best means of applIcatIOn 

Proper harvestmg of the cashew nuts will also mcrease the YIeld The harvestlng technIque currently practiced IS to rut 

the branches WIth stICks to get nuts m the tree to fall off These nuts are nnmature, leadmg to lower YIelds (m weIght) 

and 10wer-qualIty nuts Further, ruttmg trees WIth sticks fells flowers and small nuts as well reducmg productIon later 

ill the season Farmers need to return to the tradItIonal practice of gathermg nuts from the floor every day (or every few 

days), thus collecting fully grown, matlIre nuts, retammg flowers m place, and lettmg nuts m the tree grow untIl matlmty 

Agam, farmer trammg may help ExtensIOn workers and local polIce can also support local commumtles to start theft 

survelliance and control actIVItIes 

Under current condItIons the heterozygous cashew tree populatIOn of MozambIque IS unhkely to react to the apphcatIon 

of mputs such as fertilIZers and pestICIdes However, they should respond to rrngatIOn Smce the tree population IS 

WIdely dISpersed there IS no possIbIhty of nnplementmg a dIstrIct-wIde cashew rrngation program Farmers should grow 

cashew trees near natural water sources and should be tramed m the construCtion of ffilDl or nucro rrngatIOn schemes 

Cashew trees are dymg at a rate of around one nulhon trees per year The natIOnal tree populatlon IS old, and most 

eXIStIng trees will progreSSIvely dIe durmg the next 10 to 25 years MaSSIve replantmg programs are urgently requrred 

Tills would become the baSIS for MozambIque s cashew nut productlon m the early decades of the next century Wh1le 

some replacement trees are bemg planted most plants are open pollInated heterozygous seedlmgs taken from tradItional 
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trees ThIs will perpetuate the Wide vanatIon m YIeld performance among mdlVldual trees YIelds will not unprove from 

these plants, beyond what would be accepted due to therr younger age verses that of the unproductIve trees bemg 

replaced There should be a selectIon of hlgh-performance mdlVldual trees for clonmg matenals along WIth the 

mtroductlon and further testIng of BrazuIan dwarf varIetIes ThIs would requITe the mstallatlOn of observatIon plots for 

germ plasm and clonal gardens 

3 5 3 CASHEW PROCESSING 

As mentIoned, cashew trees m MozambIque have a genetIc varIability whlch effects the quality and YIeld of nuts 

Therefore, when the nuts are taken to the processor therr varl3.bility creates processmg problems, partIcularly for 

mechamzed processmg systems DIfficultIes are caused by sigruficant differences m the SlZe and shape of the nuts, the 

thlckness of the shell, the amount of CNSL produced and m the proportIon of kernel materIal available 

Proper processmg extracts the kernel from the raw nut as a whole pIece whlle retammg Its OrIgmal appearance and color 

WIthout contammatIng the kernel WIth CNSL or WIth any other undesrrable contamInant or mlcroorgarusms The final 

product must be safe and acceptable for human consumptIon 

The raw nut COnsISts of the shell or pencarp (compnsmg the epICarp, mesocarp and endocarp) and the kernel whIch lS 

covered by a thm membrane known as the testa The honeycombed structure of the mesocarp contams a natural resm 

- CNSL A fresh raw nut typICally COnsISts of 

shell - approxnnately 74%, (of total weIght, of whlch 25% IS CNSL) 

kernel - approxnnately 24 %, and 

testa - approXImately 2 % 

The fresh kernel weIght can vary from 18-28 percent of the total weIght, dependIng on the qualIty of the nut 

Nuts for processmg should be clean, sound and dry It IS essentIal to grade the nuts mto different SlZes, usually mto at 

least three roam SIZeS The mOISture content should be 9 percent or less, but eqUIpment IS not avauable to measure kernel 

mOIsture content qUIckly and easuy 

The outer shell of the raw nuts IS dlfficult to decortIcate (open) WIthOUt pre-treatment A prevalent pre-treatment method 

mvolvmg steamtng the raw nuts (often by usmg pressure cookers) softens the shell thereby makmg It IS eaSIer to 

decortIcate Steammg ttme IS cnnca1 OtherwIse, the nuts will become partIally cooked In heatIng the raw nuts, CNSL 

IS exuded and collected as a by-product 
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Several methods are used to decortlcate nuts mcludmg 

* 

* 

* 

* 

SeIDl-manual shellmg WIth steaIDlflg pre-treatment ("IndIan style" method), 

Mecharuzed cuttmg of mdlVldual nuts usmg hot Oll bath roastmg pre-treatment ("Oltremare" method), 

MechanIzed en-masse centrIfugal decortlcatmg usmg hot Oll bath roastmg pre-treatment 

("Sturtevant/Peabody" method), and 

MechanIzed en-masse centrtfugal decorticatmg usmg dry roastmg ("NRI/ZambIa" method) 

Senn-manual operatIons mvolve processmg each nut mdlVldually ThIs typICally mvolves a specIally shaped two-pIece 

CUttlng tool wmch has a profile closely matched to the partIcular sIZe of the nuts to be opened Smgle roasted nuts are 

placed m the deVIce whIch IS usually foot-operated leavmg the operators hands free to load the nut and remove the 

shell/kernel The upper and lower pIeces of the tool cut mto the nut and then move shghtly apart to spht open the nut 

allowmg the kernel to be removed by hand 

Mecharuzed cuttmg of mdlVldual nuts mvolves snmlar treatments and requrres nuts to be very carefully graded by sIZe 

(typICally rnto at least 12 SIZeS) Graded nuts are mdlVldually fed mto cuttmg machmes wmch cut around the naturallme 

of cleavage usmg nut-shaped blades, one blade IS twIsted to separate the shell halves Those not properly decortlcated 

are re cIrculated Smce there are many cuttmg machmes, the process IS contmuous The techruque IS relatively 

comphcated, and It IS dtfficult to properly process small-SIZed nuts (less than 18 mm m dtameter) 

Mecharuzed en-masse centrlfugal decorticatmg mvolves an enclosed rotatmg deVIce whIch throws the nuts agalflSt target 

plates The fragments produced from the tmpact are screened and those not decortIcated are re crrculated through the 

deVlce The process 18 contmuous WIth nuts pre treated by a hot Oll bath The techruque IS stmple and can accommodate 

a range of raw nut SIZes Hot 011 bath roastmg and dry roastmg pre treannents are used by dIfferent eqUIpment supphers 

Peelmg IS done by varIOUS methods dependmg on the eqUIpment used However, the effiCIency of removmg the testa and 

retammg kernel as whole pIeces IS generally poor All systems requrre some kernel to be peeled manually The 

advantage of manual peelmg IS that a good qualIty product can be achIeved WIth the IDlDlIDUID of kernel breakage, 

although a large number of operatIves are needed MechanIzed systems are known to notably mcrease breakages 

Kernel gradmg IS mvariably carned out manually and requrres a large number of workers although there are many 

deSIgns of eqUIpment winch could, m theory, be used for cashews WIthout mcreasmg breakages However, the mdustry 

seems reluctant to cOllSider new methods and assess them through local expertmentatton and development 
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Factones use key processmg standards to assess therr performance and profitability These data mclude kernel recovery, 

factory out-turn and amount of whole kernels obtamed (after decorhcatmg, after peelmg, after gradmg and as packed) 

Kernel recovery IS the ratto, expressed. as a percentage of the total weIght of kernels avaIlable to the total weIght of nuts 

It can only be assessed by takmg samples of fimshed kernels and weIghmg the constItuent parts 

Factory out-tum IS the ratIo, expressed as a percentage, of the weIght of all kernels packed for shIpment to the weIght 

of raw matenal actually processed. Matenal rejected before processmg IS excluded from the calculation and IS taken mto 

account separately 

The amount of whole kernels obtamed IS the ratIo by weIght, of whole nuts processed to the total quantIty of kernels 

packed. These should be recorded after each stage of operatIon as It IS the quantIty of whole nuts wruch IS nnportant to 

factory profitabIlIty 

3 5 4 CASHEW MARKETING 

World trade m cashew nuts, consIdered a "luxury" product compared WIth peanuts, PIStaCruos, and almonds, has been 

expandIng steadIly WIth the reductIon of suppbes from AfrIca, India and BrazIl are the leadmg producers VIetnam, a 

long-term suppber of raw cashews, has moved aggreSSIvely mto processmg and may become a major suppber of kernels 

(processed cashews) wlthm the next few years India IS the world's largest cashew producer and exporter, producmg an 

estlmated 385,000 metnc tons of raw cashews on more than 500 000 hectares m 1994 India nnports raw cashew nuts 

from MozambIque TanzanIa, Nigena, Benm, and Cote d'Ivorre as well as from BrazIl, VIetnam, and IndoneSIa India 

has been mcreaslng Its exports of kernels, and slipped 76,900 metrIC tons valued at US$ 400 millIon between Apnl 1994 

to March 1995 Indla accounts for approxunately 65 percent of the US$ 600 millIon world market for processed kernels 

Table 3 9 bsts the major nnporters of kernels and amount nnported by each durmg 1994 

Major suppbers to nnportmg countrIes are shown m Table 3 10 Note that the productIon of cashews by VIetnam has 

nsen from 15,000 tons m 1987 to 100,000 tons m 1995 Some traders belIeve that the country will soon be nnportmg and 

processmg cashew nuts, thereby competmg WIth BrazIl and IndIa for the sale of kernels Table 3 10 shows that VIetnam 

sells most of Its processed kernels to ChIna ThIs SItuatIon may change m the future as VIetnam mcreases Its production 

of kernels, stImulated by ItS Government's mcreased tarIff on raw nut exports Table 3 10 also shows that ChIna 

nnported 7,191 metrIC tons of kernels wh1le exportmg 2 400 metrIC tons to other countrIes 

Cashew productIon m MozambIque IS mamly for the raw cashew market, wruch IS pnmarIly exported to IndIa The export 

of processed kernels IS low even WIth an export tax on raw nut exports MozambIque's success m mcreasmg Its cashew 

productlon will be determmed largely by external market factors The major Issues are a) Can MozambIque produce 

cashew kernels at a cost suffiCIently low to become a competltor m world markets?, b) Will India mcrease Its productIon 

by 220,000 metrIC tons to become self suffiCIent m the productIon of raw cashew nuts? (Requrred raw materIal would 

be apprOXImately 540,000 metrIC tons), c) BrazIl produced 160,000 metrIC tons of kernels ill 1995 and 18 expected to 
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produce 208,000 metnc tons m 1996 Will Brazil take a bIgger percent of the world cashew kernel market?, and d) Will 

VIetnam mcrease Its productIon of kernels to become competItIve WIth IndIa? 

Table 3 9 Major Importers of Cashew Kernels 

Importer Import Volume 

Umted States 40,685 metrIc tons 

Netherlands 16,109 metrIc tons 

Germany 10 008 metrIc tons 

Uruted Kmgdom 7 280 metrIc tons 

France 2,747 metrIc tons 

Japan 5 665 metrIc tons 

ChIna 7 191 metrIC tons 

Hong Kong * 5,433 metIc tons 

Total 95,118 metric tons 

Source Market ASIa, Volume 3 Issue 1, MarchlApnl1966 

* major re export traders 
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Import Value 

US$ 185,756,000 

US$ 65,400,000 

US$ 42 697 000 

US$ 29,586 000 

US$ 10,856,000 

US$ 29,000 000 

US$ 13,660000 

US$ 21,751,000 

US$ 546,610,000 

PortIOn of Total Import Value 

33% 

12% 

8% 

5% 

2% 

5% 

2% 

4% 

100% 
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Table 3 10 Major Supphers of Fresh or Dried Cashews to Importmg Countries 

(metnc tons for year 1994) 

IMPORTING COUNTRY 

SUPPLIER 
USA Netherlands Germany 

IndIa 20,519 13,892 6,495 

BrazIl 18,248 666 293 

IndoneSIa 332 60 74 

Kenya 207 63 18 

H Kong 137 119 

China 86 131 99 

Smgapore 139 

Nether 62 

Vietnam 64 140 

Nigena 

Cote d' lvorre 

Other 397 261 73 

ThaIland 

PbJ.hppmes 

Intra-EU 777 2957 

Total 40685 16,109 10,008 

Source Market ASia Volume 3 Issue 1 MarchlAprIl1966 

USA figures from January to September 1995 
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UK France 

5,755 969 

380 219 

35 

71 

211 

38 87 

181 12 

610 1,460 

7,280 2,747 

Japan ChIna 

5,407 

216 117 

29 

8 4,298 

857 

1,436 

4 210 

170 

104 

5,665 7,191 

Hong 

Kong 

1,507 

1,200 

1,844 

32 

57 

679 

33 

50 

5,433 
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Table 3 12 Mam Cashew Nut Producmg Countries 

Country Potential PrOduCtlOll 

India 350,000 Metnc Tons 

Brazil 208,000 Metric Tons 

Vietnam 100,000 Metric Tons 

Tanzama 82,000 MetrIc Tons 

Mozambique 60,000 Metnc Tons 

Thailand 30 000 Metric Tons 

Indonesia 25 000 Metnc Tons 

Gumea BlSsau 25,000 MetrIc Tons 

Nigena 20,000 Metric Tons 

Ivory Coast 10,000 Metric Tons 

Berun 10,000 MetrIc Tons 

Kenya 9,000 MetrIc Tons 

Others 30 000 MetrIc Tons 

Total 847 000 MetrIc Tons 

Source CEPe / Utmho Holdmgs B V 
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3 5 6 CONSTRAINTS TO DEVELOPMENT 

The followmg sectlon reVIews the most unportant constraInts to the development of the cashew subsector m MozambIque 

3 5 6 1 Raw Nut Production 

A nursery 1S needed to produce OidlUm res1stant plantmg materIal and other new vanettes such as the Braz1lIan dwarf 

cashew trees Tramed extensIon people are needed to adVIse the producer on proper orchard management such as 

prunmg, msect and dIsease (e g , powdery mlidew) control mcludmg proper harvestmg techmques 

At present Government mterference m cashew marketIng IS a constramt to raw nut production The export tax on raw 

nuts along With Government's heavy-handed attempt to force fanners and traders to sell raw nuts to mefficlent processmg 

facrntles reduces competlUon and drIVes down the pnce to the producer There should be free competItlon m purchasmg, 

and the pnce to the farmer must be based on mternatlOnal market pnces, WIthout Government mterventlon 

3 5 6 2 Processmg of Whole Nuts 

The total mstalled processmg capaCIty at all 14 factones m MozambIque IS 135,000 tons, whtch IS mostly mechamcal 

processmg The maJonty of the eXlstmg factones are suffermg from dIsuse and lack of mamtenance 

The major constramt WIth mecharucal processmg IS the lower raUo of whole kernels that IS recovered, compared to the 

labor mtenslve (semt-manual) method For example the Tanzama Cashew Board estImates that four of Its best plants usmg 

mecharucal (Oltremare) eqUIpment will recover 57 percent whole cashews from the extracted kernels m the whole nut 

receIved at the factory, compared to a tyPICal labor mtenslve system whtch w111 recover more than 85 percent wholes 

(reported by JFS for therr labor mtenslve "steam type" plant at Geba) The lower percent of wholes reduces the mcome 

of the processmg plant smce a slgmficantly lugher pnce IS paId for whole cashews and a lower pnce IS paId for broken 

or pIeces of the cashew kernel 

The mechanIcal process uses a large quanttty of water (30 000 gallons per day for a 5,000 ton capaCIty processmg plant) 

and electnclty (280 ktlowatts at full productIon) In comparIson the labor mtenslve system uses cashew nut shells as fuel 

for steam bollers Manual labor IS used for the rest of the process, WIth the excepuon of packagmg or mecharucally 

sortmg the raw cashews for processmg 

Future Government mtervenUon m MozambIque IS not defined, but It seeDlS to be takmg the form of a processmg SUbSIdy 

Wlule the SUbSIdy will prOVIde short term rellef to the major problem of low mdustry profitabllIty, It will be a long term 

constramt to the development of a sus tamable processmg mdustry 
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3 5 7 OPPORTUNITIES IN THE CASHEW SUBSECTOR 

The followmg section reVlews the most nnportant mvestment m the Mozambique cashew subsector 

3 5 7 1 Cashew Nut ProductIon 

The recovery of cashew planta1lons estabhshed dunng the 1960s and early 1970s by traders and other busmessmen, whlch 

were abandoned durmg the 1980s, prOVides a major opportumty for the rapid recovery of cashew nut produC1lon No 

na1lonal or provmctal mventory of these abandoned planta1lons eXlsts An outdated and mcomplete mventory taken m 

Nampula Provmce Identlfied 60 abandoned planta1lons WIth 27,000 hectares (whlch may contaIn some 1 2 to 1 7 millIon 

cashew trees, or about 5 tolO percent of the natlonal populatlon) Of the entlre group of 60 planta1lons, 37 plantatlOns 

contam between 100 and 1,000 hectares, and 21 large farms range from 200-500 hectares These plantatlOns could be 

offered to potenttal mvestors eIther for sale or as Jomt ventures, and rehabilitated by the stumpmglgraftmg procedure 

descnbed above WIth an mJectlon of capital and under professlOnal management, these plantatIOns could be producmg 

large volumes m only two years 

3 5 7 2 Processmg OpportunIties 

The opportumty m processmg would be to develop a seIDl-manual processmg models that could be rep11cated at the village 

level or mtroduced to the current MozambIque processors as an alternative to therr mechamcal cashew processmg 

eqUlpment 

3 5 7 3 Cashew By-products 

The kernel by Itself IS the largest revenue earner from a cashew tree However, the by-products from cashews are also 

m demand m different mdustrles rangmg from the hlgh technology chemIcals and pamts plastiCS, automoblle and shlp 

bulldmg mdustries to the frmt JUlce and homeopathlc sectors 

The 11st of cashew by-products IS as follows, ranked by degree of potentIal 

1 Cashew Nut Shell LIqUld (CNSL), 

2 Cashew Apple JUlce, 

3 Testa (Husk of the kernel), 

4 Cashew Alcohol, 

5 Dned Cashew FruIt, and 

6 Anacardlum extracts for homeopathy 

The Cashew Nut Shell Llqmd The most nnportant by-product IS the CNSL whlch was exported m rela1lvely large 

quantltles from India m the late 1960s and 1970s Exports began to decrease m the 1980s and have remamed for several 
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years at therr present low level Conversely, Brazll began mcreasmg Its exports m the late 19708 and now sells almost 

entrrely to the Umted States 

Pnmary markets are the Umted States, UK, Japan and South Korea and some markets m Eastern Europe The Japanese 

have found uses for thIs product espectally m the lacquer mdustry, where therr mterest was sufficIent to mduce the Cashco 

Company of Japan to mvest m three raw nut processmg factones m Tanzama m the 1970s each WIth a capaCIty of 10,000 

tons 

The propertIes of the CNSL, partIcularly Its preventIve quahnes agamst rust and Its hlgh capacIty to resISt heat are the 

basIs for Its demand m the automonve, pamt and polymer mdustnes 

The demand for asbestos-safe brake Immgs has led to the creanon of medIUm scale mdustnes wluch manufacture brake 

lmmgs for the automoblle mdustry 

CNSL has been used m Afnca agamst rmgwonn, psonasis and scurvy The success of these treatments IS not 

documented but It still remams a popular treatment method 

Cashew apple Jwce IS hlghly nutnnous and 18 produced m Brazll as a fruIt dnnk Other producmg countrIes such as IndIa 

have not begun to market the JUlce of the cashew apple 

Testa 18 the skin around the kernel from whlch tanmn can be extracted for use by the leather mdustry There IS a good 

market for the product m IndIa espeCIally m southern regIOns where many tannenes are located Another common use 

of testa IS the adulteratIon of domesncally sold tea m IndIa 

Cashew alcohol IS a fennented a1cohohc beverage usually made at home and consumed m the local area 

DrIed Cashew Apple The cashew apple IS dned under the same procedure as prunes and the final product resembles 

a dned prune It 18 popular as a sweetened snack product at some health food outlets 

Anacardllun IS an extract from the cashew nut shell whlch IS used m the homeopathtc mdustry The Chmese followed 

by the French have been pIoneers m thts field The success of the lffinal tests agamst certam fonus of cancer has put 

great value on the shell from whlch the AnacardIUm IS extracted 

3 5 7 4 Orgamc Cashews 

MozambIque has a marketmg advantage for a speCIalty orgaruc products market because almost all cashew producnon 

m the country has been WIthout the use of chemtcals ThIs advantage could be promoted by stressmg that cashew nuts 
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are produced m MozambIque WIthout cheIDlcals, and under techmques that protect the envrronment Furthermore, they 

are processed WIthout usmg chJld labor 

Both Europe and the Umted States have growmg markets for orgamc cashews Presently, there are only a few projects 

m the world WIth certIfied orgamc cashew nuts, one IS m Brazll, one IS m EI Salvador, Sn Lanka has two projects and 

Iruha has one To be certIfied as "orgamc" the crop must be free from synthetIc cheIDlcals for a three-year penod The 

cerufIcatIOn must be made by a thIrd party agency approved by the Importmg country It should not be dIfficult for 

cashews grown m MozambIque to qualIfy as a certIfied noncheIDlcal crop, smce the trees have grown for years WIthout 

any form of mputs 

The MozambIque cashew crop IS protectIve of the envrronment smce most of the pest and dIsease problems are controlled 

by orchard management and small producers grow cashew trees mter-planted WIth other crops on the same plot of land 

The cashew tree protects the plot from SOl1 erOSIOn, proVIdes shade, and IS also a cash crop for the farmer 

In MozambIque, cashew processmg, or separatmg the kernel from the shell does not use chJld labor as IS the practIce m 

IndIa 

These marketIng advantages are Ideal for promotmg "Safe, Sound, and Healthy Nut Kernels from MozambIque" ThIs 

promotIon should be based on a detaIled study of orgamc markets and would place the promotIonal materIal drrectly mto 

the hands of the cashew nut packer or Importer of orgamc products A dynamIC promotIon would help create demand 

for orgamc products that would pull the nuts processed m MozambIque drrectly mto thIS specIalIzed market 

3 5 7 5 OpportumtIes for Integrated Development of the Cashew Subsector 

The cashew sector holds many mvestment oppOrtunItIes However, to fully develop the potentIal of the entIre mdustry 

as a major source of exports, foreIgn exchange and employment, these opportunItIes should be lInked to an mdustry 

aSSOCIatIOn capable of adIDlmstermg a "Cashew Development Fund" Investment opportunItIes could be explOIted and 

sustamable mvestment projects could be developed, prOVIded that the "Cashew Development Fund" IS admIDlstered m 

a busmesslIke manner The "Fund" could lIDtIate oppOrtunItIes m specIfic areas m cooperatIon WIth prIvate busmesses 

An example of the acttV1ttes enVISIoned for the "Fund IS as follows In MozambIque cashew trees are agemg and most 
orchards need to be reVItalIzed Tanzaroa could be a model to MozambIque smce the country has made progress m 

orchard Improvement but IS concerned WIth the exceSSIve applIcatIon of sulfur Producers m MozambIque could benefit 

from Tanzama expenences and WIth proper trammg, they could learn to control pests and dIsease WIth Improved orchard 

practIces The 'Fund' could proVIde techmcal aSSIstance and trammg m cashew productton needed by the small farmer 

Higher qualIty cashew nuts would be produced WIth Improved agncultural practtces With Improved quality, the exporter 

of these nuts would be more competItIve m the mtermedxate market Processors would also benefit from hIgher qualIty 
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cashew nuts smce theIr productIon effiCIency would mcrease as well as the quahty of theIr firushed product This would 

help the processor to mcrease profit margms 

Another area where the "Fund" could proVlde assl8tance 18 at the processmg plants These plants must be revItahzed order 

to be competitIve m world markets The current technology used by the larger mecharucal plants not only makes them 

costly to run but also produces a lower YIeld of whole cashews per ktlo of raw nuts compared to the seffil-manual "steam" 

processmg plant The "Fund" could proVIde techmcal aSSIstance for plant modtficatlOn, or could even build a pilot plant 

to demonstrate more appropnate technology 

3 6 Coconut Subs ector Constramts and Opportunities 

3 6 1 INDUSTRY PROFILE 

Seventy percent of MozambIque s coconut mdustry IS concentrated along a 50 ktlometers wIde coastal strIP m ZambezIa 

Provmce The remammg area IS mamly concentrated along the coastal areas of Nampula Provmce, although some trees 

can be found along most of the coastltne of MozambIque The hvehhood of approXImately one mtlhon people IS affected 

dIrectly or mdrrectly by the coconut mdustry 

The entIre area m commercIal productlOn IS estImated to be around 105,000 hectares, contammg more than 10 mtlhon 

palm trees, WIth small famtly plots constItutmg the major portIon Four large plantatIons control the remammg area The 

breakdown of coconut ownershIp IS shown below 

MozambIque Coconut Ownerslup ProfIle 

Small, famtly owned plots 60,000 hectares 

PlantatIons 45,000 hectares 

Total 105,000 hectares 

Farmly-owned plots are typlcally composed of about 100 coconut trees of varymg ages and SlZes mterspersed Wlth food 

crops and fruIt trees m a sus tamable ecosystem The large plantatIons are planted exclUSIvely m coconuts and are 

charactenzed by agemg plantatIOns that depend on the apphcatlOn of chemtcal fertulZers to replemsh nutrIents found m 

the sou The plantatIons were planted mostly between 1900 - 1930 when copra productIon was hIghly profitable An 

estImated 50,000 hectares were planted durmg thIs penod 
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Of the four compames that dommate the mdustry, the largest 18 Compagma Borror, currently owned by Government, but 

m the final stages of pnvatlZatlon The second largest 18 Compagma da Zambezla, wInch IS prIvately operated under Jomt 

ownersInp by Government and prIvate mterests The next largest coconut producer 18 Group Madal, wInch 18 pnvately 

owned WIth the maJonty of the shares held by Norwegrnn mterests Madall8 m the final process of acqurrmg the maJonty 

ownerslup of Compagma Borror The smallest of the coconut holdmgs IS Morroa, Ltd wInch 18 enmely pnvately owned 

These compames have extensIve plantatlons and also purchase copra from smallholders In addItIon to therr holdmgs 

m the coconut mdustry, they also have assets m other crops such as CItruS, tea and SISal The remammg partICIpants m 

the mdustry are a few pnvate traders who also purchase copra from smallholders wInch they sell to local processors, as 

well as to processors overseas 

Durmg the colomal perIod, copra was a prmcipal export commodIty from MozambIque There was also a sIgmficant 

productlon of dned coconut products as food, as well as corr fiber (extracted from the coconut shellitselt) and charcoal, 

produced from the coconut tree, as well as the shell 

Copra IS currently the only coconut derIved export Most exports are to South AfrIca, WIth some sInpments to Europe 

and Japan, where the product IS made mto coconut oll The greatest part of the available coconut products IS consumed 

m MozambIque ConsIderable numbers of fresh coconuts make therr way mto local markets where they are consumed 

as fresh, whole nuts Coconut oll, and other edIble copra products are used m the dally lITe of fannhes wInch hve m the 

coconut producmg areas Some copra IS processed locally for the manufacture of soap The estImated total copra 

productIon for commercIal use IS currently about 30,000 tons per year, of wInch approXImately 60 percent IS produced 

by the four plantatIons and 40 percent by famlly farms 

In 1972, copra exports from MozambIque were nearly 44 000 tons Exports declmed durmg the 1980s due to falhng 

world pnces and the effects of the clvll war The war lIad a devastatmg effect on the large plantatlons They suffered 

from a WIdespread destructlon of plant and eqwpment, and mamtenance and reparrs were reduced to a very baSIC level 

PartIcularly hard Int was the Borror plantatIon smce It was owned by Government Smce 1989 there lIas been a modest 

mcrease m both the value and volume of exports, despIte lower world prIces The roam factors behmd the recovery were 

lmproved secunty conditlons m the copra regIOns m Zambezla and mcreased output of the smallholder sector m 

Inhambane 

The followmg chart shows the varlatlon m exports over a ten-year penod smce 1984 Export value IS expressed m 

millIOns of dollars, and volume IS expressed m thousands of tons 

Value 

Value and Volume of Copra Exports Over a Ten-Year Period (1984 -1993) 

(value m millIon US$ volume m thousands of tons) 

19 51 21 

1987 

33 

105 

1988 

45 

1989 

1 9 

1990 

26 47 42 60 



Volume 

Urnt value 

42 

291 

127 

298 

117 

265 

148 

325 

13 7 

292 

52 

289 

112 

174 

172 

268 

124 

229 

150 

220 

The normal method of prepanng copra m MozambIque IS by drymg the coconut meat m the shell At the plantatIOn, the 

coconut lS harvested and brought to a drymg plant servmg the ImmedIate area At the drymg faCIlIty the husk IS removed, 

the coconut shell contammg the meat lS broken mto PIeceS and the coconut water dIscarded Drymg IS done m large-scale 

ovens, fueled by coconut wood and husks The half-shells contammg the coconut meat are tyPICally held at a steady 

temperature between 50 - 60 degrees centIgrade for 48 hours After the IDltIal drymg penod the shell IS removed and 

dIScarded, and the partIally dned coconut kernel IS further dned for an addItIonal 24 hours The drymg ovens are vented 

so that warm arr flows over the drymg coconuts but smoke from the burnmg flre does not contammate the copra WIth 

proper care and handlmg, thls method produces hlgh-quahty, uncontammated copra whlch IS whlte m color ThIS method 

also lends Itself to centrahzed processmg of copra and other by-products at the same tIme 

Copra drymg on the famIly farms IS typIcally done over an open pIt contammg a smoldermg flre Drymg IS from the 

dIrect heat of burnmg coconut husks and shells so smoke dIscolors the copra and causes a smoky odor Further 

degradatIon of the copra results from the way It IS handled WIthout adequate sanItatIon, a concrete floor or dry storage 

faCIlItIes, the fIDlshed product IS of poor qualIty, dark, smoky, dIrty and occasIonally moldy 

Jute sacks are used to bag and transport the fIDlshed copra A full sack contaIns about 55 kIlograms of dned copra For 

export the full sacks are normally emptIed mto the shlp' s hold and the copra IS shlpped m bulk, WIth the sacks retamed 

by the exporter All sacks used m the mdustry are Imported at a cost of apprmamately US $1 00 each Smce the sacks 

can be used, on average, about three tImes, the annual requIrement for copra productIon of 30,000 tons IS approxtmately 

200,000 sacks 

3 6 2 COCONUT PRODUCTS 

In MozambIque the prmIary commerCIal product from the coconut IS copra, whlch IS processed locally mto soap, or 

exported Coconut 011 for famIly use IS occaSIOnally boiled from copra at home Coconuts are readily marketed as a 

whole frUIt m the larger CItIes WIth the exceptIon of these products lIttle use IS made of the range of avaIlable by­

products from the coconut mdustry 

The mam product extracted from copra IS coconut 011, whlch IS a hlghly saturated fat The general perceptIon among 

consumers m developed countrIes IS that saturated coconut 011 causes artenosclerosis DespIte medIcal eVIdence that 

coconut OillS harmless and may actually be medIcally beneflcial the perceptIon contmues that coconut 011 IS unhealthy 

Furthermore the world market for edIble oIls IS becommg mcreasmgly competItIve The closest SUbStItute for coconut 

OlllS palm oil, made from a perannual crop whose productIOn has mcreased substantIally m recent years, partIcularly m 

MalaYSIa and IndoneSIa AddItIOnally the productIon of soybeans IS mcreasmg m South Amenca and IndIa, and the 

productIOn of oIlseed such as sesame and sunflower lS mcreasmg m Europe as well as parts of AfrIca The combmed 
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welght of these factors makes It ltkely that the long term trend for coconut oIl (and copra) pnces will contmue downward 

To survlve, coconut processors clearly must dtverslly 

The Phlhppmes, one of the world's largest producers of coconuts, reportedly make more than SiXty products from 

coconuts Some of the products for wruch technology IS readIly avaIlable, and wruch could be adapted to MozambIque 

are the followmg 

Coconut wood raw logs, electrlc and telephone poles, lumber, crafted and carved wood products, lammates, 

hardboard roofing, furmture, 

Transformed wood products such as coconut shell charcoal, bnquettes, and activated carbon, 

Beverages coconut water, syrup, fermented or dlst1l1ed alcohohc beverages from coconut water and sap 

cookmg nulk or cream vegetable subsututes for nulk and darry products, 

Food products fresh mature dnnkmg nuts for urban consumers, edIble coconut meal, coconut flour as antmal 

feed, heart of coconut palms, dned (deSIccated) coconut products for confectIonery, bakery, frozen foods, 

general food processmg, home food IlliXes, candles, and snacks, 

Products manufactured from coconut corr such as corr Plth ("coco peat"), erOSlOn mattmg ground cover, corr 

and cement t11es, yarn, brIStles brushes, brooms, and fiber, 

Coconut oIl products such as rugh1y refmed edlble oIl, bland cookmg 011, natural "vrrgm" unrefined oIl, and 

mdustrtal oIl, 

Energy, mcludmg heat and electrlclty from solId fuel-frred water bOllers and the productlOn of combusuble 

gasses such as methanol from solId-fuel gaSIfiers, and 

Other soap products, dtfferenttated copra, hybnd coconut seed gardens 

I 3 6 3 CONSTRAINTS TO DEVELOPMENT 

I 
I 
I 
I 

If the coconut mdustry m MozambIque IS to do more than barely survIve It must undergo a process of rehabll1tatlon and 

transformatlOn The engmes for the requITed change must be the pnvately-owned plantaUon compames 

The mdustry s IDlIDedtate need IS to rebuild Its productIve capacIty after years of warfare and econOmIC detenoratlOn 

This will requrre major expendItures of energy tlme and effort as well as a substantIal amount of mvestment capItal It 

WIll be necessary to rehabIlItate the coconut plantauons as well as the mfrastructure m roads bndges and means of 
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commumcatIon It wIll also be necessary to reconstruct bUildIngs and drymg ovens and to replace pressmg eqUipment 

and vehIcles 

After Its productIve capacIty has been restored, the mdustry' s greatest need will be to dIversIfy away from the productIon 

of a smgle commodIty, copra whIch IS processed mto oIl and m turn sold mto mcreasmgly competItIve markets Those 

m the mdustry must learn to produce a wlder range of products wlth a much greater value added than a commodlty such 

as copra 

The greatest constramts to the rehabIlItatIOn and transformatIon of the coconut mdustry are the lmuted avaIlabIlIty of 

mvestment capItal the absence of technIcal mformatIOn whIch would provIde the know-how to make the transformatIon 

and the management skIlls needed to brmg about the reqUIred change 

3 6 4 INVESTMENT AND DEVELOPMENT OPPORTUNITIES 

Coconut palms make an excellent wood for a vanety of products In the entIre coconut producmg regIOns of 

MozambIque, approXImately 3 6 mIlhon palms (covermg an eqUivalent 45000 hectares) are old trees whIch need to be 

replaced m order to rehabIlItate the plantatIOns ThIs area IS larger than the total of all other wood plantatIons m the 

country, yet It has been Ignored m all forest resource assessment studIes whIch have been carned out so far 

Developmg the coconut wood segment of the mdustry IS VItal to Its rehabIlItatIon CommerCially harvestmg old trees wIll 

prOVIde an econOmIC mcentIve as well as the cash flow needed to rehabIlItate old plantatIOns 

The MozambIque coconut has an especIally thick shell and IS partIcularly SUitable for makmg the hIghly valued actIvated 

carbon used for gold recovery m the mmmg mdustry There IS a market m southern AfrIca for an estImated 8,000 tons 

per year of hIgh grade, actIvated carbon Furthermore, coconut shell charcoal and actIvated carbon proVIde excellent 

filter medIa for water and aIr pUrIficatIOn systelOS The entIre output of coconut shells from the natIOn's copra productIOn 

could be used m makmg hIgh value charcoal and acttvated carbon South AfrIca has developed batch charcoal productIon 

and actIvatIon systems that could be easIly adapted to MozambIque 

A market presently eXIsts for fresh coconuts among the indIan commumty m Durban, South AfrIca The market IS 

currently supplIed by Sn Lanka shIppmg through Smgapore Whole coconuts could be shIpped from MozambIque WIth 

at least a 25 percent cost savmgs over those from Sn Lanka Another export product would be to trIm the husk of the 

coconut mto the shape of a cube, WIth a pyranud top and enclose It m a SIX-pack, attractIve consumer package Although 

the shIppmg tIme from MozambIque to Durban IS only two to four days the product quabty would be greatly enhanced 

by shIppmg m refngerated contamers The advantage of fresh coconut exports would be Its ID101lOal mvestment 

reqUIrement and ItS ease of ImplementatIOn WIth effectIve sales promotIOn the demand for fresh coconuts could be 

mcreased substantially 
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New AISME Busmess PossIbilities and Recommended Means of Intervention 

As part of the field work carned out to analyze the opportunIties for AISMEs m the coconut subsector, mtervlews were 

held WIth two plantation compames and a pnvate, voluntary orgaruzatIon (PVO) These mtervlews revealed a number 

of speclfic, new busmess possIbilities m the coconut mdustry A descnptIon of the most proffilSmg of these follows, WIth 

recommended mvestments for SAEDF and mterventlOns for the USAID MIssIon m Maputo 

Companlna de Zambezla IS a pnvately held company that owns 77,000 hectares of land used for cattle, tea and copra 

production. At one tlme the company was a major foreIgn exchange earner, but smce the ffild-1970s It has exported no 

tea, and only small amounts of copra 

The company feels that It can easlly re-enter the copra export market by rehabllltatIng Its coconut plantations Whlle It 

beheves that copra will continue to be an tmportant crop for MozambIque, management sees a better future m related 

products such as vrrgm oll productIon, actIvated charcoal, wood for pallets and utIhty poles, and other value-added 

products Zambezla acknowledges that small and medium slZed agnbusmesses have always played an tmportant part m 

Its operations, and beheves that Wlth these new products and tmproved technology, many small, medium and even ffilcro 

SlZe busmesses will have an opportumty to partIcIpate m the growth of the mdustry 

ZambeZla has entered mto an agreement WIth Outspan, the South Afncan CItrus marketing company, to produce and 

export wooden pallets m kit form to serve South AfrIca's CltruS mdustry Boards would be sawn from coconut trees, cut 

to the proper SlZe and shape, and drilled WIth screw holes for later assembly The unassembled pallets could be shIpped 

m full contamer loads at low cost to South AfrIca Outspan uses 3 2 millIon pallets annually 

Zambezla calculates that a dallY harvest of 800 - 1,000 trees, producmg approXtmately 500 - 700 CUbIC meters of wood 

would enable rehabilitatIon of the natIon's coconut plantations Cuttmg wood for pallets could open up opportumtIes for 

dozens of small agnbusmess enterpnses These would mc1ude fallmg and toppmg trees, transportmg trees to saw mills, 

operatmg saw mills and transportmg pallet kits to the port for export Another opportumty that could be developed for 

small agrlbusmess would be the production and treatment of wooden poles used for electrIc power lmes 

To encourage new, small and medium enterpnses to enter coconut wood processmg, It would be necessary to develop 

methods of trammg the potential entrepreneurs, to finance therr mvestment m a saw mill or means of transport, and to 

proVlde techmcal asslStance to help estabhsh therr new enterpnse A possIble scenano would be for SAEDF to proVIde 

venture capItal through a local partner, such as Standard Bank, whlch would proVlde workmg capItal loans to the new 

busmess The loans would be guaranteed by a mortgage on the assets of the new company Companhla da Zambezla 

would provIde a ready market for the lumber and other wood products and would also contract for transportation 

seMces Zambezla would also be the mtermediary between the lendmg lDStItutIOns and the entrepreneur, by wlthholdmg 

a percentage of the amount owed the small/medIum busmess to ensure repayment of Its bank loan To further ensure the 

success of the program, the USAID MlsslOn m Maputo would contract WIth Compagnta Zambezla to estabhsh a nursery 

for coconut seecihngs, wmch would be sold to replemsh the coconut plantatIons The company would also be contracted 

109 



to tram the new entrepreneurs m saw mtllmg and transport operatIons The MIssion would also contract With a pnvate, 

voluntary orgarnzatlOn (PVO) such as World VIsion or CARE InternatIonal, to orgarnze palm replantIng on the 

smallholder plots The cost of plantmg matenal would be paid by funds generated from the sale of old trees 

Madalls a large farmmg company With seven agncultural estates located throughout Mozambique The company was 

well mtegrated WIth small copra producers and traders pnor to the CivIl war Durmg the war Madal's exports were 

mmunal but smce 1992, copra shIpments have been mcreasmg EarlIer thIs year copra, purchased from small, famIly 

farms for export to Europe, was found to contam toxms cdused by IIDproper hygIene durmg processmg As a result, 

Madal suspended purchases from all small producers Although the company recogrnzes the IIDportance of small holder 

productIOn and would l.Jke to conturue Its purchases from small producers, It does not have adequate resources to proVIde 

the low-technology dryers along WIth the trammg and supervision needed to ensure that approprIate drymg and handlmg 

practIces are followed by small holders for the productIon of copra Madal has found that If small holders follow proper 

drymg techmques, contammatIon IS mmIIDal Further drymg can be done at company warehouses to prepare copra for 

safe, onward shIpment 

To ensure the contmued partiCipatIOn of small holders m the export of copra, It would be necessary to develop a small 

producer outreach program for the productIOn of hIgh qualIty copra Under thIs program, Madal would contInue to be 

the copra exporter With productIOn contracted to small farmers Madal would be responsible for qualIty control 

USAIDlMozamblque would contract an expenenced PVO such as the CooperatIve League of the USA (CLUSA) for 

formmg and trammg small farmer groups The PVO would tram the affIliated small farmer groups m the InstallatIon, 

use and operatIon of appropnate dryers, and m the correct handlmg and sarutary procedures for producmg hIgh qualIty 

copra The SAEDF IDlcroenterpnse development fund, under the admmlstratlon of SAEDF's local partIter would [mance 

the InStallatIon of a roof-covered concrete slab, appropriate dryers, storage racks and eqUIpment needed for samtary copra 

processmg "Graduates from the program would be assured a market outlet With Madal, as long as the quahty of therr 

product was sUltable Techrucal aSSIstance would also be proVided as necessary to help Madal Install a quahty testmg 

lab and to lIDplement quahty control procedures 

World VISion InternatIonal (WVI) IS a PVO that has operated m Mozambique for many years, pnmarIly m emergency 

food dIstnbutIon and famme relIef With dIIDtnlshmg need for emergency food aId, the orgarnzatIon IS turnmg Its efforts 

to development projects One of the groups aSSIsted by WVI IS the Barone ASSOCIatIOn, a woman's group that purchases 

copra from small holders for further drymg and processmg The copra IS dned to a mOIsture content of 9 percent and 

squeezed through a T press to produce coconut oil The "T" press IS the same hand-operated machIne used mother 

locatIOns for processmg oIl seed mto edible oil Barone sells the coconut oIl to small entrepreneurs for manufacturmg 

soap StIIDulatIng more of these small entrepreneurs to process copra mto coconut oIl would be benefiCial to the entrre 

mdustry 

New village-level oIl processmg and soap makmg busmesses could be encouraged by a collaborative effort between 

SAEDF and USAID/Mozamblque Surular to the proposed small producer outreach program descnbed above, the 
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SAEDF nncroenterpnse development fund, admnnstered by Its local partner would finance the purchase of "T" press 

eqUIpment, as well as the eqUIpment and supphes needed for the small, soap makIng enterprISe USAIDlMozambique 

would contract WIth a PVO to adnnmster and drrect the program, and to provIde trammg and aSSIStance to the small 

entrepreneurs 

3 7 Packagmg Industry Constramts and Opportunztzes 

3 7 1 INDUSTRY PROFILE 

As late as 1975, MozambIque was among the ten most mdustrialtzed countrIes m sub-Saharan AfrIca Its packagmg 

mdustry kept pace wIth the output of mdustrtal and consumer goods Under SocIalISm, packagmg output shrank 

proportIonally WIth the general declme m econonnc aCtIVIty and overall productIon It IS expected that future progress 

of the subsector will closely track that of the overall economy As IS the case WIth other subsectors, packagmg IS 

begmnmg to show SIgns of renewal An Important part of recent Improvements can be attnbuted to Government's 

pnvatIzatIon of monbund State packagmg enterprISes 

The structure of the packagmg mdustry has changed lIttle from the colomal penod The Portuguese establIShed pnvate 

monopolIes to serve certam segments of the economy, WIthout troublesome competItIon ThIS aVOIded duplIcatIon of 

productIon capaCIty and also ensured that firushed goods would be prOVIded to captIve markets ThIs practIce was 

contmued durmg the SOCIalIst penod, WIth the dtfference that the pnces of most packagmg matenals were controlled by 

Government Durmg thIs penod, the general phIlosophy was to produce as many firushed goods as pOSSIble WIthout 

concern for marketmg the products Many products were sold below cost Fmanciallosses and/or shortfalls m workmg 

capItal were covered by loans from collaboratIve banks Macroecononnc dIfficultIes created foreIgn exchange shortages 

wInch made It extremely dIfficult to Import raw matenals and spare parts Many compames closed therr doors, or 

operated m name only Those that survIved dId so through mnovatIve means, such as creatIng metalworkmg shops to 

produce eqUIpment spare parts, and even to manufacture productIon equtpment 

Before mdependence most of the firms m the packagmg mdustry were foreIgn-owned After mdependence, faced WIth 

ever-mcreasmg dtfficulty m operatmg therr compames m the face of Government mterventIon the maJonty of the owners 
and managers of these firms qUIetly left MozambIque leavmg therr manufacturmg plant mtact In response the GRM 

mtervened I by takmg over company operatIons placmg them under the control of the MIDlStry of IndustrIes and 

appomtmg local managers to operate the newly-acqurred factones These managers had the ImpOSSIble task of mamtammg 

productlOn and output whIle faced WIth hnnted workmg capItal and the non avaIlabIhty of foreIgn exchange Many 

factones operated m name only, producmg httle or no output, yet provIdmg Jobs for workers WIth lIttle to do In some 

cases, payment of employees t wages was delayed for months due to a chromc shortage of operatIng funds Many of the 

factones fell mto severe disreparr Factory graveyards were composed of buIldmgs WIth leakmg roofs and broken 

wmdows WIth rusted eqUIpment, surrounded by weed-mfested yards, htter, and decaymg walls Those factones that 

contInued operatIng under these dtfficultIes did so by herOIC efforts 
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3 72 CURRENT SITUATION 

The packagmg mdustry m MozambIque today IS marked by a tIght relatIOnshtp between suppbers and therr customers, 

and even between suppbers and theIr competItors In the words of one manufacturer, the market IS too small to compete 

on a normal basIs" WIth few exceptIons, the mdustry IS concentrated m Maputo Many of the large processors have 

establIshed m-house manufacturmg capabIbty for theIr own packagmg needs For example, all four major vegetable oIl 

processors have Installed (or are m the process of mstallmg) blow moldmg eqUlpment for makmg plastic bottles for therr 

vegetable 011 productIon Most of the large cashew factone& m the North have mstalled machInery for vacuum packIng 

cashew nuts m 5 kg tms, or shrmk-wrappmg packaged nuts InsIde a f11m of heavy plastIc In general, the mdustry IS 

on the verge of a renaISSance fueled by InCreased econormc actIVIty and by the pnvattzation of most State-owned factones 

mvolved m manufacturmg packagmg matenal 

The followmg descnbes the current SItuatIon of the four major sub-components of the mdustry 

3 7 2 1 Cardboard Box Manufacturmg 

The projected 1996 annual market demand for cardboard boxes m MozambIque IS around 3,000 tons, whtch IS double 

the 1,500 tons produced m 1995 By the end of the century, demand IS projected to be around 5,000 tons By 

companson, annual demand m South AfrIca IS around one millIon tons The largest user of cardboard boxes m 

MozambIque IS the CItruS mdustry, whtch requIres approXImately 800 tons of boxes annually However, the CItruS 

mdustry m MozambIque IS affiliated WIth Outspan. the South AfrIca CItruS Board In South AfrIca, the mdustry benefits 

from low-cost cardboard boxes whIch are subSIdIZed by the CItrus Board CItruS exporters m MozambIque are prOVIded 

cardboard boxes by Outspan, smce the CItruS Board markets all exports from MozambIque The llllported boxes pay no 

dutIes as long as they are re exported contammg CItrus frutt Due to Its large productIon volumes and Its subSIdy, Outspan 

can shIp boxes mto MozambIque at a pnce that local manufacturers fmd llllpossible to meet Other large users of 

cardboard boxes are seafood exporters, cashew exporters and vegetable oll manufacturers 

The only box corrugatmg plant m MozambIque IS owned by the company CARMOC ThIs company was started m 

Maputo more than 20 years ago by the NAMPAC Group of South AfrIca The South AfrIcan Group IS one of the largest 

lllllIUlfacturers of corrugated boxes m all of AfrIca NAMPAC IS CARMOC s maJonty owner, holdmg 55 percent of the 

company A local company, MOPAC, owns the remammg 45 percent CARMOC has operated conttnuously, under 

prIvate management smce Its creatIon The company lIDPOrtS kraft paper from South AfrIca whIch It lammates mto 

corrugated cardboard sheets Most of the board IS further processed by CARMOC to produce cardboard boxes but some 

15 percent of the company's productIon IS sold to Holdams a small competItor, whIch converts the board mto cardboard 

boxes A fractIon of CARMOC s output of corrugated sheets IS suppbed to ItS SubSIdIary m Berra CARBEIRA, whtch 

makes cardboard boxes for customers m the north of MozambIque WIth the exceptIon of the boxes Imported by the CItruS 

mdustry, CARMOC and CARBEIRA control about 85 percent of the formal market for boxes m MozambIque 
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Even though CARMOC was pnvately operated under the socIalIst government, It dId not remam free from government 

mtluence Pressure was applled by Government to make 'polltlcal" sales of boxes to State owned enterpnses wmch were 

often unable to pay for the product receIved As a result, the company accumulated masSIve bad debts, wmch were 

"sarutlZed" WIth the aSSIstance of Government m 1993 For the past two years, CARMOC has had an arms-length 

relatlOnsmp WIth GRM, although smce It lS a quasI-monopoly It comes under mtense scrutmy by government officlals If 

for some reason It cannot produce suffiCIent quantltles to meet Its customer's needs 

The company sees a steadlly mcreasmg demand for cardboard boxes for the next few years, and IS optumstlc about the 

future of the mdustry However It faces a mynad of problems, some wmch relate to Its dommant pOSltlon m the mdustry 

Its trumber one problem lS that hmlted workmg capItal severely constrams Its operatIons Whtle CARMOC's maxunum 

credIt lme lS eqUlvalent to US $250,000, Its average tmport order IS around US $500,000 The hmlted avallable credit 

carnes an mterest rate of around 40 percent CredIt needs may be heIghtened by an occaslOnallapse m payment, or by 

a slowdown m projected orders by one of CARMOC's customers As long as CARMOC beheves that Its customer lS 

actlng m good faIth, It will work out a debt repayment program WIth them, and will contmue to meet therr enme 

requrrement for boxes Thls puts an addltlonal squeeze on CARMOC's fmanclal pOSltlon smce It must mamtam the full 

amount of mventory requrred for that customer, WIthout recelvmg the eqUlvalent cash payment A further problem lS that 

under current bottlenecks and red tape requrred for tmports, It IS stmply not pOSSIble to mamtam a low paper mventory 

that can be replemshed frequently Even though the paper IS supphed from nearby South AfrIca, the tlme It takes for 

tmport hcenses and perIDlts, and the dlfficulty of obtammg letters of credIt makes It necessary to tmport at least three 

months supply of paper at a ttme 

To defend Itself agamst lugh mterest and the progressIve devaluatlOn of the MetIcal, CARMOC quotes pnces m US 

dollars, convemble mto Metlcal at the exchange rate m effect when the transactlon IS made It asks for 50 percent 

payment when the customer places an order and the remammg payment Wlthm two weeks after the order lS dehvered 

Late payments are charged mterest of 1 percent per week 

Another problem facmg the mdustry IS illegallIDports, and mformal tradmg m flmshed boxes made m South AfrIca The 

current structure of nnport dutles on kraft paper, corrugated board and flmshed boxes IS under reVlSlOn by GRM, but the 

mdustry's (1 e, CARMOC's) recommendatlon lS to proVlde a level ofprotectlon to domestIc manufacturers of 25 percent 

The followmg level of dutIes IS recommended, and most hkely will be approved, for the company's three products 

Recommended Import Duties 

Kraft paper 15 percent 

Corrugated board 30 percent 

FIDlshed boxes 40 percent 
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In addltion to unport duties, box manufacturers are requrred to collect a turnover tax amounting to 10 percent of sales 

F1mshed boxes whtch are Illegally unported and enter "mformal" marketing channels aVOid both duties and taxes smce 

there IS no record of therr eXistence A sun!lar, but less severe problem IS that sometunes Imports are declared, but at 

a value below cost In eIther case the unported products have an unfarr cost advantage over local productIOn 

Company officIals belIeve that the reconunended level of duty protectIOn IS necessary because CARMOC' s manufacturmg 

operation IS more costly and less effiCIent than sun!lar plants m South AfrIca Frrst, Its costs are drrectly affected by 

unport dutIes and the turnover tax Second, smce CARMOC IS the dommant producer, It must make a myrIad of box 

SIZeS and types wlnch tends to mcrease manufacturmg waste and losses over what they would be If the plant were more 

specIalIzed Fmally the plant suffers from frequent stoppages and costly downtune due m part to the age and condItion 

of ItS eqUIpment and the skllis and level of trammg of Its workers Although manufacturmg wages are low m 

MozambIque, tlns does not necessarily translate mto low labor costs due to the relatively low skills and mherent 

IneffiCIency of the workforce Furthermore, trammg IS expensIve Due to language dlfferences, MozambIcan workers 

cannot be tramed m nearby South AfrIca - Instead they must be sent to far away Portugal 

CARMOC's management beheves the problem of Illegal unpOrts and InsuffiCIent protection of national manufacturers 

will soon be resolved OverSIght of MozambIque's customs operatIOns will shortly be "pnvatized" to a foreIgn company, 

and the GRM has mdlcated Its wIllmgness to collaborate WIth the company by estabhshmg protective duties on unported 

materIal 

3 7 2 2 Metal Contamers 

The only Viable manufacturer of metal contamers m MozambIque IS Metal Box Co, also a subSIdiary ofNAMPAC of 

South Afnca The company IS located m Maputo Sun!lar to ItS SIster company, CARMOC, Metal Box IS pnvately 

operated, although GRM as a mmonty shareholder Metal Box manufactures welded metal contamers m a vanety of 

shapes and SIZes up to a capaCIty of twenty lIters for dIverse products such as condensed mIlk pamt glue paraffin and 

cashew nuts Due to the hlgh cost of transportmg empty cans the company can serve only those customers located a short 

dlstance from Maputo The company has World War II vmtage eqwpment wlnch It manages to keep operating reasonably 

well Its enure production IS only around 5 - 10 percent of rated output Annual sales amount to approXlmately US 

$500000 WIth the recent openmg of two new pamt manufacturers and a pestICIde factory m Maputo, the company 

expects an mcreasmg demand for metal contamers Modest growth m demand IS also seen for the food processmg 

mdustry The company plans to mvest US $150000 m weldmg eqUIpment that will enable It to manufacture continuous 

seam, lead-free welded cans SUItable for tomatoes and other food products 

A second manufacturer of metal contamers IS Van Leer IndustrIes located at Machava a few kllometers from Maputo 

Van Leer started m IDld-1960 as the fully-owned SUbSIdIarY of a Dutch multinatIOnal company of the same name The 

factory manufactured large metal drums and tIns larger than twenty-hter capaCIty In 1985 the Van Leer management 

team left MozambIque leavmg the factory fully operatIOnal The Mlillstry of Industry mtervened appomtlng an 
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adnnmstratlve manager to manage the factory WIthOut access to foreIgn exchange to purchase tm-plate, spare parts and 

eqmpment, the factory slowly sank mto obllVlon Vanleer IS still operatmg WIth the same management and has a total 

of 150 employees However, It has httle productlOn except for an occaSIonal order to manufacture a few dozen 50-hter 

drums Due to Its mabIhty to obtam raw matenals for ou contamers, the company recently lost Its oldest customer, 

BntlSh Petroleum The GRM recently opened negotlauons to sell the company back to Vanleer of Holland, Its ongmal 

owner 

Due to the Ingh transport cost of empty contamers, there IS httle competltlon to manufacturers m MozambIque from 

illegally-mported metal cans For the same reason, however, a manufacturer located m Maputo cannot Ship formed metal 

contamers to the cashew nut processors m northern MozambIque Most of the northern cashew factones have therr own 

manufacturmg facility for turnmg un-plate mto metal contamers Some have lOStalled more modem equlpment which 

produces 5-kg packages of cashew nuts m vacuum-packed, shrmk-wrapped heavy plastlc f11m 

3 7 2 3 Plastics PacImgmg MaterIals 

The plasucs mdustry m MozambIque IS composed of eIghteen manufacturers, wInch, WIth the excepuon of three or four 

small producers, are located m Maputo WIth a larger number of partICIpants, the plasucs mdustry IS more competluve 

than the other packagmg subsectors Most manufacturers extrude plasuc film that IS prmted and made mto bags, sheets 

or wrappmg matenals Some of these manufacturers are small scale operators that produce exclUSIvely for a pamcular 

market, such as garbage bags Others have mJecuon moldmg and blow moldmg equIpment wInch manufacturers a range 

of household and mdustrlal products such as bottles, Jerry cans, trash contamers, toys, and even mexpenslve plasuc shoes 

The mdustry IS cbaractenzed by a lack of quallty control a marked absence of border control and the aVOldance of dutIes 

on 1IDpOrted, :finIShed products A pamcularly severe problem IS that substandard plastIc bags m South AfrIca are bought 

by manna! traders and smuggled mto MozambIque where they are sold at pnces well below local manufacturmg costs 

As IS the case for other packagmg matenal, the market for plastIcs matenal m MozambIque IS small 

The largest plasucs packagmg manufacturer IS Topac, owned 65 percent by the Portuguese plastICS gIant of the same 

name The company began operatmg m September 1995 WIth the purchase of maJonty control of the Government-owned 

Jmplama plastICS manufacturmg faCUlty Jmplama was the creauon of the prevIOUS SOCIaltst government wInch brought 
four separate mtervened compames together mto one manufacturmg complex under smgle management Smlliar to 
other State-owned manufacturmg faCIhtIes the combmatIon of mtsmanagement lack of foreIgn exchange and lImIted 
workmg capItal forced Implama mto maCtIVIty 

Smce It reopened the factory, Topac has concentrated on rehablhtat1ng the factory buudmg and grounds, wInch had 

senously detenorated under Government ownershlp It has also upgraded factory eqUlpment, reestabhshed Its product 

lmes and m general placed the manufacturmg complex on a busmesshke fooung The company has begun to 

manufacture dozens of plastIC packagmg and household products, mcludmg a WIde assortment of plastIc film, sheets, bags, 

heavy-duty roof covermg bottles, Jerry cans watermg cans closed and open contamers and plastIc footwear 
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Topac faces stIff competItIon from illegallffiports, parncularly for plastIc bags and mm The company pays a duty of 

7-112 percent on lffiported plastIC resms as well as a wholesale crrculatIOn tax of 5 percent Some products, such as Jerry 

cans pay a consumptIon tax of 20 percent as well Smuggled lffiported products, of course, pay no tax 

DespIte these dIfficultIes Topac management IS upbeat about the plastIcs mdustry, and expects to see a growth rate m 

productIon of 25 percent per year for the foreseeable future 

3724 Sacks - Woven fiber and/or Plastic Twme 

By far, the packagmg materials m greatest demand m MozambIque are large sacks, woven from material such as Jute, 

SISal, or plastIc twme Sacks are used for wholesale packagmg (50 - 90 kg ) of most commodItIes such as food grams, 

cassava, coconuts, copra, charcoal and most other products sold m truckload quantItIes There IS no manufacturmg 

facility for large sacks m the entIre country At one tnne there was a factory whIch made SISal bags m Berra, but It ceased 

operatmg many years ago Currently all sacks used m MozambIque are lffiported, eIther new or used pnmarily from 

India Annual consumptIon IS approXlffiately 10 - 15 nulhon sacks at an average cost of about US $1 00 each 

3 7 3 MAJOR CONSTRAINTS TO THE PACKAGING INDUSTRY 

The followmg constramts must be overcome for the packagmg mdustry m MozambIque to develop 

1) EconOmIC actIVIty and the producnon of goods must contlnUe to mcrease to further expand the SIZe of the market 

for packagmg matenals Presently, the market for most products IS too small to support more than one 

manufacturer winch negates the pOSSIbilIty of healthy competItIOn Therefore, the small SIZe of the market IS 

a sIgrnficant constramt 

11) 

111) 

IV) 

v) 

There IS lIttle mfonnatIon available Withm MozambIque on the latest available packagmg technology 

Furthermore, packagmg eqUIpment IS generally antIquated and needs to be modernIZed 

As IS the case for other econOmIC subsectors packagmg manufacturers are constramed by the lack of mvestment 

capItal needed for plant renovatIon, as well as workmg capItal needed for mventones and for accounts 

receIvable It IS no aCCIdent that most new mvestments m the packagmg mdustry are made by foreIgn packagmg 

compames, gIven therr access to modem technology and foreIgn capItal 

The lack of tramed workers and techmclans IS another constramt to the packagmg mdustry The educatIOnal 

system m MozambIque does not proVIde the baSIC skills needed m the manufacturmg sector 

A convoluted system of nnport dutIes overlappmg crrculatIon and consumptIOn taxes and Government s mability 

to control illegal Imports wlnch pay no dutIes place legitImate manufacturers at a severe dIsadvantage compared 
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to Informal traders These traders have the abilIty to flood the market WIth mexpenslVe plastic packagmg 

matenal at a pnce lower than the cost of productIon m MozambIque 

3 74 OPPORTUNITIES FOR PACKAGING INVESTMENTS 

The followmg are examples of planned and potenna1 mvesttnent opportumnes m the packagmg mdustry 

1) CARMOC 18 studymg the feasibilIty of mvestmg m eqUIpment to produce double-wall (lmed) heavy-duty paper 

bags capable ofholdmg 25 kilograms of food products such as flour, meal, or anlIDal feed The bag would be 

formed from unported kraft paper and sewn shut, except for a specIally constructed fill chute, or sleeve, sewn 

mto the top of the bag After the bag 18 filled by the miller or anlIDal feed mIXer, the fill chute would be tucked 

lflSide the bag and glued shut CARMOC 18 mterested m partners for what they beheve will be a profitable and 

acceptable return on mvestlnent busmess 

u) 

ill) 

Pa1meloc, a recently pnvattzed darry cooperative will soon reopen m Maputo Daily producnon capaCIty of the 

rehabilitated plant will be around 20,000 hters of milk and milk products A second darry IS under construction, 

willch will also serve Maputo, WIth a daily production capaCIty of 25,000 hters Metal Box plans to mvest m 

blow moldmg eqwpment to produce illgh densIty polypropylene milk contamers, one-half and one-hter SIZe, and 

also 250-gram yogurt contamers, to serve both dames Metal Box IS also seekmg mvestlnent partners 

A plant to manufacture heavy duty woven bags, made from a combmation of plaStiC and natural twme matenal 

such as Jute or SISal, IS under consideratlOn by MozambIcan Agency, Ltd , a manufacturer of quahty c10tbmg 

The fuctory would have the capaCIty to produce 10 mIlhon bags annually The company would begm productIon 

by cuttmg, formmg and sewmg bags from tmported tIssue matenal The second phase would be to expand mto 

weavmg the tissue matenal from tmported twme The final phase would be to extrude plastic twme at the 

fuctory from nnported poly reslflS, willch would be combmed WIth natural twme and woven mto tISsue matenal 

The company IS mterested m mvesung WIth a partner 

IV) Future opportumnes will become avrulable on a selectIve targeted basIS as other manufactured and processed products 

evolve from an expandmg economy LIkely opportumnes would be waxed boxes used by exporters of fish and shrtmp 

freezer bags for frozen food products and UHT packages for milk 

3 8 Other SAEDF Investment Opportumtzes In MozambIque 

As m Tanzanta several specIfic mvestlnent projects were encountered m MozambIque willch are recommended for 

follow-up acnon by SAEDF A summary descnptlOn of the potennal projects and the name, address and telephone 

number of each potentIal mvestment partner or potentIal benefiCIary of SAED F I S mlcroenterpnse development funds are 

shown m Annex D, Section 4 0 In additlOn to those projects the followmg specIfic projects are suggested 
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Mr Yunus A Gafar of Gam CommercIal, Ltd m Nampula has a chIcken-and-egg operatlOn With 8,000 

breedmg and laymg hens HIs company would hke to expand mto poultry broiler productlOn and to start a 

poultry feed operatlOn usmg locally grown maIZe as Its prmtary mput The company IS lookmg for an 

mvestment partner m ItS new operatlOn 

Messrs Joao Serrano and Jose Alcobla are the dnvmg force behmd Frunsul, a Maputo-based aSSOCIation of 

frwt growers that has seventy members Fruosul provides techmcal services to Its members and guards therr 

mterests m dealmg WIth government officIals DUl mg the 1995-96 season these two entrepreneurs made trIal 

shIpments of exotIc fruIt to South AfrIca, from the Vandezl area located m the hIghlands along the Berra 

corndor Based on successful trlal shIpments they would like to develop an mtegrated fresh frUit export 

operaoon whIch would produce and slup seasonal fresh frwt on a year round basiS to regional markets Pnvate 

growers afflhated WIth Fruosul would proVIde frmt to the export company Fruit wmch has been grown m 

the area mcludes lychee, mango, papaya avocado and strawbemes The two partners are seekmg external 

fmancmg for therr export busmess 

3 9 Lmkage Between SAEDF and Internatzonal Donors 

SAEDF s lmpact m Mozambique will be greatest If It can fmd a means to leverage Its efforts by workmg closely With 

the mternaoonal donor commuruty, m partIcular, USAlD SAEDF's prmtary ObjectIve of expandmg mdlgenous busmess 

development and ownershIp IS most closely alIgned WIth USAID/Mozamblque's StrategIC ObJecove No 1, whIch is to 

Increase rural household mcome m ItS targeted areas of MozambIque's northern provmces USAID expects that three 

major accomphshments wlll result from Its efforts to achIeve thts StrategIC Objective a) access to markets will be 

mcreased, b) rural enterpnses will be expanded, and c) agncultural output will be mcreased 

USAID s programs m the rural/agncultural sector mclude the proVISion of food aId, mfiastructure development 

(partIcularly roads and commodlty lmports) a vanety of grassroots mterventlOns, and lmplementatlOn of pohcy reform 

particularly as It relates to agnculture marketmg and pncmg pohcy and to land tenure 

Its partners m thIs work have been the Land Tenure Center on land access and MIchIgan State Umversity on agncultural 

pncmg and marketmg Issues A nmnber of PVOs and NGOs are m the final phase of therr work WIth USAID on 

emergency programs and the resettlement of refugees and mternally displaced households They are now begmrung to 

work on market development mcreasmg rural busmess actlVloes and mcreasmg agrIcultural output through the use of 

mputs, extensIOn adapove research These lnsotutlOns have worked With USAID for many years and are strong potenoal 

partners for achIevmg SAEDF s objectives of prIvate sector development and ownershIp, particularly for 

IDlcroenterpnses 
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In those areas where Its mterests comclde, SAEDF should consIder leveragmg Its efforts by lmkmg WIth other donors 

WillIe SAEDF's pnmary ObjectIves are return of prmclpal and return on mvestment, It could leverage Its efforts ill 

mlcroenterpnse development by workmg closely WIth the USAID MISSIOns Wlthm the reglOn, and local PVOs In 

addItion, these orgamzatlOns could provIde a valuable servIce to AISME development by actmg as a condUlt for 

mformatlon and by referrmg proIDlsmg mvestment opportumtles to SAEDF 

A summary of other donor actlvltles IS shown m AppendlX A, Sectlon 5 0 

3 10 The Fznanczal Sector zn Mozamblque 

3101 THE MACROECONOMIC ENVIRONMENT 

Durmg 1995, the money supply mcreased rapIdly m MozambIque mamly as a consequence of exceSSIve Central Bank 

lendmg to the two state owned banks Tills resulted m lugher than antlClpated mfiatlOn durmg the year (around 55 

percent) Efforts by the smaller of the two state owned banks (Banco Popular de DesenvolvlIDento) to completely repay 

Its overdraft by the end of Aprll, combmed WIth efforts by the larger state owned bank to contam Its Central Bank 

borrowmg has led to a reversal oftlns trend m the early part of 1996 

Although credIt pohcy IS theoretlcally restrlctlve under the IMF lIllposed system of credit cellmgs, m practIce, that has 

only apphed to the pnvate bankmg sector, WIth the two state banks contmumg to have unllIDlted access to essentlally 

costless overdraft financmg from the Central Bank The pnvatlZatlon of Banco Comerclal de Moltamblque (the larger 

of the two state owned banks) at the end of June 1996 to a Portuguese bankmg consortlUm (led by Bank Mello, the prlIlle 

mvestor m MINCO, the Venture CapItal Fund descnbed m 3 1025 below) and the projected pnvatlzatlon of Banco 

Popular de DesenvolvlIDento by the end of December 1996, will effectlvely stop tlns process - and credit conceIvably 

could become more difficult to obtam throughout the system Nonetheless, Wlthm the context of a rapIdly evolvmg 

financlal sector, mcludmg new pnvate sector entrIes and the pnvatlZatlon of all the government-owned banks, there lS 

also lIkely to be a reallgnment of credIt allocatlons Tlns IS lIkely to have a more beneficlallIDpact on the pnvate rather 

than the pubhc sector -- and this IS certam to more than counter balance any lIllpact m reduced credit to the economy 

flowmg from the pnvanzatlon of the two state banks 

3102 THE FORMAL FINANCIAL SECTOR 

The followmg sectlOn profiles the most unportant partICIpants m the MozambIque formal finanCIal sector 

3 10 2 1 Central Bank 

The Banco de M0ltamblque plays a regulatory role for the formal finanCIal sector Tlns mcludes approvmg credIt 

allocatlons for fmanclallllStltutlOns and speCIal programs such as those dealmg WIth pre export commodIty finance and 
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mIcro finance IDltlatIves Banco de Moc,:ambique also manages a mIcro finance scheme the Program for the Development 

of Small and Medmm Enterpnses (PDPME) descnbed elsewhere m thls report (See 3 10 4) 

31022 State-owned Banks 

Banco ComercIal de Mo\!amblque (BCM) was created m 1992 followmg the dIVISIOn of the Central Bank mto two 

mstltutlons the Banco de M09amblque, whIch IS charged With purely regulatory, claSSIC Central Bank funCtiOns, and 

BCM, whIch lS the country's largest financial mstltutlOn, controllmg 75 percent of the credit m circulation through nearly 

50 branches and offices throughout the country 

BCM has suffered from many of the weaknesses noted m state-owned fmanclal mstltutlOns elsewhere m the developmg 

world large mefficlent staff, hIgh recurrmg expense levels, poor mternal management controls, mcludmg lax loan 

collection efforts leadmg to an unacceptably hIgh level ofnonperformIng assets, and so on BCM IS slated to be pnvatlZed 

by the third quarter 1996 It IS mterestmg to note that whlle many foreign bank groups (from South Africa, the 

Netherlands Portugal) exammed the tender documents only one foreIgn bank consortIUm made a bId The presumed 

wmmng bIdder Banco Mello IS a small but well-regarded Portuguese bankIng group It seems qUIte l1kely that the 

pnvatlzatIon of BCM will mvolve some degree of dIsruptIon to the bankmg sector as staff levels are reduced, branches 

closed, and new management pohcles and procedures are put m place 

The Banco Popular de Desenvolvunento (BPD) IS the state-owned development bank It has the most extensive branch 

network m MozambIque WIth about 160 offices natIonWIde, mcludmg many located m large rural towns These branches 

functIOn more as savmgs mechamsms however, and to a lesser extent as a facilitator of finanCial transactIOns for local 

governments and NGOs WIth few exceptions loans are not approved or dIsbursed at these rural branches, as loan 

requests are submItted directly to branches m provmcial capItals, the maJonty of loan deCISIOns are made by BPD 

headquarters m Maputo even those related to supposedly decentralIZed mIcro fmance schemes BPD' s extensive 

mvolvement WIth vanous mIcro fmance programs IS detailed elsewhere m thls report (See 3 10 4) 

31023 CommercIal Banks 

The Portuguese Banco de Formento e Exterior (BFE) has a representatIve office m Maputo, and IS prrrnarily engaged 

m trade finance GIven the system-WIde lIquIdIty crunch m local currency BFE's lends prrrnarily m dollars to compames 

that can generate dollar proceeds The consolIdated BFE group IS Itself m the process of bemg pnvatlZed With 20 percent 

of Its capital bemg sold to mvestors m 1995 Total assets for BFE as at December 31, 1995 were PTE 1 7 Mhon (US 

$ 11 3 mIllIon) 

Banco InternaclOnal de Mo\!amblque One of the most mterestmg recent developments m the fmanclal sector m 

MozambIque has been the openmg of the Banco Internacional de Moc,:ambique (BIM) which was mcorporated m February 

1995 and opened for busmess on October 25 1995 WIth wtlal capItal of US $ 10 millIon ownership IS as follows 
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Banco CommercIal Portugues 

Government of MozambIque 

Inst Nat Seguran~a Social 

EMOSE 

FDC 

500 % 

175% 

150% 

125% 

50 % 

Two branches are located m Maputo and one m Berra planned expansIon calls for branches m all provmctal capItals 

In adwtton to Its geographtc coverage BIM has already begun to offer a WIde range of servlces, many of whtch were 

preViously unknown m Mozamblque These mnovahons mcluded the first Automahc Teller Machffies (SIX total) and the 

ISsuance of Multl-Brrn debIt cards for use m pomt-of-sale machffies m local hotels and larger commerctal establIShments 

Other mnovattons mclude paymg mterest on SIght deposlts and the first bank m Mozamblque to have a umque SWIFf 

(SocIety for WorldwIde Interbank Fmanctal Telecommumcatlons) address to facilitate mternatlOnal money transfer 

transactlons 

BIM's parent bank, Banco Commerctal Portugal (BCP), was the first completely pnvate sector bank m Portugal In 1995 

It bought another Portuguese bank: acme m MozambIque, Banco Portugues do Atlanhco and the combmed bankIng group 

now accounts for 25 percent of total bankIng assets m Portugal Total assets for BCP as at December 31, 1995 were 

PTE 5 4 billton (US $ 36 millIon) BCP has asslsted BIM through staff trammg, the secondment of personnel m cruCIal 

areas (e g , operatlons and Treasury), and development of MIS technologles BIM has been qUlte aggresslve m lendmg 

to quahlied compames and mdtviduals BIM plans to expand Its range of servIces to mclude leasmg and the establIShment 

WIth Its parent of a venture capItal mvestment fund Total assets for BIM as at December 31, 1995 were MZM 203 

millIOn (US $ 19 milllOn) 

Banco Standard Totta (BST) IS the oldest and largest pnvate commercIal bank m MozambIque Its hentage goes back 

more than one hundred years as part of the Standard Chartered network (Its headquarters IS the ongmal bank bulldmg 

that was located near the old port of Maputo to facilitate the storage of gold, IVOry and dlamonds pnor to shIpment), and 

bas been mcorporated m MozambIque for more than thrrty years Last year Standard Chartered sold Its shareholdmg to 

Standard Bank Group of South Afnca (StanblC) Current ownershtp IS as follows 

Banco Totta & A~ores 

Stanblc 

Other 

45% 

40% 

15% 

BST offers a full range of commercIal bankIng servlces and has an extenslve branch network m the provmctal capltals 

Total assets for BST as at December 31 1995 were MZM 1 2 b11lton (US $ 110 milllOn) 

Equator Bank IS a fully-owned subSIdiary of the Hong Kong Shanghal Bank Corporahon (HSBC), one of the world's 

premter bankmg groups WIth more than 3000 offices m 71 countrles worldWIde Equator spectallZes m trade finance 

and other merchant banking aCtlvltles m AfrIca Last year m MozambIque, for example, It arranged a slgruficant poruon 
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(US $ 11 rmlhon) of the pre-export fmance needed for the annual cashew crop, WIth the proceeds spht evenly between 

exporters and processors Smce Equator does not accept dePOSIts all financmg IS done through the Central Bank, whereby 

Equator places US Dollars on deposIt offshore and the Central Bank makes avaIlable local currency for lendmg and IS 

repaId WIth the dollar proceeds of exports ThIs arrangement hunts the range of transachons that Equator can undertake 

m MozambIque Total assets for HSBC as at December 31, 1995 were UK £ 226 bIlhon (US $ 352 bIllIon) 

3 10 2 4 Cooperative Savmgs Banks 

CREDITCOOP On June 28, 1995, the Cooperativa de Creillto e Invest1mento (CREDICOOP) was maugurated by 

PreSIdent Chtssano ThIs new financial tnstItuhon will be based on the cooperatIve savmgs and loan model found 

throughout the world For a US $50 fee, members can enJoy a full range of commercIal bankIng servIces In addttion 

to mdiVIdual members capItal and untial eqUIty of MZM 100 000 the InteTllational Fmance Corp IS studymg the 

poSSIbility ofmvestmg m this venture CREDICOOP's target markets are those commerCIal and retaIl chents who may 

not currently be actIve m the formal finanCIal sector or those chents who are dtssatisfied WIth the servIces offered by 

other banks, notably BCM It will offer a range of servIces mcludmg savmgs accounts credIt extensIon and money 

transfers 

31025 Venture Capital Funds 

The MozambIque Investment Company (MINCO) was estabhshed m September 1995 as an mvestment fund WIth an 

untlal capItal of US $15 millIon The promoters of thIS venture are Banco Mello (60%) and Oceanus (40%), a Portuguese 

shtppmg firm Banco Mello IS a Portuguese bank that IS leadmg a consortIUm to buy the soon-to-be pnvatlZed Banco 

Comercial de Mo~amblque MINCO wIll remam a completely separate organlZahon However, Its stated mvestment 

pnonhes mclude natural resource compames, transportatIon and pnvanzed state-owned enterpnses It should be noted 

that the Commonwealth Development CorporatIon IS consldermg an mvestment m MINCO of US $500,000 

31026 Leasmg Compames 

ULC M~amblque IS a lease finance company organIZed by EDESA, the SWIss-German mvestment company supported 

by a number of European development organIZatIOns ULC MozambIque ownerslup IS as follows 

EDESA 30% 

CDC 15% 

PROPARCO 15% 

ULC Zunbabwe 15% 

Local mvestors 25% 

EDESA has estabhshed smular leasmg compames m other African countries notably Zunbabwe, MalaWI and BotsWarla 
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Last year EDESA aSSISted the Government to reVISe the laws goverrung lease finance transacttons, and consequently lease 

financmg now offers borrowers m MozambIque a number of advantages 

• Eqmpment rental payments (both capItal and mterest) are tax-deducttble, 

• EquIpment IS exempt from sales tax, 

• Purchase of the resIdual value of the eqmpment IS exempt from sales tax, and 

• Agncultural, transport and mdustrial equIpment under lease IS exempt from Import duttes 

The ULC group IS expenenced m worlang WIth donors to establIsh programs tatlored to the equIpment finance needs of 

small entrepreneurs In MalaWI, ULC works WIth a donor to finance the leasmg of refurbIshed fuel debvery trucks 

Lease payments are taIlored to proVlde suffiCIent profits for small entrepreneurs who operate these trucks, and at the end 

of the lease the operators can purchase the vehlcle outnght for eIther cash or credIt, havmg bullt up a credIt lustory durmg 

the lease perlOd and usmg the eqwpment as collateral In MozambIque, ULC IS m dlSCUSSlOns WIth the World Bank 

regardmg partICIpatIon m the Bank's road rehabllltatIOn program Under thls scheme, trucks, bulldozers, graders and 

other eqmpment needed to mamtam roads would be refurbIshed, and the eqwpment leased to small entrepreneur owner­

operators Fees earned from ongomg road mamtenance would cover lease payments, WIth a profit to the equtpment 

operators At the end of the lease term, eqwpment operators would be able to purchase the reSIdual value of the 

eqwpment for a nommal sum 

3103 FINANCIAL ANALYSIS OF THE BANKING SECTOR 

The bankmg sector m MozambIque 1S about to undergo profound changes W1th the Impendmg pnvattzation of BCM (the 

largest bank: m the country) and BPD (the bank: WIth the country's most extens1ve branch network) SpeculatlOn as to the 

changes m these mstltuttOns resultmg from pnvatIZatIon IS not warranted Nevertheless, It can be generalIZed that the 

formal fmanctal sector IS m a penod of expansIOn and mcreased compettt10n ThIs 1S eV1dent ill the formatton of new 

mstItunons (BIM, CREDICOOP) and leasmg and mvestment vehlc1es (ULC and MINCO) BIM's aggreSSIve markettng 

of credIt and retaIl servIces (mc1udmg the first ATM and deb1t cards) has made eXlstmg banks uneasy As the economy 

contmues to nnprove from further hberallZatIoDS, It can be expected that addittonal banks, both fore1gn and new domesttc 

mstItutlODS, will enter the banlang scene 

A financIal analySIS was made of the active banks ill MozambIque under the cntena of L1quld1ty and CapItal Adequacy, 

and Profitability It was not pOSSIble to measure loan asset qual1ty m the MozambIcan banks The analYSIS also mcluded 

the parent of Banco InternacIOnal de M09amblque Banco ComercIal Portugues even though BIM IS well capltahzed 
The parent banks of Standard Totta are not IDcluded as Standard Totta IS the country s oldest most establIShed and 
bIggest pnvate sector bank Comparable figures for the bank ratIos were not IDcluded gIven the WIde range and SIZe of 
the actIve bankmg mstItutlOns ID MozambIque 
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The results of the armlysls are presented m Appendlx A SectlOn 6 0 The followmg IS a summary of the flndmgs 

1) The two mcorporated banks m MozambIque, BIM and Standard Totta are rather over lIqUld, tlns IS due to the 

lack of vIable credIt opportumtIes Tlus IS shown m the fIrst ratIo, the hlgh percentage of cash and near cash 

to depOSIts and the second the low percentage of short term loans to total depOSIts The hqUldity and 

coverage ratios for the two Portuguese banks BFE and BCP are closer to the norm for these ratios 

11) 

3104 

Banks m MozambIque should be hIghly profitable, gIVen the enormous mterest spread on loans compared to 

the neglIgIble mterest paId on depOSIts ThIs may change as BIM has mcreased both fees charged to 

customers for servIces and amounts paId on depOSIts Hong Kong ShanghaI Bank exlubits model effiCIency 

and profItabIlIty ratIos 

MICRO FINANCE ACTIVITIES 

There has been a prolIferatIon of mIcro flnance schemes recently m MozambIque alIDed at the creation of small 

bUSInesses owned by illsadvantaged groups such as women and demobIhzed soldIers Whlle many of these projects have 

been relatively unsuccessful there have been a number of undertakmgs that have had a sIgmflcant POSItIve lIDpact on 

the burgeorung mformal economy CollaboratIon and mformatIon-sharmg regardmg best practIces among the NGOs 

actIve m mIcro fmance IS emergmg through orgaruzations and forums such as LINK Tills dIalogue and collaboratIon 

has encouraged both domestIC and foreIgn NGOs to explore the establIshment of a mecharusm to aSSIst m coordmatmg 

mIcro flnance efforts ensurmg that sound practices are bemg followed and provldmg some connectIon WIth the formal 

fmancIaI sector 

The followmg IS a bnef descnption of several of the mIcro fmance 1ll1tIatIves currently underway m MozambIque, a 

dISCUSSIon of therr relatIve success and what lessons they prOVIde 

The InstItute for the Development of Local Industry (lDIL), a Government agency was establIshed m 1988 to proVIde 

trammg and techmcal aSSlstance to small mdustry IDIL marmged a UNIDO 1ll1tIatIve durmg the penod 1991 - 1993, 

fundmg dlfficultIes have plagued IDIL after an evaluatlOn found the project to suffer from poor marmgement It IS WIdely 

acknowledged that IDIL provmcial delegates were notonous for offermg false promIses of credIt to small busmessmen, 

even though IDIL Itself IS not a fundmg agency Current efforts focus on trammg and project marmgement actIVItIes m 

collaboratlOn WIth other NGOs Its "Improve Your Busmess" courses are thought to be good and to-date have tramed 

nearly 3,000 small busmessmen, m tlns actlVlty IDIL IS collaboratmg WIth FFPI (below) m aSSIStIng entrepreneurs m 

preparatIon of bus mess plans 

The Fund for the PromotIon of Smail Industry (FFPI) was launched m 1990 but has remamed non-operatIonal untll 

the Swedish Development Agency redeSIgned tills undertakmg m 1993 FFPI has targeted the larger end of the SME clIent 
populatIon WIth up to 25 workers and fIxed assets valued to $100 000 FFPI does not proVIde the chent any tecl1ll1cal 
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assIstance, but rather refers them to orgamzatIons such as IDIL Loan amounts may be up to the eqwvalent of US 

$50,000, fees are reqwred to evaluate loan requests, and the loan mterest rate IS pOSItIve m real terms at 48 percent (cost 

of funds from the Central Bank IS currently 46 percent) An mterestmg aspect of FFPI's lendmg approach IS that the 

chent glves them power of attorney, allowmg for the seIZure of collateral m case of nonpayment WIthout resortIng to the 

legal system Currently FFPI has a plpelme of 25 projects WIth a value of US $350 000, mc1udmg antmal husbandry, 

tImber fishIng textIles and cosmetlcs productlon 

The GPE/GTZ MtcroenterprISe Project TIns project, funded by the German development agency GTZ, WIth the 

partICIpatIOn of Gabmete de Promacao des Empesas offers a good model for mtcro fmance m MozambIque and 

elsewhere The project IS located m the urban areas of Maputo and Berra and provIdes the applIcant WIth both trammg 

and other forms of technIcal asSIStance and credIt Loans are granted only after a senes of mtervlews WIth the applIcant, 

as well as completlon of a personal "balance sheet" detailmg assets, lIabilitIes and loan repayment sources The case 

officer makes further background mqumes regardmg the applIcant, e g , therr available collateral Loan collateral must 

be pledged to the project and notarIZed, m case of non repayment collateral IS seIZed qUIckly, and WIth no legal delay 

TIns IS m sharp contrast to other credIt schemes where lenders often complam about the cumbersome, slow and capnclous 

legal system (and one that IS easily mfluenced m favor of the borrower) There were 1,300 loans WIth total outstandmg 

more than $ 400,000 as at December 1995 Repayment rates were more than 75 percent "on tIme" WIth only one complete 

wnte-off TIns IS an Improvement from prevIous repayment rates of less than 50 percent One reason for the 

Improvement IS the reconfiguratIon of the project whereby the compensatlOn of case officers (WIth an average caseload 

of 80 loans) IS now dIrectly tIed to therr clIents' repayment The best case officer has a repayment rate of more than 90 

percent on tIme, YIeldmg a monthly salary bonus of MZM 1 8 millIon (US $ 150 - nearly two tImes the average yearly 

per capIta mcome m MozambIque) 

The GTZ component has encountered a roadblock m personnel matters, controlled by the local counterpart GPE 

Consequently GTZ IS m the process of formmg an addItional CredIt instItute whlch will focus solely on the prOVISIon of 

credIt WlthOUt any trammg for the applIcant, as IS now the case WIth the current GTZ/GPE prOject Thls lflltlatIve seeks 

to become a "Banco de Casa," fulfillmg all the fmanclal servIce needs of small entrepreneurs The project will be 

developed m three stages credit to SMEs prOVISIon of other forms of credIt, for consumptIon, medIcal care etc , and 

finally, depOSIt takmg, whIch will allow a much greater expanslOn of the funds available for credIt Imttal capItal will 

come from three sources The MlIDstry of Labor the Uumo Geral das CooperatIvas, and the Conselho Chnsao de 

MozambIque, WIth techmcal support from GTZ 

GAPI, Ltda IS a hmtted lIability Jomt ventJ.tre between the BPD and the Fredench Ebert FoundatIon It has been m 

eXistence smce 1984, and proVIdes credIt to rural small and medIum SIZe mdustrles on somewhat more concessIonary 

terms and WIth less bureaucracy than could be obtamed through the fomtal bankIng sector Its aCtlVlties are concentrated 

ill Maputo PrOVillce and It lends to chents engaged ill such actIVIties as agricuitJ.tre butldmg matenals, fishIng, and food 

processmg It has prOVIded some 300 loans durmg the penod 
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The most lID.portant consIderatIon when regardmg GAPI as a potentIal mIcro finance partner IS the lID.pendmg 

pnvatIZatlOn of Its mam mvestor BPD One strong pOSSlblhty IS that GAPI will take over the management of some of 

BPD's branch network the most extensIve m the country The mam concern WIth thIs scenano IS that GAPI does not 

have the management capacIty to manage commercIal bankmg operatIons GAPI IS m conversatIons With large pnvate 

sector finns here (JFS and Entreposto) about an adwtlonal mvestment whIch would serve to augment Its capItal base and 

provide the means to obtam techmcal assistance for an expanded scope of operatIons 

Another Issue IS the fact that GAPI's clIentele has tended to be larger small firms (10 - 50 employees) and not mIcro 

enterprISes per se GAPI has responded to thIs by notmg that It will seek to work With other NGOs (such as World 

VIsIOn) to satIsfy the credit needs of these mIcro fIrms 

The Program for the Development of Small and Medulll1 EnterprISes (PDPME) IS a program managed by the Central 

Bank that lends to partICIpatIng banks for on-lendmg to small enterpnses, the maJonty of whom would not otherwIse have 

access to bankIng system credIt The project IS supported by crewt Imes m excess of US $50 IDIlhon from the World 

Bank Em, and the CaISse FfaIl9llISe CredIt IS used pnmanly for lID.port of macbmery and spare parts by medIUm-sIZed 

fIrms whIch lack foreign exchange The project IS currently bemg redeSigned due to lengthy delays m crewt approval 

and Issuance of letters of credIt The project has had an extremely hIgh default rate well over 80 percent of the loans 

are not repaId, due m large part to mefficlencles and lack of follow up at BCM, the key bank m thIs scheme 

The Office for the Promotion of Small Entrepreneurs (GPPE) IS a loan guarantee fund (US $400,000 contrIbuted by 

the CaISse F~a1Se) deSIgned to stImulate lendIng by the state development bank (BPD) to mIcroenterpnses ThIs project 

has suffered due to a cumbersome approval mechanISm, mefficlencles at BPD and lack of project marketIng (mc1udmg 

Wlthm BPD) It IS currently bemg reformulated 

Calxas LocalS (Caisse Fran~alse & Banco de Mo~amblque), and the PIlot Micro Fmance Fund (World Bank & 

Banco de M~amblque) A credIt urnt Wlthm the Central Bank IS managmg these two projects The fIrst, funded by the 

Caisse Franc;alse de Developpment at FF 30 IDIlhon (US$ 5 6 IDIlhon), will attempt to establISh communIty-managed 

CaIXas LocalS effectIvely becoromg small credIt unIOns ThIs InltIatIve will cover the provmces of Maputo and Cabo 

Delgado These caIXaS will mobIlIZe savmgs whIch will then be relent to the membershIp There wlll be an Important 

technIcal asSIstance component of thIS project, smce It will be managed by members of the credIt unIOns themselves ThIs 

TA will be proVIded by a well-regarded French NGO Credit Mutual, whIch has a very good track record With sIIDIlar 

projects m a number of African countnes 

The second lDltIatIve IS equally mterestIng and lID.portant for IDlCro finance m MozambIque The project will be funded 

by a lIne of credit from the World Bank (US $ 13 IDIlhon accordmg to the project drrector, a lesser amount accordmg to 

other sources) that wlll be channeled through formal sector fmancIaI mtermedIanes (at a SubSIdIZed rate) for on-lendmg 

to IDlCro clIents at market mterest rates AdditIonal donor support has been proposed for techmcal assistance for emergmg 
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financIal mtermedIanes (such as CREDICOOP) TIns lll1tIatlve 18 mterestmg m that It will seek to foster the development 

of new finanCIal mstltutlons and encourage eXlstmg finanCIal msbtutlons to become more mvolved WIth IDlCro lendmg 

World Rebef VIllage banks World Rehef operates a village bankIng scheme m Gaza Provmce The target group 18 

female heads of households, whlch currently account for 82 percent of more than 2,172 chents m 67 groups, varymg m 

SJZe of between 15 - 40 members A comnrumty bank 18 formed WIth a presIdent, secretary and treasurer Imtlal startup 

capItal IS $1,000, lIDtlal group loans of metlcalS eqUlvalent of $25 are repaId by weekly mstallments for 16 weeks WIth 

mterest rates of 24 percent (72 percent per annum) Savmgs are voluntary and paId 12 percent mterest Totalloans 

outstandmg as at Aprll1996 were $174,000 equIvalent, savmgs amounted to $25000 

The key to the success of the Village Bank approach IS group sohdarlty Once loans are fully repaId by the group, 

addltlOnalloans (and mcreased amounts) may be granted If the loan 18 not repaId on tlme, WIth the requrred mterest 

all members of the group are precluded from further loans All loans are momtored by a computenzed trackillg model 

Until recent floods affected the regIon and caused WIdespread damage and econOIDlC dlSruptlon, repayment rates were 

nearly 100 percent 

World VISion As part of ItS Agncultural Recovery and Development Program, the Amencan NGO World VlSlon has 

lmtlated a credit program m ZambeZla Provmce deSIgned to aSSIst m the commerCIahzatlon of agrIcultural products 

CredIt 18 extended to farmer groups through the eXlstlng network of agrIcultural extenslOn agents Actlvltles supported 

have illcluded such thmgs as the rental of tractors or oxen for land cultIvatIon, rental of a truck for haulmg coconuts to 

market and returnIng WIth cassava and maIZe for sale, buymg hvestock (goats), purchase of cassava for millmg mto flour 

and retatl sales The mterest rate charged has been 1 5 percent per week, Yleldmg an annual mterest rate of 72 percent 

Repayment rates have nearly been 100 percent 

World VlSlon seems well aware of the pItfalls ofusmg agrIcultural extensIon workers to act as credIt agents, and have 

prepared a project proposal to estabhsh a stand alone credIt umt WIth a umque staff that would receIve trammg m credIt 

analYSIS and loan management and other technIcal subjects ThlS proposal IS very well artIculated and USAIDlMaputo 

IS currently evaluatlng It 

Cooperative League of the USA (CLUSA) IS actIve ill fonnmg village and farmer aSSOCiatIons whtch then may 
partlclpate ill credIt programs sponsored by orgamzatlons such as World VlSlon for example Thts partnerslnp will asslSt 
these asSOCIatlons through commerctaltzatIon of agncultural products cash management and momtorillg loan repayment 

CARE has deSIgned two ffilcro finance programs, one ill the Nampula-Nacala corndor and one ill the Mamca-Sofala 

regIOn Both are ill prehmmary stages CARE does prOVIde hand oll presses on credIt, winch are repaId Withm 60 days 
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3105 OTHER INVESTMENT ACTORS 

The Centro de Prom~o de Investnnentos (CPI) was estabhshed pursuant to the new Investment Law approved m June 

1993, and charged WIth facilitatIng and promotmg foreIgn pnvate sector mvestment m MozambIque TIns Law was bullt 

upon prevIOUS efforts to hberalIze mward foreIgn mvestment (Law 3/93) The most unportant features of thIs Law and 

Its regulatIons (Decrees 12/93 and 14/93 of 21 July 1993) are the followmg 

• 

• 

Guarantee of transfer abroad of profits on mvestments, royaltIes depreCIatIon, compensatIon for 

natIonalIZatIon, and mvested foreIgn capItal, and 

FIscal benefIts mcludmg 50 percent reductIon of IndustrIal tax for 10 years and a tax deductIon for 

mvestments m eqUIpment and trammg expenses for mdlgenous workers 

The CPI has recently undergone restructunng mcludmg the replacement of the Drrector WIth an mdividuaI WIth a greater 

understandmg of the pnvate sector An Assessment COmm1SsIOn has been formed to act as an adVISOry body for the CPI 

and mcludes members of the pnvate sector Fmally branch offices of the CPI have been opened m provmclal capItals 

to asSISt m mvestment IdentIficatIOn and lIaIson WIth pnvate sector mvestors LlIDlts have also been establIshed that will 

attempt to ensure that the approval process does not exceed one month m duratIon 

Total mvestment authonzed by the CPI between March 1985 and March 1996 was nearly US $1 5 billIon In 1995 166 

projects were approved WIth a correspondmg value of US $277 IDllhon, for the frrst three months of 1996 the CPI has 

approved 71 projects WIth a value of US $91 IDllhon 

Umdade Temca para a Reestrutura~ao de Empresas (UTRE) As part of comprehensIve econOffilC reforms currently 

underway the Government passed legIslatIon enablmg the sale of state owned assets begmomg m 1989 The Techrucal 

Urnt for Enterpnse Restructurmg (UTRE) was formed m 1992 Withm the MlDlstry of Fmance to coordmate the sale of 

larger state enterpnses Smce the mceptlon of the pnvatlZatIon program, more than 600 enterpnses have been 

restructured and sold Whtle more than 90 percent of all enterpnses pnvatlZed m MozambIque have been bought by 

MozambIcan entrepreneurs and compames nearly 50 percent of the eqUIty has come from foreIgn mvestors notably from 

Portugal, South AfrIca, UK Netherlands, and other AfrIcan countrIes 

MozambIque's pnvatlZation program has to-date been one of the most successful m AfrIca Durmg the penod January 

1994 to May 1996 proceeds from sales totaled US $72 millIOn and nearly US $153 IDllhon of new mvestment m plant 

and eqUIpment IS planned to be dIsbursed over the next ten years 

128 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

3 11 RecommendatlOns for SAEDF InterventlOn zn Mozambique 

3 111 COMMERCIAL BANK PARTNER 

It IS essential that SAEDF select a commercIal bank partner m each country m wInch It mtends to make mvestments 

CommercIal banks offer the SAEDF a range of servIces, mcludmg 

• 
• 
• 
• 

ClIent IdentJ.ficatIon credit analYSIS and management evaluation, 

Ongomg chent momtormg, 

Account mamtenance, 

Custody and legal servIces, and 

• AddItiOnal finanCIal resources 

It IS recommended that SAEDF select the Banco InternatlOnal de MOjfambique as Its commerclal bank partner m 

MozambIque BIM has been both aggreSSIve and creatIve m offermg a range and qualIty of servICe to commerclal and 

retall customers heretofore unknown m the MozambIcan bankIng market BIM has a sohd parent bank, Banco Comercial 

Portugues, that can offer additional servIces to an SAEDF chent such as aSSIstance m export markets, should It be 

requrred BIM antICIpates offermg lease financmg servIces ill the near future and IS explormg the possIbIhty of 

estabhshmg an Investlnent Fund WIth Its parent bank group for mvestlnents not only ill MozambIque, but elsewhere m 

the reglOn BIM also plans to expand Its branch network to all provmclal capItals ill MozambIque In addItion the 

SAEDF Board member from MozambIque, Dra Grajfa SlIDbme Machel, IS also PreSIdent of BIM's General Assembly 

Banco Standard Totta lS the largest pnvate sector bank m the country, and a member of a qualIty regIonal bankIng power, 

Standard Bank of South AfrIca Should SAEDF conclude a master, reglOnal agreement WIth StanbiC to prOVIde servlces 

m a number of countrIes, then It would be lOgICal to mclude Standard Totta as the commerclal bank partner m 

MozambIque Lackmg that master agreement, however, Standard Totta, wlule a qualIty bank, does not cater to the 

presumed chent group of SAEDF, and m all bkebhood would not aggressIvely focus on thIS busmess gomg forward 

3112 VENTURE CAPITAL I LEASING PARTNER 

SAEDF should consIder an mvestlnent m the new venture capItal fund MINCO Wlule a new undertakmg, the promoters 

of MINCO are famtltar WIth MozambIque and are PurSUmg an appropnate mvestlnent pohcy It should be determmed 

whether or not the CDC goes ahead WIth ItS proposed mvestlnent of US $500,000 

SAEDF should also carefully consIder workmg WIth ULC MOjfambique, the leasmg company ThIs group has had great 

success proVIdIng affordable eqUIpment fmance to small entrepreneurs m other southern Afncan countrIes That record 
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of accompbshments coupled WIth the favorable legislatlOn and tax benefits govermng lease finance transactions, presents 

a clear opportumty for SAEDF to work WIth an effectIve lease finance orgamzation 

3113 MICRO FINANCE OPPORTUNITIES 

As noted 10 the dIScussIon of the varIOUS mlCro fmance mttiatives underway 10 MozambIque, there IS an excellent 

opportumty for SAEDF to have a drrect pOSItive lffipact on these lffipOrtant efforts to stllDulate and aSSIst small 

entrepreneurs In Apnl of this year the Umted Natlons CapItal Development Fund proposed the development of an 

orgamzation called APEX that would 

• PrOVIde hqUldity to eXIst10g local and VIable mlcro credIt orgamzations, 

• Estabhsh permanent borrow1Og/lend1Og hnles between local credIt 10termedIaries and banlcs, 

• SelectIvely aSSIst the creatIon of mlcro credIt and banlang operatIons, and 

• ProvIde techmcal aSSIstance for mlcro credIt operatIons 

APEX would also estabhsh standards for mlcro credIt operatIons and prOVIde "accredItatIon" 10 terms of staff 

quahficatlons, credIt pohcles and procedures, and so on APEX would prOVIde funds or guarantees to banlcs which would 

then lend - at commerCIal 10terest rates - to "accredIted" NGOs and other mlcro credIt operatIons, that would be 

responsIble for on-lend1Og to small entrepreneurs and subsequent loan repayment 

This notIon of APEX or a wholesale mlcro finance mechamsm, lS a direct outgrowth of the eXIsttng collaboratlOn between 

mlcro credIt practIttoners and the perceptlOn that there IS a need for a vehicle to estabhsh mlDlffium program standards 

(market 10terest rates, loan analyslS, collection procedures, etc ), espectally gIven the current and antiCIpated prohferatton 

of mlcro credIt programs SAEDF can play an lffiportant leadership role 10 the evolutton of this concept by 1Ovesttgat1Og 

the possIbIbty of provId1Og drrect or 10drrect fund10g to APEX (such as guarantees to participattng commercial banlcs), 

as well as techmcal aSSIstance for 10dlVldual mlcro credIt programs who would form the constItuents of the APEX 

3 12 Summary of ConcluslOns and RecommendatlOns 

3 12 1 CONCLUSIONS 

1) DespIte numerous problems and constra1Ots MozambIque's situatton IS far from bleak WIth peaceful 

reconstructIon of the natIon agamst a backdrop of econOmlC hberallZatIon and a maSSIVe pnvatIzatIon program 

cover1Og a range of State-owned enterpnses MozambIque appears pOIsed for strong econOmlC recovery Parts 

of the country Nampula 10 parttcular have a real boom town" feel A favorable econOmlC envrronment nch 

agronomIc potenttal along WIth the need to rebuild the productIve assets of the country destroyed by war IS 

creat10g 10vestment opportumttes 10 almost all agnbusmess related subsectors 
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ll) 

ill) 

MozambIque has a favorable mvestment code WIth unportant tax mcentlves wruch encourage busmess development, 

partIcularly outsIde the urban centers Investors and busmess entrepreneurs, both nanonal and foreIgn, are 

encouraged and made to feel welcome 

Many constramts st1l1 eXlst to AISME development The most severe IS the dlfficulty and cost of movmg goods, 

partlcularly m a north-south drrecnon Even pnmary roads are at best, dlfficult, and durmg ramy penods, many 

roads become nnpassible ThIs narurally mcreases the t1me and cost of movmg freIght overland The rau system 

was constructed by the Portuguese along east-west corndors to serve MozambIque's landlocked neIghbors and the 

large agromdustnal countrIes operat1ng Withm the corndors The rau transport system 18 consIdered unrehable 

for the secure movement of goods, and generally ffilsmanaged After years of detenoranon under Government 

mIsmanagement, the mtercostal sruppmg servIce appears to have rut bottom WIth mcreased compentlon and 

pnvate ownerslnp, coastal sruppmg may slowly begm to lmprove The ports are also major bottlenecks SecurIty 

IS unrehable, they are too expensIve, and therr equIpment IS lnadequate for the rapId loadmg and dIscharge of 

goods 

IV) The non avauabuity of finance IS another constramt to AISMEs The disciphne of econOffilC stabilIZatIon and IMF­

dIctated tIght money pohcy has severely hffilted the availability of bank cremt Investment credIt for long term 

agribusmess projects IS Slmply not available Wlthm the finanCIal sector Workmg capItal fmancmg, such as a bank 

overdraft facilIty IS only available to large traders and to long-estabhshed manufacnrrers, many of wruch are owned 

m part by Government 

v) Government pohcy and Its regulatory framework are m a state of flux Agriculnrral pohcy IS still bemg wntten, 

and land tenure IS uncertam The Government rout1nely sets ffillllmum farm gate pnces for many agnculnrral 

commodines, but has no mtervennon strategy to support the ffillllmum pnce Nor does ICM, the Government's 

purchasmg agency, have the fmancial capabllity to mtervene m the market to support pnces below the ffillllmum 

MIDlmum farm pnces are a pohtlcal statement and a hmdrance to effiCIent marketmg 

Pracnces followed by many Mlll1Stry OffiCIalS are still based on the SOCIalISt system For example, obtammg 

nnportlexport and bUSIneSS operatmg hcenses IS a major hurdle, and IS nearly tmpossible unless the requestor has 

a personal fnend Withm the bureaucracy Most procedures for licenses and perffilts are generally not well known 

are not pubhshed and are not transparent Not only are hcenses dIfficult to obtam but many are prohIbItIvely 

expensIve compared to the earnmg power of the mdIvidual (for example an electrICIan s license costs $20 - a half 

month's wages) WIth the result that a large portIOn of commerCIal tradmg and servIces never emerges from the 

mformal sector Control systems on pnvate busmesses by the Mlll1stry of Work, M1lllstry of Health and MIDlStry 

of Commerce are very much mtact Employee rosters, t1me worked employee health certIficates and a myrIad 

of other mformatIOn must be ava1lable for lllSpecnon at a moment's notIce 

VI) The country's fiscal system 18 another problem espeCIally for tmporters The customs code IS exceedmgly complex, 

WIth a prohferation of product categones The strucnrre of tmport dutIes IS confusmg and lends Itself to abuse 
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Smugglmg and under mVOlcmg of nnports are common wInch gIve an unfarr advantage to traders and constItute a 

major threat to legItImate manufacturers 

Another hurdle IS the cascadmg "crrcuiation tax" whereby every transactIon m the distributlOn cham from factory 

to the ultImate consumer IS taxed 5 percent on the sales value It IS dIfficult to get a clear pIcture of how 

collectlons are admmIstered and the nnplIcatlon IS that the tax IS wIdely Ignored Some products carry a sales tax 

m an amount wInch varIes accordmg to the product category Its collectlon also appears spotty 

vu) Another constramt to AISME development IS the basIC structure of commerce and mdustry m MozambIque Many 

monopohes or quasI-monopolIes remam from the colomal penod They were lmked WIth Government and 

flounshed under SOCIalIsm Even today, they contlnue to be encouraged and supported by Government Whlle 

the State IS no longer mvolved m company operatIons, m each provmce there IS a small group of compantes and 

mdlVlduals lmked to Government that controls most econOmlC actlVlty The smgle exceptlon IS m Mantca, where 

open competltlon has resulted due to competltion from Znnbabwe In tIns system of near-monopoly control, It IS 

dtfficult for new AISMEs to gam a foothold 

Vlll) Manufacturmg technology for agro processmg and packagmg IS generally antIquated and noncOmpetitIve WIth 

regIOnal manufacturers 

Many factones are World War II vmtage, and operated durmg the sociahst years under controlled pnces and WIth 

borrowed workIng capItal Many factones closed after therr ongmal owners left MozambIque and were 

subsequently adnumstered by Government-appomted managers Whlle many are m remarkably good condItIon 

for the age of therr eqUIpment output IS llmlted by frequent stoppages and mefficlent operatIons Llmlted 

aVaIlability of finance makes therr renovatlon unlIkely In cases where the factones are owned by foreIgn entitles, 

there IS a "walt and see attItude about makmg further mvestment The postwar emergmg market for most 

manufactured goods IS llmlted and many mdustrles have excess capaCIty 

A related problem IS that m many Instances factory workers and even techmclans are Ill-prepared for factory 

operations Managers complam that the techmcal trammg prOVIded by publIc schools IS defiCIent For effiCIent 

operatIOns costly overseas trammg of techmcians IS often reqUIred 

3 122 RECOMMENDATIONS 

1) In consldermg potential mvestments m MozambIque, SAEDF should consIder five hIgh-opportunIty subsectors, 

and four secondary contenders as follows 
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u) 

ill) 

Recommended Subsectors 

High-opportumty Subsectors 

Cashews 

Coconuts 

EdIble ous 

Food grams 

Packagmg 

Secondary Subsectors 

Hortlculture 

Livestock, poultry 

Darry 

Aruma! feed 

SpecIfic mvestment opporturutles are recommended for conslderatlon by SAEDF m the packagmg mdustry and 

for the export of coconut wood products SAEDF's mvolvement m rmcroenterpnse development IS recommended 

for small-scale bakenes edIble od pressmg, coconut od pressmg for village-level soap makmg and a small farmer 

outreach program for copra exports m collaboratlon Wlth a large exporter It IS recommended that SAEDF contact 

the potentIal entrepreneurs and partiCIpants llsted m Appen<hx A, SectIon 4 0 to further explore these 

opporturutles 

It IS essentlal that SAEDF select a commercIal bank partner m each country m wmch It mtends to make 

mvestments It 1S recommended that SAEDF select the Banco Intematlonal de M09amblque as Its commerCial bank 

partner m MozambIque 

IV) SAEDF should consIder an mvestment m the new venture capItal fund MINCO, and should also consIder 

mvestments WIth ULC M09amblque, the leasmg company 

v) SAEDF should playa leadersmp role m the evolutlon ofmlcro credIt programs m MozambIque by proVldmg drrect 

or mdrrect fundmg for APEX wholesale mIcro finance mechanlsms 

VI) It 1S recommended that SAEDF and USAID/Mozamblque collaborate on mlcroenterpnse development programs, 

parucularly m the northern provmces where USAID IS mvolved USAID development actlVlty could be leveraged 

by IDlcroenterpnse cremt prOVIded by SAEDF, partIcularly If a PVO such as World VlslOn or Care were 

contracted to admtnlSter the program An example of how thlS collaboratIon mIght produce excellent results would 

be m the proposed sntall farmer outreach program for copra productIon and exports 

vu) It IS recommended that USAIDlMozamblque follow through on maIZe exports from the northern provmces 

Vill) It IS recommended that USAIDlMozamblque develop a long range program for the rehabdltatIon on the cashew 

mdustry by supportmg the creatlOn of a Fund for cashew development, to be carned out by the mdustry Itself 
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1.0 Dry Roast Cashew Processmg Overview10 

1 1 CASHEW PROCESSING 

Cashew nuts are grown m many trOPICal countrIes of the world They are processed both at small and large scale WIth 

decortIcatIng (or craclang) operatIons bemg carned out manually and mechanIcally 

NRI has been mvolved With cashew research and processmg operatIons for many years Durmg tins tlme, a mechamzed 

decorticatmg system was developed whIch has resulted m the commercIal availability of plants capable of processmg 

thousands of tons of raw nuts per annum More recently developmental actIvItIes have focused specIfically on equIpment 

SUItable for the needs of smaller operators The aIm has been to proVide an mtermed13.te optIon between baSIC manual 

processmg and fully mtegrated large-scale operatIons The mam features of the small-scale decortIcatIng unIt InClude 

• capaCIty up to 250 kglh of raw nuts per unIt (equIvalent to 1000 tons per year when operatIng 250 days), 

• dry roaStIng usmg waste shell as fuel, 

• low capItal and operatIng costs, 

• SImplIfied buIldmg requIrements, 

• More than 85 percent kernel out tIrrn WIth a hIgh percentage of wholes at the aIr separator, 

• raw nuts, both small and large, can be processed WIthOUt dtfficulty as knIves and cutters are not used, 

• modular deSIgn of constructIon, and 

• low mamtenance requrrements 

ThIs urnt IS the key component for processmg cashews at tins scale NRI can aSSISt processors mterested m establIshIng 

complete factory operatIons by provIdmg thIs unIt as part of a comprehensIve package of processmg eqUIpment and 

technIcal support whIch mcludes procurement, manufacture, InstallatIOn, COIDmlSSlOnmg, trammg and overseemg first 

productIon runs 

1 2 PILOT PLANT TRIALS 

PIlot plant has undergone extensIve field tnals m Afnca DIrect fIred dry roastIng of the raw nut IS employed rather than 

hot oil bath roastmg as thIs has shown to proVIde dependable control of processmg at lower levels of throughput The 

dry roaster IS fueled usmg waste shell thereby reducmg fuel costs Decomcatmg IS achleved usmg a centrIfugal craclang 

technIque WIth the kernel separated from the decortIcated products by a combmation of screenmg and aIr separatIon 

technIques The process IS contInuous, and It IS capable ofhandlmg raw nuts of varIOUS SIZes OperatIon IS by a rmmmum 

of unskIlled labor The SImphCIty of deSIgn means operators can be tramed to carry out most of the mamtenance 

operatIons, m other cases the skills of a mechamc are adequate 

10 
Based on work done at the Natural Resources Institute (NRI) winch IS based m the UK, and authored by Derek Cox. 
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11-----
AhtAMocIa ........ 

1 3 Improved Engmeenng Deslgn 

As a result of the successful field tr1llls of the pilot plant, and based on our expenence WIth cashews, the baSIC deSign of 

the decortIcatIng urnt has been refined and made appropnate for commerclal operaoons processmg up to 250 kg/hr TIns 

has been achIeved by makmg use of computenzed CAD technIques The producoon engmeermg features mcorporated 

mto the deSign mean that the roastmg and decortlcatmg operaoons can be built mto two 20 foot long transportable ISO 

contaIners as a complete prepackaged roastIng/decortIcatIng urnt In tlus way, It can be fully constructed and tested before 

despatch from the manufacturer, thereby mmnmzmg subsequent tnstallaoon and COmmISSIOnmg requIrements on-sIte 

1 4 Modular ExpanslOn 

As trees mature or the supply of raw nuts mcreases extra module umts can be added to cope With reqUIrements Capacity 

can be mcreased by addmg a second decortIcatIng urnt and expandmg the assocIated facilioes For larger scale operatIons 

other OptIons should be consIdered WIth hIgher levels of mecharuzatIon and sophIstIcatIon 

1 5 Processmg Details 

The mcommg raw nuts are assessed for SIZe and qUalIty They are cleaned, graded and then stored under cover m sacks 

m preparaoon for subsequent processmg Nuts from the store are fIrst hmmdlfied to adjust theIr mOIsture content, pnor 

to passmg through the hot aIr chamber of the dry roaster at a controlled rate In thIs way, the shell becomes bnttle WIth 

httle scorchmg of the kernel The nuts are cooled The roaster IS fueled WIth a proportIOn of the waste cashew nut shell 

from the decortlcatmg stage 

Scorched nuts are decortIcated by a centrIfugal cracker Dust from the operatIOn IS extracted and collected for disposal 

The kernel, shell fragments and undecortlcated nuts are separated by vibratmg screens The kernel and debns are 

pneumatically separated, and those nuts not fully cracked are returned to the decortlcator 

The kernel from the arr separator lS collected and dned The testa IS removed by hand (peelmg) pnor to manual gradmg 

mto wholes, splIts, butts, and pieces The dIfferent grades are packed as requIred pnor to storage and fmal despatch 

QualIty controllS an essentlal operatlonal requrrement, and checks need to be carned out at various stages of the operatIOn 

to ensure product standards are rouonely matntamed, whether the kernels are for sale to domestic or mtemahonal markets 
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1 6 Factory OperatIOns 

A practlcal factory desIgn would process 1000 tons per year, workmg 250 days a year and processmg at a typiCal rate 

of 250 kglhr Thts particular arrangement IS based on a smgle 8-hour smft for peelmg, gradmg and packagmg operatlons 

(to take mto account soclal aspects as these operatlons are mvarlably carned out by women) and a double shlfis for the 

decortlcatlng operatIons Processmg will reqwre a supply of clean water (typICally 500 11ters per day), compressed arr 

and a three phase electncal supply (less than 50 kW) 

1 7 Check Llst 

NRI can adVIse on cashew processmg and aSSIst With the settmg up of factory operatlons from concept through to first 

productlon runs It IS helpfu11f prelmtmary mformatlon on some of the pomts m the check 11st below can be provIded 

Supply of raw nuts 

ava11ablhty of nuts, now and m the future 

- hectares planted locally 

estlmated annual harvest, m the local area and m the country 

- mam months of harvest 

- cost and method of transportmg raw nuts to the factory 

- factory gate cost 

are raw nuts to be exported, 1f so, what pnce IS to be expected 

Qua11ty of raw nuts 

- mam SlZes 

- SlZe vanatlon 

- gradmg method employed 
- mOIsture content at purchase 
- percentage of diseased or rotten nuts 

Processmg 

- processmg method currently employed 

- percentage of whole kernels at packmg 

- percentages of other grades 

- cost and avallablhty of local labor 

- packagmg requrrements 
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- cost and avaIlabIlIty of packagmg matenals 

- avaIlabIlIty of mtrogen (N) and carbon dIOXIde (C02) gases m cyhnders 

- local engmeermg capabIhtles 

Utlhtles 

- typIcal local bUlldmg deSIgns available 

- cost of electncity (per kWh urnt) 

- reliabIlIty of supply, IS dIesel generator backup necessary? 

- avaIlabIlIty of clean water 

Markets 

- annual off take for local outlets for arrhnes, hotels and snack foods 

- dIStance from factory to export port 

- cost of transport to port and frelghung to the Umted States or Northern Europe or the Far East 

1 8 About NRl 

The Natural Resources InstItute (NRI) IS the sClentJiic arm of Bntam s Overseas Development AdmJ.mstratlOn (ODA) 

The InstItute has a worldWIde reputatlon for Its expertlse on renewable natural resources m developmg countrIes Its 

prmclpal aIm IS to alleViate poverty and hardshIp m these countrIes by mcreasmg the produCtlvlty of therr renewable 

natural resources through the applIcatlon of SCIence and technology 

NRI has three mam areas of expertIse, whIch are managed as Strategy Areas 

- Resource Management 

- Appbed Ecology, and 

- Food SCIence and Crop UtilIzatlon 

The InstItute has more than 500 staff They carry out research and surveys, develop pIlot-scale plant, machmery and 

processes, Identlfy prepare, manage and execute projects prOVIde adVIce and trammg, and publIsh sClentlfic and 

development matenal The mam dlsclplmes are chemIstry bIOchemIstry, entomology, plant pathology bIogeography 

land use lIvestock nutrltlon food technology engmeermg and SOCial SCIences In anyone year staff will be workmg, 

often m multl-dIsclplInary teams, m more than 60 countnes across the developmg world 
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2.0 Specific SAEDF Investment OpportunIties in Tanzania 

Name and Address of 

Entrenreneur 

Mr Jumanne Klshnnba, 

Managmg DIrector 

Klshnnba InternatIonal 

Traders, Ltd 

POBox 2857, Mwanza, 

Tanzama 

Tel 2556841342 

2556842434 

Fax 255 68 40463 

Mr Jumanne Klshnnba, 

Managmg DIrector 

KlshImba InternatIOnal 

Traders, Ltd 

POBox 2857 Mwanza, 

Tanzama 

Tel 2556841342, 

2556842434 

Fax 255 68 40463 

PotentIal Investlnent Opportumty 

Mr Klshnnba recently completed a feasIbility study for a 

small-scale darry processmg plant m Mwanza The 1,000 

hters per hour plant would cost approXlIDately $400,000 Mllk 

would be collected from small farmers at commumty collectIon 

centers and from company darry herds PasturlZed, processed 

Ill1lk would be sold through retau shops and food markets m 

M wanza and Arusha The retail shops would be supphed WIth 

refrIgeratIon umts for storage, proVIded by suppher cremt 

The entIre mvestlnent IS estImated at approXlIDately US $1 

muhon, mcludmg the cost of trucks, refrIgeratIon umts, the 

darry herd and the processmg plant Payback of the 

processmg plant IS calculated to be two years 

The mam busmess of Klshnnba InternatIonal Traders IS 

Importmg and exportmg to and from Kenya, shIppmg across 

Lake Tanzama The company exports Imt cotton and cotton 

seed cake to Kenya, and Imports a broad range of consumer 

goods Mr KlshImba presently charters vessels for 

transportmg hIs products at an average monthly cost of US 

$36,000 Mr Klshnnba would lIke to construct a 250-ton 

cargo shIp whIch would meet hIS requIrements, and would 

provIde cargo servIce to others as well The cost of the vessel 

would be nearly US $1 muhon Investlnent m a cargo shIp 

would have a payback of a httIe more than three years 
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Suggested PartIcIpatIOn 

ofSAEDF 

SAEDF would be a 

Jomt-venture partner m 

the enterprISe SAEDF's 

local partner, NIGP, 

would help organIZe and 

tram smalllll1lk 

producers who would 

sell fresh mllk to Mr 

Klshnnba 

SAEDF would be a 

Jomt-venture partner m 

the mvestlnent 



Name and Address of 

Entrenreneur 

Mr A LatIffK 

Suleman, 

General Manager 

Tuckman Mmes and 

Mmerals 

POBox 1087, Arusha, 

Tanzama 

Tel 255 57 8370, Fax 

255578371 

Mr TarsemC 

Aggarwal Managmg 

DIrector 

T K Holdmgs, Ltd 

POBox 7094, Arusha, 

Tanzama 

Tel 255 57 3650, Fax 

255572304 

PotentIal Investment OppOrtunIty 

Mr Suleman IS a naturaltzed U S cItlZen, born m MoshI, 

Tanzama Tuckman has a mmmg conceSSIon m a gemstone­

rIch area near Mt KilimanJaro The company IS presently 

developmg an mvestment proposal to purchase earthmovmg 

and rock crushmg eqUipment whIch will pernut It to engage m 

large-scale, open-pIt mmmg At present, nearly all mmmg m 

Tanzama IS done by mdlVlduals usmg arusanal means of 

excavatIng and gemstone extraction Most of therr output IS 

smuggled out of Tanzama mto neighbormg countrIes 

Tuckman would lIke to transform the mmmg Industry mto a 

fully legItImate formal econOIll1C actiVIty 

Mr Aggarwal IS the owner of an 011 seed crushmg and 

refmmg plant m Arusha The plant's capaCIty IS 

approXImately 50 tons per day, WIth an average throughput of 

around 1,000 tons of sunflower or cotton seed per month HIS 

entIre mvestment m plant and eqUipment IS approXImately US 

$1 5 IDIllIon The factory produces Sunola' brand seIll1-

refmed (neutrallZed) oil along WIth cattle feed cake The 

current extractIon process wruch mvolves crushmg and 

pressmg only produces seed cake as a by-product contammg 

approXImately 12 percent oil WIth a complete refinery, 

mcludmg a solvent extractor the factory would be able to 

recover 98 percent of the oil from the seed - a 10 percent 

mcrease m 011 recovery over the current amount WIth 

additlOnal eqUipment the factory would be able to produce 

fully refmed oil wruch has a rugher retail value The 

mvestment m addItIonal eqUipment would cost about US 

$500,000 The return on mvestment would be around 30 

percent 
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Suggested PartIcIpatIon 

ofSAEDF 

If the proposal proves to 

be econoIll1cally feaSIble, 

SAEDF would be a 

Jomt-venture partner m 

the mvestment 

SAEDF would be a 

Jomt-venture partner m 

the mvestment 

"If 



PotentJ.al Investment Opportumty 

Sunnpe KlltmanJaro IS a large, foreIgn-owned exporter of fine 

green beans Sunnpe IS a SubsIdIary of Kenya Homculture, 

based m NaIrobI The Narrob1 company IS owned by the Shah 

famtly, who are Kenyans of ASIan ancestry Sunnpe 

KlltmanJaro IS owned Jomtly by the Shah famtly and local 

partners The company IS based m Mosill and IS managed by 

one of the Shah sons Sunnpe began Its Tanzama operattons m 

1989 Appro:xnnately half of Its exports are grown on 

company farms and the remamder IS contracted WIth some 

3000 small farmers, some located as far away as 100 kIn from 

Mosill, m the illghlands around mount KlltmanJaro The 

company uses COmmISSIOn agents as Its representattves m 

contractmg WIth the small farmers 

Sunnpe would lIke to focus Its acttvlty m Tanzama on value­

added fresh vegetable processmg, exportmg prepackaged, 

mtcrowave-ready mdtvldual-stzed pomons of consumer 

vegetables to Europe Thts change would create opportumnes 

for "mtddlemen or subcontractors to hnk Sunnpe WIth Its 

small farmer producers Sunnpe would contract Its export 

product WIth small/medIum packmg shed operators who 

themselves would contract vegetable producnon WIth small 

farmers The packmg shed operators would select, grade, box 

and transport Its vegetables to Sunnpe' s export processmg 

plant 
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Suggested PartlClpatlOn 

ofSAEDF 

SAEDF's 

mtcroenterprISe 

mvestment funds would 

be used to finance the 

construcnon of packmg 

sheds and to provIde 

producnon "kits" to the 

affilIated small farmers 

Employees of Sunnpe 

would provlde tecbmcal 

asslstance to the packmg 

shed operators 

SAEDF's local partner, 

NIGP, would admtmster 

the program and provlde 

trammg m vegetable 

producnon to small 

farmers Trammg m post 

harvest handlmg and 

quahty control would be 

prOVIded to packlng shed 

operators 
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3.0 AnalysIs of the Tanzama Formal Financial Sector 

3 1 AbbrevlatlOns 

For all the tables, the followmg abbrevlanons apply 

Tanzaman Banks 

SCT = Standard Chartered (TanzanIa) 

SBT = Standard Bank (TanzanIa) 

CIT = Cltlbank (T) 

EUR = Eurafncan 

ADL = FITst Adlh Bank 

TDF = TanzanIa Development Fmance Company, Ltd 

COMP = Average for all Banks analyzed 

Parent Bank Groups 

SCB = Standard Chartered Bank 

SBG = Standard Bank 

BBL = Banque Belgolalse 

3 2 LZqUldlty and Capztal Adequacy 

Llqmdlty management and undercapltahzatlon are the most common causes of bank failure worldwIde, and are especIally relevant 

to our analysIs of the bankIng sector here The Mendlen Bank group collapsed throughout AfrIca m no small part due to Its 

mablhty to meet deposItors' requests (m addItion to a WIdespread perception of accounting rrregularities), especlally when Its 

asset management problems came to hght The hqUldlty ratlos as well as measures of capItal adequacy for the Tanzanlan banks 

and therr parent bank groups can be vIewed as follows 

The hqmdlty ratlos for the banks are acceptable, and m fact reflect an over bqUld bankIng sector that IS reluctant to mcrease Its 

credlt portfoho The first rano m Table 2 1 measures what percentage cash or near cash assets such as loans due from other 

banks, Government Notes, etc could be hqwdated m order to cover short term deposIts The drtferences exhlblted between 

StanblC and Standard Chartered are attnbutable to the higher percentage of loan assets that StanblC has (42 %) versus Standard 

Chartered (23%) a reflectlon of Mendlen's prevIOus lendmg pohcles ThIs drtference IS also noted m the second ratlo, which 

measures the percentage that short term loan assets could be sold or hqwdated ill order to cover total deposIts 

The thud ratlo measures the relatlonshIp between the capItal structure of the banks Normally local (as opposed to money center) 

banks do not have a deposIt base more than ten tlmes the SIZe of capItal, all banks analyzed here are Wlthm the acceptable range 
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Cash / 

ST DeposIts 

ST Loans/ 

Total DeposIts 

DeposIts/CapItal 

CapItal ($ MM) 

Cash / 

ST DepOSIts 

ST Loans/ 

Total DeposIts 

DeposIts/CapItal 

CapItal ($ Bn ) 

Table 2 1 LIqUIdIty and CapItal Adequacy of Tanzantan Banks 

90% 69% 84% 122% 27% nJa 84% 

27% 50% 42% 29% 120% nJa 38% 

89 8 1 64 1 1 3 1 n/a 73 

13 2 93 42 29 14 75 nla 

Parent Bank Groups 

37% 11% 5% 

37% 65% 78% 

188 128 175 

3 1 1 8 02 

The hqUldIty for the three parent bank groups analyzed (Standard Chartered Group, Standard Bank Group and Banque 

Belgolalse) are Wlthm acceptable ranges The dIfferences among the three are accounted for m therr capItal structures as 

shown m the percentage of short term depOSIts of total footmgs 

Standard Chartered 94 % 

Standard Bank 80 % 

Banque Belgolalse 17 % 

Both the Standard Chartered and Standard Bank groups are well capItabzed hence a relatively hIgh depOSIt/capItal ratIO IS 

acceptable Banque Belgolalse IS comparatively undercapitalIzed relatIve to both depOSIts (as above) and total assets (BeP 
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74 Bn ,Yleldmg total asset leverage of 19 2 to 1) In addition, tlns consohdated capital figure COnsISts of equIty m affihate 

banks m such countries as BurundI, Rwanda and Zarre 

3 3 Profitabzllty 

CommercIal banks eXISt to generate revenues agaInst whIch expenses are paid Income generatIon IS Important because tlns 

IS the manner by whIch banks (and all pnvate sector compames for that matter) generate for themselves addItional capital 

resources, whIch can then be relent as addItIonal credIt extension 

Table 2 2 Profitability of Tanzaman Banks 

SCT SBT CIT EUR ADL TDF COMP 

OperatIng Expenses ! 30% 33% 60% 639% 39% 54% 77% 

Interest Income (%) 

Operatmg Results! 93% 29% 18% nla 11% 51% 108% 

Interest Income (%) 

Return on Assets (%) 8% 4% 1% n/a 1% 4% 5% 

Return on EquIty (%) 78% 34% 9% n/a 7% 14% 38% 

Net Profit (Loss) 100 14 02 (0 6) 01 04 nla 

$MM 

Banks m Tanzama should be extremely profitable, smce theIr Net Interest Margm (the mterest charged to customers for loans 

mInUS mterest prud on depoSits and other borrowed money) IS hIgh due to the neghglble mterest patd on short term depOSIts 

TIns profitability should be seen m the Return on Assets figures for these banks The norm for banks' ROA m the US IS 5 -

7 percent and ROE hIgher than that In the case of the banks m Tanzama these ratios are lower smce most banks hold a 

greater portlOn of therr assets m lower-Yleldmg debt securities rather than loans 

An unportant mdIcator of good mternal bank: management IS the percentage of Total Operatmg Expenses (mcludmg Persoooel 

Expenses) to Interest Income A rule of thumb IS that Operatmg Expenses should not be greater than 40 - 45 percent of 

Interest Income (With Persoooel no greater than 25%) Wlnle Standard Chartered and Stanblc are well Wlthm these 

gwdelmes TDFL IS not (and hence a management shake-up IS currently underway to address tlns Issue m partIcular) The 

ratios for the other banks are not comparable smce they are all m start-up phases when expenses are often greater than m 

a well-estabhshed Institution 
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II 
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ALt~r.. .. 

Parent Bank Groups I 
SeB SBG BBL I 

Operatmg Expenses / 36% 36% 26% 

Interest Income I 
Operatmg Resultsl 26% 14% 14% -Interest Income I -
Return on Assets 2% 2% 1% 

I 
Return on Eqmty 36% 26% 20% 

~ 

Net Profit (Loss) 522 225 18 • 
$MM ..., 

I 

Profitablhty and operatmg effiCIency for the three parent bank groups are acceptable 
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AkA.oocU'.d .... 

4.0 Specific SAEDF Investment Opportunities m Mozambique 

Name and Address of 

Entrepreneur 

Mr Ahbhat Dassat, 

Drrector 

M09amblque Agenclas, 

Ltda 

Av Karl Marx # 1744 - I 

PO Box2554 

Maputo, Mozambique 

Tel 427695,422421 

Fax 42 1469 

Potential Investment Opportumty 

Investment m a woven sack plant, to be 

mstalled m three phases 

Phase one Import and mstall equIpment for 

CUttlng, formmg and sntchmg sacks, Ulade 

from lillported woven fabnc 

Approxooate cost US $110,000 

Pllase two Import and mstal1 weavmg 

Ulachmes to make the woven fabnc, 

couslstmg of three CIrCular weavmg looms 

and take-up wmders Raw materlal for 

weavmg would be lillported polypropylene 

yarn 

Approxooate cost US $368,000 

Phase three Import and lUStall the extrusIOn 

lme for Ulakmg poly yam, used as raw 

Ulatenal for sack manufacture 

Approxooate cost US $634,000 

US $1,112,200 Total est1U1ated cost 
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Suggested PartJ.clpanon of SAEDF 

SAEDF would be a Jomt venture 

partner m the busmess A foreign 

techmcian would be employed for a 

penod of two to three years to 

mstall equipment, COIIlIlllSSlon the 

plant and tram local staff 



Name and Address of 

Entrepreneur 

Mr loao Carlos Forte, 

Drrector 

Companlua da Zambezla 

Av Samora Machel, 285, 

No 417 

Maputo, MozambIque 

Tel 42 15 07 42 06 39 

PotentIal Investment OppOrtunIty 

Zambezla has entered mto an agreement 

WIth Outspan, the South Afncan CItruS 

marketmg company, to produce and export 

wooden pallets m kIt form to serve South 

AfrIca I s CItruS mdustry Outspan uses 3 2 

millIOn pallets annually Small bus mess 

enterpnses would have opportunItIes for 

subcontracts WIth Zambezia to cut trees 

saw the logs mto lumber, provIde wood for 

pallets and transport pallet kIts to the port 

for export See 3 6 4 of the mam report for 

more detail 
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Suggested PartICIpatIon of SAEDF 

SAEDF would provIde venture 

capItal through a local bankIng 

partner, whIch would Itself, provIde 

workmg capItal loans to the new 

busmess Companma Zambezia 

would prOVIde a ready market for 

the lumber and other wood 

products, and would contract for 

transportatIOn servIces The 

company would also tram the new 

entrepreneurs m saw millmg and 

transport operatIons USAIDI 

MozambIque would contract WIth 

Compagma Zambezla to establIsh a 

nursery for coconut seedlmgs and 

would contract WIth a pva to 

orgarnze palm replantmg on the 

smallholder plots 
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Name and Address of 

Entrepreneur 

Mr Kenny Sonnekus, 

DIrector 

Companlna Industriel de 

Matola elM 
Machava, Maputo 

MozambIque 

Tel 45 00 87, 45 00 88, 45 

0089 

PotentIal Investment OpportunIty 

CIM IS a large wheat millmg company 

which was prevIOusly owned by 

Government but pnvatlZed to South AfrIcan 

mvestors m 1995 The company IS 

expandmg rapIdly to capItalize on the 

growth m MozambIque I s millmg mdustry 

and plans to double Its wheat millmg 

capacIty, open a pasta factory, begm 

millmg refined maIZe flour and start 

producmg antmal feed withm the next year 

The company also plans to help develop 

small scale neIghborhood bakenes, WIth the 

expectatIon that they would become loyal 

CIM customers The bakenes would begm 

operatIng WIth only one oven, yet would be 

able to expand theIr capacItIes CIM 18 

now startmg a bakery school and will 

prOVIde technIcal and management support 

to the new bakery enterpnses New 

enterpnses would be assIsted to select 

appropnate eqUIpment and taught how to 

manage a bakery CEM IS 100Iang for a 

means of financmg the small bakenes 
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Suggested PartICIpatIon of SAEDF 

It IS enVISIOned that SAEDF's 

IDlcroenterpnse development fund 

would partICIpate WIth CEM m Its 

program to develop small bakenes 

SAEDF actIng through Its local 

IDlcroenterpTlSe program 

adnnmstrator, would [mance bakery 

eqUIpment for small-scale 

entrepreneurs who partICIpate m the 

program at ClM 



Name and Address of 

Entrepreneur 

Mr Antomo Guerra 

Group Madal 

Twelfth floor 

No 170 

Av Martrres de Inhammga 

Maputo MozambIque 

PotentIal Investment Opporturuty 

Madalis a large fanmng company which 

has purchased copra from small producers 

and traders for many years Earher this 

year, copra purchased from small, famtly 

farms was found to contam toXInS caused 

by tmproper processmg hygIene and Madal 

suspended purchases from all small 

producers The company does not have 

adequate resources to provIde the low­

technology dryers, along WIth the trammg 

and supervlSlon needed to ensure that 

approprIate drymg and handlmg practIces 

are followed by small holders for the 

productIon of copra To ensure the 

contmued partICIpatIon of small holders m 

the export of copra, It would be necessary 

to develop a small producer outreach 

program for the productIon of high qualIty 

copra Under this program, Madal would 

be the copra exporter WIth productIon 

contracted to small farmers 
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Suggested PartICIpatIon of SAEDF 

SAEDF ffilcroenterpnse 

development funds, under the 

adnnmstratIon of SAEDF's local 

partner would fmance the 

InstallatIOn of a roof-covered 

concrete slab, approprIate dryers, 

storage racks and eqUipment needed 

for samtary copra processmg 

TechnIcal aSSIstance would also be 

proVIded as necessary, under 

SAEDF's TA, faCIlIty to help Madal 

Install a quahty testmg lab and to 

tmplement quahty control 

procedures 

WIth the collaboratIon of USAID, 

one of Its pva partners m 

MozambIque would help create, 

orgamze and tram small farmer 

groups for the productIon of qualIty 

copra 

I 
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Name and Address of 

Entrepreneur 

Mr Jonathan G WbJ.te, 

Drrector 

World VlSlon InternatIonal 

Av Paulo S Kankhomba, 

1170 

p a Box 2531 

Maputo, MozambIque 

Tel 42 03 12, 42 29 22, 42 

6743 

Mr Jose Alcobla Drrector 

Cooperattva de Aplcultores 

de Maputo 

Maputo, MozambIque 

PotentIal InvestInent OppOrtunIty 

World VIsIon IS a PVO that has operated m 

MozambIque for many years, pnmarlly m 

emergency food dlStrlbutIon and famme 

rehef One of the groups assIsted by WVI 

IS the Barone ASSOCIatIon, a woman's group 

that purchases copra from small holders for 

further drymg and processmg The copra 18 

dned to a low mOlsture content and 

squeezed through a "T" press to produce 

coconut oll Barone sells the coconut oll to 

Suggested PartIcIpatIon of SAEDF 

SAEDF and USAIDlMo~amblque 

should collaborate to encourage 

village-level oll processmg and soap 

makmg busmesses SAEDF 

IDlcroenterprue development funds 

would finance the purchase of "T" 

press eqUlpment as well as the 

eqUlpment and supplies needed for 

the small, soap makmg enterprlSe 

USAIDlMozamblque would contract 

small entrepreneurs for manufacturmg soap WIth a pva to admmlster and drrect 

the program, and to provIde trammg 

and asslStance to the small 

entrepreneurs 

Mr Jose Alcobla and rus partner, Joao 

Serrano made successful trIal srupments of 

exotic frUIt to South AfrIca from the 

Vandezl area durmg the 1995-96 season 

They would hke to develop an mtegrated 

fresh frUIt export operation wruch would 

produce and srup seasonal fresh frUIt on a 

year round basIs to regiOnal markets 

PrIvate growers would proVIde frUIt to therr 

export company FrUIt wruch has been 

grown m the area mcludes lychee, mango, 

papaya, avocado and strawbemes The two 

partners are seelang external financmg for 

therr export bus mess 
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SAEDF could proVIde fmancmg and 

become a Jomt-venture partner m 

the venture 



Name and Address of 

Entrepreneur 

Mr Yunus A Gafar 

Gam Comemal, Ltda 

Nampula, Mozambique 

Potenttal Investment OppOrtunIty 

Gam Commercial has a crucken-and-egg 

operatIOn With 8,000 breedmg and laymg 

hens The company would hke to expand 

mto poultry broiler productlOn and to start a 

poultry feed operatIon usmg locally grown 

malZe as Its pnmary mput The company IS 

looking for an mvestment partner m Its new 

operation 
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Suggested Partlclpatton of SAEDF 

SAEDF could provlde fmancmg and 

become a Jomt-venture partner m 

the venture 
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DONOR 

World 
Bank/IDA 

IFAD 

UNDP 

NORAD 

French 
Coopera1l0n 

European 
Dmon 

5.0 Donor ActIvIties m AgrIculture and Rural Development 

ACTMTIES (US$ value) NATURE OF ACTMTY 

Rural RehabIlItatIon ($20 millIon) Agncultural extensIon InstItullonai support rural trade m Sofala 

and Zambezla 

RehabilItatIon of Agriculture ServIces ($35 Agncultural servIces 

millIon) 

AgrIculture RehabilitatIon ($15 4 millIOn) 

Roads and Coastal ShIppmg (ROCS) InslltutIonai support mfrastructures markets m Inhambane Gaza 

Rural Recovery Program ($14 millIOn) Ag development rural trade roads InstItutIonal support socIal 

structures m Nlassa 

Development of ArtIsanal FIsherIes ($7 millIon) CredIt trade roads eqUIpment supply m Nampula (Angoche 

Moma) 

PROAREA ($240 000) InslltutIonai support for MOA and INDER extensIOn socIal 

mfrastructure m Tete NIassa Inhambane 

Rural Recovery Program ($7 millIOn) State AdmmIstratIon SOCIal servIces ag extensIon m Cabo 

Delgado 

FIsherIes (NOR 51 5 millIon) Inslltullonal support 

InstJtutJonai Support ($2 millIon) AgrIcultural extensIOn InstItullonai support, techIncal asst for 

polIcy m Gaza (Chokwe) 

Rural RehabllltatIon($4 millIon) RehabUltatJon of small mfrastructures m C Delgado Nampula 

and ZambeZla 

FIsherIes Aquapesca (FFI5 mIllIon) 

DecentralIzatIon CredIt (FF20 millIOn) 

Mlcroenterpnses ($2 millIOn) Rural Mlcroenterpnses m Gaza 

Semoc ChImOIO Seed Potato (ECU 0 463 Mamca seed potato 

millIOn) 

Nampula Cotton Project (ECU 6 0 millIOn) AgrIculture N ampula 

Cabo Delgado Development PrOject (ECU 2 0 Cabo Delgado Agnculture 

million) 

Maruca Smallholders (ECU 5 0 millIOn) AgrIculture Maruca Sofala ZambezJa 

Road Works ($47 million) 
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DONOR 

Germany/GTZ 

UNICEF 

AfncanDev 
Bank 

Sweden 

DANIDA 

AustralIa 

Italy 

Spam 

Uruted 
Kmgdom/ODA 

ACTNITIES (US$ value) NATURE OF ACTNITY 

Agnculture ($10 mIlhon) Ag services socllll mfrastructure mstttuttonal support rural 

roads m Sofala Maruca 

Gram Termmal Matola (DM 42 7 mIlhon) Agriculture 

Techrucal AsSIStance (DM 29 5 millIon) 

Rural Recovery Program ($ 400 Thousands) SOCial servIces mstttuttonal support to INDER m ZambezIa 

Maruca I bane Sofala Maputo Gaza Nampula Mamca Sofala 

MafamblSse Sugar RehabIlltatton ($40 :rmlhon) Rehabilitatton of sugar plant m MafamblSse Sofala 

Cashew Development ($14 million) Instttuttonal support seed procurement germ plasm m Nampula 

Road Works/ Maruca ($51 1 :rmlhon) Rehabilitatton of Massmger Dam extension smallholder 

Massmgrr Rural Development ($60 milhon) rrngatton ill Massmgrr Gaza 

PESU (SEK 36 0 mIihon) Import Support for seed and tools 

Agriculture (SEK 74 0 milhon) Instttuttonal Support Nattonal Seed Company Rural 

Road Works (SEK I 4 million) Development 

Agnculture Trammg Center (DKK 175 mIl ) Nlassa Trammg Center/ Agnculture/Educatton 

Agriculture (DKK 29 7 mIihon) Tete Provmce/Rural Development 

Agnculture (DKK 71 4 milhon) ZambezIa Provmce 

Seed Control (DKK 6 2 milhon) Support to SNS (N attonal Seed ServIces) 

Agnculture (DKK 13 4 millIon) Plant Protectton (lNlA) 

FISheries (DKK 10 8 milhon) Master Plan FISheries 

FISheries (DKK 18 4 mIihon) Support to Small-Scale FISheries 

Agriculture/Livestock (DKK 15 0 millIon) Ammal Productton 

Agriculture (AUD 100 000) Inhambane Green Zones 

Agriculture (AUD 50 0 million) DIStribution of seed and tools 

Agriculture (AUD 55 8 million) Program of Rural ExtensIOn 

AgnculturelRural Development (LIra 3 887 XaI XaI Gaza 

mIl) 

Agnculture (Lrra 12 894 million) Rural Development m Homome Inhambane 

Agrlcuiture/Llvestock(Lrra 55 428 million) Livestock Sable MedlO Incomatt 

Agriculture (Lrra 28 195 :rmlhon) Integrated Rural Development Maruca 

Agriculture (Lrra 112 720 million) Rural Development Maputo provmce 

Agnculture (Lrra 51 000 million) Corumane Dam Maputo 

Agnculture (Pesetas 35 million) Tree Replanttng XaI XaI 

Agriculture (GBP 445 000) ASSIStance to DPAlZambezla 

Agnculture (GBP 1 802 mIlhon) ASSIStance to NGO/ Agriculture 

Road Works ($8 8 milhon) Zambezla 
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6.0 Financial AnalysIs of Mozambique Banks 

6 1 Abbrevzatwns 

For the Tables, the followmg abbrevIatlOns apply 

BFE = Banco de Fomento e Exterior 

BIM = Banco InternaclOnal de Mocambique 

BCP = Banco Comerctal Portugues 

BST = Banco Standard Totta 

HSB = Hong Kong ShanghaI Bank Group (Equator) 

6 2 Lzquzdzty And Capztal Adequacy 

Cash/ 

ST DeposIts 

ST Loans/ 

Total DeposIts 

DeposIts/CapItal 

CapItal ($ MM) 

8% 

49% 

106 

07 

95% 7% 101% 

22% 82% 25% 

07 164 56 

92 14 145 

46% 

46% 

125 

20,7498 

The two mcorporated banks m MozambIque, BIM and Standard Totta are rather over hqmd, this IS due to the relanve lack 

of credit opportumnes This 1S shown ill the first ratlo the lugh percentage of cash and near cash to deposIts, and the second, 

the low percentage of short term loans to total depoSIts The hqmdity and coverage ranos for the two Portuguese banks, BFE 

and BCP, are closer to the norm for these ranos 
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11-----

OperatIng Expenses / 

Interest Income 

OperatIng Results/ 

Interest Income 

Return on Assets 

Return on EqUlty 

Net Profit (Loss) 

$MM 

37% 

11% 

1% 

16% 

01 

798% 

nJa 

nJa 

nJa 

(0 7) 

6 3 Profitablilty 

28% 56% 34% 

17% 144% 28% 

1% 7% 2% 

36% 49% 28% 

01 33 2,509 

Companson of profitabilIty for BIM IS unfaIr smce Its results were only based on two months of operatIons Banks m 

MozambIque should be hIghly profitable gtven the enormous mterest spread on loans compared to the neghgtble mterest paId 

on deposIts ThIs may change as BIM has mcreased both fees charged to customers for servIces and amounts paId on 

deposIts Hong Kong ShanghaI Bank exhIbIts model efficIency and profitabIhty ratIos 
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Appendix B - LIST OF PEOPLE AND ORGANIZATIONS VISITED 
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LIST OF PEOPLE AND ORGANIZATIONS VISITED m TANZANIA 

Dar es Salaam 

Chve Topper, Cashew/Coconut Tree Crop Project 

Fibehs Mrope, Cashew Marketmg Board 

G Theobald, Chal Bora 

Graham Poole, Commonwealth Development Corporatlon 

Hassan A Makanl, Dar es Salaam AIrport Handling Company, Ltd (DAHACO) 

S Peter Machunde, EqUlty Investment Management LlIDlted 

Theo Katarama, ER Flour Mills 

Zadox MaJabo, Eurafncan Bank 

MarJan Boonzaayer, FAO 

E PatrIck Alleyne, FAO 

Godfrey Chamungwana Frrst Adlh Bank 

Rolf Detmermg, GTZ 

Andy Bmamungo, MffilStry of Agnculture Market Development Board 

Albano L T ASIDanl, MlIDStry of Forelgn Affarrs and Internatlonal Cooperatlon 

Harold P Musm, MlIDStry of Industnes and Trade 

Mike Lalser, Natlonal Income GeneratlOn Program 

Davld Western, Northumbnan Water LlIDlted 

J Nyamwlhula Parastatal Sector Reform COmmlSSlOn 

M Shlmwela Parastatal Sector Reform COmmlSslon 

Colm Bernhardt, Ralli Brothers 

Andrew Thomas, Ralh Brothers 

M J Mero, SADC 

SlIDon K Mutabuzl, SlIDa Internatlonal 

Mike van Nlerop, Tanblc Bank 

Parakash Konnur, Tanganyika SlSal Spmmng Co 

Bonaventura Mlunde Tanzama Development Fmance Co 

A V Wilson Tanzama Development Fmance Co 

M Y Msemo Tanzama Development Fmance Co 

Robert Satchwell Tanzama Venture CapItal Fund 

Mr ElIDnalluel R Makubo Techmcal Tradmg ServIces (TIS) LlIDlted 

Paul BundIck, The Busmess Center 

Ngwesham S Mbonde, The Busmess Center 

Anane Waldvogel UNDP 

M SI1ayo, Umon Servlce Store 

Pamck Fleuret, USAID/Tanzama 

Thomas Tengg, USAID/Tanzama 

Donald Sungusla World Bank 



Arusha 

Patterson F M Mosru, Afro Crafts and Gemstones Lmnted 

Erwm Th P Protzen, AT! T-Press Project 

Roger Banfield, Cargill Hybnd Seeds 

Barney Gasston, Damascena EssentIal Oils Lmnted 

Praful Gaglaru, East AfrIcan Seed (T) Lmnted 

Nazrr Mohamed, Hortanzia Lmnted 

Gulamhussem H Saleh Jumbo Mills (T) Lmnted 

Llvmus Manyanga Kakute Lmnted 

Grea M Mollel Kljenge Arumal Products Lmnted 

Ignace Malal, Malal FreIght Forwarders Lmnted 

Hans Baart, Multlflower Lumted 

Pradeep Lodlua, Tanzama PlantatIOns, Lmnted (Lucy SIsal Estate) 

Dlhp Som Tanzama Plantahons, Lmnted (Lucy SIsal Estate) 

Paul Warmka TechnoServe 

Manubhal L Patel, The TanganyIka Farmers I ASSOClatlOn, Lmnted 

Tarsem C Aggarwal, T K Holdmgs, Lumted 

A Lahff K Suleman, Tuclanan Mmes and Mmerals (T) Lmnted 

Moslu 

AmIt Shah, Sunnpe KlllIDanJaro Lmnted 

Mwanza 

Jumanne Klshunba Klshunba InternatlOnal Traders Co Lmnted 

A V Gopalaknshnan Nue Perch Flshenes Lumted 

Bruce D Mllne, Pangea Goldfields, Inc 

James R Ross TanganyIka Gold N I 

Samson S Maganga, The Busmess Center 

Other 

PatrIck Henfrey The AfrIca Project Development FaCUlty (APDF) Narrobl, Kenya 

Charlotte Bmgham USAID/Kenya 
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LIST OF PEOPLE VISITED IN MOZAMBIQUE 

Maputo 

Arlmdo ManJate, Austral 

Jeanne L Stephens, Austral 

Beat J Rohr, CARE 

Gilles Chausse, CaIsse Francalse de Developpement 

Mateus Gon~alves, Cartonagens de Mo~amblque, Lda (CARMOC) 

Carlos Hennques, Companhta Agro-mdustrlal Lonrho MozambIque 

Jose AlcobIa, CooperatIva de Aplcultores de Maputo 

Edmund Gabnel, Deutsche Welthungerhllfe 

Kekobad M Patel, Empresa NaclOnal de ComerclO (ENACOMO) 

Ana Mana RibeIrO, EU MISSIon 

Vltor Manuel dos Santos BIZarro, FASOL Saborel 

OmaIa SalImo, Fundo de Fomento a Pequena IndustrIa (FFPI) 

Joao Serrano, Grant Thornton, Ltd 

Henrlqueta Hunguana, InstItuto NaclOnal de Desenvolvlemento da Industrla Local (lDIL) 

Joao Vlseu, Metal Box 

Ibrrumo N I Juma, MocaJu 

Edmund Gabnel, Mogmcual Rural Development, Deutsche Welthungerhllfe 

Anabela Mabota, MSU Food SecUrIty Project m MozambIque 

Manuel P dos Santos, Planco ConsultIng 

JulIano Marla Saranga, Secretano del Estado do CaJu 

Mana do RosarIO C Sousa SLopes, Socledade Comerclal e InduStrIal de Moagem 

F Antomo Souto Socledade para ApOlO a Pequenos Projectos de Investlmento, Ltda (GAPI) 

Gaye Thompson System Consultores 

JoaqUlm Campos d'OlIverra, TOPAC MozambIque 

CelIna Cossa Umao Geras das Cooperauvas Agro-pecuarlas 

Manam Fangah, UNDP 

ltalo D C FraquellI, UNIDO 

TImothy Born USAIDlMozambique 

SIdney BlIss, USAIDlMozambique 

Fernando PalXaO, USAIDlMozambique 

RIChard Newberg, USAID/Mozamblque 

Gall H Warshaw, USAID/Mozambique 

Christene de Voest The World Bank 

PhlllP J Clarke, World Food Program 

LUls Cornejo ROjas, XlgaIO 
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Nampula Province 

M Alal Raza, Armazens AL-Owals Import-Export, Nampula 

LUIS GIqurra, Armazens Moderna Importac;ao Exportac;ao de Nampula 

Jose da Costa Valente, Banco ComercIaI de MO'fambIque, Nampula 

Nazrr Abdul KarImO H Mussa, Banco ComercIaI de MO'fambIque, Nampula 

Eugemo Juma Jamal, Banco Comerclal de Moc;amblque, Nacala 

Rogeno B Nunes Companhta de Mocamblque (Entreposto) 

M Yunus A Gafar, Gam Comerclal Ltda Nampula 

Jose JaIme JeJe, Mlchtgan State Umverslty ProJect, Nampula 

Alexandro Serrano, NCBA/CLUSA Nampula 
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